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1.0 Introduction

Microfinance originated in the countries of South Asia at different points of time and in different
forms such as Grameen Bank Project, Small Farmer Development Project, Self-Help Groups (SHGs)
etc. The overall aim of the initiatives was to fight against the poverty encircling the masses in the
countries. In the SAARC! countries, microfinance programmes started with various patterns of
evolution that have not been uniformed. There are some common features with some differences in
models and approaches.

Modern microfinance system was first started in Bangladesh where it has grown at an astonishing
speed. Nepal also initiated microfinance as Small Farmer Development Project (SFDP) almost at the
same time when Grameen Bank was initiated in Bangladesh. In India, SHG based microfinance
programmes have taken wide scale application while the other SAARC countries started
microfinance much later. At present, most of the countries have active microfinance programmes,
though they vary in nature and depth of outreach. The varied experiences of these countries provide
an opportunity to review progress and achievements and to learn from each other’s experiences.

The Institute of Microfinance (InM), Bangladesh and Rural Microfinance Development Centre
(RMDC), Nepal, jointly organized a Regional Conference on "Microfinance in SAARC Countries:
Sharing Lessons & Way Forward" in association with the SAARC Secretariat, Nepal, at Hotel Yak &
Yeti, Kathmandu, Nepal from November 30 to December 01, 2010.

The conference aimed at disseminating the findings of InM governed research study on
"Microfinance in SAARC Countries" among the stakeholders in microfinance sector throughout the
region. Hence, the conference brought together eminent people from microfinance sector consisting
of policymakers, renowned academicians, practitioners, stakeholders and representatives from
SAARC member countries to appraise the successes and challenges of the sector.

"Microfinance in SAARC Countries" is a part of InM's long term study to publish reports on the state
of microfinance in different regions of the world. South Asia was the first region selected for this
purpose. In this regard, an Overview Report on the evolution and challenges of microfinance in this
region has been coordinated by Dr. Rashid Farugee, Visiting Fellow, InM; based on individual
Country Reports.

In this conference, key issues like sustainability and regulations of the Microfinance Institutions
(MFIs) came to the fore. The conference acted as a Lesson Learning Forum where inter-country
experience sharing helped policymakers and practitioners recognize and think about significant
policy guidelines for the sector.

The conference was participatory and interactive. More than 270 participants attended the
conference from different microfinance, mass media, research, educational and government
institutions of SAARC region.

! The South Asian Association for Regional Cooperation (SAARC) is an organization of mainly South Asian nations, founded
in 1985 and dedicated to economic, technological, social, and cultural development emphasizing collective self-reliance. Its
seven founding members are Bangladesh, Bhutan, India, the Maldives, Nepal, Pakistan, and Sri Lanka. Afghanistan joined
the organization in 2007.
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Objective

The main objective of the conference was to disseminate the findings of the study and enable the
participants, including policymakers, practitioners, and academicians to derive lessons towards
future policy and practice orientations. Through sharing information and by seeking measures, the
existing challenges in microfinance sector can be dealt and addressed.

About the Organizers

The Institute of Microfinance (InM) is an independent non-profit organization

established primarily to meet the research and training needs of national as well as

global microcredit programmes. InM was initiated and promoted by Palli Karma-

Sahayak Foundation (PKSF) in November 2006. It is principally funded by UKaid,

Department for International Development (DFID) through its Promoting Financial
Services for Poverty Reduction (PROSPER) Programme.

InM has an excellent team of professionals in research, training and knowledge management. The
regular core research group comprises of well coordinated and dedicated researchers with
extraordinary expertise. Besides, InM draws research scholars from reputed universities across the
world.

The major services that InM provides are research on poverty, microfinance, enterprise
development, livelihood promotion, climate change, impact assessment, evaluation as well as
training on capacity building, training of trainers (ToT), scheduled and tailor-made courses, training
evaluation, training need assessment, curriculum and module development, consultancy and
programme management.

The Rural Microfinance Development Centre (RMDC) is an apex microfinance

organization in Nepal operating as a wholesale lender for retail microfinance institutions

such as microfinance development banks, Financial Intermediary NGOs (FI-NGOs) and

cooperatives. It also works for the promotion and development of the microfinance

sector in the country. It was registered on October 30, 1998 as a public limited company
under the then Companies Act, 1996 with a mandate to operate as a development bank within the
framework of the then Development Bank Act, 1995. RMDC commenced its lending operation in
January 2000 and re-registered under the new unified banking law titled the Bank and Financial
Institution Act (BFIA).

The vision of RMDC is to emerge as a financially viable, operationally sustainable, and professionally
efficient apex institution of microfinance in Nepal, while the mission is to reach out to the largest
number of the poor and deprived households with appropriate microfinance services to enable them
to realize their untapped potentials of development through the network of partner MFls. RMDC has
been collaborating and partnering with various national and international agencies for the
promotion and development of microfinance.
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2.0 Conference Highlights

Day -1 (30 November 2010, Tuesday)

2.1 Inaugural Session

Opening
Remarks

Chair:

Chief Guest:

Guest(s) of
Honour:

Dr. Md. Mosleh Uddin Sadeque

Interim Executive Director, Institute of Microfinance (InM), Bangladesh
Mr. Shankar Man Shrestha

Chief Executive Officer, RMDC, Nepal

Dr. Wahiduddin Mahmud

Professor of Economics, University of Dhaka

Former Minister to the Caretaker Government, Bangladesh,
Member of the UN Committee for Development Policy (UN CDP),
and Chairman, InM

Mr. Surendra Pandey

Honourable Minister, Ministry of Finance, Nepal

H.E. Dr. Sheel Kant Sharma

Secretary General, SAARC

Dr. Yuba Raj Khatiwada

Governor, Nepal Rastra Bank
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The inaugural session commenced with the national anthem of Nepal. Dr. Wahiduddin Mahmud,
Professor of Economics, University of Dhaka and Chairman, Institute of Microfinance (InM) chaired
the session. Mr. Surendra Pandey, Honourable Minister, Ministry of Finance, Government of Nepal
adorned the position of Chief Guest. H.E. Dr. Sheel Kant Sharma, Secretary General of SAARC and Dr.
Yuba Raj Khatiwada, Governor, Nepal Rastra Bank were present as Guests of Honour. Dr. Md.
Mosleh Uddin Sadeque, Interim Executive Director, InM and Mr. Shankar Man Shrestha, CEO, RMDC
delivered their opening remarks.

Opening Remarks

Dr. Md. Mosleh Uddin Sadeque

Interim Executive Director, Institute of Microfinance (InM), Bangladesh

In his opening remarks, Dr. Md. Mosleh Uddin Sadeque, Interim Executive Director of InM welcomed
all to the conference and introduced the Institute of Microfinance (InM) to guests. He then shared a
few words about the InM project on “Microfinance in SAARC Countries”. Dr. Sadeque stressed on
the need to forge collective effort among MFls of SAARC region to overcome the challenges existing
in the sector. He also expected sharing experience among the audiences for the development of
microfinance activities towards poverty alleviation in the region. “We have gathered here for
common learning through our experiences and share innovative ideas to deal with the challenges
seen in the sector and seek practical point for departure”, said Dr. Sadeque. Stating the fact that
SAARC region is the home to microfinance, he also urged the policymakers to facilitate the sector in
reducing poverty in the region. He concluded hoping success for the ceremony.

Mr. Shankar Man Shrestha

Chief Executive Officer, RMDC, Nepal

Delivering his remarks on the occasion, Mr. Shankar Man Shrestha, CEO of RMDC, stressed the fact
that microfinance, if used properly and effectively, can bring meaningful changes in the lives of poor
and destitute; the region’s economy can’t move ahead without improving the lives of the millions of
poor people.

Mr. Shrestha said access to finance for poor people has increased manifold with the tremendous
progress and achievements in the field of microfinance in the decade of 2000 across the SAARC
region. Lauding the success of MFIs, Mr. Shrestha stated that MFIs had been able to maintain very
good recovery rate of over 98% and were on the way to achieving self-sufficiency in the next 2-3
years time and financial sufficiency in 5-6 years.

However, he expressed concerns over the growing ill-practices that have been bringing distortion in
the microfinance sector. “Against the back drops of many positive developments in microfinance,
lately some MFls are drifting away from their very mission to serve the poor and the destitute.
Following their initial successes, some of them are found inclined to go with the less poor or not
poor. A tendency is found to have developed among MFIs to lend larger size loans to less poor or
middle level clients,” said Mr. Shrestha.

He also highlighted the increasing trend of seeking more profit by MFIs by engaging in unhealthy
competition that would threaten the sustainability of the MFIs. He expressed dissatisfaction over the
trend of MFIs preferring to base themselves on only well-off areas leaving the people in remote
areas without access to finance.

On the occasion, he read out the message for the conference from Nobel Peace Laureate and the
founder and Managing Director of Grameen Bank, Professor Muhammad Yunus, who pioneered the
concept of microfinance. In his message, Professor Yunus apologized for not being present at the
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auspicious event. He also commented that, Nepal was one of the countries that moved ahead in
microcredit with a successful wholesale fund for microfinance like RMDC that had helped the sector
grow. Professor Yunus expressed his concern over the crisis that was being witnessed in various
countries, which was mainly due to a wrong turn taken in some microcredit programmes in their
process of commercialization with the objective of 'profiting' from the poor. Lastly, he expected the
success of this important and timely conference and wished best success to all.

Chief Guest

Mr. Surendra Pandey

Honourable Minister, Ministry of Finance, Nepal

The Chief Guest of the opening session, Finance Minister Mr. Pandey appreciated the progress by
Bangladesh in microfinance sector and urged Nepalese to take advantage from the experience of
Bangladesh. “Bangladesh is globally considered as a pioneer in the field of microfinance. | urged
upon Nepalese delegates to take the maximum benefit from Bangladesh’s rich experience,” Mr.
Pandey said.

The Honourable Minister said that, given the multiplicity of institutions engaged in microfinance
sector, the government was working on setting up a Second Tier Institutions (STI) to regulate all
sorts of MFIs. MFIs can play crucial role for the implementation of inclusive development on the
back of widespread poverty, growing inequality across different geographic regions, communities
and gender.

On the occasion he also called for effective utilization of remittance for the development of recipient
countries. “I call upon this conference to find out modalities on how we can effectively channelize
remittances to the overall development of our countries including through microfinance,” he added.

The Chief Guest, Mr. Surendra Pandey inaugurated the ceremony lighting the panas a traditional
Nepalese lamp. Mr. Surendra Pandey thanked the organizers for choosing Nepal for the grand
conference. He also encouraged the brotherhood between countries that would become stronger by
such an occasion.

Guests of Honour

H.E. Dr. Sheel Kant Sharma, Secretary General, SAARC

Dr. Sheel Kant Sharma, in his speech, expressed that microfinance has changed lives beyond South
Asia. He compared poor people with an atom; tiny but powerful. If they can be treated
appropriately, they can generate huge transformation for the society. On the other hand, badly
treating them can make massive destruction.

Delivering his speech on the occasion, the Secretary General of SAARC highlighted the growing role
of MFIs to uplift the lives of poor people in the task of alleviating poverty in the region. He also
expressed readiness to extend cooperation from the SAARC Secretariat for the development of MFIs
in the region in the days to come. He further hoped that all the governments in SAARC countries
would come to form a group to become the first that could successfully eradicate poverty. SAARC
Secretary General Dr. Sharma later released the Overview Report 2010 entitled ‘Microfinance in
SAARC Countries’.

Dr. Yuba Raj Khatiwada

Governor, Nepal Rastra Bank

Dr. Yuba Raj Khatiwada, Governor of Nepal Rastra Bank (the Central Bank of Nepal), stressed on the
need for holistic mobilization of MFIs in micro-insurance targeting the poor people, in addition to
the financial use of MFIs. “It is challenging and necessary that integrating programmes of
microfinance sector with government agencies for the repackaging of government initiated
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programmes in crucial sectors such as education, health and infrastructure”, said Dr. Khatiwada. He
also opined that growth of MFIs should not be limited but they should be properly regulated through
effective regulations for their sustainability. Lauding the proliferation of MFls in the SAARC region,
Dr. Khatiwada stated his view of not to replicate the MFI programmes; and the programmes should
be customized and fine-tuned taking into account the situation of the recipient countries. He
concluded pointing out several issues of interest. He expected those issues to come fore in the
discussion sessions. These issues included use of microfinance in poverty alleviation, outreach,
sustainability, inter-institutional integration and regulation of microfinance.

Chair

Dr. Wahiduddin Mahmud

Professor of Economics, University of Dhaka

Former Minister to Caretaker Government, Bangladesh,

Member of the UN Committee for Development Policy (UN CDP),

and Chairman, InM.

Dr. Wahiduddin Mahmud, in his speech, categorized the conference as a unique and happy occasion
for sharing the different modalities, experiences and lessons throughout the South Asia. He lauded
the idea of microfinance for which we, in South Asia, can deservedly claim the intellectual property
right. Since microfinance is an evolving thing, it will be learning by doing process for all and also
learning by seeing others doing. He said there are 20-30 million borrowers taking advantage of
microfinance in Bangladesh. “USD 3 billion worth of money revolves annually which is higher than
our government development spending. Of this amount, one-third constitutes the savings of the
poor women borrowers. Many people are not aware of this unique contribution of microcredit that
not only that they use credit for their family welfare but poor people can also save, if they have the
access to savings instruments”, he said. “We are holding this conference at a time when we are
aware of that the system is under scrutiny at least in one part of South Asia which is Andhra Pradesh.
But microcredit system and movement is mature enough to survive and come out of any such
debacle with more ability to help the poor”, he added.

There are many subjects of intense debate about microfinance but one meticulous source of debate
regarding microfinance is because of its dual role: as a banking operation, its purpose is to channel
funds to the poor through innovation, and as a poverty alleviation programme just like any other
safety-net programmes of the government. “If we judge it only by its financial viability, then we can
go too far like the South American model of microfinance which is now connected to the commercial
banks and floats share in the stock market, very successful financially but forgetting the main
objective of poverty alleviation; and charging the poor borrowers with about 100% interest rate. We
don’t follow it here in South Asia”, he said. Dr. Mahmud expressed that, of course, microfinance
institutions have to be financially viable but since the main objective is to help the poor; then it is
extremely important that we need to enhance the image and the human face of microcredit by
gaining efficiency for helping the poor and by converting the efficiency gains into lower interest rate.
“We can be socially more sensitive in terms of collecting repayment; we have to recognize the
hardships of individual borrowers and can be more flexible in the way we do our microcredit
operations”, he said. Microfinance institutions are now capable to face the second generation types
of challenges like credit from multiple sources and extension of microcredit for agriculture, health
and education; and also regulation of microfinance. However, these issues must be taken into
account for further accomplishment of the sector. He urged that MFIs have to concentrate on their
effort to serve the grass-root level people to bring the millions of poor people out of the poverty in
the region.
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2.2 Country Presentations

Day -1 (30 November 2010)

2.2.1 Afghanistan

Speaker: Dr. Atonu Rabbani
Assistant Professor, University of Dhaka, and Visiting Fellow, InM, Bangladesh
Mr. Fazlul Hoque
Country Head, BRAC Afghanistan

Chair: Dr. Rashid Farugee
Visiting Fellow, InM, Bangladesh
Discussants: Dr. Saeed Ahmed

Head of Microfinance, State Bank of Pakistan, Pakistan
Ms. Kanwal Bokharey

Consultant, SDC, Pakistan

Mr. Nara Hari Dhakal

Microfinance Consultant, ADB

10
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Keynote Presenters

Dr. Atonu Rabbani

Assistant Professor, Department of Economics, University of Dhaka, and Visiting Fellow, InM,
Bangladesh

Afghanistan, a landlocked developing country marred by conflicts for years, has significant geo-
strategic advantage, benefit of which perhaps still unrealized. Recent reconstruction efforts resulted
from influx of development assistance, which resulted in high growth rates (11.4% per annum since
2002). Per capita GDP has jumped from USD 124 in 2001 to USD 466 in 2008, where the agriculture
sector had the highest contribution (53% as of 2007).

After 2001, Da Afghanistan Bank (Central Bank of Afghanistan) was strengthened for monetary
control and banking supervision. As of 2008, there are 15 licensed banks, 3 state-owned banks, 7
private banks and 5 foreign banks. Afghanistan Banking Association was established in 2004. In
addition, 1 leasing company and 2 insurance companies are present there. However, informal sector
plays the major role, which is “justified” by existence of a large informal economy. Prevailing
agricultural credit arrangements includes (1) Anawat (short selling of commodities for cash loans,
sometimes used by the shopkeepers) (2) Commodity credit (3) Family credit and (4) Salaam
(advance sell of products). Major source of non-agricultural credit is Hawala.

In the early years, NGOs (out of 500 working in 2002) provided credit services. Later, Microfinance
Investment Support Facility for Afghanistan (MISFA) was established in 2003 as an apex body to co-
ordinate donor funds, to help MFIs to scale-up rapidly and to build systems of transparent and
accountable reporting.

The delivery methodologies in Afghanistan microcredit market are two: (1) individual loans and (2)
group loans that include (a) village organizations (b) solidarity groups (c) self-help groups (d) credit
unions and (e) seed banks. Most of the MFIs use the group lending approach and offer credit
services in Afghanistan.

The microfinance sector grew at a very high rate; the number of active clients and active borrowers
grew at an average rate of 30-35% per annum, between 2005 and 2008. Between the same time
span, loan outstanding per branch, portfolio per staff and cost per active clients have been
increased, though active borrowers per staff remained almost the same. Trade and service stand on
the top in stated use of funds.

Government of Afghanistan has been very supportive of microfinance sector. MISFA has played
important roles by providing subsidized loans and channeling donor funds. Afghanistan central bank
provides the regulatory background. In general, specialized banking act permits microfinance
institutions to graduate as a commercial bank, if they wish.

Around 70% of the microfinance programme beneficiaries are women in Afghanistan. 40% of clients
are located in rural areas. More than 80% of the loans were used for setting up business or
expanding them. 47% of urban clients and 39% of rural clients generated employment opportunities
for others. 72% of clients reported an improvement in their economic situation. 44% women clients
reported absolute control over their money. 80% women clients reported ‘improved attitude’ of
their husband and other relatives, both male and female.

The challenges for the microfinance community is to find ways to offer more effective microfinance
services that will gain confidence in the community and change some traditional societal norms
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restricting development process. Challenges for the microfinance sector in Afghanistan also include
weak management and implementation capacity, limited source of financing, narrow product range,
limited geographical outreach, sustainability issues etc.

Mr. Fazlul Hoque

Country Head, BRAC Afghanistan

Presentation on BRAC Afghanistan Micro-Finance Programme

BRAC was established in 1972, transformed from a relief organization to a multifaceted development
organization. It works with dual mission: poverty alleviation, and empowering the poor, especially
women and children.

BRAC started to work in Afghanistan in May 2002, with the experience of more than 30 years in
Bangladesh. Work in post conflict setting is not new to BRAC. BRAC understands the challenges and
the need to build on from humanitarian relief and assistance towards programmes that support
sustainable human development. BRAC believes that with its long and proven record of rebuilding a
war-ravaged country, BRAC can contribute significantly to the Afghan people and the government to
rebuild their country. In the beginning, BRAC started its work in two provinces to learn. BRAC
eventually integrated all its development programmes and scaled up in Afghanistan.

BRAC Afghanistan has a Holistic Approach. It covers health programme, education programme,
national solidarity programme (NSP), agriculture and livestock development programme, capacity
building and microfinance programme.

Historically, Afghans are famous for their indomitable entrepreneurial spirit. In most cases, it was
found that at least one member of an Afghan family had been operating a micro-enterprise for a
significant period. These relatively mature enterprises represent a sizable market for microcredit.
Besides, for centuries in Afghanistan, traders have been engaged in commerce among regions.
Entrepreneurs are highly regarded in the local community.

The purpose of BRAC Afghanistan Microfinance Programme includes: make credit available to the
poor, especially women; provide credit at a reasonable price; involve the poor, especially women in
income generating activities, increase economic development in Afghanistan by increasing the
income level of poor women.

As of October 2010, BRAC works in 24 provinces out of 34 provinces in Afghanistan with 173 branch
offices. Total numbers of borrowers are 154,704 with women borrowers 85%. Total loan portfolio -
USD 39 million, total amount of loan disbursed (cumulative) - USD 243 million, total security savings -
USD 5.0 million (15% of portfolio), and total number of staff - 1,757 (Male 908, Female-849).

Loan products of BRAC are; Microfinance (MF) Programme, Agriculture & Livestock Development
and Credit Support Programme (ALDCSP), and Small Enterprise Programme (SEP). Additionally, there
are some Pilot Loan Products. Different loan products are being tested (six months, nine months and
seasonal loan with monthly and seasonal loan repayment system) mainly in agriculture. Deposit
taking MFIs (DMFIs) is to be piloted soon. Shariah Loan product will be tested in 2011.

However, Afghanistan is an extremely challenging environment in which to develop large scale,

sustainable microfinance. The traditional view that microfinance services should come after stability
is secured is rather simplistic and ineffective. The challenges for the microfinance community, thus,
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is to find ways to offer more effective microfinance services that will gain confidence in the
community and change some traditional societal norms restricting development process.

Discussants

Dr. Saeed Ahmed

Head of Microfinance, State Bank of Pakistan, Pakistan

It is very difficult to change the economic status of poor families in Afghanistan. Many national and
international organizations have been gearing up for the microfinance access to poor families in
Afghanistan. However, the Afghan government does not have national strategy for Microfinance
Institutions. There is an urgent need to improve legal and regulatory framework in the country for
reforming financial system.

