May 24, 2007

To: All Members of Parliament, representing the people of West Bengal

Dear Sir,

Kindly note that Self Help Group Promotional Forum is a state level network of organisations and individuals engaged and concerned with the promotion of SHG movement in the state. We consider that the proposed Micro Finance Sector Development and Regulation Bill, 2007, tabled at the national parliament and now referred to the Parliamentary Standing Committee on Finance, will have tremendous damaging effect if accepted in its present form. At the same time considering the necessity to have conducive regulatory mechanism for the benefit of the poor and marginalised people to get easy, timely and collateral free financial services, we request you to kindly consider our observations and take appropriate steps so that the interest of these people are protected and strengthened. 
We shall be glad to provide any information, if required by you.

With best regards,

Tarun Kumar Debnath

Secretary

Copy for kind attention to:

a) The Chief Minister, Government of West Bengal

b) The Finance Minister, Government of West Bengal

c) The Minister in Charge, Panchayat and Rural Development Department, Government of West Bengal

d) The Minister in Charge, Social Welfare, ???? Government of West Bengal

e) The Chief Secretary, Government of West Bengal

f) The Principal Secretary, Finance Department, Government of West Bengal

g) The Principal Secretary, Panchayat and Rural Development Department, Government of West Bengal

h) The Principal Secretary, Social Welfare, ???? , Government of West Bengal

Our Observations
Observations by the SHGPF on the proposed Micro Finance Sector Development and Regulation Bill, 2007, tabled at the national parliament and now referred to the Parliamentary Standing Committee on Finance.

A.0 Background note for the observations made here: 

2. The observations are made in the particular context of  micro finance activities in West Bengal

3. The micro-finance services include savings, credit, insurance and remittances. The primary objectives of micro-finance should be to provide a) easy and b) timely access to financial services with c) reasonable interest rate and d) without any collateral, to the poor and marginal people. 

4. The purpose of micro-finance services as generally acceptable are: a) to take care of seasonal deficit in cash flow at the Poor’s households – to avoid crisis, to absorb shocks, etc. b) to consolidate the on-going / existing livelihood activities (maintenance of livelihood with marginal increment in economic benefit, and c) to undertake economic enterprise for enhancing their income to a higher level. This means though this micro-finance service provisioning by itself can be a very good service to the poor, it has to be considered in the context of poverty elimination and overall economic development of the poor.

5. Though there are many reservations against the existing mainstream banking services to the poor. But considering the existence of  vast network of commercial banks, regional banks, cooperative banks and cooperative outlets (like PACS), India has the most inclusive banking network across the developing countries and it can not be compared with any other countries in this regard.

6. SHG and micro-finance are not equivalent. SHGs are institutions of its members and the micro-finance is a bouquet of financial services in micro sizes. Almost all SHGs are engaged in micro-finance activities (savings, credit, and now insurance, etc.) and many - definitely not all, micro-finance interventions are routed through SHGs. So, micro-finance though very central, is one of the many activities of SHGs.

The excellent performance in savings and credit management when used as an instrument for their institution building, also gives SHG members power and confidence to “negotiate” with institutions of power. The road map of SHG based development may be defined in this way: making use of improved financial services for economic strength and capabilities through their own institutions, and thus creating individual and collective voice of the women and empowerment for poverty elimination, hence enhanced quality of life at the individual, household and societal levels. 

The promoters of SHGs are from Government departments (Panchayet & Rural Development Department, Women Development Undertaking, Forest Department, etc.), Banking communities, Cooperative and non-government organizations with exclusive or overlapping roles as facilitators / promoters and financial intermediators, following common goal of income poverty alleviation and women empowerment. The SHG movement in the state since the end of last decades, has so far formed nearly 4,00,000 self-help groups involving government, bank, cooperatives and non-government sectors. 

7. The major banking service providers either to the intermediary organisations or to the SHGs, are: SIDBI, NABARD through different banks, Rashtriya Mahila Kosh (RMK), Commercial Banks including private sector Banks, Regional Rural Banks and Cooperative Banks. The delivery of micro-finance services to the poor can be schematically depicted as below:

	


a)




b)



c)
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8. The proposed bill has tried to regulate the channel ‘c’ only. It has kept the MFIs / NBFC (as in the case of channel ‘a’ above) out of its ambit, and did not even mention about the channel ‘b’, which is in fact the most significant contributor in India and gained world wide attention.   NABARD’s SHG-Bank Linkage model has about 1.8 lakh SHGs in West Bengal and 22 lakhs in all India basis. SGSY in WB has about 1.75 lakh SHGs. At the same time, through Channel ‘c” in West Bengal where many NGOs are engaged in providing financial access to the poor, who should be brought under a suitable regulatory mechanism would be able to get a legal space to continue these services to the poor, to complement the efforts of mainstream finance providers such as Banks and Cooperatives. 

B.0 The observations of the SHG Forum

a) in the context of  the NGO as mf service provider (as in the channel c – MFO as termed in the proposed bill)

i. NGOs will get legal authority for deposit mobilisation

ii. Statutory obligation increases

iii. Rating mechanism requires high level of skills in finance management

iv. Will be brought under IT act

b) in the context of the individual member receiving financial services i) from the NGO (newly named as MFO) or ii) from NGO through SHGs

i. Additional / alternate out let for financial services for the poor

ii. There is no mechanism to regulate the interest rate. Interest charging mechanism should be transparent so that it does not become usurious as per state act.

iii. Security / collateral may be required to avail loan

iv. No mechanism suggested to protect the savings (like any form of insurance for the deposits)

v. No ownership of the members (i.e. clients) – client’s voice and participation in the management and governing body in the MFO is completely missing

c) General 

i. No mention about any mechanism to ensure that MFOs services will be targeted at the poor

ii. No mention about SHG-Bank Linakge and role of scheduled Bankers in promoting the interest of financial services to the poor

iii. This particular segment is to be regulated by NABARD (with its new role) and there is no mention about NABARD’s this role vis a vis the role of RBI as overarching regulator of country’s financial sector

iv. There is no mention of how to take care of the urban MFIs  as NABARD is focussed on rural sector only

v. The proposed bill talks about the societies / trust registered under 1860 act, however what about the organisations registered under different state’s act like 1961 Society registration act in West Bengal

vi. No mention about cash reserve ratio at the MFO level

vii. There is no mention how to ensure transparency and accountability on the part of MFIs (channel a) and therefore in case of the poor clients wanting to have transparent mechanisms, they will have to depend on the market mechanisms only – no role of any regulators in this regard, leaving a wide scope for these MFIs to charge high rate of interest. 
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Example: SHGs under Bank-SHG linkage, SGSY and Swayamsiddha groups
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