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ABSTRACT 

The notion of Microf inance received an increased nnomentum in the after the Wor ld Summit for Social 

Development which was held in Copenhagen in 1995. The Copenhagen Summit emphasized the importance 

of improving access to credit for small producers, landless farmers, and rural women. But when we study 

about the credit for poverty alleviation, some questions needs to be answered. Is the mechanism of 

micro-f inance viable in India? Microf inance offers savings, credit and insurance services to the poor 

especially rural women. However, it has been observed that in India women generally have limited or no 

control over their money, because husband or male family member makes all the important decisions in 

the family including economic decisions. This paper focuses on the exper ience of Micro-f inance 

programmes in the Indian context. The paper portrays the limited access of credit to Indian rural women. 

The paper undertakes the study of various formal and informal f inance institutions' activities in India such 

as Rural Bank, SEWA (Self Employed Women's Association) etc. The paper concludes with the belief 

that women's empowerment needs to be a counterpart of every governmental policy and empowerment 

cannot be assumed to be an outcome of one single programme. |t must be incorporated and acknowledged 

in the planning procedure and economic policies. 

M i c r o - F i n a n c e P r o g r a m m e s : 
G r o w t h , I s s u e s a n d C h a l l e n g e s 

Introductory Note 

The notion of Microfinance received an increased 

momentum after the Wor ld Summit for Social 

Development which was held in Copenhagen 

in 1995. The Copenhagen Summit emphasized 

the importance of improving access to credit for 

small producers , landless farmers, and rural 

women . The Wor l d Mic ro Cred i t Summi t at 

Washington in 1997 declared a global target of 

support ing more than 100 mill ion of the world's 

p o o r e s t f a m i l i e s w i th m ic ro c red i t for self 

employment by the year 2005 (Nair 2001). But 

when we study about the credi t for pover ty 

alleviation, some questions need to be answered. 

Is the mechanism of micro-finance viable in India? 

Can NGO linked microfinance programmes avoid 

the shortcomings of a previous poverty alleviation 

p r o g r a m m e l i ke I R D P ( i n t e g r a t e d R u r a l 

Development Programme) and insti tut ionalize 

itself into a sus ta inab le agenda for pover ty 

alleviation? 
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In India w o m e n are cour i terpar t of the rural 

economic system, but it is a matter of pity thiat 

Indian national accounting system does not count 

their activit ies in the calculat ion of the Gross 

Domestic Product. Most of the women work in 

the i n fo rma l e c o n o m y and in th is i n fo rma l 

economic system, microf inance is becoming a 

relevant method to those who are marginal ized, 

work ing poor and for those who are gett ing 

minimum or even somet imes nothing from the 

w a g e d o p p o r t u n i t i e s o f f e r e d by d i f f e r e n t 

governmental schemes. Generally the livelihood 

options of the women are l imited because of 

cultural and social restrictions and they have to 

take the r e s p o n s i b i l i t y of d o m e s t i c w o r k . 

Theoretical ly Microf inance offers them savings, 

credit and insurance services that can avoid these 

limitations. However, it has been observed that 

women general ly have limited or no control over 

their money, because husband or male family 

member makes all the important decisions in the 

family including economic decisions. Apart f rom 

it, huge differences in literacy, property rights and 

social att i tudes between man and women also 

limits impact outside the household and because 

of all above problems women residents of rural 

areas cont inue to have diff icult ies in accessing 

the benefits of Microfinance programmes. It is also 

noteworthy that women also bear the heavier 

w o r k l o a d c r e a t e d by the p r e s s u r e a n d 

responsibil i ty for loan and interest repayment. 

