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PREFACE

An interesting but serious question raised by the stakeholders in the
microfinance/development sector is what has gone wrong with
microfinance. The likes of Compartesmos in Mexico and elsewhere
has triggered this critical question. In the recent past, we have
witnessed the anguishing spectacle of undue emphasis on
commercialization of microfinance with eye on portfolio and profits.
The clients have been exploited and pushed to debt trap to serve the
commercial objectives. Microfinance programmes and institutions
have been straying from the development course.

The original intent and purpose of microfinance being fighting the
poverty seems to have been lost in this debate and so also the
principles and perspectives of microfinance interventions.
Microfinance with the hind sight of practice from poverty school
perspective have opened up a host of development perspectives
which we haven't visualized in the beginning. Those perspectives are
much broader and larger touching wide gamut of social development
issues. Microfinance Alternative Summit intends to recapture and
reinforce those practices and perspectives emerging including social
capital, social development, livelihoods, asset building for poor and
the enabling environment to trigger and nurture and advance
community based owned and rooted microfinance work. This booklet
is an attempt to present those perspectives to inform the development
debate of microfinance interventions.
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Social Development Perspectives for Microfinance

M.P.Vasimalai*

INTRODUCTION

Poverty is a multidimensional phenomenon. Comprehensive strategy is required to address
the poverty not only with the focus on economic but also with social, cultural and political
dimensions. There are three perspectives of poverty as per the UNDP's Human
Development Report, 1990 - Income perspective, basic needs perspective and capability
perspective. Basic needs such as food, shelter, cloth, health, water, education and literacy,
and unemployment etc are to be focused with gender perspective to address the poverty. As
the millennium development goals provides comprehensive framework of addressing
poverty with social dimensions, there is a greater need for microfinance sector to make
paradigm shift from addressing only economic dimensions of poverty. Economic
development alone will not address the poverty unless there is an integrated approach into
the microfinance programme.

Social capital provides greater scope for graduating the microfinance into livelihoods finance
and development finance integrating the social development perspective. Along with
economic indicators, the social indicators such as life expectancy, maternal mortality, infant
mortality, nutrition, quality expenditure on food, literacy, gross and net enrolment in schools,
gender issues, access to public health services, safe drinking water etc needs to be
integrated as social development indicators for assessing the impact of microfinance
programme. As the target clients for most of the microfinance programmes are women and
children and family as a unit from the socially disadvantaged communities, there should be
conscious efforts by the stakeholders of microfinance to redefine the microfinance initiatives
with social development focus.

The advantages of integrating the social, welfare, cultural and political dimensions of poverty
into the microfinance initiatives bring scope for greater growth and sustainability into the
programme. It also provides scope for contextualizing the social dimensions of microfinance
programmes. The best strategy is to consider the MDGs framework for integrating social
issues of poverty into the microfinance programme for its efficiency and effectiveness. The
appropriate social capital structure would enable the communities to take up the
development agenda in their hands with the collaboration of other stakeholders.

* Executive Director, DHAN Foundation, Madurai
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2.0 SOCIAL CAPITAL FORMATION

Social capital refers to the institutions, relationships, and norms that shape the quality and
quantity of a society's social interactions. Increasing evidences shows that the social
cohesion is critical for societies to prosper economically and for development to be
sustainable. Social capital in its simplest form, an individual acquires social capital through
participating in informal networks, registered organizations, associations of different kinds
and social movements, and it represents the sum of these experiences. During this process
democracy might emerge and individuals might have the opportunity to get legitimate rights
and benefits. Social capital created within a social structure, such as reciprocity or mutual
aid, increases the opportunities for collective action. It is only in this decade that many
institutions, with their roots in the non-governmental social sector, have emerged with a
focused mandate to create an alternative system that addresses the needs of the poor. In
India this emerging sector, is still nascent and has not reached anywhere the scale required
to significantly address the divergent needs of the poor across the country. Several new
organizations have to enter the sector, and existing ones grow in scale and effectiveness,
for the sector to mature as an industry within the economy. Without the foundation and
orientation of strong people institutions, the mega problem of the unorganized sector cannot
be addressed in a sustainable manner.

2.1 Status of Social Intermediation: The poor sections of the society are largely
unorganized. The unorganized sector largely comprise of coolies, construction workers,
rag-pickers, hawkers, menial workers - people involved in an innumerable variety of
tasks and employment's having no fixed employer, these workers are casual,
contractual, migrant, home-based, own-account workers who attempt to earn a living
from whatever meager assets and skills they possess. Poverty is widely prevalent in
unorganized sector is a well-established fact and families in the unorganized sector live
lives of vulnerability and uncertainty with low level of income, scale, education. To
address the gaps, it is wiser to look at the status of the stakeholder's initiatives and the
issues involved in different streams

2.1.1. Demand stream: Demand stream includes the clients who are the unorganized.
Capacity building of demand stream includes preparing the clients, organizing them into
either SHGs or NHG'sor Joint Liability Groups and building the capacities of the people
organizations such as self-help groups and their people institutions for successful
interface and collaboration with the supply stream. As part of ensuring smoother and
sustainable support from the supply stream building a strong demand stream is a pre-
requisite. The poor people especially women needs to be organized and prepared before
extending institutional funds. This means not only providing elementary skills of
mainstream management, accounting etc. but also the positive framework of attitudes
and belief systems towards effective functioning and to build a good climate of
organizational culture.
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The present status of the existing capacity of the demand stream, the gaps in their
capacity and also the constraints faced are captured in the following framework.

Status Gaps Constraints
e Poor are unorganized e Poor leadership skills e Policies — less conducive
e Less knowledge on e Low management, e Lack of support / access to
mainstream linkages implementation and formal sector
e lack of belief on self enterprise skills e Resources starvation
management e Lack of interface skills| o ppsence of enabling
environment (Capacity
building, Marketing, Product
promotion etc.,)

Majority of the NGOs, MFIs, government agencies like DRDA, Women Development
Corporations involved in organising the unorganized have the primary purpose of
addressing the poverty and focus on social development of the urban poor. The capacity
building involve identifying the urban poor, motivating them and organising them into
groups, initiating savings and credit operations, and finally arranging for linkages with
institutional finance. The process of capacity building also involves motivating the
members, animators, building the local leadership and strengthening the local
organizations to sustain on their own.

2.1.2. Supply stream: Supply stream includes corporations, mainstream institutions,
banks, cooperatives involved in delivering support to the clients. Capacity Building for
supply stream institutions would go beyond training and would cover a visioning,
perspective building, skill up-gradation. There has indeed been good amount of flow of
institutional finance from commercial banks and regional urban banks to the
unorganized sector in both urban and urban context through various credit linked
subsidized government programs. Ineffectiveness of these programs in serving the
unorganized sector has now been well documented. This comes from factors like target
fulfillment, centralized control and procedure bound approaches. In so far as,
microfinance institutions are concerned diverse approaches in delivering credit is
witnessed. This calls for different levels of professional capacity, systems, operational
management and capacity building for the development actors.

The present status of the existing capacity of the formal mainstream institutions and
micro finance institutions, the gaps in their capacity and also the constraints faced are
captured in the following framework.

The question that arises with this scenario is that what then needs to be done to revive
the interest and involvement of the mainstream institutions to make available the
institutional support to unorganized sector. It begins with changing the attitudes and
mindset of the mainstream that urban poor is bankable and banking with urban poor is a
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Status Gaps Constraints
e Fewer dispositions to e Lackof perspective and e Manpower
innovation in development attitude o Inflexible rules,
activities. e Faulty approaches regulations and
e  Subsidized character e Inadequate capacity procedures
e Policiesrigid and inflexible building of internal e Negative mindset
e Lackoforientation to system e Lackofexperience
models . Not reaching the urban ° Resource constraint for
e Have adequate resources poorest. capacity Building
e Lessurban poor
mainstream
management skills

viable proposition. This calls for radical orientation and change of mindset, which need
exposure to successful demonstrated intervention with unorganized urban poor
attempted by the NGOs in the recent past.

