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Poverty and Microfinance
Poverty has different facets. In order to bring the poor out of poverty, the poorest should have access to the economic, financial, social, natural, human and physical assets. However, economic aspect is considered to be the main indicator of the state of poverty of the people. The people having per capita income of less than $ 1 a day has been defined as the poorest and below $ 2 are considered as poor accepted by the international community. In the context of Nepal, as per the Central Bank, a family having per capita income of less than Rs. 5,500, having total land of less than 1 hectare (1.5 bigha in terai region and 20 ropani in hilly region), having no permanent job in the family are categorized as threshold of poverty level. As per the Economic Survey of Nepal for 2065/066, the population living below the poverty line is 30.85% considering average per capita income of Rs. 7,696. If we consider the standard of World Bank of $1 a day Purchase Power Parity, we find that only 24.1% of the total population of Nepal is under the poverty line.
Microfinance is meant for providing financial services to the poor to improve the quality of life and financial stability. In the past, microfinance was basically considered as a social service rather than a business. The viability of Microfinance Institutions (MFIs) was ignored with a myth that it should be operated by donor funds or government grants. However, in the present days, microfinance is considered as a business. Many banks and financial institutions (FIs) operating microfinance activities are able to make profits and provide returns in the form of dividends to the shareholders. It has also been observed that the MFIs are striving for higher profits. In order to maximize profits, MFIs tend to provide big size loans, which attract the non-poor. The non-poor people, who understand the rules, regulations and policies of MFIs, can easily access the loan and consume the big size loans provided by MFIs. However, the general poor fear to approach MFIs for loan or carry for small size loans. Thus, the MFIs prefer to provide big size loans to maximize profit and deviate from the social objective. It is not that the MFIs working in Nepal have not reached the poorest. There are many MFIs who have provided microfinance services to significant number of the poorest. However, there is  a dire need for the MFIs to take strong efforts to reach out to the poorest who have not availed credit yet. 
Literature Review

Today there is much debate on whether microfinance is for the poorest or just the poor and the less poor. One school of thought feels that it is necessary to link microfinance with the livelihood programs otherwise it can be a burden of indebtedness to the poorest. It is said that the poorest need grants, food aid or subsidized employment for their survival needs. Once these needs are met, livelihood training, start-up capital and carefully tailored financial services can help them to get out of poverty trap and undertake sustainable economic activities. 
One reason given is that the extremely poor people may prefer not to borrow because they think debt is more likely to hurt rather than help them. If a woman has no reliable income source, she may feel that obligating herself to make a regular weekly or monthly payment will make her more vulnerable rather than less. Although her investment of loan proceeds in a new micro-business may raise and stabilize her income, this investment is a risky proposition given that a large percentage of micro-business start-ups do fail. Realizing this, many extremely poor people decide that their life is already risky enough without taking on debt. Arguably, some of these fears may be more about confidence than reality, but the poor are usually the best judges of their own situation.

The literature assumes- Suppose a very poor woman with no reliable existing cash flow is willing to borrow money. In an MFI that uses a group loan methodology, the other women in the group may be unwilling to increase their own risk by guaranteeing repayment of her loan. The literature suggests a basic lesson to start the program with grants to meet immediate consumption needs and build “micro-assets”. After the creation of these assets, it is necessary to provide skills training, business management training, saving services and sometimes small credit to prepare clients for running microenterprises. Once the enterprise takes off, the participants are ready to become clients of conventional MFIs.
Present Scenario of Microfinance service to the poorest
It has been observed that the poorest have no confidence to commence any income generating activity. They are skeptical on the success and are more of a risk averter. In many cases, the poorest are mixed with somewhat better-off members with a view to encourage them to learn from the better-offs. But the past experiences have shown that the group consisting of blend of the poorest with the better-offs was not able to run successfully. The better-offs are unwilling to provide guarantee to the poorest. Hence, it is necessary to form a group exclusively of the people of the same economic status. This will help the MFIs to give more attention to the group with poorest members. It has been established in microfinance that the poorest also do possess the ability to save. Most of the poor people do have some income or earn something but they spend entire amount leaving no savings with them because they do not have places to save. They have no orientation on the importance of savings and have no financial institution to accept and safely manage their small deposits in their vicinity.

