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Abstract 
 

Problem 
 

The microfinance industry in India has blossomed into a global model for economic sustainability projects 
seeking to provide aid.  Yet, we see examples of poor follow-up and limited success in many regions.  Village level 

economic aid has limited utility as it does not focus on creating a culture of entrepreneurship and business 

acumen.  Villagers are often not instructed to spend the money in a meaningful manner, or are simply not aware 
on how to do so. 
 

Approach 
 

During March and April of 2011, village leaders and villagers were informally interviewed to discuss their 

approach and thoughts to microloan economic projects. 
 

Local setting 
 

The interviews were conducted in two separate regions of India: Dhajipur, Gujarat, and Sidhbari, Himachal 

Pradesh. 
 

Relevant changes 
 

Villagers in the regions interviewed are keenly aware of how such economic aid should be spent and utilized to 

maximize long term benefits.  Inefficient, or even frivolous spending, was discouraged and refocused in a manner 
better suited to improving the villager’s economic utility. 
 

Lessons learnt 
 

Until the focus of such economic projects turns to improving the long term economic conditions, such projects 

will have limited utility.  Creating a culture of acknowledged, responsible fiscal spending will improve the outlook 
of microloaning. 
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Introduction 
 

Structured microfinance and microcredit initiatives have enabled tremendous economic mobility among the 

impoverished rural population in India.
1
  Since the widespread dissemination of such programs, commensurate 

acceptance from rural populations has grown.  Consequently, many programs cultivate unique initiatives targeted 
towards a region’s specific demographics and interests.

1,2,3
  However, despite the preponderance of many unique, 

innovative economic programs, long term follow-up of recipients receiving economic aid remains lacking.
1
  This 

lack of adequate continuing accountability plagues many developmental programs in India.
4,5

  Though there are 

numerous plausible explanations for this phenomenon, it has been demonstrated that many established 
microfinance and microcredit initiatives provide only a finite, limited degree of economic aid.

6
  Such limitations 

can potentially both hinder continued follow-up among members and encourage drop-outs.  Though there are 

institutions implementing novel concepts intended to address this issue, so far the data is sparse at best.
7
  This 

paper explores the notion that one can improve the follow-up of such economic programs by implementing a 

system that teaches skills and innovations that translate directly into entrepreneurial success and business know-

how. 
 

Background 
 

The experience occurred in the Indian states of Gujarat and Himachal Pradesh.  In Gujarat, a combined 

healthcare-microfinance program was located in the rural village of Dhajipur, near the industrial town of Savli.  In 

Himachal Prachal, a microcredit program was located in the town of Sidhbhari, near the town of Dharamshala; 
and operated in conjunction with the non-governmental organization, Chinmaya Organization for Rural 

Development (CORD).   
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The main economy in both Dhajipur and Sidhbari is subsistence-based agriculture.  In Dhajipur, no prior formal 

organization has attempted to provide economic aid to the region.  In Sidhbari, CORD has been providing 

economic aid since 1985.
8
 The village level governmental bodies of both towns are arranged based on the 

Gandhian concept of the independent functioning village.
9
  This organizing body, known as the Gram Sabha, is 

headed by a village leader, or a Panchayat.  Just under this position are five members called Up-Gram Sabha, who 

serve as the conduit between the Panchayat and the villagers.  Those in the position of Up-Gram Sabha, as well as 
those just below, are often referred to as Surpanch. 
 

Program Settings 
 

The duration of the experience was two months (March 2011 to April 2011).  All living accommodations were 

within the villages themselves, and all social, religious, and economic functions were attended.  Live field 

expeditions included actively observing many villagers work on their farm land and participate in the cultivation 

as needed. To learn about the economic activities, informal interviews were conducted with the villagers and the 
village leaders (Surpanches and Panchayat), repayment sessions were observed, defaulters were sought to 

ascertain the cause of payment failure, and account payment books from the previous year were studied. A few 

village members who participated in these economic programs return to provide assistance to subsequent 
participants in the hopes of improving their chances of upward economic mobility.