By-definition "Microfinance can be referred to the 

small economic assistance for both credits and 

deposits and that is distributed to the people who 

are involved in the rural economic activities such 

as agriculture, farm production, fishing, operating 

micro-enterprise units where goods are produced, 

recycled, repaired, or traded; and also to those 

people who work for wages" (Srinivasan and Shram 

2003). The Declarat ion adopted in Micro credit 

and Micro f inance summi t wh ich was held in 

Washington, D. 0 . in 1997 defined micro finance 

programmes as those "extending small loans to 

poor people for self-employment projects that 

generate income, allowing them to care for 

themselves and their families: In most cases, 

microcredit projects offer a combination of 

services and resources to their clients in addition 

to credit for self-employment. These often include 

savings facilities, training, networking and peer 

support " (M ic ro -Cred i t Summi t 1997). The 

N a t i o n a l B a n k fo r A g r i c u l t u r e a n d Ru ra l 

Development (NABARD) defined micro-finance as 

the "provision of thrift, credit and other financial 

services and products of very small amounts to 

the poor in rural, semi-urban or urban areas 

enabling them to raise their income levels and 

improve living standards" (NABARD 2000). 

In Ind ia ma jo r c h a r a c t e r i s t i c of the every 

Microfinance programmes is the marking of tiny, 

uncollateralized and short term credit to poor who 

are structured in mutually responsible groups. It 

is also noteworthy that in India almost every 

Microfinance programme targets women and they 

also have the explicit goal of empowerment . 

However, their key objectives and core agendas 

are different because that depends on the target 

of the programme. It is the argument of a school 

of thought that women are amongst the poorest 

and the most vulnerable of the deprived. While 

another school of thought urges that empowering 

women's capabil i t ies will provide them choices, 

which are important in it, and also contribute to 

better economic growth and development. It is 

the argument of some scholars that a boost in 

woman's income results in higher well-being of 

the family, espec ia l ly ch i ldren. Accord ing to 

feminist point of view, access to economic as-

sets and income presents a chance for better 

empowerment of women. Although every thought 

is based on the same op in ion that woman 

empowerment is a vital development purpose for 
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Microfinance programs, but it is very controversial 

and undecided that what women empowerment 

means? (Swain and Wallentin 2007). Women's 

empowerment can be referred to the continuous 

process by which the persons who are marginalized 

can get access to economic, social and political 

choices. This process not only includes resources 

but also decision making capacity, power to nego-

tiate and ability to achieve the outcomes of this 

process (Kabeer 1999). 

Th i s p a p e r f o c u s e s on the e x p e r i e n c e of 

f\/Iicro-finance programmes in the Indian context. 

The paper portrays the limited access of credit to 

Indian rural women. The paper takes study of 

various formal and informal f inance institutions' 

activities in India such as Rural Bank, SEWA (Self 

Employed Women's Associat ion) etc. The paper 

c o n c l u d e s w i t h t h e be l i e f t ha t w o m e n ' s 

empowerment needs to be a counterpart of every 

governmental policy and empowerment cannot be 

a s s u m e d to be an o u t c o m e of one s ing le 

p r o g r a m m e . It m u s t be i n c o r p o r a t e d a n d 

acknowledged in the planning procedure and 

economic policies. 

Problems of Rural Citizens 

In India there are many examples and evidence 

those po in t to a s ign i f i can t p rospec t i ve of 

Micro-f inance for empowerment. In many part of 

the country women's demand for credit is high; 

their sav ings propensi ty as wel l as the loan 

repayment rates are equal or in various cases 

exceeds those of men. Many institutions for 

example SEWA have also been successful in 

connec t ing members to macro- leve l gender 

encouragement and assisting women in financial 

matters. This made informal and rural sector 

women workers more noticeable in national and 

international policy debates. But still, there are 

shortcomings and questions about the access to 

savings and credit and empowerment , since in 

many cases Micro-finance programmes may have 

dis-empowered women, mainly the deprived. It 

especially seems to have occurred in programmes 

which have not expl ic i t ly cons idered gender 

issues. Rural women may simply be used as 

low-cost intermediaries between programme staff 

and male family members. The staff of micro 

f inancia l inst i tut ions found it easy and more 

suitable to deal and negotiate with women because 

they are at home during working hours and they do 

not have tendency to oppose the conditions; while 

on the other hand male members of the family have 

taken loans on the names of women without their 

knowledge (Mayoux 2000). 