The information collected from different MFIs of Nepal show that the average loan size disbursed to a microfinance borrower is Rs. 22,363 in MF Development Bank. Similarly, the loan size of co-operatives and financial intermediary NGOs are Rs.15,627 and Rs. 17,495 respectively. It seems that microfinance is now more of a rural finance. Rural financing is also equally important in the areas where there are no other financial institutions. But the chances of excluding the poor in those areas are high. The loan size of MFIs working in Nepal is very high in comparison to other countries. Besides, there has been a tendency among the borrowers to borrow funds from different microfinance institutions simultaneously. Borrowings from different MFIs are rampant in the country. Taking into consideration the multiple borrowing, the loan size utilized by a borrower becomes much higher than mentioned above. The high average loan size consumed by the borrowers clearly indicates that the MFIs are not confined to the poorest only. 
There is a great challenge working with the poorest particularly with those who are food insecure and without any sustainable livelihood options. Social protectionists advise to link safety nets and grant programs with financial services. In their view, the daily laborers are occupied with their daily jobs on wages basis and may even starve in case they are not able to work for a couple of days. They are worried about their livelihood. They do not come forward to form a group or to get enrolled in microfinance program. Theoretically, the above statement may be correct but practically it is not always true. There are several examples where the poorest are enrolled in a group and have raised their income substantially and have used higher sized loans subsequently.

	A laborer becomes an entrepreneur

Rishidev is a scheduled caste residing in Eastern Terai of Nepal which are considered untouchable castes. They are among the poorest groups of the country. One of the Rishidev family members Mrs.Chandra Devi Rishidev lives in a thatch roof house erected in a public land. She is a member (presently centre chief) of the microfinance program of Jeevan Bikas Samaj. She lives in Balughat Village Ward No.8 located near the Indian border. She, along with her spouse is blessed with two sons and two daughters of whom one daughter and one son are married. The married son and daughter-in-law live with her under the same roof. Initially her family used to work as labor and had no other option for income generation. When Jeevan Bikas Samaj (JBS) organized them in a group last year, she could not venture to avail loan initially. She deposited small amount of money fortnightly and later gathered courage from her peer group and the staff of JBS and availed a loan of Rs. 5,000/- (US$68). She started purchasing fresh vegetables from India and sell them with little profit margin in the local market. The business started to pay her. With the 6 months' profit from the business, she bought 2 she-goats which are going to give birth in couple of months. When asked about how she selected the business? She says, “money gives an idea and zeal”. Now she wants to take bigger size subsequent loan after full payment of the existing loan. She says that her husband used to drink everyday and skip going to work occasionally in the past. But these days he goes to the bordering areas of India every morning to bring vegetables and in the afternoon goes to work as he is now aware that they have to pay the interest and loan installment on fortnightly basis. At present, she has stock of 200 Kgs of paddy in her house for the rainy days. Now she with her spouse smile with satisfaction and confidence.


In the context of Nepal, it is very unlikely to have the safety net programs to all the poorest throughout the country as suggested by the protectionists. It has been observed that the grants could not bring substantial changes in most of the cases. The grants to the poor may create a need for more grants in future. Those who do not receive grant immediately tend to wait for the next time which is uncertain. But they are not ready to take loans as we experienced in the far western part of Nepal. If we wait for such grant programs to come first and then prepare for micro lending, the microfinance outreach will not increase. It has been observed that the poorest who have taken loans and started some economic activities have improved their financial condition and who wait for the grants lag behind. Due to the increasing number of poor members and the economic activities operated by these members, others get encouraged to join the groups. However, experiences have shown that the poor are more serious on the activities undertaken from the loan money rather than the grant money. There are several agencies who have distributed goats free of cost to the poor as an income generating activity. But it was observed that most of them could not sustain beyond the project period. However, there are many examples where the poor families who utilized borrowed funds for economic activities have saved significant amount after repayment of entire loan.
Policies of the government 

The Central Bank (Nepal Rastra Bank) policies have been helpful in creating enabling environment in expanding microfinance in several aspects. The mandatory requirement of the banks and financial institutions for providing a certain percentage of their portfolio in microfinance has made the MFIs easier to access low cost funds. Unlike in other countries like India, the government has allowed MFIs in Nepal to accept deposits from the members. It has set the criteria to be eligible for a microfinance loan but it is broad and does not emphasize to reach to the poorest. The government has not yet considered microfinance as an important instrument to reduce poverty in the country. They are not convinced that the cost of lending to the poor is very high. The government officials still advocate for the low rate of interest to the poor. The government agencies and other donors believe on providing grant money to the poor to reduce poverty and providing grants in cash and in kind to individuals. There is no regular and sustainable monitoring mechanism on the use of grant money after the completion of project. This has created distortion in the financial sector. The government policy does not encourage poor people to avail loans from financial institutions in order to run economic activities in a sustainable manner. 
How to reach to the poorest?

