Changing Contours of
Microfinance in India

Edited by
Jayadev M. and
Diatha Krishna Sundar




Changing Contours of
Microfinance in India

This book brings together empirical evidences and theoretical per-
spectives to provide a comprehensive overview of the microfinance
sector in India. The chapters in the volume:

e focus on the application of information and communication
technology (ICT) solutions in microfinance institutions to
strengthen the savings movement and widen credit access to
the poor and marginalised sections of society;

e present case studies on self-help group (SHG) movements,
federations and SHG-Bank Linkage programmes;

e propose measures for strengthening regulatory and governance
structures of the microfinance sector; and

e identify linkages between overall financial inclusion and the
contribution of microfinance institutions (MFIs).

The volume will be indispensable for scholars and researchers
of microeconomics, South Asian economics and development eco-
nomics as well as professionals and aspirants in the microfinance,
rural banking and financial inclusion sectors.

Jayadev M. is Professor at the Indian Institute of Management
Bangalore, Karnataka, India.

Diatha Krishna Sundar is Professor at the Indian Institute of
Management Bangalore, Karnataka, India.



This page intentionally left blank



Changing Contours of
Microfinance in India

Edited by Jayadev M. and
Diatha Krishna Sundar

£ } Routledge

g Taylor & Francis Group
LONDON AND NEW YORK



First published 2016
by Routledge
2 Park Square, Milton Park, Abingdon, Oxon OX14 4RN

and by Routledge
711 Third Avenue, New York, NY 10017

Routledge is an imprint of the Taylor & Francis Group,
an informa business

© 2016 Jayadev M. and Diatha Krishna Sundar

The right of Jayadev M. and Diatha Krishna Sundar to be
identified as the authors of the editorial material, and of
the authors for their individual chapters, has been asserted
in accordance with sections 77 and 78 of the Copyright,
Designs and Patents Act 1988.

All rights reserved. No part of this book may be reprinted
or reproduced or utilised in any form or by any electronic,
mechanical, or other means, now known or hereafter
invented, including photocopying and recording, or in

any information storage or retrieval system, without
permission in writing from the publishers.

Trademark notice: Product or corporate names may be
trademarks or registered trademarks, and are used only for
identification and explanation without intent to infringe.

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the
British Library

Library of Congress Cataloging-in-Publication Data
A catalog record has been requested for this book

ISBN: 978-1-138-66570-5 (hbk)
ISBN: 978-1-315-61977-4 (ebk)

Typeset in Sabon
by Apex CoVantage, LLC



Contents

List of figures vii
List of tables viii
Preface xi
List of abbreviations xii
Notes on contributors Xvi
Introduction 1

1 Microfinance in India: the way forward 8
JAYADEV M.

2 Rebuilding the microfinance industry post-Andhra
Pradesh crisis 21
GRAHAM A. N. WRIGHT, MANOJ K. SHARMA,
B. ANJANEYULU, VEENA YAMINI ANNADANAM
AND G. TRIVIKRAMA DEVI

3 Strengthening governance in microfinance institutions:
some random thoughts 40
ANAND SINHA

4 Mobile technology in microfinance: empowering
the unreachable 54
SHUBHAM GOSWAMI

5 ICT in microfinance: a case study of microfinance
banks in Pakistan 72
UMAR RAFI



Vi

Contents

6

10

11

12

13

Empowerment through self-employment in rural areas:
the role of ICT and SHGs

LAVNEET SINGH, JASPAL SINGH AND

RAJEEV SHARMA

The role of ICT in economic growth: the case of
Andhra Pradesh
D. H. MALINI

Impact of federations on the functioning of SHGs:
an empirical study
SUNIL KUMAR

Do SHPIs play a role in credit access among SHGs?
Experiences from the SHG-Bank Linkage Programme
VEERASHEKHARAPPA

The role of NGOs, SHGs and international financing
agencies in the reconstruction of tsunami-hit Karaikal
SURAJ THERUVATH AND SWETHA MURALIDHARAN

Microfinance for poverty alleviation: analysis of
clients’ perspectives and changes in their lives in
the state of Manipur, India

MELODY KSHETRIMAYUM

Microfinance-plus services — from access to impact:
empirical evidence from rural India
NAVEEN KUMAR K.