In rural India women are bound to invest their money 
in men's economic activities because of male 
pressure. The basic problem is unemployment of 
men and and lack of income-earning opportunities 
which lead women to make a decision to invest 
their savings in men's activity or in their own 
business, so they choose the first one. There is 
one more problem which is related to the men's 
daily consumptions. Even if women start their 
business and start earning then men may be in 
charge of the women's financial earnings or may 
force women to utilize all their earnings for daily 
family expenses'and this will allow men to utilize 
their individual earlier contributions to the household 
for their individual personal expenses such as alcohol 
consumption. This may be another serious problem 
because in that case men will become supporters 
and sympathizers of women's financial activities but 
in reality they were th inking about them self 
(Mayoux, 2000). Access to finance also changes 
the period of working hours between men and women 
in the same house or in the economic activity. 
Microfinance assists women but on the other hand 
it also increases the problem of working hours. 
Because of Microfinance the workloads of women 
have gone up. Now they have to do work for their 
economic activities and as well as they have to care 
about their routine household activities (ILO 2008). 
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Financial System In Rural India: 

It has been obse rved that in India that the 

development and reforms of the banking system 

remained isolated and was not made part of a 

broader socio-economic t ransformat ion in the 

countryside. In India land and agriculture reforms 

were explicit and have no direct connection with 

the reform of f inancial sector. Land remained 

inequitably distributed, and inequities in the access 

to credit followed the inequities in land distribution. 

This was because borrowers needed land as 

collateral in order to secure access to credit (Swamy 

1979). Howeverthe Government has taken several 

initiatives to strengthen the institutional rural credit 

system but in practice these never became visible. 

It is mandatory in India that commercial banks are 

required to ensure that 40% of total credit is provided 

to the priority sectors out of which 18% in the form 

of direct finance to agriculture and 25% to priority 

sector in favour of weaker sections. But Indian 

banking system is quite different in real form. In 

India t rad i t ional ly the fo rmal sector Bank ing 

Institutions have been serving only the needs of the 

commercial sector and providing loans for middle 

and upper income groups. As far as the formal 

f inancial institutions are concerned, there are 

Commercial Banks, National Bank for Agriculture 

and Rural Development (NABARD), Regional Rural 

Banks (RRBs), Land Development Banks and 

Co-operative Banks. On the other hand informal 

financial service providers include mahajan, shetty 

and local bankers. In rural areas they dominate the 

financial activities. 

In India Private and Foreign Banks have hardly any 

rural branches and even now they do not have 

intention to open branches in rural areas. On the 

other hand, from the 1990s after the opening of 

economy to connect it with global economic system, 

the public sector banks stopped their rural expansion 

and concentrated only on urban banking because 

now they are in the race with private and foreign 

banks. The population covered by a branch of public 

sector bank was 65000 in 1969 and now it has 

reached to less than 15000. The rural Credit-Deposit 

ratio, which was near about 65 per cent in the 1980s, 

has decl ined to less than 40 per cent at the 

beginning of 2000. The share of smal l -scale 

industries and tiny business units in total bank credit 

declined from 13 per cent in 1990 to less than 5 per 

cent in 2002 (Ghosh 2005). The informal financial 

sources normally include funds available from family 

sources or local money lenders. The local money 

lenders charge very high rate of interest, generally 

ranging from 30% to 60% interest due to their 

monopoly in the absence of any other source of 

credit (Tiwari and Fahad 2004). There is a sharp 

rise in the share of moneylenders in informal sector 

advances from 27.2 percent in 1977 to 41.9 percent 

in 2000 (Ramachandran and Swaminathan 2001). 

