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Summary
With emergence of cooperatives to provide savings and micro-credit services to their shareholders in 1956, the history of Nepalese micro-finance starts in Nepal. Government recognised the potential role of support to expand micro-finance services on addressing poverty problems that contributes the expansion of Nepalese micro-finance sector especially from mid-seventies. Currently there are four major types of MFIs namely Savings and Credit Cooperatives (SCCs), Small Farmers’ Cooperatives Limited (SFCLs), Financial Intermediary NGOs (FI-NGOs) and Micro-finance Development Banks are active in Nepalese micro-finance sector.
Lack of access to finance is a major problem for micro-entrepreneurs to start up or to scale up the enterprises in the UNDP/GON Micro-enterprise Development Programme (MEDEP), which is one such project that has faced enormous challenges to ensure access to finance to micro-entrepreneurs it has developed through series of process.

Micro-finance promoters and practitioners seem concerned about quality of their interventions for a clear and concise mechanism that MFI simultaneously focus on very poor and address the challenges of sustainability and outreach. Serving effectively target people for developing products and providing services is one of the challenges for MFI to have significant impact on very poor clients. This is in part about designing services that are attractive to the poorest and understanding who is reached and why others are excluded.
The Micro-Enterprise Development Programme (MEDEP) is a multi-lateral donor funded poverty reduction initiative supported by the Ministry of Industry (Nepal Government) and the United Nations Development Programme in Nepal since 1998. To support Nepal's poverty reduction efforts, MEDEP has been identifying the poorest of the poor especially women, Indigenous Nationalities, Dalit, Muslim, Other Madhesi groups.

Of the total micro-entrepreneurs (i.e. 44,195) outreached by MEDEP, 21 % of them are Dalit followed by Indigenous Nationalities (Adivasi-Janajati) and Others with 42 and 37% respectively. Regarding gender, 68% of total micro-entrepreneurs are Women out of them 18826 (i.e. 42.6%) Women micro-entrepreneurs have access to financial services. 

MEDEP has so far adopted two pronged strategies to ensure access to financial services to the micro-entrepreneurs. First, partnership with Agricultural Development Bank by creating a Micro-credit Fund with a joint contribution of ADBL (70%) and MEDEP/UNDP (30%) and second, partnership with MFIs without creating a Micro-credit Fund rather developing bankable client for MFIs and providing support to meet the operating losses in some cases especially in high hills and remote areas. 
MEDEP continuously approaches to build and improve partnership with the (i) private sector, (ii) MFIs and (iii) commercial banks, in order to facilitate access of the micro-entrepreneurs to comprehensive micro-finance services in rural Nepal. This requires a joint effort to ensure coordination and build partnership with private sector, MFIs and commercial banks from needs, market, local resources and potentialities identification to monitoring and supervision; and graduation and scaling. 
1. Introduction 

With emergence and growth of a large number of financial institutions over the last five decades in Nepal, there has been continuous growth in micro-finance sector as one of the interventions by public and private sectors to address poverty problems in rural areas. Nepalese micro-finance movement goes back to 1956 with the emergence of cooperatives that started providing savings and micro-credit services to their shareholders. Government recognised the potential role of support to expand micro-finance services on addressing poverty problems and this has been very effective for the expansion of Nepalese micro-finance sector from mid-seventies
. Government officially recognised the potential roles of micro-finance sector on poverty reduction only in the Sixth Plan (1980/81 - 1984/85) and since early 1980's both government and non-governmental sector developed and implemented number of programs to ensure access to financial services to the poor; women and disadvantaged group. The micro-finance sector more effectively came up with an increased support for the growth and development after 1990s wherein significant number of Micro-finance Service Providers increased with the intervention of local Non Government Organisations (NGOs) and micro-finance development banks (MDBs) and transformation of savings and credit groups (SCGs) into Savings and Credit Cooperatives (SCCs) as local MFIs.

Currently there are four major types of MFIs namely Savings and Credit Cooperatives (SCCs), Small Farmers’ Cooperatives Limited (SFCLs), Financial Intermediary NGOs (FI-NGOs) and Micro-finance Development Banks active in Nepalese micro-finance sector. In addition to these MFIs, over dozen of rural development programmes implemented by the government and non-government sectors are promoting large numbers of Savings and Credit Groups under the credit component to provide financial service to the poor. Despite significant efforts and innovations to expand financial services to the poor and excluded, access to financial services has still been confined to a small and relatively less poor segment of rural population living in Tarai and accessible hill districts. But large number of poor living in remote hills and mountain districts are still outside the realm of the financial services.