2.1.3. Enabling stream: Enabling stream includes the NGOs and institutions involved
in promotional and development of groups and people institutions through social
intermediation. The regulatory and government bodies, policy-making institutions also
form part of the enabling stream as they play critical role in providing favorable policy
framework and supportive environment, which enables the growth and development of
the microfinance sector. For sustained growth of the institutional finance to the
unorganized sector the enabling stream is also sine qua non. The promotional stream of
NGOs are found to be having the need for capacity building from the perspective of
running developmental programs through primary groups and their people institutions.
The competence level of organizing systems and structures for formation of the groups
and nested institutions is essential to build the strong and sound Federation of primary
groups.

The present status of the existing capacity of the enabling stream of facilitating NGOs
the gaps in their capacity and also the constraints faced are captured in the following
framework.

Status Gaps Constraints
+ ‘Weak planning and s |essknowledge on legal *  Resource constraint
Management kills and regulatory framework (human andmainstream)
o Goodknowledge in o | ackof business premotion s Inadequats content for
community organisation shills capacity building

*  Weak mainstrearmn

’ s Lack of training
managanent kill

infrastructures
* Small and low outreach
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2.2. Process of Social Intermediation: Social intermediation sets the foundation for other
development initiatives namely financial inclusion, livelihood intermediation and to have
effective slum governance and convergence of different actors involved in the
development process. Toward this the following process is adopted.

2.2.1. Organising the Unorganised: People serve many functions in people centered
development. They are instruments for distributing power within society by
strengthening the economic and political power of the marginalised. They are the
training grounds for democratic citizenship and the institution building blocks of
democratization. They create demands for greater responsiveness to grassroots
concerns, providing the collective bargaining that enable to negotiate with the
representatives for their entittements. The focus of organising the unorganized is to
create sound local institutions managed by people at slum, ward and at Urban Local
Body level, which will link with mainstream institutions. The following principles are
followed for building localized institutions:

2.2.2 Design the primary units and build them first: It is very critical to define the
size, structure and the details of local governance and management systems of the
‘primary units' to begin with. Once these details are worked out, suiting to the local
context, a lot of efforts need to be put to promote and nurture these primary building
blocks to develop institutions from grassroots. For e.g.: Primary savings and credit
groups of 15-20 members at hamlet level are the 'primary unit' for promoting Community
Mainstream Institutions in Indian context.

2.2.3. Building 'Nested Institutions' of poor at multiple levels: Creation of people's
institutions at different levels is critical to address the issues of powerlessness and
isolation, which are two important causes of poverty. These institutions need to be
created at different levels managed by the local community through building the local
leadership. These nested institutions facilitate co learning, sharing the leadership
capacity and worker and gives scale advantage.

These institutions created at each level compliment the role of the other and each one
acts as independent institutions with interdependence on each other for sustainability.
These local institutions could be hosted into superstructures. In addition to acting as
local mainstream institutions, these institutions would build a strong demand system at
the local level to address the issues of poverty collectively. They could influence both
the local banks and government system in their favor.

2.2.4. Emphasize on Member ownership, control and decision making: These
institutions have to be owned and controlled exclusively by urban poor and benefits are
provided only to members. The process of decision making vested with the members
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only. Members contribute regular savings and equity contributions to facilitate lending
operations. The products and services are suited to the specific needs of the members
and designed by themselves. For ensuring effective day to day management of
mainstream transactions, accounts and book-keeping local people are hired by the
members. These 'local bureaucracy' reports and responds to the ‘'local governance'
controlled by members.

Due to the local control and ownership, many of the issues related to sanctioning of
loans, selection of activity, utilization of loans, ensuring timely repayment and managing
mainstream operations profitably are addressed locally in a more simple and effective
manner. This would ensure timely and adequate credit, repeat support and designing of
need based savings and credit products.

2.2.5. Involve support institutions for sustainability: The role of support institutions
is very critical to build and ensure sustainability of community mainstream institutions.
A facilitating organization has to first initiate the whole process of building these
localised institutions. In most cases an NGO plays this role. Over a period the roles of
this organization get evolved and other support institutions like banks, government
would be involved. Many roles of these organizations gets evolved and devolved over
the growth process.

Mainstream development administration deals directly with the individual members with
the help of their staff for the poverty alleviation programme and it does not recognize
informal collective bodies and their role in economic upliftment of urban poor. Legitimate
formal bodies are in no way close to the action and also to the people. Formal
representative bodies are not promoting participative democracy either for taking
decisions or for action by linking formal institutions with functional informal forums.

2.3. Policy Propositions for Social Intermediation:-

2.3.1 Promotional Costs for organizing the community: The success of large scale
development can happen only when the investments in communities' in terms of
organising and building their organisations happen. The foremost challenge is lack of
promotional costs required to promote the groups and their nested institutions. Typically
promotion of a federation of 200 groups with 4000 members for a period of 3 years till it
reach sustainability would need an investment of Rs 4 millions. These costs are critical
to build the social capital and organise the urban poor to enable them to address
poverty. Another challenge is lack of capable NGOs and trained manpower to organise
and enable the communities and their organisations on the principles of mutuality, self
help and sustainability.

2.3.2 Debt Swap for Debt Trap: The poor lives with and dies with debt. It is not so much
debt per se, but the price paid for the debt, which makes them urban poorer. The
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predatory lending practices - usury by indigenous moneylenders have been
perpetuating the legacy of poor's debt bondage. The issue of usury has been before us
for long. This continues to remain as a significant causal factor in compounding the
problem of poverty. The present scenario continues to be one of grave concern as the
issue still proves to be elusive and intractable. Though access to credit has helped
partly in addressing this age old problem, poor continue to be mired in the debt
bondedness owing to the historical and cultural factors. More than anything else,
unshackling the urban poor from the clutches of usurious money lenders will remain a
challenge. Debt consolidation packages need to be devised along with supportive policy
measures and enforcements to see that all the poor are out of clutches of moneylenders
for ever.

2.3.3 Coordinated efforts by different stakeholders: Poverty reduction is
everybody's business and responsibility and can be achieved only through constant
coordination and cooperation between various stakeholders like government, banks,
NGOs and community organisations. The roles have to be clearly defined and mutually
reinforcing. Government must not implement the programmes directly in the field
directly, rather facilitate and build the NGOs and civil societies to take on. Banks need
to take a proactive role in meeting the promotional costs along with government in
building the required social capital and be flexible and innovative to reach the urban poor
and work through the groups and their people institutions.

2.3.4 Social security - addressing vulnerability: Support to the introduction of new
products to address social security, especially as they may offer new opportunities to
reach the urban poorer brackets of potential clients is required from the mainstream and
other social investors. Health setbacks are impacting on income flow and affecting the
capacity to earn and consequently the repayment performance. The potential of health
insurance products to minimise / avoid such eventualities need to be fully explored and
exploited. Similarly, creative savings products and pension schemes are to be designed
depending upon the context and efficiently operated systems and procedures.

2.3.5 Interrelatedness of development issues: The interventions so far have also
brought out the inter relatedness of development issues like enhancing livelihood
opportunities urban development, infra-structure development including housing.
Microfinance provides a platform on which other development themes can be initiated.
There are certain themes in which micro finance can play a crucial role.