Example of SEWA: 

SEWA (Self Employed Women's Associat ion) 

s tar ted operat ion as a part of Ahmedabad 's 

Text i le Labour Assoc ia t ion . It f i rst began to 

organize urban working women outside the textile 

mills and outside the organized sector by helping 

them and raising voices in favour of demands for 

higher wages and better working conditions from 

employers and it also raised its voice for the 

protection from police brutality on the workers and 

poor working women. It rejected the conventional 

terms of informal and unorganized labor; its 

members called themselves self-employed. In 

1972 SEWA was registered as a trade union of 

women workers able to agitate and advocate for 

their own well being and development. Registered 

in 1974, the SEWA Bank had 307558 numbers of 

accounts at the end of 2007-08. It has provided 

32 .45 c ro re Rupees as loan at the end of 

2007-08 (SEWA Bank 2008). SEWA later added 

another dimension: support services targeted to 

its w o m e n m e m b e r s such as bidi workers . 
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vegetable and fruit vendors. The Mahila SEWA 

Trust was opened in 1975 to suppor t social 

se rv i ces for its m e m b e r s . T h e s e inc lude a 

maternal protection scheme to provide pre and 

postnatal services and food supplements, special 

t ra in ing for m idw ives , c reches , and l i teracy 

classes. Much of SEWA's growth comes from its 

ability to work in all iance with different parties at 

various levels of government. SEWA has often 

worked with var ious government agencies to 

develop and implement programs, as it had earlier 

in the banking field. Especial ly in rural areas, 

where government is now extending assistance 

to mothers and children, gifting dairy cattle to the 

poor , b u i l d i n g a n d d i s t r i b u t i n g s m o k e l e s s 

c o o k - s t o v e s , p lan t i ng nu rse r i es to c o m b a t 

deforestat ion, and regenerat ing waste land by 

turning it over to the poor, SEWA has frequently 

assisted. The SEWA Bank has been granted 

permission to operate in rural areas in 1993 and 

now operating in the rural areas of ten districts of 

the Gujarat state of India. Such programmes 

increase the incomes of SEWA members and their 

families and expand the earning skills. SEWA also 

works with increasing effect iveness with various 

government and nongovernmental organizations. 

It has an agreement with the Nat ional Dairy 

Development Board, to provide training to women 

in dairy deve lopment , to recognize women 's 

cooperative dairies, and to help persuade specific 

dairies to buy from only a single cooperat ive in 

each village (Spoodek 1994). 

SEWA bank operates its activit ies through the 

chain of women which is structured in self-help 

groups. This chain of women brings together 

savings f rom the members and deposits it with 

the bank. The composit ion of this type of chain of 

women demonstrates the SEWA's efforts and 

commitment to organize women in rural India. In 

the groups women elect their own head and also 

give a name to their group. This chain works in 

several units and groups. Each group creates 

rules and regulations as to membership, savings, 

credit and administration. SEWA Bank educates 

the groups in mat ters of admin is t ra t ion and 

accounting. When a group becomes regular in 

saving and administrat ion almost after a year, it 

becomes e l ig ib le for bo r row ing . The cred i t 

approved is in the name of the group and is in 

direct proportion to its savings. However the group 

has the authority to decide the disbursement of 

the loan to the individual as well as it has the 

right to decide the amount of credit, interest and 

repayment schedule. The groups also rotate their 

own savings as loan (Hill 2008). SEWA Bank, 

which operates in ten districts of Gujarat, has 

Rs.73.99 crore as total deposits now. Most of the 

working capital of the Bank comes from members' 

savings. The SEWA Bank borrower's repayment 

record is used, in lieu of collateral, to assess her 

creditworthiness (SEWA Bank 2008). But SEWA 

is also facing the problem of overdue. At the end 

of 1999, Non -Performing Advances amounted to 

27 per cent of total loans and advances. SEWA 

has taken several steps to address the problem 

of overdue loans involve greater supervision and 

monitoring such as: daily targets for collection 

are being set and monitored, leaders from all areas 

are being called for weekly meetings, a special 

team of field workers has been created to regularly 

visit borrowers, and so on (Ramachandran and 

Swaminathan 2001). 

Example of Grameen Bank 

In the case of Grameen Bank of Bangladesh the 

defining criteria for the microfinance projects are 

the size of loans and the targeted population, 

particularly women, from low-income households. 

