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Foreword

Microfinance industry has been recognised worldwide by all stakeholder, populations
decision makers, Donors and Development partners as one of the most effective tool for
poverty alleviation. It is also recognised that economic activities of MFIs clients and
members contribute significantly in the local and national economies. Microfinance with its
participatory approach, encourage the poor take their own destiny in hand.  

The involvement of very poor people traditionally marginalised by traditional financial
systems, and the development of countries in the South, is at the origin of INAFI’s
intervention in the sector.

INAFI members decide to put together their forces, experiences, know how to bring at
the global arena the point of view of the South, mainly a practitioner approach of the
development through microfinance.

INAFI members are committed to bring an Alternative vision of Microfinance, based on a
global perspective linking micro credit to all relevant issues of human development, access
to financial resources by anybody.

INAFI GLOBAL VISION :

Is a World where the poor are empowered and ensured sustainable livelihood with dignity.

ITS MISSION:

Is to propose alternative finance that is pro poor, holistic, and sustainable.

ITS OBJECTIVES ARE :

•    Advocate for reorienting microfinance and development initiatives to focus on poverty
alleviation and ensure social impact by organizing practitioner institutions into a
network;

•    Expand outreach to reach the poorest and ensure social impact by building the
capacity of practitioner institutions;

•    Influence policy advocacy by enhancing the credibility of practitioner members;
•    Build knowledge through research to enhance capacity within the sector, individual

institutions, encourage product innovation and support policy advocacy initiatives.

Dakar, Septembre 2003 Soukeyna Ndiaye BA
Executive
Director
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Executive Summary

Background on INAFI

In 1995, 25 microfinance practitioners from three continents established the
International Network of Alternative Financial Institutions (INAFI) in Peru with
the following objectives. The first was to come together as a network of micro-
finance institutions that would develop alternative strategies combining micro-
finance with other relevant development interventions in order to eradicate
poverty by focusing on the poorest and most disadvantaged segments of the
population. The second objective was to enhance the capacity of the microfi-
nance sector, particularly the institutional capacity of network members to
enable outreach to a larger number of the world’s poor and enabling them to
move out of poverty by providing access to a range of services, including
financial and non-financial services. A third objective was to promote mecha-
nisms and processes that would bring about greater transparency among
practitioner institutions and ensure accountability of development institutions
to various stakeholders, including clients, investors and the public. Finally, the
INAFI network was committed to the objectives of reviewing past develop-
ment strategies towards poverty alleviation, including the interventions of the
microfinance sector, and influencing policies and practices to reorient devel-
opment interventions towards a greater focus on the poorest. 

The INAFI network was not committed to a particular institutional approach or
microfinance model. The network represented a range of institutional
approaches that promotes development and poverty alleviation through dif-
ferent microfinance methodologies, ranging from focused microfinance serv-
ice delivery to the provision of multiple services through different windows,
and integrated service delivery. Although microfinance was an essential com-
ponent of the particular development strategy adopted by individual member
organisations, these institutions were also concerned with the broader
aspects of social and human development. 

The INAFI network is comprised of practitioner institutions that have devel-
oped both experience and expertise in the provision of financial services, for
the purpose of development and poverty alleviation of their target client
group. The INAFI network target client group consists of the poor and the dis-
advantaged, particularly poor women and other vulnerable and disadvan-
taged groups. The INAFI network has expanded to bring together more than
100 member organisations from four continents that provide financial servic-
es to well over nine million borrowers and 12 million savers and have a com-
bined portfolio of over US$645 million in credit and US$293 million in savings.
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Chapter 1

Introduction  to INAFI  Network

Marie Jo A. Cortijo 

By 1995, the year INAFI was founded, microfinance was well-established
both as an idea and as practice within the development discourse. The first
Micro-Credit Summit, held in 1997, ensured a major promotion of microcred-
it as a powerful entry point and tool in the fight against poverty, by influencing
governments, international aid agencies, and practitioners. This led to a rapid
expansion of the industry as well as a host of support institutions - from spe-
cialised donor agencies and investment organisations, to independent rating
and coordination agencies. It is the voice of these support institutions that has
become dominant in the microfinance discourse, and INAFI believes practi-
tioners should reclaim their leadership role and be able to reflect on their
experiences, successes and failures, to set an agenda for the future.

INAFI brings together more than one hundred organisations, some of which
have become established leaders in the fields of microfinance and develop-
ment. It is by far the largest microfinance network the world in terms of num-
ber of clients served and portfolio size. It is also the first Southern global net-
work and as such, has an essential role as the voice of the South. It is a net-
work led by practitioners, of practitioners, for practitioners. These character-
istics make it an ideal platform for exchange between microfinance institu-
tions (MFIs) and discussion, which can lead to changes in the ‘official’ dis-
course to one more adapted to realities faced on the ground. 

The aim of this publication is to illustrate the diversity embodied in this net-
work. There is of course a common philosophy behind the mission of all mem-
ber organisations: working towards poverty alleviation. Yet this mission is
achieved in a host of ways, which translate into differences at many levels. To
demonstrate this diversity, this publication compiles a series of short papers
and inserts which tackle very different themes of poverty reduction employing
the tool of microfinance. 
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We begin with Getaneh Gobezie’s article on ACSI which works with a client
base located in the very remote and sparsely populated Amhara region of
Ethiopia, where infrastructure is very underdeveloped. This translates into
high costs which get reflected in the interest rates charged to these people by
MFIs, often very poor people in need of very small loans thus increasing
transaction costs. Gobezie discusses why it is important that the cost of bor-
rowing reflect the real cost borne by the organisations while also emphasis-
ing the importance of reaching out to the most remote and poorest popula-
tions. This case study tackles an important issue at a time when the dominant
discourse favours financial self-sufficiency, sometimes at the cost of depth of
outreach, and when the interest rates charged by MFIs are often criticised
and attempts are made to regulate them. INAFI’s philosophy is that self-suffi-
ciency should never become more important than depth of poverty outreach
if the ultimate goal is to alleviate poverty of those who suffer it in its most
severe forms. 

Too much of a focus on financial self-sufficiency and sustainability thwarts
more experimental approaches that lead to products both more adapted to
clients’ needs, or altogether more innovative. Shakila Wijwardena and Indrani
Hettiarachchy’s article shows how in Sri Lanka, SEEDS, in its pioneering of
solar energy, has had to learn from its errors and problems before being able
to come up with a successful scheme. Only an organisation willing to put on
hold its immediate financial objectives could attempt such an innovative
design. Different contexts, aims, strategies and regulatory frameworks have
meant the adoption of different institutional structures. INAFI welcomes the
membership of all types of organisations: while the majority of the MFIs pres-
ent in the network are NGOs, commercial institutions are welcome to join pro-
vided they are catering for the poor. SEEDS in Sri Lanka is for instance, reg-
istered as a company limited by guarantee in 1998 while NRBSL in the
Philippines is a bank. These different institutional structures have often
emerged in response to the pressures of existing, changing or non-existing
regulatory frameworks. DHAN Foundation in India (see article) is a profes-
sional development organization that aims to train highly qualified profession-
als that will help nurture and develop innovations for poverty reduction. The
mission of this organisation is to facilitate innovation rather than to provide
services directly to people. Thus, its microcredit activities are channelled
through village-based Self Help Groups – Kalanjiams. These act as the inter-
mediary between women and savings and credit transactions. 



15

INAFI members do not just vary in their institutional structure but also in the
way they are building linkages with the private sector. ANED in Bolivia (see
article) is an excellent example of this: as it found small loans ill-equipped to
finance agricultural equipment, it undertook to experiment with a different
lending mechanism: micro leasing. This involves a close collaboration with
the private sector, which provides the equipment. The Kalanjiams of DHAN
Foundation also work closely with commercial banks, which are involved as
onlookers while the social mobilisation to form the groups is taking place and
gradually start lending directly to these groups. 

These structures also vary with the scale of outreach of each institution. While
aspiring to an ever-increasing scale is the solution to attracting more funds
advocated in mainstream circles, INAFI welcomes small organisations as it
sees in them the opportunity of alternative types of work. A smaller scale can
mean a higher propensity to be experimental in the approach to microfinance.
Besides, there are issues which are more difficult to deal with, at least to
begin with, on a massive scale. Dealing with the rehabilitation of trafficked
women into their communities though microcredit like UDDIPAN in
Bangladesh does (see Md. Emranul Huq Chowdhury’s piece) is almost cer-
tainly better dealt with at a smaller scale. 

UDDIPAN not only works to rehabilitate victims of human trafficking, but it
goes further in trying to tackle the problem associated with migration.
Trafficking is often the result of unsafe migration. Thus this organisation tries
to promote safe migration mainly through information but it also aims to pre-
vent people from choosing unsafe migration as a desperate measure to
escape poverty by giving credit towards income generating activities. The
New Rural Bank of San Leonardo (NRBSL) in the Philippines has also taken
on stride the fact that migration is a frequent livelihood strategy for poor
households, but the difference in the work it does around it compared to that
of UDDIPAN says a lot about the diversity of INAFI’s member organisations
(see box on NRBSL). Like the Bangladeshi economy, the Philippine economy
is heavily reliant on migrants’ remittances. NRBSL sees migration as a source
of remittances which can be used as investment in enterprise development to
boost the local economy. Products have thus been developed to cater to the
needs of families of migrants making use of the remittances they receive, as
well as to migrant returnees. 
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The organizations and work described so far give a good flavor of the diver-
sity of their client base and hence the strategies they have adopted to reach
the goal of poverty alleviation. While ACSI deals with very poor and vulnera-
ble individuals living in very remote areas of sparsely populated rural Ethiopia,
SEEDS does not focus only on the poor but believes in working with entire
communities to avoid further marginalizing the poor. While the basic need for
energy of relatively better-off households is being addressed through the pro-
vision of solar energy systems, SEEDS believes in a spillover effect to the
poorest. This has indeed been the case: the impact on the lives of people
where this scheme has taken place has been tremendous. New enterprise
opportunities have been created, shops are kept opened for longer hours
thanks to solar light, and it has also helped develop the manufacturing sector.
All this has had a positive effect on job creation. Security for people living in
remote areas has also improved dramatically and children are able to study
longer hours. 

SEEDS’ financing of solar systems is a good example of how a microfinance
organization is going well beyond the sole provision of financial services to
reach the goal of poverty alleviation. This stems from a broader understand-
ing of the meaning of what constitutes poverty, which goes beyond the lack of
income. Another good example is TMSS in Bangladesh (see box) which is
tackling different aspects of poverty and vulnerability with its aforestation pro-
gramme: by facilitating nursery development, social forestry and homestead
plantation through financial support and training, this organization creates
employment and contributes to the reforestation of Bangladesh, thereby help-
ing to fight the ever-increasing floods triggered by erosion affecting the most
vulnerable. DHAN’s Tank Regeneration Programme also serves to tackle sev-
eral facets of poverty in a number of ways: irrigation enables farmers –many
of whom were earlier forced to migrate for lack of water- to cultivate their
lands for a living; the availability of water for household use means more chil-
dren are being sent to school instead of being sent off to fetch water from far-
away destinations; access to safe drinking water and better sanitation also
has positive health impacts, which enable poor households to rely on their
human capital. 
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The K-REP case (see article) is also very interesting in that it aims to deal with
an issue which a priori has little to do directly with microfinance, but which is
nonetheless having devastating effects on the Kenyan population, bringing
people into or worsening poverty at a very rapid rate, namely HIV/AIDS. Not
only does medically dealing with the illness cost money which few have, but
it affects people in their most productive years, depriving families of their prin-
cipal income earners. K-Rep has realized this and has begun by sensitizing
and informing its own workforce with the ultimate aim providing awareness
and prevention messages to its clients via its wide outreach. This is a good
example of how MFIs with large outreach can use their institutional capital to
provide other social goods beyond microfinance in an effective manner.
Harnessing the institutional capital embodied in MFIs to launch a multi-dimen-
sional attack on the various aspects of poverty is an agenda that can only
emerge from having an alternative vision of financial institutions - something
that INAFI has been set out to enable.
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Chapter 2

Subsidizing Microcredit Interest: How Important is it to the
Poor?1

Getaneh Gobezie2

1. Background 

By most indicators, poverty and ill-being in Ethiopia are abysmal. The Amhara
region in particular, has been prone to much suffering in the past, and was
one of the hardest hit areas in the 1973, 1984 and more recent famines of
Ethiopia3. A study undertaken jointly by the Ministry of Finance & Economic
Development and the Central Statistical Authority (CSA) indicates that more
than 42% of the 17 million people of this region cannot afford the minimum
consumption for survival (the 2200 calories recommended by the World
Health Organisation)4. There are variations in the poverty rate within the
region: some have a substantially higher rate than indicated by this average
figure. 

The Government has adopted several economic reforms to address poverty in
its every aspect. Thus, while trying to fulfil the basic needs of the population, it
also embarked upon economic measures conducive to free market competition
and employment creation. This includes the promotion of policies that will
encourage savings, private investment, increasing income opportunities and
promotion of small-scale industries in the informal sector, among others. 

1 I am grateful for the valuable ideas and suggestions of Mr. Mekonnen Y/Wossen (General Manager of ACSI),
as well as of the staff of the Planning Department (particularly Mr. Tewabe Aysheshum). All errors and omis-
sions are, however, those of the author and can be communicated at getanehg2002@yahoo.com. 

2 Head of the ACSI Planning & Monitoring Department.
3 For a more extensive description of this, particularly relating to the area in the Northern part of Ethiopia where

ACSI is operating, see Devereux and Sharp (2003). 
4 This minimum consumption is estimated in Ethiopia to cost only about US$10 per month/adult. 
One should therefore note that the poverty rate would be even higher if one considers the $30 poverty line (in
other words, the ‘dollar a day’ convention) set by the World Bank.
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The Government’s Rural Development Strategy, the Industry Development
Strategy, the Food Security Strategy, the Poverty Reduction Strategy Paper
(PRSP) and other documents emphasise, among other things, microfinance
as a good entry point in achieving development objectives in the region as
well as curbing the dangerous trend in poverty and meeting the United
Nation’s Millennium Development Goals (MDGs).