Mindset of the MFI leaders: Reaching to the poorest is only possible when the leaders and the Board of Directors of the MFIs have a clear vision and commitment towards it. If they are dedicated to provide the services to the poorest, they can make it happen by creating conducive environment. The leaders can visit the fields and make sure that all the poorest households are covered by their services. 
Policy of MFI: The MFI should introduce such policies that will exclude the non-poor and only the poor could be involved in the program. The MFI should monitor whether the policies and guidelines are friendly to cater the needs of the poorest and the guidelines are strictly followed.

Right orientation to the staffs: The staffs of MFIs should be oriented and encouraged to reach to the poorest. The social aspect of the program should be highlighted and give a message that the organization is seriously concerned reaching the poorest. The branches and the staffs should not be evaluated or judged only by profit but the service to the poorest as well. The branch and the staff who have reached the large number of poorest should be rewarded which will flow a positive message to reach to the poorest. 
Modality of operation: The modality of operation should be adopted in such a way that only the poor could only enter into the program. The target group should be identified by the Participatory Wealth Ranking (PWR) or Participatory Rural Appraisal (PRA) so that non-poor are excluded from the program. MFI should organize a rigorous training to the potential members before organizing a group or recruiting members. The member recruitment process should be made in such a way that poor can only be recruited.
Loan size: Poor need small amount of money to start or continue their business. Big size loan attracts non-poor. Hence, the first loan size should be made small to cater the needs of the poor people which facilitate them for repayment with ease. Besides, it is also important because the MFI do not have past credit history of the borrowing member. However, size of the subsequent loans can be increased gradually depending on the requirement of funds by the project and the capacity of borrower.
Formation of homogenous group of the poorest: The mixed group of better-offs and the poorest does not work. Hence, it is advisable to form an exclusive group of the poorest so that their peer members may help each other.
Reward to the MFI:  The Government or the Nepal Rastra Bank can reward the MFIs who have reached the poorest. This will encourage MFIs to expand their services to the poorest and also shows serious concern of the government to deepen the outreach to the poorest. 
Training to the field staff: The poor are often confused of proper utilization of the borrowed funds. The field staffs that approach the poor for loans should be trained to cater to the needs of the poor. If the field staff persuades them to start a particular business and the business fail; it is likely that the loan will be unpaid. But the staff should have the capability to give some option. Hence, the field staff should have basic skill development training on the activities which are common and potential in the working area. This will help them to advise the poor people to select and start a business. The field staff can also help them by advising them to go to a particular service provider. Besides, they should have good facilitation and motivation skills. 
Training package: As the poorest have no skill and experience in running a business, they need to be trained in selecting and operating an enterprise or a business. This training should be field based and practical.
Close supervision and monitoring: The activities of the enterprise run by the poor people should be closely monitored to make sure that the money is not misused and the project (enterprise) is operating well.
Less target to the field staff : As the field staff working in these areas have to motivate the poorest to enroll in the group, start saving deposits, take loans, start a business, operate it, supervise and monitor it etc, he cannot generate the same productivity like other peers working in comparatively easy areas. Therefore the target should be given lesser to these field staff and evaluated accordingly.
Conclusion:
The MFIs are providing microfinance services to a significant number of poorest. But the MFIs have no data base on how many poorest households are there in their working area and how many of them have been served. Some of the MFIs have conducted PWR before launching microfinance program to the area. But the information obtained from it are not updated and reviewed. Hence, it is necessary to have updated records of the working area and make sure that all the poorest households are enrolled in the microfinance program. Unlike the better-offs, it is not easy to enroll the poorest in microfinance. The MFIs should go to their houses and encourage the poorest to join the groups rather than waiting for them to approach the MFIs. Besides, the poorest are to be nurtured and taken special care by providing different trainings to operate a micro enterprise. Frequent supervision, monitoring and counseling is also required till they become capable of operating the enterprise.

Social protectionists advocate in favor of the poorest and argue that the poorest should be provided with safety net programs in order to make them able to use microfinance services. This may discourage the MFIs who have no safety net programs. There might be different opinions about microfinance on reaching the poorest, but it has helped the poorest to avail loans that were disregarded from the society and no formal or non-formal sectors were ready to provide loans. Microfinance has certainly helped boost the morale and status of the poorest to a great extent. Hence, microfinance works for the poorest as well.
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