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Abstract 

Microfinance as an industry has evolved as an attempt to eliminate poverty 

and to empower the poor to earn a livelihood for themselves. The aim of the 

present paper is to make a comparison of the microfinance models in practice 

in India and Bangladesh. These two countries are the prominent members of 

South Asian Association of Regional Cooperation (SAARC). These are the 

two countries where microfinance has made its firm roots due to the 

characteristics of the population. However, despite being the neighbor 

countries, the microfinance models being used in the two countries are entirely 

different. Grameen Bank Model is prominent in Bangladesh and Self Help 

Group Model in India. 

 

1. INTRODUCTION 

Microfinance has come up as an important industry in all the third world countries in 

the last decade.  The major reason for such a growth of microfinance industry was the 

realization across the world that apart from the government sponsored schemes to 

eradicate poverty, it was also essential to improve the income levels of the people in 

poverty. This could be done by creating new livelihood opportunities from them. Also 

it is much better to teach the poor and empower them to earn their living rather than 

giving them unilateral aid. The decades of 1970s and 1980s saw the emergence of 

various NGOs that provided micro loans to the poor. The following years saw the 

transformation of these NGOs into formalized financial institutions in an attempt to 

widen their area of operation and bring in more efficiency in their functioning. The 

father of Microfinance is Mohammad Younus who founded the Grammeen Bank in 

Bangladesh in attempt to create economic and social development from the bottom of 
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the pyramid. He was honored with a Noble Peace Prize in the year 2006 for his 

outstanding contributions and his efforts to spur economic development coupled with 

social development from below.Apart from Bangladesh the  need for microfinance 

was also felt in India. There was a need for the establishment of formal financial 

institutions that catered to the needs of the poor in the country. Therefore, 

microfinance as an industry spread its roots in India as well. A variety of models of 

financial institutions for microfinance were experimented in India such as Regional 

Rural Banks (RRBs), Local Area Banks (LABs), Self Help Groups (SHGSs) Bank 

Linkage Program, etc. The performance of all these different structures of financial 

institutions had mixed results. The effort of these formal financial institutions was 

supplemented by Non-Governmental Organizations working in the area of 

microfinance. Even the civil society recognized that in order to end the vicious cycle 

of poverty it was necessary that poor had access to micro credit to fuel their micro 

business venture.With the passage of time the microfinance institutions brought in 

more efficiency, more outreach, more microfinance products and services and more 

flexible arrangements to ensure access of funds to the poor. The microfinance 

institutions of today are becoming a lifeline for the poor across the third world 

economies.   

Like most developing countries, the majority of population in India and Bangladesh 

lives in rural areas. These areas have small and fragmented land holdings with the 

absence of avenues of income generation for the residents. There are a very few 

employment opportunities in agriculture and the area does not have developed 

industry that can provide substitute employment opportunities for the rural 

population. The lack of opportunities for the population indirectly force the people to 

engage themselves into small scale self-employment activities in the rural 

unorganized sector. In order to cater to the operational cost and the lack of sufficient 

working capital to meet the operational cost, these micro entrepreneurs in the 

unorganized rural sector are forced to borrow money from money lenders who charge 

exorbitant rate of interest and have unfair terms and conditions of agreement.  Due to 

these unfair terms of agreement the income earned is insufficient to support the day to 

day maintenance cost of the family and eventually there is no savings, no investment 

and no income generation.  The formal banking system were reluctant to serve this 

class of people owing to the high risk, lack of adequate collateral and high 

transactional cost. Therefore, a need was felt in both the countries for specialized 

financial institutions that will cater to the needs of this class of people (Bernasek, 

2003). 

 

2. Evolution of Microfinance in India and Bangladesh 

(a) Microfinance in India 

Microfinance sector in India has grown very rapidly in the last few decades. 

Microfinance sector has grown rapidly over the past few decades.  In the present era 

microfinance has evolved into a rapidly growing industry with different times of 

business models.  The formal financial institutions in India were set up in the form of 

NGOs, Regional Rural Banks, Cooperative societies, section 25 companies and Non-
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Banking Financial Institutions (NBFCs).  The emergence of Self Help Group was also 

witnessed that served as a channel to provide credit to a group of people. The credit 

given to these group of people is secured by social collateral.  One of the major 

objectives in the Five Year Plan is to ensure financial inclusion of all. Therefore, 

microfinance has come to the forefront in an attempt to bring the unbankables under 

the umbrella of formal banking system. The Self Help Group model is the most 

prominent model in India and is used by both microfinance institutions and banks. 

The system of SHGs was introduced by Non-Government Organizations and is 

nowadays used both by commercial banks and microfinance institutions.  

The total outstanding funds of the microfinance institutions grew rapidly by 2010. 