Policies and regulatory frameworks were set to that effect. Thus, formal
microfinance in Ethiopia started in 1994/5. In particular, the Licensing and
Supervision of Microfinance Institution Proclamation No. 40/1996 encouraged
the spread of Microfinance Institutions (MFIs) in both rural and urban areas
as it authorized them to, among other things, legally accept deposits from the
general public (hence diversify sources of funds), draw and accept drafts, and
manage funds for the micro financing business (Article 3). Currently, there are
23 licensed MFIs reaching about 905,000 credit clients and some saving
clients. Considering the potential demand particularly in rural areas, this only
satisfies an insignificant proportion. 

Thus, the rural financial landscape remains dominantly informal. Supply of
formal services is still very weak or inexistent - very few banks operate, there
is little lending activity and virtually no savings mobilization, mainly because
of the high transaction costs involved. For a number of reasons – for instance
lack of accessibility or cultural specificities5- demand for these financial serv-
ices also remains constrained. Hence, a good portion of the financial transac-
tions that take place are concluded informally, at the village level6. Money is
borrowed or lent by individuals and households, hoarded or saved at home,
in Rotating Savings and Credit Associations (the Equb system7), social insur-
ance systems (such as Iddirs8), etc9.

5 In some localities, Muslims do not take credit or save in banks or MFIs, because paying or receiving ‘inte-
rest’ is forbidden by their religion (or considered to be Haram). 

6 According to an earlier study on rural Ethiopia, less than 1% of the population had access to microfinance
(see Chao-Beroff et.al., 2000 and Meles, 2000). This is believed to have increased to some extent with the
proliferation of MFIs in all regions of the country. 

7 Equb is the local version of Rotating Saving and Credit Association, whereby group members meet regularly
to collect contributions of equal amounts from the members and to allocate the amount. This allocation is
based on a lottery system, as a loan to one member. Equb has an important cultural and economic signifi-
cance in the traditions of Ethiopian population. A study conducted on the establishment of the Rural
Development Bank in Ethiopia (1995) estimated that the volume of money revolving within Equb is in the
range of 8-10 % of the GDP (IFAD, 2001). This system is somewhat equivalent to the Esusu in Nigeria,
Liberia and Sierra Leon; the Tontines in Senegal, Burkina Faso, Ivory Cost, Niger; and Sanduk in Sudan. 

8 Iddir is a local insurance mechanism whereby members regularly contribute to a pool from which they are
entitled to a lump-sum to meet expenditures mainly related to burial ceremonies in the case of death of a
family member. Rural communities in the southern part of Ethiopia also have a local version of Accumulating
Saving and Credit Associations (ASCAs).
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These informal sources, however, do not generate enough and affordable
finance for business to stimulate economic development. In particular, the
individual money lender (the Arata Abedari) is extremely expensive, and is
only resorted to in the absence of any alternative. In this case borrowers are
required to provide guarantors and the interest rate is excessively high. Until
recently the annual interest rates that the money lenders charged was esti-
mated to range from 60% to 120%; in a more recent study, IFAD (2001) found
that these rates went as high as 400% per annum. 

1.1 The Amhara Credit & Saving Institution (ACSI)

The Amhara Credit and Saving Institution (ACSI) was established in the
Amhara region, aiming to fill the gap of formal institutions by meeting the
needs of small scale borrow-
ers in income generation
schemes. It was initiated by
the Organization for the
Rehabilitation and
Development in Amhara
(ORDA), an indigenous NGO
engaged in development activ-
ities in the Amhara region. In a
move to depart from the more
usual direct provision of relief,
the NGO set up a department
to start the supply of small
credit to rural people on a pilot basis. That department grew in to a separate
institution, and ACSI was licensed as a microfinance share company in April
1997, with a primary mission of improving the economic situation of low
income, productive poor people in the Amhara region through increased
access to lending and saving services. 

ACSI at a glance - 2004 

Coverage 10 branches 

173 sub-branches

Staff 1670 

Borrowers 351,163 

Voluntary savers 144,573 

Total Portfolio Outstanding US$ 37,502,376 

Total Savings US$ 20,840,594

Portfolio at Risk 3% 

Women members 30%

9 For an excellent narration of informal financial systems in Ethiopia, see Aredo (1993). For an overall review,
see Kropp, M. et. al. (1989).
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ACSI at a glance - 2004 Coverage 10 branches 173 sub-branchesStaff 1670
Borrowers 351,163 Voluntary savers 144,573 Total Portfolio Outstanding US$
37,502,376 Total Savings US$ 20,840,594 Portfolio at Risk 3% Women mem-
bers 30% ACSI currently delivers four types of financial products: Credit,
Savings, Pension Fund Management and Money Transfer. Through its 10
branches and 174 sub-branch field offices, it has reached all Woredas (dis-
tricts) in the region, and operates in over 2133 Kebeles10 (nearly 69% of the
total). As of September 2004, ACSI had an outreach of over 337,000 active
credit clients in its ‘regular’ credit programme alone, with over US$ 32 million
outstanding loan balance and more than 32% female clients11. With an esti-
mated potential market of about 2.9 million people in the region, ACSI and
other smaller MFIs and Saving and Credit Cooperatives (SACCOs) in the
region only manage to reach between 10 and 12% of the demand12.

1.2 Reaching More and Poorer People? 

The Microcredit Summit suggests MFIs should have as clients those belong-
ing to the bottom 50% of those living below the poverty line. This makes a lot
of sense in the Amhara region setting. Indeed, not only is the prevalence of
poverty high, but so is the depth (or intensity) of poverty. This means that the
average income of the poor is not only lower than the pre-determined pover-
ty line, but also very far below it. In other words, the gap between the aver-
age income of the poor and the poverty line income level that would enable
one to maintain at least the minimum requirement for mere survival is very
high. Eliminating this gap would not only help reduce the poverty head-count,
but, at the same time, it would reduce the depth of poverty, which is often
taken as a more appropriate indicator of life condition in certain localities than
the poverty rate. Indeed, the most accepted axioms in the measurement of
poverty (the Foster-Greer-Thorbecke measures of poverty (Foster et al.,
1984) and their subsequent refinements) highlight the depth of poverty13.

10 The Kebele (Peasant Association) is the lowest Government administrative unit, and covers on average
5,000    people (1000 households). The higher level Woreda (District) covers about 100,000 people.
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Thus, if we are to make advances on the reduction of both the rate and depth
of poverty, thereby positively contributing to meeting the poverty reduction tar-
gets stated in the PRSP and the MDGs, we need to help the very poor come
out of poverty. Assuming direct correlation between income level and the loan
size demanded (i.e., those with better income level demand higher loan size)
this implies that, we need to adequately respond to the demands of clients
who require very low loan sizes, i.e., the very poor. 

1.3 Reaching the poorest through credit increases operational cost 

But this substantially increases operational costs to the MFI. There are, for
example, those women who require loan sizes as low as Br. 5014, for activities
such as spinning required for the production of the local gabbi15. These poor
people do not necessarily lack business skills and are not looking only for
charity hand-outs, as is often assumed. They are not passive recipients of
money transferred from other segments of the economy in a top-down
approach. Rather, they need to be empowered to create their own jobs and
enhance private income. They have the requisite skills for this specific task,
and there is a market for their products. They can fully repay loans given to
them and, in fact, they are too proud to look for charity! Yet such loan sizes
as the one cited above would require 100 clients to sell a total portfolio of just
Br. 5000, the maximum loan size allowed until recently16. Smaller loans mean
the need for more credit officers to attend clients, creating additional costs,
when instead bigger loans could be disposed to one single big borrower.

11 About 40% of households in Ethiopia are headed (de jure and de-facto) by women (IFAD 2001). As employ-
ment and traditional livelihood strategies for men disappear, poor women have had to make their ways into
the informal sector in increasing numbers, primarily in low paying and often menial work - piece work, ven-
ding, petty trading, agricultural labour, collecting garbage, cleaning toilets, and factory employment. 

12 There are only three other MFIs operating in few targeted Woredas in the region, with a combined clientele
of hardly more than 10,000 people. SACCOs are in their infancy, with no or very low outreach in rural areas.
As of March 2004, the total membership of SACCOs in the Amhara Region (registered with Cooperative’s
Bureau) was a mere 6,380. 

13 In the microfinance discussion, the ‘double bottom line’ of institutional sustainability (financial returns to
MFIs) and depth of outreach (social returns) constitutes the central issue. More recent arguments on the
contribution of microfinance on enhancing social welfare, based on the traditional economists’ tool of ‘cost-
benefit analysis’, focuses the discussion on the net increase in total social welfare over and above the bene-
fit to (private) customer that result from consumption of financial services. The net social benefit is determi-
ned by the depth, breadth, and length of outreach. 
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Moreover, given the geographical set up of the region and the poor physical
infrastructure (particularly the road network, of which up to 80% is inaccessi-
ble during the rainy season), operations in the region as a whole, and pre-
dominantly in rural areas, have proved to be a very problematic task.
Microfinance activities as undertaken by institutions like ACSI are such that
not only does one need to identify and disburse loans to the right client in iso-
lated remote areas, but one also needs to ensure full repayment through daily
monitoring and follow up of each client, with very low loan sizes. Very small
savings have to be encouraged and mobilised from these same poor people.
Live cash has to be transported from one location to the other. And such activ-
ities often involve a door-to-door service. 

And the very poor need all rounded support, not just credit 

The poor need financial services that suit his/her specific demands at each
locality: small and large loans (which may vary depending on the season),
diversified repayment periods, repayment frequency, diversified collateral,
suitable saving products as well as insurance and other services. To be suc-
cessful, the poor require close monitoring and support in the course of their
business. The poorer the client, the more s/he needs such support, thus
increasing staff time, and hence operational costs. 

Moreover, financial products alone cannot be expected to satisfy all the
demands of the ultra-poor. As many scholars strongly argue, credit and sav-
ings programmes must be accompanied by, for example, education - teach-
ing of some additional skills as well as family planning, health, nutrition and
so on. Some of the logical arguments emphasize that credit, if not accompa-
nied by, say, some new skill training, can only expand the ‘scale’ of existing
product lines. If many clients produce same types of products - as is often the
case- this will quickly saturate the small market nearby. In fact, after only one
or two loans, business expansion possibilities would remain in what Hulme
and Mosley (1996) call a ‘steady state’. Profitability would essentially fall,
making credit a less attractive means to escape poverty.

Depth of outreach matters because society places greater value on helping the poor people than the better-
off. Breadth of outreach matters because society values helping more people than fewer people. Finally, length
of outreach of outreach matters, because society cares about the poor both now and in the future. Ceteris pari-
bus, the greater the depth, breadth, and length of outreach, the greater the net social benefit (see Woller and
Schreiner, 2004).
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Cognizant of the critical roles that such support can play in improving the
livelihood conditions of the poor, ACSI is trying to integrate various develop-
ment topics into the microfinance programme. Specifically, using the congre-
gation of poor clients at the usual group/centre meetings, education and busi-
ness development support programmes are delivered on such key topics as
family planning, nutrition, HIV/AIDS, and other health themes, as well as
advice on new agricultural/industrial technology and marketing. But, while
such critical support surely enhances profitability of the clients, these addi-
tional services require more staff time, thus increasing operational costs. 

1.5 Interest should be enough to cover operation costs 

Given the very poor infrastructure of the region, attending clients with very
small loan size undoubtedly increases operation costs which cannot be cov-
ered from such operations because of the low interest rate. Even though the
National Bank regulation allows MFIs to fix their interest so that they can
cover the cost of operations, some are still reluctant to do so because of the
perception that by so doing, they might hurt the poor they are trying to sup-
port. 

Pressure is constantly being put on MFIs by some development organizations
and stakeholders to exhaust all possibilities for improvement in terms of pro-
ductivity of staff and administrative efficiency to ensure sustainability, while
keeping the interest rate low so that clients do not have to subsidize inefficient
operations. After all, some may argue, MFIs are there to help the poor
improve their income and not to exploit them! Thus, although the transaction
costs of providing microcredit in remote and isolated areas are much higher
than those for providing standard commercial loans, and while it is clear that
prompt and reliable access to credit is more important to poor clients than low
interest rate, ACSI has still been committing itself to a low interest rate of
12.5%. More recently, it has diversified its rates between 12.5%-18%17

(declining for instalments, and flat for end-term).

14 The current exchange is US$ 1= Br. 8.56 15 Gabbi is a widely used traditional Ethiopian cloth. Cotton that
has been spun (often a woman’s task) and weaved (often a man’s undertaking) is used for its production.
These activities provide an alternative income source for a growing portion of marginalised people, particu-
larly as per capita land holding and returns to farm production deteriorate. 16 Recently, the National Bank
directives on MFIs with regard to lending methodologies, terms and conditions were relaxed (following the
Federal Rural Development Strategy) in a way that encouraged MFIs to diversify their client base. Most
important among these changes are: alternative lending methodologies other than ‘group lending’ can be
explored; loan repayment periods is revised from one to two years; loan sizes can exceed the Br. 5000 limit,
on the condition that the total disbursement of such loans does not exceed 20% of preceding year’s disbur-
sement, and that the maximum loan size is 0.5% of the MFI's capital.
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Yet, complaints persist, not so much by the borrowers than by other people
and institutions involved in development (including officials, policy makers
and NGOs with whom ACSI cooperates), who see charity -and hence subsidy
of the interest rate- as the main effective anti-poverty strategy18. 

True, MFIs operating in areas where there is little or no competition should not
be tempted to charge any interest from clients, simply because they may find
themselves in a position where they can do so - they should also work on fur-
ther improving their efficiency. That is exactly what ACSI has been doing, and
indeed, it has been rated as one of the most efficient MFIs19. But as the MFI
deepens its outreach to more peripheral areas and to more marginalised poor
people, the challenge of maintaining institutional sustainability becomes ever
harder.

