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Micro-finance is viewed as an anti-poverty tool for the developing countries. These services are mostly confined in the Terai regions of Nepal and they have not been able to reach adequately in the hilly regions so as to cater the financial needs of the poor communities. Despite micro finance services existent in Terai regions and very limited in hilly regions of Nepal, hardcore poor people are specifically deprived from this access, since they are not credit worthy. Poverty Alleviation Fund (PAF) is implementing demand-driven community based targeted program in Nepal since five years. It is absolutely a targeted program of Nepal government which focuses poor and socially excluded groups such as women, dalits, janajaties, and other marginalized groups who are deprived poor.  PAF has provided support to these targeted groups of poor in order to implement their income generating activities and to develop their institutions by themselves in a sustainable manner. As their income generating activities are up scaled, there is the demand of additional fund to grow their business. It has, henceforth, created the demand of this poor group for linking with micro-finance institutions to meet their demand of additional funds.

Till date (As of Nov. 15, 2009), altogether 11,000 Community Organizations (COs) are functional with income-generating activities by involving 323,000 poor household members. These COs are managing Revolving Fund of about NRS. 4000 M and carrying out income-generating activities in 25 poorer districts of the country. Each household is undertaking its income generating activities in accordance  with its community action plan (CAP) prepared by them. In addition to direct community fund support, PAF is providing technical support and building the capacity of household and group to run their business effectively and productively. 
 PAF also supports small community infrastructures including micro-irrigation, roads, bridges, culverts, ropeways, micro-hydro, alternative energy, water supply, among others, which are directly linked with the livelihood of the poor community through the augmentation of their IG business. As IG business is escalated, COs felt necessity to federate and network themselves for market linkages and to sustain institutionally. For this, PAF is also providing support to COs for their institutional development, so that these community institutions of poor are enabled to manage and run their business sustainability. 
As the needs of community multiply, the demand of additional fund is increased to invest in their growing business. These Community Organizations are trained and practicing systematic loan processing, loan sanction, loan disbursement, loan repayment, loan utilization and loan monitoring system.  Eventually, these strong grass-root level organizations of poor could be presumed as good client for Micro-finance Institutions. These Institutions can make wholesale lending with these COs. However, these COs are existent mostly in hills and growing in clusters since PAF is covering whole VDC. PAF has already covered 70% VDCs of 25 poorer districts of the country. Further program is being expanded to all 75 districts. This will decrease the overhead cost of financial institutions to operate micro finance services in those rural areas. 

Followings could be the possible options how linkages could be developed:

 Option 1: Community Organization members with doable business and good repayment record can be linked with Financial Intermediary (FINGO), Micro-Finance Institutions (MFIs), Local Co-operatives. Option 2: Community Organizations with strong organizational base, maintaining proper financial recording system, good repayment rate with majority women member can be linked with Financial Intermediary (FINGO), Micro-Finance Institutions (MFIs), Local Co-operatives with wholesale lending. Option 3: When credit worthy COs federate into network or co-operatives and receive institutional recognition, they could receive fund from wholesale lender i.e. Rural Micro-Finance Development Centre (RMDC) and Rural Self-Reliance Development Fund (RSRF) of Nepal Rastra Bank. However, it needs to explore more avenues on this viability so that Community Organizations developed by the PAF can create good base for micro-finance institutions to operate.
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