Cost of delivery is particularly high because of security situation and the cost of delivery is to be
reduced which is a big challenge for the country. Most of the MFIs operate in and around Kabul and
in other major towns, and the rate of sustainability of the sector is 76% in Afghanistan. The main
challenge now is how to reach the underserved poor people in different areas. 90% of the MFls are
financed by the MISFA, so MFIs need to have alternative sources of funding along with the option of
deposits. Afghan government needs to make a policy choice to face the challenges and to promote
microfinance through commercial banks and/or specialized microfinance banks along with
microfinance law, separate legal framework, consultative development, national strategies and
delivery strategies.

Ms. Kanwal Bokharey

Consultant, Swiss Agency for Development & Cooperation, Pakistan

It is needed to strengthen and develop legal and regulatory framework for MFIs and also to develop
a national strategy with the consultation of sector stakeholders to avoid the diversification in
thoughts. Diversification of financial services is also needed along with savings and microinsurance.
Moreover, addressing the challenge of increasing outreach and maintaining operating cost are most
important things to do. It is obligatory to maintain security and operate capacity building
programmes for borrowers in Afghanistan. Due to the security problem, most of the financial
institutions have established in urban areas. Although MISFA has done an impact assessment study
and came up with tangible and intangible indicators, there might be a need to come up with the
industry-wide common denominators of impact indicators with the development and tracking of the
indicators. As 40% of the portfolio is in Kabul, it is needed to avoid overlaps and duplications.
Developing the credit information bureau, tackling the consumer protection and handling the
strategy engaging social performance are also required. Lastly, models of micro and small-leasing
might get room as it has been experimented in some countries within the region and it is considered
to be close to the Islamic mode of financing.

Mr. Nara Hari Dhakal

Microfinance Consultant, ADB, Nepal

Microfinance in Afghanistan is less than a decade old but it had started with a very thorough sector
analysis; CGAP (Consultative Group to Assist the Poor) was involved at the very beginning. Best
practices of the capitalist modality were added to the Islamic view dominated economy of
Afghanistan. MFls in Afghanistan, though the dominant share goes to BRAC, are mainly backed by
international microfinance institutions; which is good for the economy. Due to the political situation
and natural condition in Afghanistan, it is challenging for one to get mobility and access to financial
services in remote areas. In Taliban-ruled areas, MFI activities are beyond imagination. So, SMS
banking could be a solution for the outreach of microfinance in these areas of Afghanistan. On the
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other hand, MISFA has been supporting microfinance institutions in Afghanistan which could open a
window for the expansion of microfinance in the country.

Chair

Dr. Rashid Faruqee

Visiting Fellow, Institute of Microfinance (InM), Bangladesh

Microfinance has grown quite rapidly in Afghanistan, although the sustainability of the sector is
facing a big challenge which is mainly government initiative and donor-driven. Some organizations;
like MISFA; are doing extremely well in the sector. But others are not performing very well because
of the country situation. There is de-sustainability issue and the portfolio at a great risk for these
organizations. The financing has been always coming from outside and the regulations don’t permit
the deposit services, so there is not much local mobilization of resources. In most cases, it was found
that at least one member of an Afghan family has been operating a micro-enterprise for a significant
period. Entrepreneurs are highly regarded in the local community. However, sustainability of
microfinance in Afghanistan is very challenging one due to the lack of strong local resources.
Microfinance sector expanded under the absence of formal regulatory framework but certain
standards and norms were maintained. Microfinance is a key way to bring the poor under formal
financial system.
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2.2.2 Bangladesh

Speaker: Mr. Dewan A. H. Alamgir
Microfinance Specialist, Bangladesh
Chair: Dr. Quazi Mesbahuddin Ahmed
Managing Director, PKSF, Bangladesh
Discussants: Mr. Enamul Hoque

Chief Operating Officer, ASA International, Bangladesh

Ms. Jannat-E-Quanine

General Manager, International Programme, Grameen Bank, Bangladesh
Mr. Shameran Abed

Programme Manager, Microfinance, BRAC, Bangladesh
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Keynote Presenter

Mr. Dewan A. H. Alamgir

Microfinance Specialist, Bangladesh

Bangladesh has the highest population density in the world except a few city states. About 40% of
150 million people are living below poverty line and 13% of total South Asian poor live in
Bangladesh. Bangladesh has maintained its GDP growth rate around 5% over the last decade.
Currently per capita GDP is USD 750. Poverty declined to some extent, but still remains severe due
to population growth, poor governance and socio-economic factors. Life expectancy at birth became
more than 59 years. Primary education enrollment touches its pick at 90% plus; where girls’
attendance exceeds boys’ both in primary and secondary level. Overseas remittance (currently USD
12 billion through official channels), agricultural growth and rural infrastructure development,
growth in service and manufacturing (garments) sectors and microfinance are the major
contributors to poverty reduction. However, poor are still vulnerable due to natural disaster and
climate change factors, sluggish job creating growth, sudden high inflation in 2007-08, poor
governance and lack of pro-poor growth.

Escalation of poor from poverty trap requires income generating activities. Poor people also have
the idea of the business, product and market, technology (whatever rudimentary) and skills to do
the business but lacks business capital. Microfinance institutions supply the most critical input—
capital, for micro-business or income generating activities that poor families lack; without
demanding collateral.

In Bangladesh, the dominant microfinance model is group-based Grameen model with some
operational variations. Small numbers of individual loans or microenterprises are also available.
Recovery of loans is generally in weekly and monthly pattern. Groups serve several purposes: low-
cost operation, self-selection, information and credit history collection. However, many attempts of
self-help group approach failed.

At present, there are 514 licensed MFIs, but three MFIs mainly dominate the market: BRAC,
Grameen Bank and ASA. In 2008, MFIs had 33 million members of which 21 million of them were
from three large MFIs. Membership has been doubled between 2003 and 2008. MFI industry had
around 26 million borrowers in a total of 14,441 branches with USD 2.5 billion loan outstanding.

High expansion of microfinance outreach was fueled by savings mobilization, loan from PKSF and
commercial sources, competition for market share between large MFIs. The Grameen model
remains robust, though management system may vary among MFIs. Loan products are segmented
and expanding through varied ways like mainstream microcredit, microcredit for ultra-poor, credit
for farmers, credit for microenterprise etc. Some emerging services involve livestock insurance,
domestic remittance, international remittance through partnership with banks etc.

Bangladeshi MFIs have been focusing on financial viability since mid 1990s. In 2008, most MFIs—
small, medium and large, were financially viable taking OSS (Operational Self Sufficiency), FSS
(Financial Self Sufficiency), ROA (Return on Asset) and ROE (Return on Equity) into account.

In Bangladesh, MFls receive finance for their activities in several ways; for instance, equity (profit
and some donor grants), savings (cheap), loan from apex agencies (subsidized) and loan from
commercial banks (most expensive) etc. However, the most desired capital structure policy is to
have balance among these sources.

16



Microfinance in SAARC Countries: Sharing Lessons & Way Forward

To summarize the impacts of MFIs in Bangladesh, one can find: (1) increased income, and
consequently, expenses, (2) increased assets in many forms like savings, land, house, livestock etc.,
(3) improved social indicators, and (4) enhanced management capacity. All these are impacts on
families. Other impacts include (1) incorporating the poor under formal financial system, (2) access
to savings and finance, (3) information sharing, technology transfer and access to market, (4) non-
financial services are also offered through groups, and finally, (5) networking.

Bangladesh microfinance sector expanded under absence of formal regulatory framework; but
certain standards and norms were maintained; PKSF acted as de-facto standard and norm setter.
Microcredit act in 2006 allows NGO-MFIs registered under five laws: the social welfare act,
cooperative societies act, the trust law, the societies act, and companies act (non-profit section) to
offer microfinance services. Microcredit Regulatory Authority (MRA) issues license. MRA is an
evolving agency, and it is expected to be more active over time. Body of detail regulations are yet to
be published. But certain standards about accounting system, financial reporting and auditing are
being enforced by MRA.

PKSF is the apex financing agency in the country. PKSF was established in 1990 for wholesale lending
to MFls; provide technical assistance for capacity building, supervision, setting norms and standards,
product development and research. It has more than 250 Partner Organizations (POs). Other smaller
financing agencies are; Anukul Foundation, Stromme Foundation and two large MFls. Wholesale
lending by commercial banks is limited to only several MFls and pretty expensive.

Bangladesh has added some lessons to the overall microfinance experience. These can be
categorized into (1) targeting the poor—microfinance can reach the poor, (2) group-based lending
method remains robust, (3) microfinance has significant impacts on family income, (4) scaling-up and
product diversification are important (5) financial viability of MFls are critical, (6) regulatory, social
and political support are also critical, (7) wholesale lending institutions play significant roles.

Nonetheless, there are certain challenges for Bangladesh. One should take into considerations that,
(1) poverty still persists and MFIs will be under pressure to contribute more. Additionally, (2)
portfolio quality and financial viability of MFIs, (3) regulatory and political support, (4) demand for
additional services, (5) resource mobilization for MFls, (6) competition, (7) need for pro-poor growth
policies and support are also important challenges.

So, for a better future, MFls in Bangladesh must have (1) to maintain portfolio quality, viability of
institutions, and in some cases consolidation of operations, (2) more planned management, (3)
ensure resource mobilization, (4) institutional and human resources development, (5) stable
regulatory environment, (6) product innovation and research, (7) application of ICT for efficiency and
product delivery.

Discussants

Mr. Enamul Hoque

Chief Operating Officer, ASA International, Bangladesh

Three of the biggest microfinance institutions of the world, Grameen Bank, BRAC and ASA, are
located in Bangladesh; the Grameen Bank model is very popular among poor along with the other
two. The regulatory body for microfinance, MRA; is operating as a governance system for the MFls.
More involvement of microfinance practitioners is needed to further strengthen this governance
system. As other countries having Microfinance Bank (MFB) license; they learned microfinance
issues from Bangladesh, and the provision of MFB license should be introduced in Bangladesh also
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with the support of the government. Due to the current context it would be well enough to initiate
weekly repayment and recovery system as the lending methodology has been changing. Another
challenge we are facing for the last couple of years is climate change and other natural calamities
that should also be addressed for providing financial services. NGOs should redesign their strategies
and products to cope up with these drawbacks.

Ms. Jannat-E-Quanine

General Manager, International Programme, Grameen Bank, Bangladesh

The Grameen Bank, along with other MFIs; is a perfect example of how we can share experiences
and work together to end hunger and poverty in the SAARC region if we focus on fundamental and
essential elements of microfinance. Without the donor money, Grameen is a successful model at its
initial lending operations. Grameen Bank is concerned more about the growth and development of
the poor than the interest rate; even with the lowest interest rate, it is sustainable. With Grameen
methodology, it is possible to create and develop a very sustainable and efficient microfinance
programme with the concept of savings mobilization. It is needed to build a collaborative effort of
both regulatory authority and MFIs to operate sustainable microfinance programmes.

Mr. Shameran Abed

Programme Manager-Microfinance, BRAC, Bangladesh

Client protection in microfinance sector can be done in more effective ways. Product diversification
and targeting the ultra-poor can be useful for this. Sharing information among MFls is required to
face the tendency of multiple borrowing. We need to work more on greater transparency on interest
rates and charges, product development and diversification, and market segmentation. Financial
needs of micro-borrowers are also revolving; there is not one product kind of people, so we need to
go for greater choices of products. Programmes for reaching the ultra poor consist of training and
hand-holding programmes by BRAC and graduating them on to microfinance. Also, reducing interest
rates is needed to be focused along with focus on issues like overlapping, oversupply issues and
natural disasters. Sharing information and experiences among MFls and establishing a microcredit
bureau could help mitigate these problems.

Chair

Dr. Quazi Mesbahuddin Ahmed

Managing Director, Palli Karma-Sahayak Foundation (PKSF), Bangladesh

The bigger MFIs in Bangladesh need to work at the conjunction to their activities. There is no
oversupply of fund in the country; but we don’t know what the optimum supply of fund is. There is a
tendency of service charge or interest rate to rise in some SAARC countries (like Sri Lanka), despite
the intense competition of MFls, the rise of service charge indicates that there is a demand for more
service provisions. However, poor are still vulnerable due to poor governance and lack of pro-poor
growth, slow job-creating growth, natural disaster and climate change factors and also inflation.
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2.2.3 India
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Keynote Presenter

Mr. Sanjay Sinha

Managing Director, Micro-Credit Ratings International Ltd (M-CRIL), and

Founder, EDA Rural Systems, India

In India, financial sector includes ranges of institutions like commercial banks, development finance
institutions, cooperatives, Non-Nanking Financial Companies (NBFCs), NGO-MFIs etc. The
institutional framework there varies from societies that are not-for-profit and unregulated (e.g.
Public Charitable Trusts) to NBFCs that are profitable and regulated. The microfinance sector has two
major delivery models: Self-Help Group Bank Linkage Programme (SBLP) and MFI model. NBFCs,
cooperatives and NGO-MFlIs are the key institutional forms of the model. Banks lend to both SHGs
and MFIs. The two delivery methodologies are explained here.

SBLP, supported by NABARD (National Bank of Agriculture and Rural Development) since 1992, is a
successful microfinance model striving towards poverty alleviation. SBLP is designed to integrate
informal savings and credit groups with the formal banking system. NABARD supports or refinance
banks to lend to SHGs.

On the other hand, MFI model is direct lending to clients by microfinance institutions using a variety
of methods—SHG, Grameen, IB etc. But over the last few years, most MFls gravitated to a single
joint liability group model (based on the original Grameen prototype).

At present, approximately 38 million households are reached by microfinance operation. Of which
SBLP has 35.8 million savers and 7.2 million borrowers, and MFls have 27 million credit accounts
with a portfolio of USD 4.5 billion. Around 3 million had savings accounts under MFIs, which is
mostly mandatory. However, there is substantial multiple counting which results the lower
consolidated figure above. Regional coverage of microfinance is dominated by South (about 65%),
but gradually declining; while it is increasing in the East (around 25%). Growth of SBLP has been less
vigorous in recent years. In March 2009, SBLP had 86 million savers and 59 million borrowers with
loan outstanding of around USD 5 billion. The 27 million borrower accounts of MFls now exceed the
18 million accounts of regional rural banks (RRBs) by 50%, which now rivals the banks, assuming
overlaps among SBLP/MFI members and multiple lending. If it is allowed to be seen as an instrument
of financial inclusion, the MFI sector would represent 40% of all micro accounts—SBLP + MFls would
be 57%. CRILEX Growth Index shows that MFI growth is stronger than desirable and the portfolio
growth has been faster than client acquisition.

Indian MFIs are the most efficient—average OER of 11.1% in 2008 is now just 8.8%, cost per
borrower is less than Rs.500. Staff productivity has consistently improved. Portfolio handled per staff
was USD 29,000 while borrower per staff was 234 in 2008—now 285 and USD 47,000 respectively.
MFIs also managed to maintain good portfolio quality (around 0.5% PAR in 2010) after a drastic fall
in 2007. Debt was the dominant source of finance (71%). Productive deployment of funds has been
seen—77% in loans. Average ROA (Return on Asset) now up to 6.8% with average ROE (Return on
Equity) of 25% (10 largest in excess of 30%) indicate high profitability.

Traditionally rural outreach, MFIs expanded to urban/city areas in recent years. Depth of outreach
(% of below the poverty line-BPL clients) is around 60%. M-CRIL social ratings indicate that 20% of
new MFI clients are below USD 1.08 per day line, and 62% below USD 2 per day line. There is
moderate coverage of marginal communities around 30%. An estimated 62-63% credit used for
productive investment, 37-38% used for household needs. Annual client dropout rates are 8-10%.
Some evidence of poverty reduction was found for those who stay with microfinance — based on

member recall of SBLP (SHG Bank Linkage Programme), comparison of longitudinal wealth rank data
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for MFI clients. Nearly 2/3™ of women clients (who for more than 90% of MF clients), report
positively on qualitative indicators of empowerment. Competition among MFlIs is leading to multiple
lending. Overlaps among MFI and SBLP clients limit the extent of financial inclusion achieved at
household level.

Regulation on MFIs seems both too little and too late. (1) MFIs have various regulators based on
their legal forms: NBFCs by RBI (Reserve Bank of India) which is also covered by RBI rules. Societies,
Trusts, Cooperatives regulated by their respective Registrars and specific Acts. However, RBI can
supersede any norm to protect client rights in case of financial intermediation activities. (2) no
separate regulations for the microfinance sector yet—aBill introduced in March 2007, (3) The Bill
when enacted will empower NABARD as the regulator of MF sector, but leaves out the NBFCs which
cover more than 3/4™ of the sector, (4) the recent AP (Andhra Pradesh) crisis could fast track the
enactment but what is really required is the mainstreaming of MF.

Indian MF sector faces several challenges; like (1) mission drift of MFIs—in a quest for growth and
profitability, (2) sector slowdown in 2008 due to global economic crisis — banks became cautious in
lending, (3) lack of deposit services—has indirectly contributed to mission drift, if allowed will help in
lowering the cost of credit to clients (4) social reporting—limited attention by MFlIs till recently. In
2010, SPM and reporting seems to have gained momentum with active backing of social investors
and government pressure. (5) Capacity building—growth has not been accompanied by trained field
staff/professionals; high attrition rates are common across sector. (6) Multiple lending—a high risk
factor for the sector.

Discussants

Ms. Sugandh Saxena

Executive Director, South Asian Microfinance Network (SAMN), India

In terms of growth aspect, the market of India is huge and the demand is high complacent to the
growth of MFIs, but the sector has to grow at a substantial rate. With growth, there comes
responsibility and also cost. In South Asia, 60% of the population has no access to financial services,
regarding MFIs and/or other financial sectors. In Afghanistan and Pakistan, the sector is witnessing
stagnation; though some years back, it has seen a growth like in India. Moreover, a large number of
MFIs’ branches are affected with delinquency problem. MFls have grown enough but they have not
invested enough into the system and are considering only on more profit. The MFIs are also not
interested in capacity building. MFIs, investors and network have to work on capacity building.
Microfinance sector is not alone to grow such a brisk rate; there are other sectors that are growing
across the industry. We have to have investment in all aspects of industry and value-chain, starting
from the lowest last mile connectivity up to the regulation level to make it sustainable and
successful.

Mr. Anura Atapattu

Microfinance Consultant, Sri Lanka

The major question today is that, are we working for so-called double-bottom line approaches that
could reduce poverty and create social impact, with sustainability and profitability of MFIs? The issue
of sustainability has come up more than the social development or growth. The problem has seen in
multiple borrowing and impact of regulation. Microfinance sector is facing the problems like lack of
proper regulation and its weakness. Lack of transparency, inadequacy in IT, inadequate sustainable
credit plus services and inadequate capacity of the microfinance network are also the major
problems in this sector. There needs to have the implementation of a greater market research. We

need new market along with the goal of growth otherwise there would be a greater chance to
mission drift. We have to introduce innovative and cost effective ways to make access to financial

21



Microfinance in SAARC Countries: Sharing Lessons & Way Forward

services to the poor. Regulation is also an important aspect which is far behind than microfinance
movement. Proper regulation is really required and factors of regulation from state to state may
differ, because of different governance system. India is having its second version of regulation and
Sri Lanka is going to have third one. Moreover, development of a technical hub for South Asia, study
tools, rating system, performance management related tools, auditing etc. are needed to develop
new technology to address the existing issues in the microfinance.

Mr. Md. Abdul Awal

Executive Director, Credit and Development Forum (CDF), Bangladesh

The issue of Andhra Pradesh has been of great importance which is due to the misunderstanding and
misconception about microfinance of the politicians. In Bangladesh, we also have experienced that.
People in regulatory authority have to have better understanding of MFls. Regulatory authority
needs to focus more on regulating the sector rather than controlling it. Despite the lack of
appropriate understanding of microfinance, the sector is growing steadily in Bangladesh. One should
understand that it is originated in Bangladesh to save the poor from the local moneylenders
imposing high interest rates. Microfinance is not an alternative to the formal banking system but a
tool to finance poor. Service charge is yet another issue in Bangladesh as this is not only for the
credit service, other social and human development services are also included in the service charge.
Service charge must not be generic which should be determined by the cost of the fund. Another
drawback for the sector apart from multiple lending is that all MFIs have to have the hassle-free
access to cheaper fund.

Chair

Mr. Mathew Titus

Executive Director, Sa-Dhan, India

There are three major issues in India; the issue of regulation; the debate about whether the
regulation should be centralized or would be the function of state authority, the issue of
competency of building regulator with the people of adequate amount of knowledge, the need for
donor funding in terms of targeting public welfare, and the need for growth and transparency.
Another major question is of creating apex institutions. In India, there are two apex institutions.
Commercial banks in India hold maximum standing debt. There is enough commercial money but
less development money. Despite the fact that the commercial money is needed, market is also
needed, but the development money is the key in reducing poverty. The regulation should be
centralized to make the sector more competent as there is also the issue of competence. Regulators
knowledge and understanding of MFls can propel the sector. But the growth could not translate into
results. Is there really a mission drift? It is more serious issue in recent times.