The findings of the 2006 Access to Financial Services Survey confirm that use of banks by low income households is limited, financial NGOs and cooperatives play a large role in providing both deposit accounts and loans, and informal borrowing far exceeds formal borrowing. Only 26 percent of Nepalese households have bank accounts, and banks’ procedures are perceived as being the most cumbersome among institutions. Accordingly, clients prefer not to save in them. Banks are dominated in urban areas and among the wealthiest.

In Nepal, ensuring access to finance of poor and disadvantaged groups has been always a challenge and most donor funded projects have faced such problem to enhance access to finance to their target groups. Lack of access to finance is a major problem for micro-entrepreneurs at both levels weather it is to start new enterprise or to scale up the enterprises in the UNDP/GON Micro-Enterprise Development Programme (MEDEP), which is one such project that has faced enormous challenges to ensure access to finance to micro-entrepreneurs it has developed through series of process. During the course of implementation, MEDEP worked to develop a model to reach the unreached through the micro-finance services to entrepreneurs it has developed. 
This paper aims at documenting the innovations that MEDEP’s has made to reach the unreached through micro-finance services. More specifically, the paper provides a modality and experiences that provides a proper mix of the financial and non-financial services to graduate the people at poor and disadvantaged group into the micro-entrepreneurs and establish business linkages with financial service providers for access to finance to start and scale-up their micro-enterprises. The data used in this paper are obtained mainly from secondary sources through a review of the information available in the database that MEDEP’s Management Information System and findings of the study that MEDEP has recently commissioned for Impact Assessment of the MEDEP’s Micro-finance Services.  

The report is organized into four sections. After this introductory section, section two review of the literature while the data analysis and interpretation is provided in section three. The report concludes with a note on key findings and recommendation in section four. 
2. Review of Literature 

2.1 Reaching the Poorest and Sustainability
Many have raised questions on micro-finance and its importance as a means for poverty reduction. As promoters and practitioners become increasingly concerned about quality of their interventions, interest has grown in developing clear and concise mechanism that MFI simultaneously focus on very poor and face challenges of sustainability and outreach.

Whether micro-finance should be orientated to build institutions for those commonly excluded from the formal banking sector or should provide financial services to help reduce poverty are two opposite opinion regarding micro-finance operation. Advocates of the latter approach contend that large-scale sustainable micro-finance can be achieved only with financial systems approach. To be able to reach large numbers of clients, MFIs need to achieve self-sufficiency but this should not be attained at the expense of the benefits to these clients in terms of poverty impact. 

Some MFIs have successfully achieved difficult balance of excellent financial performance, outreach to the poorest people and significant positive impacts on the lives of their clients. Poverty-focused MFIs can achieve excellent financial performance, but the process of striving towards these goals involves trade-offs between social and financial objectives. The nature of these trade-offs varies in different contexts. 

The process of understanding needs and targeting very poor clients demands staff's time/ workload. Poorer people often live in more remote, inaccessible or less densely populated areas and active poverty targeting demands development and management, staff time and additional supervision and operational costs. Once very poor people are reached they are likely to take smaller loans, which generate less income and need greater levels of support. Increasing the flexibility of financial services and adding non-financial services can increase the effectiveness in poverty outreach and impact but costly and complicated for implementation.

There are benefits of the poverty focus. Micro-finance industry has embraced targeting women as it is recognised that this creates positive financial and social benefits. One of the most obvious but un-quantifiable benefits comes with offering services that are appropriate for the market. MFIs that do not differentiate according to the needs of different client groups are inefficient, and they will find that clients do not perform and they might otherwise. 

If a MFI can succeed in supporting the poorest in overcoming their vulnerability and in coping with shocks as they occur, then there is a good chance that the clients will improve their position, and as they do so, have increasing need and capacity for financial services. They will be more likely to save more, take larger loans, experience fewer problems and therefore require less staff input. This in turn will lead to the financial success of the MFI. There is anecdotal evidence that very poor clients are more committed to the MFI and less likely to default. Higher initial costs may be partly balanced by lower costs at a later stage. What is clear is that MFI sustainability very much depends on the sustainability of its clients. 

