
Ray of hope: Sanghamitra's urban arm receives substantial funding from philanthropist Rohini Nilekani (centre)

Manna For The
The demand for small 
loans from the 
country’s urban and 
rural poor is estimated 
at Rs 45,000 crore. 
Why then hasn’t 
micro-financing 
taken off?
BY K U S H A N  M IT R A

Yo u  W O U L D N  T HAVE HEARD 

of Rohini Nilekani, but now  
th a t you’ve read th a t nam e 

we can tell you your guess is spot 
on: She is indeed the wife of Infosys 
h ea d  h o n ch o  N a n d a n  N ilek an i. 
B ut, fear n o t, th is  isn ’t  a n o th e r  
story on corporate wives. Rather it’s 
got plenty to  do  with a little-known 
o u tf it  M s N ile k an i has fu n d e d , 
called Sangham itra, w hich is a m i­
cro-financial institu tion  th a t’s ta r­
geted at the urban poor. If you ’re

still w ondering  w hat such an insti­
tu tion  does, well it’s actually pretty 
simple; It offers loans to  the poor at 
d ec en t rates. “ M ic ro -fin an ce  in 
India was largely concen tra ted  in 
the  rural sector although  th e  u r ­
ban p o o r are in very great need of 
credit and have been accessing it 
anyway at rather exorbitant rates of 
interest. It seem ed a great o p p o r­
tun ity  for me to  do  my bit for the 
idea o f poverty  alleviation in ou r 
cities and towns,” explains Nilekani.
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MICRO-FINANCE BY THE NUMBERS

Rs 45,000 crore
Estimated annual demand for micro-finance

Rs 1,022 crore
Disbursements through micro-finance in 2002-03

I Estimated number of households reached in FY 03 

,000
 ̂ The average size of a micro-finance loan

24% ^
The average interest rate on a micro-loan

60 Days
The average duration of a micro-loan

lOy

^ The average default rate

95%
The average on-time repayment of micro-loan
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Masses
Sangham itra , an d  th e  various 

o th e r  such in stitu tio n s (focusing 
m ore on the rural poor) are loosely 
based on the m odel o f Bangladesh’s 
G ra m e en  B ank , w h ich  p ro v id es 
sm all am o u n ts  o f c red it to  ru ra l 
w om en in th a t country . T he bank 
operates through w om en’s self-help 
groups and has gone on to  becom e 
one o f the largest banking institu­
tions in  th a t  co u n try , n o w  even 
spaw ning a m obile te lephone serv­
ice (called G ram een Phone).

G lea rly , in  a c o u n try  w h e re  
p o v erty  is w id esp read , m ic ro -fi­
nance is an im perative. Official sta­
tistics peg the percentage o f Below 
Poverty Line (b p l ) people in India at 
a round  26 per cent. W h a t’s m ore, 
the num ber o f people living barely 
above the officially-determ ined bpl  

line, w ho do  n o t have access to  the 
form al banking sector, is estim ated 
a t a w h o p p in g  3 5 0 -4 0 0  m illion . 
These people have no choice but to  
go to  moneylenders and fly-by-night

operators, w ho quite literally charge 
an -arm -and-a  leg fo r th e ir  loans, 
and this usually has a dom ino effect 
on  w hat you pay a t the end of the 
consum er cycle.

Regulatory Hassles
T he dem and for m icro-finance in 
In d ia  is e s tim a ted  a t Rs 4 5 ,0 0 0  
c ro re  annually . H o w ev er, actual 
disbursem ent via m icro-finance last 
year was a  paltry Rs 1,022 crore. If 
m icro-financing hasn’t quite taken 
off a large p art o f the  blam e lies 
w ith  th e  reg u la to ry  fram ew o rk . 
Take the case o f BASix India, one of 
India’s p ioneering  m icro-financial 
services institutions based in H yde­
rabad. Vijay M ahajan, an iiT-Delhi 
and IIM-Ahmedabad graduate and a 
banker by profession sta rted  this 
m icro-financial services com pany 
in 1996. Recently, he struck a deal 
w ith ICICI Bank w hereby  the  m i­
cro-financial portfo lio  o f BASIX was 
securitised. But he has had to endure 
a very difficult journey, m anoeu ­
vring th rough  a m orass o f laws of 
legal fram ew orks.

“The problem  is not about these 
laws being deliberately there to  p re­
v en t m ic ro -financ ia l in s titu tio n s  
from  operating, it is because nobody 
in the bureaucracy o r at the political 
level has really ever considered this 
sector seriously,’’ points ou t M aha­
jan. The other problem according to 
him  is the highly conservative o u t­
look of th e  Reserve Bank o f India, 
w hich is w hy B A Six’s  m ajor b rand, 
Bharatiya Sam ruddhi F inance Ltd. 
(BSFL), is fo rced  to  run  as a n o n ­
banking  finance com pany (NBFC). 

M ahajan  reckons India needs the 
equivalent o f 20  G ram een Banks. 
T h a t’s because the G ram een Bank 
reaches three million households. In 
Ind ia  th e re  are som e 60  m illion  
such househo lds th a t cou ld  avail 
o f m icro-finance.

BSFL fo r its p a rt hasn ’t let the 
regulatory hurdles curb its enthusi­
asm. T oday  it is p resen t in 18 dis­
tricts across th e  states o f A ndhra
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