Thus Social intermediation has a timeframe of one to three years which has deliverables
of organizing the urban poor, promoting democratic systems for decision making, to
realize the power of collective action and above all it sets the foundation for sustainable
growth by relating with mainstream institutions.
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3.0 FINANCIAL INCLUSION

3.1. Introduction: Poverty reduction is the complex and not warrants efforts from civil

society institutions alone but also from state and private agencies. Despite making
significant improvements, there are concerns that banks have not been able to include
vast segment of the population, especially the underprivileged sections of the society,
into the fold of basic banking services. Limited access to affordable financial services
such as savings, loan, remittance and insurance services by the vast majority of the
population namely unorganized sector is believed to be acting as a constraint to the
growth impetus. Access to affordable financial services - especially credit and
insurance - enlarges livelihood opportunities and empowers the urban poor to take
charge of their lives. Financial inclusion imparts formal identity, provides access to the
payments system and to savings safety net like deposit insurance. Hence, financial
inclusion is considered to be critical for achieving inclusive growth; which itself is
required for ensuring overall sustainable growth in the country.

Access to affordable financial services is highly important to improve the quality of
people’s life. Financial inclusion is delivery of banking services at an affordable cost to
the vast sections of disadvantaged and low income groups. Financial inclusion is aimed
at providing banking / financial services to all people in a fair, transparent and equitable
manner at affordable cost. It has the two key components that include access to
financial services at affordable price from the banking system and financial literacy as
also financial counseling. The basic purpose of financial inclusion is to reach out the
financial services especially savings, credit and insurance services to the excluded
category of population. Typically, financial inclusion in India is characterized by the
following:

3.1.1. Lower outreach by financial institutions/MFIs/SHG/NHG Bank Linkage
Programme in comparison to below poverty line (BPL) and low income population.

3.1.2. Financial inclusion is characterized primarily as either general access to loans
(mostly consumption or consumer loans rather than livelihood loans) or access to
savings accounts. Very few risk management and vulnerability reducing products are
available to urban poor.

3.1.3. Access to finance is primarily a bridging resource for many low income groups.

3.2. Status of Financial Inclusion: There are a variety of reasons for financial exclusion.

10

From the demand side, lack of awareness, low incomes/assets, social exclusion,
illiteracy act as barriers. From the supply side, distance from branch, branch timings,
cumbersome documentation and procedures, unsuitable products, language, staff
attitudes are common reasons for exclusion. All these result in higher transaction cost
apart from procedural hassles. On the other hand, the ease of availability of informal
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credit sources makes these popular even if costlier. The requirements of independent
documentary proof of identity and address can be a very important barrier in having a
bank account especially for migrants and slum dwellers.

The formal credit with its inherent inclination to target orientation, central control,
procedure strict approaches finds it difficult to cater to the needs of the urban poor
which are organically different from other classes of people. Formal financial institutions
play limited role in serving the urban poor. In fact they are permanently out of formal
financial system because of their overdue from subsidized loan. The following tables
details the operational cultures of the three major players (banks, government and urban
poor are given below:

3.2.1. Operational culture in Credit Systems

Banks Government Urban poor

e Target approach e Subsidy as motivation e Credit from banks perceived
as nonrefundable grants

e Limited Role in client e Image building among
identification the urban poor from Government
o Low accountability « Political mileage ¢ No selfchosen activities but

as recommended by

e Low monitoring o Write-offs/remissions government intermediaries

thereby vitiating

recovery climate

e Responsibility ceased once e Temptation to misuse credit
the loan is disbursed

e High Transaction Cost e No fear of legl actions

o Effective interest rates were
e Small clients - high risk high and inversely
proportional to repayment

e Small clients - inability to period of the credit

offer collateral
e Real Transaction cost was
higher than perceived

Financial institutions are not having a comparative edge to direct lending to the poor due
to small loan size, say tow thousand to five thousand rupees per family, higher number
of families to cover , say more than thousand families per branch, high transaction cost
and longer processing times, lack of personal touch with individual borrowers and
branch based lending and no outreach mechanisms as that of Grameen bank of
Bangladesh or BRI in Indonesia. The mostimportant reason for indifferent performance
is that these institutions are not customer driven: for them serving urban customers is
more of a “social obligation” than a business proposition.

3.2.2. Regional Imbalances: The regional spread of the SHG/NHG — Bank Linkage
Programme is uneven as about 52% of the credit-linked SHG/NHGs are located in the
southern States of the country. There is a need for a better distribution of group
formation and linkage efforts especially in the northern, central, eastern and
northeastern States. There is a need to invest more in capacity building programmes in
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these areas. For this, it is essential to build training capabilities in these regions by
identifying or promoting new training institutions.

3.2.3. Livelihood promotion among members of Primary Groups: Many NGOs are
trying to promote micro enterprises for advanced members. But their experience is
rather limited. The critical constraining factor is that the members face a lot of problems
in marketing of their produce besides low level of skills. There is a need to evolve a
methodology for promoting micro enterprises to create livelihood and employment
opportunities among the members besides imparting relevant skills and developing their
risk taking abilities.

3.2.4. System for monitoring: With a view to improve the information base and
introduce data based monitoring at the primary group level, there exists a need to draw
up a time bound programme for upgrading quality of book keeping and introducing an
MIS which provides timely and accurate record of transactions. So its need of provide a
technology platform for recording transaction. However, there is a need for systematic
monitoring of SHG/NHGs so as to maintain high loan recovery level.

3.2.5. Capacity Building of Members: Currently, there is a significant emphasis on
capacity building for bankers, NGOs and Government officials involved in promoting
and financing SHG/NHGs. The time has come when there is a need to focus on capacity
building of members as many of them are maturing and the business levels of the
groups are increasing. There is a need to identify ways and means of improving the
quality of groups consistent with rapid growth and balancing sustainability with easier
financial access.

3.2.6. Technology for financial inclusion: As a large number of the weaker and
disadvantaged sections of urban society suffer from financial exclusion, there is a need
to bring about financial inclusion using technological inputs, on a massive scale, over
the next 5 years. This means that every urban family will have at least one member of
the household with a bank account. This ‘no-frills’ bank account is expected to enhance
access to deposit account, low cost credit, micro insurance, safe money transfers, and
financial counseling. Technological innovations such as smart cards, biometric IDs,
mobile handsets and urban kiosks that can help control costs are crucial for a safe and
rapid scale up. Pilot projects on various technological interventions in urban areas are
already underway.

3.2.7. Low bank loan per member: Under Bank Linkage Programme, the average size
of bank loan per group is low at Rs.61, 679 which translates to Rs.4, 405 per member.
Small per capita loans do not enable the members to overcome poverty or acquire
capital assets. Government, bankers, Non Government Organisations etc. need to join
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3.3.

hands in the collective efforts for the economic upliftment of members through various
repeat cycles of credit combination.

3.2.8 Micro insurance products: Primary groups still do not have access to insurance
services, which are crucial for security and sustainability of these groups. According to
a study conducted in 2003, over 82% of households surveyed did not have any
insurance cover and practically none of the urban poorest households surveyed, had
any insurance policy. There is a serious need to introduce micro insurance products and
bring together various players in the insurance sector for supporting pilots for
development of composite insurance products, which cater for life, health, crops,
assets and accidents. Such a product which could be subsidized as a welfare measure
by the Government for members would be ideal for the urban poorer segments of the
urban population who cannot invest in multiple insurance policies.

3.2.9. Federation of SHG/NHGs: In order to ensure the sustainability of the primary
groups they are federated at ward level. As the federations are larger bodies and are
also registered one, it brings identity and also helps in enhancing the social status.
Ensuring the culture of self regulation through people management system and making
them self reliant are the important roles of SHG/NHG federation. They help to a great
extent in facilitating the primary groups to reach out to mainstream financial and
development institutions. They also contribute to the creation of pro-urban poor policies
by different financial and development institutions.

