DETAILED REPORT ON
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DATED JULY12,                                                                                                                                  2007  KOLKATA
A daylong seminar on proposed “The Micro Financial Sector (Development and Regulation) Bill, 2007” was held by Self Help Group Promotional Forum (SHGPF) on 12th July 2007 at 10:30 hrs. at Institute of Co-op. Management for Agriculture and Rural Development (ICMARD), Block No. 14/2,C.I.T. Scheme – VIII (M) Ultadanga,  Kolkata-700067. , a state level network of Civil Society Organizations and concerned Individuals, is working in West Bengal to promote the potential of SHG members.  

The seminar was held under a backdrop. There are about 400,000 SHGs in West Bengal and also other groups who are covered under various micro-finance services by Banks, Cooperatives, and NGOs. It is believed that SHG movement if properly facilitated can bring in lots of positive change in the lives of the rural poor, especially of women in West Bengal.

The concerned stakeholders, namely SHG promoting institutions, Financial Service Providers, Government departments and interested individuals were present at the seminar.  

Srimati Bani Saraswati, President of the SHGPF inaugurated the seminar. Shri Sankar Sanyal, Vice-President of SHGPF welcomed the guests and participants.

The business sessions started with a presentation given by Dr. Manab Sen, Vice-President of SHGPF on some concerns regarding the proposed Bill in its present form.   Dr. Sen’s presentation is stated below.

	
	
	
	

	
	Preamble of the Bill
	
	

	
	“Promotion, development and orderly growth of MF sector to facilitate universal access to integrated financial services by the population not having banking facility”
	
	The need for regulation can hardly be overemphasized

	
	Concerns 
	
	

	
	Individuals other than the poor are eligible clients
	
	This means inclusion of any association called group other than Self-help group

	
	
	
	Allows mobilization of savings in the name of thrift without providing safety of public savings

	
	
	
	MFO means any organization and association of individuals including a society, trust and a co-operative

	
	Deregulation of interest rates and security or collateral is permitted
	
	MFOs will function parallel with NBFCs and Banks

	
	No mention about SHG-based organizations

	
	External commercial borrowing will be allowed

	
	Foreign direct investment will be allowed

	
	Missing links
	
	

	
	SHG-Bank Linkage Programme

	
	Role of RBI as federal banking authority

	
	Government programmes

	
	Public Corporations

	
	Social banking obligations

	
	Universal banking concept

	
	No frills account

	
	Urban areas not covered by NABARD Act

	
	MFO-NGO

	
	Legal Authority to mobilise thrift

	
	Increase in statutory obligation

	
	Rating requires high skills of financial management

	
	Application of Income Tax Act


Ms. Achla Sabyasachi was present on behalf of Sa-Dhan, New Delhi. Her presentation began with the context in which this bill is coming; the present formulation of the Bill; and its implications

While elaborating on the context, she said that the ongoing story begins with a state of exclusion, viz.         

· Rural households do not have access to formal/ institutional financial services 

· 70% do not have any access to credit 


· 71% do not have access to savings (NCAER/ World Bank)

· 75 million families rely on informal sources for near Rs. 45,000 crores (Mahajan & Ramola)

· 55% of urban self-help groups’ members have lost savings to informal savings sources

· Exclusion from other financial services, social security services; and insurance coverage is very insignificant among rural and poor population

She spoke of gender discrimination and stated that:

· 74% of the total FI A/Cs are held by men (RBI)

While discussing what went wrong, she stated that so far the core idea behind the formal finance was to make them serve all segments of population; amidst enormous heterogeneity, poor and marginalised sections were fitted at the tail end; character and size of the tail end overwhelmed the system. They were ignored and set aside time and again
In this scenario, she explained that emergence of mf needs to be viewed at three levels:

Idea; Institutions and Activities

Then she talked about the journey of mf sector and explained that it revolves around the core idea of “providing financial services to poor in people friendly manne – timely with minimum loss of time and resources, adequate, simple procedures, collateral free, with repayment terms that are conducive to the cash flow of the poor household”. 

Translating the core idea of the mf into institutional framework requires a right mix of market economy principles and the components of development in order to establish sustainable financial institutions that can serve poorer sections of the society. 

While elaborating on the changing scenario she started with the demand side. Illustrating the same she said that targeting poor women and their enterprises has its own socio and political repercussions. This should be seen as a private intervention that disturbs the general equation established over years between political system and bureaucracy on the one hand and the poor on the other. 

On the supply side, there is lack of appreciation of various legal forms; inabilities with in the existing legislative framework for delivering saving services; existence of mf demand coupled with growing policy support at the national level fueled the interest of aggressive, market oriented, profit seeking lending and investment institutions to enter the fray; and this encouraged diverse set of people and institutions from all walks of life to join the mf delivery chain. 

While talking about the challenges emerging on the way, she raised some issues::

· What should be the regulatory & supervisory framework that caters to the specificities of the micro-finance sector? 

· How to balance developmental objectives and financial models of mF interventions?

· How to balance the growth related challenges emerging in the sector and the regulatory concerns?

· How to address the issue of systemic risk & safety of depositors that is critical for making financial services available?

· How to address the needs of under-served regions and unserved regions?

While stating the interventions undertaken by concerned groups she talked about the meeting of the Sa-Dhan MF Act Committee on March 29 in New Delhi

The meeting found that the Bill does not serve much purpose for the sector; defeating or lapsing of the Bill would go against the sector. Yet, the Bill should get passed with necessary improvements

The said meeting concluded: 

· That all legal form undertaking mf activity should come under one umbrella regulation; 

· RBI can delegate the supervision function of NBFCs to the umbrella regulator.

