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Social and Economic Background in India

According to the World Bank, India had a population of 1 billion people in 2004. In 2000, 35.3% of the population lived under US$1 per day, and 80.6% lived under US$2 per day. The 2003 PPP adjusted GDP per capita in terms of current international dollars was $2892. In 1997, the last available GINI Index rating for India was 37.8. According to the 2001 census, 74.3% of India’s population lives in rural areas with the rest living in densely populated urban areas.  

International Labour Organization reports India’s unemployment rate was 4.3% in 2000. CGAP estimates the informal sector accounts for 36% of total employment in India. In 2004, the remittances India received amounted to US$19 billion according to the World Bank. The World Bank estimates that India’s M2/GDP ratio was 0.61 in 2004. In 2004, India received US $3,260 million FDI net inflow according to the World Bank.
The currency of India is the Rupee (Rs). The average exchange rate was Rs48.61:US$1 in 2002, Rs46.58:US$1 in 2003 and Rs45.32:US$1 in 2004, according to the Economist Intelligence Unit (EIU).

India has completed World Bank and IMF’s The Financial Sector Assessment Program (FSAP). 
Doing Business in India 

In India, on average 11 steps over a period of 89 days is required to start a business.  The cost to entrepreneurs is equal to 49.5% of gross national income (GNI) per capita, however, there is no minimum deposit requirement to obtain a business registration number. On average, it takes 67 days and 6 required procedures to obtain a business registration number. 
The Rigidity of Employment Index measures the difficulty in hiring and firing workers. The index uses a scale of 0 -100, with a higher value representing rigid regulations.  The index is an average of three separate indices, the level of difficulty in hiring a new worker, the rigidity of the regulations on working hours, and level of difficulty in firing a “redundant” worker.  India scored an overall index of 48.

To measure access to credit, the World Bank uses the Credit Information Index, which measures the “scope, access and quality of credit information available through public registries or private bureaus.”  On a scale of 0-6, with a high score meaning more credit information is available, India has a score of 0.  The Legal Rights Index measures how well collateral and bankruptcy laws facilitate lending.  On a scale of 0-10, with a higher score meaning that laws are better designed to expand access to credit, India has a score of 4.  

The Disclosure Index is used by the World Bank to measure the level of protection for investors. This is measured on a scale of 0 to 7, with a high score representing more disclosure.  India has a score of 4.

Filing bankruptcy takes 10 years with an average cost equal to 8% of estate value.
Regulatory and Legal Environment of India

In the past decade, the Government of India has taken the initiative to increase the access of financial services to the poor.  This includes establishing the National Bank for Agriculture and Rural Development (NABARD) to set targets for the Self-Help Group (SHG)–Bank linkage program; the Reserve Bank of India (RBI), which prioritizes lending to SHGs; and exempt non-profit companies participating in microfinance from registering as a Non-Banking Financial Company (NBFC).  NABARD encourages banks to lend to SHGs by providing subsidized refinancing support and has established a goal to assist in promoting 1 million SHGs by 2008.  The RBI requires all Commercial Banks, Regional Rural Banks (RRB) and cooperatives to allocate 40% of their total advances to the priority sector (agriculture, small and micro-enterprises, housing loans and microfinance loans).

India lacks the regulation to enable an environment conducive to microfinance.  A large number of government departments are responsible for MFIs and are focused on the mainstream financial sector. MFIs not registered as cooperatives or NBFCs are almost completely unregulated and have nominal reporting requirements.

The RBI has tightened deposit taking activities and MFIs are currently not allowed to take deposits or offer savings services. Starting in 1998, the RBI has become increasingly active in the support of microfinance.  The RBI has set up a “special cell” for microfinance to advise the RBI on a promotional and regulatory framework.  Furthermore, NABARD has initiated steps towards ensuring that approximately 200 MFIs in India are rated by a rating agency.  

MFIs and Commercial Banks’ Involvement in India

Microfinance currently plays a modest role in India with significant variations among MFIs across various states.  Southern states account for a larger percentage of funds from microfinance.  It is estimated that Indian MFIs as a whole has one million borrowers. According to CGAP, there are currently over 100,000 licensed MFIs in India (NBFCs – 37,000, National Credit Cooperatives – 21 (2002) and Mutually Aided Cooperative Societies - 92,000).  According to an ICICI report, in 2003 it was estimated that the demand for credit in India ranges from US$3 - $9 billion annually, the organized sector is able to provide only US$200 million to US$300 million.  The Small Industries Development Bank of India (SIDBI) has been the largest lender to MFIs, while Friends of Women’s World Banking India and the National Women’s fund have also played a significant role.  It is worth noting that only one MFI, Bharatiya Samruddhi Finance Ltd., has been successful in raising capital from mainstream markets.

Recently, new private sector banks such as ICICI Bank, UTI Bank and HDFC Bank have begun to actively seek exposure in the microfinance sector.  Key innovations include a pilot scheme by ICICI Bank that uses MFIs or NGOs, traders or local brokers as intermediaries for loans to groups of small farmers.  Another approach is the Integrated Agricultural Service Provider.  ICICI Bank’s pilot, the ICICI Bank Farmer Service Center, has had success reaching small farmers.

Indian banks have become aware of the potential of microfinance and have started to compete with MFIs, particularly in the case of lending to SHGs, which have experienced significant growth since 1999. 
There is no information available about total number of clients or products and services provided by MFIs.

National Committee Activities in India

India is participating in the Global Microentrepreneurship Awards Programme. It is also undertaking other initiatives in celebration of the IYM including the IYM Conference “Inclusion, Impact & Innovation in the Microfinance Industry" and the presentation of a paper on microfinance and women's empowerment.
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