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Abstract :Microfinance is being practiced as a tool to attack poverty the world over. The term “Microfinance”
can be defined as “provision of thrift, credit and other financial services and products of very small amounts to
the poor in rural, semi- urban or urban areas, for enabling them to raise their income levels and improve living
standards”. The aim of the paper is to understand whether the institutions are serving their purpose of
existence or are these rather becoming profit-making centers. This paper conducts a comparative study between
India and Bangladesh, in terms of loan lent by institutes to the customers, clientele, financial sustainability of
MFI’s Institutions, in order to understand how MFI’s in India are performing as against those MFI’s in
Bangladesh as it is considered to be the originator of Microfinance. The paper discovers that no doubt Indian
MFI’s are more profitable and operating more efficient than those in Bangladesh.
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l. Evolution of Micro finance

Microfinance as an industry evolved in all the third world countries almost at the same time span. The
world over, it was getting widely recognized that improving income levels of low-income community is
essential to improve their well-being — besides the state sponsored welfare programmers. During the 1970s and
1980s, the microenterprise movement led to the emergence of Non- Governmental Organizations (NGOs) that
provided small loans for the poor. In 1990s, across the world, a number of these institutions transformed
themselves into formal financial institutions in order to access and on-lend funds, thus enhancing their outreach.
One of the significant events that helped it gain prominence in the 1970s was through the efforts of Mohammad
Yunus, a microfinance pioneer and founder of the Grameena Bank of Bangladesh. In 2006, Prof. Yunus was
awarded Nobel Peace prize “for his efforts to create economic and social development from below.” In India,
many formal financial institutional structures were experimented with — Regional Rural Banks (RRBs), District
Central Credit Cooperative Banks (DCCBs), Local Area Banks (LABS), Self-Help Group (SHG) Bank linkage
program. All these received mixed success and paralelly, the civil society organizations started feeling the need
to offer financial services to the poor. Credit was getting increasingly recognized as an essential tool to break the
vicious cycle of poverty. Gradually, Microfinance Institutions emerged in 1990s and 2000s. MFIs today differ in
size and reach; some serve a few thousand clients in their immediate geographical area, while others serve
hundreds of thousands, even millions, in a large geographical region, through numerous branches.

Microfinance In India

Microfinance sector has grown rapidly over the past few decades. Nobel Laureate Muhammad Yunus
is credited with laying the foundation of the modern MFIs with establishment of Grameen Bank, Bangladesh in
1976. Today it has evolved into a vibrant industry exhibiting a variety of business models. Microfinance
Institutions (MFIs) in India exist as NGOs (registered as societies or trusts), Section 25 companies and Non-
Banking Financial Companies (NBFCs). Commercial Banks, Regional Rural Banks (RRBs), cooperative
societies and other large lenders have played an important role in providing refinance facility to MFIs. Banks
have also leveraged the Self-Help Group (SHGs) channel to provide direct credit to group borrowers.

With financial inclusion emerging as a major policy objective in the country, Microfinance has
occupied centre stage as a promising conduit for extending financial services to unbanked sections of
population. At the same time, practices followed by certain lenders have subjected the sector to greater scrutiny
and need for stricter regulation.
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1. Microfinance In Bangladesh

Bangladesh has been known as the birthplace of microfinance, and competition has markedly increased
during the last decade. Since its inception, microfinance has evolved as an economic development approach to
benefit low-income people in rural and urban areas. Bangladesh has one of the longest histories with
microfinance. Since various pilot programs and experiments were conducted by Grameen Bank and BRAC,
microfinance has undergone continuous improvement in the country.

Now, Bangladesh boasts a large number of well-known microfinance institutions (MFIs) including
Grameen Bank, BRAC, and the Association of Social Advancement (ASA). Simultaneously, many smaller
MFIs have started operations throughout Bangladesh. As of December 2008, 402 MFIs possess a license from
the Microcredit Regulatory Authority (MRA) and 4,236 MFIs have applied for a license.i

As the microfinance market has matured in recent years, competition has increased among major MFIs.
Against this backdrop of intense competition, overlapping loan problems among major MFIs and borrowers has
emerged as a problem in Bangladesh. While poor people have more choices from which MFIs to borrow money;,
the number of people who use multiple loans from various MFIs has been increasing. As a result, there are ever
more heavily indebted people in Bangladesh, and this is beginning to pose a threat to MFIs and the microfinance
industry. Considering how many MFIs operate in Bangladesh, the microfinance market seems to have become
saturated.