· Role of the Council need to be strengthened and recommendations of the Council should be binding on the regulator

· Entry norms for the MFOs intending to collect thrift must be tightened to avoid entry of unscrupulous elements. 

· Deposit function of the Cooperatives should be regulated.

· Entities registered under this Act should not be susceptible to state Laws

The meeting of the Sa-Dhan members from Andhra Pradesh held on April 4 in Hyderabad found that it seems like a thrift bill rather than micro-finance services bill. It also stated that the Bill focuses only on the thrift services and lacks attention on other micro-finance services. The meeting saw that the Bill does not have entry barriers for MFOs to collect thrift; there is no transformation to more rigorous legal forms on achieving scale since NBFCs and section 25 companies should come under the purview of the Bill. 


The meeting of the Sa-Dhan Board and policy group on April 11 in New Delhi, concluded that there are following NON-NEGOTIATBLES on the bill: 

· Adequate Power to MFDC to ensure the development objective of the Bill being achieved. 

· Inclusion of companies (NBFCs and Sec-25) as 80% MF portfolio and 80% of  mf client are covered by them

· Exempt Cooperatives from seeking license to collect thrift as it is their fundamental right

· Entry norms must be strengthened for thrift collection. Qualifying MFOs should at least have 80% of their total loan outstanding with mf clients and 80% of total client base should be mf clients. The NOF limit of 5 Lac should also be increased. 

· Exemption from various state Acts must be allowed

The meeting of the Sa-Dhan Policy Sub Group on May 4 in New Delhi resolves that:

· RBI should only be accepted as the regulator. 

· The non-negotiable items as discussed earlier were endorsed: 

· Adequate Power to MFDC:

· Inclusion of companies (NBFCs and Sec-25)

· Entry norms must be strengthened for thrift collection. Qualifying MFOs should at least have 80% of their total loan outstanding with mf clients and 80% of total client base should be mf clients. The NOF limit of 5 Lac should also be increased. 

· Exemption from various state Acts must be allowed

· Wider Public awareness must be created on the Bill. 

· Consultation with other constituency(other than Sa-Dhan members) was suggested

In the meeting of the Sa-Dhan Members from the Eastern Region on May 22 in  Bhuvaneshwar resolved that 

· NBFCs and section 25 companies should be brought under this bill. 

· mFDC should be an autonomous body, NABARD not acceptable as regulator. A competitor and player can not be the regulator. Also the MFDF fund should  be managed by MFDC.

· 50% representation in the council should be from the mf sector in consultation with the network.

· Cooperatives should be kept out of the purview of this Bill. Bill should clearly focus on the development agenda.

· NOF requirement of 5 Lac should not be increased. 

· Clear time frame needs to be specified for grant of license for collecting thrift. Applications should be processed regionally. 

· Cost of special audit should not be borne by MFIs.
In the meeting of the Sa-Dhan Members from the North and Western Region on May 28 in Ahmedabad resolved: 

· NABARD cannot be the regulator due to conflict of interest.  If NABARD continuous to be the regulator then the NABARD Board should have representation form micro-finance sector 

· MFDC to be an independent and powerful body not merely be an advisor. If not, it must be made a full time Council with additional roles and powers

· Cooperatives should be excluded from the Bill

· Companies should only be included if an independent regulator (MFDC) is appointed.

· Bill should include other aspects of development of microfinance, pricing etc.

· Wider public awareness is necessary. 

In the meeting of the Sa-Dhan Members from the Southern Region in May 31 in Chennai it was resolved:

· Regulation is desired but who is going to regulate is equally crucial.

· NABARD cannot be the regulator due to the conflict of interest, urban focus.

· MFDC to be an independent body to do justice with the objective of the bill i.e. financial inclusion, which is gigantic. 

· Umbrella legislation to cover all legal forms including companies with graded regulation.  

· If the proposal for independent regulator (MFDC) is not considered,  Companies should not be included.

· Filtering clause to ensure the focus on the eligible clients is required: 

· Qualifying MFOs should at least have 80% of their total loan outstanding with mf clients and 80% of total client base should be mf clients. 

Thrift services-

· The NOF limit of 5 Lac should also be increased. 

· Thrift collection should be linked with NOFs and it should be five times of the NOFs. Should be different for NBFCs when brought under this bill.

· Thrift should be insured. 

· Thrift should not exceed loan outstanding. 

· Demand deposit should also be allowed. If required CRR of 10% can be introduced.

· Revision of Definition of eligible clients- 

· Individual from the eligible category’ should be included in Clause 2(b) and excluded from Clause 2(f)

· Clause 2(b) (vi) shall be inserted – “rural, semi urban and urban poor” 

· clause 2(b) (vi) should become clause (2) (b) (vii)”.

· Registration –regulatory body should have discretionary powers to exempt MFOs from 3 year requirement under clause 10(1)(d).

· Cost of inspection should be borne by the regulatory body.

In the meeting of the Board, policy group and MF committee on June 1st 2007 it was resolved:

(i) Setting up of a specialised focused Development and Regulatory Authority for the microfinance sector

(ii) Inclusion of all legal forms that are engaged in the provision of microfinance activities including Section 25 companies and Non-banking Finance Companies under the purview of this bill.

(iii) Stringent norms for thrift collection 

(iv) Exemption from State Usurious Loans/ Money Lenders Acts

While concluding Ms. Sabyasachi remarked that this is only a beginning and there Long way to go.

The seminar started an open session. The participants had various questions and Dr. Sen and Ms. Sabyasachi responded.    

The Director of SHGPF, Mr. Dilip Maity, thanked all the speakers and the participants with a promise that SHGPF will work on till the Bill will appropriately be drafted to ensure the poor so far excluded access credit. The Bill also needs to ensure that thrift is properly protected.  

