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Abstract
“Micro Finance” or its major part “micro credit” both of which are usually used in place of each other is an important financial service which is aimed at various social upliftments like poverty alleviation, women empowerment and many such activities. Since it’s inception to till date, there has been a major transformation of MFI’s (Micro Finance Institution). From just being a lender of micro credit, to their present status assumes a much higher responsibility that of ensuring sustainable development of the society. The current study focuses on the impact assessment of the microfinance activities and till what extent did these programmes helped these borrowers to become microfinance graduates. The paper also takes in a critical point of view over various developments which are assumed to be of welfare means but if not expanded over larger section of people then it might have no impact on the general society, as is generally claimed by many MFI’s.    

1. INTRODUCTION

“The concept of social inclusion in essence means replacing a welfarist approach to helping the underprivileged with one of investing in them and their communities to bring them into the mainstream market economy. It’s a modern and fresh approach that views everyone as a potential wealth creator and invests in their human capital.”How much the above quote by Julia Gillard, an Australian social activist does hold true in reality is evaluated in this paper. The paper evaluates the implications of the “microfinance revolution” on the poor people across the world.
The major part of the paper is concentrated on various roles which MFI’s today are rendering to the economically poor strata of the economy. The effect of MFI’s are just not restricted to conventional purposes like women empowerment but have greatly served as one of the indirect source towards eradication of various deadly diseases like HIV and malaria. Further looking and analysing many of the MFI’s across the world especially in south-east Asia it has been observed that over a longer duration of time many of them have successfully helped in poverty alleviation in their respective localities.

But then although about 10,000 such organisations are operating around the world there is still a great dearth in meeting the demand for low scale financial services.
Secondly looking at the context of current scenario where some or other part of the world is plagued by natural catastrophes the risk management plays a crucial role in the sustainability drive of MFI’s. Catastrophes like the recent earthquake in Haiti or Hurricane Katrina which hit the state of Louisiana have an important bearing on their long term operational and financial sustainability.

Thus the paper evaluates various aspects from the sides of the client as well as the organisation to bring forth a comprehensive analysis of various impacts of microfinance institutions.

1. HISTORY OF MICROFINANCE

Though the formulation of the word Microfinance is new but the concept has been prevailing from many decades and in many parts of the world. Savings and credit groups that have operated for centuries include the "susus" of Ghana, "chit funds" in India, "tandas" in Mexico, "arisan" in Indonesia, "cheetu" in Sri Lanka, "tontines" in West Africa, and "pasanaku" in Bolivia.2 One of the well known MFI in the last century was Irish Loan fund system. Started by author Jonathan Swift it became a principal lender for small loans with low rates of interest and for short period of time. It became so popular that over a time about 20 % of all households were its clients. In the mid 1900’s many governments and state controlled banks gave loans to farmers or to the needy at very marginal interest so as to promote more of income generating opportunities for these farmers and thus enhance their productivity. But the schemes backfired due to low repayments and below market interest rates. Thus in 1970’s began what is termed as “Microfinance revolution”. A community based funding started where every member of the community pledged of repayment.2These enterprises targeted income generating activities and poor women. It spread rapidly to villages and over a period of time 
MFI’s like Grameen Bank, Basix became pioneer in micro credit lending.
2. FIGHT AGAINST THE HIV/AIDS AND VARIOUS OTHER DISEASES
The last decade saw one of the most rapid spread of deadly diseases like HIV/AIDS. In 2003 2.9 million people died because of HIV and 4.8 million became infested, the greatest number since AIDS was discovered 23 years ago4.This has badly affected under-developed nations of Africa and South-East Asia. This pandemic’s hardest impact has been on the decrease on the life-expectancy. Countries like Botswana for example have a HIV/AIDS prevalence rate of 38.8% and a life expectancy at birth of less than 31 years5. Further the country of Swaziland has a prevalence rate of 26.01% having a HIV containing population of 190,000.6Curable but deadly diseases like dysentery, malaria and tuberculosis have a far greater impact on socio-economic aspect of such countries in which it’s widely spread.  More than a million people die due to dysentery, another global health problem. These curable diseases like tuberculosis are estimated to cost to $12 billion annually to the global community, since those who survive normally lose 3 months of work while recovering from the disease7. 

Discriminate analysis is used to uncover some important insights into vulnerabilities hat may impede clients success. And one of the major vulnerabilities has been prevalence of HIV/AIDS   and deaths relating to it.