Post that, they faced a very difficult time owing to a contradiction between their own 

objective of profit maximization and social objective. In an attempt to bring in more 

efficiency and a faster growth rate they at times neglected or overlooked the social 

objective of microfinance institutions. Such a practice resulted in a nationwide 

backlash for these microfinance models being practiced. The period witnessed a sharp 

downfall in the gross loan portfolio growth rate post 2010. The gross outstanding loan 

portfolio of the leading players in the microfinance industry experienced a rapid 

downfall in the year 2010-2011. This coupled with rising loan losses resulted in a 

steep downfall in profitability of MFIs also. 

On a whole till date there have been mixed results as to the operation and 

performance of MFIs and the purpose for which they were promoted. There have been 

continuous and consistent attempts to find out appropriate solutions for the problems 

being faced by MFIs in their pursuit to ensure financial inclusion to the masses.  

Although a lot of improvements have been done and steps are being taken in the right 

direction but still a lot needs to be done to attain the objective for which these MFIs 

stand for.  We presently have about 47% of financially included households. This 

proportion of financially included households must go up to 80-85% of total 

households in the country. Keeping these challenges being faced by MFIs aside, it is 

believed that microfinance industry in India has a much important role to play to bring 

people out of the clutches of poverty and also to ensure their inclusion in the 

mainstream growth of the country. However, the journey is not that easy and many 

more appropriate strategies and steps will have to be taken by the regulatory 

authorities and the MFIs themselves. An emphasized approach needs to be undertaken 

to evolve the business models of the MFIs in the manner that will best suit the 

requirement of the poor masses.  

In India at present the dominant system of MFIS is the Self Help Group System 

(SHGs). This system is being used by both microfinance institutions and banks. The 

system of SHGs in India was introduced by Non-Government Organizations (NGOs) 

to tackle poverty and making the poor people self-sufficient in earning their own 

livelihood. The SHGs system has now been also interlinked with the formal banking 

system. The sole collateral in case of SHGs is the social pressure that the members 

face from the fellow members. The system of SHGs in India has till now provided 

satisfactory results.  
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(b) Microfinance in Bangladesh 

Bangladesh is a country where the birth of the concept of microfinance took place. 

The pioneer attempt in this direction was made by Professor Mohammad Younus who 

founded the Grameen Bank in Bangladesh. The major objective of the Grameen Bank 

was to create and ensure economic and social development from the bottom of the 

pyramid. Professor Mohammad Younus was awarded the Nobel Peace Prize in the 

year 2006for his outstanding contributions and his efforts to spur economic 

development coupled with social development from below . Since the foundation of 

the Grameen Bank in Bangladeshit has evolved as an important tool for financial 

inclusion and the subsequent economic development in Bangladesh. It has been 

working to uplift and benefit the low income people and the poverty ridden people in 

both the urban and the rural areas of Bangladesh. The country has had one of the 

longest experience with the concept of microfinance. The area of microfinance has 

made consistent and continuous improvements in the country. The Grameen Bank 

along with BRAC has undertaken many projects aimed at ensuring financial inclusion 

of the households in Bangladesh. The contribution made by the MFIs in tackling 

poverty in Bangladesh has been exemplary and can serve as a benchmark for other 

developing countries who are facing the problem of poverty in their respective 

countries. Bangladesh as a country is a home to a number of widely recognized 

microfinance institutions. Some of the prominent MFIs in Bangladesh are the 

Grameen Bank, BRAC and Association of Social Advancement (ASA). Apart from 

these bigger and well established microfinance institutions there have been a number 

of smaller MFIs that are yielding positive results at the grass root levels in 

Bangladesh. 

Till the year 2008, there were 402 micro finance institutions that possessed a license 

given by the Microfinance Regulatory Authority (MRA). There were 4236 micro 

finance institutions that had applied for a license to MRA by December 2008. Owing 

to the maturity of the microfinance industry, a number of participants have entered the 

industry and have led to the ever increased competition. This pressure from 

competition has shifted the focus of microfinance institutions to also ensure 

profitability in their operation so to maintain their sustainability in the long run. One 

of the major problems owing to the increased competition in Bangladesh is the 

problem of overlapping loans from a number of microfinance institutions. Although 

on one hand there have been increased options for the poor people to borrow money 

from different MFIs but simultaneously on the other hand the people availing the 

facility of multiple loans have increased enormously. This trend has led to more and 

more heavily indebted people in Bangladesh which has led to rising concerns of their 

risk of default. Due to the large number of MFIs operating in Bangladesh, it seems 

that the microfinance industry in Bangladesh has reached its saturation point. 
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3. THE GRAMEEN BANK MODEL IN BANGLADESH VS. SELF HELP  

      GROUP MODEL IN INDIA 

3.1 The Grameen Bank Model in Bangladesh 

The microfinance market in Bangladesh is dominated by the Grameen Bank system. 

