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Abstract
The most important finding in the last two decades in the world 
of finance did not come from the world of the rich but was found 
that the poor can save, can borrow (can indeed decide on loans 
to fellow poor), and will certainly repay loans. This is the world 
of microfinance. This paper gives the comprehensive overview 
of Micro Finance in Management.
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I. Introduction
A good definition of microfinance as provided by Robinson1 is, 
‘Microfinance refers to small-scale financial services for both 
credits and deposits that are provided to people who farm or 
fish or herd; operate small or microenterprises where goods are 
produced, recycled, repaired, or traded; provide services; work 
for wages or commissions; gain income from renting out small 
amounts of land, vehicles, draft animals, or machinery and tools; 
and to other individuals and local groups in developing countries, 
in both rural and urban areas’ [3]. Microfinance has emerged 
as a growing industry to provide financial services to very poor 
people. Microfinance has moved towards providing a range of 
financial services, including credit, savings and insurance, to poor 
enterprises and households. Moreover, MFI 8 institutionalized 
the concept of guarantee fund which was a matching fund with 
a mandatory underwriting by debtors. For these resources, the 
rate was 3% and they were underwritten for a 9-month term. 
As of June 2007, the rating agency reported that for its 77,000 
clients, the institution had 87,000 active savers; the highest value 
in December 2006 amounted to US$2.5 million [2]. Fig.1 shows 
the Indian MFIs’ sources of funds.

Fig. 1: MFI’s Sources of Funds

II. Risk Management
A risk is an exposure to the chance of loss. Risks are not inherently 
bad. Sometimes, it is necessary to take risks to accomplish worthy 
and meaningful goals. This is especially true in microfinance 
where loan officers take risks every day by lending money to 
people without credit histories, without business records and often 
without collateral. One has to take risks to operate a successful 
microfinance institution—but it is important to take calculated 
risks [1]. Fig. 2 shows Risk Management Process. According to 

fig. 2, risk management is of three steps which are as follows: 
Identify Vulnerabilities• 
Design and Implement Controls• 
Monitor Effectiveness of Controls• 

Fig. 2: Risk Management Process [1]

Microfinance risks are categorized into following parameters as 
shown in fig. 3.

A. Institutional Risks
Social Mission1. 
Commercial Mission2. 
Dependency3. 

B. Financial Management Risks
Asset and Liability1. 
Inefficiency2. 
System Integrity3. 

C. External Risks
Regulator1. 
Competition2. 
Demographic3. 
Physical Environment4. 
Macroeconomic5. 

D. Operational Risks
Credit• 
Fraud• 
Security• 
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Fig. 3: Categories of Micro Finance Risks

III. Role of Government in Micro Finance
Government actors are important stakeholders in microfinance. 
National and multinational entities direct countries’ development 
activities. Governments fund bilateral and multilateral agencies, 
which in turn support development initiatives (including 
microfinance) through a combination of grants, loans, and 
technical assistance. These implementing agencies have helped, 
through a range of financing efforts, to fund thousands of MFIs. 
In addition, developing-country governments influence the growth 
of the microfinance industry in their respective countries. Their 
greatest impact on microfinance is through policies and regulations 
for the economy and financial services. Federal oversight typically 
involves legislation, establishing rules for regulation, and 
supervision. Government regulation and supervision are most 
important with regard to deposit-taking institutions, since it is 
important to maintain the public trust and ensure that savings 
deposits are safeguarded [4].

IV. Coleman Model
Coleman was able to compare the results he would have calculated 
had he “naively” compared the participants to non-participants 
to his estimates which correct for selection bias, and he found 
the naive estimates to incorrectly show a positive impact from 
credit, especially on women’s landholdings. This is because 
village bank members tended to be wealthier in the first place. 
The correct specification found no impact on physical assets, 
savings, sales, and school expenditures. The effect on household 
medical expenditures was negative, and female clients’ borrowing 
from moneylenders actually increased (presumably to pay off their 
village bank loans). Coleman’s follow-up article for the Asian 
Development Bank, “Microfinance in Northeast Thailand: Who 
Benefits and How Much?” (2002), disaggregated participation 
and impact by type of client, and found: self-selected program 
participants are significantly wealthier than nonparticipants even 
prior to program intervention, and the wealthiest villagers are 
almost twice as likely to participate in the program as the poorer 
villagers. Moreover, some of the wealthiest villagers obtain a 
disproportionate share of program loan volume by virtue of 
holding influential positions as village bank committee members. 
Positive impact is seen largely in this wealthier group. Impact on 
rank and file members is significantly smaller than impact on the 
wealthy, and is largely insignificant [6].

V. Implications of MFI’s
Debt funding will dry-up; international debt funds (even if • 
leveraged) will have a landed costs of 14% plus
Growth will be affected and this may affect fund • 
mobilisation
New partnerships may not be initiated.• 
Social/Patient equity will become even more important/• 
desirable
Revisit business plans• 
Client focused products to be introduced –to broad-base • 
offerings and lower costs
Look into the role of m-banking / BC partnerships to diversify • 
product offerings
Growth to be discouraged in the short run -time to • 
consolidate
Valuations will be affected in the short run• 
Build systems and bring about transparency [7].• 

VI. Conclusion
The microfinance industry has experienced dramatic growth 
during the last two decades. The next decade will most probably 
see a continuation of this growth. Such growth is not only sought 
by many MFIs but also needed in most countries because the 
unserved and underserved markets continue to remain large [5]. 
The prevalence of microfinance impact evaluations has increased 
in recent years, with programs using studies not just to prove the 
effectiveness of microfinance, but to improve it as well. However, 
the quality and rigor of microfinance impact evaluations vary 
greatly [6].
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