2.2 Exclusion in Micro-finance Service Delivery
Attracting the right people towards its products and services is one of the challenges for any MFI that wishes to impact on very poor clients. This is in part about designing services that are attractive to the poorest and understanding who is reached and why others are excluded. Poorest of the poor are excluded from micro-finance due to deliberate and inadvertent processes that operate formally and informally within MFI and clients. An understanding of the issues related to exclusion of the poorest from micro-finance products and services and identifying the strategies to address such issue is crucial for ensuring reaching the poorest. 

Market forces operate to serve the less-poor first. Very poor people are excluded through self-exclusion, deliberate or unintentional MFI policy, exclusion by other clients, or by leaving the programme.

MFIs may take a decision to provide services only to a specific group of clients. For example, many MFIs only provide loans to clients with an established micro-enterprise backed by certain eligibility criteria.

Table 1: Mechanisms for Exclusion of the Poorest from MFIs

	Action
	By Whom & Why

	Formal exclusion by MFIs
	

	Eligibility criteria 
	· Deliberate and considered MFI policy

	Informal exclusion by clients
	

	· Self-exclusion of very poor people

· Other clients prevent very poor joining in the group
	· Lack of confidence and perceptions of MFIs by clients

· Self-interest of existing clients to exclude `weak’ people in the group.

	Exit of clients
	

	· Self-selection 

· Pushed out by other clients
	· Decisions by clients due to perceived lack of benefits

· Exclusion of “problem” clients by others

	Informal exclusion by MFIs
	

	· Staff: Active exclusion by staff assumptions /practices
· Design: Inappropriate products/services
	· Response by staff at all levels to job priorities, mission and incentives

· Unexpected side effects of MFI policy and practice.


Whilst the MFI may have a commitment to reaching the very poor, these people may both choose not to join or be prevented by other members. This is often a particular problem where there is a mix of very poor and less poor clients.

Self-exclusion: Poor people’s lack of confidence constrains their capacity to believe that micro-finance can be beneficial, or have the perception that the services provided by MFIs are not intended for them.
Exclusion by other members: In group-based lending there is a tendency of stronger people to exclude those who are poorer. There is often a negative perception by the community of the very poor (useless, lazy, unlikely to be able to repay a loan) resulting in other members not wanting them in their group. This is particularly apparent where group liability is operated, and group members are encouraged to exclude any person who may be a bad credit risk. 
Where policies are not orientated to the needs of the very poor, it is likely that they will experience a greater proportion of problems, and therefore be more likely to choose to leave the MFI, or to be pushed out by other members.
Whilst intending to reach a defined set of clients, MFI unintentionally excludes people who should not be formally excluded. This is a result of a complex inter-play of factors at all levels of the organization.

Exclusion by staff: Motivators/loan officers may have explicit or implicit incentives to exclude the poorest.  This may be based on a perception that the poorest are problematic and will create an increased work burden. This can be exacerbated by an organizational culture and incentive schemes that emphasize financial targets above the need to work effectively with the poorest. This will encourage loan officers to focus on achieving greater productivity, increasing portfolio outstanding, and reaching larger number of clients, rather than achieving greater poverty impact.

Exclusion by design: Many aspects of the lending methodology of a MFI may deliberately or inadvertently exclude the poorest. These may include entry fees, rules that exclude people who do not have an existing business, inappropriate or inflexible loan terms, automatic loan size increases, inaccessible or compulsory savings, group liability rules, providing services from central offices rather than in community based situations, or locating the program in accessible rather than remote areas. Other aspects of program design may not exclude the poorest, but may be biased towards the less-poor.

2.3 Micro-enterprise Development Programme

The Micro-Enterprise Development Programme (MEDEP) is a multi-lateral donor funded poverty reduction initiative supported by the Ministry of Industry (Nepal Government) and the United Nations Development Programme in Nepal since 1998. To support Nepal's poverty reduction efforts, the MEDEP has been identifying the poorest of the poor. The programme has been working with poor people, especially Women, Indigenous Nationalities, Dalit, Muslim, Other Madhesi groups and involving them in micro-enterprises.
MEDEP has taken an integrated and market oriented approach to micro-enterprise development, providing and coordinating entrepreneurship training, technical skill training, and access to financial services for potential micro-entrepreneurs. MEDEP stresses the areas surrounding local market centers for identifying, training and assisting selected poor men and women to start and grow their micro-enterprises. MEDEP uses demand driven, social mobilization, market driven, technology driven, credit driven, training driven and infrastructure development approaches on its intervention areas. 