The object of this study is to analyze the overlapping loan problems based on previous research and
interviews the author conducted with ASA borrowers and ASA field staff in Rajshahi and Comilla, Bangladesh
in 2009. It will then describe issues caused by those overlapping loan problems. In conclusion, it will
recommend measures that the whole microfinance industry in Bangladesh should take to prevent this problem
from worsening.

Microfinance is entering into a new and more dynamic phase. The launching of initial public offerings
(IPOs), innovations in mobile microfinance services, remittance through microfinance institutions using latest
communications technology are the new dimension of microfinance that bring finance - and hope - to the
world's least developed countries. Microfinance is rapidly shifting from a niche product to a globally recognized
form of finance and becoming more sophisticated and diverse. Bangladesh microfinance sector is mature now
and its assets constitute around 3 percent of GDP in 2010. There are four main types of institutions involved in
microfinance activities in
Bangladesh:

a) Grameen Bank

b) NGO-MFIs that have received licenses from MRA

c) Commercial and specialized banks

d) Government sponsored microfinance programs (e.g. Through BRDB, cooperative societies and programs
under different ministries).

Total outstanding loan of this sector was around Tk. 210 billion (USD 3.2 billion) in December 2010

disbursed among 30 million poor people and savings worth Tk. 160 billion (USD 2.3 billion) which helped them
to be self-employed and accelerated overall economic development process of the country.
Microcredit Regulatory Authority (MRA) has been established by the Government of the Peoples' Republic of
Bangladesh under the "Microcredit Regulatory Authority Act -2006" to promote and foster sustainable
development of microfinance sector through creating an enabling environment for NGO-MFIs in Bangladesh.
As the statutory body MRA monitors and supervises microfinance operations of NGO-MFIs. License from the
Authority is mandatory to carry out microfinance operations in Bangladesh. MRA publishes statistical
information of microfinance sector on a regular basis. The NGO-MFIs provide operational information on a
prescribed format twice a year and financial information annually. This publication is based on information
provided for the fiscal Year 2010 by 482 NGO-MFls.
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1. Micro Finance In Bangladesh
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(A) Gross Loan Portfolio
Gross loan portfolio means the total amount of money lent by institutes to the customers
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(Source:Mixmarket.org)

Above graphs (Figure.l)clearly depicts that the loan portfolio of Indian MFIs is increasing tremendously year on
year as compared to Bangladeshi MFIs. Leaders of MFIs in India has shown a high growth in respect of gross
loan portfolio as SKS loan portfolio has grown by more than 900 times in just four year, Spandana loan
portfolio rose to around Rs. 800 million from Rs. 100 million from 2006-10, similarly Share“s loan portfolio has
quadrupled from 100 to around 400 million in these year.

On the other hand, Bangladesh MFIs leader's loan portfolio is also increasing but the rate of growth is
not as such of Indian MFIs. Coming on to the comparison of overall MFIs industry in both the countries, result
were similar to that of top institutes in both the countries .
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FIGURE-2
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From the above graph(Figure.2) it is evident that the loan portfolio is growing tremendously in India, which has
risen to 9.18 times (around 918%) in 2010 from 2006. Whereas in Bangladesh it has just decline from
73.66%(2006) to 63.35% in 2010 around 10.31% has decline .This might be because of the fact that Serious
charges emerged about microfinance borrowers taking on multiple loans and too much debt, coercive collection
practices by microfinance staff, and even suicides among borrowers who were unable to meet their payments
Moreover the population of India is around 8 times larger than that of bangladesh, therefore the absolute value
of loan portfolio has to be higher in India. And the data of last five years is showing that the microfinance
activities are penetarating at a good speed in India. (As per CIA, World Factbook India’s polpulation (July
2011) : 1,189 million; Bangladesh : 158 million).
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These graph (Figure.3) reflect that the number of active clients of Bangladesh MFIs is much higher than that of
Indian MFIs. Bangladeshi MFIs are showing minuscule addition of clients, This might be because of the fact
that the concept of microfinance is older in Bangladesh, therefore these institutes may have already reached a
mature stage.whereas clientele of Indian MFIs are increasing at a very high speed. Because of such a high rate
of growth of Indian MFIs clientele, the gross loan portfolio is growing tremendously.
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Average Industry figures are also showing same result that the Bangladesh MFlIs are not showing any significant
growth in client’s number whereas the clientele of Indian MFIs are increasing robustly. Apart from this, average
loan per borrower/ client 1 has also increased in India from Rs. 106 in 2006 to Rs. 165 in 2010. Similarly in
Bangladesh it has increased from Rs. 72 to Rs. 126 in 2010. Therefore if the Indian MFIs are penetrating more
and more (increasing clientele) obviously the loan portfolio will grow tremendously.