These loans are general ly offered without any 

c o l l a t e r a l . Th i s p r o g r a m m e is b a s e d on 

innova t i ve f i nanc ia l p rac t i ces (Chavan and 

Ramkumar 2002). In this case to obtain loans. 
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potential borrowers must form a group of five, gather 

once a week for loan repayment meetings, and to 

start with, learn the bond rules and some certain 

decisions which they chant at the start of their 

weekly session. These decisions incorporate a code 

of conduct that members are encouraged to follow 

in their daily life e.g. product ion of fruits and 

vegetables in ki tchen gardens, investment for 

improvement of housing and education for children, 

use of latrines and safe drinking water for better 

heal th, re jec t ion of dowry in mar r iages etc. 

Physical training and parades are held at weekly 

meetings for both men and women and the rules 

and decision points are chanted as slogans. Though 

according to the Grameen Bank management, 

observance of these decisions is not mandatory, in 

actual practice it has become a requirement for 

receiving a loan (Papa et al, 2006). The Grameen 

Bank type system also contains some weak point 

and limitations. Grameen Bank has not oriented 

itself towards mobilizing rural people's resources. It 

has a repayment sys tem of 50 weekly equal 

installments and that is not practical because rural 

women do not have a stable work and revenues 

source. Pressure for high repayment may drive 

rural women to money lenders that may create 

another p rob lem as Mic ro - f inance is a t ime 

consuming process (Tiwari and Fahad 2004). 

Example of Regional Rural Banks: 

To develop rural areas in India the pol icy of 

nationalization of commercial banks was launched 

in 1969. As well as there were the adoption of the 

directed lending programme, development of credit 

institutions such as Regional Rural Banks (RRBs), 

and imp lemen ta t i on of the In tegrated Rura l 

Development Programme (IRDP), a credit-based 

poverty alleviation programme implemented through 

commercial banks (Shetty 1997). Regional Rural 

Banks (RRB) was established in 1975 with a goal 

to develop the rural economic structure. It was 

t hough t tha t t hese RRBs wi l l e n h a n c e the 

productivity and capacity of agriculture, rural trade 

and small scale industries. The core intention was 

to provide credit and other banking facilities to the 

farmers, agricultural labourers, and small scale 

entrepreneurs because these were not getting the 

banking facilities of earlier banking system. RRBs 

achieved these targets up to some extent for 

example these banks were quite successful in the 

western part of Uttar Pradesh. RRBs alone have 

organised roughly 12 lakh self-help groups, 45 per 

cent of the total self-help groups in the country. 

RRBs have also issued over 40 lakh Kisan Credit 

Cards to the farmers (Bhatt and Thorat 2001). 

Despite their existence for over three decades, the 

role of the RRBs as an institutional reform in the 

field of rural credit is not satisfactory. The failure of 

the banks to bring the rural poor effectively under 

their network is attributed mainly to their policy of 

collateral-based lending. Such a policy, given the 

inequitable distribution of assets in the rural areas 

had resu l ted in the s k e w e d d i s t r i bu t i on of 

institutional credit and access to it few extension of 

branches and lack of motivation of staff in rural ar-

eas is another major problem. 

Success and Failures: 

As far as the success of microfinance programmes 

is concerned it depends on: the formation of small 

homogeneous borrowing groups that build on prior 

traditional informal networks in the village; the ability 

to deny access to future credit in the event of default 

by member; and a common bond other than credit 

and prior experience in group activities. An element 

in the success of some programmes has been the 

preponderance of group lending schemes. Group 

lending drastically cuts down transaction costs. 

Secondly, group lending cuts down on borrowers 

costs like collateral registration, transportation 

costs, etc. The Grameen Bank, the Zimbabwe 

Agricul tural Finance Corporat ion lend only to 

established groups. Group lending by entailing a 

joint liability reduces the risk of default and also 
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does away wi th the requi rement of phys ica l 

collateral, which the poor are often unable to provide 

(Jha 2000). In case of India the problem starts with 

the smallness of the fund provided by the credit 

institutions in the name of microf inance. The 

NABARD Task Force recommended that the 

average loan given to members of self-help groups 

be around Rs. 1,000. There are problems of lack of 

accountability and transparency, high transaction 

costs and increasing share of non performing loans. 