MFI’s contribute to this factor in many ways. One of the most important factor during the ailment is the cost. Through enhancing the customer’s earning, they are aiding the family to recover and cope with the disease and its effects in a much more prepared manner. Due to greater cash reserve the benefited customer tend to spend more on their medications and also improve their dietary intake. This leads to faster recovery and also helps the person to join the work force at the earliest, thus reducing daily losses significantly. 

On a social front disease like HIV leave a social footprint on the persons affected. And thus they tend to support the cause or other patients suffering from this8. Based on the micro finance credit many groups have started propagating the use of contraceptives, which itself has shown a steep rise in its demand9. Such awareness campaigns10 and various other innovative methods are need of the time as they prepare the client’s base in a much stronger manner.

One of the commonest approaches which are seen nowadays by such organizations is to integrate education sector to this. As teenagers are most viable to be effected such impartation would help them in a significant manner. Further on part of the company it would reduce  it’s cost of campaigns and other such mediums which have be used to catch the eye of this segment of population.

But an important drawback which many MFI’s are facing is that this micro credit becomes a kind of burden on those who are chronically ill. Due to social pressure of returning the money in the stipulated time and on other side not able to recover significantly so that they can return to work and start earning takes a toll on them. For these people commercial loans are still a viable option.

3. REDUCING CHILD MORTALITY

More than 10 million children are dying annually of curable but deadly diseases like diarrhoea, malaria, etc. Further, malnutrition plays a crucial role such that more than half of the child deaths are due to it. 

According to the WHO, malnutrition is by far the biggest contributor to child mortality, present in half of all cases.11 Underweight births and inter-uterine growth restrictions cause 2.2 million child deaths a year. Poor or non-existent breastfeeding causes another 1.4 million. Other deficiencies, such as lack of vitamin A or zinc, for example, account for 1 million. According to The Lancet, malnutrition in the first two years is irreversible. Malnourished children grow up with worse health and lower educational achievements. Their own children also tend to be smaller. Malnutrition was previously seen as something that exacerbates the problems of diseases such as measles, pneumonia and diarrhoea. But malnutrition actually causes diseases as well, and can be fatal in its own right.11   
With this maternal mortality is also a significant problem in the developing world with more than 500,000 women dying during pregnancy related causes12.

Indicators relating to such health issues are applied as proxies to examine the impact of micro finance and
 MFI’s. Chowdhary and Bhuiya(2004) found that microfinance has a positive impact on the child survival and nutritional status. This seems true as MFI’s are increasing household’s earnings and thus making them more capable of better nutrition and health services. As in the context of the above section studies by Pitt and Khandekar(2006) showed that there has been a significant fall in the fertility due to rise in contraceptive use of customers obtaining credit from Grameen Bank, Bangladesh1
. This has directly reduced the number of deaths due to pregnancy related causes. This effect was not only restricted to females. Even in the males during the same time period the contraceptive use had shown an increase13 

These effects have been very well visible in other continents like South America and Africa. Smith and Jain have shown that rural banking model in Ecuador, which is on lines of the conventional micro-credit model, having a positive impact on the child mortality rates especially due to diseases like diarrhoea14. The above statistics can be well linked with various social welfare programmes. Pantawid Pamilyang Pilipino Program also known as Conditional Cash Transfer is a poverty reduction strategy by the government of Philippines. It provides money to extremely poor households on the following condition that the pregnant women in the family shall get prenatal care, child birth is attended by professional doctors and the women get post natal care thereafter15. Thus such policies promote overall health efficiency and correspondingly reduce the mortality rates.

4. ENSURING SUSTAINABLE DEVELOPMENT
Sustainable development is a pattern of resource use that aims to meet human needs while preserving the environment so that these needs can be met not only in the present, but also for future generations. The term was used by the Brundtland Commission which coined what has become the most often-quoted definition of sustainable-development[16][17]as development that "meets the needs of the present without compromising the ability of future generations to meet their own needs.
Sustainable development ties together concern for the carrying capacity of natural systems with the concerns facing the humanity. The field of sustainable development can be conceptually broken into three constituent parts: environmental sustainability, economic sustainability and socio political sustainability. 

Today global warming is considered as the major environmental problem.18 Reports of Intergovernmental Panel on Climate Change (I.P.C.C.) have stated that the past century has seen a 0.6 degree Celsius rise in the global average temperature and have linked the rise to anthropogenic factors18. But the worse part is that the report stated that the coming century will see a phenomenal rise in the global average temperature of 4.4 degree Celsius.  The effect of global warming is largely seen in the rise of extreme events like earthquake, cyclones or floods. This affects the number of people infected by diseases like malaria. Developing countries like India also face a major problem of crop loss which forms a considerable share in its GDP and employs 60% of its workforce19.   