8
  However, most participants 

end up maintaining little to no contact with the organizing body that provided their economic assistance.  Table 1 

details the prevailing notions that led many former members to lose contact over time.  There is an overt sense of 
disconnect facing many recipients 
 

Insert table (1) about here 
 

Lessons Learnt 
 

The chasm that forms as participants abandon long term follow-up in their respective microfinance/microcredit 
program is, in part, an inability of these programs to translate economic aid into a viable growth or entrepreneurial 

strategy.  Economic assistance, without educating or incentivizing the recipients on the proper allocation of these 

resources, will inevitably lead to underperformance and underutilization among the recipients.  It is difficult to 
ascertain this in isolation since the only evidence of inefficiencies manifest as delinquent payments, defaults, drop 

out percentages.
1,6,10

  While we may conceded this as an inevitability of financing at this scale, and to such a 

demographic
10

, perhaps an alternative explanation is due: the recipients of this economic aid are not educated or 

informed how to best channel the new found capital towards entrepreneurial development or growth. During the 
experience of visiting villages in two distinct regions of India, the villagers shared same prevailing belief that this 

type of economic assistance will only marginally improve one’s existing lot.  In introducing microfinance, 

Professor Yunus declared this system as a way to dramatically redefine finance in the rural regions of the world.
11

  
Yet what was promised as a disruptive innovation for global indigents has translated into more of an incremental 

improvement.
12

  Although most villagers in India use this source of capital to finance existing businesses
13

, some 

programs encourage the use of the loans for private consumption despite knowing the recipients exhibit no major 
socioeconomic need.

8 

 

Directing economic assistance to entrepreneurially minded recipients who are capable of spurring new businesses 

and achieving socioeconomic liberation is a major goal of microfinance.
1,11

  Providing basic capital and ensuring 
accountability can only achieve a portion of this goal; encouraging proper business practices and a fiscally sound 

mentality in conjunction can potentially help complete this goal.  The past decade has seen a plethora of social 

entrepreneurs dive into the field of microfinance, microcredit, and social venture capital in order to achieve this 
common goal.  One firm, Acumen Fund, actively trains its employees in start-up business strategy in order to 

successfully accomplish its social-entrepreneurial projects.
14

  Yet our ground work indicates that there is little to 

no transfer of these skills towards the recipients of such programs. 
 

Our field experience refutes any contention that many of the programs’ recipients do not possess the business and 

entrepreneurial proclivity to capitalize from learning this skill set.  In the village of Dhajipur, one Surpanch 

attempts to develop a diamond refining plant.  Being in close proximity to a large diamond hub in Surat, Gujarat, 
the Surpanch recognized that he has the geographic scope to provide a viable option for diamond wholesellers.  

This project began when the Surpanch decided to provide more job opportunities for the villagers rather than just 

traditional sharecropping.  Through a combination of loans from the State Bank of India and capital reserves, he 

has begun construction of the plant. 
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Yet in the village of Sidhbhari, the existing organization, CORD, took a diametrically opposite view to such 

entrepreneurial projects.  Many of the microcredit projects encouraged traditional industries such as garment 

stitching, farming, and dairy production.
8
  During interviews, the microloan issuers mentioned that their aim was 

to provide a social platform rather than economic growth.  When prompted, CORD eschewed the notion of 

providing an entrepreneurial forum that would encourage the development of market selling skills.  Rather, 

CORD envisions any economic aid as part of the overall experience of cultivating more socially aware, 
economically independent individuals.

8 

 

Microfinance, microcredit, and entrepreneurial innovation all share the common notion of risk taking.  We should 

both actively encourage the development of new ventures and innovative thinking, and properly mentor recipients 
to allocate resources conducive towards business development.  Microloan education has become an organized 

discipline
10,14

, and we should extend that knowledge set towards the recipients we are eager to serve. While this 

appears obvious in principle, the oft disarrayed and negative nature of microfinance in India indicates this is not 
always so in practice.

1,6,7
Microfinance has received negative publicity in India for the aggressive nature of loan 

collectors and the spurious cycle of dishonest recipients continually accumulating loans.
1,6,7

  The ensuing backlash 

has created a negative damper on many economic assistance programs.  The state of Gujarat has considered 

imposing restrictions on which firms can provide microfinance assistance.
1  

In spite of the negativity, economic 
assistance of this type can result in amazing production.  The largest dairy producer in India, Amul, founded in 

the state of Gujarat, began through similar financing as what many microloan programs provide.
15

  Through a 

combination of proper financing, and supremely qualified management, Amul rose to the level of being the 
largest national provider of dairy.

15 

 

There are many attempts to infuse innovations into microloans to align and mitigate risk taking behavior 

incentives.
1,7,10

  The diverse array of novel programs is a testament to the maturity of this industry in India.
1,6

  My 
lessons from the field indicate that simply educating the recipients on basic business concepts such as profit 

margins, capital allocation, and having a growth strategy will result in tremendous strides towards achieving the 

maximum potential of microloans.  All who venture into this field should recognize the inherent systemic risk; 
and a major mitigating strategy should be a proper education on the business fundamentals.  The requisite 

entrepreneurial and business-like mindset already exists in the region.  To reach the next stage of sustainable, 

truly consequential economic aid, we need to identify and nurture this notion as a viable solution. 
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Table 1 details key observations made by village members about the value of the economic assistance 

programs. 
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