MEDEP takes a longitudinal approach while supporting Micro Enterprise Development (MED) for the poor. The longitudinal approach implies the delivery of a package of services needed by micro-entrepreneurs in a sequential order leading up to the establishment of sustainable enterprises operated and managed by the poor. The foundation of the Micro Enterprise Development model promoted by MEDEP is therefore based on the programme's strategic approach to inter-link and coordinate local resources, low-income people's interest in Micro Enterprise Development and entrepreneur's access to local and national markets. The approach taken has been quite innovative and has opened up new debate in the development and private sector on the effectiveness of micro-enterprises to promote local economies, utilize natural resources, create economic and employment opportunities in partnership with the private sector.

Numbers of studies carried out by MEDEP reveal that micro-enterprise development services provided by MEDEP has reached the unreached people living in inaccessible areas breadth and depth following the strategies of social inclusion. The studies further show that MEDEP has reached out to the hard core poor and deliver the enterprise development services to the unreached people and bring them out of the vicious circle of poverty. As the target group of the programme are (i) hardcore poor families or ultra-poor (those having annual income of less than 4,000), (ii) poor scheduled caste (Dalit - there are 26 different scheduled castes in Nepal), (iii) poor indigenous groups (there are 59 different indigenous groups of which 12 are ethnic minority groups amongst which 8 are listed as endangered ethnic groups), (iv) differently-able (physically and mentally challenged) and deprived women (divorced women and women headed households), v) Youth with age between 16 to 35. 

Access on financial services is one of the services required for poverty reduction which is required in different phases for micro-enterprise development (MED) starting financing initial start-up capital to micro-enterprise establishment to managing required working capital for the enterprises. Micro-enterprises are established by the poor to generate self-employment opportunities and there is always a need for access to finance in the form of fixed investment and working capital finance. In general, poor micro-entrepreneurs rely on informal sources to address their financial needs, which is more costly and unreliable. 
2.3.1 Access to Finance in MEDEP
MEDEP has piloted different approaches and strategies for ensuring access to financial services to micro-entrepreneurs it has developed. The Programme worked in partnership with different financial service providers (FSPs).

The partnership modality between MEDEP/UNDP and the Agricultural Development Bank Limited (ADBL)
 has proved to be one of the replicable models for expanding micro-finance outreach through Financial Service Providers (FSPs) in the areas where rural communities were deprived of accessing the financial services to start and promote their micro-enterprises. Agricultural Development Bank of Nepal and MEDEP/UNDP signed a Memorandum of Understanding (MOU) to establish the micro-enterprise credit fund to provide financial services to micro-entrepreneurs developed by MEDEP. In response to phasing out of micro-finance operation by ADBL as part of its restructuring initiatives and apparent inefficiencies in the arrangements
, in the second phase, MEDEP established partnership with difference financial service providers (FSPs) to meet the demand for financial services of the micro-entrepreneurs. The arrangement worked with mixed success. In order to provide further impetus on enhancing access to finance to micro-entrepreneurs, since 2008, MEDEP is supporting the District Micro-entrepreneurs Group Associations (DMEGAs) to sign MOU with the Financial Service Providers to empower them further and explore the possibilities of enhancing access to financial services to micro-entrepreneurs locally. Further, a significant number of cooperatives of the micro-entrepreneurs are promoted under MEDEP to open further avenue on addressing issues related to access to financial services to micro-entrepreneurs. 

Strategies adopted by MEDEP on ensuring access to finance differ in terms of modalities and their implications for promoting MED differ across three phases that it has undergone. During the first phase MEDEP had developed the partnership with Agricultural Development Bank Limited by creating a Micro Credit Fund with the joint contribution of ADBL and MEDP. This credit fund was used to provide credit to the micro-entrepreneurs through the branches of ADBL in MEDEP project areas. However, it could not happen once the ADBL phased out the micro-finance component from its overall service delivery packages. In this phase, MEDEP established a credit fund within ADBL with a joint contribution ADB/L (70%) and MEDEP/UNDP (30%). The strategy helped to ensure access to finance for micro-entrepreneurs. The partnership however could not go long as ADBL phased-out its involvement on micro-finance sector because of the restructuring in ADBL. 