In terms of the whole issue of multiple lending and client protection, it has been underplayed the
discourse of microfinance. The point about credit information bureau has being a simplistic solution.
The challenge is that we need a serious South Asian discourse on this essence from each other. As
long as we keep relying on the debate which is not necessarily influence by South Asia, we also have
the problems of Andhra Pradesh. In terms of regulation, the debate in India is going to start again
because the first round regulations were not only for the profits. This time they are attempting to
actually bring for-profits and not-for-profits together and the debate of saving is going to open up
completely. So, clearly it is going to be a challenge for SAARC countries but there are lots of lessons
including the point about centralization which has a potential and there are resources. The countries
are dealing with the issue of human development index and microfinance growing. India has
problems but India is having huge growth at certain levels that has deep concerns both within the
political apparatus and the government machinery.
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Open Floor Discussion (Question/Answer)

Q: Dr. Atonu Rabbani: The Keynote Speaker’s analysis regarding the inflation rate was really
illuminating. The analysis could look at the real cost of borrowing because of the oversupply of credit
and given that the Indian economy is probably growing at a very high rate (8%). It would be better to
see that the high inflation probably could lead to real cost of borrowing at a very low level, and that
might actually lead to overlapping, multiple borrowing. People who are doing multiple borrowing are
behaving very differently, so is there any evidence that people are defaulting their loans or
repayment rate might be much lower than people without multiple borrowing?

Q: Mr. Prakash Raj Sharma, Nirdhan Utthan Bank: Mr. Sanjay Sinha talked about the
administrative cost ratio being going down and the yield/return is increasing; this is important for
resulting in more profit, and he also said that the administrative cost ratio should be 10-11%. If the
interest rate is 15% in flat basis, is it acceptable then getting returns for administrative expenses
ratio or is 10-11% the right one? What should be the optimum level of interest rate in percentage?

A: Mr. Sanjay Sinha: The point about portfolio quality is the large scale default. The overall
performance of Indian microfinance shows that the actually half a percent is what they are
reporting. And in terms of loan portfolio audits, the actual portfolio at risk is somewhere between 5
and 7%. High growth microfinance has become a spongy scheme, if one keeps pumping more and
more money in it and maintain the zero delinquency culture, the branch managers then start
refinancing the loans, and so long, there is more and more money coming into the system, then
there is no problem. The problem arises when we see what the portfolio at risk is in Andhra Pradesh
in 3-6 months, that is when we will really find what the portfolio at risk is. High growth itself hides
default. Real cost of borrowing has gone down and the return on equity of 30% is too high, and it
should be between 10 and 15% which would be a reasonable return and equity.

Mr. Mathew Titus: The Indian central bank has been taking a very close look on the balance sheets.
The debate and consensus for 20% is at top hand but 15% is worthy at a broader consensus of the
regulator would be. One of the social equity funds noted that if we invest much more in high quality
groups, the expenses go up but the rate comes close to around 15-17% which is pretty acceptable.
Having high ROE (Return on Equity) is not really justifiable. It would be the consensus of the
regulators but not necessarily the investors.
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Keynote Presenter

Ms. Aishath Abdul Gadir

Deputy Manager, Credit & Bank Supervision Section, Maldives Monetary Authority (MMA),
Maldives

Maldives archipelago has only 309 thousand populations, one third of which lives in the capital city
Male’. Male’ is 2.5 square kilometer and densely populated. It is the administrative and business
center of the country. There are 26 natural atolls, almost 12 hundred islands spread over an area of
90 thousand sq. km. with an 856 thousand sq. km. area of exclusive economic zone. 200 islands are
populated.

Maldives has an open economy with a narrow export base and high dependency on imports. Main
exports are fish products. Tourism and fisheries are the largest industries and account for a big
portion of the economic activities. Other important industries are agriculture, construction and
manufacturing.

There are 6 commercial banks up to 2010; and one more bank is expected to join them in 2011. Non-
bank financial institutions involve two insurance companies and several agents and brokers for
foreign companies, Maldives Finance Leasing Company and Housing Development Finance
Corporation.

The Development Banking Cell (DBC), set up within the banks of Maldives, has special focus on
developing the livelihood in island communities. The Bank of Maldives (BML) has established 25
branches, spread over the country, with almost one branch and ATM in each atoll. Mobile banking
units, by means of mechanized small boats do rounds in the different atolls, traveling from island to
island to provide banking services. DBC has been carrying out the task of disbursing loans ranging
from micro to medium loans, creating awareness, and developing the business knowledge in island
communities where there is a need for it.

The various ministries and organizations disperse funds for development of related areas as
microcredit projects through the DBC. As at the end of 2009, DBC lending amounted to USD 16.7
million, which was 3% of BML's total loan portfolio and 1% of the total industry's loan portfolio.

Some of the current projects by DBC include (1) Island Revitalization and Development (ILRDP),
coordinated by the National Disaster Management Center, (2) Loan Scheme of the Fisheries
Development Programme (LSFDP) and Loan Scheme of the Agricultural Development Programme
(LSADP) coordinated by Ministry of Fisheries, Agriculture and Marine Research Center, and (3) Loan
Scheme of the Livelihood Revitalization Programme (LSLRP) an initiative by BML, Maldives Chamber
of Commerce and Industries and the Maldives Association of Tourism Industry.

Various government authorities have been carrying out microcredit projects with the focus on
developing different sectors. For instance, the Ministry of Gender together with UNDP has been
carrying out different projects to develop and empower women and youth through involvement in
economic activities, among others, similar projects have been carried out by the Ministries of
Fisheries, atolls development as well. Such projects are financed mostly by donor funds received
from international organizations like ADB, IFAD, UNDP, and UNICEF etc. These projects are targeted
at the different government authorities' respective areas of concern. Funds have been disbursed by
the authorities through island offices or atoll offices or through Bank of Maldives. These projects lent
out small scale loans without collateral. Loan recovery has been noted to be good (at or above 84%
at worst).

From 2006, to conform to the Finance Act, the Ministry of Finance and Treasury directs donor funds
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received from international organizations to BML's DBC for the purpose of streamlining and
disseminating funds through an institution. Projects that have been in-place from earlier on, too, are
now directed through BML's DBC. There is now a shifting of concentration from micro-credit to
financing small and medium size enterprises (this does not mean that financing micro-credit will
cease.)

The underlying objectives are: (1) to focus on negating the gap created by income inequality as there
is a great concern in providing for relative poverty and (2) economic diversification. The Ministry of
Economic Development (MED) is working on streamlining the financing of SMEs and to regulate it.
During the year, the ministry has: (1) increased the threshold of SME loans granted through BML's
DBC to USD 3.9 thousand from USD 1.2 thousand which can be lent without keeping a collateral, (2)
set up an SME advisory council (consisting of representatives from various ministries and other
stakeholders), (3) set up two business development centers in the northern and southern regions.

Plans for 2011 include, government's budget to have an allocation to finance SMEs along with donor
funds (in the past years, the contribution from the government to the SME financing was included
under sector-wise development activities in the budget, e.g.: fisheries sector development,
agricultural development, etc.)

The SME funds are to be focused in the areas of fisheries, agriculture, arts and crafts: there are
numerous areas in these industries which can potentially be developed into small or medium
enterprises. There are also existing small enterprises which can be developed in to medium sized
enterprises.

However, microfinance sector in Maldives will have to encounter some challenges. Among the uses
of microfinance, there is a need to develop knowledge and skills in the areas of business
development and sustainability. Diversification of micro and small economic activities is also needed.
More programmes are needed to raise awareness and to train people in the areas for developing
micro, small and medium income generating projects. Not enough banking services are conveniently
available for a large portion of the population, which limits access to credit and microcredit.
Challenges are faced because of the geographical structure of the country have limited most banks
from setting up branches or offices in the islands. It has been considered difficult due to the
expenses it would cost and the resources it would require and the dearth of sufficient infrastructure.
Banking services need to be made more available and accessible to those who are in need of
microfinance.

The various components of the MED’s plans are paving the way to a more structured channel in
which to operate microfinance. There is expected to be better delivery of the services of
microfinance to those whom it is intended. MMA's mobile phone banking project that is underway,
once active, would have presence all over the country. The agency network and the technical
aspects of the system would be ideal for the intentions of microfinance in a country like Maldives.
The Credit Information Bureau projected that MMA is undertaking, once set up, with credit
information available on a larger cope, is designed to minimize the dependency on the need for
collateral with regard to bank credit. The increase in inclusion in banking services is expected to
eventually lead increased availability to credit, especially microfinance.
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Discussants

Mr. Swetan Sagar

Director-Research, Micro-Credit Ratings International Ltd (M-CRIL), India

Maldives is one of the most developed countries in the region in terms of per capita GNI (Gross
National Income) that stands at around USD 4000. But there is another problem in Maldives, since
the islands are far away from the central province, there is a problem of access to finance, financial
services cannot reach the far off and are not reaching to the people. Certainly there are poor people
in Maldives, but the problem is more related to access to finance. Because banks do not have
outreach in the outer atolls and people don’t have saving accounts there.

Microfinance started in late 1980s in Maldives with UNDP and IFAD projects. It led to development
of bank cells in Maldives that accelerated the microfinance. Various ministries have also supported
the initiation. Bank of Maldives is providing credits to the needy people living in the outer atolls.
Earlier ministries used to disburse the credit themselves but after the latest Finance Act 2006, the
entire mediation has to happen through the Bank of Maldives. But the biggest challenge in the
Maldives is that the scale of economy as microfinance thrives on it. The cost of delivery and service
is high in Maldives due to the scale of economy and distance between the islands. However, there
has been an innovative banking in Maldives that is mobile banking for solving the problems of
outreach and access to finance.

Mr. Hassan Fiyaz

Deputy Manager, Non-Bank Financial Institutions Supervision Section, Financial Sector Division,
Maldives Monetary Authority (MMA), Maldives

One of the main strategic goals of the current Government of Maldives is developing the SME sector.
The government has prepared the regulation framework to diversify and develop the economy and
to minimize the income gap. There is one problem that is access to finance in Maldives is with only
the top level but people of middle and low level have no access to finance. The geography has also
played as the role in this gap but technology is trying to bridge this gap. The central bank is putting
the whole banking system through the telecommunication system in the country. One can have
access to banks through mobile, can get credit, open account, and make payments through the
mobile. The country is in the process of structuring a microfinance regulatory body. A country is
better off, if it can achieve financial escalation and properly distribute the wealth as well.

Dr. Masudul Quader

Chief Executive Officer, Dushtha Shasthya Kendra (DSK), Bangladesh

Maldives posit a new experience in the region like Bhutan. Most of the service is provided by
government officials and it’s not clear about the collateral free loans given by the financial
institutions. Because of this, there is no specific model for microfinance in Maldives. That is why
Professor Yunus came up with Grameen type of model. Though the Maldives have done tremendous
improvement in achieving per capita, but equitable distribution is very important. The challenge is
the need of efficient and honest bureaucracy that should target to improve the agriculture and
fishing sector with different types of seasonal loans and insurance facilities. The experience of
Bangladesh is that the government agencies failure led to these types of organizations and POs to
rise. These challenges can be met. All the SAARC countries have different experiences by which we
can learn how to reach poor people living in vulnerable areas. We have experiences of working in
coastal areas, six-month flooded areas, hill tracts where the microfinance services have been
provided successfully. These experiences could be helpful for other countries to reach the people in
remote areas. In conjunction with these, good governance along with sharing experience, ideas and
knowledge could help remove these problems.
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Chair

Dr. Harihar Dev Pant

Executive Chairman, Nirdhan Utthan Bank Ltd, Nepal

It seems the microfinance in Maldives is different. The problems remain more in providing access to
finance, capacity building, and geographical problems than to provide microfinance. It is the country
with high-end earnings. Maldives do not need microfinance like the other countries in the region.
They do not have a big problem like other countries in the SAARC region. Maldives is rich but there is
a wide gap between the rich and poor in Maldives.

Open Floor Discussion (Question/Answer)

Q: Mr. Damodar Regmi, Jeevan Bikash Samaj: What are the activities done by Maldives being a
rich country to reduce the poverty in the SAARC region?

A: Mr. Hassan Fiyaz: Maldives has been considered as a rich country according to per capita
income, but actually the country is not rich and the resources are limited. The concentration is
focused on reducing the gap between rich and poor to achieve development and to provide access
to finance to the poor.

Q: Ms. Menuka Rajbhandary, Women Support Cooperative Ltd.: What is the interest rate and
literacy rate (male and female)? What is the ratio between male and female in the total population
of Maldives?

Q: Ms. Rauma Ghoshal, Tribhuavan University: What type of Small and Micro Enterprises
(SMEs) are focused and operated by the government in Maldives?

A: Ms. Aishath Abdul Gadir: The literacy rate is about 98%. In terms of men or women literacy
rate, there is no disparity has been found. Women percentage might be slightly higher than the
men’s one. The economy of Maldives is based on fisheries, agriculture and tourism and also
expanding to diversified sectors like Mariculture, cultivating more sea-food, exporting dry- and can-
products and products like arts and crafts. Agriculture has been expanding at a large scale ever
before because of the funds from international organizations. The other industry of arts and crafts
was negligibly small in past and now it is also growing well.

Q: Ms. Shobha Mishra, Chhimek Bikash Bank: As it has been stated that there is no poor in
Maldives and government is providing collateral free loan, what is the criteria of these collateral free
loans? How much is the upper limit of these loans?

A: Ms. Aishath Abdul Gadir: The MFIs don’t exist in Maldives because we have not been able to
establish one. We recently passed the Banking Act. Financial Sector is regulated by Maldives
Monetary Authority (MMA) earlier. The non-existence of MFls should not be mistaken for the lack of
poverty. Absolute poverty is not recorded being existed in Maldives but there is relative poverty and
poor people who need microfinance as well. To mitigate the non-existence of MFls, the government
initiated ‘development banking cell’ within the Bank of Maldives.

Q: Mr. Dharma Raj Pandey, Grameen Bikash Bank, Nepal and Nepal Microfinance Bankers
Association: What kinds of microfinance models are functioning in Maldives like group system,
individual system and others?

A: Mr. Swetan Sagar: In Maldives, basically individual lending system is functioning where the Bank
of Maldives is involved. There have been a couple of programmes like credit programme given to
women for Micro Enterprise activities (like stitching, handicrafts etc.) by the Ministry of Gender
(formerly Ministry of Women Affairs and Social Security). Somehow the programme was not very
successful because this was done through atoll development committees, they had to identify the
low income people of atolls and unfortunately they didn’t know the process of how credit
operations is done.
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Day -2 (1 December 2010, Wednesday)

2.2.5 Nepal
Speaker: Mr. Shankar Man Shrestha

Chief Executive Officer, RMDC, Nepal
Chair: Dr. Rabindra Kumar Shakya

Former Secretary, Nepal
Discussants: Dr. Sumitra Manandhar Gurung

Executive Chairman, Women Cooperative Society Ltd, Nepal
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Dr. Amanullah (Mak) Khan

International Team Leader, PROSPER-PCU, DFID
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Keynote Presenter

Mr. Shankar Man Shrestha

Chief Executive Officer, RMDC, Nepal

Nepal is a small land-locked country with 1,47,181 square km area between India and China. Total
population is 28 million; 31.8% of which lives below the poverty line. About 80% of the population
lives in rural areas and depends upon agriculture. The country has 52.8% economically active
population (15-59) with the average family size of 5.3 members. Annual per capita income (in 06-07)
of country is USD 383. Agriculture, tourism, hydropower and forestry are the major areas for broad
based development of the country.

Microfinance history in Nepal dates back to 80’s like in other SAARC countries. Small Farmers
Development Programme (SFDP) was launched by the Agricultural Development Bank of Nepal in
1975. Intensive Banking Programme (IBP) and women-focused Production Credit for Rural Women
(PCRW) were commenced through the support of two government-owned commercial banks with
the directive of the Central Bank.

In 1990s, Rural Self-Reliance Fund (RSRF) was established to provide small loan to co-operatives and
NGOs. Two NGOs — Nirdhan and CSD (Centre for Self-help Development) started microfinance
replicating the Grameen model. Five Regional Grameen Bikas Banks (GBBs) were established with
over 70% ownership of the Central Bank and the government is following Grameen model of
microfinance. Rural Microfinance Development Centre was established in 1998 to provide wholesale
finance and capacity building and institutional strengthening supports to MFIs. SFDP sub-projects
have been converted into small farmer co-operatives (SFCLs). In the same period Sana Kisan Bikas
Bank Ltd. (SKBBL) was established in 2001, to provide wholesale fund to SFCLs. Till Nov. 2010, 65
MFIs have been developed from scratch with RMDC supports. As of date, RMDC has 88 Partner MFls.
Out of about 88 MFls, about 67 MFIs have been following the Grameen model of microfinance.

The prevailing microfinance models include: (1) Co-operative model, (2) Small Farmer Co-operative
Limited (SFCL) model, (3) Grameen Bank model, (4) Self-help Groups (SHGs) or Community
Organizations (COs) Model, and (5) Village Bank model. As per July 2008, PMFBs (Private
Microfinance Banks) and FI-NGOs (Financial Intermediary Non-Governmental Organizations) stand
first and second in outreach; with members 318,112 (30.08%) and 260,983 (24.68%) respectively.
Microfinance sector in Nepal established some wholesale lending institutions like: (1) Rural Self-
reliance Fund in 1990, (2) Rural Microfinance Development Centre (RMDC) in 1998, (3) Sana Kisan
Bikas Bank Ltd. (SKBBL) in 2001 and (4) Commercial Banks (CBs) since 1992. Impact assessment of
microfinance in Nepal showed (1) decreased dependency on money lenders, (2) increased income
and savings of the clients (3) escalation of living and non-living assets of clients, (4) improved
housing conditions, (5) increased land holding, (6) improved condition in food self-sufficiency and
consumption of nutritious food, (7) increased in use of safe drinking water, sanitary toilets, DPT
(Diphtheria, Pertussis (whooping cough) and Tetanus), Polio, Vitamin A and number of visits to
doctor, (8) women empowerment in social and financial aspects, (9) improved social integration etc.
These studies were conducted by National Planning Commission (2004), SAP-INAFI (2006) and RMDC
(2007).

Several regulatory regimes took place in microfinance sector of Nepal. Among which Co-operative
Act (1992), Financial Intermediaries Act (1998), Nepal Rastra Bank Act (2002), NRB (Nepal Rastra
Bank) Directives for Microfinance Institutions (2003), Bank and Financial Institutions Act (2006),
National Microfinance Policy (2008) and Central Bank directive allowing microfinance banks to
mobilize public deposits (2010) are prominent.

Though the study showed so many impacts, some problems and challenges prevail. For instance,
Mission drift, Financial viability and sustainability of new MFIs, Governance and management in
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MFIs, Regulation and Supervision of MFIs, Scarcity of fund and increasing cost to MFls, Outreaching
the far-flung remote areas, Outreaching the poorest of the poor, Very low economic activities in the
high hills and mountain areas, Limited trained manpower in MFls, Limited technology use and
innovations in microfinance, Limited Capacity of Borrowers, Lack of national database of
microfinance, Fragile security situation, Over financing and over indebtedness etc. are the major
challenges for microfinance sector in Nepal.

However, lessons learned from the Nepalese experience indicate that the poor are also bankable,
they can save, they do possess potentials for development, micro-credit has direct impact on income
generation, collateral free lending is essential to reach the poor and the ultra-poor (business on
trust), loan size should be initially small and be increased gradually commensurate with the clients'
capacity, programmes should attempt to reach the poorest first, group approach is effective in
reaching the poor and the poorest, MFls can be financially viable and sustainable, startup MFls need
institutional capacity building and soft loan supports for 2-3 initial years, and professionalism is a
must for the success of an MFl. Commercial banks have been lending hugely to the MFIs to
complement the initial fund provided by the RMDC. They became the largest supporters. It has
brought a tremendous change in the lives of people. But resources are not properly channelized.

For future, these lessons suggest building co-operation and coordination among MFIs, sensitizing
MFIs on risk management (reducing client overlapping and over-financing), deepening of
microfinance services down to the poorest and the destitute, developing second generation of
microfinance clients, financing unemployed youth in the rural areas, enhancing access to financial
services in hilly regions, providing advocacy for conductive policy environment, expanding services
to hills and mountains, strengthening institutions and building capacity of MFls, conducting research
on key issues, and finally, strengthening and monitoring supervision and follow-up of MFI activities.

Discussants

Dr. Sumitra Manandhar Gurung

Executive Chairman, Women Cooperative Society Ltd, Nepal

In addition to the presentation on Nepal, five observations have to be noted here: (1) Real poor and
socially vulnerable groups and the youths are not completely involved but medium poor have been
enrolled more than in one programme. Because of the potentials of the youth, they have to be
brought into the purview. The involvement of rural urban youth women should also be encouraged.
(2) Entrepreneurship skill has to be developed in the borrowers. Changing skill and the structure of
microfinance institutions are also the keys. (3) Multiple lending and transaction costs are making the
microfinance institutions more vulnerable because of possible defaults. (4) Graduation of clients
should be thought essentially as of how long MFIs are going to serve them. We should upgrade to
messo- and macro-institutions and clients are needed to be graduated. (5) The presentation and
deliberations remain silent on the unionization of the staff and also politicization of the unions that
have been strangulating the microfinance programmes. There is also a need of re-strategize,
reorient and rejuvenate the programmes based on the experiences gathered so far from the sector
and we should think for the way forward.