3.2.10. Initiatives of Reserve Bank of India in promoting financial inclusion: The
RBI Annual Policy Statement of April 2005 first brought the issue of financial inclusion to
the notice of banks explaining that ‘banking policies tended to exclude rather than attract
vast sections of the population (RBI Circular, 2005-2006). Three major moves were thus
initiated. Firstly, a ‘No Frills’ basic banking account was extended to all ‘unbanked’
households wherein the minimum balance required was nil or extremely low. Secondly,
‘Know Your Customer’ (KYC) norms were relaxed so that the needs of migrated
households that cannot establish their identity or their address formally could be
accommodated.

Recent Developments on Financial Inclusion: The Finance Minister in his budget for
2007-08 has announced the setting up of two funds for FI's; the first called Financial
Inclusion Fund for developmental and promotional interventions and the other called
Financial Inclusion Technology Fund to meet cost of technology adoption of about $ 125
million each. The scope of these funds is being worked out. Setting up of financial
literacy centers and credit counseling on a pilot basis, launching a national financial
literacy campaign, forging linkages with informal sources with suitable safeguards
through appropriate legislation, evolving industry wide standards for IT solutions,
facilitating low cost remittance products are some of the initiatives currently under way
for furthering FI.
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One of the ways in which access to formal banking services has been provided very
successfully since the early 90s is through the linkage of Self Help Groups (SHG/
NHGs) with banks. SHG/NHGs are groups of usually women who get together and pool
their savings and give loans to members. Usually there is a NGO that promotes and
nurture these groups. The recovery experience has been very good and there are
currently 2.6 million SHG/NHGs linked to banks touching nearly 40 million households
through its members.

3.3.1. Business Facilitator Model: Eligible Entities and Scope of Activities: Under
the “Business Facilitator” model, banks may use intermediaries, such as NGOs/
Cooperatives, community based organizations, IT enabled urban outlets of corporate
entities, Post Offices, insurance agents, depending on the comfort level of the bank, for
providing facilitation services. Such services may include (1) identification of
borrowers and fitment of activities; (ii) collection and preliminary processing of loan
applications including verification of primary information/data; (iii) creating awareness
about savings and other products and education and advice on managing money and
debt counseling; (iv) processing and submission of applications to banks; (v) promotion
and nurturing Self Help Groups/Joint Liability Groups; (vi) post-sanction monitoring; (vii)
monitoring and handholding of Self Help Groups/Joint Liability Groups/Credit Groups/
others; and (viii) follow-up for recovery.

As these services are not intended to involve the conduct of banking business by
Business Facilitators, no approval is required from RBI for using the above
intermediaries for facilitation of the above services.

3.3.2. Business Correspondent Model: Eligible Entities and Scope of Activities:
Under the “Business Correspondent” Model, NGOs/ MFls set up under Societies Trust
Acts, Societies registered under Mutually Aided Cooperative Societies Acts or the
Cooperative Societies Acts of States, section 25 companies, registered NBFCs not
accepting public deposits may act as Business Correspondents. Banks may conduct
thorough due diligence on such entities keeping in. view the indicative parameters given
in Annex of the Report of the Intern, Group appointed by Reserve Bank of India
(available on RBI website: www.rbi.org.in)to examine issues relating to Urban Credit
and Micro-Finance (July 2005). In engaging such intermediaries a: Business
Correspondents, banks should ensure that they are well established, enjoying good
reputation and having the confidence of the local people. Banks may give wide publicity
in the locality about the intermediary engaged by them as Business Correspondent and
take measures to avoid being misrepresented.

In addition to activities listed under the Business Facilitator Model, the scope of
activities to be undertaken by the Business Correspondents will include (i) disbursal of
small value credit, (ii) recovery of principal/collection of interest (iii) collection of small
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value deposits (iv) sale of micro insurance, mutual fund products, pension products/
other third party products and (v) receipt and delivery of small value remittances/other

payment instruments.

The activities to be undertaken by the Business Correspondents would be within the
normal course of the bank’s banking business, but conducted through the entities
indicated above at places other than the bank premises. Accordingly, in furtherance of
the objective of increasing the outreach of the banks for micro-finance, in public
interest, the Reserve Bank hereby permits banks’ to formulate a scheme for using the
entities indicated in paragraph above as Business.

3.4. Phases in Financial Inclusion

Nsc;. Phase Focus Activities Outcomes

1 Initiation Developing working| Exploring Flow of products and
relationship based | organizations and its services.
on shared agenda | systems. Emerging relationships.
and mutual benefits| Establishing linkages

with limited groups.
Tracking each other
on their systems and
procedures.

2 Stabilisation | Sustaining Frequent visits Linking more no. of
relationships and Joint meetings to SHG/NHGs.
expanding the address issues of Frequent visits by each
spectrum and mutual concern. other.
depth of the Establishing sound Enhanced flow of
services systems to expand products and services.

relationship.

3 Collaboration | Institutional Collective programme | Relationship is not
collaboration review. individual centric.

Participation in each Appreciation of ech
other event. others system.
Establishment of fast | Reaching scale through
track systems to reach shared planning and
scale. agenda.

4 Partnership Enduring Joint planning. Openness, respect for
relationship to work| Well established relationship.
for the cause systems. Relationship on equal

footing.

3.5. Policy Recommendations for Financial Inclusion: Financial Inclusion has become
the foremost priority of the Indian Financial System. It is felt that enabling access to a
greater number of the population to the organized financial system is essential to ensure
that the benefits of the growth get into down.

Microfinance and Inclusive Development
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3.5.1. Designing appropriate models relevant to the context: There is a need to
devise an appropriate business model that would adequately address the issues
pertaining to product, pricing, segmentation and distribution clearly. Financial Inclusion
should start with understanding the specific needs of the customer and the Banks/ MFls
who are providing the products / services rather than just prescribing targets. Focus
thus should be on creating customized, composite and simple products. There should
be a clear focus on relatively unbanked and underserved areas rather than competing
aggressively in already well-served areas. A clear distinction should be made between
the Urban poor as also between Above Poverty Line (APL) and Below Poverty Line
(BPL). Different strategies should then be adopted to cater them.

There are different models of distribution prevalent today. These include models by
SHG/NHG-Bank Linkage Programme, MFIs, Business Correspondent Model, NBFCs
etc. There is a need to draw experience from these models to develop appropriate and
cost effective distribution strategy for our markets.

3.5.2. Financial Inclusion and Financial Literacy: The financially excluded section
needs to be educated about the benefits of being a part of the organized financial
system. Basic information and awareness is necessary to motivate them to be a part of
the formal system. The financial literacy starts with understanding the cash flow and
income of the urban poor households, their financial needs and financial services
available such as savings, credit and insurance and developing the appropriate financial
services for meeting the family needs. Financial literacy aims at helping urban poor
women to change their attitude and make them think about future or think and plan for
their life cycle needs, building their knowledge about different types of financial services
and products and knowledge about the banking systems. Financial education for urban
poor covers themes such as money management, debt management, managing savings
and credit and use of bank services, etc.

3.5.3. Financial Inclusion & Role of Technology: Technology can be leveraged to
reduce cost, widen reach and enhance the efficiency and safety of the payments and
remittances and develop a reliable credit information system. However, technology
without appropriate skills would not yield efficient results. Thus urban bank branches
needs to have highly motivated staff who should have the passion to serve the urban
community and also the right understanding of the environment.