Mitigation of these climate responses needs considerable investment in terms of capital and research for development of renewable technologies. MFI play a considerable role to achieve this many ways. By providing credit they enable their customers to buy or shift to alternative technology thus reducing the carbon emissions. In a 2003 survey of over 100 MFI’s from various countries of the world, 21 said they provide credits for solar home systems and another 19 said they are considering starting such credits soon20.  One such MFI’s from Bangladesh named Grameen-Shakti, a rural energy service initiative has collaborated with Grammen Bank to install more than 23,000 solar home systems21. Such initiatives are gaining momentum in developing countries which itself is becoming an action based environmental awareness campaign. But no firm data is available to affirm this impact. 

To deal with the above issues economists have devised 3 assumptions which are 3 forms of capital. Social capital, natural capital and economic capital.22

In fact all the 3 types of capital are complementary to each other. For to sustain or even to build up social and natural capital an economy would require a good resrve of economic capital and same for the other two.  
MFI’s are not only constrained for build of environmental capital but are also equally active in build up of social capital. MFI’s have stated giving loans for hygiene and sanitation purposes. In continents like Africa and some parts of South America the credit obtained from these MFI’s have helped them to invest in rain water collection systems which has reduced their dependence on the private suppliers . Further they have also increased their water supply by forming community associations23. Thus overall there is a positive impact on the social strata of the economy. But the effect and its spread is slow which hampers the overall 
human development index as a change in the life of few lakh  people is insignificant to the overall population of 1 billion.     
5. EMPOWERING WOMEN

Women have been vulnerable section of society and consist of sizeable segment of poverty struck population. The major reasons which can be attributed to the failure of their up gradation24 are gender specific barriers to education, health services, etc. Since women empowerment is a key to socio-economic development   many government across nations are framing schemes towards overall development of this gender.

A look at the website of Ministry of Rural Development, Government of India shows that in the past decade considerable portion of the total schemes have been devoted to women. Like for example schemes like Indira Awas Yojana (IAJ), National scheme assistance programme (NSAP), Development of Women and children in rural areas (DWCRA) and many such schemes are the flagship programmes of ministry promoting women component. Funds are earmarked as “Women’s component”, which ensures that funds flow for that purpose25.   

But these schemes are not well executed in all areas and thus do not always reach to masses. Studies have shown trends that in developing countries there is still a tendency of under representation of women in labour market and even in political system of the countries26.  

It’s this plight of women and women having a higher repayment rate which makes them favourable customers for MFI’s27.  Secondly their investment on the household and on their children is more than on themselves28. This leads to overall growth of the family as children are able to access primary services like education and medicinal facilities.  There have been positive changes in the perceptions of women’s productive role, as well as changes at the individual level. In conservative societies like Sudan and Bangladesh where women’s role has been very restrictive and where women had very low level of interaction with other members of society there have been considerable changes. After joining Grammen Bank only 21% of their female clients considered themselves as unemployed while it was 50% before joining. Women empowerment has also resulted into more activeness of women in politics. In 2003 elections in Bangladesh Grameen Bank members constituted 24% of the seats reserved for women29. 

It is likely that changes at the individual, household and community levels are interlinked and women who gain respect in the society become a role model for others to follow. Further those women who would have achieved would also try to promote other women through philanthropy or other such means. This leads to a change in the menta
lity of the society and male willingness to accept change.  

The impact of the microfinance has not only been to credit transactions but also to be an equal part of the economy and contribute to it through entrepreneurship ventures and owning assets. It was found that in Nepal over 67% of the female clients experienced an increase in their say in family decisions like buying of houses, selling of shares and children’s education30. The primary reason being that the savings provide these women means of building up2
 an asset base. This is considerable in case of self employed women or women entrepreneurs31. Women themselves often value this opportunity to be seen as making greater contribution to the house hold well being giving them greater confidence and sense of self-worth.   

 The positive indicators as mentioned above come well with the challenges it faces. There has not been any such evidence which suggests that rise in the income of the women necessarily benefits the women. Their perceptions of individuality are not always converted into self benefits. Worryingly a trend which is seen in developing nations is that men might be withdrawing more money for their own luxury expenditure which may be unnecessary in the context of the family situation31. Due to ego clashes of women earning a greater proportion to men it might also lead to internal tension within a family. In 2008 at the Skoll World Economic Forum on social entrepreneurship one of the debate was that if the micro credit have been disempowering or not. Those who argued for it had kept credit, and pressure of repayment as the major points of their argument.  Pressure to save money may mean women forgoing their own necessary consumption. As in this form of credit it is not an individual based responsibility but a community based one the debt might lead to abandonment from other women.  