The pioneer of this system of microfinance in Bangladesh was Professor Younus in 

1976. The objective of the establishment of such a system was to ensure the economic 

and social development in the country from the bottom of the pyramid. It was 

believed that poverty could only be eliminated if it was taught to the poor as to how to 

earn their own living. In an attempt to recognize the efforts of Professor Younus, he 

was honored with a Nobel Prize in the year 2006.  The Grameen Bank system 

completely dominates the microfinance industry in Bangladesh. The system has also 

been imitated by a number of microfinance institutions (both big and small). The 

rapid growth and success of this system has attracted many microfinance institutions 

all over the world to adopt this microfinance model. The system has been replicated in 

more than 20 countries including India, and countries in Latin America, Asia and 

Africa. The client base of the Grameen Bank was 2.2 million members, of BRAC and 

Proshika was 1 million members each and there existed about 30 other small and 

medium scale microfinance institutions with over 10000 members (CDF, 1998) .The 

estimated population served by the microfinance institutions in Bangladesh is around 

10 million. In order to widen its base and promote the Grameen Bank model 

elsewhere, the Grameen trust provides all the financial and technical support to the 

microfinance institutions all over the world.  

The major source of funding for the Grameen Bank Model is the foreign donations 

raised at a very low cost or even without any cost. These foreign lendings formulate a 

major chunk of the lendable funds of the microfinance institutions. In addition to this, 

the savings of the members and the generated profits from the operations comprises 

about 20% of the loanable funds. The rate of interests on these loans varies from 

institution to institution. The calculation of exact rate of interest is a complex process 

as it includes a number of fees, forced savings requirements and many other hidden 

costs. It is estimated that the minimum borrowing costs is about 2% per month or 

even higher.   

One of the requirements of the Grameen Bank system is a dedicated special purpose 

organization. There is a need for strict disciplined approach and adherence to a strict 

schedule of meetings to review the performance of the Grameen system. The 

integration of the Grameen system is difficult with the commercial banking system as 

they also have a number of other financial products. Therefore, these commercial 

banks are unable to give the required review and a strict disciplined approach to 

monitor the progress of this system.  

 

3.2  The SHG System 

The Self Help Group system or the SHG system is quite dominant in India not only in 

the microfinance industry but also the formal banking industry. The system is widely 
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used in India by both microfinance institutions and the banks. The system of SHGs is 

also quite popular in Indonesia, South East Asia and Africa. The system of Self Help 

Group in India was introduced by Non-Government Organizations (NGOs) who were 

working towards poverty reduction and elimination in the country. The system of 

SHGs is being used as a framework and tool for ensuring financial intermediation by 

the microfinance institutions and even the banks. There were about 2,85,000 SHGs 

who had taken loans from 41 commercial banks, 166 regional rural banks and 111 

cooperative banks till April, 2001. The amount of average loan per member was Rs. 

1100 and average loan per group was about Rs. 18000 (NABARD, Micro-credit 

Innovations Department, personal communication). 

In India there are around five million people that have access to micro-loans through 

the system of Self Help Groups.  They also have access to formal savings system 

through the framework of SHGs. The total membership of SHGs in India is much 

above the total members of the Grameen Banking system in Bangladesh.  

The introduction and establishment of Self Help Groups in India was done by 

MYRADA in the mid 1980s (Fernandez 1998) . The emphasis was laid down on 

using these SHGs as frameworks for promoting micro-credit and micro-savings to 

bring the poor people out of the clutches of poverty. It was believed that there was 

need to empower the poor people in both urban and rural area to earn their living 

themselves.  Soon the Self Help Groups were linked to the formal banking system to 

serve the people better. The emergence of SHGs in the Indian microfinance industry 

brought about a revolutionary change in the way the loans were disbursed and 

managed. The social pressure acted as the collateral for the loans granted. The 

concept of SHGs was also promoted by the NABARD management as they had 

witnessed the success story of the SHGs in Thailand and Indonesia. In India 

MYRADA and NABARD worked together to develop and refine this system further 

so as to ensure financial services to the rural poor. 

The Self Help Group Bank Linkage program was also promoted wherein the members 

of the SHGs were introduced to the formal banking system. These members were 

motivated and enlightened to open up their own bank accounts and appointment of 

business correspondents was made so as to help these financially excluded people to 

transit to the formal banking system. In the SHG Bank Linkage program, the job of 

the NGOs was normally limited to promote and train the members of the SHGs. The 

members were introduced to a bank and were encouraged to open up a savings 

account. They also promoted higher level clusters and federations that would help the 

members of the SHGs in their economic and social growth. There were also some 

NGOs that functioned as financial intermediaries and served as a bridge between 

NABARD and SHGs. These NGOs had the aim of either becoming full-fledged 

microfinance institutions. One of the reasons could also be that many banks were 

reluctant to lend to the SHGs directly or even up the savings account of their 

members. About one third of the funds issued to SHGs were through MFIs and not 

banks in 1998. However the following year saw steep downfall and reached to a 

quarter in 1999 as the banks became more aware of the existing opportunities and the 

business provided by SHGs (NABARD, 1998, 1999) 
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