3.5.4. Promotion of Nodal Agency: Similar to NABARD, National Housing Board can
be the nodal agency for to address the needs of urban development. NHB would
facilitate linkage with the local commercial banks to Self Help Groups. Towards this a
part of microfinance and equity fund can be diverted under the guidelines of the Ministry
with RBI approval. Financial Inclusion for Slum Dwellers requires special efforts under
JNNURM. National Housing Bank (NHB) could play the nodal facilitation role as that of
NABARD in urban areas. A bank linkage guideline has to be issued with the approval of
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RBI for housing and microfinance with self help groups. A part of microfinance
development and equity fund could be diverted to NHB under the guidance of the
Ministry.

Financial inclusion plan would be prepared for each city with relevant financial
institution. Separate DPR could be prepared for financial inclusion including SHG
revolving fund and SJUSRY programme for livelihood development. SIDBI could also play
a proactive role for the development of tiny enterprises

3.5.5. Revolving online credit and Differential interest rates: Similar to cash credit
process enjoyed by the business fraternity, bankers can facilitate cash credit facilities
to the occupational / producer / marketing groups which will ensure better rotation and
has a multiplier effect. Commercial banks can provide credit to the urban poor for
housing at differential interest rates to ensure slum free cities. Considering the
repayment period, the cushion of lesser interest rate facilitates accessibility and
affordability.

4.0 LIVELIHOOD INTERMEDIATION

4.1 Introduction: Vulnerability and seasonality of the occupation of the slum dwellers
forces them to engage in to different livelihoods for the survival. There is an immense
need for organizing the street vendors, servant maids, construction workers etc in to
functional groups. As on, these members are disorganized which are making them
vulnerable to the exploitative forces in the market. The returns from different
occupations are also varied due to marginalization and urban poor demand system. The
gaps in seasonal cash flows for the dwellers are exploited by the money lenders
charging exorbitant interest rates. The formal entities like SHG though it facilitates
credit do not cater to all the credit needs of the trade. Hence, the need for forming
occupational / functional groups to have an identity and also to access credit at
affordable rates.

Building on the social and financial intermediation, business intermediation is the next
phase for graduation.
a. Itis appropriate to introduce income generating activities based on known skill,
knowledge and resources.
Integrating with existing livelihood activities of group members.

Emphasis to be laid on developing skills in addition to providing backward and
forward linkages

d. Business promotion among SHG’s is not a stand alone activity but required to be
promoted as community based business enterprises.

e. Through nested institutions approach, Primary Producers Group (PPG’s) and
Primary marketing Groups (PMG’s) and Producers company at apex level .
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People institutions increasingly strengthen their support to forge viable linkages with
private organizations to sell members products and take cost advantage through
collective purchase of raw materials. In many cases, some business activities of SHG
members already reached scale. Hence, members to avail the benefit of scale
advantage, People institutions help specific producer groups to establish market
linkages with the private business organizations. These linkages are sustained by
creating required systems and processes.

4.2, Status of Business Intermediation: The livelihoods prevalent over years are vending

18

(vegetables, fruits and flowers), petty trading (shops and small food points) and labor in
service sector (servant maids, construction labors, load men, sanitary workers etc.)
and much more. In the entire above livelihood people are unorganized, the do not have
any platform to address their issues. Very often they are exploited by middlemen so that
these urban poor people get very meager wages which is not sufficient to meet their
needs. Their credit needs are met by informal sources and such sources are
inadequate. These urban poor people are characterized for their urban poor
infrastructure. There are high leakages due to bad habits like smoking, alcoholism;
beetle leaves chewing, frequent tea consumption and gambling. Due to unhygienic living
and urban poor sanitation conditions occurrence of health hazards are high hence health
care expenditure are very high. Slum people are illiterate and less educated makes
them unaware to handle the modern electronic gadgets are declaring them as
semiskilled labors which often get them less pay. Abundance of labor supply for certain
works ends with lesser pay as the wage is decided by demand — supply relationship.

4.2.1. Poor and their low returns: Poor do usually unskilled labours, own only few
assets and have limited economic options which results in deficit cash flow as the
consumption needs exceed income. Hence they have to depend on rich people in their
reach or money lenders at exorbitant rate of interest. Either case urban poor are taken
advantage of their monetary weakness. For example, when an urban poor gets loan for
an income generating activity, he is forced to sell the produce to middleman. Itinvolves
double exploitation, first by hidden interest for the loan amount and second is realizing
low income from activity due to difference in measurements while procuring and
providing very less price etc. But when he gets loan from money lenders, the loan is
provided at high rate of interest. Ultimately, leads to low returns due to little power to
influence even the local market, influencing policy and accessing government
resources is a distant dream.

4.2.2 Livelihood issues: There is distinct class discrimination between capitalists and
workers. Hence least favorable terms exists while participating in activities and markets
exists due to political advantage. Availability of financial support from money lenders or
people in work environment can be helpful in times of shock but also set exploitative
terms in several markets like credit, commodity and labour. Unequal market power
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allows higher classes extract surplus value from lower classes. Market arrangements
are structured to enable surplus extraction from lower classes. Few of the markets are
rental, wage labour, commodity, credit and taxation.

Livelihood interventions are conscious efforts by an agency or an organization to
promote and support livelihood opportunities for a large number of people (other than
those directly or indirectly employed by them). Government of India has been one of
the largest agencies involved in such livelihood promotion efforts. However, the
cooperative sector, the corporate sector as also the NGO sector has also contributed to
promoting livelihoods.

4.2.3. Cash flow management: Livelihood promotion / support efforts are always
around a set of people. It is a set of people whose livelihoods we are trying to promote.
Therefore, it is essential for us to get to know the people and their livelihood patterns
before we design any intervention. Though there may be inadequacies in their livelihood
options, they are not bereft of any livelihood activities. Therefore, whatever new
activities are proposed will have to be incremental to their present livelihoods. It is
therefore, important for us to know their livelihood portfolio and their livelihood strategy.
Poor households are involved in a set of activities to maintain their livelihoods. This
constitutes their diversified livelihood portfolio. Itis important for us to understand what
is the livelihood pattern of the people, the existing mix of activities in which different
members of a household are engaged in at different parts of the year.

However, the livelihood portfolio of a household depends on their livelihood capacity.
Livelihood capacity of a household is determined not only by the number of people in the
family, but also on the skills and knowledge set of the people, their attitudes towards
new activities, their asset base, and their opportunities, as well as cultural and social
conditions of the area. Hence it is important to know what are various sets of skills and
knowledge that the people have, shortfalls in a household’s income and buffers from
which these are met, opportunities that are accessible to them as a family in the area,
including barriers posed by the social and cultural conditions, finance, including credit
available through out the year, to make investments as well as to even out cash-flows at
different seasons.

4.2.4. Need for Capital: Livelihood interventions need substantial capital investment
that may come from different sources. The source could be a donor, or a government
programme, or investment made directly in the activity. The more we engage in
livelihood promotion, the more funding we will need. Grants may be great to get us
started, but the total fund available is likely to be limited. A large volume of capital can
be mobilized from capital markets if, and only if, adequate returns on investments can
be generated. Different funding sources may also influence the objectives and the
implementation strategy. Whether we receive funding from donors or from government,
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the missions of those agencies are likely to play a major role in design of the
intervention.

There are four elements of the external environment: namely, the Factor Conditions, the
Demand Conditions, the Industry Conditions and the Institutional Condition, which
influence the livelihood choices.