6. POVERTY ALLEVIATION

Poverty refers to the condition of not having the means to afford basic human needs such as clean water, nutrition, health care, clothing and shelter.[32][33]
Before the industrial revolution, poverty had mostly been the norm.34 Poverty reduction has historically been a result of economic growth as increased levels of production, such as modern industrial technology, made more wealth available for those who were otherwise too poor to afford them.35
The dawn of industrial revolution led to high economic growth, eliminating mass poverty in what is now considered the developed world.36 World GDP per person quintupled during the 20th century.37 In 1820, 75% of humanity lived on less than a dollar a day, while in 2001, only about 20% did.36 

Today, continued economic development is constrained by the lack of economic freedoms. Economic liberalization requires extending property rights to the poor, especially to land.38 Financial services, notably savings, can be made accessible to the poor through technology, such as mobile banking.[39][40] Inefficient institutions, corruption and political instability can also discourage investment. Aid and government support in health, education and infrastructure helps growth by increasing human and physical capital.
However, poverty alleviation also involves improving the living conditions of people who are already poor. Aid, particularly in medical and scientific areas, is essential in providing better lives, such as the green revolution and the eradication of smallpox.39 However, problems with today's development aid include the high proportion of tied aid, which mandates receiving nations to buy products, often more expensive, originating only from donor countries.41 It is this apathy towards the impoverished strata by the elite of the world which has led to death of over 8 million people because they are simply too poor to buy food or to stay alive. More than 800 Million people go hungry every day. 


One of the most popular tools for poverty alleviation and overall economic growth is the emergence of micro loans. Pioneered by Grammen Bank in 1976, the concept of micro loans is to loan comparatively less amount of money to the farmers or needy villagers so that they can direct this money into such investments which can fetch them immediate economic or social reward. Like for example a hand pump costing around $40 could have a very large impact on the on the life of these villagers. And secondly the loaned amount is shared by villagers or the community as the it is benefiting all40.Another specific example is the Thai government's People's Bank which is making loans of $100 to $300 to help farmers buy equipment or seeds, help street vendors acquire an inventory to sell, or help others set up small shops. Apart from social benefits many studies have shown that micro finance has had positive economic influence on its clients. Cloud and Panjaitan have found that average income of a sample of borrowers of Bank of Rakhayat Indonesia(BRI) has increased by 112 percent and 90 percent of families have crossed poverty line41. Only 9.9 percent of those surveyed responded that their income has not increased. A similar trend has been figured in Bangladesh where 51.09 percent of Grameen Bank clients have crossed the poverty line since they took their first loan42. This finding can be assessed by “Fighting poverty by micro credit” by Khandekar. It showed that for every dollar borrowed by a Grameen Bank client, household consumption increased by $0.18. With that he also concluded that 5 percent of their clients move out of poverty every year.  Most significant impact has been in Zambia. A study conducted by Barnes have shown that micro finance consumption has had a positive impact on the consumption of eat, fish and chicken43.  And also that 50 percent of the clients of Zambuko trust have crossed poverty line44.
Study by A.S.M. Azad showed the methods by which the MFI’s in Bangladesh helped in poverty alleviation. For example BRAC which is operating since 1974 has always promoted channelling of micro loans into income generating activities. Typical micro finance activities include micro credit/savings, death benefit, petty trading/micro enterprising, rickshaw pulling. Regular borrowing and payments allow the borrower to take larger loans. It has been implementing a new programme focusing on below poverty line families. It includes inputs such as asset transfer, social empowerment, training and essential health care. 

What we an conclude from this is that MFI’s all across the world gave the poor much needed access to the funds by making social capital a substitute for traditional capital. This approach has helped the poor to build their own thriving network of relations that served as the foundation to build village economies. MFI’s have empowered the poor to realize the functioning of their enterprises without hindrances.  

7. MICROFINANCE AND DISASTER MANAGEMENT

Disaster risk has a “mass” effect which has the capacity to not to effect a single household but many of them and that also not in a single area but in many areas together. Most of the catastrophes that form part of disaster risk take place in a sudden manner like earthquakes or floods. And such natural hazards are interrelated which brings with them “after effects”. Like a hurricane can bring strong winds accompanied with heavy showers with it.

Microfinance institutions (MFI’s) face many risks that can have serious impact on their long-term operational and financial sustainability. Some of the most serious risks are linked to the external environment in which these institutions operate, and include natural disasters, economic crisis and war45.