2.3.2 Outreach of micro-finance services among MEDEP clients

Access to financial services has been one of the critical challenges especially in inaccessible areas. Need of ensuring sustainable access to financial services to the entrepreneurs promoted by MEDEP has received significant attention and focus from its design and implementation in 1998 to date. Relevant experiences and issues on access to finance under MEDEP has created a forum for all concerned stakeholders to work together for synergy effect and help bringing smiles in the faces of rural poor community people.
MEDEP has so far adopted two pronged strategies to ensure access to financial services to the micro-entrepreneurs. First, partnership with Agricultural Development Bank by creating a Micro-credit Fund with a joint contribution of ADBL (70%) and MEDEP/UNDP (30%) and second, partnership with MFIs without creating a Micro-credit Fund rather developing bankable client for MFIs and providing support to meet the operating losses in some cases especially in high hills and remote areas. 
2.3.3 Linkages with Financial Service Providers
When the MEDEP's partnership with Agricultural Development Bank Limited became discontinued to provide access to financial services to entrepreneurs, MEDEP shifted its strategy to develop local level partnership with MFIs and assist micro-entrepreneurs to access financial services. However, MEDEP has attempted to link entrepreneurs it has developed with different financial services providers such as Grameen Bikas Bank, Micro-finance Development Bank, Savings and Credit Cooperatives and Financial Intermediary NGOs. This linkages still has required synergic efforts to make it more effective and functional collaboration and coordination between MEDEP and financial service providers. 

Numbers of micro-enterprise groups promoted by micro-entrepreneurs are slowly emerging as cooperatives to look for better options to access micro-finance services locally but in an institutional way. This strategy has been instrumental on providing sustainable solution for access to finance to entrepreneurs. Further, MEDEP has been able to establish such partnership with over 40 financial service providers at local level. 

There are significant numbers of successful cases of MEDEP promoted micro-entrepreneurs who are linked with financial service providers. There were cases where these entrepreneurs have increased their credit absorptive capacity as well as graduated from micro-entrepreneurs to small and medium entrepreneurs. They are looking for the larger loan to scale up their business and also adopt some safety measures to prevent against losses due to shocks, natural calamities and other possible risks. Financial services provided by Micro-finance Service Providers do not meet their financial needs and such graduated entrepreneurs must be linked with financial service providers that can extend financial services to small and medium enterprises for scaling up their business activities. 

On the other hand, access to financial services for the clients in inaccessible hills and mountains is a serious constraint due to absence of financial service providers in those areas, less opportunities for enterprise development, lack of access to market and isolated settlement. These are areas where people lack capability to operate cooperatives on a sustainable basis and/or prospects of developing sustainable cooperatives do not exist. Further, it is more likely that conventional micro-lending methodologies adopted by Nepalese financial service providers are not suitable to ensure access to financial services to entrepreneurs living in remote areas. There is a need to develop alternative lending modalities to ensure access to financial services to people in such inaccessible hills and mountain areas. 

2.3.4 Partnership with Private Sector, MFIs and Commercials Banks
MEDEP continuously approaches to build and improve partnership with the (i) private sector, (ii) MFIs and (iii) commercial banks, in order to facilitate access of the micro-entrepreneurs to comprehensive micro-finance services in rural Nepal. This requires a joint effort to ensure coordination and build partnership with private sector, MFIs and commercial banks from needs, market, local resources and potentialities identification to monitoring and supervision; and graduation and scaling. 

3. Data Analysis and Interpretation

3.1 Access to Finance among MEDEP promoted Entrepreneurs

As of December 2009, MEDEP have developed 44,195 micro-entrepreneurs in 36 districts of Nepal. MEDEP has focused on developing sustainable business linkages of the micro-entrepreneurs with Financial Service Providers. Practices have shown that Financial Service Providers have acknowledged the micro-entrepreneurs developed by MEDEP to be capable for high credit risk and are quite confident to extend larger loan size to these micro-entrepreneurs. As a consequence, about 61% of micro-entrepreneurs in MEDEP districts have access to financial services and FSPs are quite successful to maintain high depth and breadth of outreach, good portfolio quality (above 98% on-time repayment rate) and attained both operational and financial self-sufficiency out of their operation. Such an access is significantly higher compared to national average access to finance rate of 35%.
Table 2: Reaching the Unreached for Micro-finance Services (December 2009)
	S.N
	Particulars
	Dalits
	Indigenous Nationalities (Adivasi-Janajati)
	Others
	Grand Total

	
	