Process of Livelihood Intermediation: Livelihood Intervention should be member
centered which means those who are identified should be involved from beginning and
all steps should be taken by consulting the concerned member. The intervention
designed has the moral responsibility when any thing goes wrong at any stage of the
progress. It also includes financial responsibility, and environment responsibility, as the
intervention activity should not affect any angle of the existing situation. Participation of
all members becomes mandatory, they should be enabled to take decisions, and making
them efficient than before to use the available resources. Livelihood interventions
should be built on the existing strengths by identifying and encouraging it. It should be
holistic in approach as it may not concentrate on the economic increase alone and
catering the other needs too like health, education and various other needs. It can be
achieved by involving micro (internal lending from savings) and macro linkages
(institutional support from apex bodies), encouraging partnership and facilitating
sustainability. All markets or organization related to that livelihood should be linked by
various tie ups. For example, both partners (demand and supply) should be identified.
As production is done after identifying the target population risk is reduced and cross
learning’s are increased.

4.3.1. Objectives of the intervention: The objective of any intervention should be very

specific. When it is too diversified, then the success becomes less. The intervention

may increase the income for some cases, assets may increase and risks may reduce.

All things may definitely improve the standard of living due to multiplied

entrepreneurship activities. Some of the means may be as follows:-

= Creating assets by involving one or more improvements like improving the labour
skill of an individual, making home as a business premises, creation of enterprise
outside the home.

»  Enhancing income, reducing variations in income through risks, shocks and
seasonality.

= Organizing the producers into associations to enhance their power in the market.

= Enhancing the money circulation with in the economy especially buying and selling
assets among members themselves.

= Increasing their effective purchasing power by reducing their costs.

4.3.2. Nature of intervention: It varies according to the sector in which intervention
takes place and point of intervention. The intervention tools needed are asserting rights,
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building local inter-dependent economy, credit, infrastructure, marketing, policy
advocacy, training and technology.

4.3.3. Design of the livelihood intervention: Prime Actor, who is going to be the actor
and beneficiary, should be decided. Ownership of the entrepreneurship like individuals,
groups, promoting organization and mixed ownership should be defined, whether it is
managed by producers or hired professionals should be decided. Size of the activity
should be freezed according to the capability. Source of funding like grants, loans,
equity and financial orchestration must be arranged prior the initiation of the livelihood
intervention.

4.3.4. Stages of livelihood intervention design: Assessment should be very critical
based on native practice and categorize accordingly, mapping out the market,
identification of members, providing orientation to them to form Primary Producer
Groups (PPGs) or Primary Marketing Groups (PMGs), performing procurement,
processing, production packaging and marketing, expansion and diversification in the
respective area. Each step varies according to the sector in which intervention takes
place namely categorizing the families according to financial support and source of
income, mainstreaming supplementary income as family income by creating more
supplementary sources of income, introducing new activities or market and broadening
the skill base and asset base.

Independency and inter — dependency with respect to microfinance as this needs larger
volume of credit than regular credit scope. Melting the mind set of the community
towards collective action often is a problem. Source of promotional cost for structures
and systems should be arranged. Market needs volume but production at volume is not
possible always. There are problems of integration.

4.3.5. Role of Partners in Different Phases: Each actor has a role to play in the
business intermediation for successful implementation of the venture / activities.

Promotional Stabilization Phase Upscaling
Role /Phase (0- 18 months) (18- 30 months) (30-36 months)
Implementing | Survey, Business Plan | Promotion of Enterprises and Replication of entities
agency facilitating linkages and creatind and promotion of
systems and procedures primary producer
group
Government Secondary source Infrastructural supportthrough | Tax exemption and
literature on activity subsidies/grants insurance support
Bankers Consideration of Access to creditand venture Cash credit facility
proposal capital support
Private / Identification of gapsin | Forward and backwardinkages| Steering Committee
market market
Technical Techni Iknow how Training and Capacity building | Value addition and
institutions echnica product diversification
Donors Administrative support | Seed support Withdrawal strategy
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4.4.1. Preparation of Business Intermediation Plan: For each city, separate business
intermediation plan is to be proposed. This includes the skill survey of the urban poor,
activity mapping the activities of slum dwellers, issues involved in their operations and
possibilities of forward and backward linkages. This plan would give the indicative costs
of the business promotion. In short, organization form, scale of activity, capital
investment required, and technology required for effective operations and the situational
analysis of the market economies. To design effective livelihood interventions, there is
a need for observing native practices and adapting it to programme lessens the
mortality rate of interventions.

4.4.2. Promotion of Primary Producer Group’s: Livelihood categories are
standardized. It needs an organization form, scale like PPGs etc., capital investment,
technology market, functional literacy and skills. It depends upon the capacity of the
family to take up the livelihood, strategy and various portfolios to choose. The livelihood
intervention should be identified from community to increase the adoptability and should
not be introduced afresh. It can be identified based on the market demands so that it is
produced for market. Like minded people are organized to take up some livelihood
ventures like mini market, grocery shops, restaurants which is not possible at individual
level have turned to be very successful due to collective action. Investing in working
capital, sharing man power by scheduling among themselves have resulted in economic
profit and motivating the members to experiment various collective entrepreneurship
ventures.

The following are the standardized diversified intervention options available for the
people to adopt according to their need and capacity in the urban context.

The potential of the product / service need to be studied in detail for exploring its viability
of operation and its future prospects. This calls for tracking the product / service chain
from the production to consume and identifying the demand and supply gaps and
possible areas of intervention. Based on the demand of the product / service in the
market, members related to the activity to be identified and know the level of operation
in relation to the trade / activity as the numbers of members have scale advantage for
setting up the demand system or for negotiation in the market.

The group of SHG members based on their activity will become PPG /PMG. This PPG /
PMG may be formed from SHG members of two or more SHG groups of the same area
/ cluster of slums. This PPG/ PMG will act as a separate entity. These functional
groups formed has to express their solidarity by voicing their concerns and also to
relate with the mainstream institutions to get their sanction in terms of license for
pursuing their trade with dignity. The members should pay share capital, to form their
own byelaw to run the group smoothly. Among them executive committee for
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governance will be elected. Since the SHG members are very urban poor and their
capacity is very low, it is very difficult for them to take business venture. Hence, this
PPG/ PMG will provide them the benefit for collective action, bargaining power and
effective use of their individual capacity. . Proper demarcation of individual and
collective role and there should be shared understanding of the same among the
members

Business based people organization PPG’s PMG'’s Producer Company will be provided
assistance in business promotion in entrepreneurship, technical skills, business
management skill and accounting, assessment of business potential, developing brand
market potential, arrangements for inputs, linkages with market for output, facilitating to
develop new value added products.

4.4.3. Promotion of Producer Company: Producer Company is a body corporate
having objectives or activities specified in section 581 B of Company act and register as
a producer company. This Producer company will have “ mutual assistance principle”
set out in subsection of 581 G of Companies Act.

This producers company will provide necessary production and marketing support
required by the PPG / PMG by avoiding middlemen, which is the major problem of our
SHG members. This producer company will establish direct contact with end users /
marketing centres.

4.4.4. Support for infrastructure for economic activities: Since the SHG members
are very urban poor and do the activity in small level, they cannot buy necessary
machineries and equipment on their own. So, a common facility is to be established to
use by the members to maintain quality consistency of standards as per the market
requirement. PPG members will pay service charges for the facility availed at Common
facility centre for its sustainability. Through SJSRY programmes, infrastructure creation
could be facilitated for income generation activities. System and process need to be
evolved for pursuing the vendor activity dignity with the corporation would give them
identity and to pursue the trade with out harassment of the law and order system.
Allocation of resources and providing a facilitating environment is essential for
successful credit absorption by the urban poor. Various corporate entities and
industries need to be involved in providing marketing linkages and tie up for
strengthening the business.