Mr. Maha Prasad Adhikari

Executive Director, Banks and Financial Inst. Regulation Department, Nepal Rastra Bank, Nepal
Based on the presentation on Nepal, microfinance is tool for self-employment, income generation,
women empowerment as well as financial inclusion and ultimately for poverty reduction.
Microfinance activities have been supported by all stakeholders; even at the time of unstable
situation, it was not that much disrupted. Other than microfinance, people can be self-sufficient by
other means with some sacrifices, i.e. going abroad for bringing remittance, one has to sacrifice the
proximity of his/her family, but with microfinance and entrepreneurship, one needs not to
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compromise anything. Besides, the central bank is developing the second tier institutions and
working for the regulation of the microfinance sector. There is a certain shift from the central bank’s
side that the MFIs should not be state-owned entities. The central bank’s policy is right now to
encourage and promote private participation for microfinance activities. As a regulatory authority,
the Nepal Rastra Bank’s concern is financial stability that microfinance institutions do not create any
vulnerability to the financial system. The NRB'’s concern is valid and it should be continued through
regulation, monitoring and supervision even though there are some sort of self-regulated entities.
NRB is formulating policy to increase financing to the needy cluster of the society, the deprived
sector of the needy and grass root level. But as the speaker also mentioned that resources are not
properly channelized purely towards the deprived people in several cases, and NRB wants to
minimize these sort of limitation of the resources under the financial institutions. That’s why NRB'’s
initiatives and policies should be honored as it is doing for the noble cause of encouraging the
microfinance sector instead of controlling and intervening on them.

Dr. Amanullah (Mak) Khan

International Team Leader, PROSPER-PCU, DFID, Bangladesh

Few issues are needed to be added to the deliberations like the governance aspect according to
much wider national strategic angle. Notwithstanding the political issues and turmoil that have
taken place over the last decade, some wonderful things have been accomplished in Nepal and
unlike many other countries, Nepal now has Microfinance Policy 2008 and also the Financial
Intermediary Act 1999 that legalized the microfinance operation of NGOs in the country. Public
deposit mobilization, which has allowed the microfinance banks to mobilize the deposits; and Banks
and Financial Act allowed opening of microfinance banks. Despite political issues and difficulties, the
overall governance has been taken care of reflecting the political will and there is one consensus
that the microfinance does help alleviate poverty, which is the uniqueness of the whole process. The
Grameen model was nice but be careful that model gets old which demands some innovations,
changes and creativity, and every country should work on it. During 1990s, the UNDP launched
programme aimed at decentralization for the empowerment and capacity of people. At that time,
the benefits of microfinance; such as empowerment of women, have been very vivid and have a
positive impact started to take place. RMDC has done a great job by engaging and promoting NGOs
in the difficult territories, advocating for changes, building their capacity and continuing the usual
lending process.

Chair

Dr. Rabindra Kumar Shakya

Former Secretary, Nepal

Economic empowerment of women is as important as the social empowerment. Also, the issue of
the politicization of several microfinance institutions which is needed to have serious attention both
from the part of the policymakers and practitioners as well. Nepal has been criticized for being very
good in policy making but very poor in implementation. There are three major points from the
discussions that should be mentioned. The first one is: developing second generation of
microfinance clients which have been emphasized. Secondly, we should concentrate on how to bring
about harmonious coordination among the microfinance institutions in different parts of the
country. Thirdly, formulation of a microcredit delivery mechanism for the people of hills and
mountains of Nepal at an affordable rate. We hope that we could come up with some pragmatic
policies that can be implemented that will be durable, and can be regularly monitored and
evaluated.
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2.2.6 Pakistan

Speaker: Ms. Kanwal Bokharey
Consultant, SDC (Swiss Agency for Development and Cooperation), Pakistan
Chair: Dr. Saeed Ahmed
Head of Microfinance, State Bank of Pakistan, Pakistan
Discussants: Mr. Ganesh Bahadur Thapa
Former Governor, Nepal Rastra Bank; Chairman, Centre for Microfinance (CMF),
Nepal
Dr. Atonu Rabbani
Assistant Professor, Dept. of Economics University of Dhaka, and Visiting Fellow,
InM, Bangladesh
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Keynote Presenter

Ms. Kanwal Bokharey

Consultant, SDC (Swiss Agency for Development and Cooperation), Pakistan

Pakistan, the South-Asian country has the area of 796,095 Square km. with 184 million populations.
Per capita income is USD 1051. There are 40 commercial banks, 8 development finance institutions
and 8 microfinance banks. These banks have 10,000 branches, 26 million bank accounts, 4,000 ATMs
and 18000 persons per bank branch. However, 56% of the adult population does not have access to
financial services. Only 11% of them are formally served while 32% is served informally. Access to
finance and barriers to financial inclusion work from both demand and supply side.

The demand side barriers are mainly lack of branches in remote/rural areas and lack of basic and
financial literacy. On the other hand, the supply-side barriers are the deficiency of funding facilities
for priority sectors, under-developed institutional capacity of financial service providers, lack of
interest by mainstream commercial banks to serve the lower end of the market, Lack of demand-
driven products for low-income people, limited management capacity for Innovative and technology
driven delivery channels, high cost structures of microfinance providers posing challenges to
sustainability, weak governance and management structures of microfinance institutions, lack of
effective implementation of consumer protection codes and policies, risk aversion of conventional
banks to explore new markets etc.

Pakistan entered the microfinance sector relatively late to other South Asian countries. Although,
microfinance started during 1980s in Pakistan, it saw the entry of some major players in the sector in
1990s. By mid 1990’s microfinance attracted tremendous interest from the donor community as a
tool for poverty alleviation with a unique promise of financial sustainability, hence a “double bottom
line” was experienced. However, microfinance took its momentum in 2000 when the government
formally entered the microfinance as a regulated financial institution established under the new
Microfinance Ordinance of the State Bank of Pakistan (SBP). The microfinance movement in Pakistan
followed a unique evolutionary path over the last decades. Pakistan Poverty Alleviation Fund is the
apex body of the microfinance in Pakistan. The year 2000 was the major year when numbers of MFIs
evolved in the financial services. As of now, there are 8 microfinance banks, 4 Rural Support
Programmes (RSP), 8 specialized microfinance institutions, 8 NGOs, 2 commercial players serving the
microfinance market. The average annual growth rate of microfinance credit outreach during 2005-
08 witnessed a modest 45%. The recent slowdown in the growth momentum is due to funding
limitations and overall microeconomic environment.

Microfinance policy focuses on institutional sustainability (product pricing on cost covering basis,
innovative delivery channels, deposits are key for self-funding), client protection (MFBs to
educate/inform clients on effective interest rate, voluntary consumer protection code) with private
sector led, multi-institutional approach.

Microfinance outreach in Pakistan increased from 68,561 in December 1999, to 1,975,820 clients in
June 2010. Average annual growth rate was over 45% during 2005-08. Recent slowdown in growth
momentum is experienced due to funding constraints and overall inconvenient macroeconomic
environment. From Rs. 0.06 billion (December 2001), deposits have been increased to Rs. 8.33 billion
(September 2010). However, Portfolio at Risk (PAR) remained between the international benchmark
of 5% and South Asian benchmark of 2%, reaching 4.77% (September 2007) at top and falling up to
2.25% (September 2008) at the lowest. This reflects the credit-worthiness of Pakistani borrowers
and their re-payment capacity.

There are some challenges for Pakistani microfinance sector that should be looked at. Floods,
catastrophe is expected to push people towards poverty and exclusion posing challenge in fresh
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lending in affected areas. Loss of assets and livelihoods, destruction of national infrastructure are
also huge. Sudden drop in growth of Private Sector Credit during the last few years made
development financial institutions suffering as a consequence. As a result, underserved sectors are
facing severe credit rationing. Moreover, high inflation made policymakers to revisit the size of micro
loan due to loss of relevance. For the same reason micro borrowers are facing serious hardships
resulting in increased credit risk. Safety Nets are not strong enough and the risk mitigation
instruments such as micro-insurance is under-developed (micro-insurance largely covers credit).
Social safety nets need more public investment. OSS (Operational Self-Sufficiency) and FSS (Financial
Self-Sufficiency) are underdeveloped. Lack of adequate deposit-mobilization and small loan size (USD
160) are two prominent reasons. Regulating MFIs is also crucial. High operating costs and the
guaging impact of microfinance are no smaller challenges for the sector.

Recently, SBP has undertaken several initiatives for Pakistani micrfinance sector. Deposit
mobilization through access to payment system of microfinance banks is one of them. Industry
infrastructure/risk management is handled through exclusive Credit Information Bureau (CIB) for
regulated microfinance banks and unregulated microfinance institutes. CIB report has been made
mandatory for loans exceeding Rs. 50,000. Top external auditors and credit rating agencies are
expected to be assigned for annual audit. Microfinance banks are supervised by SBP using quarterly
offsite analysis and annual onsite assessment.

Legal and regulatory frameworks that have been well developed are; Microfinance Institutions
Ordinance (2001), Prudential Regulations for MFBs (2002), Guidelines for Mobile Banking Operations
(2003), Guidelines for NGOs ransformation (2005), Fit and Proper Criterion for CEO/Borad members
of MFBs (2005), Off-site Survellance and On-site Monitoring Systems for Supervising MFBs (2005),
Guidelines for Commercial Banks to Undertake MF Businesses (2006), Branchless Banking
Regulations (2008), and Loan Classification and Provisioning Criteria rationalized (2009). SBP follows
consultative approach for policy development.

Alternative delivery channels like branchless banking (2009), innovative partnership (2007), service
centers and mobile vans (2005) and kiosks at third party premises (2009) have been also developed.
South Asia’s first branchless banking initiative ‘Easy Paisa’ launched in 2009. Tameer Microfinance
Bank Limited has developed a network of 11,000 agents, with a monthly transaction volume of 1
million and a cumulative value of Rs 10 billion. Presently there are 68 Pakistan Post Offices in
partnership with FMFB, with total disbursement of 523 million and more than 40,000 active
borrowers.

MFBs’ equity base is Rs. 5.5 billion owned by private sector. Shareholders are diversified; including
local and international business groups, international financial institutions, banks, social investors
etc. SBP is allowing foreign currency borrowing to MFBs/MFIs (2009). MFBs allowed raising
subordinated debt to support capital adequacy ratio (CAR 2008), credit enhancement mechanisms in
place (MCGF-Microcredit Guarantee Facility), PPAF-Pakistan Poverty Alleviation Fund, PMFF-Pakistan
Microfinance Fund) (2008 -2010), and ISF for capacity enhancement and transformation. SBP has
increased loans limits, redefined borrowers’ eligibility criteria and allowed home remittance business
to MFBs (2007).

Despite the challenges, State Bank of Pakistan (SBP) regulatory and policy initiatives combined with
sector initiatives and innovation has allowed Pakistan’s Microfinance Industry to grow in a
sustainable and inclusive manner. In a recent report by the Economist Intelligence Unit (The
Economist Magazine), Pakistan has been ranked: 1% along with Cambodia and Philippines with
respect to Regulatory Framework (up 12.5 points from 2009), 5 for overall Microfinance Business
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Environment, (up 8.4 points from 2009), 12™" for Institutional Development (up 8.3 points from 2009)
and, 20" for Investment Climate.

The next leap toward excellence of the Pakistani microfinance sector depends on promoting market-
oriented approaches, such as: continuously improving regulatory framework in line with market
conditions, building inclusive financial services, use of technology led models (mobile phones) to
expand financial services, promoting innovative partnerships and leveraging agents’ networks,
strong institutions with good governance standards, pro-consumers policies and practices, and
subsidies to be phased out.

Discussants

Mr. Ganesh Bahadur Thapa

Former Governor, Nepal Rastra Bank, and Chairman, Centre for Microfinance (CMF), Nepal
Pakistan suffered great natural disasters in the past years like earthquake and flood and ongoing
disturbance has affected the socioeconomic sector largely. The ongoing disturbance is still a major
challenge in Pakistan to cope with by the microfinance institutions. Apart from these, microfinance
sector has also been affected adversely from time to time by the national government policy. The
region needs microfinance associations and organizations to work in conjunction. Obviously, the
situation calls for joint and solidarity stands, there needs a positive role to be played by the
policymakers to enhance the capacity of microfinance institutions. The role of the central bank will
be more vital to overcome the situation. Pakistan, in the last decade, achieved a lot in the sector
because of the positive role played by the policymakers. Although, all the South Asian countries have
their particular challenges and difficulties, however, there should be a common understanding
among the member countries on “what are the ways reaching the unreached and serving the
unserved”. Ultimate focuses of microfinance institutions in these regions should be on “what lesson
should be learned with the past experience”.

Dr. Atonu Rabbani

Assistant Professor, Department of Economics, University of Dhaka, and Visiting Fellow, InM,
Bangladesh

Reading the report of the state of microfinance in Pakistan tells that focus is on the operating costs
which seem to be little less than the other SAARC countries. Perhaps it can be reconciled by the fact
that initially finance extended to the areas where it was possible to keep the operating cost low. For
some reason, interest rate was kept at a lower rate in Pakistan compared to other South Asian
countries. But unfortunately, the report did not really mention the mechanism by which it was made
possible; if it is the regulation itself or some social sanctioning, it was not very obvious. These two
facts actually led to lower portfolio yield; by itself it is probably not a big deal. Growth in outreach is
relatively low in Pakistan, which is expected to be more difficult to accelerate in the coming days.
Product diversification has not been taken and it is not a good idea to practice regulation through
price factor. Actually, people don’t understand the whole idea how microfinance work. Given the
situation, we should have consolidated research on how to make microfinance work effectively.

Chair

Dr. Saeed Ahmed

Head of Microfinance, State Bank of Pakistan

The challenges Pakistan facing mainly are the natural disasters referring to the recent flood
catastrophe which also cause losses to microfinance institutions. Pakistan has allowed microfinance
banks to restructure and relaxed provisioning criteria for flood affected losses. Credit guarantee
schemes have also been issued to bear the losses of microfinance institutions at the disaster- and
disturbance-affected areas. The overview of Pakistan microfinance shows that lots have happened
in between 2007 to 2010. Although, Pakistan started microfinance late and in slow momentum, it
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can be stated that the achievement made within some couple of years is appreciable. However, the
country lacked the updated report of the microfinance situations. The report has not covered the
microfinance development in the last two years.

There seems a huge gap between demand and supply in terms of microfinance services in Pakistan
but the sector has experienced progress in many ways like enabling the policy environment and
establishment of regulatory framework. New products and delivery channels have been introduced
that have increased the visibility of the sector although product diversification and technology has
not been used to its full potential. In the recent years, financial access through mobile phone is
getting more popular which has accelerated the financial inclusion in the country. As a part of
product diversification, mobile phone technology could be a vital mean to increase financial
inclusion in no time. There is a need to leverage mobile networks in microfinance sector and mostly
in those countries suffering from conflict. Microfinance Bank (MFB) models have been gaining
popularity in Pakistan as donors’ preference. A major transformation in Pakistan has taken place that
the donors are not making any direct grants to the MFIs, the grants are made only to promote
market oriented policies and smart subsidies. The State Bank has become a partner with DFID to
launch a large financial inclusion programme for sector transformation and to face the challenges
like funding, deposit mobilization, and access to commercial sources of funds. Under this
programme, a programme named ‘Microfinance Credit Guarantee Facility’ to meet the wholesale
funding needs of MFBs and MFIs. Four (4) guarantees have already been issued that have mobilized
ten (10) billion rupees from the commercial banks and to MFBs and MFIs to address their funding
needs in the medium term. Another facility titled ‘Institutional Strengthening Fund’ has been
launched and its objective is to address institutional and human resource, and capacity constraints
of the sector that help to modernize the functions of the MFls.
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2.2.7 Sri Lanka

Speaker: Mr. Anura Atapattu
Microfinance Consultant, Sri Lanka
Chair: Mr. S. W. Kiriarachchi

President, Lanka Microfinance Practitioners Association (LMFPA), Sri Lanka
Discussants: Mr. Dulan De Silva

Rural Development Consultant, Sri Lanka

Mr. R. D. W. Pallegama

Deputy Director, Central Bank of Sri Lanka, Sri Lanka

Mr. Enamul Hoque

Chief Operating Officer, ASA International, Bangladesh
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Keynote Presenter

Mr. Anura Atapattu

Microfinance Consultant, Sri Lanka

Sri Lanka has better socio-economic indicators than other SAARC countries but poverty is still
significant. 20.5 million people live there of whom 5.6% lives with below USD 1 per day, 42% lives
below USD 2 per day and 15.2% of them is under the national poverty line. GDP per capita is USD
2,053 at market prices. Sri Lanka stands at position 102 in HDI ranking.

There are several models of MFIs in Sri Lanka. Such as; Individual lending using a group (centre,
cluster) as a focal point, village banking, self-help groups and Individual lending. Loan guarantees are
provided using two members guarantee method, Grameen type group collateral etc. However,
recent trends involve less paper work, quick lending and recoveries in structured manner.

MFIs in Sri Lanka can be broadly categorized into two parts: (1) Microfinance as core business and (2)
as an ancillary business. The first one covers MFIs (national/regional/local and NGOs/private),
Government MFIs (Samurdi/Agrarian Services), Village Banks, co-operative establishments,
commercial banks and Finance/leasing companies, specialized (development) banks; where the
latter one covers regulated development banks.

In 2008, national/regional/local MFIs had the highest USD 96 of average savings per member.
However, co-operative rural banks (CRB - deposit accounts) had the highest savings of Sri Lankan Rs.
31,998 million in 2007. RDB’s had Rs. 32 billion savings, 50% of this estimated to have micro savings.
In case of borrowers and loan outstanding in 2008, national/regional/local MFls topped at USD 164
average loan outstanding per borrower. Loan outstanding of CRB (loan accounts) in 2007 was Rs.
21,711 million. Over 65% of members were females. Approximately 30% of the total population and
50% of the population below national poverty line was reached. Nonetheless, some critical issues
are multiple borrowing, lack of accurate data, significant number of members in CRB and some
members of VB (Village Banks) and MFIs (less) are not poor, and outreach in North and the East are
weak and reliable data are not available.

Acceptable data on the overall sector is not available. However, case load is very low; average 60
loans per staff member, Rs. 620,000 (USD 5,586) outstanding loan balance per staff member.
Samurdi and village banks are at lower ends (17 loans) and CRB is at higher end (192 loans). Very few
MFIs are financially and operationally sustainable. MIX reports 16 cents to maintain each dollar in Sri
Lanka MFIs. Lack of tools for sustainable operations like business planning and costing together with
high level of investment in social mobilization and credit plus services mixed with credit are some of
the reason. Nevertheless, the efficiency and sustainability are in increasing trends during the recent
past.

Certain level of information on impact of microfinance in Sri Lanka is available. It is evident that 71%
of borrowers increasing income. Establishment of livelihoods, improved housing and sanitary
facilities, household and business assets building, empowering women and poor, environmental
impact (for example, loans for solar panels reduced use of 19 million liters Kerosene, that is, 54.5
million kg of CO), reconstructing lives after Tsunami, supporting living under conflict. However,
systematic and much focused SPM (Social Performance Management) is not commonly practiced by
MFI’s. But there is an increasing trend in willing to use SPM including use of PPl (Progress out of
Poverty Index) at present.

Microfinance in Sri Lanka is financed by multiple methods. First of all, saving; that involves credit
unions, cooperatives, Samurdi and certain NGO/private MFls. Historically many MFIs received grants
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but depleted now due to unsuitability of MFls. These are limited to certain TA’s to MFI and sector
development now. NDTF (National Development Trust Fund) used to provide low cost funding but it
is becoming very limited at present. PAMP-2 (Poverty Alleviation Microfinance Project) is low cost
funding to regulated banks and finance companies. Other credit lines of CBSL are available only for
regulated banks. However, financing is a major issue for MFIs due to several reasons; like inability to
mobilize savings by themselves, interest rate cap by NDTF and decision to merge NDTF to SLSB (Sri
Lanka Savings Bank), PAMP-2 and other CBSL credit lines are accessible only by regulated banks and
finance companies but not by dedicated MFIs, not allowing MFIs to obtain foreign loans, severe
restriction of foreign equity financing etc.

MFIs are not regulated in Sri Lanka. There are more than 14 different acts of parliament applicable
to MFIs. Of them, following 6 are related to primary registration: (1) NGO act (VSSO act), (2)
Companies act, (3) Cooperative Societies act, (4) Societies Ordinance, (5) Samurdi Authority act and
(6) Agrarian Services act. Number 1, 2 and 4 under which most of true MFls are registered are not
allowed deposit mobilization. There is a trend among Regulated Banks and Finance companies to
move in to MF.

The proposed microfinance act provides increased visibility and recognition to MFIs, authority for
deposit mobilization, access to foreign loans, increased transparency and accountability. The main
issue that attracts attention is following. First, national level licensing is provided only for public
companies which would provide collateralized loans for non-poor. And second, NGOs/GTE
companies/co-operatives who are in lending to poor with no collateral will be licensed only at
provincial and district level. Hence, access to microfinance by poor could be reduced by the act.

Further, the key issues in the microfinance sector of Sri Lanka are; lack of proper regulation and
weaknesses in the proposed act, weak efficiency, portfolio quality and sustainability, government
involvements in microfinance business, governance issues in the village banking model, weak
funding (NDTF, small funders, foreign loans and guarantees), lack of transparency, inadequacy in IT
for microfinance, inadequate sustainable credit plus services, inadequate capacity of the
microfinance network for sector development etc.