Financial inclusion: technology, institutions
and policies
RAGHURAM G. RAJAN

929

112

125

156

174

186

205

238



Figures

2.1
4.1
4.2
5.1
5.2
5.3
54
8.1
11.1
11.2
11.3

11.4

11.5
11.6

Customers and profit of Equity Bank, 1994-2009
ICT Development Index, 2013

Wireless subscribers

Growth of worldwide microfinance customer base
Conventional banking-ICT landscape

Percentage of TCO for core banking components
Unit transaction costs from M-Com18

Structure of federations

Clients’ perception on reasons of being poor
Clients’ perception on ways to come out of poverty
Income-wise clients’ perception on ways to come out
of poverty

Clients’ perception on ways to come out of poverty
according to training received on microfinance
Assets built after joining the group

Decision making in the family according to training
received on microfinance

35
55
61
74
78
88
95
135
194
194

195

197
200

200



Tables

4.1

5.1
A5.1

6.1
6.2

6.3

6.4

A6.1

7.1
7.2

8.1
8.2
8.3
8.4
8.5
8.6

Value chain for mobile services (role of mobile
operator in providing financial services)

Total cost of administrating a loan

Pakistan’s macroeconomic indicators

of poverty

Progress in SHG Linkage Programme in India
Annual percentage change in the value of assets
on different categories of respondents before
and after joining the SHG at current prices,
2007-08

Total income of households through various
sources

Per household’s family labour utilisation in
different occupations in case of agricultural
and non-agricultural loan beneficiaries

during 2007-08

Value of assets on different categories of
respondent before and after joining the SHG

at current prices, 2007-2008

Demographics of Andhra Pradesh

Income dimension of human development:

per capita district domestic product in constant
(1993-94) prices across districts of Andhra Pradesh
Selection of sample states

Sample federations selected for study

Summary of services provided by SHG federations
Items of expenditure of SS

Level of financial sustainability of federations
SHG sample description

56
81

97
101

102

104

105

111
114

114
127
129
137
140
140
142



Tables ix

8.7 Composition of SHGs 143
8.8  Frequency of meetings and savings of SHGs 143
8.9  Attendance in meetings of SHGs 145
8.10 Average monthly savings of SHG members 145
8.11 Annual savings per member in terms of

age of SHGs 146
8.12 Cumulative savings of SHGs in 2010 146
8.13 Utilisation of SHGs’ savings for internal lending 147
8.14 Interest rate charged on lending by SHGs 147
8.15 SHG members benefitting from internal lending 148
8.16 Percentage of SHGs credit linked 148
8.17 Number of times SHGs accessed credit from banks 149
8.18 Cumulative amount of credit sanctioned by banks 150
8.19 Group members benefitting from credit

sanctioned by banks 150
8.20 Educational level of SHG members 151
8.21 Maintenance of books of accounts 152
8.22 Rotation of leadership 152
8.23 A comparative analysis of quality of groups 153
9.1 Commercial banks’ credit to weaker sections 159
9.2 All-India cumulative progress of SBLP 161
9.3 SBLP region-wise in percentage, March 2009 162
9.4 Distribution of SBLP by southern states, 2009 162
9.5 Density of SBLP by district 164
9.6  Time gap in linkage across banks and agencies 165
9.7  Per capita savings (percentage) of SHGs by SHPIs 166
9.8  Number of times internal loans obtained 167
9.9  Borrowing from formal credit institutions

by purpose 168
9.10 Purpose of borrowing 169
9.11 Source of borrowing by purpose 170
9.12  Source of funds and the interest paid

by borrower 170
10.1 Population of Karaikal 175
10.2 Situation at three selected villages 177
10.3 Final picture of house construction in the

three selected villages 177
10.4 Synopsis of activities undertaken 179
10.5 Total funds contributed within all Sangams

in Karaikal 183

12.1 Net annual household income 214



x Tables

12.2
12.3
12.4
12.5
12.6
12.7
12.8
Al12.1

A12.2

Possession of physical assets by the
households

Annual household expenditure across

the taluks

Housing condition of the households
Access to micro-health insurance services
Number of members having different
networks or membership with local institutions
Measurement and descriptive statistics of
main variables

Determinants of household income:

OLS estimates

Enrolment and dropout of students at
various levels of education

Participation of the member in training
and awareness activities

218
220
222
226
228
230
231
234

235



Preface

This book is an outgrowth of the seventh International Conference
on E-Governance (ICEG-2010) held at the Indian Institute of Man-
agement Bangalore (IIMB), in Bangalore, India, from 22 to 24 April
2010. This conference was organised on behalf of International
Congress of E-Government (ICEG), a professional society that was
established in 2003 with the aim to address the growing need for
furthering knowledge in e-governance. ICEG organises conferences
and seminars, and plans to publish periodicals and start a research
centre of excellence. The International Conference on E-Governance
is a signature event that brings together thought leaders, policy
makers and practitioners of e-governance. ICEG-2010, the seventh
conference in this series, was organised at [IMB with three themes:
public health and ICT, microfinance and ICT, and e-government
and m-government. This book is primarily an outcome of selected
papers on the theme of microfinance that were presented in the con-
ference. The second half of 2010 witnessed several changes in the
microfinance sector due to the crisis in Andhra Pradesh and other
regulatory changes. To include contemporary issues, a few papers
were invited for this volume. This book is an edited volume com-
prising of thirteen selected papers in the revised form, that cover
four main aspects of the microfinance sector — regulation, self-help
groups (SHGs), technology and other microfinance services. These
selected papers highlight the emerging trends in microfinance, such
as the increasing role of technological interventions using mobile
and information and communications technology (ICT), societal
empowerment through SHG and bank linkage policies, improve-
ments in microfinance services provided to the poor and the role
played by SHGs in post-disaster reconstruction.
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Introduction

Jayadev M. and Diatha Krishna Sundar

The first microcredit summit was held in Washington in 1997.
Since then, the microfinance industry had grown exponentially, and
the United Nations declared 2005 as the year of microcredit. The
donors, academics and non-governmental organisations as well as
the politicians were happy with the outcomes of this institutional
access of credit to the poor and the needy. Many organisations,
in whatever form, joined this movement with a social motive of
credit accesses, poverty removal and women empowerment. Several
new agents and investors considered this as potential opportunity
to make huge profits.

To increase the outreach, sustain the microfinance movement,
and to bring cost effectiveness, technology applications have
become necessary. Automation helps in providing multiple products
through single delivery system, and also for capturing transactions.
Information and communication technology (ICT) applications
build ecosystems that increase outreach of microcredit services,
minimise service and delivery costs and build up effective control
systems. Several experiments on ICTs have taken place in different
parts of the world. In this context, the seventh International Con-
ference on E-Government (ICEG-2010) has extensively focused on
ICT applications in microfinance, public health and e-governance.
The conference was held during 21-24 April 2010 at the Indian
Institute of Management Bangalore. Overwhelming response was
received from academics, medical doctors, microfinance institu-
tions, National Bank for Agriculture and Rural Development
(NABARD), technology companies, students and voluntary organ-
isations. Apart from papers presented in the technical sessions,
there were invited talks from the industry experts, policy makers
and others.
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This book is primarily an outcome of selected papers presented in
the conference on microfinance theme. Chapter 1 presents the brief
review of recent microfinance developments in Indian industry and
analyses current issues and challenges to be addressed. Graham and
others discuss how important it was for the Indian microfinance
institutions (MFIs) to heed to the early signs of problems. The
three cases discussed show the importance of understanding the
local sensitivities, appropriate training of field officers and avoiding
methods of collection that could be seen as coercive. Thus, the regu-
lation seeks to address these specific aspects of lending when the
MFIs were unable to follow the self-regulation principles. In India,
the MFI sector is benefitted in view of the priority sector targets of
the commercial banks.

Chapter 3 is the speech delivered by Anand Sinha, former Deputy
Governor of Reserve Bank of India. This chapter emphasises need
for strengthening of governance in microfinance institutions with
a proper regulatory framework and also through industry level
self-regulation mechanism. Improving the governance is essential
to achieve the goal of inclusive finance.

Shubham Goswami’s chapter examines the impact of mobile
technology on microfinance with respect to poverty alleviation and
socio-economic empowerment in rural areas. The chapter suggests
future directions and measures to reach low-income customers in
developing countries through mobile technology.

Umar Rafi provides status of microfinance banking in Pakistan
and application of ICT solutions. He also presents ideas for future
applications of ICT.

Another study of SHGs pertains to Etah village in Uttar Pradesh
by Singh, Singh and Sharma. They show that income and employ-
ment have been generated through the SHGs, which were involved in
agricultural, allied, glass beads, bulbs, carpet and tailoring activities.