	Male
	Fem
	Total
	Male
	Fem
	Total
	Male
	Fem
	Total
	Male
	Fem
	Total

	1
	Total Number of Entrepreneurs
	3303
	6397
	9700
	5102
	13132
	18234
	5679
	10582
	16261
	14084
	30111
	44195

	2
	%
	7%
	14%
	21%
	12%
	30%
	42%
	13%
	24%
	37%
	32%
	68%
	100%

	3
	Total Number of Credit Borrowers
	1601
	3252
	4853
	2893
	7082
	9975
	3640
	8492
	12132
	8134
	18826
	26960

	4
	Percentage of Access to Finance  (out of total micro-entrepreneurs, i.e. 44195)
	4%
	7%
	11%
	7%
	16%
	23%
	8%
	19%
	27%
	18%
	43%
	61%

	5
	Amount of Micro Credit borrowed from ADB/N ('000)
	3419
	2217
	5636
	7998
	9174
	17172
	8031
	8390
	16421
	19448
	19781
	39229

	6
	Amount of Micro Credit borrowed from Others ('000)
	8802
	19032
	27834
	9923
	25214
	35137
	16551
	39725
	56276
	35276
	83971
	119247

	7
	Total Amount of Credit Borrowed ('000)
	12221
	21249
	33470
	17921
	34388
	52309
	24582
	48115
	72697
	54724
	103752
	158476

	8
	Average Loan Amount Borrowed
	7633
	6534
	6897
	6195
	4856
	5244
	6753
	5666
	5992
	6728
	5511
	5878

	9
	Loan  Outstanding  ('000)
	4569
	5789
	10358
	7603
	12260
	19863
	9745
	8930
	18675
	21917
	26979
	48896

	10
	Average Loan Outstanding
	2854
	1780
	2134
	2628
	1731
	1991
	2677
	1052
	1539
	2694
	1433
	2064

	11
	Amount of MEG Group Savings (NRs. '000)
	1720
	2725
	4445
	3230
	6847
	10077
	3417
	6556
	9973
	8367
	16128
	24495

	12
	Average Savings per Member
	521
	426
	458
	633
	521
	553
	602
	620
	613
	594
	536
	554


Of the total micro-entrepreneurs outreached, 21 % of them are from Dalit community followed by Indigenous Nationalities (Adivasi-Janajati) and Others with 42 and 37% respectively. Regarding gender, 68% of total micro-entrepreneurs are female and out of 44,195 micro-entrepreneurs, 18,826 (i.e. 42.6%) female micro-entrepreneurs have access to financial services. 

Table 3: Composition of Micro-Entrepreneurs by Gender and Ethnicity
	Description
	
	Dalit
	Janajati
	Other
	Total

	
	Gender
	Number
	%
	Number
	%
	Number
	
	Number
	%

	Total  Micro-Entrepreneurs
	 Male
	3303
	7%
	5102
	12%
	5679
	13%
	14084
	32%

	
	Female
	6397
	14%
	13132
	30%
	10582
	24%
	30111
	68%

	
	Total
	9700
	21%
	18234
	42%
	16261
	37%
	44195
	100%

	Access to Finance
	Male
	1601
	6%
	2893
	11%
	3640
	14%
	8134
	30%

	
	Female
	3252
	12%
	7082
	26
	8492
	31%
	18826
	70%

	
	Total
	4853
	18%
	9975
	37%
	12132
	45%
	26960
	100


Source: Micro-Enterprise Development Programme, Progress Report December 2010
3.2 Micro-enterprise Promoted by MEDEP promoted Entrepreneurs
The micro-entrepreneurs promoted by MEDEP have established micro-enterprises for income and employment generation. There are varying types of enterprises. Financial services received from FSPs have been used to finance both fixed investment and working capital finance. The following table shows the types of micro-enterprises and the micro-entrepreneurs who have borrowed from MFIs and not borrowed from formal sources to run their micro-enterprise activities.  