New microfinance act will address many issues in the sector if the act is amended to accommodate
industry concerns. Microfinance industry will work in hand in hand with the new microfinance
authority through its network. Government should provide industry friendly support and avoid
industry damaging actions like unreasonable interest rate caps. Increasing outreach for the poor and
vulnerable, who still does not have access to microfinance, especially in the North/East/plantations,
is urgent. Increased involvement of formal banking sector in microfinance is also a future challenge.
Provided that these challenges are handled well, microfinance will play a greater role in employment
generation; improve the life quality, GDP growth and distribution across the nation.

Discussants

Mr. Dulan De Silva

Rural Development Consultant, Sri Lanka

Microfinance sector is facing a great risk of sustainability. The government heavily subsidizes funding
programme, which is killing the industry. Although, NGOs were doing well in microfinance service,
imposing interest rate caps is contrary to every known principle of microfinance, which has evolved
over time has stagnated the growth of NGOs. In Sri Lanka, the state-funded apex fund provider for
MFIs, the National Development Trust Fund (NDTF), the successor to the Janasavya Trust Fund, has
imposed a cap of 15% on their microfinance institutions partners on lending rate to beneficiaries.

This spread is considered by most MFIs to be inadequate to cover their costs, risks and cost of
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money, particularly as there are restrictions imposed on the MFIs taking deposits. We need an
effective policy and definition of microfinance.

Mr. R. D. W. Pallegama

Deputy Director, Central Bank of Sri Lanka

We have to follow the component of regulation according to existing legal framework of the Central
Bank. However, since one decade the central bank is assessing on introducing some regulations to
regulate the microfinance institutions. There are about 13,000 individual microfinance institutions
networks, more than 1,000 cooperative rural banks and 8,000 credit cooperatives society are
operating recently, and all these networks are operating under individual legal institutions. Under
the government authorities, there are 4,000 networks providing microfinance services and notably,
Samurdi programme which is directly funded by the government as a poverty alleviation
programme. However, rural penetration is low. We realized that these microfinance institutions are
well contributing financial services to poor. The government is trying to bring these entire
microfinance service providers under one umbrella by introducing new regulations and through
independent regulatory authority. The central bank is trying to set the general guidelines for
microfinance sector. On the other hand, microfinance institutions in Sri Lanka are indeed facing fund
shortage due to inadequate donor agencies funding. Given the situation, we need to accept public
deposit to improve their capital requirement, to expand their activities and to maintain their
sustainability.

Mr. Enamul Hoque

Chief Operating Officer, ASA International, Bangladesh

The Liberation Tigers of Tamil Eelam (LTTE) movement was the big hurdle in Sri Lanka to pick up the
microfinance momentum at its expected size. But recently, the law and order situation is excellent in
Sri Lanka and the country is now ready to access any kinds of models of microcredit. The political
disturbance has affected the northern part of Sri Lanka which is almost untapped and microfinance
presence in these areas is very low. Government as well as private microfinance institutions need to
give more priority to the northern region. Not only Sri Lanka, but also most of the South Asian
countries shared the similar problem. In fact, we can assume that political unrest is the major barrier
for reaching the poor doors. Government of these regions should consider the fact more otherwise;
microfinance reach to this sector will be troubled completely.

Chair

Mr. S. W. Kiriarachchi

President, Lanka Microfinance Practitioners Association, Sri Lanka

Political unrest and disturbance has affected the South Asian countries most. Rehabilitation of the
displaced and conflict hit is another challenging issue in the rural areas. Although, microfinance
institutions has low coverage in these areas, government as well as the private sector should
increase different social and income generating activities in the affected areas.
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Discussants:

Mr. Ugyen Tshering

Examining Officer, Royal Monetary Authority, Bhutan

Mr. Dasho Daw Tenzin

Governor, Royal Monetary Authority, Bhutan

Mr. Bijay Nath Bhattarai

Former Governor, Nepal Rastra Bank (NRB), Nepal

Ms. Padmasana Shakya

Vice-Chairperson, Microfinance Association of Nepal (MIFAN) and Chairperson,
Manushi, Nepal

Dr. Muhammad Abdul Latif

Director, Research & Knowledge Management, InM, Bangladesh
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Keynote Presenter

Mr. Ugyen Tshering

Examining Officer, Financial Regulation & Supervision Dept, Royal Monetary Authority, Bhutan
Bhutan is located in the southern slopes of the eastern Himalayas, China to the north and the India
in the East, West, and South. Around 683,407 people live in 38,392 sq. km in Bhutan. The country
has mainly agrarian economy with approximately 70% of population dependent on agriculture. GDP
is Nu. 40650.64 million with 6.73% growth rate and per capita income of Nu. 89,639. Formal financial
system currently caters to only about 10% of the total population. Current poverty rate is 23.2% and
unemployment rate is 3.7%. The payment system is largely cash based. People have limited access to
rural credit. However, increasing developmental activities in the country has driven high demand for
rural credit.

Bhutan Development Finance Corporation (BDFC) is mandated to provide credit to small and
medium-scale industrial and agricultural activities — particularly in rural areas. Lending activities are
dominated by industrial loans. BDFC issued specialized banking license in March, 2010 (deposit
taking and Lending).

Microfinance in Bhutan is necessary because there are: (1) huge mismatch in demand and supply for
financial services, (2) need for increased access to diverse range of financial services to the
underprivileged, (3) promotion and mainstreaming of informal sub-sector into the national financial
system, (4) majority of poor are excluded from the financial services mainly due to collateral-based
lending and huge transaction cost.

In Bhutan, there are 101 branches of bank with 14.78 branches for each 100,000 people. Total
number of deposit accounts is 314,951 and that of credit accounts is 75,234. Insurance market
entails life insurance (17,281), and non-life insurance (97,448). Rural life insurance is currently
managed by the Home Ministry. Compensation in insurance services needs to be enhanced. The
payments and settlements system does not cover receipt and delivery of small value remittance of
the marginalized group.

Possible measures for promoting Microfinance in Bhutan are: financial literacy, priority sector
lending, institutional subsidies from the RGOB (Royal Government of Bhutan) to develop the MFI
sector, encouraging branchless banking (mobile banking), encouraging group lending model,
providing simplified products etc.

Challenges for the microfinance sector are mainly accessibility; formulation of appropriate and
efficient delivery model, institutionalizing strong collaboration among banks, specialized institutions
and MFIs, changing the mindset of the financial sector and moving away from collateralized based
lending to cash flow or project viability.

Future steps can be taken considering adoption of financial inclusion policy, setup an apex MFI in
Bhutan and license/register MFIs with the objective to achieve inclusive growth as well as to
improve access to finance for MFls clients, promoting NGO-based MFI, establishing appropriate legal
framework, MFI regulation, licensing regulation for MFIs, supervision like formulate supervisory
tools/methodologies and approaches in monitoring and supervising MFI, capacity building of the
Royal Monetary Authority (RMA) supervisors, and to collaborate with donors, coordinate and
monitor donor assistance in microfinance.
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Discussants

Mr. Bijay Nath Bhattarai

Former Governor, Nepal Rastra Bank

Microfinance in Bhutan is at a very early stage. There is a huge scope of microfinance expansion in
Bhutan. Bhutan can take the advantage of implementing any kinds of microfinance model practiced
in the South Asian countries that is appropriate to the country. They can look at the models of PKSF,
RMDC Grameen, cooperative societies, self-help group or a mixture of all these practices. However,
the cost of intermediation is really very high and the country should be serious to lower the
transaction cost. It could be through innovative approach like mobile banking and engaging local
agents of commercial banks. In addition, rising inflation could push more poverty, which should be
considered by the policymakers. Bhutan should push forward microfinance services assertively to
cope with the emerging poverty problems.

Ms. Padmasana Shakya

Vice-Chairperson, Microfinance Association of Nepal (MIFAN), Nepal and Chairperson,
Manushi, Nepal

Microfinance in Bhutan is managed by the public sector institutions, not by the NGOs. Bhutan is the
only country in South Asia where formal microfinance is provided by the government. Besides the
challenges and limitations the sector are facing because of the unique characteristics of the country,
microfinance programmes are coming forward in Bhutan. With the support from the ADB, Bhutan is
now actively working to further develop the regulatory framework and other measures that are
required to develop microfinance sector. Microfinance is a tool for poverty reduction but it alone is
not enough to improve the social and economic lives of the poor and bring them in the mainstream
of development. However, improved regulatory framework and use of new technology are essential
to make microfinance programme successful. Microfinance has had positive impact on improving
social status of households particularly on the lives of women. Increasing participation of women in
their own household enterprise should get more preference and we need further improvement in
this regard.

Dr. Muhammad Abdul Latif

Director, Research and Knowledge Management, InM, Bangladesh

Although Bhutan’s microcredit is concentrated in rural areas, there is no microcredit in the urban
areas, and its coverage in semi-urban areas is poor. There are several models of lending practiced in
South Asia but Bhutan microcredit is funded by the government, which can be a setback to flourish
private players in microfinance sector. But Bhutan presents a different model: financing small
entrepreneurs and farmers through a non-bank financial institution; Bhutan Development Finance
Corporation (BDFC), a government body. There are no independent microfinance institutions in
Bhutan. The model that it pursues resembles the Indonesian one. Such a model has proven to be
effective in Indonesia. The experience in Bhutan appears to be not different from that. Often the
programme is cross-subsidized; this may lead to financial leakage on one hand while it can hinder
microfinance sustainability on the other hand. In the long run, this may prove to be costly; the
central bank of Bhutan has to take these two aspects into consideration.

Chair

Mr. Dasho Daw Tenzin

Governor, Royal Monetary Authority, Bhutan

A report on South Asia says that Bhutan is late in microfinance services. Our national population is
large but being a small country and less population compared to density other Asian countries have,
there is no destitute in Bhutan. Many MFIs including foreign donors feel that Bhutan has neglected
microfinance but that is not the case. Unlike the thrive of MFIs in the neighboring countries because
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of the failure of the government, the case is not similar in Bhutan. It is not that the government does
not want to accept microfinance at all. Of course, through the pressure of donors, some NGOs are
emerging. We are in-charge of all financial institutions and the central bank is in the leading role. We
have the mandate in the government to look at the financial inclusiveness. The central bank has
taken the lead to form microfinance and financial inclusive policies. The size and scale of current
poverty in Bhutan do not demand that urgency of microfinance. However, it is not like that there are
no poor people in Bhutan, there are poor people but the scale and level of poverty is different. We
want to make sure that the regulatory regimes are in place and the financial institutions do not cross
the border. We have 5 commercial banks and 3 non-bank financial institutions which is enough for
half a million people of the country. We want to fully assess the MFIs objectives of poverty reduction
and Bhutan is not prepared to allow drift in the mission in the country. We have to develop our own
model of microfinance which would be appropriate for the people by taking into consideration the
demographic and topographic dimension of the country.
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Dr. Rashid Farugee

Visiting Fellow, InM, Bangladesh

Mr. Shankar Man Shrestha

Chief Executive Officer, RMDC, Nepal

Dr. Quazi Mesbahuddin Ahmed

Managing Director, PKSF, Bangladesh

Ms. Simeen Mahmud

Lead Researcher, BRAC Development Institute (BDI), Bangladesh
Mr. Sanjay Sinha

Managing Director, M-CRIL and Founder, EDA Rural Systems, India
Dr. Puspa Shrestha

Chairman, Women Support Cooperative Ltd., Nepal

Dr. Saeed Ahmed

Head of Microfinance, State Bank of Pakistan, Pakistan

Mr. Anura Atapattu

Microfinance Consultant, Sri Lanka

Dr. Harihar Dev Pant

Executive Chairman, Nirdhan Utthan Bank Ltd., Nepal
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Keynote Presenter

Dr. Rashid Faruqee

Visiting Fellow, InM, Bangladesh

In SAARC countries, microfinance programmes started at different points of time. And the patterns
of evolution of these programmes also have not been uniformed. There are some common features,
but also some interesting differences in models and approaches adopted. The microfinance industry
varies in maturity across the region. Bangladesh and India have most advanced programmes.
Pakistan, Nepal and Sri Lanka are in the next category. The variety of experiences in these countries
offers a unique opportunity to learn from each other experiences.

Major lessons learned from these varied experiences can be categorized into following topics;
targeting the poor, product diversification and scaling-up of microfinance programmes, varied
models/approaches of MFls, competition and overlapping, interest rate issue, resource mobilization
and portfolio quality.

Target groups for microfinance include very poor, moderately poor, near poor or vulnerable poor
and some non-poor families in rural areas. The coverage of poor by MFIs varies a great deal among
countries. In India, all microfinance programmes are for the poor and members involved with the
programme are primarily in the “low income” category. In Bangladesh, the biggest segment of rural
households falls under moderately poor category. In Nepal, the poorest and the vulnerable groups of
hills and mountains have less benefited from MFIs. There is significant divergence regarding
estimates about the extent to which microfinance actually reaches the poor in Pakistan. In Sri Lanka,
programme seems to have served many non-poor households.

As MFIs have gathered more experiences, these have diversified products and services. In
Bangladesh, special micro-enterprise and agriculture loans are available for eligible clients. The size
of loan is determined by demand and nature of loan. In Nepal, lack of market for products and
suitable technology, low density of population have posed problem for scaling-up. Similarly the
range of financial products in Pakistan and Afghanistan offered by most MFIs is not very wide. In Sri
Lanka, product diversification has been limited. The market is mainly limited by the availability of
financial resources than the demand for credit. The Indian microfinance sector is tilted towards
credit and deposit services do not feature prominently, though there are institutions experimenting
with products such as insurance using MFls as a delivery channel.

In India, there are the government run SBLP and the MFI models. Many MFIs now follow a mixed
approach customised to their target segment and area of operation. In Sri Lanka, there are many
models being practiced by MFIs, of which the most prominent one “Community Banking Model
(CBM)” is facing problem. In Nepal, there are quite a few models of microfinance e.g. Cooperative
models, Grameen Bank model; community based organizations or SHG model etc. In Bangladesh,
microfinance industry is dominated by Grameen model. In Afghanistan, most are following group
methodology (solidarity groups). Despite wide variety of microfinance providers in Pakistan, the
lending methodology is surprisingly uniform.

All countries in the region have faced increased competition in the microfinance market. New
entrants in the industry have shifted the landscape of the industry to further outreach and product
diversification. Competition is good for extending outreach. It leads to greater choice for clients. To
create competition on a level playing field, transparency and easily accessible information to clients
would be necessary. Overlapping, in the sense of borrowing from multiple MFIs, has not been a
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problem until now. However, increasing use of regulatory framework and technical tools would be
desirable.

Achieving an overall reduction in interest rate in microfinance is accepted as desirable, but this
cannot be effectively or efficiently accomplished by imposing interest rate caps. However, there is
room for giving relief on interest rate to most borrowers by increasing efficiency of its operations
and by introducing variations in pricing. There is also a need for transparency and clarity in fixing
interest rate charges for better understanding of poor borrowers.

India and Bangladesh seem to be most successful in mobilizing funds and their examples are worth
emulating by other SAARC countries. In India, microfinance is clearly experiencing a surge of interest
from the private sector, which needs to be encouraged and expanded. In Bangladesh, savings from
members provide a useful source of funds for lending, but careful prudential regulation will have to
be put in place.

Database analysis indicates that the Grameen organizations in India have been the best performers
in the previous years, except in 2007 due to political problems occurred in South India. In
Bangladesh, the portfolio quality of very large and other smaller MFIs have been declining over the
last 2-3 years mainly because of disproportionate expansion, economic shocks, multiple borrowing,
lack of managerial capacity etc. In Bhutan, the overall quality of the group loan portfolio is poor and
they vary a lot across branches. In Sri Lanka, the weak portfolio quality has been an issue in the
industry for many years. In Pakistan, apart from a few outliers, this has generally remained at
acceptable levels in the past.

Microfinance is now globally recognized as an effective tool for reduction of poverty. It has shown
positive results in many countries. However, microfinance services have not yet deepened down to
reach the neediest poor. There are still huge masses of people who are deprived of financial services
in most developing countries. There are a number of challenges facing the microfinance industry.
The review of experiences and lessons from country reports particularly illustrate some key
challenges for microfinance programmes in the future. These are: sustainability of MFls, appropriate
microfinance regulation, institutional and HR development, and finally, increasing use of IT in
managing MFIl programmes.

Indian MFIs have become increasingly sustainable over the years, as these have gained experience
and some have become commercially oriented. In Nepal, most MFIs have been running at profit and
have achieved operational self sufficiency but they heavily depend on external sources. In Pakistan a
heavy reliance on donor financing in the sector prevails. Despite the exponential growth in the NGOs
providing microfinance services in the last few years, the sector lags behind most countries. The
overall operational self-sufficiency of the leading MFls in Afghanistan was reported to be 80% at the
end of December 2008. In Bangladesh, strong viability was achieved due to subsidized cost of capital
from PKSF and relatively low level of staff salary. Lack of sustainability in MFls is noticed in Sri Lanka.

In most of the SAARC countries, regulation is yet to be enforced by the respective governments.
Some progress has been made in few countries. There has to be a transformation process of the
MFIs into graduated legal entities, which is still lacking in these countries. This issue has emerged a
critical challenge to be dealt with in future.

The capacity building of MFls is needed from two standpoints — one is staff capacity and another is
institutional development in terms of policies, practices, methods, procedures, etc. Capacity building

is a continuous process. Investment in human resources and institution developments need

increased attentions to enhance the productivity of staff and effective functioning of the systems.
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Although some of these countries like India and Bangladesh are gradually improving, adequate
quality institutions for capacity building are yet to be developed in all SAARC countries.

The use of IT in microfinance among the SAARC countries is very limited. To make microfinance
services faster and reliable, there is no alternative to make it technology based. Fortunately
technologies are available to transform microfinance. The process of using available technologies
has begun in some countries like Bangladesh, Sri Lanka and Bhutan, but it has to be accelerated. In
the long run, this system will help reduction of costs. Right at the moment, this has emerged as an
important issue requiring immediate attention.

Microfinance programmes in SAARC countries have come a long way. In particular, Bangladesh has
made most impressive progress, starting from a mono-lending product with required savings in small
amounts. Over time, more flexible products emerged to meet the various financial-service needs of
the poor better. Introducing more flexible financial products would help address a broader set of
critical needs, including managing cash flows, coping with risks, and accumulating large sums over
time. Sri Lanka and India have also done well going somewhat in different routes, where all other
countries are in different stages of progress. The reviews clearly establish that microfinance still has
chance for further advancement—even in Bangladesh. So the milestones in the way forward for
South Asian microfinance sector are: ensuring sustainability of MFIs, scaling up microfinance and
catering to needs of poor more comprehensively, extending beneficiary target and development of
new products and services, linking with formal financial system, improving regulatory frameworks,
increasing use of new technologies, creating favorable political and social environment for expansion
of microfinance.

South Asian experience implies that the dependence on subsidized funding will have to end some
day and it would be vital to worry about sustainability of the MFls in future. Most MFls in South Asia
are still dependants on the external sources of funds, subsidy from foreign donors (Afghanistan,
Pakistan and Bangladesh) and from governments (Sri Lanka, India, and Bhutan). MFIs can develop
additional savings products geared to the general public, make securitization etc. which has started
to happen in limited way in South Asia (India, Bangladesh), but can be done in a more extensive
manner as in Latin America. The MFIs must try to generate their own funds and build up their equity
if they want to remain in the industry and become financially viable.

The available evidences show that poor people indeed manage their money; but the portfolios they
manage are often fragile and incomplete. We need to determine how a high-quality, basic financial
services could be made available to the poor on a near-universal basis. In this way, providing
universal micro-banking could perhaps become an indicator of broad-based development and
poverty reductions. In essence, this would mean that the poor would need reliable access to three
key services: (i) day-to-day money management, (ii) building of long-term savings, and (iii) general-
purpose loans. The challenges are how to develop and provide frameworks that give the poor
chances at better access to financial services to improve their lives.

A new definition of ‘target recipient’ is now emerging—anyone in the rural or urban areas who
wants to take a small loans by accepting the institutional arrangements of the MFIs—group
meetings, mandatory savings deposits and repayment schedules—can be a ‘member’ or ‘client’. In
the expanded outreach programmes, micro-enterprise developments would feature prominently.
Further, some of the most useful new products and services would include remittance services,
microinsurance etc.

So far microfinance has provided most of the access to financial services available to low-income

people in South Asia, but it is still largely separate from the overall financial systems. There are only
few examples of direct service provisions to the poor by mainstream commercial institutions. The
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microfinance movements of past few decades have fundamentally changed the financial sector, and
this change process is gathering momentum. Now there are opportunities to take the microfinance
move to the next stage of its development—a stage in which a more inclusive financial sector can be
shaped to better serve the needs and interests to the poor. This process is beginning to happen in
Bangladesh and such opportunities should expand in other countries as well.

Microfinance can only progress if the enabling environment is supportive. The progress in policy and
regulatory environment have until recently come from movements from state-controlled and
distorted financial markets toward more liberalized financial markets, and this has been good for
microfinance. Microfinance has flourished in settings where the government did not follow directed
credit policies, allowed interest rates to be market-determined, kept credit allocation separate from
politics, and was not itself involved in direct lending. In some countries, special microfinance
regulatory frameworks have been very helpful, supporting the particular needs of microfinance
institutions in countries like Indonesia and Bolivia.

New technologies promise new ways to improve efficiency and expand outreach faster. Already,
some MFIs are using ATMs and handheld computers, but more significant changes might become
possible as mobile telephones outreach and internet access expands more widely and become less
expensive. This could lead to new kinds of microfinance service providers that are based on mobile
banking or online transactions with MFls. The benefits will be dramatic. They would include greater
convenience and lower costs for customers, ability to reach more remote customers, and increased
security.