1.6 Yet, interest is not the major cost item

Richard Rosenberg, senior advisor at CGAP (Rosenberg, 1996) argues that
there is overwhelming empirical evidence that huge numbers of poor borrow-
ers can indeed pay interest rates at a level high enough to support MFI sus-
tainability. He sees abundant proof that people's tiny businesses can often
pay interest rates that would strangle larger businesses. Number of empirical
studies show that the interest rate of a loan is not an important part of the
input cost, that demand for credit is largely inelastic with respect to the inter-
est rate (see for instance Schmidt and Kropp, 1987). A recent survey by ACSI
estimates returns to investment at about 130% per annum20. Thus, if the effec-
tive interest rate is set at, say, 29%, this would leave about 101% in the hands
of the client to reduce poverty.

The repayment period for these kinds of loans can go up to 5 years.
17 ACSI lends on a relatively lower rate in some areas to encourage the adoption of modern agricultural tech-

nology which by any standards is currently at a desperately low level.
18 A study conducted in 1996 indicated that given the infrastructural set up in rural Ethiopia, an annual real rate

of 30%-35% would not be out of order as a means of achieving sustainable system of reaching the poor.
For ACSI, Chao-Beroff et.al (2000, pp.76) suggested that a rate between 20 – 30 % would be inevitable.
Thanks to the new liberal policy, majority of Ethiopian MFIs are charging higher rates of 15% - 24% (flat
rate).

19 ACSI has been rated by Global MicroRate Africa (GMRA) in 2003. According to their final report, ACSI has
a remarkably low operating cost ratio of 7.5% which is far lower than any observed so far by MicroRate in
Africa. For them, to a large extent, this is a sign of efficiency: the number of borrowers per loan officer rea-
ched a relatively high level of 297 in May 2003 (See GMRA, 2003). Similarly, using earlier data, the
MIX/CGAP found that ASCI administers its loan portfolio more efficiently than its peers: its adjusted opera-
ting expenses represent only 9.5% of its gross loan portfolio, compared to 21.4% for its peers (African large
MFIs) and 29.4% for all MicroBank Bulletin participants (MIX 2003).
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Studies covering India, Kenya and the Philippines found that the average
annual returns on investments by micro-businesses ranged from 117 to 847
percent (CGAP, 2004). Similarly, a study in Chile, Colombia, and the
Dominican Republic found that a six percent monthly interest rate represent-
ed less than 0.4 - 3.4 percent of a typical micro-entrepreneur’s total assets.
Thus, the interest charged is obviously an insignificant portion of the total
input cost. Not surprisingly, of the 300 credit clients surveyed by ACSI (in
2001 as well as in 2003), more than 92% responded that they found the inter-
est rate to be very low. Similar responses were obtained from 600 potential
clients, indicating a Willingness To Pay (WTP) for the service. 

1.7 Does the subsidy reach the poor? 

Some even argue based on empirical evidence that, contrary to popular opin-
ion, a policy of high interest rates could improve access of the poor segments
of the population to credit; that is if a financial institution that is oriented
towards the target group demands higher interest rate than conventional
banks, wealthier borrowers who are also clients of the latter institution will not
seek to obtain funds from the former institution. Thus, more funds will be
available to the poorest target groups. In other words, whereas interest rate
restriction obviously results in some ‘income transfer’ to loan recipients, such
rates would induce excess demand from all types of applicants, poor and
non-poor. Influence and patronage, and better connections inevitably bias the
distribution of the ‘subsidised’ credit in favour of the better off - more so when
the local targeting mechanism is lax (Gibbons and Meehan, 2002;
Rosenberg, 1996; Braverman and Guasch, 1993).

20 In preparation for the Institutional Strategic Business Plan (2001-2005), a survey was conducted in 2001 in
order to obtain a clear picture of the extent as well as of the nature of credit and saving demand in the
region. A total of 47 representative sub-branches were covered in the survey, comprising about 30% of the
(then) total ACSI sub-branches, in an attempt to make a rough assessment of returns to investment. This
was done by taking the simple ratio of average monetary benefits for existing credit clients and the corres-
ponding total investment. The result indicates that net returns to investment in an average repayment period
of about one year are over 130%. The same survey included potential clients and assessed their
Willingness to Pay additional credit interest if the service were to be extended to them.
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Subsidy can give rise to micro-level corruption by those involved in ‘targeting’.
And this is not just limited to the case of credit delivery. Any trade which
involves any kind of subsidy is prone to some kind of corruption, or black-mar-
keting. A good example of this is the one of the sugar supply in local Kebele
shops which is subsidised by the government, with the good intention of sup-
porting the poor through lower prices. Who manages to buy this commodity
and ultimately benefits from the subsidy? More often than not, the better-off.
The delivery of health services targeted to the poor is yet another example.
To take advantage of this service, individuals need to carry a proof of their
poverty in the form of a letter from their local administration (the Kebele
administration). Again, it is more often the better off who manage to obtain
these letters thus benefiting from the subsidised health delivery. The World
Development Report 2000/2001 (World Bank, 2001) reports a similar story: a
large study in two African countries - Guinea and Mozambique - found that
eliminating food subsidies did not hurt poor people because the subsidies had
not reached them in the first place!

Exactly the same theory applies to subsidised credit. Given the problem of
information asymmetry on the part of the client giving rise to moral hazard and
adverse selection problems, ACSI draws on the support of the local commu-
nity ‘representative’ (the ‘Credit and Saving Committee’) who carry out a
‘Participatory Wealth Ranking’21 in order to identify those who should get the
service first (based on their poverty level), and to further facilitate follow up.
But the subsidy encourages demand from all corners and indications are that
there are real possibilities of leakage of resources to a non-target group.
When this happens, the share of lending to the target group inevitably
declines, and ends up having to be satisfied by the informal money lenders. 

1.8 Conclusion

Rural credit in the Amhara region means agricultural loans. Providing such loans
in a context where cultivation is mainly rain-fed and where hardly any modern
technology is available involves not only a higher risk in terms of repayment but
also a higher cost of operation. Providing rural credit in a region with very little
infrastructure and with little logistical provisions (motorbikes, mules, etc.),  and
collecting such small loan repayments from poor people with irregular  income

21 A ‘Participatory Wealth Ranking’ is carried out by the local ‘Credit & Saving Committee’ composed of five
representatives from the locality (at least 2 women). They sit down to evaluate the poverty level of all appli-
cants for credit, based on criteria suited to that locality.
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sources is nearly impossible. This is more so if the lending interest rate is kept
comparable to that of conventional banks. Going to rural areas to lend very
small amounts to very poor people in scattered and remote settlements means
that one has to forego the higher earned income that would have been possi-
ble by offering the loan in towns, to people requiring bigger loan sizes and who
can offer material collateral. 

Consistent with its vision of a society free of poverty, ACSI looks forward to
reaching the large majority of poor people still un-reached by any modern
financial services. This entails strong institutional capacity and improved
earned income through a combination of improved efficiency in operation, and
setting appropriately diversified interest charges that cover operational costs.
Thus, while setting a realistic interest rate should not be a license for higher
costs and inefficiency, if the MFI is to offer its financial services to poor and
marginalised people living in remote and peripheral rural areas (with non-exis-
tent, inadequate or defective infrastructure) and who require very small loan
sizes and hence high transaction costs, interest rate capping should not con-
stitute a bottleneck.
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Chapter 3

Financing Solar Energy. - SEEDS Experience Sri Lanka22

Shakila Wijwardena and Indrani Hettiarachchy23

1. Introduction

Better known by its acronym
SEEDS, Sarvodaya Economic
Enterprise Development
Services (Guarantee) Limited,
is a unique development
organization, created in 1987
to focus on village level eco-
nomic infrastructure and to
provide financial and non-financial resources to enable the people to fulfil
their potential, based on their inclusion and participation. 

SEEDS at a glance - June 2004 Societies 3,153 Membership 624,167 Village
Banking units 823 Savings Accounts 1,047,406 Cumulative Savings Rs.
1,606 Million Total Loans disbursed Rs. 4,190 Million SEEDS’ vision is to
eradicate poverty by promoting economic enterprises for a sustainable liveli-
hood. The operational work is divided into three main divisions: training,
enterprise development and banking: 

• Training provides clients with capacity development while offering human
resource development for staff members. 

• Enterprise development offers Business Development Services (BDS) to
clients. 

• Banking arranges appropriate financing packages for clients based on
their specific needs.

SEEDS at a glance - June 2004 

Societies 3,153 

Membership 624,167 

Village Banking units 823 

Savings Accounts 1,047,406

Cumulative Savings Rs. 1,606 Million

Total Loans disbursed Rs.       4,190 Million

22 This article was written in 2004. 
23 Shakila Wijwardena is the Managing Director and Indrani Hettiarachchy is the Deputy Director Banking of

SEEDS.
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SEEDS does not target only the poor, since it is estimated that such an
approach can further marginalise them in their communities. Hence, SEEDS
works with the community as a whole and focuses its efforts on the inclusion
of all segments of the society. 

SEEDS aims to increase its clientele’s income levels as well as build its
capacity and entrepreneurial skills. It also tries to ensure that its members
have access to better housing and improved quality of life. For this, SEEDS
has built sustainable grass-root level institutions managed by the people. It
has partnered with the State, banks and other financial institutions in financ-
ing the rural sector and has initiated and supported the infrastructure of eco-
nomically active village based societies, facilitating the growth of a rural cap-
ital base. 

1.2 SEEDS Mission 

In trying to achieve its mission of eradicating poverty by promoting economic
empowerment for a sustainable livelihood, SEEDS follows a holistic view:
thus, it defines poverty as a multi-faceted problem and a non-fulfilment of
basic human needs. SEEDS has identified and ranked these basic needs as
shown in Figure 1. Its financing of Solar Home Systems (SHS) commenced
with this vision of fulfilling energy needs: a fundamental human need for peo-
ple in very remote areas where connectivity to grid electricity is a distant
dream. 

SEEDS is proud to be a pioneering microfinance institution in Sri Lanka to
promote such a high impact, environmental friendly, new technology, through
an innovative lending scheme. Whilst improving the life of rural communities,
providing access to solar power has been a real assistance to the growth of
the rural economy and in the long-term, it will help to stem the migration to the
cities of people in search of employment.
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In Sri Lanka, two million households (42% of the total population) do not have
grid electricity. Among these, 300,000 households are reported to be using
battery power for lighting and for entertainment i.e., watching television and/or
listening to the radio. Solar photovoltaics (PV) are an immediate and direct
alternative to kerosene lamps, diesel generators, conventional oil and coal-
burning utilities, and expensive power grid extension (Williams, 2004). More
than a quarter of a million families in the developing world are already using
small, household solar PV electric systems for their needs. This source of
energy is simple, reliable and an environmentally benign appropriate technol-
ogy. It should be noted that Solar PV systems are the only cost-effective
option by which a third of the world’s population can have access to electric-
ity without producing additional greenhouse gas emissions (Williams, 2004). 

In 1998, before the commencement of the Solar program, a survey of poten-
tial consumer households was carried out in the Galle District (Southern
Province of the island), on a sample size of 241 households. Table 1 shows
the average monthly household expenditure on various energy sources and
the percentage of households in the sample using each of these types of
energy. Kerosene was the most popular source of energy and one of the
cheapest. Only 0.4% of the sample had access to a generator most likely
because of its relative high cost.

Figure 1. The ten basic needs identified by SEEDS
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Table 1. Monthly Household Expenditure for Energy

Sri Lanka is blessed with bright sunlight throughout the year which is appro-
priate for the use of solar energy. The population density of rural areas is quite
low with houses located at considerable distance from each other. This is suit-
able for a stand-alone product like the Solar Home Systems. The product is
eco-friendly, in line with SEEDS’ commitment to a clean and beautiful environ-
ment. Solar energy also improves safety levels, avoiding dangers of acciden-
tal fires from kerosene oil lamps, candles, etc. These are some of the reasons
for which SEEDS undertook the Solar lending program. 

1.3 History of SEEDS’ involvement with solar energy 

1.3) The initial stages 

In order to introduce and popularise solar technology in the 1980s, Sarvodaya
initiated a project consisting in the installation of a 100 units of Solar Home
Systems in temples and community centres. This was done free of charge, in
the form of grants. SEEDS was able to fund this with a grant from the U.S.
based Solar Electric light Company. This created a demand for Solar Home
Systems in Sri Lanka. At the time, a few companies were dealing with solar
energy equipment but still on a very small scale.

Energy Source 

Kerosene Dry Cell

Batteries Battery

Charging Battery

Replacement

Generator

Average monthly 
expenditure (US$) 

1.6 

2.0 

1.5 

1.7

2.8

Households using
this source (%)

97.9 

63.9 

37.8 

37.8 

0.4

Source: CAPS Sri Lanka, Survey carried out in November 1998 for Sarvodaya, covering 241 house-
holds in the Galle District, Southern Province.



36

The second stage was commercialization of solar financing. Issues that had
to be dealt with carefully were mainly the risk incurred by the loan provider
and the affordability of the product by the client. It was estimated that
prospective solar clients would be those who were spending heavily on
kerosene-oil for lighting and battery charging for watching television. People
far below the poverty line were not considered as suitable clients as it was
assumed they would not be able to afford the installment payments. 

A key issue to be taken into account when designing credit products for solar
systems in Sri Lanka is linked to the nature of the rural farmer community.
Since farmers derive their income from seasonal harvests, they have no reg-
ular monthly income, making regular repayment of loans difficult. In paddy
cultivation, there are just two inflows of income in a year, corresponding to the
harvests. The beneficiary’s commitment is also considered essential so as not
to incur any financial losses in the event of default. 

In light of the above, the following features were incorporated to the credit
product: 

•     The introduction of a 20% down payment to ensure the commitment
of the client24. 

•     A five-year repayment scheme matching the expenses for fuel. This
ensured that the client would not incur additional expenses compared
to before the loan was taken. The saving on fuel and batteries was
supposed to be sufficient to cover the monthly loan commitment. This
was later changed to shorter periods to reduce risks. 

