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In the developing world, India presents a
unique opportunity and need for poverty
alleviation. India’s stable political
environment and strong economic growth
over the last 10 years have put the country
in a position to become the third-largest
economy in the world by 2050.' At the
same time, India accounts for the largest
share of the world’s poor with over 860
million people in 2006 living on less than
US$2 a day’ and economic development
characterised by a widening income gap
between the rich and poor parts of the
country.’

The vast numbers of poor people, combined
with an increasingly favourable economic
climate in India, presents a great opportunity
to expand microfinance and alleviate poverty
on a large scale.

Development of the microfinance
environment

Since Indian independence in 1947,
successive governments have emphasised
the link between improving access to finance
and reducing poverty.

The creation of a nationwide network of rural
cooperative banks in the 1950s was an
attempt to improve financial access for
India’s poor, 75% of whom are concentrated
in rural areas.* This was followed by further
measures aimed at increasing financial access
- the nationalisation of commercial banks in
the late 1960s, and an aggressive drive
through the 1970s and 1980s to expand rural
banking.

In 1991, government reforms allowed for an
increase in commercial banking in India. The
country now has a wide-spread and efficient
banking set-up with around 100,000 bank

The historical and current climate of
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branches nationwide.” The expansion of
commercial banking has also led to a more
favourable financial environment for the poor
in India. It was following these reforms that
the “Self-Help Groups (SHGs)-Bank Linkage”
model grew to become a key part of finance
for India’s poor.

Self Help Groups (SHGs) are informal
associations of up to 20 women. The groups
provide an opportunity for individuals to
pool money, and then use these funds to
lend small amounts to each other with
interest. Through the SHG Bank Linkage
Program, established groups can apply for
loans through their local bank branch, limited
in size to a ratio of the group's own funds.
This limit may be increased over time as
previous loans are successfully repaid. This
model of finance — an Indian innovation - has
been very successful, increasing from just 500
SHGs linked to banks in the early 1990s, to
over one million at present.’

However, outreach of the SHG Bank Linkage
Program remains limited. The program has
provided savings account facilities to about
12 million women, and credit accounts to an
estimated two to four million women.” The
program remains concentrated in south
India, with nearly 75% of funds flowing to
SHGs in the four southern states.®? The SHG-
Bank model has also had mixed success in
targeting the poorest. For example, in Andhra
Pradesh - one of India’s poorest states - less
than half of SHG members are from the
poorest groups (as defined by size of land-
holding).’

There are also limitations in the way the
model operates. SHGs are required to
demonstrate an ability to save, learn
bookkeeping skills and act as a cohesive
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group before they are permitted to borrow
and because of this it can often take a year
before groups are allowed to receive their
first loans.

In recent years, other institutional structures
for microfinance have emerged: notably,
independent specialised microfinance
institutions (MFIs). The success of MFls in
India has also attracted several new private
sector banks, notably ICICI Bank, UTI Bank
and HDFC Bank. Some of these newer banks
are pursuing innovative approaches to
microfinance. They view microfinance as a
potential business rather than simply a social
objective or priority sector lending
obligation.

While the SHG Bank model is defined by the
links between SHGs and the rural branches
of commercial or cooperative banks, MFls are
typically independent of the existing rural
banking network. This allows MFIs to take a
more flexible approach to lending. However,
as with the SHG model, most MFls provide
financial services to groups
of individuals and therefore

people, particularly for the purpose of
meeting unforeseen expenses or
emergencies. Difficulty in accessing formal
finance has resulted in a heavy reliance on
informal finance.

Access to other financial services, such as
insurance, also remains limited among the
poor. A 2003 survey showed that 82% of
households surveyed had no insurance, with
access particularly limited for the poorest
households.™

Significant obstacles to expanding the
commercial sector are likely to persist in the
short to medium term. These obstacles arise
from government imposed restrictions, and
from the commercial sector’s own policies,
such as limited numbers of rural branches
and employing few staff with local
knowledge.

As a result of such obstacles, most
microfinance institutions have been very
region-specific, small in size and their
collective outreach has been limited. By
2004, the microfinance sector, as a whole,
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credit is via the Self Help
Group-Bank linkage route, largely financed
by the National Bank for Agriculture and
Rural Development (NABARD). The rest
comes from MFls, increasingly backed by
commercial banks."

The need for a new microfinance
initiative

In spite of the success of the SHG model in
the 1990s and continued growth of MFls, the
vast majority of India’s rural poor still do not
have access to formal finance."

The rural poor face severe difficulties
accessing savings and credit from the formal
sector. Even where finance is available, it
takes, on average, 33 weeks for a loan to be
approved by a commercial bank.'? This makes
formal credit an unrealistic option for poor

ASA - all reaching well over one million
clients each."”