A critical step in the region’s financial liberalization could occur if the wider political and social
environment changes to recognize that economies of scale that exists in financial service delivery—
cost is inversely proportional to the size of accounts. Central banks and finance professionals
including researchers will need to take the lead to urge politicians and media to help changes the
conservative economic environment relative to the poor. Countries where microfinance is
developing actively, governments should provide at least some of the ground rules that favor
financial sector development and microfinance. Most of the countries that have liberalized their
financial systems during the past decades have established these conditions, or are well on their way
to do so.

Discussants

Dr. Quazi Mesbahuddin Ahmed

Managing Director, PKSF, Bangladesh

This is the first of its kind that a conference on the microfinance sector has been organized at a
regional level. There are commonalities in objectives but dissimilarities in delivering financial
services and institutional patterns among the MFIs. Microfinance practices throughout the region
are different, but target of the programme is unique. The commercialization of the microfinance
services at Andhra Pradesh in India was a polarized thing and very unfortunate. More attention
should be given to these kinds of issues.

Ms. Simeen Mahmud

Lead Researcher, BRAC Development Institute (BDI), Bangladesh

Two issues like group lending system and the role of savings have actually made a huge difference to
women’s lives in SAARC region. Women being microcredit borrowers and what microfinance means
to women — these issues also need to be discussed and featured in the deliberations. The group
lending system has provided the rural poor women both physical and virtual space beyond their
families. It provides women with visibility and identity, and support which strengthen their
bargaining position. The issue of savings has not been featured at all which is very significant in
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women’s lives. The way microfinance has been transforming women’s lives should not be
overlooked. So, initially there are two purposes of microfinance—access to finance and reducing
poverty. A third dimension to be added to these; which is women empowerment. It provided fiscal
viability and certainty to numerous poor women. Significant contribution can be made by women to
every aspect of human development using microfinance.

Mr. Sanjay Sinha

Managing Director, M-CRIL and Founder, EDA Rural Systems, India

Essentially, two related key challenges for microfinance in South Asia are: reaching more people and
reaching them responsively, and reaching less accessible areas. Reaching more people means
generating more funds. Trying to generate funds from socially oriented investors as well as from
government could be a way for reaching responsively. To meet the needs of the people
appropriately, one of the problems with microfinance is that it is not necessarily serving the needs of
large number of people and developing products. A lot of work needs to go into innovation in
relation to products which actually meets the needs of the poor people. Microfinance also has
responsibilities to reach more people, mainly in remote and less accessible areas and to develop new
microfinance models. To do these, MFIs need larger funds. Innovative development and
diversification of products can be valuable to meet these challenges, to enhance the people’s
economic lives, and to do it in a responsible manner.

Dr. Puspa Shrestha

Chairman, Women Support Cooperative Ltd., Nepal

The need for an appropriate microfinance regulation and increasing the advantages of ICT in
managing microfinance programmes could be the two utmost important features to meet the
challenges. Appropriate regulation is obligatory for microfinance industry in every South Asian
country. And for future course, it is important to focus on sustainability and to reach the poor and
deprived group. It needs to incorporate healthcare, knowledge, literacy, employment, skill
development and training facilities for the social inclusion of the poor. The poor people need to be
empowered and encouraged socially. These initiatives will take microfinance institutions to a
sustainable but pro-poor position and eventually towards human development.

Dr. Saeed Ahmed

Head of Microfinance, State Bank of Pakistan, Pakistan

Four key principles are applicable in SAARC region: it is needed to diversify the services like broad
range of financial services including savings, credit, payments, transfer, and insurance. Institutional
innovations as well as technological innovations need to be incorporated. Another principle is
consumer protection; it is a strong tool to empower clients. Microfinance has been facing criticism
around the world because we don’t have any comprehensive approach to consumer protection.
Therefore, for efficient and sustainable microfinance operations, these key principles need to be
followed: innovation, consumer protection, leadership, government’s commitment to improve
financial services, cooperation empowerment and knowledge sharing.

Mr. Anura Atapattu

Microfinance Consultant, Sri Lanka

Along with the importance of regulation and maintaining the double-bottom line, the lack of
knowledge on microfinance is the key challenge to the way forward. Lack of diplomatic capacity is
also another challenge, though inclusion of the SAARC Secretariat to this conference could help
mitigate the particular problem. Another practical approach could be to understand the issues and
experience of microfinance sector in individual SAARC countries. It is high time to recommend the
knowledge sharing exposure to the politicians and bureaucrats; and to include the facility of financial
education for clients for the development of microfinance. In addition, effective interest rate is also
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essential to find out, so that the double dilemma of poverty reduction and sustainability for MFls can
be resolved.

Dr. Harihar Dev Pant

Executive Chairman, Nirdhan Utthan Bank Ltd., Nepal

Mission drift and over-commercialization of the sector have been made the situation that the MFls
are making profit instead of reducing poverty. So many issues are coming forth for profitability of
MFIs. But what MFIs were supposed to do is to achieve profitability to expand and reach the under-
privileged. Also, as duplication in lending is hindering the microfinance industry, a credit information
bureau for microfinance should be established. In terms of resource constraint, the government
should allow the MFIs to accept public deposits and not to consider MFlIs like other commercial
institutions. On the other hand, duplication of other models may not be a good solution. What we
should do about is to decrease the operational cost and to increase the outreach in inaccessible
areas.

Chair

Mr. Shankar Man Shrestha

Chief Executive Officer, RMDC, Nepal

The solution to the challenges lies on us; nobody may help us and we have to help ourselves by
working together in a disciplined way. We have not only to be sustainable in our operation, but also
responsible to the poor people for whom the microfinance was developed. We should also chalk out
the study to the way forward which has to be implemented by ourselves. We all have to work
together in sharing our knowledge and experiences, and help each other for the regional
development as a whole.
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2.4 Closing Session

Closing Remarks:

Guests of
Honour:

Chief Guest:

Chair:

Dr. Md. Mosleh Uddin Sadeque

Interim Executive Director, Institute of Microfinance (InM), Bangladesh

Dr. Amanullah (Mak) Khan

International Team Leader,PROSPER PCU, DFID, Bangladesh

Mr. Shankar Man Shrestha

Chief Executive Officer, Rural Microfinance Development Centre (RMDC), Nepal
Mr. Dasho Daw Tenzin

Governor, Royal Monetary Authority, Bhutan

Dr. Wahiduddin Mahmud

Professor of Economics, University of Dhaka,

Chairman, Institute of Microfinance (InM), and Former Minister to the Caretaker
Government, Bangladesh

Dr. Yuba Raj Khatiwada

Governor, Nepal Rastra Bank, Nepal

Mr. Ashoke SJB. Rana

Chairman, RMDC, Nepal
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The closing session of the two-day long conference on Microfinance in SAARC Countries: Sharing
Lessons & Way Forward started with the national anthem of Bangladesh. At the session, Dr. Md.
Mosleh Uddin Sadeque, Interim Executive Director, InM; Dr. Amanullah (Mak) Khan, International
Team Leader, PROSPER-PCU, DFID; Mr. Shankar Man Shrestha, CEO, RMDC, delivered their closing
remarks. Mr. Dasho Daw Tenzin, Governor, Royal Monetary Authority, Bhutan, and Dr. Wahiduddin
Mahmud, Chairman, InM; were present as Guests of Honor. Dr. Yuba Raj Khatiwada, Governor,
Nepal Rastra Bank, Nepal; adorned the position of Chief Guest. Mr. Ashoke SJB Rana, Chairman,
RMDC, Nepal chaired the session.

In his remarks, Dr. Sadeque categorized the conference as a lesson learning forum where
experiences of success, challenges and exchanging ideas were made possible. He hoped the
harmony and understanding that have been achieved there in terms of moving ahead with
microfinance as an effective tool of poverty alleviation would be treated as a milestone in promoting
regional cooperation in the fight against poverty, finding the right balance, balance between growth
and welfare objectives. He also said that InM is committed to organize similar conferences on the
microfinance in different regions of the world in future. He added that the inter country experience
would help a lot to replicate accomplishments and would provide an opportunity to think about
overcoming the impediments in a new light.

Dr. Khan delivered a splendid speech in fluent Nepalese. He praised the hosts and gave credit to all
associated people for the successful arrangement of the conference in a beautiful amiable
atmosphere.

Mr. Shrestha, called the occasion as a landmark in the history of microfinance. He pointed out some
key issues to be taken into account for the future; such as: cooperation, risk management,
developing second generation of microfinance clients, increased use of information technology,
microinsurance etc. He foresaw a poverty free South Asia, with microfinance as an effective
apparatus. “The virtual platform is not just for South Asian Association for Regional Cooperation
(SAARC),” said Mr. Shrestha, while announcing the strategies and action plan of the conference.
“RMDC will play a key role in developing interactive website for the purpose.” MFls are playing in
key role in enhancing lives of poor people of South Asia because it is an effective tool to fight
poverty worldwide. Bangladeshi MFIs are successful microfinance supporting 150 million people
with credit up to USD2.8 billion. The conference has adopted a strategy to meet together in every
two years.

He concluded with a 10-point Declaration for the growth of Microfinance Institutions (MFls) in South
Asian countries. The points are cooperation among MFIs, sensitizing MFls in risk management,
reaching to poorest of the poor, advocacy for conducive environment, more investment in research
and studies and so on.

Dr. Mahmud opined that, the opportunity to share ideas and experiences was very timely. Most
critical stage for microfinance was to take off in early 80s. As the system becomes mature, newer
issues like diversity of products, regulations etc. are coming forth. However, aside from external
regulation, internal transparency is also important. MFls are becoming some sort of deposit banks so
they follow some banking procedures. But traditional banking system has also something to learn
from MFlIs, for instance, one can point out that poor people repay the loan where rich people don’t.
Microcredit movement has proved that (1) the need for credit is universal, not only for the rich and
(2) poor people can save and create entrepreneurship if they are given such access. The vital
guestion is how to meet the commercial viability of MFIs along with their primary motive of poverty
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alleviation? Most of the profit should go to poor people in form of lower interest rate. MFls can take
donors’ assistance, but it is always not desirable to perform under donors’ command.

The success stories of microfinance can be found in any good textbook on development economics.
Nonetheless, South Asia should conduct research and explore opportunities in its own way, building
a combined forum of countries.

Mr. Yuba Raj Khatiwada urged all associated to make productive use of the new generation through
microfinance programmes. They are very productive, yet awfully vulnerable. “Young people are not
only the pillars for the future, but also for the present”, he commented. He also said that the MFIs
should also think of how the remittance can be utilized that is brought in by the migrant workers in
Nepal.

Similarly, Mr. Ashoke SJB Rana, Chairman of RMDC, Nepal, said that the MFIs should also adopt
technology to expand the operations of the MFIs in remote areas where the cost of operations is
high and most of the MFIs do not want to go due to geographical and economical reasons. He added
that MFIs had proved their unique importance. Poor people now know that there is some other
party to help them aside from the Government. However, this is high time to integrate both of these
parties for better outcomes of microfinance. He further hoped that SAARC can play a major role in
fostering the integration in the region.

Thus, the first regional conference on microfinance in SAARC countries concluded with a promise to
establish a virtual platform for knowledge management. It aimed to facilitate ideas and experience
sharing, regular interaction among experts, practitioners and people and achieve Millennium
Development Goals.
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3.0 Challenges and Way Forward

Challenges
1. Build up microfinance as sustainable, sensible and responsible industry .

Expand microfinance services to the remote and far flung areas.

Deepening microfinance services down to reach the poorest segment of the societies
Creating microfinance friendly political environment

Develop conducive legal framework, and appropriate regulatory arrangement
Increase use of IT for enhancing efficiency and effectiveness of microfinance services.
Avoid competition in loan size resulting in multiple and over financing to clients.

Mission drift and increased in commercialization of MFls.
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Increasing risks of various nature such as credit risk, reputation, competition, political
interference, management quality etc.

10. Cultivate professionalism in MFls

Way Forward
1. Build cooperation and coordination among MFls in the region

Sensitizing MFIs on risk management

Deepening the microfinance services down to the poorest and the destitute
Developing second generation of microfinance clients

Financing unemployed youth in the rural areas

Increasing the use of ICT in MFI programmes for transparency and good governance

Advocacy for conducive policy and regulatory environment
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Institutional strengthening and capacity building of MFIs by conducting research and studies
on key issues

9. Further exploring the feasibility of establishing Microfinance Banks serving the poor

10. Micro-insurance should be explored as a possible integral part of the mainstream

microfinance to safeguard the interest of the borrowers

Action Agenda

Establishing a Virtual Platform for Knowledge Management

The conference indicated the need for regular exchange of ideas and experiences to materialize the
ultimate objective of going towards a poverty free world and to achieve the Millennium
Development Goals. In order to facilitate such interactions among the practitioners and
stakeholders, InM and RMDC agreed to initiate a web portal involving the relevant partners in the
region with a view to sharing lessons, knowledge, thoughts, ideas, practices and experiences not
only from South Asia but also from other places around the globe.

Regional Dialogues
Regional dialogues on the new developments in the sector and experience sharing would be
convened in every two years upon consultation with relevant organizations.
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South Asian Microfinance Forum on Knowledge Management (Learn Microfin)

Rural Microfinance Development Centre (RMDC), Kathmandu, Nepal and the Institute of
Microfinance (InM), Dhaka, Bangladesh, agreed to initiate the process of establishing the South
Asian Microfinance Forum on Knowledge Management (Learn Microfin), one of the outcomes of
the Regional Conference on Microfinance in SAARC Countries: Sharing Lessons & Way Forward, held
during November 30 - December 1, 2010 in Kathmandu, Nepal, to facilitate continuous interactions
among the microfinance practitioners, researchers, policymakers, and academicians of the region
comprising: Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan, and Sri Lanka.

In fact, the organizing institutes expressed their interest to launch such a knowledge management
forum in the pre-conference Press Meet held on November 29, 2010 in Kathmandu, Nepal, where
Dr. Wahiduddin Mahmud, Chairman, InM, Dr. Md. Mosleh Uddin Sadeque, Interim Executive
Director, InM, Mr. Shankar Man Shrestha, CEQ, RMDC, and Dr. Amanullah (Mak) Khan, International
Team Leader, PROSPER — PCU, DFID — Bangladesh were present.

The Chief Executives (Chief Executive Officers, Executive Directors or Chair) of the Microfinance
institutions representing SAARC member states also accorded with the idea, which were formally
presented as one of the declarations in the Way Forward and Action Agenda of the conference.

LEARN MICROFIN will be a forum to advance research, knowledge management, capacity building,
and advocacy in the area of microfinance. The forum will work in close collaboration with the SAARC
Secretariat and various microfinance related think-tanks, academic institutions, advocacy groups,
and also with the NGO network organizations involved in microfinance operations in the SAARC
region as well as international arena.

The secretariat office of the forum will be located at RMDC, Putalisadak, Kathmandu, P.O. Box #

20789, Nepal. InM, located at House # 2/1, Block — D, Lalmatia, Dhaka — 1207; and PKSF Bhaban,
Agargaon, Dhaka — 1207, Bangladesh and, will provide all logistics support together with RMDC.
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4.0 Conclusion

The conference entitled Microfinance in SAARC Countries: Sharing Lessons and Way Forward was
really a successful event. It became a festival of expressing and hearing each other amid warm
reception in the beautiful ambiance of Nepal: the daughter of the Himalaya. It was all about
understanding the power of copious poor people in SAARC countries. The conference was, in fact, a
call for the rest of the world.

The conference emphasized the cooperation and coordination among MFls in the entire region
along with sensitizing MFIs on risk management, deepening the microfinance services down to the
poorest and the destitute, developing second generation of microfinance clienteles by involving the
youth, financing unemployed youth in the rural areas, and increasing the use of ICT in MFI
programmes for transparency and good governance. To achieve the target, the conference proposed
advocacy for conducive policy and regulatory environment, institutional strengthening and capacity
building of MFIs by conducting research on key issues and further exploring the feasibility of
establishing a Microfinance Bank under the SAARC umbrella. Micro-insurance should be explored as
a possible integral part of the mainstream of microfinance to safeguard the interest of the
borrowers.

The conference became enriched with the participation of famous researchers, intellectuals,
practitioners, stakeholders, academicians, policymakers from all over the world, mainly from South
Asian countries; not only from the field of microfinance and development economics, but also from
a very diverse background. The conference was participatory and interactive. It made the
opportunity to share the views and learning, as well as to find out the optimal way to solve
problems. It became the birthplace of many innovative ideas, plans and policies.

South Asia is the place where microfinance was born back in 1980’s. With this conference,
participants collectively started dreaming of a tie-up among the countries of SAARC region through
microfinance. The first regional conference on microfinance in SAARC countries was a thriving
nucleus for sharing lessons and marching the way forward to the horizon of a poverty free South
Asia, and eventually the humankind.
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5.0 Pre-conference Press Meeting

Hotel Yak & Yeti, Kathmandu, Nepal

November 29, 2010

Pre-conference Press Meet

Microfinance in SAARC Countries: Sharing Lessons & Way Forward

“f“ 1]

Microfinance institutions (MFIs) have proved that poor could also be credit worthy and they do not
default loan, according to the experts.

"MFls have proved that poor can also save," said Mr. Shankar Man Shrestha, Chief Executive Officer
(CEO) of Rural Microfinance Development Centre (RMDC) addressing the pre-conference press meet
of the first SAARC Regional Conference on 'Microfinance in SAARC Countries: Sharing Lessons & Way
Forward' at Kathmandu in Nepal.

Institute of Microfinance (InM), Bangladesh and RMDC, Nepal in cooperation with the SAARC
Secretariat are jointly organizing the first ever regional conference on microfinance from November
30 - December 1, 2010.

“The conference aims at disseminating the findings of InM-study on 'State of Microfinance in SAARC
Countries' among the stakeholders in microfinance sector throughout the region," informed Dr.
Amanullah (Mak) Khan, International Team Leader, Promoting Financial Services for Poverty
Reduction (PROSPER) Programme under DFID in Bangladesh.

‘State of Microfinance in SAARC Countries’ report is a part of InM's long term study to publish
reports on the state of microfinance in different regions of the world.
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“The conference is also expected to bring together the eminent persons from microfinance sector
like policymakers, renowned academicians, practitioners, stakeholders and representatives from
SAARC member countries to appraise the successes and challenges of the sector," he said, adding
that more than 200 participants from eight SAARC countries, including Nepal will take part in the
two-day long regional conference.

"The key issues like sustainability and regulations of the Microfinance Institutions (MFls), knowledge
sharing, lessons learning from inter-country experience will also be part of the conference," Mr.
Khan said, adding that the outcome will help policymakers and practitioners create and implement
significant policy guidelines for the sector.

“At the end of the conference, the SAARC Declaration on microfinance will be released," said InM
Interim Executive Director Dr. Md. Mosleh Uddin Sadeque.

Hailing Nepal's progress on MDGs, InM Chairman Professor Wahiduddin Mahmud said microfinance
has taken banking to the doorstep of the poor helping the country achieve MDGs. "The poverty
alleviation programme and innovative way of banking of Microfinance Institutions (MFIs) caters to
poor," he said, adding that South Asian microfinance has a human face unlike in other regions.

"The idea of microfinance in its modern form is something for which South Asia can deservedly claim
the intellectual property right," Mahmud added.

"The varied and rich experiences gathered from these programmes provide a unique opportunity for
the countries of the region to share knowledge and revisit the idea of microfinance from various
institutional and policy-making perspectives," Mr. Shrestha said, adding that microfinance
represents an evolving and dynamic system that has shown its capacity to adjust to various socio-
cultural settings and respond to the changing and varied needs of the poor.
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6.0 Official Press Release

Regional Conference on “Microfinance In SAARC Countries: Sharing Lessons & Way Forward”

Kathmandu, 29 November 2010 —

The Institute of Microfinance (InM), Bangladesh and Rural Microfinance Development Centre
(RMDC), Nepal jointly, in cooperation with the SAARC Secretariat, Nepal, are organizing a Regional
Conference on "Microfinance in SAARC Countries: Sharing Lessons & Way Forward" at Hotel Yak &
Yeti, Kathmandu, Nepal from November 30 to December 01, 2010.

The conference aims at disseminating the findings of InM governed study on "State of Microfinance
in SAARC Countries" among the stakeholders in microfinance sector throughout the region. Hence,
the conference is expected to bring together the eminent persons from microfinance sector
resembling policymakers, renowned academicians, practitioners, stakeholders and representatives
from SAARC member countries to appraise the successes and challenges of the sector.

"State of Microfinance in SAARC Countries" is a part of InM's long term study to publish reports on
the state of microfinance in different regions of the world. SAARC countries are the first region
selected for this purpose. In this conference, key issues like sustainability and regulations of the
Microfinance Institutions (MFls) are likely to come to the fore. The conference will act as a Lesson
Learning Forum where inter-country experience sharing will help policymakers and practitioners
create and implement significant policy guidelines for the sector.

The idea of microfinance in its modern form is something for which South Asia can deservedly claim
the intellectual property right. By developing innovative ways of reaching credit to the poor, the
‘microfinance revolution’, as it has come to be called, has seriously challenged many traditional
assumptions about poverty reduction strategies on the one hand and financial markets on the other.
Over the last three decades or so, the microfinance programmes have rapidly increased their
outreach across the SAARC countries under various institutional arrangements, ranging from the
Grameen Bank model followed by NGO-MFIs to self-help groups, savings/credit groups and co-
operatives, and village banks. The varied and rich experiences gathered from these programmes
provide a unique opportunity for the countries of the region to share knowledge and revisit the idea
of microfinance from various institutional and policy-making perspectives.