•     The introduction of a bi-annual payment scheme to address the issue
of seasonal income patterns. 

The service provided by SEEDS was a comprehensive service: 
•     The SEEDS’ staff would handle the marketing of the product and find

buyers for the SHS. 
•     SEEDS would assess the credit-worthiness of potential clients: they

would visit the client, obtain information, inspect their business, check
the existing liabilities, and evaluate the repayment capacity.

24 At present, two options are given to the client: a 20% down payment or a 15% down payment.
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•     The technical suitability of the location would be checked and the light-
ing requirements would be assessed. If satisfied, SEEDS would install
the SHS and enter into a suitable repayment schedule with the client. 

•     SEEDS would provide after sales service. 

This comprehensive service package was provided by a team of technical
staff in two sub-offices located at Polpithigama in Kurunegala and Kotapola in
Galle. 

Required funding for the solar operation was obtained from a development
bank. The volume of business was very low. Only ten staff worked on this
project, limiting the installation of new systems to ten per month - a negligible
figure. The viability of the project was compromised as SEEDS underwent
losses on this lending activity. Thus, the time came to look for alternatives.
This coincided with the World Bank’s initiation of the Energy Services Delivery
Project (ESD) which among other things provided credit for energy servic-
es25. At the time, this line of credit failed to show an impact on solar lending
as there were no Participatory Credit Institutions (PCIs) to undertake solar
financing in Sri Lanka. 

1.4 Re-thinking the product

As a microfinance institution, SEEDS’ competitive advantage lies in financ-
ing. Therefore, the organisation eventually opted to outsource services allied
to marketing, technical and after sales. Having so decided, it entered into cor-
porate partnerships with three leading solar energy providers with a success-
ful track record and the requisite distribution channels to market and install
stand-alone Solar Home Systems (SHS). These business relationships have
become a win-win situation for everyone concerned: the consumer, the distri-
bution companies and SEEDS. 

There is a basic work plan for each of the business partners with clearly
defined responsibilities:

25 The Energy Services Delivery (ESD) Project is a World Bank, International Development Association (IDA)
and Global Environment Facility (GEF) assisted project of the Government of Sri Lanka comprising three
components: ESD Credit Programme, Pilot Grid Connected Wind Farm, Capacity Building and grants.
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•     SEEDS is the finance provider; 
•     The solar energy provider companies assess the technical require-

ments, install the panels and provide an adequate after-sales service; 
•     These companies’ sales force identifies potential borrowers for

SEEDS. 

Adjustments had to be made to ensure to smooth functioning of these rela-
tionships. For instance, SEEDS’ loan product was designed with a fixed per-
centage of equity contribution from the client and until the full repayment of
the loan, the ownership of the equipment remained with SEEDS. This is sim-
ilar to a leasing agreement rather than a traditional loan product. The preser-
vation of SEEDS’ portfolio quality was the main concern and a special
arrangement was included for removal of panels in case of default. In the
event of a default exceeding three months, it was agreed that the distributing
company would remove the solar panels and refurbish them. When a new
client was found, the company would reinstall the panel in the new premises,
collect the price and reimburse SEEDS for the defaulted advance. 

Another issue which impacted on the solar market was the uncertainty among
rural householders about connectivity to the national grid. Since the Ceylon
Electricity Board (CEB – the sole supplier of grid electricity in the island) did
not have a long-term plan for their rural electrification scheme, they were
unable to demarcate the areas that would be connected to the national grid
at any given time. In order to assure householders that they would not incur
any losses in the event of grid power supply, SEEDS proposed a buy-back
system: in the event of rural electrification, the companies agreed to buy back
the SHS. The down payment paid by the client would be refunded after
deducting a proportionate sum for the period used. This arrangement reduced
the concern among prospective clients that they would be saddled with a
solar panel, which may well become obsolete when grid power was made
available. 

SEEDS is concerned not only with the short-term prospect of providing
financing but with delivering an uncomplicated service to its clients. In order
to ensure regular after sales service and trouble free maintenance, limited
warranties for the equipment and routine visits were introduced to the
scheme.
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1.5 The Solar Financing Model 

SEEDS’ financing programme was initiated by borrowing funds from two
Participating Credit Institutions (PCIs). SEEDS’ presence in the solar financ-
ing market with indirect access to the World Bank’s ESD funds brought about
remarkable changes. In February 2001, SEEDS was accepted with PCI sta-
tus in its own right under a new set of eligibility criteria drafted specially for
microfinance institutions. This marked an important landmark in the history of
the solar market in Sri Lanka, as well as in the evolution of SEEDS as a micro-
finance practioner. Whereas ESD alone was unable to finance more than 500
SHS, SEEDS’ participation as a PCI translated into a sharp increase.
Commencing operations in only two districts, SEEDS has expanded its solar
operations to 20 districts and has financed over 36,000 borrowers for this pur-
pose. In June 2004, there were 50,000 SHS holders in Sri Lanka. Within next
year, SEEDS intends to be present in almost all districts and lending for solar
energy will be a country-wide reality.

Credit disbursement was carried out through grassroots level entities known
as Sarvodaya Shramadana Societies. Within a few months of operation,
SEEDS realised that there was more demand from non-members and began
to extend credit to non-Sarvodaya members through its District Offices. From
then on, two models were followed: one for Sarvodaya Society members and
the other for non- members.

Currently, SEEDS is the leading institution lending directly to the customer and
paying the solar company in full for its installation of solar panels. As in any
financing operation, the cost of the money lent is critical. SEEDS had been bor-
rowing at higher rates of interest for its solar operation. One of the main advan-
tages in becoming a PCI was that funds were made available from the ESD
and the Renewable Energy for Rural Economic Development (RERED)26 cred-
it line at Average Weighted Deposit Rate (AWDR). Funds received as a PCI
involve a two-fold advantage: a grace period and a longer repayment term.
Therefore, SEEDS has been able to plan its cash flow in solar lending comfort-
ably and keep the initial financing costs at lower levels than earlier.

26 The Government of Sri Lanka, with the assistance of the World Bank International Development Association
(IDA) and the Global Environment Facility (GEF) established RERED Project to expand the commercial pro-
vision and utilisation of renewable energy resources. It is being implemented over the period 2002-2007.
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Before becoming a PCI, SEEDS had experienced liquidity problems when
catering to the growing demand for solar energy. 

SEEDS has had to overcome many challenges in the path of solar lending.
From the known to the unknown – SEEDS’ entire loan process has had to be
restructured to enter into commercially viable solar lending. New systems and
procedures and new accounting systems were formulated to handle this prod-
uct. Carving out SEEDS’ Solar Division from within its main framework was an
outcome of this exercise. Thus, SEEDS created a new division with new staff,
as individuals with public relations skills at the Head Office level were needed
to maintain good relationships with the entire solar industry. It was also neces-
sary to change SEEDS’ traditional thinking patterns to a more professional
approach to financing at the district and village levels. 

At present, the value of total investment in solar systems by SEEDS is US$12
million. The present outstanding balance of loans is US$8million. The average
loan size is US$200. 

In the year 1999 SEEDS was able to finance less than 20 SH per month. By
2002, it was increased to an average of 560 SH and by the year 2004 this
amount has more than doubled. At present it is at a monthly average of 1200
loans (Figure 3). 

Figure 2. Annual disbursement
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Figure 3. Average number of solar systems loans per month

Past and future challenges 

1.6 Changes in SEEDS portfolio 

The biggest challenge faced by SEEDS is the timely approval of applications.
This was solved by adding more manpower and other resources to handle the
volume more expeditiously. The current portfolio for solar systems has
exceeded 35,000, and SEEDS faces the challenge of maintaining a healthy
portfolio. 

SEEDS does not have a computerised system and the sharp and sudden
increase in the portfolio does not warrant keeping records in manual form.
Information regarding approvals, disbursements, recovery and defaults needs
to be available to the key officials in SEEDS to facilitate the decision-making
process. Thus, SEEDS’ financial system has had to adapt in order to be able
to absorb the increased volume of solar lending. 

As for risk management, SEEDS has had to ensure and needs continue to
observe a proper balance between the sectoral advances portfolio. Heavy
lending for SHS is likely to create an imbalance in the portfolio. At present,
30% of SEEDS portfolio is for solar lending.
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1.7 Repayment 

SEEDS’ mode of operation is for a field officer to visit the client on a monthly
basis for collection. As the numbers are growing fast, keeping up with this
monthly visit is proving difficult. Also, unlike normal lending to a Sarvodaya
Society, solar systems clients do not live in cluster communities, but are dis-
persed far and wide. It is the more remote areas that are in desperate need
of this type of service. As a result, timely collection of dues becomes a big
issue. 

Thus, for SHS, SEEDS has had to adopt a different mode of collection that
does not only rely on field officers’ visits to the clients, as this is not always
cost-effective. Methods currently used are: 

•     The SEEDS’ Field Officer is present at the weekly fair in the village to
collect loan instalments; 

•     Clients deposit their loan instalment in suppliers’ solar centre; 
•     The client deposits the loan instalment at the SEEDS’ District Office,

or pays by cheque, money order, etc.; 
•     Clients deposit loan instalments at the nearest Sarvodaya

Shramadana Society office and SEEDS’ representative collects it
once in two weeks. SEEDS pays a fixed sum to the society for such
services rendered. 

Additional alternatives are being looked into: 
•     Where clients are formed into groups, the group leader is given the

responsibility to collect the monthly instalments to be remitted to
SEEDS. Also the possibility to gradually transform these groups into
Sarvodaya Societies is being considered; 

•     The large network of Post Offices (597) and Sub-Post Offices (3,452)
in the country could be exploited for loan collection. 

•     Existing business partnerships with the solar companies for collection
of dues could be used. 

If any one of these possibilities, or all, become a reality, SEEDS’ field staff
could concentrate on the balance and on more difficult clients who do not
meet their commitments in time.
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1.8 Insurance cover 

To protect the security of the loan, SEEDS previously obtained insurance
cover on the equipment, but realised that the benefits were low. Hence,
SEEDS has now created risk fund, which covers the client as well as SEEDS.
The coverage is on contributory basis. Clients pay a nominal sum of one US$
as a single premium. SEEDS contributes 20% more to the fund. Repairs or
replacements on damages due to natural disasters, malicious damages,
thunder and lightning, fire and, explosions are covered. In case of death of the
borrower or permanent disability, the loan is fully repaid by the insurance
fund. There is also temporary payment of the loan instalments in case of crop
failure and drought. When clients are unable to pay loan instalments for these
reasons, these are paid on request by the insurance fund. Once the client
recovers, he then is required to pay back the instalments paid by the fund on
his behalf. This scheme has built high confidence in borrowers.

1.9 Technical Faults 

In formulating the loan scheme, SEEDS foresaw the problem of regular main-
tenance and introduced a complaint handling procedure at the district level.
Postcards are given to the client to complain or inform the solar system
provider of technical faults. Periodic inspections were also introduced to deal
with these complaints, but since the latter were too numerous, repairs lagged
behind. SEEDS now keeps a retainer from the supplier companies to ensure
proper after-sales service. If a loan is defaulted due to unattended technical
fault, the loan is recovered from the retention money held with SEEDS. 

Inadequate technical know-how is another major constraint. SEEDS has now
trained its entire field staff to identify faults and explain matters to the client
as simply as possible. This has proved to be a stop-gap trouble-shooting
method to keep the client happy until technical assistance is obtained from
the company.
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1.10 Changing Technology 

Solar energy is a comparatively new
technology and is changing fast. If the
technology gets obsolete quickly and
if the present systems are changing at
short time duration, SEEDS could be
faced with a dilemma since customer
satisfaction is a key issue in its financ-
ing exercise. The clients are of a low-
income level (see figure 4) and would
find it difficult to change the equip-
ment when models are frequently
updated. Therefore, it is important
that there should be ample spares of all models of SHS marketed previously
in the country. Indeed, people are looking at longer lifetime durations for
equipment and proper and timely maintenance. 

1.11 Changing Needs and Unfulfilled Undertakings 

SEEDS’ financing model has to be improved further to cater to varied
demands and its relationship with the supplying companies has to be
reviewed. In particular, one factor that needs to be reconsidered carefully is
removed panels. Even though the arrangement for removal on account of
non-payment has worked as planned, the companies have not been able to
find new buyers for these panels. Even with the buy-back system on grid
power connectivity, this problem remains. Although the scale of this problem
is small, it is SEEDS’ duty to look at the problems faced by its business part-
ners. SEEDS has formulated a scheme to arrange solar loans for used pan-
els to solve the problem of removed panels. The panels are sold by SEEDS
staff. Payment of a fee for the service is another method that is being consid-
ered (and which has been operated very successfully in South Africa), but the
modalities have not yet been worked out.

5 - 30 30 -100

100 - 200 Over 200

Uncategorised

Figure 4. Monthly income per client
in US$ per month
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1.12 Conclusion

SEEDS has opened up new horizons in financing renewable energy. The
partnerships that have been established in the process of financing SHS
between the government, multilateral agencies, the formal banking sector
and the microfinance sector have paved the way for success. 

Getting involved in SHS financing has meant substantial changes for SEEDS.
The organisation has had to review its human resources requirements to be
able to cater to this new type of product demand. Because of the success of
this programme, efforts will have to be kept up to deal with resource con-
straints in both manpower and capital investment and to ensure that the sys-
tem remains efficient. Product development is also a key factor which needs
constant and continuous attention. 

The impact on the lives of people has been tremendous. Their quality of life
has improved in a number of ways. New enterprise opportunities for the rural
communities have been created. Shops are kept opened for longer hours
thanks to solar light, but it has also helped develop the manufacturing sector
(cinnamon processing factories, wood carving, sewing, packaging of con-
sumers goods etc). One of the effects of this source of energy is also a height-
ened security for people in living in remote areas: for instance, in the jungle,
the presence of light guards off elephants. Security lights are now being used
in poultry farming and cattle sheds to prevent theft. A recent survey done by
SEEDS has revealed that an important effect of solar light has been to enable
children to study longer hours. Among the village community, reading has
increased as a result of the availability of light. 