Though India has experienced strong
economic growth at the national level in
recent years, that growth has been uneven in
its geographical distribution. Despite recent
progress, India’s lower-income regions have
not seen growth accelerate. Bihar (a state in
north India) averaged 2.2% growth between
1980 and 2004, compared to 7.2% in
Karnataka (a southern India state).®

This skewed distribution of growth is
mirrored in the extent and availability of
microfinance across regions. India’s lesser
developed and low-income eastern, central,
and north-eastern regions account for 54% of
the population, but only 20% of outstanding
credit and 29% of deposits.!”



Slower economic growth in
the central, eastern, and
north-eastern states has
also resulted in little
demand for credit among
subsistence poor people.
This has been matched by
an absence (for historical
reasons) of good quality
NGOs willing to initiate
microfinance programs in
these states. R
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Some 60% of the increase

in India's population

between now and 2050 is

expected to come from four of India’s most
populous and poorest states where financial
access for the poorest people is less
prevalent.' Extending the scope and
availability of microfinance is therefore
particularly important given the population
growth expected in India’s poorest states
over the medium to long term.

An opportunity for a new microfinance
initiative

India’s recent economic history is one of
sustained and rapid growth. India's real GDP
grew by 9.2% in 2006 and by just over 8% in
the three years before that. This compares
with a figure of around 6% in the 1980s and
1990s, and 3.5% in the three decades before
1980." Though the economy remains mostly
agricultural, business processing, information
technology, telecoms and manufacturing
have boomed in recent years. Looking
forward, the government's five-year plan to
2011/12is based on a target of 9% average
annual growth. The consensus of economic
forecasters in India is for growth of at least
8% over the next five years. However, there is
also a broad consensus that weak
infrastructure investment and bureaucratic
red-tape present risks to India’s economy.
The government must address these issues to
ensure sustained future growth.?°

In the short term, growth is forecast to
moderate slightly in 2007/08 and 2008/09
but domestic demand is expected to remain
buoyant. This will provide a positive
environment for business start-ups, as 97% of
retail sales are made from microbusinesses.?'
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Accordingly, retail sales from these small
businesses are expected to grow by A$77
billion in the next three to four years (from
A$370 billion to A$447 billion).?

India’s fiscal budget for 2007 has been
depicted by the government as a budget for
relieving poverty through ‘inclusive growth,
equity and social justice’.” Boosting farm
output and raising spending on education
and health are two of the key measures in the
budget.

The Indian government has also given
approval for enactment of legislation on the
microfinance sector in India. The Micro
Financial Sector (Development and
Regulation) Bill, 2006 will provide a legal
framework for entities engaged in
microfinance. The intention of the Bill is to
facilitate greater transparency, more effective
management and better governance of the
microfinance sector.?*

The entrepreneurial environment for poor
families in India has also improved in recent
years. For example, the availability of
telephone and internet services has
improved significantly in rural areas in the
past five years. These services give instant,
low-cost information on the relative prices of
products and services in different market
towns greatly improving an individual’s
bargaining power relative to more powerful/
wealthier traders. The internet has also made
crucial information available to individuals
that would previously have taken time and
expense to access - for example, land records
and passport application forms.



Conclusion

There is an enormous continued need for
microfinance for the poorest people in India.
India has been, for many years, a ‘global
laboratory’ for anti-poverty programs. The
political, regulatory and economic
environment for microfinance has been
steadily improving for many years now.

Recent strong growth in microfinance - albeit
from a low base - suggests that the
environment is favourable and demand for
financial services is strong. However,
coverage continues to be partial, with a huge
number of poor households in India still
unable to access finance.

Recent rapid growth in the east, continued
deregulation and the current strong
economic environment all suggest that there
has probably never been a more favourable
time for an initiative to increase the
availability of microfinance across India.

Opportunity International Australia has
developed a strategy for a national
microfinance and enterprise development
program in India which aims to reach millions
of clients in the coming years. This strategy
includes extension of microfinance to many
areas in the north and northeast of India,
where demand for financial services grossly
outweighs supply.
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Opportunity International is a global leader and pioneer with over 35 years experience in providing microfinance and enterprise
development to the working poor in developing countries. Microfinance includes the provision of collateral-free loans, savings,
insurance and money transfers. Enterprise development incorporates a variety of training and support services for establishing
and growing small businesses. Our desire is to see clients, their families and their communities transformed with dignity,
empowerment and hope. Opportunity is inspired by Jesus Christ’s call to serve the poor without regard to ethnicity, gender or
religious affiliation. We are guided by four core values: respect, commitment to the poor, integrity and stewardship.

Opportunity International
AUSTRALIA

Opportunity International Australia Limited Level 4, 220 George Street, Sydney NSW 2000 GPO Box 4487,
Sydney NSW 2001 Tel + 61 2 9270 3300 Fax + 6129270 3399 opinfo@opportunity.org.au www.opportunity.org.au
ABN 83 003 805 043




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