The critical role of mobile enabled SHG microfinance man-
agement system and software like computer munshi by NGO
PRADAN are the steps forward in role of the information and com-
puter technology to expand the services. The key weakness of SHGs
is the maintenance of book of accounts. However if external help
is taken then the incentive within the group to learn the same goes
down. Thus wherever literate members are available effort should
be encourage the SHG members to maintain basic books which can
then be transcribed by the computer munshi. The idea is to create
efficacy and increase self-determination.
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A study on impact of federations on the functioning of SHGs
conducted by Andhra Pradesh Mahila Samatha Society (APMAS)
in 2007 by Sunil Kumar, informs that there are 69,000 SHG federa-
tions in the country with 22 at the apex level, 2571 secondary fed-
erations and 66,310 primary federations. The primary reason for
federation of SHGs is to harness the potential of the larger group
and thus be able to advocate issues and garner more funds Veer-
ashekharappa studies the impact of SBLP in credit delivery in the
state of Karnataka in India. Bank linkage is provided by commer-
cial banks, regional rural banks or cooperative banks.

Theruvath and Muralidharan discuss a case study of NGO Social
Need Education and Human Awareness (SNEHA) and the role of
the SHGs, promoted by it and other international agencies in the
reconstruction of tsunami-hit Karaikal in Pondicherry, India. With
the financial help of international financing agencies, SNEHA an
NGO created SHGs called Sangams. These 110 Sangams with 1,800
members in 10 villages were further organised into Village Coor-
dination Sangams and District Fisherwomen Federation, through
representative participation. At the district level, the facilitation for
the fishing activity was provided through construction of dry fish
platforms, purchase of auto carrier for fish vending, cooking ves-
sels for renting. Thus a federation of sangams helps in increasing
the level of the activity as well as builds the principle of democratic
representation at the grass-roots level.

Melody Kshetrimayum’s study aims at finding out the contribu-
tion of microfinance in poverty alleviation. It examines the changes
brought about by microfinance activities from the experiences of
the NGO functionaries and the women members.

Naveen K. Shetty’s chapter presents empirical evidence saying
that microfinance intervention has contributed in widening the
access to credit, savings, micro-health insurance, self-employment
and micro-enterprise development, and training and awareness
in the member group as compared to the control group house-
holds. On the economic front, microfinance-plus services, in
general, enabled the households to improve their income, assets,
expenditure, employment and housing conditions. Further, the
microfinance-plus services have also enabled the households to
improve their housing conditions, which was particularly true for
member group households in the study area. Furthermore, the empir-
ical result reveals that microfinance-plus services have supported
small-scale self-employment or micro-enterprise development
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among the member households. It is important to note that the
innovation in microfinance has played a crucial role in inculcating
savings and thrift habits among their members, particularly poor
women. The study finds that participation in the microfinance pro-
gramme also resulted in various skill enhancement trainings and
awareness programmes, networking with various institutions and
empowerment of poor women. Thus, the study concludes that the
microfinance-plus services not only uplifted the poor from ‘income
poverty’ but also from ‘knowledge poverty’.

The final chapter sets the road map for financial inclusion a
speech delivered by Dr Raghuram Rajan, Governor of Reserve
Bank of India. This chapter emphasises on role of technology in
meeting the financial inclusion goal. It also underscores the impor-
tance of institutions and policy changes required in this direction.
Finally, the chapter emphasises on the need for financial literacy for
achieving the millennium goal of financial inclusion.

The other papers and invited presentations made in the confer-
ence are as follows:

Mr Anal Jain, advisor Sa-dhan (The Association of Commu-
nity Development Finance Institutions), emphasises that the cur-
rent issues of the microfinance sector are multiple lending and
over-indebtedness, strengthening of internal systems and processes
and minimisation of operating costs. Jain expresses that the technol-
ogy solutions are needed for addressing of these issues. To address
the problem of multiple lending and over-indebtedness, a credit
bureau is required. Although technological solutions are currently
applied in microfinance sector, the challenges for extensive usage
are poor literacy rates among rural population and doubts about
robustness of biometric solutions. Jain envisaged on UID and 3G
connectivity as the two potential opportunities before microfinance
sector for spreading the technological solutions.