In the future, SEEDS may want to concentrate on its main mission -enterprise
development- through solar energy. In addition to home use, solar units could
be made available specifically for commercial and productive purposes such
as solar powered water pumps for agriculture, solar powered computers for
education or solar power for refrigerators in the dairy and food industries. 
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The overall vision of SEEDS is to provide a clean, environmentally friendly
energy product to the community to fulfil people’s basic need for lighting their
houses, but also to use this energy source to upgrade their lives and create
more opportunities to increase productivity. Solar energy is doing precisely
this. Solar energy clients have been very innovative in the uses found for
SHS, and the outcomes goes well beyond SEEDS’ expectations.

References Williams, N. (2004) ‘SELF: Solar Power and Light for the Developing World’ Energy for Sustainable
Development Energy for Sustainable Development 2(1)
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Chapter 4

Human Trafficking and Migration: UDDIPAN’s
Microcredit Intervention

Md. Emranul Huq Chowdhury27

1. Introduction 

UDDIPAN (United
Development Initiatives for
Programmed Actions), a
Bangladeshi private voluntary
development organisation,
was funded in 1984. It is
involved in a variety of devel-
opment programmes aiming to
bring about a positive change
in the life of the poor, vulnera-
ble and disadvantaged rural
communities of Bangladesh.
All the programmes initiated by UDDIPAN are integrated to each other. 

The mission of UDDIPAN is the socio-economic empowerment of disadvan-
taged children, women and men -including disabled people- and the estab-
lishment of their rights through social mobilisation, consciousness raising,
development and promotion of people’s organisations, advocacy and lobby-
ing, and environment friendly initiatives. Poverty alleviation is to be achieved
through the creation of employment and income generation activities (IGAs)
for disadvantaged families, with a focus on women. The latter are not only at
the heart of all programmes, but within the organisational structure, their
increased leadership and the realisation of their entrepreneurial skills is an
objective which is constantly sought through human resource development and
training initiatives. Indeed, this organisation believes that through a systematic,

UDDIPAN Microfinance Programme at 
A Glance – March 2006 

Coverage 1806 villages 

Staff 574 

Total Members 88,391 

Total Borrowers 67,885 

Total Savers 88,391 

Total Portfolio Outstanding BDT 355,059,597

Total Savings BDT 170,353,161

Women members 100%

27 Director of UDDIPAN.
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constructive and pragmatic process of practices both at the organisational
and programmatic level, the gender situation of the Bangladeshi society can
be influenced positively. With this end, it has developed a gender policy, used
as a guideline for promoting gender in UDDIPAN. Emphasis has been given
to the institutionalisation of the gender issue, given its cross-cutting status
throughout its management and programs. 

The results of the implementation of the gender policy can be observed in
practice. At the organisation level, although UDDIPAN has a comparatively
lower number of female management staff, women are actively encouraged
to apply to senior level positions by creating facilities appropriate for female
within the limit of the organisation’s capacity. Gender orientation courses are
given to both female and male staff to sensitise to gender related issues. 

At the programme level, the result of the gender policy can be noted as well.
100% of the adult target group are women and more than 55% of the children
enrolling in UDDIPAN non-formal primary schools are girls. Women empow-
erment components are inbuilt in the UDDIPAN programmes. Gender promo-
tional activities like gender orientation, legal awareness and mobilisation
against human rights violation are implemented to help women. 

In this paper, we describe a programme which by virtue of its objective means
a strong focus on women and children: UDDIPAN’s work on human traffick-
ing and unsafe migration. 

1.1 Migration and Trafficking

The free flow of goods, technology, capital and services across the borders
on the one hand, and the restricted labour mobility on the other, are creating
a challenging situation for governments around the world in terms of human
flows. Migration management requires clear and comprehensive policies,
laws and administrative arrangements to ensure that population movements
occur in a humane and orderly way, for the mutual benefit of the migrants,
societies and governments.
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Migration and trafficking are distinct but interrelated phenomena: unregulated
migration especially trafficking in persons has negative social, financial and
political costs for the individual, society and government. Migration is a devel-
opment enhancing process, while trafficking is a development retarding
process. Most of the migrants are unaware of the practical, legal, social and
economic consequences involved in moving to another place or country. This
lack of information and awareness puts migrants at high risk and undermines
orderly migration. 

According to the definition of Action against Trafficking and Sexual
Exploitation of Children (ATSEC)28, human trafficking is defined as the ‘trans-
portation of any children, women or men inside or outside the country by
means of allurement or deception or force for engaging in harmful situation or
for selling’. It should be noted that trafficking is the third largest illegal trade
after drugs and arms. An estimated one to two million young women are being
trafficked per year for the purpose of forced labour, domestic servitude and
forced into sex trade, etc. 

A more adapted way to term unsafe migration is irregular or unregulated
migration which amounts to trafficking. The only difference in case of irregu-
lar migration is that forged documents relating to jobs, passport etc. may be
presented but ultimately the victim will fall into a harmful situation. 

It is undisputable that migration is sometimes a good option for livelihood
improvement. There is a definite potential worldwide market for Bangladeshi
labour which offers physical fitness, experience, sincerity, honesty and willing-
ness to work hard. These qualities are definitely in demand in the world mar-
ket. However, those who should be able to avail the international work oppor-
tunities are not able to do so as they are poverty stricken, and lack sufficient
money for the investment needed to move abroad. Everyone dreams for a
sound social and financial environment without poverty and social injustice.
But the poor cannot afford this dream. They are not able to benefit from the
economic changes taking place with free market economy. Because of their
deprived status, they are an easy prey for traffickers and are often attracted

28 The ATSEC Bangladesh Chapter is a non-profit organization and a coalition of 15 NGOs working in
Bangladesh for prevention of trafficking in children and women and their sexual exploitation (http://atsec.tri-
pod.com/atsecbangladeshchapter/id1.html).
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by livelihood options that involve irregular migration or trafficking.

Migration is an economic and political right. Thousands of Bangladeshis are
migrating to other countries in search of jobs to improve their livelihoods, for
higher education and other purposes. The government of Bangladesh has
been promoting orderly migration and tries to protect the interest of the
migrant workers. In order to do so, a new Ministry has been established: the
Ministry of Expatriates’ Welfare and Overseas Employment. Through its
agency –the Bureau of Manpower and Training- it aims to provide prospec-
tive migrants with information helpful for their safe departure and safe stay
abroad. These are encouraging steps being undertaken by the government
but the traditional bureaucratic system of administration in the one hand and
a huge number of poverty stricken, illiterate people, who are fully unaware of
migration and its processes on the other hand, have created a situation where
real benefits are far from expectations. 

Most of the people of our country are not aware of what trafficking is and of
its consequences. They do not know how trafficking takes place and who is
responsible for it. They do not know how to escape traffickers and trafficking
either. Women and children are more vulnerable to traffickers who work in
organised groups. Through allurement and deception, they convince the poor
and illiterate section of the people to leave their place for an unknown desti-
nation in search of better life. They generally do not demand money from their
target families (vulnerable groups) before departure. The guardians of chil-
dren and young girls are all the more inclined to trust those who promise bet-
ter lives to those who are to be sent off. Another convincing argument is the
promise of financial returns to sending away this member of the family.
Because of the widespread poverty, it is needless to say that Bangladesh is
a prime candidate for the supply of victims of human trafficking. 

Although it is difficult to estimate the number of individuals trafficked from
Bangladesh, rough estimates are of about 400 women and children being
taken abroad every month. Some claim that currently, 300,000 Bangladeshi
women and children work in Indian brothels, and 200,000 in Pakistani broth-
els (Box 1).
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Box 1. Estimate of children trafficked from Bangladesh

• 13,220 children trafficked out of Bangladesh in the past five years 

• 300,000 Bangladeshi children work in the brothels of India 

• 200,000 Bangladeshi children work in the brothels of Pakistan 

• 1,000 child trafficking cases documented in the Bangladeshi media in 

1990-1992 

Source: Bangladesh National Women Lawyers Association and Centre for Women and Children

Studies, cited in Gazi et al (2001). 

Trafficking also occurs within the country when children and women are taken
from their homes to work as sex workers in brothels or on the streets, in the
pornographic industry, as bonded labour etc. Traffickers use the same tactics
in case of internal trafficking as it is done for cross border trafficking. They
work in organised groups. 

1.2 Microfinance, migration and trafficking

Trafficking or irregular migration is a heinous crime directly affecting the life of
poorer class whose vulnerability is taken advantage of. A slogan of trafficking
prevention interventions could be ‘combat poverty to combat trafficking.’ From
this perspective UDDIPAN encourages savings behaviour, which can serve to
send people off in safe migration, which in a way play role to combat traffick-
ing. UDDIPAN, through its microfinance activities, tries to develop the finan-
cial capacity of the rural poor. Through its work, UDDIPAN has been able to
observe the strong positive influence of microfinance on migration and traf-
ficking. It creates opportunities for the poverty-stricken community to take up
new income generating activities, thus enabling them to become self-reliant.
After meeting their daily necessities and repaying the credit, borrowers are
able to save a portion of their income. This money plays a vital role and brings
remarkable changes in the life of the borrowers, enabling them to think freely
and taking decisions concerning their own life such as migration. 

Because the ultimate aim of UDDIPAN programs is to bring a positive change
in the life of its target group, it does not limit itself to giving credit but also pro-
motes human rights through the implementation of rights-based programmes.
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The poor usually lack awareness and information about their rights and do not
have the capacity to realise these rights. They are not conscious about health
and gender issues and are thus easy prey to the social evils. So UDDIPAN
complements its microcredit programme with a range of other activities
(described in Annex 1). Within this integrated approach, awareness on migra-
tion and trafficking is raised systematically. 

UDDIPAN also has an inbuilt mechanism to monitor and supervise the activ-
ities ndertaken by its clients on a regular basis, to ensure the best utilisation
of the loansies have used their savings and assets builtith the help of micro-
finance for safe migration of the young male members of their uand that the
social development programs being implemented. The organisation mainly
provides loans for income generating activities such as small trading micro
enterprise, rural transportation, cow and goat rearing, poultry, handicraft, agri-
culture, horticulture and pisciculture. Loan size varies between 7,000 taka to
50,000 taka. A weekly repayment system is used and the recovery rate is
99.6%. Loans have to be repaid within a year. UDDIPAN also provides hous-
ing loans and enterprise loans for the development of entrepreneurial skills of
targeted beneficiaries which range from 20,000 to 200,000 taka. The Micro
Finance and Technical Support Programme provides loans for livestock, goat
rearing, poultry etc. Currently, 68,000 women are borrowing from the organi-
sation. UDDIPAN also provides loans for hard core poor families in particular
in the most deprived regions of the country.

UDDIPAN has observed how some familwfamilies. As they acquire assets and
are able to accumulate some cash, over time, households are in a position to
ponder over the options open to them - for instance safe migration- and not fall
prey to unsafe migration and trafficking. The relative financial prosperity and
economic emancipation acquired through their participation in microfinance
makes them confident enough to ignore the temptation of unsafe migration
and trafficking. It shows them the diversity of options open to them, and invest-
ment in safe migration is one of them. UDDIPAN is involved in this by linking
up those interested in migration to the Bureau of Manpower, Employment
and Training (BMET)29 at the district level, and also through organisations
ttt

29 The BMET was established in the year 1976 by the Government as an attached department of the then
Ministry of Manpower Development and Social Welfare with specific purpose of meeting the manpower
requirement of the country and for export of manpower as well. BMET is engaged
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like the International Organisation for Migration (IOM)30 to ensure safe migra-
tion. 

UDDIPAN credit is associated with savings generation. This organisation
believes that savings behaviour is influenced by a person’s income but also by
habit and for poorer sections of the population, by the opportunity to save i.e.,
where and how to save. Organising a safe saving activity at the family level is
very difficult because formal banks do not accept savings from the poor as they
are small in amount. NGOs like UDDIPAN fill the gap in this regard: like other
NGOs in Bangladesh , it encourages small savings by collecting money from
the villages mostly on weekly basis, by helping peoples keep accounts, by pro-
viding interest on the money deposited, and also, by allowing withdrawals in
time of need. The entire system works as a motivational tool for poorer house-
holds. 

Once a substantial amount of savings is generated, UDDIPAN take on an advi-
sory role to ensure a fruitful utilisation of the money by households. In places
where migration is common and where other villagers have migrated, safe
migration can easily be promoted as advantages are widely known. UDDIPAN
tries to help villagers in the process. For instance, it helps them gather informa-
tion on the job to be taken up. It also tries to raise people’s awareness of the
options, provides information on existing relevant governmental offices and on
how to obtain clearance from the latter. 

UDDIPAN’s role is not to provide information on migration options but when this
is the option adopted by households, to prepare them for safe migration. UDDI-
PAN organises workshops and seminars on migration where individuals from
the relevant ministry are invited, thus ensuring a close and sustained link
between UDDIPAN and the Ministry of Expatriates’ Welfare and Overseas
Employment. A lot of importance is given to these types of activities as they help
advocate on the issue of unsafe migration.

for over all planning and implementation of the strategies for proper utilization of manpower of the country. 
30 The IOM is committed to the principle that humane and orderly migration benefits migrants and society. As

the leading international organization for migration, IOM acts with its partners in the international commu-
nity to: assist in meeting the growing operational challenges of migration management; advance understan-
ding of migration issues; encourage social and economic development through migration; and uphold the
human dignity and well-being of migrants (http://www.iom.int/en/who/main_mission.shtml).
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Awareness about trafficking is important and without it, no anti-trafficking initia-
tives can be successful. Because microcredit borrowers are organised in
groups, UDDIPAN and of the organisation is not just limited to prevention: it also
takes initiatives to habilitate and reintegrate into the community individuals
returning from forced aining on social issues, legal issues, mobilisation of local
communities and local successful integration. UDDIPAN has been working with
returnees and their families to try and bother NGOs involved can more easily
build awareness against unsafe migration and trafficking. 