Microfinance represents an evolving and dynamic system that has shown its capacity to adjust to
various socio-cultural settings and respond to the changing and varied needs of the poor. While this
has encouraged new theorizing about how microfinance works (almost all recent standard textbooks
in development economics include a chapter on this subject), the practice of microfinance has itself
evolved, often in unpredictable ways, outpacing the development of theory. A proper understanding
of this evolution is essential both for meaningful theorizing and for adopting policies that can better
realize the full potential of microfinance. This is in part learning-by-doing, but also in part what can
be better termed as a process of “learning-by-seeing-others-doing”. That is why, an exchange of
ideas and experiences among countries are so important.

In spite of the rapid replication of microfinance programmes and a proliferation of academic
literature on the subject, there are many gaps in our understanding of how the microfinance market
actually works. What, for example, motivate the borrowers to repay loans amidst a culture of
widespread loan default by well-to-do borrowers of commercial banks? In this regard, by focusing
mainly on group liability, the standard theorizing on microfinance may have missed other
institutional features that may have a bearing on the success of the system: transparent transactions
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(as opposed to confidentiality maintained in traditional banking), close personal relationship
between the lender and borrower, and the emergence of repayment norm through habit formation.
In the mature microfinance systems where loan repayment norms are well established, the design of
the programmes can allow more flexibility to meet the varying needs of their members.

There are other issues surrounding microfinance that are often subjects of intense public debates.
For example, how is the interest rate in the microfinance market determined? How can the financial
viability of the microfinance programmes be ensured? Should these programmes be judged by their
financial self-reliance and commercial viability, or by their effectiveness in helping the poor, even
though by accessing subsidised funds from the government and foreign donors? A source of
confusion may lie in not recognising the two separate roles of microfinance: to channel funds to the
poor as an innovative banking operation, and to help poverty alleviation as part of social security or
safety nets for the poor. There are also underlying, and sometime quite overt, ideological differences
arising from how these issues are addressed in competing alternative approaches to microfinance.

Can microfinance remove poverty? The additional family income generated by microfinance may be
small to start with, but it often makes the difference between survival and destitution. The increased
coping capacity of the borrowers at times of distress is well documented. There is also evidence that
microfinance can help the poor families to break out of the poverty cycle through accumulation of
physical and human capital; but there is a need to better understand these longer term impacts. This
leads one to a much broader issue in the literature on economic development, namely, the linking of
top-down development strategies aimed at creating opportunities for the poor with interventions
for enhancing household capabilities, such as through skill training and access to credit.

In the wake of expansion and maturation of the first generation microfinance programmes, a
number of new issues and concerns are emerging. One set of issues relate to diversification,
including micro-insurance, micro-enterprise loans to borrowers graduating from the mainstream
programmes, and extension of microfinance into agriculture. Other emerging issues include market
saturation, overlapping credit from multiple providers with increasing competition among providers,
and regulation of the microfinance sector. These second-generation issues will need to be addressed
with the kind of ingenuity and creativity that have thus far driven the growth of this sector.

The ensuing conference will open a new window for the SAARC region microfinance practitioners,

academicians, policymakers and other stakeholders to come up with a new vision to uplift the poor
of the region.
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9.0 Message from Nobel Laureate Prof. Muhammad Yunus

| would like to extend to my many good friends and
colleagues in Nepal my best wishes for a successful
“Microfinance in SAARC Countries: Sharing Lessons and
Way Forward” Conference which is to be held from
November 30-December 1, 2010 in Nepal.

Nepal is one of the countries that has forged ahead with
nearly national level coverage of microcredit. It has
established a successful wholesale fund for microfinance,
RMDC, that has been helping the sector to grow. It is in the
process of creating all the necessary institutions to build a strong and healthy
microfinance sector.

Your conference is taking place at a time when we are witnessing a crisis in India,
which has been largely caused by a wrong turn taken in some microcredit
programmes in India through commercialization with the objectives of “profiting”
from the poor. As Nepal plans its next steps, it is important for us to go back to the
roots of microcredit, which has established as a way to get rid of loan sharks, and
help the poor to work their way out of poverty. Nepal, | believe, is well equipped to
face these challenges.

| am sorry that | could not be with you for this important and timely meeting, but
wish all of you the best success.

Professor Muhammad Yunus
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10.0 Media Coverage
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Microfinance meet starting Tuesday
REPUBLICA

KATHMANDU, Nov 29: The first ever SAARC level microfinance conference is
kicking off in the capital from Tuesday.

The two-day conference is expected to share information on the health of
microfinance in the region and seek ways to overcome growing challenging in the
sectar. The Rural Microfinance Development Centre (RMDC) of Mepal and the
Institute of Microfinance (InM) of Bangladesh are jointly organizing the event with
support from the SAARC Secretariat, According to the organizers, the conference
entitled "Microfinance in SAARC Countries: Sharing Lessons and \Way Forward”’
aims to disseminate the findings of a study conducted by InM on state of
ricrofinance in SAARC countries among the stakeholders in the region.

Microfinance experts, policymakers, academicians, practitioners, stakehalders and
representatives from different S&4ARC will share their success staries and
challenges plaguing the sector during the two-day event, according to the
organizers. “During the conference, key issues like sustainability and regulations
of the microfinance institutions {MFIs) are likely to come to the fore. The
conference will act as a lesson learning forum where inter-country experience
sharing will help policymakers and practitioners create and implement significant
palicy guidelines for the sector,” reads a statement distributed at a press meet
organized to inform about the conference. sround 200 participants, including 70
international delegates, are participating in the conference. "Participants of the
conference would explore measures to face the increasing challenges in
ricrofinance sector amid its rapid growth,” Shankar Man Shrestha, CEQ of RMDC,
told the press meet.

Fublished on 2010-11-2% 23:00:45
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Negligible loan default rate on micro-credit

Added &t 2010-11-2211:01 PM
Himalayan News Service

KATHMARDL: Microfinance institutions (MFIs) hawe proved that poar could also be creditwaorthy and they donat default loan, said the
microfinance experts here today.

“mFls have proved that poor can also save," said Shankar Man Shrestha, chief executive officer of Rural Microfinance Development Centre
(RMDC) addressing the pre-conference press meet of regional conference on 'Microfinance in SAARC Countries: Sharing Lessons & Way
Forward' here in the Valley today. Institute of Microfinance (ni), Bangladesh and RMDC in cooperation with the SAARC Secretariat are jointhy
organising the first ever regional conference an microfinance on Movember 30-December 1. "The conference aims at disseminating the
findings of InM gaverned study on 'State of Microfinance in BAARC Countries' amaong the stakeholders in microfinance sectar thraughout the
redion," infarmed Or Amanullah idak) khan, interntional team leader and advisar atthe Promaoting Financial Sernices for Poverty Reductio
Frogramme in Banaladesh.

"The conference is also expected 1o bring together the eminent persons from microfinance sector like policymakers, renowned academicians,
nractitioners, stakeholders and representatives from SAARC member countries to appraise the successes and challenges ofthe sectar, " he
gaid, adding that around 220 padicipants from eight SAARC countries, including Mepal will take partin the two-day regional conference. 'State of
Microfinance in SAARC Countries' reportis a part of Inb's long term study to publish reports on the state of microfinance in different regions of
the warld. "The key issues like sustainability and regulations ofthe Micrafinance Institutions (MFIS), knowledge sharing, lessons learning from
inter-country experience will also be part ofthe conference,” Khan added. "The outcome will help policymakers and practitioners create and
implement significant policy guidelings for the sector”

"Atthe end ofthe conference, the SAARC Declaration on microfinance will be released,” said Ink interim executive director Dr Wd Mosleh Uddin
Sadegue. hailing Mepal's progress on MOGE, Ind chairman ProfWahiduddin Mahmud said that microfinnace has taken banking to the
doorstep ofthe poor helping the country achieve MDGs. "The poverty alleviation programme and innavative way of banking of MFIs caters to
poar," he said, addong that South Asain micrafinance has a human face unlike in other regions.

Know MicroFim

KATHMAMNDL: The RMOC and Intl are planning to create a forum Know MicroFm for advance reserach, capacity building and advocacy for the
microfinance sectar. The forum will also be helpful in seeking colaboration with international agencies as well but it will take a little whilz on
giving it & final shape.

22009 The Himalayan Timez | Stemap
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nepalnews.com

NEWS FROM NEPAL AS IT HAPPENS

SAARC microfinance meet to begin today
Tuesday, 30 November 2010 11:21

Mare than 280 microfinance practitioners, academicians, policy makers and other
stakeholders from SAARC will discuss the impacts of Microfinance Institutes (WMFI1s)
on the livelinood of poor people of the region at a conference which will start in the
capital on Tuesday.

Institute of Microfinance {nhl), Bangladesh and EMDC (Rural Microfinance
Development Centre) in cooperation with the SAARC Secretariat are jointly
arganising the first ever regional conference on microfinance, which will discuss
key issues of sustainahility and regulation of microfinance institutions in the dawvs
ahead.

The conference aims at disseminating the findings of InM governed study on 'State
of Microfinance in SAARC Countries' among the stakeholders in microfinance
sector throughout the region.

The apex whalesale lending arganisation of microfinance in Mepal, the BRMDC, has
zet a goal to serve 1.5 million poor families with quality microfinance senvices
through 150 partner organisations by the end of 201 4.

The outcome of the conference will help policymakers and practitioners create and
implement significant palicy guidelines for the sectar.

At the end of the conference, the SAARC Declaration on microfinance will be
released. nepalirews. com
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MFIs urged to bundle their investment with government programs
REPUBLICA

KATHMANDU, Mov 30: Mepal Rastra Bank Governor Dr Yubaraj Khatiwada Tuesday urged microfinance institutions (MFIs) to
integrate their investment with government programs in crucial sectors such as education, health and infrastructure, *It is
hard to reach the poor people with the financial resources at our disposal,

MFIs have to integrate their programs with the government programs to better serve the poor,” Khatiwada said, addressing
the Sa8RC level microfinance conference that kicked off here from Tuesday, He also stressed on the need for holistic
mobilization of MFIs in micro-insurance, targeting the poor people, in addition to the financial use, He also underscored the
need to properly regulate the activities of MFIs through effective regulations to ensure their sustainability. The governor,
however, stressed on the need to replicate MFIs in customized and need-based manner as haphazard replication of MFI
programs will not yield positive results. Inaugurating the two-day “Reaional Conference on Microfinance in S&ARC Countries:
Sharing Lessons and \Way Forward ™, Finance Minister Surendra Pandey hailed the progress by Bangladesh in microfinance
sector and urged Nepalis to take advantage from the experience of Banaladesh, *Banaladesh is globally considered as a
pioneer in the field of microfinance. T request Nepali delegates to take optimum benefit from Bangladesh s rich experience,”
Pandey said. " Given the multiplicity of institutions engaged in microfinance sector, the government is working to setup a
Second Tier Institutions (STI) to regulate different types of MFIs,

He called upon the delegates to work out modalities on effective use of remittances for overall development of SAARC
countries through microfinance,

The conference is jointly organized by the Institute of Microfinance (InM) of Banagladesh and the Rural Microfinance
Development Centre Ltd (RMDC) of Nepal in cooperation with the SAARC Secretariat, Speaking on the occasion, Shankar Man
Shrestha, CEO of RMDC, expressed concerns over the growing ill-practices in the microfinance sector, *Though there are many
positive developments in the microfinance sector, some MFIs are drifting away from their very mission of serve the poor,” he
said, adding, *Some MFIs are found extending big loans to well-off clients.” Dr Moslesh Uddin Sadeque, interim executive
director of InM, underlined the need to forge collective effort among MFIs of SAARC region to overcome the challenges existing
in the sector, SAARC Secretary General Dr Sheel Kanta Sharma highlighted the role of MFIs to uplift the lives of poor people to
alleviate poverty in the region. Wahiduddin Mahmud, chairman of InM, said about 30 million borrowers are taking advantage
of microfinance in Bangladesh, "We are revolving aver £3 hillion annually in Bangladesh, despite the fact that many people are
still unaware of microfinance,” Mahmud said.

The conference is aimed at disseminating the finding of a study conducted by InM on " State of Microfinance in SAARC

Countries” among the stakeholders in the region and seeking ways forward to face the challenges in the microfinance sector,
About 200 participants, including 70 international representatives, are taking part in the conference,

Published on 2010-11-30 23:30:31
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Microfinance conference ends

Promises to meet every two years and establish a virtual platform

Himalayun Mews Serviee
Karhmandu Decembwr [

First reggional cormlenenon on imi-
oofinanoe in member coun-
irles of South Asian Association
for  Regional  Cooperation
1SAARC) cone luded 1esday with
Ihrr'run':&-rhlﬂlabﬁuhmirlu-
il plat fermy fior kperwletdige man-
agement. The pladors will nlm
ot fucilitating exchange of kleas
ancl experiences thoough regu-
lar Imieractions beiween ex-
peeis, practiticnors ansd people
o achiewe Milbennium Devel-
opment (Goslks.

“The virmsal platform s not
just B Seaith Asban Associatkon
[ 7] gl O pErathom
(SAARCL" said Shankar Man
Shrescha, Chief Executive (4f-
cer &l Bural Micrdinance De-
wvelopment  Centre  (RMIDC)
while anmouncing strategies
and action plan for the sector,
R willl pilay & ey pole in de-
vl el liberactive welhsiee Bir
the parpose.

T hee conference his resolhved
1o et every rwo years hai the
e For next canferenice cowkl
ot fiveed yest. Bowill e Bixed afler
cansulwatian with smkehalders,
he said. The comlenence has die-
welopued o 10-poim action plan
far ihe gromah of Microlinance
Imsglnwibons (MFI) o South
Aslnm countries — Nepal, bndis,
Bargladesh, Pakiztan, Sri Lan-

Closing conemeory of * Reghonal Conferenoe on Mecrofinance in SAARC Couniries: Sharing
Lo and Way Forwand,” beld ai Hotel Yak and Vet in Kathmandu on Wednesday.

a, by bam and haidives
Coopersibon among MFPls,
semitising Mils IHII:JSIG man-
1 resching the ]
nF the ponor, advocacy far con-
duicive omvironment, mdaee in-
vestmens in reseanch amd siid-
les among others have been
ngreed 1o guide the fuiure of mi-

corfimancs im the pogann

MFEs ame plaging & key sole n
enhancing the fives of poor
pengle in Svath Asia because
vy are effective 1ools 1o fight
Em:l}' il v

angladeshi MFIs nre surcess-
sl &5 they suppom 150 mdllion
penphe with credin up 1528
hiilliezm.

Micrafimance serices siarted

Im Mepal In 1975 unider the gov-
ermment’s indlislive bin Giled
anl omce &Ezaln in 1900 e poy-
ermmiend esiablished five re.
gional  banks based on
Bangladeshi model b they
also fafled bun private NGOs
sucoreded. RMIN was estab-
lislvedd for the purpose of the
wrlilisiale lending 1 MFIs
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11.0 Conference Newsletter
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AY FORWARD

Regional Conference on
Microfinance in SAARC Countries: Sharing Lessons & Way Forward

First Regional Conference on Microfinance
in SAARC Countries kicks-off

RMDC Mews
EATHMANDU, Mo 30

Amance Minister Surendro Pandey inougunated the first
SAARC regionol conference on ‘Microfinance in SAARC
Counirias: Sharing Lessons and Waoy Forward” on Tuesday
in Kalhmondu,

The two-day conference aims fo shore information and
saek maasures fo dealwith the challenges in microfinance
sector in the region, The conference has been joinfhy
erganized by the insfivie of Microfinance (inM) of
Banglodesh and Rural Microfimance Devedopment Centre
Lid [RMDC) of Mepal in cooparation wilh e SAARC
sacretanal.

Addressing the inowgural sesson FAnance Minister Pandey
lowded the progress of Banglodesn in the microfnonce
secfor and wged Mepalese o foke odvontoge
from the experdence of Bonglodesh. “S8angladesh
5 globoly comsidered os o pioneer in the field of
microfinonce,” Pandey said, | urged Mepali delegates
to toke the maoximum benefit from the Banglodesh's ich
aiperence,”

Ha soid micrefinonce in Mepal hos been a privale
sechor doman with the expansion and diversiication of
the economy and adhersnce to the liberal sconamic
pofcy.

“The povermmen! & preporing o Second Ter inellulions
(5T o regulate ol soms of Micrafinance Insiulions (MFi)
in Mepal,” he said, oddirg ol MFs con play orecial role
for the implementation of inclushve devesopment on the
bock of widespreod poverty. growing ineguality ocross
different gecgrophic regions, communities and gender.

Or ihe occasion he oo colled for effective uliization of
remitbonce for the development of recicient counbies, "l
call upen this confarence to find oul modalifies on how
can we affectvely channelize remittances to the ovarall
development fhrough microfinance,”™ he odded

Dedivering his remark on fhe occoson Shonkar Man
Shrestho, CEQ of RMDC. stressed on the foct Fhot

microfinonce, if used propedy and effectively, con bring
meoningful changes in the lves of poor and desfitute
Region’s economy con't move aheod without improving
fhe fves of the milions of poor.

He soid occess to finonce fo poor paople has
increased manifold with e remendous progress ond
ochigvementy in the ield of microfinance in the decade
of 2000 ocrods the SAARC region, Louding fhe success of
NFE, Shrestho said. MFs hod been able 1o mainlain very
good recoveny raie of over FE pevcent ond were on the
way o ochieving sell-sufficiency in the next 2-3 years and
finonchal sulkclency In 5-4 yeors.

However, he ewpresied concems over fhe growing
malpractices that have been bringing distorion In
microfinonce sechor. “Agoinst the back drops of many
paositve developments in microfinance, lately some MFs
are drifting away from their mission fo serve the poor and
tha desfitule.” ha soid. “A fendency i found to have
developad amaong MFs o lend largar site loons fo lass
poor of middle kevel clents,”

The increasing rend of seeking more profit and unhealibvy
compeliion has become the threal lo the sustainabilty
of tha MAE"™ according o him, “MAS ore nol goang 1o
the remala hily areas due be high cost of opsrations, The
Fand hos 1o be chonged.™

Bl .« Kk @0
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Message from Nobel Laureate Prof. Mohammad Yunus

I'would liee to sxtend to my many good Iriends and collesgues in Mepal my best wishes lor a suc-
cetthil “Microlinonce in SAARC Couniries: Shewing Lestans cnd Wiy Farward” Canferance which
Is b b el from Novemiber 30-Decernber | 3010 in Hepal,

Mepaol i one of e coundries that has forged abead with nedrty nalional evel coverage of micro
cradif. It has asiobishad o succassiul wholasale fund lor microfinance, RMDC. thad has been help-
ing 1he secior ho grow, 1 s in The process of crealing oll the necessory inslitulions 1o buld o sirmng

ond haatihy micrafinonce sector.

Your conlerence & foking ploce of o fime when we o witnessing o crisis in india, which hos
been largely coused by o wiong fum foken in some microcred? programs in India freough
commerciolization with the objectives of "proSting” from he poor, As Mepo paans Js nest sheps.
It s mpaorionit ior us go bock fo the ools o mcrocredit, which wos esioblished o o wy bo gel
tid of loan shrks, and halp e poor 1o work their way out of poverty, Nepal, | beleve, & well

equipped to foce hese chalenges.

1| am somy thal | could not be with you for this important and limely meseting, but wish of of you
Ihe bes! success.

Continue Lost Poge...
.from First Poge

On e occaosion, he mod oul fhe message for the
confarance from Mobad Peoce louweate and, founder and
managing director of Gromeen Bank, Muhommad Yunus,
The piormer of microfinance.

Giving opening remarks Or, Moskesh Uddin Sodegque. Inlerim
Execufive Direclor of Ihe InM ol Bangiodesh, shessed on
the need 1o lorge coleclive elfort among MFIE of SAARC
regian o overcome ihe chollenges exdsling in Ihe secion,
“We have gﬂﬁ'lEfBﬂ hefa fof Comimon |E|:I'I"Hl'lg Ir'mugh aur
experiences and shore Innovotive idea o deol with the
challerges sean in the secior and seek proctical point for
deporture,” soid Sodeque.

Stoting the foct that SAARC region is the home fo MFs,
he oo urged the polcy mokers to fociitate the sector in
reducing povarty in 5AARC counfries

Cr. Yub Raj Ehatwoda, Governor of Mepal Rostro Bonik,
The cenlral bonk of Mepal shesed on the need o holslic
mabiization of MFE in micro-iniurance  forgeling  the
poor people, in oddition to the inaoncial uwe of MFE, "IN s
chalenging ond necessony thal infegroting programs ol
microfinance sectar with govermment ogencies for the
repackoging of govemnmment Initialed progroms in cucil
sachors such os education, health and infrastructwe,” sod
Ehathwodo.

He oiso opined that growth of MFs shouldn't be Imited
but thay should be propery regulated through effective
ragulations fior fhor sushoinobiity. Louding the profifaration of
MFls in the SAARC region. Khotiwada opined thot repication
of MA programs should be cuitomized ond fine-funed,

Dedvering speech on the occasion, Or. Sheel Kanta Shorma.
Secrelary General ol SAART, highlighled the growing

rode of WP 1o upBl the lhves of poor peophe in fhe losk of
allevialing poverty in fhe region, He aobo expressed ieodines;
lo extend cooperalon om lhe SAARC secrelarial for
the development of MFE in the region, JAART Secrebary
General Shama alio rsleated the report “Microfinance in
SAARC Couniries’.