(B) Cost Of Borrower

Cost per borrower ratio is very important as it helps to analyse the efficiency of MFIs by determining
the average cost of maintaining an active client. Graph below (figure-5) shows the Cost per borrower ratio of
MFlIs in India and Bangladesh. It is clear that the cost per borrower of institutes in India is increasing, while it
has shown downturn in 2010 in SKS ,SHARE and BANDHAN.
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On the hand, although the cost per borrower of MFIs in Bangladesh is showing similar trend but still it is less
than Indian MFIs as (Figure .6) below. Whereas on comparing the performance of the overall MFIs industry, it
is observed that the cost of borrower’s of MFIs in India is much higher than that of MFIs in Bangladesh.

FIGURE-6
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(C) Financial Stability
Upon analysis of the financial ratios of the performance of Indian MFIs with their Bangladeshi counterparts, the
comparative scenario upon their working and performance can be woven into following facts and (figure-7).
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Comparative analysis of Return on Asset (ROA) of top MFIs in India and those in Bangladesh reflects that
Indian MFIs are outperforming on the basis of return earned on assets, implying that Indian MFIs are using their
assets much efficiently and thus generating higher returns as compared to Bangladesh.
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Industry Average For Roa India And Bangladesh
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Industry comparison shows that Indian MFIs are showing steady growth in ROA, thus they are making every
possible effort to effectively use their assets. While Bangladesh MFIs are undergoing declining ROA although it
has increased in 2010 but still it is much lower when compared to Indian MFIs as depicted in figure.8

(D) Yield On Gross Portfolio

The yield on Portfolio ratio helps to determine the cost/income on the fund raised/distributed. In the
context of MFI it is calculated by dividing cash received from interest, fee and commission on the loan by gross
loan portfolio. Thus it gives the interest rate at which MFIs is lending loans to people. When comparing this
ratio between Indian and Bangladeshi top MFlIs, it is observed that although this ratio is increasing of Indian
MFIs year on year whereas Bangladesh MFIs are maintaining yield on portfolio somewhat similar since the four
years with a slight decrease(Figure.9).
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Similarly, upon the comparison of the average yield on a gross portfolio for all the MFIs in India and
Bangladesh, it is found that yield is much higher in India, reflecting that the Indian MFIs are charging a much
higher rate for loans. In 2006, Yield on a gross portfolio of Indian MFIs was lower than that of Bangladesh
MFIs but from then yield on loans provided by Indian MFIs has accelerated and has gone from 16.90% in 2006
to around 25.25% in 2009. Thus the interest charged by Indian MFIs has been increased by 8.35% in just five
years. Whereas, Bangladesh MFIs is maintained somewhat similar rates on their loan granted. Apart from these
as discussed above ROA of Indian MFIs are increasing y-o-y thus it is clear that Indian MFIs are inclined
toward profit motive therefore they are increasing their return by making their operations more efficient and
charging higher interest rate on the loans given to the poor people as in (Figure .10).

FIGURE-10
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This is a very significant finding which demonstrates that the microfinance industry in India is surely not a ,,sub-
prime®, thus dispelling the apprehension caused by the statement made by Mr. Reddy.

(E) Return On Equity
Return on equity is another very significant ratio which helps to calculate the rate of return on average
equity for a particular time period. In context of microfinance institutes ROE ratio is generally used as a proxy
for commercial viability.
FIGURE-11
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While comparing the ROE of overall microfinance industry of India and Bangladesh, it is observed that the
ROE of Indian MFlIs is steadily increasing year on year, whereas the ROE of Bangladesh MFIs is decreasing
gradually. This substantiates that the MFIs in India are earning higher return on equity and therefore reflecting
that they are more inclined towards the commercial motive. On the other hand, Bangladesh MFls seems to be
working for social motive.

v. Conclusion
In a country like India, microfinance institutions (MFIs) play a very prominent role in the development
of the overall economy. In India microfinance institutions (MFIs) established with the objective of empowering
the people to fight against the poverty, building supportive relationships and outreach program to neglected areas.
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But the above analysis has shown that this microfinance institution in India is shifting social institutions to more
of profitable venture i.e. Indian MFIs are not as much concentration on the objective of social nature of helping
poor in fighting against the poverty but they have become commercialized and focusing on the profit.While
saying this, we do not mean that only a lower ROA or ROE essential focus on the social aspects and not the profit
aspect of it, but we surely can note that MFIs of India is gradually earning good returns as to maintain a
sustainable business model
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