But the workremigration. This is done through the provision of microfinance to
help rebuild a livelihood. The reintegration and rehabilitation of trafficked sur-
vivors -returnees- is always a difficult task, particularly in a country like
Bangladesh where the value system makes it difficult for returnees to be
accepted back into society. UDDIPAN considers microcredit as a major instru-
ment in this rehabilitation. But microcredit only seldom works with returnees, as
they face social exclusion to some degree, in addition to lack of employment
and economic assets. Group members are made aware of social taboos
through discussions to sensitise them to this problem. The first step towards
reintegration is to ensure group members and the family of the returnee accept
the returnees. UDDIPAN has called upon religious leaders of communities to
help in the endeavour of sensitising villagers through its Community
Mobilization Programme including Imams in Anti Trafficking programme. 

Other ways through which awareness and sensitisation to this issue is raised is
throughtrelected bodies and through mass information campaigns. In addition
to this, workshops and village level meetings are organised on this issue, and
information, communication and capacity building materials are developed to
be in awareness campaigns. 

The mental health of the returnee is also an important factor in their sretackle
this issue. But reintegration is a difficult process, which needs systematic plan-
ning. It should not just be considered as an emotional event. On the ground,
UDDIPAN observes that local elected body members, community leaders of all
types, family and the government have a great role to play in this regard.
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This work on trafficked returnees is currently taking place in the northern, north-
ern east, southern and southern west regions of Bangladesh. Sixteen districts
are covered around the country out of which many are close to the borders,
hence more prone to trafficking. ATSEC has identified 20 trafficking-prone dis-
tricts but traffickers continuously change their target areas as well as their route
making preventive work difficult.

1.3 Conclusion

Bangladesh is a lucrative place for human traffickers because of widespread
poverty and vulnerability, as well as the prevalence of social injustice and dis-
crimination. UDDIPAN strongly believes that microfinance can help fight traffick-
ing and irregular migration, and can promote safe migration as part of a reward-
ing livelihood strategy. Women can play a vital role in this regard. By involving
the poor rural and urban women in the process of income generation and self-
employment through microfinance, their economic status is changed, self-con-
fidence is gradually built and their self-dependency is increased. Strengthening
the economic base of the poor through microfinance accompanied by aware-
ness about trafficking can really create a situation in which unsafe migration and
trafficking can dramatically decline.

References Gazi. R, Z.H Chowdhury, S.M. Nurul Alam, E. Chowdhury, F. Ahmed and S. Begum
(2001)’ Trafficking of Women and Children in Bangladesh An Overview’ ICDDSpecial Publication n. 111
Annex 1: UDDIPAN’s activities UDDIPAN is involved in a host of activities, as the main actor, or as a partner in
a wider project:
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1.4 UDDIPAN Integrated Development Programme (UIDP)31

The aim of the UIDP is to enable the landless poor and disadvantaged to
plan, implement, control and mobilise resources for a sustained improvement
of their lives. UIDP is supported by PKSF32 and UDDIPAN’s own funds. 

The UIDP comprises of five major components: 
- Institution Building: this

is done through group
formation, weekly group
meetings and work-
shops, savings genera-
tion, Adult Functional
Education (AFE) and
Human Development
Training (HDT); 

- Income and Employment Generation (IEG): this comprises Income
Generating Activities (IGA) management and skill development training
and credit support to group members. 

- Legal Awareness: this includes the training of group members, the mitiga-
tion of local disputes etc. 

- Health and Sanitation: this consists of awareness building and training of
group members, installation of tube-wells and sanitary latrines and linking
up Government Organisations and NGOs for the mobilization of resources. 

- Gender Equity Development (GED): this includes a wide range of activities
ranging from training of group members and specifically male household
members to counselling.

• Child Development Programme
(CDP)

UDDIPAN considers children to be one of
the most vulnerable groups among the
poor and through its CDP aims to pro-
mote child development. To achieve this
objective, this programme

UIDP (as of March 2006) 

• 88,000 members 

• 2560 million taka distributed 

• Outstanding credit balance: taka 355 million

mothers and group
members

children 0-5

students 6-14

male of target
households

community people
and other children

Figure 1. CDP beneficiaries
as of October 2004

31 1US$=61 Bangladeshi taka (15th December 2004). 
32 PKSF is an apex funding organisation of microfinance programmes.
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includes activities dealing with child rights, child education, child nutrition and
capacity building. CDP is implemented in nine project areas under five dis-
tricts. 

• Micro Enterprise Development Programme (MEDP)
UDDIPAN provides enterprise loans to the potential borrowers with support
from PKSF. 

• Strengthening Household Ability to Respond to Development
Opportunities (SHOUHARDO).

This CARE-Bangladesh project aims ‘to sustainably reduce chronic and tran-
sitory food insecurity of 6400 vulnerable households in eight union of
Banskhali upazila of Chittagong district of Bangladesh by 2009.’

• Grihayan Project (GP) 
UDDIPAN is participating in the Grihayan Tahbil Project -a government hous-
ing fund- and implementing the project in three upazilas33 of Chittagong dis-
trict. In each of the upazilas, 100 houses are to be built for targeted house-
holds, and each new owner will receive Tk. 20,000 as soft long-term loan. 

• Bangladesh Rural Enterprise and Agricultural Development Project
(BREAD-II) 

UDDIPAN is one of the partner organisations in the BREAD II, a maize pro-
motion programme funded by USAID, and is cultivating maize in two of its
working areas in the Comilla district. 

• Disaster Relief and Rehabilitation Project (DRRP) 
When any disaster occurs, UDDIPAN immediately tries to intervene, takes ini-
tiatives to organize fund and tries to meet peoples' short term, long term and
immediate needs caused due to disaster. This is done within UNDP’s DRRP’
framework. 

• Psychosocial Interventions Primary Skill Training
UDDIPAN has started to work on this programme from the year 2003. A train-
ing programme has been organized where the participants from different
national and local NGOs participated.

33 One of the administrative units of Bangladesh.
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• Community Mobilization Programme including Imams in Anti
Trafficking (COMPIAT): 

UDDIPAN has been mobilizing Imams (religious leaders) in 20 districts of
Bangladesh and providing training to them regarding various aspects to com-
bat human trafficking. It has been organizing village level gatherings, deliver-
ing messages against human trafficking through khutba during Juma Prayer
on Friday in line with Holy Quran and Haditch and producing Information
Education and Communication (IEC) materials with a focus on Islamic texts
with regard to human trafficking.
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Chapter 5

DHAN Foundation - India: programmes that empower local
communities

1. Introduction

DHAN Foundation, a profes-
sional development organisa-
tion, set out in 1997 with the
aim to develop highly qualified
professionals that will help
mother and develop innova-
tions for poverty reduction, and
promote institutions that are
mature enough to upscale
Central to this organisation
philosophy are the ideas of facilitating innovation rather than direct service
provision, and facilitating the building of local institutions and social entrepre-
neurship. DHAN Foundation is currently involved in three programmes: the
Kalanjiam Community Banking Programme, the Vayalagam Tankfed
Agriculture Development Programme and DHAN Academy, a centre for the
creation of professional Development Managers. Access to Information
Technology for the poor is gradually being incorporated in its portfolio of activ-
ities, and DHAN aims to develop a workable model to provide computer-aided
adult literacy centres for the Kalanjiam and Vayalagam members, as well as
training centres for the children of members of Kalanjiam and Vayalagam41.

Empowering existing local bodies is one of the founding philosophies behind
all of DHAN Foundation’s work. It promotes people’s organisations around
development issues. The aim of this paper is to illustrate how this organisa-
tion goes about doing so by describing two of its programmes: the Kalanjiam
Community Banking Programme and the Tank Regeneration programme.
The Kalanjiam Community Banking Programme started as a pilot project in
1990 and gradually evolved into a programme. It finally became a people’s
movement in 1998. In line with its mission, DHAN has created the Kalanjiam
Foundation to scale

DHAN at a glance – September 2005 

Coverage 350,000 

Staff 410 

Total Members 350,000 

Total Borrowers 195,000 

Total Savers 280,000 

Total Portfolio Outstanding US$30 million 

Total Savings US$ 14 million

Women members 100%

41 From the Dhan Foundation website: http://www.dhan.org/adhan.htm.
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up the Kalanjiam across the country. DHAN Foundation’s Vayalagam Tankfed
Agriculture Development Programme came into being after an analysis of the
situation of the drought-prone rural areas of Tamil Nadu was carried out.
Water is essential for agriculture and giving access to this input to farmers can
make the difference between having to give up this activity and fall into pover-
ty, or prospering. 

1.1 The Kalanjiam’s Community Banking Programme

Symbolically, Kalanjiam means a granary or storage place to keep grains or
valuables in Tamil, symbolising prosperity. The Kalanjiam Community
Banking Programme focuses on women and is based on primary units of 15
to 20 members called Kalanjiams, which are village based. These Self-Help
Groups (SHGs) act as the intermediary between woman and savings and
credit transactions. Between 150 to 200 Kalanjiams form a Federation.
Clusters of 15-20 groups are also formed with nearby villages. These struc-
tures all have specific roles (see table 1).

At present, the Kalanjiam movement has a membership of 288,097 women in
the southern states of Andhra Pradesh, Tamil Nadu, Karnataka and
Pondicherry. These are poor women from the most deprived rural and urban
areas of 28 districts. As of September 2005, these poor women promoted
18,045 groups, 898 Cluster Development Associations and 40 autonomous
federations to provide access to savings, credit and insurance services as
part of the microcredit support. Sources of funding for the credit given out to
members are member savings as well as commercial banks. In addition to
this, other development needs are addressed by the Kalanjiams such as
housing, education, health, drinking water and women’s empowerment. This
is done through collaborations with local, state and central government
departments, as well as other development organisations and philanthropic
institutions. In fact, the Kalanjiam leaders have been encouraged to actively
participate in village Gram Sabha meetings to put forward people’s needs
such as health and infrastructure. Some have been successful in addressing
them through the Panchayats42.

42 Gram Sabhas and Panchayats are local level government rural decisions bodies.
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DHAN, unlike other microfinance organisations does not handle the money. It
is the groups themselves that do so. This is called the ‘enabling model’. The
role of DHAN’s staff is to assist Kalanjiams to manage their money and
ensure sound management practices. In the words of K. Narender, the Chief
Executive of Kalanjiam Foundation, DHAN’s primary focus is to enable the
community manage its own resources, whether it is money through microcre-
dit, or water (Bhagat, 2004). This is done by collaborating with the
Government, the private sector and development agencies. Thus, out of
18,000 groups, 15,000 are linked to banks, an achievement, if one considers
the negative image banks used to have of SHGs. Insurance companies have
also jumped on board and currently, 2,00,000 Kalanjiam members out of the
2,88,000 have a life and health insurance. Linkages have been made with
hospitals and some federations have even set up their own small hospitals.
Kalanjiams are empowered to directly approach mainstream commercial
banks for loans, a unique model in microfinance (Vasimalai et al, 2001). 

DHAN Foundation invests substantial energy in building the leadership of the
people in their collective bodies at different levels. It builds the capacity of
leaders in planning, organising and revolving conflicts (DHAN Foundation,
2003a). 

Table 2 illustrates the process of Kalanjiam Banking development with DHAN
Foundation as an initiator, which after acting as a facilitator through the entire
development period withdraws to become an advisor. It is clear from this that
DHAN Foundation’s focus is on capacity building to enable poor members of
rural communities to take their finances into their own hands without having
to be exploited by money lenders. The process of social mobilisation is a con-
tinuous one. Commercial banks that finance Kalanjiam members are involved
from the beginning, if only as onlookers initially, which gives them time to
know their future clients and build confidence. The first six months, groups are
involved in savings and credit operations using their own funds. It is only after
that that the linkage with a bank is made. Clusters will start functioning
through an interactive process when most of the groups in the vicinity, around
ten, are formed. The federation will be registered once there are at least 150
groups in place. This can happen up to two years after the groups are formed
(DHAN Foundation, 2003b).
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Table 2. Role and evolution of development finance partners

A strong organizational structure is one of DHAN’s premises. There is a
sound culture of thorough record keeping and transparency in the Kalanjiam,
leading to a greater confidence in the organization by people. Meetings are
held regularly and minutes kept for records. Issues are always debated and
rules are strictly followed. The groups are highly democratic and promote lea-
dership among the poor. The leaders are selected based on collective
consensus among all members and leaders are rotated regularly to give all
members a chance to take on that role. 

1.2 Tank Regeneration Programme

Mismanagement and neglect of more than 100,000 traditional tanks in the
Deccan plateau have led to the severe shortage of water in this drought affec-
ted areas. This centuries-old technology which was essential in the local eco-
system of low rainfall areas, slowly fell to pieces when during the colonial
period, the British transferred the rights over the tanks from the villagers to the
State. Today, it is the government itself that is the main encroacher on most
of the tanks. Bus stands, colonies and roads have developed in the tanks and
the channels connecting them (Vasimalai et al, 2001).

Phases DHAN Foundation Kalanjiam Bank 

Pre formation 

(1-2 months) 
Explorer and initiator Observer Onlooker 

Formation 

(3-6 months) 
Promoter and facilitator 

Passive 

participant 
Observer 

Stabilisation I 

(7-12 months) 
Coach 

Passive 

owner 
Experimenter 

Stabilisation II 

(13-18 months) 
Resource person 

Active 

owner 
Financier 

Growth 

(19-24 months) 

Advisor and Income 

Generating Programmes 

initiator 

Manage Collaborator 

Expansion and 

Diversification 

(>24 months) 

Business support 
Self-

propeller 

Collaborator 

and financial 

advisor 

Source: Adapted from DHAN and Canara Bank (2001) 
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Tanks are earthen reservoirs constructed across natural slopes, where water
is harvested. Most of the tanks are linked as cascades in watersheds which
cross -government administrative boundaries requiring an appropriate man-
agement of the water distribution. They are an important source of irrigation
in zones where there is no perennial river flowing43. There are an estimated
140,000 tanks in the three South Indian States of Karnataka, Tamil Nadu and
Andhra Pradesh44. 