Table 4: List of Micro-credit Financed IG/MEA

	S.N.
	Type of enterprises
	Unit
	Borrowing

MEs
	Non-borrowing MEs
	Total
	Borrowing MEs
	Non-borrowing MEs
	Total

	1 
	Babiyo (Rope Making)
	No
	217
	603
	820
	0.8
	3.5
	1.9

	2 
	Bamboo works
	No
	2189
	255
	2444
	8.1
	1.5
	5.5

	3 
	Bee keeping
	No
	896
	690
	1586
	3.3
	3.5
	3.6

	4 
	Bhujiya making
	No
	469
	0
	469
	1.7
	0.0
	1.0

	5 
	Bitten rice
	No
	0
	150
	150
	0.0
	0.9
	0.3

	6 
	Briquettes
	No
	0
	2585
	2585
	0.0
	15.0
	5.8

	7 
	Candle making
	No
	50
	148
	198
	0.2
	0.9
	0.4

	8 
	Ceramics
	No
	0
	145
	145
	0.0
	0.9
	0.3

	9 
	Chalk making
	No
	221
	0
	221
	0.8
	0.0
	0.5

	10 
	Cosmetic shop
	No
	456
	0
	456
	1.7
	0.0
	1.0

	11 
	Dairy cattle farming
	No
	1996
	310
	2306
	7.4
	1.8
	5.2

	12 
	Dalmoth
	No
	1105
	465
	1570
	4.1
	2.7
	3.6

	13 
	Dhaka weaving
	No
	1348
	416
	1764
	5.0
	2.4
	4.0

	14 
	Dhakiya
	No
	450
	0
	450
	1.7
	0.0
	1.0

	15 
	Doll Making
	No
	211
	310
	521
	0.8
	1.8
	1.2

	16 
	Electric shop
	No
	216
	0
	216
	0.8
	0.0
	0.5

	17 
	Fishery
	No
	218
	0
	218
	0.8
	0.0
	0.5

	18 
	Fruit processing
	No
	691
	0
	691
	2.5
	0.0
	1.6

	19 
	Fruit shop
	No
	220
	320
	540
	0.8
	1.9
	1.2

	20 
	Furniture works
	No
	1572
	0
	1572
	5.8
	0.0
	3.6

	21 
	Goat raising
	No
	670
	565
	1235
	2.5
	3.3
	2.8

	22 
	Grocery store
	No
	1579
	1068
	2647
	5.8
	6.2
	6.0

	23 
	Herb plantation (ginger and turmeric)
	No
	0
	151
	151
	0.0
	0.9
	0.3

	24 
	Incense stick
	No
	1886
	1672
	3558
	7.0
	9.7
	8.1

	25 
	Iron work
	No
	1360
	154
	1514
	5.0
	0.9
	3.4

	26 
	Jhalla (Jute)
	No
	0
	1350
	1350
	0.0
	7.8
	3.1

	27 
	Leaf Plate Making
	No
	0
	160
	160
	0.0
	0.9
	0.4

	28 
	Mushroom
	No
	214
	0
	214
	0.8
	0.0
	0.5

	29 
	Pater (Mat making)
	No
	679
	322
	1001
	2.5
	1.9
	2.3

	30 
	Piggery
	No
	465
	370
	835
	1.7
	2.1
	1.9

	31 
	Poultry
	No
	1355
	653
	2008
	5.0
	3.8
	5.0

	32 
	Rickshaw
	No
	113
	0
	113
	0.8
	0.0
	0.3

	33 
	River bank farming
	No
	890
	465
	1355
	3.3
	2.7
	3.1

	34 
	Selling rice
	No
	450
	0
	450
	1.7
	0.0
	1.0

	35 
	Sewing/cutting
	No
	865
	1827
	2692
	3.2
	10.6
	6.1

	36 
	Strawberry
	No
	27
	34
	61
	0.1
	0.2
	0.1

	37 
	Tea shop
	No
	554
	651
	1205
	2.0
	3.8
	2.7

	38 
	Thresher
	No
	208
	0
	208
	0.8
	0.0
	0.5

	39 
	Tika making
	No
	215
	100
	315
	0.8
	0.6
	0.7

	40 
	TV/Mobile shop
	No
	220
	0
	220
	0.8
	0.0
	0.5

	41 
	Vegetable farming
	No
	918
	310
	1228
	3.4
	1.8
	2.8

	42 
	Vegetable shop
	No
	661
	907
	1568
	2.5
	5.3
	3.5

	43 
	Weaving (woolen works)
	No
	1106
	79
	1185
	4.1
	0.5
	2.7

	
	Total
	No
	26960
	17235
	44195
	100.0
	100.0
	100.0


Source: Micro entrepreneurs survey conducted in MEDEP, August - September 2009

Note: MEs = Micro-entrepreneurs
Access to financial and non-financial services under the technical, financial and managerial support, MEDEP has been instrumental in restarting some enterprises that had earlier been closed down. These were mainly business that had lapsed due to shortage (or diversion) of working capital and required level of risk bearing capacity for enterprise promotion and development. There is significant difference in average amount invested by the borrowing and non-borrowing micro entrepreneurs for enterprise establishment. Amount invested by the micro entrepreneurs for enterprise development has been estimated at Rs. 28,613 (Rs. 39,808 among borrowing micro entrepreneurs and Rs. 16,626 among non-borrowing micro entrepreneurs). While non-borrowing micro entrepreneurs have managed part of the finance through borrowing from informal sector and use of the accumulated savings, borrowing micro entrepreneurs have managed such capital using accumulated savings as well as borrowing from informal sector. 
The micro entrepreneurs have obtained access to finance for enterprise development from different financial service providers namely Agricultural Development Bank (18%), Grameen Bikas Banks (6%), Micro-Finance Development Banks (2%), Financial Intermediary-NGOs (11%), Savings and Credit Cooperatives (11%) and combination of Financial Service Providers (4%).
3.3 Diversity of MFIs involved on Access to Finance