Concluding the opening session as the chalr, Wahiduddin
mahmud, Chaimnon of ink, sold over 20-30 milion bomowern
are foking ocovantoge of micrefinance in Bongladesh.
“We e revolving over USE3 biicn annually In Banglodash
daspile tha foct thol many people ore sl unoware of
microfinonce,” said Mohmud, “MFs have to concentrate
fhir effort o jerve e gross-oot level people fo bring the
millions of poor oul of the poverty line in the region,”

Thaz firs! day of the regional confersnce on Microfnance in
SAART counlnes: Sharing Lessons & Way Folword wilnessad
the four presentations from Afghanitan, Bongladesh, indic
and Makdives.

The four countries discussed on the reguiatony fromawork,
oulreach and cholengss in thair respective couniies,

Thia first sassion of Afghoniston wos choired by Dr Roshid
Fanuges, visting lelow, InM, Bangladesh and b Md Fozul
Hogque, country heod, BRAC, Afghaonkfon. and Dr Atanu
Rabboni, cisklanl profesor University of Dhoka, gove
presentation on the stote of microfnance In Afghanishan,
Sirnilarty, the wcand poper wos presented by Mr Dewan
A A Alomgir, microfinance specialst, Banglodesh and the
sesian was chaired by Dr Quagi Mesbohuddin Ahmed, MD,
PESF. Bongiodesh,

The fthird poper wos presented by Sonjoyo Sinha, MDD,
M-HORIL ond the session wos chaied by M1 Mathew Tihus,
ED, So-Ohan, Indio, wheras Ms Alshont Abok Godr, deputy
manoger, MMA presented fhe poper ol Moidives ond
chared by Or Hohibor Dev Pord, execulive chobmon,

Wirdinan Uthan Boric.
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WAY FORWARD

Regional Conference on
Microfinance in SAARC Countries: Sharing Lessons & Way Forward

First Regional Conference on Microfinance
concludes with an eye on future

RIADIC Mews
KATHMANDU, Dec |

Tha two-coy reglonad confamence on Microfimance in
SAARC Counmries: Lessons & Waoy Forward, oncluded hera
In Eathmandiu wifh o vision to ook to futune.

Specking on the cocosion, Mepal Frostra Bank, the cantral
bank of Hepal govemnor Or Yubroog) Khatkeoda holied the
rode of Microfinonce Institutions  |MAs| In The counines o
Mepal and Bonglodash for iheir confrbulion on poverty
resduction. "Conclusion dicrer by e confemance ane vy
mpoion],™ e aaid

"The conlerance dragged the youlhs 1o presen insdlead
of the populor belef thal fhey are he piliers of future,” the
govermor Dr Khoftwoda, opined, “Yowths ore vwineoble,
they need fo be used in the productive ocfivilies by
engaging on prodoive aeas, and MAs can help them
ancouroge In self-employment.”

He soid thot technology and microfinonce con be
distributive. “Transfer of technology and microfinance
makng use of resounces con cre'e sell-emoloyment,” D
Enatiwodo ueped

Microfinance thots the home-grown product af South Aso
oon biing social change, he said, “let people oo look o

eas! o8 e weasl can olso kearn from us.”

Lnrding the first 3AARC regional conference, he soid that
the dialogee, wil help us share bnewledpe. “idlifulion
busiding & always posible with such didogue and
discoysion.

The eight SAARC nalions hove taken part in the hwo-day
long expeience, where thay hoared ond choked the
fuiune course cut. The conference obko sought feosiality of
Microfinonce Bank under SAARC umbrelia

The conference hos decided to buid co-opemtion and
coordinolion of MFs in the reglon, sensifizng MAs on sk
managament. despeaning of microfincnce sarvces down
to the poorast and fhe casfiiute, developing second
generalion of microfnance chents by invalving he youth,
financing unamployed youlh in fhe foral oraom, incrasing
e use of ICT in MF| programes for rarspaency and good
HovEmCnCeE

To achieve the forget the conlerence hos osa proposed
acvocacy  for concucive policy ond  reguiahany
erviionmaent, insfitutional srengihening ond  copocity
bulding of MFls. ond conduching research and Sudkas an
ey issues, and further exploing the feasibiity of astablishing
miciednance bonks sandng the pood.

Ol kR @D

Caonfinue Last Poge..
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Way Forward

N Build co-operation and caordndalion of MFE in the
regan

2 Sensitisng mPls on sk Mmanogesment

Deapaning of microfinonce sarvices down fo the

3 poorest ond the destitvie
4 Devaldoping second generafion of microfinonce
clients

5 Fnoncing unemployed youth in the rural oreas
Increasing the use of ICT in MFA progeams for trorms-
parency and good govemonce
‘ Advococy for conducive policy ond regulaiory
! amvwrcrment
Insfitutional sirengthening ond capacity building of
B) MR and conducling reseanch and Sluded on key
Eiues
Further exploring the fecsiolity of estabishing micro-
finance banks sendng the poor
Micro insurance showld be explored o3 possibis
19] integrol por of the moinstream microdnance fo
safeguand the interest of the borrowers

&)

#

Mr Dasho Dow Tenzin, gosemor, Boys Monatory Authorty of
Bhuban was e Guasi al hanowr of the Closng sesskon that wios
addresied by Drdd Moskeh Uddin Socdeque. Inhesim Executive
Direchar, Ink, Bbangiodeds: Dr Amonullah (Mak) Ehon
Infemafional Team Leader, PROSPER, PCU, DFID, Banghosdeasky
Dr Wohiduddin Mahmusd, chorman, insd, Boongladesh; s
Ashoke 518 Rona, chalman, BMDC. Mepal,

Tha conference woi ofgonised by nM, Sbangiodesn
and BMDC n cooperafion with SAARC secrefercle in
Kothmandu,

Ashoie 5B Rano. choimmon of the BMDE, thonking the
participants soid that the conference hos siared to begon
networkng ond siorted shoring thek expenences from Hhei
respective counimes.

MFs 5 tool 1o bing the people out of poverty rap, he
s, “bat MFs can abko be Integroted with the governmaent
ogencias thal Could Deing more rasults.”

Technology con hefp expand tha MFs and moke Hem
wstainable, rhough e isues ol interest rates and high cost
of operafions Coud always e ciscussed.

Shomiar Man Shrastho. CED of the RMOC reading out the
way lorward thanked all fhe poriciponts ond the guasts for
ther aclive invakamen! and credlive sugoesions,

The conference obo decided ol regionol doiogues on
néEw developmenis in the sector ond axperience shoring may
b cormvened in every fwo peors upon consdlodion wilh he
refevoni partnens,

It alsa indicated the nead lor reguiol sschangs of ideas and
expitience 1o malenaipe fhe ullimale goal of a poveily ee
South Asic ond ochievement of Milennium Development

Action Agenda

Estoblishing o wvirtual platform  for  Knowledoe
Management

Tha conferance indicabed the need lor reguiar axchonge
aof ldeos and experlence fo materdolize the ullimate
goal of a poverty free South Asio and achievermant of
Millennium Development Goals.  in order 1o focilifale
such interocfions, InM ond RMDC  will initicte o web
partal invelving relevant parners in the region with o view
to sharing  thoughts, ldeas, proctices and expedences,
ol just Frarm the Saulh Asio region bul alss fram ofher
ploceas around fhe globe.

Regional dialogues

Regional dialogues on rdw developments in The iechor
and experience sharing may be convened in every fwo
wiars upan carsuliation wilh he relevan! parkness,

Goak. inonder 1o loclilate such meroctiond. Inkd and RMDC
will iniliote o wab portal imvolving elevant portnes in the
negion with o view 1o sharing  thoughty, ideas. proclices andg
eperiances. nod just frem the South Asion region bud abic
froen other peoces around the globa.

Dunnig the cicsng of 1he ceremony the guests wirs prosenhed
with Mepall cop (fopl) ond token of ke

I e st sessian al 1he iscond doy an Wadnestoy Nepal
prasantad it papar, MrShonkor Maon Shrestho, CED of
EMDC presentad sapol’s rele ond curast state of microd-
rance, an which M saba Prasad Adhikar, Exsoutive Drec-
ter, Banks ond Firanca instikuiions Reguiation Deportment
Mepal Rastna Bonk; Or Surmitro Monondnar Gunung, Execy
fivee Chairman. Women Cooperafive S0Cely Lid. Mepaol: Dr
Amonuia Mok Ehon, Inlermaiona Team leade, PROSPER
FCU, DRD. Songlodesh commendec. Or Robindra Kumar
Shakya, Fomnan secratony gosernmant of Mepol chared the
SEEicn

The second session of Pakston wos choined by Dr Sosed
Anmed, Head of Microdnence, $iole Bonk of Paksion

ond commanted by Dr Atcnu Rolbbani, Asselont Professor
Deaprimendt of Economics, Universty of Dihaca, Bonglodesh
and Gonesh Bahadur Thapa, former gowernaor of Mepal Bas
Ira Bank an e poper of ks Kaomewal Bokhangy, Consuliand,
Swis Agency hor Developrment and Coaperalion. [SDC),
Poiisian,

Srrilarty, Mr anura Atapette, Consutont, 56 Lankg prasant-
ed ha Wmird poper cn 56 Lanka. The sesson wos Chared Dy
Mir W Eriaracheh, president, Lanka Microlnan ce Procific
nars Associahion [LAMFPA], 56 Lanka ond cormmaented By M
E D'W Palagama. Rural Devalcomant Consuthond, 50 lonka
ard b Enanul Hoouee: cheef operafing officer. ASA Infema-
tianal, Bargiodesh.

Tha iast session of tha oy sow the presantanion of Bhuton
w Ugyen Tesheding, Exarmining Ciicer, Anancial faguiation &
Supervision Depardment. Royol Monedary Autharniby, Bhutan
prezented the Bhuban poper, onowhich MrBgoya Matih Bhalt
leroi, lormmar governss of Mapa Rrcsirg Bani, Me Podmcsa
na Sraeya, chaiirman, Manul, Mepal and DF Mubommod
Andul Lodil, Drector, RBeseorch & Knowledge Managemant
nstiute of Microdnonce |Ink), Bonglodesh commented

- Bl s Kk @D
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12.0 Photo Gallery

Day - 1: Inaugural Session

The inaugural session of the conference commenced with the
national anthem of Nepal.

y T ]

The Chief Guest, Mr. Surendra Pandey, Honorable Minister,
Ministry of Finance, Federal Democratic Republic of Nepal
inaugurating the conference by turning on the panash; a
traditional Nepalese lamp.

way Forwarg |

Mr. Shankar Man Shrestha, CEO, RMDC delivering his opening
remarks at the conference.

o

At the inaugural ceremony, the artists singing the national
anthem of Nepal.

[y | T8 bl

Dr. Md. Mosleh Uddin Sadeque, Interim Executive Director, InM

delivering the inaugural speech at the conference.

1A ’ :

= — = |

The Chief Guest; Mr. Surendra Pandey, Honorable Minister,
Ministry of Finance, Federal Democratic Republic of Nepal

addressing at the conference.
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The Guest of Honour; H.E. Dr. Sheel Kant Sharma, Secretary The Guest of Honour; Dr. Yuba Raj Khatiwada, Governor, Nepal
General, SAARC; addressing at the conference. Rastra Bank; addressing at the conference.

- -

The Chair of the inaugural session; (at right) Dr. Wahiduddin
Mahmud, Prof. of Economics, University of Dhaka; Former The Chair of the inaugural session; Dr. Wahiduddin Mahmud,
Minister to Caretaker Government, Bangladesh, and Chairman, Prof. of Economics, University of Dhaka; Former Minister to
InM, and the Chief Guest; Mr. Surendra Pandey, Honorable Caretaker Govt., Bangladesh, and Chairman, InM delivering his
Minister, Ministry of Finance, Federal Democratic Republic of speech at the conference.

Nepal; at the conference.

Yol 4

o

WIS

C N :

The Guest of Honour; H.E. Dr. Sheel Kant Sharma, Secretary Participants at the conference
General, SAARC; launching the “Overview Report 2010:

Microfinance in SAARC Countries” at the inaugural session.
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Country Report Presentation

Afghanistan

Panel at the session of Afghanistan. Keynote Presenter Dr.Atonu Rabbani, Visiting Fellow, InM;
presenting the country report on Afghanistan.

I | / -
Keynote Speaker Mr. Fazlul Hoque, Country Head, BRAC Dr. Saeed Ahmed, Head of Microfinance, State Bank of
Afghanistan; presenting the country report on Afghanistan. Pakistan; addressing as a discussant of the session.

Ms. Kanwal Bokharey, Consultant, SDC-Pakistan; delivering Discussant Mr. Nara Hari Dhakal, Microfinance Consult.ant,.
her speech as a discussant. ADB; delivering his speech.
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The Chair of the session Dr. Rashid Farugee, Visiting Fellow,  Ms. Kanwal Bokharey, Consultant, SDC-Pakistan, receiving the
InM; addressing at the session. token of appreciation from Mr. Shankar Man Shrestha, CEO,

RMDC.

Bangladesh

Keynote Presenter Mr. Dewan A. H. Alamgir, Microfinance
Specialist, presenting the country report on Bangladesh.

Mr. Enamul Hoque, Chief Operating Officer, ASA Ms. Jannat-E-Quanine, General Manager, International

International; addressing as a discussant at the session. Programme, Grameen Bank; delivering her speech as a
discussant.
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Discussant Mr. Shameran A, Proamme Manager, The Chair of the session; Dr. Quazi Mesbahuddin Ahmed
Microfinance, BRAC; delivering his speech. Managing Director, PKSF; addressing at the session.

India

h|\

.. |I -
Panel at the session of India. Keynote Presenter Mr. Sanjay Sinha, MD, M-CRIL;
presenting the country report on India.

Mr. Anura Atapattu, Microfinance Consultant, Sri Lanka; Discussant Mr. Md. Abdul Awal, ED, CDF; delivering his
delivering his speech as a discussant. speech at the session.
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Chair of the session, Mr. Mathew Titus, ED, Sa-Dhan; Discussant Ms. Sugandh Saxena, ED, SAMN; receiving the

receiving the token of appreciation from Dr. Quazi token of appreciation from Dr. Quazi Mesbahuddin Ahmed,
Mesbahuddin Ahmed, MD, PKSF. MD, PKSF.

Maldives

e on
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Keynote Presenter Ms. Aishath Abdul Gadir, Deputy
Manager, MMA; presenting the country report on the
Maldives.

i g
Panel at the session of the Maldives.

E . A
Mr. Swetan Sagar , Director-Research, M-CRIL; delivering his Discussant Mr. Hassan Fiyaz, Deputy Manager, MMA;
speech as a discussant. delivering his speech at the session.
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Dr. Masudul Quader, CEO, DSK; addressing as a discussant Chair of the session, Dr. Harihar Dev Pant, Executive
at the session. Chairman, Nirdhan Utthan Bank Ltd.; addressing at the
session.
Day - 2
Nepal

Panel at the session of Nepal. Keynote Presenter Mr. Shankar Man Shrestha, CEO, RMDC;
presenting the country report on Nepal.

|
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Dr. Sumitra Manandhar Gurung, Executive Chairman, Discussant Mr. Maha Prasad Adhikari, Executive Director,
Women Cooperative Society Ltd; delivering her speech as a Nepal Rastra Bank; delivering his speech.
discussant.
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Dr. Amanullah (Mak) Khan, Intl. Team Leader, PROSPER-
PCU, DFID; addressing as a discussant at the session.

Pakistan

—— -

i

Panel at the session of Pakistan.

Dr. Atonu Rabbani, Visiting Fellow, InM; addressing as a
discussant at the session.

The Chair, Dr. Rabindra Kumar Shakya, Former Secretary,
Federal Democratic Republic of Nepal; addressing at the
session.

Keynote Presenter Ms. Kanwal Bokharey, Consultant, SDC-
Pakistan; presenting the country report on Pakistan.

Discussant Mr. Ganesh Bahadur Thapa, Former Governor,
Nepal Rastra Bank; Chairman, Centre for Microfinance
(CMF), Nepal; addressing at the session
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Bank of Pakistan ; addressing at the session.

Sri Lanka

L
- . T (M
Panel at the session of Sri Lanka. Keynote Presenter Mr. Anura Atapattu, Microfinance

Consultant, Sri Lanka; presenting the country report on Sri
Lanka.

Mr. Dulan De Silva, Rural Development Cnsultant, Sri Mr. R. D. W. Pallegama, Deputy Director, Central Bank of Sri
Lanka; delivering his speech as a discussant. Lanka; addressing as a discussant.
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The Chair, Mr. S. W. Kiriarachchi, President, LMFPA, Sri Discussant Mr. Enamul Hoque, Chief Operating Officer, ASA
Lanka; addressing at the session. International; delivering his speech.
Bhutan
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Panel at the session of Bhutan. Keynote Presenter Mr. Ugyen Tshering, Examining Officer,
Royal Monetary Authority, Bhutan; presenting the country
report on Bhutan.

Chair of the session, Mr. Dasho Daw Tenzin, Governor, Dr. Muhammad Abdul Latif, Director_(Research & KnM),
Royal Monetary Authority, Bhutan; addressing at the InM; delivering his speech as a discussant.
session.
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Ms. Padma Sana Shakya, Vice-Chairperson, MIFAN, and Discussant Mr. Bijay Nath Bhattarai, Former Governor,
Chairperson, Manoshi, Nepal, delivering her speech as a Nepal Rastra Bank; addressing at the session.
discussant.

Lessons Learned, Emerging Challenges & Directions for the Future

‘Panel at the session of ‘Lessons Learned, Emerging Keynote Presenter Dr. Rashid Farugee, Visiting Fellow, InM;
Challenges & Directions for the Future’. presenting the report on ‘Lessons Learned, Emerging
Challenges & Directions for the Future’.

Dr. Quazi Mesbahﬁ.dain Ahmed, MD, PKSF; addressing at
Future’ session in progress. the session.

101



Microfinance in SAARC Countries: Sharing Lessons & Way Forward

-

Ms. Simeen Mahmud, Lead Researcher, BRAC Development Mr. Sanjay Sinha, MD, M-CRIL; addressing at the session as
Institute (BDI); delivering her speech at the session. a discussant.

3 - : | l il ||| l1lfl i
Dr. Puspa Shrestha, Chairman, Women Support Cooperative  (Second from left) Dr. Saeed Ahmed, Head of Microfinance,
Ltd., Nepal; delivering her speech. State Bank of Pakistan; addressing at the session.

(At rih) Dr. Harihar Dev Pant, Executive Chairman,
Nirdhan Utthan Bank Ltd., Nepal; addressing at the session. RMDC; delivering his speech.
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(At right) Dr. Quazi Mesbahuddin Ahmed, MD, PKSF;

receiving the token of appreciation at the session from Dr.
Wahiduddin Mahmud, Chairman, InM.

Closing Session

e |

)

Panel at the closing ceremony of the conference.

Dr. Md. Mosleh Uddin Sad-éque, Interim Executive Director,
InM; delivering his closing remarks at the session.

Ms. Simeen Mahmud, Lead Researcher, BRAC Development
Institute (BDI); receiving the token of appreciation at the
session from Dr. Wahiduddin Mahmud, Chairman, InM.

£ {".!{.5 "Rl
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Guest of Honour Dr. Wahiduddin Mahmud, Chairman, InM
delivering his speech at the closing session of the

conference.

Dr. Amanullah (Mak) Khan, Intl. Team Leader, PROSPER-
PCU, DFID; addressing at the closing session.
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Mr. Shankar Man Shrestha, CEO, RMDC; addressing at the The Chlef Guest of the Closing Session; Dr. Yuba Raj
closing session. Khatiwada
Governor, Nepal Rastra Bank; delivering his speech.

Nove miee

Jeintly

in co-

I

Ny I 2

The Chair of the Closing Session; Mr. Ashoke SJB Rana, (At left) Guest 'of Honour Mr. Dasho Daw Tenzin, Governor,
Chairman, RMDC; addressing at the session. Royal Monetary Authority, Bhutan; receiving the token of
appreciation from Mr. Ashoke SJB Rana, Chairman, RMDC.

Miscellaneous

Drl. Vi/ahiduddin. Mahmud, Chairman, InM and Mr. Ashoke Participants at the conference showing-r-espect to the
SJB Rana, Chairman, RMDC; at the conference. national anthem of Bangladesh.
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, Mohammad Yumus's Message for the
Reglonal Conb
rofinance in SAARC Countries: §

' I_ﬁ'l*

Photographed banner of Nobel Laureate Dr. Muhammad Dr. Wahiduddin Mahmud, Chairman, InM; wearing a
Yunus with his message at the conference. traditional Nepalese cap, (at the middle) Mr. Ashoke SJB

Rana, Chairman, RMDC and (at left) Dr. Yuba Raj Khatiwada,
Governor, Nepal Rastra Bank; also seen on the picture.

R
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Cultural events in progress at the cultural ceremony of the Cultural events in progress at the cultural ceremony of the
conference after the closing session. conference after the closing session.

Pre-Conference Press Meet

Pra-conference Press

Panel at the press conference of the Regional Conference Panel at the pre-conference press meet.
titled ‘Microfinance in SAARC Countries: Sharing Lessons
and Way Forward’.
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Mr. Shankar Man Shrestha, CEO, RMDC; delivering his Participants and media personnel at the press conference.
speech at the press meet.
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