Most of the clients of MFI’s are either poor or near poor. For this segment of society, the risk bearing capacity and even the incidence to such disasters is high. Having finical constraints they are not able to displace themselves to less disaster prone areas. Nor due to limited income are the able to invest high risk/high return activities. The most visible of the effects of the disaster on the MFI’s is just not only in the reduction of repaying the loans and fall in the income levels of their clients but also in their service delivery capacity and service portfolio. On the other hand, the effectiveness of MFI’s in helping clients manage disaster risk is limited by the nature of this type of risk. Disaster risk is collective in its origin and remains mainly a ‘public,’ shared risk that makes finding individual, and often community solutions, difficult 46  Major limitations which occurs lies in the fact that looking at the magnitude of destruction and overwhelming loss in terms of economical, physical and social, these losses cannot be reverted by microfinance facilities alone
. 

One of the greatest risks which MFI’s face is the liquidity crunch after the disaster
. Debt repayment and loan reimbursements accompanied by fall in cash inflow leads to imbalance of cash inflow-outflow cycle47 (Nagarajan and Brown, 2000). Cash inflow is beyond any MFI’s control. But the cash outflows depend upon its policies and are well within its reach. Reduction of outflows beyond a certain limit in such situation of crisis leads to fall in the brand value of the company. Secondly in order to enable their clients to repay their standing amount they need to make their clients avail more of their services.  

Catastrophes are often followed by inflation in the domestic economy. As inflation rises, the interest rates on loans may not be adequate to offset its effects, at a moment when MFI’s will find it difficult to adjust lending rates. Due to this effect profit margins of the MFI’s get considerably reduced. One of the alternative options which MFI’s look for is assistance from government. In order to cover their expenses they are subsidized by their respective governments4
 (Churchill and Coster, 2001). This helps them to maintain their profits but with that they also lose their independency.   

8. THE FALL OF DONOR DRIVEN INSTITUTIONS

The year 1970’s marked a transition point in the rise of Microfinance institutions to mobilize the funds of the rural markets which formed the majority of the social strata of the developing economies in which these MFI’s were formulated. Bank Dagan Bali was established in 1970 to serve low income people in Indonesia without an form of collateral and is now well known as “earliest bank to institute of microfinance”.49 

But one of the most famous MFI’s of the modern times originated in mid 1970’s when the Grameen Bank a microfinance organization and community development bank started in Bangladesh that made small loans to the impoverished without requiring collateral. Its founder Professor Muhammad Yunus was inspired during the terrible Bangladesh famine of 1974 to make a small loan of $27.00 to a group of 42 families so that they could create small items for sale without the burdens of predatory lending.50 Yunus believed that making such loans available to a wide population would have a positive impact on the rampant rural poverty in Bangladesh. 

The bank began as a research project by Yunus and the Rural Economics Project at Bangladesh's University of Chittagong to test his method for providing credit and banking services to the rural poor.  The Bank was immensely successful and the project, with support from the central Bangladesh Bank, was introduced in 1979 to the Tangail District (to the north of the capital, Dhaka).51    
The Bank today continues to expand across the nation and still provides small loans to the rural poor. By 2006, Grameen Bank branches numbered over 2,100.52 Its success has inspired similar projects in more than 40 countries around the world and has made World Bank to take an initiative to finance Grameen-type schemes.53
 
10. CONCLUSION
An important conclusion that emerges from this paper is that micro finance can contribute to solving the problems of inadequate housing and urban services as part of their programmes. The challenge lies in the level of flexibility in the credit instrument that could make it match multiple credit requirements of the low income borrower without imposing unbearably high cost of monitoring its end use upon the lenders.  

In terms of suppliers side
 there has not been enough supply of the microfinance services because of the view point of many conventional banking institutions and investors that such financial offerings cannot be a profitable venture. But this paper brings forth a different view.  It is true that MFI’s have a relatively longer break even period due to higher transaction costs but the interest rate which they levy upon the lenders allow them to recover their costs. For example a Mexican MFI Copartamos charges an interest rate over 100% to more than 160,000 of its customers and thus keeps its PAR as low as 1.52 

While analysing this on a long term basis we see that the MFI’S are financially scalable and feasible and still are able to leave their social footprint over range of areas ranging from education to women empowerment.  

This fact cannot be ignored by the capital markets and what we foresee is the gradual shift towards this sector by the current financial giants, for if a MFI is generating higher return on investment than Citibank then this transition seems inevitable.53 But the future course of action needs not only MFI’s, banking upon the support of the financial institutions but also trying to obtain funds from agencies like International Monetary Fund (I.M.F) and World Bank to bolster their drive towards sustainable development.   
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