Diversification of financial services is needed in order to respond the diverse needs and preferences of poor households and entrepreneurs. In order to respond this reality, FSPs are expanding their services beyond micro-credit to offer a more diverse suite of financial services, such as savings, microinsurance, consumer and housing loans, leasing, and remittance services. In addition, a few pioneering financial service providers are exploring integrated services in areas ranging from health facilitation to education finance to energy finance, moving away from the “transactional” nature of micro-finance to a more “customer-focused” approach to providing financial services.

While poor people often improve their financial positions with access to micro-credit and microsavings, they are likely to fall back into poverty easily as soon as they face a financial crisis such as the death of a breadwinner, payment of essential health care costs, or the loss of productive assets. Microinsurance can help low-income households better manage risks they face and protect their gains. Unlike micro-credit, which initially depended on donors to bring significant pools of funds to develop, maintain and expand FSPs, microinsurance is being pushed by commercial insurance industry and has been expanding and evolving rapidly.

So far Nepalese FSPs and micro-finance programs have been focusing on providing savings and credit services only. However a growing number of Financial Service Providers have recognised that providing credit is not enough for sustainable development of the people. A range of other financial services including insurance and other support services are required to be provided along with savings and credit services. The poor are vulnerable to different types of risks and adopt various strategies to reduce the impact of losses. Insurance services are very essential for low income households to cope with uncertainties and emergencies like illness or injury, death, natural disasters, theft and life cycle needs. Formal insurance services are not accessible to the poor because of high premiums and complicated procedures. 

4. Findings and Conclusions

MEDEP have adopted two modalities for enhancing access to financial services to micro-entrepreneurs. About 61% micro-entrepreneurs developed by MEDEP have access to financial services from different financial service providers and diversity in terms of ethnic composition and income level is quite high. This indicates that financial service providers are quite successful to maintain high depth and breadth of outreach, good portfolio quality (above 98% on-time repayment rate) and attain both operational and financial self-sufficiency out of their operation. 

MEDEP has provided greater focus on savings mobilization and over 90% of the micro-entrepreneurs developed by MEDEP have mobilized savings either in their own group or financial service providers or both. Amount of saving mobilized by MEDEP promoted micro-entrepreneurs is estimated at NRs. 16.95 million which has been used for internal lending among micro-entrepreneurs. This way almost all the micro-entrepreneurs developed under MEDEP have access to finance either formal or informal sources which reinforces that development of entrepreneurship has been instrumental in transforming the un-bankable clientele into bankable one. 
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� 	In 1974 Nepal Rastra Bank, the central bank, directed the then two state-owned commercial banks to invest at least five percent (which later increased several times reaching to 12% in early 1990s) of their total deposits in small-scale finance. In 1975, the Agriculture Development Bank of Nepal launched Small Farmers Development Project (SFDP), as a first project to introduce the concept of group guarantee as a substitute to physical collateral for microlending (AsDB and NRB. 1994). 


�	The then Agricultural Development Bank, Nepal (ADBN). 


�	Owing to mounting conflict situation leading to merger of branches of the ADBL in district headquarter, many limitations were noted in UNDP-ADBL partnership provide access to finance to micro-entrepreneurs for access to financial service. 
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