CONCLUSION 

It is noteworthy that NGO and Self Help Group linked 

micro finance does not present a complete and 

permanent solution for the problems of rural poverty. 

It is not a mechanism for mobilizing large-scale funds 

for traditional change in the rural areas of India, as 

well as it cannot displace the informal sector in short 

term or defeat the historical flaws of rural economy 

completely. But that does not mean that these 

programmes are ineffective, what is considered 

necessary is a long-term supportive and scientific 

approach, with performance criteria to review rural 

progress and requirements. 

However a lot of studies have been done which 

intended to remove the shortcomings of existing 

rural f inancing system, yet some of the major 

sugges t i ons are as fo l l ows : the re must be 

establishment of more micro-finance projects and 

e x p a n s i o n of R e g i o n a l Ru ra l B a n k s . The 

i ns t i t u t i ona l m e c h a n i s m e n v i s a g e d for the 

disbursal of micro-f inance is Non Governmental 

Organizations (NGO) and Regional Rural Banks. 

Micro-f inance, by its very nature, cannot attempt 

to meet the full range of the demand for credit in 

the whole rural area but whatever it will cover that 

will be bonus for development process. NGO 

linked micro-finance is, however, expected to incur 

more t ransact ions costs and achieve a lower 

repayment record than the formal banking sector 

in respect of small-scale, short- term loans but 

for the social development, economic gains must 

be ignored up to some extent. Regional Rural 

Banks can also play a very crucial role and they 

can do well to work with local governments and 

self-help groups for the development of rural areas. 

Regional Rural Banks have advantages in respect 

of small-scale rural credit that NGOs lack. They 

need more s ta f f , p rope r t ra in ing and most 

importantly motivation to improve the social and 

economic condit ions of rural people particularly 

rural women. Private institutions such as private 

banks , fo re ign banks and pr iva te f i nanc ia l 

companies must be encourage a to work in rural 

areas and for the social development of rural 

women. Private investors will not move towards 

villages until they will not get benefit so there must 

be some incentives for them such as Tax holiday, 

rebate in du t ies , low rates of land for the 

establ ishment of new projects, and low interest 

rates. Compulsory law and regulation may force 

them to work in rural areas but that will not be 

helpful In long term. 

Leach and SItaram (2002); and Cornwall and White 

(2000) stated that there is no such thing as a 

women's project or women oriented programmes. 

The question is: how can such projects, which are 

intended to empower women, be designed and 

implemented so as to ensure that male involvement 

is constructive rather than destructive? They have 

offered some suggestions about it. In the initial 

stages, both the men and the women should be 

given some familiarization with the project's goals 

and requirements, there should be a greater effort 

to develop an understanding among the men of why 

only the women were to be involved. The training 

programme needed to give greater importance 

to raising awareness about gender relations, among 

the men as well as the women. Even if it was 

unable to involve them directly in the project 

the benefits of the project for the men should 

have been clearer to them. 
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To alleviate poverty central bank can set sound 

macroeconomic policy that provides stability and 

low inf lat ion. Centra l bank must adjust bank 

regulation to facilitate deposit taking by Microfinance 

institutions. Another major change must be done in 

the national account ing systems which is not 

counting the contribution of women. Much of the 

women's economic activities takes place in the 

informal sector, in home based production, petty 

trading, and agriculture. That type of work is still 

invisible in national labor force and employment 

statistics. The expansion of Micro-finance projects. 

Regional Rural Banks and increment in social and 

economic conditions of rural women is not possible 

until women empowerment is not the integral part 

of national planning policies and budgets. The notion 

of empowerment is not static it is dynamic. It is 

control over income and assets, ability to generate 

effective demand, capabil i ty to make choices, 

access to political, and social, judicial and economic 

resources. It is a process and also infinite outcome. 

State, political parties, national and international 

institutions, NGO, academia and media can fill the 

gap which exists right now between empowerment 

and rural women. Governments can also play a 

pivotal role in this process. The aim should be to 

make and ensure permanent access to finance for 

the poor people especially rural women. For this 

government must create a microfinance friendly 

policy environment, develop financial infrastructure, 

and support social intermediation. 
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