4.4.5. Supporting new ventures by providing venture Capital and Revolving Fund:
To demonstrate the potentiality and viability of innovative activities, venture capital is
required in the form of returnable grant. Once the activity is demonstrated the required
capital will be recovered from community enterprise and the initial venture capital will be
revolved for further investment for promoting new ventures promoting many community
enterprises. Entrepreneurship is creating and generating economic value of a family or
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individual. Livelihood interventions are needed both for sustaining the microfinance
operations and address the issues of poverty. A shift from minimalist approach to
holistic approach is needed. Credit provides only the capital which is not sufficient for
livelihoods promotion. Needs are varied, huge and beyond the capacity of the group and
are often not supported by microfinance. Hence instruments like grants, loans, equity,
venture capital, leasing, supplier finance, guarantee, warehouse receipts are available
and only few are in practice and others could be tried. Role of each instrument should be
clearly defined and should be used for overcoming shocks and risks.

1| Rural Urban Tie Up For Milk, Vegetables and flowers

2 | Commodity marketing Bulk purchase by the members for the members

3 | Enhancing skill Broadening the skill of Servant maids, construction

workers and other services to get better pay

4 | Social entrepreneurship Edible food making and pappad making
development

5| Construction Housing Projects & Training to Masons

6 | Trade & Commerce Exhibitions, Sales Out lets, Shops, Local Mandis &

Rural - Urban Tie - ups

7 | Transport& Communication |Auto, Telephone Connections & Computer Kiosks

4.4.6. Rural — Urban Linkage: VVegetable, fruits, flower and milk demands of the
Madurai Urban are met from rural areas. Rural — Urban linkage is facilitated in which
SHG member(s) of rural areas will supply to the SHG member(s) of the urban areas. By
this exploitation by middlemen is avoided and profit will only go to either member(s) of
this linkage. Some products are developed based on the definite need of the people like
house leasing, auto and tri-cycle finance which helps them to control the leakages and
asset generation after a period of time.

4.4.7. Industrial tie-up for employment generation: When some sizable members are
involved in any activity like Agarbathi, tailoring and making consumable goods like
eatables or snacks are linked with some companies. As a result the members get
regular employment opportunities and wages through out the year.

Livelihood plan document should be prepared by analyzing the various livelihood
interventions available and indigenous practices followed. Member orientation should be
done for various livelihood options and viability. Packaging of a set of livelihood
interventions to suit a group of people or individuals should be designed to meet the
need. The entire process should have a purpose focus facilitating focus moving from
general lending into product based lending. Mechanisms for livelihood finance should be
evolved which is unique to the family.
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5.2

CAPACITY BUILDING FOR COMMUNITY EMPOWERMENT

. Introduction: There is a need to define capacity building in the context of microfinance

to unorganized sector and also other institutional players involved in this task. Capacity
building needs to be related to the operational domain of all the stakeholders who are
providing development support to the unorganized sector.

The concept of learning/capacity building as defined by Prof. Udai Pareek (1980) is "the
process of acquiring, assimilating and internalizing cognitive, motor, or behavioral
inputs for their effective and varied use when required, and leading to enhanced
capacity of further self-monitored learning". Good environment for learning, proper
institutional mechanism and the style of the trainer facilitate the discovery of the learner.

Building KAS (Knowledge, Attitude and Skills) for Social Intermediation: Capacity
building for demand stream includes member's trainings, Leadership development,
Animators or local associates training and Skill building for income generation and
employment. The quality of organizing the poor is severely constrained by the limited
capacity of NGOs. The capacity building exercise would seek to build knowledge,
attitudes and skill for the demand stream as per the following framework.

Knowledge Attitude Skill
e Community organisation o Belief on self e Community
e Structure and systems management organisation skKill
 Mainstream Programme and linkages | ® Mutuality ¢ Management
o Management and planning e Enabling e Implementation
o Mainstream management e Team work ¢ Conflict management
¢ Self management e Consensus building

communication

5.2.1. Policy Recommendation for Social Intermediation

5.2.2. Capacity Building Costs: Three types of capacity building costs are involved in
building the demand stream, which include Promotional costs, Research and
Development costs and meeting ongoing costs of routine programmes after the
promotional phase. The promotional costs are the initial costs involved to organize the
poor and create the access for institutional finance. This is a one time investment
required to be provided as grant. The funding can be linked to a realistic business plans
that projects institutional breakeven within three years irrespective of the approach
followed by NGOs or MFls. These costs should be shared by the government, MFIs and
banks. These costs of promotion vary from model to model. In case of self-help group
model 100% of costs need to be met through grants while in case of MFIs and banks
only the operating deficits of promotional costs can be met till the breakeven is
achieved. The support can be in the form of grants or recoverable grants amortized over
a period of 5-10 years in case of MFls. While the research and development costs for
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capacity building are for initiating new ideas, activities and innovations to build the
capacity of the demand stream once organized. For e.g. the costs of skill building of
unorganized poor to enhance their credit absorption needs to be met by the government
or outside donors only. The other components include creating supportive environment
marketing and infrastructure to support the economic activities of the unorganized poor.
Finally the ongoing costs are the regular costs of capacity building after the promotional
phase. These are routine costs of operating the system and need to be generated by the
system out of its mainstream operations.

5.2.3. Design of different programmes and courses: Keeping the requisite attributes
required to be built for demand stream the following programmes and courses can be
designed for the members, leaders and people staff.

5.2.4. Building of Reference Centres for Demonstration: The process of building
social capital would be enhanced by exposure to role model SHG/NHGs and its people
institutions who have demonstrated good governance, efficiency in functioning and best
practices. A select group of facilitating NGOs from the enabling stream would undertake
the responsibility of promoting such role model SHG/NHGs and its people institutions.
In each of the six regions (North, South, North east, Central, East, West) ten such
demonstration centers would be set up which would be under the guidance of the select
NGOs. Itis expected that the unorganized poor on exposure to such role models would
equip their capacity, well and fast, to build effective and quality nested institutions.

Building KAS (Knowledge, Attitude and Skills) for Financial Inclusion: Capacity
Building of Supply stream players involves building conviction and attitudes through
exposures to successful models for creating awareness, better appreciation and skills
required to deal with the unorganized sector. As it is, the funds would not be a
constraint for capacity building exercise for supply stream as they are internally
generated and used. The poverty in urban areas is growing alarmingly and there is no
specialized institution like NABARD for financing poor communities. Similar to
NABARD, another structure focusing on urban development needs to be envisaged

Knowledge Attitude Skill
e Community organisation systems | e Business proposition e |dentification of
and structures not social obligation suitable clients
¢ Legal and regulatory matters e Client outlook towards | e Monitoring and
e Microfinance models urban poor evaluation
¢ Indian and international  Focus of poverty e Portfolio
experience reduction management
e Organisational development e Transparency and
. . Accountability
e Business promotion and
management
e Legal and Regulatory framework
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considering the growing trend in urbanization and divergent needs of the urban poor
communities. The capacity building exercise for the formal mainstream institutions
would seek to build knowledge, attitudes and skill as per the following framework.

Policy Recommendations for Financial Inclusion

5.4.1.Building Positive Attitude: The existing banking system including banks and
Cooperatives need to earmark at least 15-20% of resources exclusively for building the
capacity of the officials to enhance the institutional finance to support the unorganized
sector. The programmes for supporting the unorganized sector need to be mandated.
The capacity building programmes aimed at the bankers should primarily focus on
changing the mindset, and attitude of the bankers about lending to urban poor and
reorient them to see lending to poor as a viable proposition and not a social obligation.
The RRB and Cooperatives need to be exposed to various models of microfinance to
reorient the staff and restructure the existing products and services to suit the poorin
the unorganized sector. As part of building the perspective on 'poverty lending as a
business proposition' special orientation programmes need to be organized for the chief
executives of the formal mainstream institutions. These programmes should be
organized by well performing NGOs and MFI and focus on providing opportunity for field
interaction and demonstration for the participants. The middle level executives of the
banks could be sent for institutional secondment or short deputation to well performing
NGOs and MFls to facilitate cross learning across streams.