DHAN has initiated extensive tank regeneration programmes through the
Vayalagams and is reviving the community management of these resources.
Launched in 1992, the Tank Rehabilitation Programme has now spread to
950 Vayalagams benefiting 75,000 farmers in Tamil Nadu, Karnataka and
Andhra Pradesh. Villagers have responded positively by contributing 25-50
per cent of the total cost of the projects. All construction or repair work is
under taken through Tank Farmers Associations (TFAs). These associations
have executed physical work worth Rs 10 million so far45. Groups of TFAs
across a cascade of tanks get formalized into Tank Cascade Associations
which in turn form district-level apex Tank Farmer Federations, a structure
similar to the Kalanjiams’ one. 

This programme has three major components: the systematic selection of
tanks, the promotion of people's organisations and the rehabilitation works
and tank-fed agriculture development. M. P. Vasimalai, executive director of
the DHAN Foundation sees an added benefit to this program which is that it
‘has made the rural folk into an organised workforce as they have come under
one banner, giving them a voice’ (Bagla, 2003).

In Southern India, tanks are the preferred water storage structure for their rel-
atively straightforward maintenance. Most tanks are artificial structures and in
general comprise a small earthen dam and its upstream reservoir, sluice
gates, surplus weirs and, most importantly, the catchments and command
areas. While earthen dams -also called bunds- are usually constructed taking
advantage of natural slopes, many tanks situated in the plains can have very
long bunds running into several kilometres. 

43 From the Dhan Foundation website: http://www.dhan.org/vayalagam/index.htm 
44 From Indian NGOs website: http://www.indianngos.com/d/dhanfoudation/prog-%20tad.htm 
45 From rainharvesting.org website: http://www.rainwaterharvesting.org/Rural/Dhan1.htm
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The tanks help store and then slowly distribute the run-off water that has trick-
led in from the catchments; however, tanks are often interlinked in chains
along a watershed making the whole system an ecologically sustainable way
for the effective utilisation of rainfall. The linked tanks in a watershed are
called tank cascades. These generally have common supply and drainage
channels (Bagla, 2003).

DHAN chooses the vil-
lages and tanks to
restore based on a
series of criteria.
Cascades of tanks are
selected and all the
tanks of a selected area
are then improved in a
phased manner. DHAN
ensures that it is a
majority of small and
marginal farmers that
will benefit from this
regeneration work, but
it also ensures that
there is good leader-
ship and cohesiveness
among the chosen
community46. This is
essential as the latter
has to agree to imple-
ment the repair work
themselves and the
maintenance that fol-
lows. A breakdown at
any stage of the cascade of tanks can endanger the entire system. Once the
tanks have been chosen, Tank Farmers Associations are formed at the village
level. Its members are involved in the planning of the rehabilitation in consul-
tation with all stake holders. The associations for Tank Cascade Associations
ensure the smooth running of the tanks along the cascade.

The case of the Rasikulam village

This tiny hamlet has a population of 300 and con-
tinuously, for the last four years, crops have been
failing here because of the drought, forcing at
least a quarter of the working population to
migrate in search of jobs to the coast. Having
found no relief from the state machinery, the vil-
lagers approached the DHAN Foundation to help
out. Last year the Foundation helped them to de-
silt their water tank and created the much need-
ed water source. The village now has three
active self-help groups, which ensured that high
quality earthwork without the usual pilferage was
undertaken by this non-governmental organisa-
tion. A year later heaping loads of praise for this
small intervention is Irulayee, the president of the
women's cooperative, who says, "we lived in
absolute hell for the last three years since there
was just no water in the village, but despite the
small amount of rains this year, the village has
sufficient water only because of the tank rehabil-
itation works collectively undertaken by the vil-
lagers." Providing hope that once these unique
indigenous water storage systems get restored,
rural poor can at least get assured access to this
elixir of life. 
Source: Bagla (2003)

46 From the Indian NGOs website: http://www.indianngos.com/d/dhanfoudation/prog-%20tad.htm
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They have to resolve conflicts that arise out of water sharing between tanks
from feeder channels47. At a district level, Tank Federations are formed. 

This Tank Regeneration Programme benefits in large part the poorest mem-
bers of the community who are the ones who relied on this type of water sup-
ply. The deterioration of water tanks added to the privatization of groundwa-
ter through the numerous wells sunk by the better off farmers48 gradually put
poorer farmers in extremely vulnerable situations. In fact, number of able-
bodied adults had to migrating to the coastal areas in search of employment.
It is estimated that the tanks save approximately 45 working days per house-
holds which is the total spent each year to fetch water. Because fetching
water is often a chore attributed to children, this freed-up time means their
families hesitate less to send them to school49. Access to drinking also has
positive health impacts through the reduction of water-borne diseases. This in
turn means that poor households can rely on their human capital without hav-
ing to fear illness. Better sanitation is another obvious corollary of access to
tank water. 

It is these same people who are now able to take control of their water sup-
ply. These local management solutions by the beneficiaries themselves mean
this is a sustainable programme. DHAN has realised however that while the
intensity of the collective action of farmers is very high during the rehabilita-
tion of the tanks, it is likely to dwindle with time, potentially reducing the cohe-
sion that is necessary among the community to sustain the Tank project.
Hence, in order to intensify the collectivism by farmers, DHAN sees the micro-
finance groups as the ideal platform to ensure frequent and regular meetings
of farmers50. 

1.3 Conclusion 

Through the examples of the Kalanjiam Community Banking Programme and
the Tank Regeneration Programme, we have tried to illustrate the way in
which DHAN sees its mission as one that should enable local communities to
improve their welfare themselves. 

47 Ibid. 
48 Ibid. 
49 From the International Water Management Institute website:

http://www.iwmi.cgiar.org/smallholdersolutions/index.asp?nc=5859&id=684&msid=132 
50 http://www.indianngos.com/d/dhanfoudation/prog-%20tad.htm
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It initiates programmes but managing responsibilities are quickly passed on
to the locals with DHAN taking on an advisory role and providing profession-
al assistance when necessary.

A good example of how DHAN manages to remain just an enabling factor as
opposed to a dictating one while remaining responsive to the needs of com-
munities, is their reaction to the tsunami. This catastrophe hit DHAN’s work-
ing areas very strongly and deposited salt in the drinking water tanks.
Immediately, DHAN assisted the groups in desilting the water to ensure a
smooth continuation of farming activities. It was able to use its wide network
of Kalanjiams to provide assistance with this and other emergency assistance
required.
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Box 1. 
Aforestation: helping the poor and the environment - TMSS initiatives

Bangladesh is a low-land country interweaved by the rivers Padma, Meghna and
Jamunaand their numerous affluents. Every year, during the rainy season, flood
affects millions of people. The gradual depletion of forests is becoming a major
cause of land erosion which favours flooding. Thus, right now, only 9% of the sur-
face of the country is covered by forests against a recommended coverage of 25%. 

Thengamara Mohila Sabuj Sangha (TMSS), a medium-size NGO, initially started
its work in Bogra to alleviate the poverty and empower women in the society. TMSS
considers floods to be one of the important factors in worsening vulnerable fami-
lies’ poverty. Thus, it believes that aforestation is a strategy that can help these
people by decreasing land erosion –hence the extent of flooding- but also by cre-
ating an income-generating activity for the beneficiaries. An improved environmen-
tal situation is also one of the positive outcomes of this endeavour. 

TMSS began its aforestation programme in 1993. Nursery development, social
forestry and homestead plantation are the three main projects that contribute to
aforestation. So far, the organisation has planted 3,850,000 trees in crop-land,
homestead areas, pond side, river side and 270 kilometres roadside. 

Nursery Development

The aim is to create markets for fruit, timber and medicinal plantsand saplings,
which not only generate income but also protect the environment from pollution
and soil erosion. In order to do so, TMSS provides training and credit support to its
beneficiaries. Until now, 150 farmers have been trained and on an average each
nursery farmer has produced 50,000 saplings. TMSS own nursery produced
500,000 saplings by 2004 out of which 45% timber, 53% fruit and 2% is medical. 

Social Forestry

Under the social forestry project TMSS is concentrating on: 
•    Strip gardening and roadside plantation 
•    Community aforestation in khas (Government) and fallow land 
•    TMSS’s own aforestation with beneficiaries’ participation. 

To facilitate this, TMSS has introduced a Tree Deposit Scheme (TDS) which in
2003, enabled the plantation of 181,501 saplings in 250 kilometers of roadside. In
addition to this, 250,000 saplings were planted in other types of lands. 

TMSS has also started an awareness building programme on plantation of trees
among its beneficiaries. The importance of aforestation is emphasised and fami-
lies are encouraged to plant fruits, medical or timber saplings on their land, as
potential long term assets for them. 

TMSS believes that its aforestation programme has a sizeable positive impact on
its beneficiaries by generating income through the sale of saplings, increasing
assets by planting saplings that become trees and by protecting the environment
from pollution and soil erosionhence reducing vulnerability to floods.
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Chapter 6

Micro leasing in rural Bolivia: the case of ANED (National
Ecumenical Development Association) 

1. Introduction 

The National Ecumenical Association for Development (ANED) was founded
in 1978 in Bolivia by a group of development institutions and religious organ-
isations, with the aim to offer adequate financial services to low income indi-
viduals involved in income generating activities. ANED is now a leading finan-
cial institution that operates in rural and peri-urban areas. 

The ANED credit system is based on small scale integrated loans. However,
when lending money for the specific goal of financing agricultural equipment,
ANED quickly understood the limitations of such a lending methodology:
arrears began to add up and households faced increased indebtedness. That
is when the organisation undertook to experiment with a different lending
mechanism, through micro leasing. This method also prevents households
from having to endanger their most precious possession –the land they own-
by giving it up as collateral (IFAD, 2002). More generally, it has the effect of
improving general production systems by introducing technology (Pereira
Ossio, 2004).

This form of lending is what we focus on in this paper. Although micro lend-
ing is not a new phenomenon, it is only now that the microfinance sector has
reached a certain maturity that some organisations are showing more inter-
est in this alternative financing method (Deelen et al, 2003). It is now widely
acknowledged in the field of microfinance that the acquisition of equipment is
often a key channel through which microentrepreneurs can expand their busi-
nesses and ultimately increase their incomes (Westley, 2004). 

How it works 

Thus, since 1997, ANED has been using leasing in two forms:
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1) single leasing: ANED buys the equipment and delivers it to the borrow-
er. The latter pays for it in the form of rental charges; 

2) lease back: the borrower sells ANED an asset belonging to him or her
and used the amount received for productive investment. ANED then
returns the asset to the borrower using a leasing formula (IFAD, 2002). 

Figure 1. The standard lease operation

To be eligible for this type of lending, previous experience in operating the
equipment to be leased is required. Priority is often given to experienced
farmers that are already involved in an organized production chain, for
instance dairy farmers that have a contract with a dairy (IFAD, 2002). One of
the main conditions for micro leasing to work is that the income generated
through the use of the equipment can cover the lease payments as well as
the costs of operating the equipment. Thus, ANED not only analyses the cash
flow of equipment use, but also assesses the client’s ability to operate the
machinery (Alvarado and Galarza, 1999). 

ANED staff will also ensure that people who enrol in this scheme have been
good and committed clients of ANED’s. They also monitor the asset through-
out the duration of the lease as it still belongs to ANED. 

The borrower is expected to finance 15 to 25% of the original value of the
asset and no more than 30% of total net household income should be allocat-
ed to lease payments (Nair et al, 2004).

 

 

 

 

 
 

Source: Deelen, 2003 
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Different equipments have different lease durations: for example two years for
a power pump and five years for a tractor. A rule that ANED adheres to in
order to minimise risk however, is that this duration should be less than the
depreciation period for the equipment (IFAD, 2002). 

ANED continues to own the asset until the beneficiary has paid it in full. This
means the payment of the original equipment, the interest and the charges.
Default in paying the rent means ANED is entitled to repossess the equipment
without any litigation. An important aspect of this type of contract is that the
legal property of the asset is separate from its economic use (Alvarado and
Galarza, 1999). 

Because ANED purchases assets wholesale, it is able to ensure prices that
are below what producers would be charged individually. It also guarantees a
stock of replacement parts for the financed (Alvarado and Galarza, 1999).
Another advantage to this type of scheme is that it costs less to administer
than regular microcredit loans hence lower interest rates and longer repay-
ment periods. ANED is also able to fit the payment frequency to match the
production cycle of their clients (Dupleich, 1999). 

1.2 Results

90 percent of ANED’s overall portfolio is in rural areas but only 7 percent is in
leasing. In 2002, this meant a portfolio of US$400,000. Nair et al (2004) find
that the leasing portfolio has a lower delinquency rate than ANED’s other
financial products: 8.4 % against 10.5%. 

Pereira Ossio (2004) the executive director of ANED, based his organisation’s
experience of rural micro leasing, lists a few limitations yet to be dealt with in
the Bolivian context. Firstly, the private sector tends not to be interested in
rural markets, thus limiting possible partnerships with agricultural equipment
suppliers. Also, the model requires a down payment by the client which can
sometimes be prohibitive for rural clients. Finally, the national legal and tax
policies are not designed to promote these types of operations. Three taxes
apply to financial leasing operations: the value added tax, the transaction tax
and the tax on profits. This generates a non negligible cost which increases the
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interest rate to the clients (Alvarado and Galarzo, 1999). Westley (2004) esti-
mates that the loss incurred because of this taxation amounts to approximate-
ly two to four percentage points in MFI’s effective yield, depending on the
country. In other words, a loan yielding 30% to an MFI will yield 26 to 28% for
a similar lease. 

More generally, any MFI interested in micro easing will face a need for a con-
siderable restructuring with investments in staff training and systems devel-
opments. Indeed, changing from a loan lending structure to a lease one
means a whole different approach which will affect the entire organisation.