Mr D. Krishnan, Principal Consultant and Advisor, National
e-Governance Division, discussed in detail about mobile banking
applications in India and policy initiatives taken by the govern-
ment of India. He also emphasised on the role of various stakehold-
ers in extensive usage of mobile banking. The main stakeholders
are UIDIA, NPCI, TRAI and mobile service providers. Mr M. V.
Patro, General Manager of NABARD, has discussed the significant
contribution of NABARD for microfinance sector and reviewed
the initiatives taken by the NABARD for extensive usage of ICT
solutions.
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Ms Totsie Mamela Khambula, Managing Director of South Afri-
can Post Bank (SAPO), has reviewed various initiatives taken by
South African post office to address the issue of financial inclu-
sion. The biometric solutions and payment systems introduced by
SAPO and challenges for these systems and emerging opportuni-
ties in South African market were emphasised in the presentation.
Mr John Wentzel, Chief Operating Officer of South African Post
Bank, has emphasised on potential opportunities for post offices
in addressing the issue of financial inclusion and discussed in detail
how post offices can leverage their network for providing multiple
financial services and low cost banking to underprivileged.

Vijay Pratap Singh Aditya and others have documented a case
study on mobile-based framework (MITRA) for provision of micro-
finance services in Dungarpur District of Rajasthan. This field-based
technology application is for monitoring, transacting and real-time
interaction system for addressing service gap for SHGs modeled
grass-roots financial institutions. This technological solution aims
at strengthening the financial service delivery allowing ‘financial
independence’ of the SHG federations would go a long way in
developing self-sustaining decentralised financing institutions.

Aruna Kumari Devarakonda’s paper suggested antiphishing strat-
egy based on voice and image. This paper presented a two-factor
authentication solution, which aims to protect users against e-mail
phishing attacks. Main key words used are a user ID and password
which is given by the user with his unique voice identity and an
image sent by the bank. An e-mail that a bank sends to user con-
tains a pre-selected image which the phisher couldn’t have, that the
user chose when setting up the account. This proves to the user
that the e-mail came from the bank or business, not a phisher, and
that it is safe to use the provided link. The user is asked to provide
his or her user ID, password and unique voice ID. This voice ID is
already trained to the system of the bank. This is verified with the
voice ID given during the login time. When the received password
along with unique voice ID is accepted, user is allowed to access
the website.

Hanumanthappa and others’ paper discusses applications of data
mining in e-governance. This paper, a case study of agricultural
bank loans, sets out to make a comparative evaluation of classi-
fiers in the context of banking to maximise true positive rate and
minimise false positive rate of defaulters. Suresh and others discuss
credit risk management in private sector banks and its relevance
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to microfinance sector in India.. Pavan Rama kumar and others
reviews delivery model schemes pertaining to micro-insurance, and
discusses issues for massification of micro-insurance industry in
India. Monalisa Das’s paper highlights the contribution of micro-
finance organisations for social growth and bringing economically
backward into the mainstream of economy. This paper makes col-
loquia of emphasising activities of microfinance and institutional
support they are getting in the upliftment of upper poor, very poor
and ultra poor. The whole write-up also tries to cover the gap in
knowledge by using secondary research to critically examine how
information technology is used in normal finance functions and
trying to project how such uses can be applied to microfinance
footprints towards establishing self-reliant poor resisting poverty.
Dinuja Perera documents the evidence on women participation in
microfinance and delinquency of microfinance institutions in Sri
Lanka. The researcher intended to identify the women participation
in microfinance in Sri Lanka and assess how far their involvement
has mitigated the risk of microfinance institutions becoming delin-
quent. In this study, it is concluded that microfinance institutions
are mitigating the risk of delinquency by maintaining their portfolio
quality with women-driven microfinance. Roberto Moro Visconti
says that microfinance institutions (MFIs) in developing countries
are less affected by the worldwide turmoil, due to their segmenta-
tion and resilience to external shocks. If contagion is milder, the
biggest risk is probably that of becoming out of scope, being unable
to collect the much needed foreign capital at competitive costs.
Recession has a big impact on corporate governance mechanisms,
altering the equilibriums among different stakeholders and increas-
ing the risk of investment returns. This paper highlights the impor-
tance of governance in microfinance.

Lakshman Gugulothu discussed that microfinance bill has flaws
and the issues to strengthen MFI regulations. Seema Sahai’s paper
also discussed innovations in microfinance sector with OTF model
and recommended that market forces need to be duly regulated to
ensure that microfinance does not cost poor heavily.

The technical session ended with a presentation made by Atyati
technologies, a software solution provider to microfinance sector.

We take this opportunity to thank all the experts and industry
professionals for accepting our invitation and making presenta-
tions on innovative ideas for future. We also thank the paper/
chapter-contributing authors for their timely support in making