5.4.2. Experimentation for field banking: Many of the formal mainstream institutions
do not have the experience of non-subsidized lending with the poor. As part of building
the capacity of these institutions 10 experimental projects can be initiated for next five
years, where each bank will open exclusive microfinance branches and operate
profitably. The promotional costs required for the initial phase of five years can be
contributed by Government of India. This experiment would help in building the
'Institutional Perspective' for the organizations involved and offer new learnings for the
participant banks about poverty lending.

5.4.3 Promotion of branch based viable linkage: Each bank already involved in
linkage should focus on increasing the microfinance portfolio of each branch to reach at
least Rs. 1 - 1.5 crores and support 150 - 200 groups. Reaching and maintaining
significant microfinance portfolio at each urban branch would offer new lessons and
enhances the internal capacity of the banks involved. These banks involved in this
project need to be appreciated and supported. Atleast 10% of urban branches of banks
should undertake linkage in the first phase ultimately leading to all urban branches in the
nextten years.

5.4.4 Building Micro Finance Institutions: Senior executives of the emerging
microfinance institutions need to be provided with varied opportunities to attend the
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short and long term courses at national and international level. Selected reputed
management institutions like IRMA, [IMs, XIM & XLRI should be supported to offer
various Management Development Programmes and courses on institutional finance for
the banking sector. The capacity building efforts should not be limited to providing inputs
for the individuals but focus on organizational development processes to help in building
favorable operational systems and culture suitable for managing the growth. It should be
seen as long term process rather than organizing few training programmes.

5.4.5. Design of different programmes and courses: Keeping the requisite attributes
required to be built for supply stream the following programmes and courses can been
designed for senior executives, trainers of trainers from Banking training institutes at
various levels.

5.4.6. Capacity Building Costs: The formal mainstream institutions of supply stream
are setting apart training budgets from internal resources for building the capacity of the
staff on various subject matters for in-house training and also for external training in the
national institutes of repute. What is required is now prioritising capacity building
requirements of the staff as per the design of the programmes suggested above for
financing unorganised sector and reallocating the budgets for this purpose. In so far as
the microfinance institutions are concerned, during the initial period of three years, when
the MFIs have not achieved break even volumes, budgetary support is needed for
capacity building of their staff. From fourth year onwards, the operational costs would be
met from the internal resources generated out of microfinance operations.

5.4.7. Building internal capacity for development finance: Each of these apex
institutions need to develop exclusive in house programme to train the officers
concerned focusing on issues related to unorganized sector, poverty lending,
microfinance and other related aspects to provide needed orientation, perspective and
skills. Where it is not possible to develop in house programmes special efforts should
be made to train all the officials through collaborating with other resource institutions in
the sector having field experience and operations. The training institutions of various
apex banks also need to work jointly and develop courses in collaboration with
practitioner NGOs and MFIs to upgrade the existing courses and programmes. In
addition to providing opportunity for participating in various training programmes and
exposure visits the officials could be provided an opportunity to apply the learning
through implementing joint assignments with and secondments to various NGOs and
MFIs having considerable field experience in the field of development finance.

Building KAS (Knowledge, Attitude and Skills) for Business Intermediation:
Member's livelihood options are highly diverged and are decided by capacity, strategy
and portfolio of the family and livelihood profile of a household could be depicted as an
integrated factor decided by livelihood capacity, livelihood strategy and livelihood
portfolio. Business Development Services would be created to promote producers and
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marketing groups among urban poor vendors groups etc. Producers and trading groups
would be federated as Producer Company taking advantage of recent facility with
company act. Business Intermediation plan would be prepared for each city.

Knowledge Attitude Skill
e Promotion of Business entities.| e Profit making e Entrepreneurial skill
e Structure and systems. e Risk taking e Marketing and
¢ Legal and regulatory matters « Capitilsation of Management skills
e Market Dynamics opportunities e Business promotion
e Sustainability e Conflict management

Policy Recommendations for Capacity Building for Livelihood Intermediation

5.6.1. Building of Resource Centers for Livelihood Promotion: A select group of
facilitating NGOs from the enabling stream would undertake the responsibility of
promoting such resource centre for giving training to entrepreneurs and their
institutions. In each of the six regions (North, South, North east, Central, East, West)
ten such demonstration centers would be set up which would be under the guidance of
the select NGOs. Itis expected that the unorganized urban poor on exposure to such
role models would equip their capacity, well and fast, to build effective and quality
nested institutions.

5.6.2. Building capacity through Vocational Skill training: Market provides ample
employment opportunities in the growing context of urbanization. New needs and fields
emerge out of growing consumer and industrial markets. Catering to the demands,
vocational institute can build the skills of the unemployed and engage them in productive
endeavors. Skill appreciation programme can be organized for the members who are
involved in the activities to maximize their gains.

5.6.3. Establishing Community College: The community college to be established to
play the role of entrepreneurship development, skill building and impart technologies.
This community college will conduct regular / periodical / special skill building / training
programme based on need. The community college will have infrastructure facilities
necessary for training, workshop, demonstration models etc.

5.6.4. Design of different programmes and courses: Members need to be oriented
about the risks and vulnerabilities of the trade / product / service and above all the profit
/loss component involved in the activity. This process calls for seeding the losses they
are incurring in their activity on account of their individual pursuits and the need for
collective action as a way out for win- win approach.

5.7. Building Knowledge Attitude Skills (KAS) for Slum Governance: At present there is

no mechanism to integrate various apex level institutions and steer a coordinated
process to provide an enabling environment for the growth of the sector. Many of these
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institutions does not have the exposure to the practical realities and very few institutions
consult and involve all stakeholders in developing their perspective plans and design
operational strategies. The capacity building exercise for the actors who are involved in
slum governance would seek to build knowledge, attitudes and skill as per the following
framework.

6.0 POLICY RECOMMENDATIONS

Policy recommendation are the gist of the propositions arrived for social intermediation,
financial inclusion, business development, slum governance and capacity building for
institution building for community empowerment.

6.1. Propositions for Social Intermediation
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6.1.1. Promotional Costs and capacity to build and organise the community: The
success of large scale development can happen only the investments in communities'in
terms of organising and building their organisations can happen. The foremost challenge
is lack of promotional costs required to promote the groups and their nested institutions.
Typically promotion of a federation of 200 groups with 4000 members for a period of 3
years till it reach sustainability would need an investment of Rs 4 millions. These costs
are critical to build the social capital and organise the poor to enable them to address
poverty. Another challenge is lack of capable NGOs and trained manpower to organise
and enable the communities and their organisations on the principles of mutuality, self
help and sustainability.

6.1.2 Debt Swap for Debt Trap: The urban poor lives with and dies with debt. It is not
so much debt per se, but the price paid for the debt, which makes them poorer. The
predatory lending practices - usury by indigenous moneylenders have been
perpetuating the legacy of poor's debt bondage. The issue of usury has been before us
for long. This continues to remain as a significant causal factor in compounding the
problem of poverty. The present scenario continues to be one of grave concern as the
issue still proves to be elusive and intractable. Though access to credit has helped
partly in addressing this age old problem, urban poor continue to be mired in the debt
bondedness owing to the historical and cultural factors. More than anything else,
unshackling the poor from the clutches of usurious money lenders will remain a
challenge. Debt consolidation packages need to be devised along with supportive policy
measures and enforcements to see that all the poor are out of clutches of moneylenders
for ever.

6.1.3 Coordinated efforts by different stakeholders: Poverty reduction is
everybody's business and responsibility and can be achieved only through constant
coordination and cooperation between various s