Product developers will need
to familiarize themselves
with lease product designs
and pricing mechanisms,
while senior managers will
need to find potential part-
ners to provide the neces-
sary equipment. Accountants
will need to adapt to new
accounting and  taxation
methods and loan officers
used to credit evaluation will
have to learn how to deal
with equipment finance
(Deelen et al, 2003).

Pereira Ossio finds that
micro leasing technology
enables alliances among
three actors in what has

proved to be a win-win relationship: clients, the MFI (in this case ANED), and
private enterprises (the equipment supplier). The financial institution man-
ages the risk and acts as a pivot, while the private company provides the
technical assistance and equipment guarantee (Pereira Ossio, 2004). So
while the MFI is able to offer new products, it still continues to do what it is
best at without venturing into activities it is less familiar with.

The case of Rosita López 

Rosita López, a peasant farmer in the town of
Oruro, Bolivia, learnt her father’s skills for
growing vegetables as a little girl. Later, when
she had to earn an income for her own family
she found that very few, if any, institutions
were willing to lend to peasant farmers. Rosita
needed to buy a motorised pump, which cost
US$800. Some institutions demanded a legal
title to her land, which Rosita did not have,
and a credit record which peasant farmers
can build up only through business ventures,
which Rosita had never been able to finance.
Rosita had little prospect of overcoming her
poverty. Then she discovered ANED (ECLOF
Bolivia) from whom she obtained a loan for
the pump through ANED’s micro leasing cred-
it scheme. Rosita is but one of the many
clients making up ANED’s leasing pro-
gramme. 

Source: Dupleich, 1999
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Chapter 7

K-Rep Development Agency: HIV/AIDS

1. Introduction 

K-Rep is a specialised microfinance development organization. It was estab-
lished in 1984. In 1987, K-rep was incorporated locally as Werep Limited as
a company limited by guarantee with no share capital. In 1991, its name was
changed to Kenya Rural Enterprise Programme (K-Rep) under the same act.
In March 1993, K-rep was registered as an NGO, in compliance with new leg-
islation under the Non-governmental Organization Act of 199061. 

The K-Rep Development Agency (KDA) is the research and development arm
of the K-Rep group. K-Rep Group Limited established K-Rep Bank in 1999, a
development bank specializing in microfinance to small businesses, microen-
terprises and ordinary households. It also offers a wide range of banking serv-
ices. K-Rep Bank is currently the first micro-finance commercial bank in
Kenya. The main difference between K-Rep Bank and other conventional
banks is its social mission of serving the low income people. Its mode of oper-
ations and service delivery systems and techniques also differ62. 

K-Rep Bank, through its activities, wants to show that lending and providing
banking services to low-income or poor people is both commercially viable
and an important development intervention for poverty eradication. K-Rep
Bank believes that the small- micro-enterprise sector is a crucial part of the
Kenyan economy and deserves the support of the banks and the financial
sector63. 

K-Rep is well known in the microfinance community for being one of
the    very few NGOs worldwide to have successfully transformed into a
commercial organization. Commercial banks usually shy away from
small-scale lending arguing the transaction costs are too high to make it
commercially viable. However, K-Rep has built on 15 years of donor-
ttt
61 From the K-Rep Group website: http://www.k-rep.org/devagency.asp
62 From the K-Rep Bank website: http://www.k-repbank.com/ 
63 From the K-Rep Bank website: 

http://www.k-repbank.com/modules.php?op=modload&name=News&file=article&sid=1
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backed microfinancing and the experience of organizations such as Bolivia’s
BancoSol to make lending to poor people a highly profitable activity64. 

1.2 AIDS in Kenya

Kenya, like many other African countries, has been hard hit by the AIDS epi-
demic. At the end of 2003, the adult prevalence rate was 6.7% (see Box 1)
and the trend shows no sign of a decline in the number of deaths. There are
still 150,000 deaths due to AIDS every year. However, new infections seem
on the decline, down to 80,000 per year (UNAIDS, 2004). Life expectancy
dropped from 60 years in 1990 to 45.5 in 2002, a decline mostly explained by
AIDS65. 

Box 1. AIDS in Kenya at the end of 2003

Source: UNAIDS (2004)

Estimated number of adults and children living with HIV/AIDS 

Adults and children 1,200,000 
Adults (15-49) 1,100,000 
Adult HIV prevalence rate 6.7 % 
Women (15-49) 720,000 
Children (0-15) 100,000 

Estimated number of deaths due to AIDS in 2003 

Adults and children 150,000 

Estimated number of children who lost mother or father or both to AIDS
and who were alive and under age 17 at the end of 2003 

Current living orphans 650,000 

Note: These estimates include all people with HIV infection, whether or not they have develo-
ped symptoms of AIDS, alive at the end of 2003:

64 From the Global Development Research Center website: 
http://www.gdrc.org/icm/country/kenya-krep.html 

65 From the International Financial Corporation website: 
http://www.ifc.org/ifcext/aids.nsf/Content/Projects
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The AIDS epidemic impacts all sectors of the economy. Thus, it is estimated
that 58% of all farmers’ deaths in the last five years have been caused by
AIDS. This illness also proves to be an economic burden on households:
households with at least one HIV positive member spend four times more on
health care than they would otherwise66. In addition to this, they lose the
income of the sick adult and the economic productivity of the other members
providing the care to the sick person (CGAP, 2003). 

1.3 K-Rep Bank, AIDS and the IFC Against AIDS67

The International Finance Corporation Against AIDS works with companies to
develop tools and give advice to address workforce and community related
concerns related to AIDS. Indeed, while the mandate of the IFC is to encour-
age economic growth through the private sector, it has identified HIV/AIDS as
having a substantial negative impact on business. One of its projects is with
K-Rep Bank: the aim is to protect this organisation’s workforce and its opera-
tions from the impact of this disease and also to use its wide outreach by pro-
viding awareness and prevention messages to its clients. 

The cooperation between IFC Against AIDS and K-Rep Bank began in 2004
with the aim of establishing the company's HIV/AIDS in the workplace pro-
grammatic activities. The size of K-Rep Bank is substantial with 400 staff by
the end of 2004 and plans to grow further. The goal is to gradually extent the
reach of these activities to K-Rep’s clients which are over 60,000. 

The majority of K-Rep’s employees is between 20 and 40 years of age, the
most vulnerable age group when it comes to HIV/AIDS. 75% of HIV/AIDS
related deaths occur in this age bracket which is the most economically pro-
ductive one. Also, by lending to people that are potentially at risk, the compa-
ny is putting its business at risk.

66 From the International Financial Corporation website: 
http://www.ifc.org/ifcext/aids.nsf/Content/Projects 

67 This section is mostly taken from the International Financial Corporation website:        
http://www.ifc.org/ifcext/aids.nsf/Content/Projects
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1.4 The onset 

The Focal Point of the program is Human Resources which works very close-
ly with the existing Medical Committee. The latter was originally established
to make decisions about medical schemes and general health benefits and
has now been expanded to get this new programme started. The company
adopted an AIDS policy in July 2004. The Focal Point in conjunction with the
Medical Committee established an Action Plan, and IFC Against AIDS is
working with the company to set realistic priorities and to encourage their
investment in the infrastructure of a program by empowering and educating
their staff to participate in the future planning. 

In addition to this, K-Rep Bank is performing an informal assessment of the
internal and external fields where the company operates. This assessment
will enable the company to know what their internal capabilities are in terms
of operationalising HIV/AIDS activities, as well as surveying the external envi-
ronment to identify local resources and partner organizations to help them
with implementation. 

1.5 Education and Prevention Programs 

The first step for the education and prevention component of this programme
was for all the K-Rep staff to read the Federation of Kenya Employers Code
of Conduct for HIV/AIDS in the workplace. Posters placed in the workplace
are also relaying the important messages contained in this document. 

Although a formal HIV/AIDS training module does not exist, the company has
included the issue in all of its other training activities with time set aside for
HIV/AIDS discussions and deliberations. These sessions are often facilitated
by the company’s current 26 Champions, a group of peer educators that has
already been established. A formal training plan for this group is considered a
priority and a training event took place in the Fall of 2004. It included presen-
tations from People Living with AIDS (PLWA) and the Kenya HIV/AIDS Private
Sector Business Council to better sensitize and educate the Champions on
HIV/AIDS.
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1.6 Care and Treatment Programs

All K-Rep’s employees are covered by the company’s medical scheme which,
although it does not provide Anti-retroviral drugs (ARVs), does provide med-
ical care for opportunistic infections and other medical conditions. 

1.7 Extension into Community

There is some outreach work already in place through the Champions who
provide information in an informal manner to customers and through several
fora that the company has organized. Typically a K-Rep staff member will
donate their time and ask a Champion to coordinate an HIV-related activity. 

1.8 Monitor Effectiveness 

K-Rep’s Action Plan is still being drafted at this time and as part of that plan
the company is looking at ways to monitor the success of their efforts through
appropriate indicators and measures. 

1.9 Lessons Learned and Application to Clients 

Having a strong Focal Point and leadership from the Board of Directors has
been critical in driving the program. K-Rep has made great progress with the
establishment of its program in a relatively short period of time, due largely to
key staff and Board members supporting the issue. This type of involvement
from the top decision-makers makes implementing a program sustainable
and helps drive the program forward. The engagement of the Board sends a
very strong message to employees about the company's commitment.

In order to extend its program to the community, K-Rep Bank is planning to
use its operational staff and senior management as purveyors of information
and education as a way to reach consumers and to leverage the ways in
which they reach their clients to service loans and products as a way to share
HIV/AIDS information and prevention messages. 

References CGAP (2003) ‘Helping to Improve Donor Effectiveness in Microfinance, 
Microfinance and HIV/AIDS’ Donor Brief n.4 UNAIDS (2004) Report on the Global AIDS Epidemic
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Box 2. 
Remittances, a new product for enterprise development – NRBSL’s experience

The Philippines is the third largest remittance recipient country in the world: it receives an
annual US$6.40 billion which represents 1.5% of its GDP. The government of the Philippines
has legislated and created new institutions to boost the strength of overseas Filipinos and
ensure their security. It has also adopted rules to assist migrant workers free of cost and has
exempted their payment for travel tax and airport fees.

In general, migrant families utilize remittances for consumption, education, social events
and emergencies, but less so for productive purposes. The New Rural Bank of San
Leonardo (NRBSL) sees remittances as a source of investment in enterprise development
and aims to channel remittances towards the development of the local economy. NRBSL is
not directly involved in the collection of remittances, but it has developed loan facilities serv-
ing the relatives of the overseasworkers catering to those who are interested in enterprise
development and those who are not, and also migrant returnees. NRBSL believes rural
banks can and should be the strongest network to use poor migrant workers’ earnings in the
productive sector. 

Products for enterprising migrant worker’s relatives 

•    Lima Para sa Lahat (Five for All): Non-collateralised credit facility to start a new business
or for business expansion purposes. Fifty percent of LPSL’s loan beneficiaries’ relatives
work abroad. 

•    People’s Entrepreneur Loan 1 (PEL1): A semi-collateralized credit facility for community
entrepreneurs who want to expand their enterprise activities, ranging between P30,000
and P100,000. 

•    People’s Entrepreneur Loan 2 (PEL2): The same as PEL1 but for loans ranging between
P100,000 and P1.5 million. 

•    Business Labor Triple Benefit Program (BLTB): For small entrepreneurs who need more
than 1.5 million pesos to expand their business. Certain criteria need to be fulfilled: the
enterprise should remain community-based, generate wage labor and provide salary
loans to its permanent workers so that their spouses can also start an income generat-
ing activities and become a member of LPSL, PEL1, PEL2 or BLTB.

Products for enterprising migrant workers 

•    Guarantee Facility for Relatives Loans: A relative of a migrant worker may borrow money
from NRBSL with no collateral provided his/her relative overseas has a savings account
with the bank. The savings serve as a guarantee. 

•    Welcome back capital loan: Workers can get financial support to start a businesswhen
they return home if their savings are not enough. 

•    Migrant workers also can avail PEL 1, PEL 2 and BLTB products for their enterprise
development. 

Products for Non-Enterprising migrant worker and their families and relatives 

•    Philanthropic Savings: Migrant workers can deposit money in the bank and the interest
earned is used to improve community services. 

•    Educational plan. 
•    Pension Plan.
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INAFI IS:

As a global Network of microfinance practitioners, INAFI is committed to
poverty reduction through microfinance interventions. It brings together
microfinance practitioner institutions at tree levels- international, regional
and country levels in Latin America, Africa, Asia.
A Network of more than 200 member organizations spread in Africa, coun-
tries in Asia and Latin America Collective reach of Network of more than
25 million clients Diverse organizational structure, legal frameworks, geo-
graphic coverage, scale of operations, methodologies, and product range
Shared commitment to serving the poor, particularly the most vulnerable
segments of the population through financial services.
INAFI aims to work as a single entity with shared values, vision and mis-
sion. As leaders in the sector INAFI member organizations have the
potential to influence policy impact at the national and international levels.
INAFI members together give the Network the ability to bring the voice of
the poor to the policy makers to influence development policies and prac-
tices. INAFI’s organizational structure enables participatory decision-
making through bottom up processes. INAFI member organizations get
their mandate from the clients whom they serve. Member organizations
come together as General Assemblies at the regional level to elect
Boards. The regional assemblies nominate two representatives to the
INAFI International Board. INAFI member organizations are autonomous
institutions. The INAFI regional networks also are autonomous entities,
with their own governance and management structures based on the spe-
cific needs and interests of members.
INAFI International Foundation consists of the three regional networks —
INAFI Africa, INAFI Asia and INAFI Latin America. The International office
serves to promote the INAFI network at an international level, support
capacity building of the regional networks, and coordinate programme
implementation, reporting and fundraising.

INAFI INTERNATIONAL FOUNDATION
Villa 11, Mermoz rue MZ- 57, Dakar Senegal, West Africa
PO Box : 374, Dakar – Fann
Tel : (221) 860 42 22 • Fax : (221) 860 42 23
www.inafiinternational.org
info@inafiinternational.org

International Foundation
of Alternative
Financial Institutions


