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Micro credit was visualized as a specialized sector by central bankers in 1970s as a necessity to serve small business and rural poor households who were out of reach of banking services in Nepal.  Historically priority sector credit, small farmer development program, production credit for rural women, micro credit for women, and saving, credit cooperatives, and deprived sector credit programs are major initiatives from formal financing system. Thousands of informal occupational groups and community groups function informally. Main thrust of both formal and informal agencies is group mechanism to generate saving, serve micro credit and other social development inputs to their group members.
Poor households variously called low income families, Janajati, backward Madhesi, Dalit, Women, and unemployed youth who live in rural areas have low saving, low capital base are excluded by banks and financial institutions intentionally from their service folds. They lack general and financial literacy. As an individual they are ineligible to take loans. They are recognized by financing institutions under Groups as legal entity. The Financial Intermediary Act 2055 recognizes groups including 4 to 10 members from disadvantaged households as a unit to receive social and financial inputs.  From lenders’ as well as borrowers’ points of views individuals with small amount or lack of collateral loan transaction is uneconomical and unsustainable. To mitigate this problem specific financing institutions are licensed by Nepal Rastra Bank to serve deprived households, called Micro Financing Institutions (MFI). They are class 4 banks, financial intermediary non government organizations (FINGOs), and rural saving and credit cooperatives. The class D banks and FINGOs form groups collect savings and disburse credit to the group members on group recommendation and guarantee. As formal financing institutions, MFIs, monitor, supervise, and collect loans given to group members. It is a hard fact that loans given to individuals on collateral basis by banks are fallen overdue. The loans given by MFIs without collaterals have been supervised closely by staff through groups/centers; have good repayment record of 98 %. 

45 FINGOs working in hill and Tarai districts have a variety of experiences in micro lending. The FINGOs are working in hill districts more intensively than micro credit banks. Small FINGOs have provide need based credit to small groups ranging from agricultural, industrial, commercial, alternative energy credits, and social credits to rural households through women members. These institutions provide credit plus inputs to their clients. Institutions provide social security schemes, remittance and skill enhancement programs.
The following chart explains merits and demerits of Group and individual lending. Merits of group lending are high for poor and collateral fewer households. Limitations of group lending explains potentials for individual lending for which the institutions have to design specialized credit facilities for clients  after crossing 5 to 7 years in group lending..

Group Lending VS Individual Lending
	S.N
	Merits of group lending
	Limitations of group lending

	1
	Accessibility of financing services to poor households have become possible though groups
	Individual specific needs have chances of being isolated/overlooked

	2
	Loan administration cost to the lender  is low
	Expression and need identification of individuals is difficult

	3
	Loan transaction – borrowing cost is low
	Individuals do not prefer to be attached with group loans for a long period

	4
	Loan monitoring and supervision cost low
	Coordination of divergent needs is difficult

	5
	Loan utilization is high
	Backward members may be kept at low profile and exploited by some forward members

	6
	 Tiny physical and financial resources can be utilized as collective collateral and capital for poor individual members
	After certain duration (5 to 7 years) group members attain individual specific efficiency to run individual level credit facilities.

	7
	Loans are available to clients at the door steps
	Individual entrepreneurship may be under shadow

	8
	The group saving and center fund also provide loans to members as factor of self reliance
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