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THE GOVERNMENT is making efforts to 
improve access to microfinance by the poor 
though self-help groups of women. This is 
thought to provide financial independence to 
women and also improve the economic con-

dition of their families. Mohammad Yunus of Grameen 
Bank of Bangladesh was given the Nobel Peace Prize for 
taking microfinance to more than 40 lakh families consti-
tuting about 15 percent of the population of that country.

However, experts say that microfinance is not lead-
ing to much improvement in the conditions of the poor. 
Economist Farooque Chaudhury of Bangladesh writes 
in an article in The Nation that the wage rate for the agri-
cultural labour increased from `20 in 1984 to `28 in 2003 
— an increase of about two percent per year. Bangladesh 
continues to be counted among the poorest of countries. 
The situation in India is no different. 

This writer had the opportunity to study the impact of 
microfinance in many states of India and found the condi-
tion of those taking loans to be generally worse than those 
not taking loans. In one study in Gulbarga district of Kar-
nataka comparison was made between incomes of people 
from two villages — one with many self-help groups and 
other with none. The incomes of the villagers without 
self-help groups were higher.

Reason is that microfinance often sucks out incomes of 
the poor, instead of adding to it. Say, you borrow ̀ 1 lakh at 
an interest of 12 percent. You have to pay ̀ 12,000 towards 
interest at the end of the year. Now you are better off if 
the earning from the loan is more than ̀ 12,000, but worse 
if the earning is less. In other words, the final impact of 
microfinance depends upon the difference between the 
rate of interest paid and the rate of profit earned from the 
deployment of the loan. 

The microfinance movement is suspect because vir-
tually no discussion is made of the rate of profit on the 
deployed loans. It is implicitly assumed that the rate of 
profit will be higher than the rate of interest. But this as-
sumption has no basis whatsoever. Rather, it is seen that 
people in the villages often deposit their savings at low 
rates of interest of about 5-7 percent in fixed deposits with 
the banks. They wouldn’t do so if they could earn more 
than 30 percent from the same money by opening a shop 
or establishing a mini rice mill. It is also seen that the 
price of many items produced by the poor such as paper 
envelopes, candles, buttermilk and vegetables is falling. 

The microfinance movement becomes an instrument 
of expansion of poverty in this background of declin-
ing prices and rates of profit. The poor become poorer 
because they have to pay a part of their meagre earn-

ings as interest to the banks. But neither Mr Yunus, nor Dr 
Manmohan Singh talk about the prices of commodities 
made by the poor.

Some evidence of the negative impact of microfinance 
is available. Taj Hashmi, a fellow student of Yunus writes: 
“I personally know Yunus since our Chittagong Uni-
versity days. He is not the type who would make money 
from this project. So where is the problem? I was a big 
admirer of Grameen Bank. In 1996, I spent a few months 
in Bangladeshi villages examining the impact of ngos on 
the poor villagers. By 1971, I was a changed man. Later in 
2002, I spent two months in villages in Comilla, Sylhet 
and Dhaka districts with my students as their supervisors. 
My students, without my prompting, told me that they 
found non-Grameen villagers were much better off than 
those taking Grameen loans. Some villagers proudly as-
serted: ‘Sir, we did not allow Grameen to open its branch 
in our village. As a result we are much better off than  
some neighbours’.” 

Indeed such anecdotal evidence cannot be relied upon 
blindly. But there is logic here. The reason for non-micro-
financed people being better-off can be that the income of 
the milkman who takes loan is less than one who does not 
do so. The borrower milkman has to pay interest out of his 
meagre earnings, while the non-borrower retains all of 

his income. Since both undertake the same business with 
same technology in the same market, the price received 
by the two is same and the non-borrower is better off. 

THE PROBLEM of microfinance is that attention 
is given only to the increased lending. There is no 
assessment whether the money is being deployed 

in the establishment of profitable businesses. The bor-
rower and the non-borrower compete with each other in 
the same market, and the non-borrower emerges winner 
because he does not have to pay interest.

The beauty of microfinance is that it sucks out the in-
come of the poor without causing much pain. Rather 
the poor thanks the lender for impoverishing him. Just 
as the bonded labour thanks the moneylender for giving 
him a loan, similarly the members of self-help groups 
thank the microfinance institutions for providing loans. 
They forget that the same institution is also taking away  
their incomes.

Governments of India and Bangladesh and foreign 
donors promote microfinance because this movement is 
successful in pacifying the poor into believing that the 
government is trying to do something to improve their 
conditions. The poor have to borrow from the money-
lender at 5 percent per month. The same loan is provided 
more efficiently by the microfinance institutions at 2-3 
percent per month. The poor face much harassment in 
borrowing from the banks. The cost of red tape and pa-
per work and bribes is prohibitive. Microfinance deliv-
ers the same credit without much hassle. In the process, 
those who have escaped the lock of poverty due to the 
high interest rate charged by the moneylender or due to 
red tape in the banks are now locked into poverty through 
microfinance. This movement is more efficient in secur-
ing peaceful expansion of poverty than the moneylenders 
or the banks. This suits the governments of the day. They 
could not have it better. Instead of spending money in 
programmes like Employment Guarantee Scheme to pac-
ify the poor; they can extract incomes of the poor through 
microfinance while pacifying them!

Well-intentioned social workers who want to secure 
improvement in the conditions of the poor people should 
give more attention to securing higher prices for the good 
produced by the poor. The poor will find some way of 
raising the money for investing if the business is profit-
able. This is a straightforward method of removing pov-
erty instead of the suspect route of microfinance.

Bharat Jhunjhunwala is a former economics professor at 
IIM Bengaluru. The opinions expressed are his own.  

Reach him @ bharatjj@gmail.com

BHARAT JHUNJHUNWALA SAYS THE BELIEF THAT MICROFINANCE HELPS RURAL POOR IS A MISNOMER 

Extending poverty peacefully

INDIA HAS been engaged in devel-
opment activities in Afghanistan 
for more than a decade now and 
has contributed more than $1.3 bil-

lion in aid since 2001. India’s steady sup-
port of development work in Afghanistan 
has received recognition from around the 
world, including political commentators 
in Pakistan and the US. While visiting In-
dia in June, US Secretary of Defence Leon 
Panetta encouraged India to accelerate its 
level of engagement in Afghanistan. Other 
than economic engagement, the US is also 
in quest of India’s engagement with Af-
ghan security forces, he noted. 

Afghanistan is emerging as a strategic 
partner in India’s own development ef-
forts. Its location between the energy-rich 
republics of Central Asia and the major 
seaports in South Asia provides a key tran-
sit route for central Asian oil and gas to 
markets in South Asia. The country is re-
markably rich in mineral resources, with 
more than 1,400 identified mineral depos-
its including oil, gas and coal as well as iron 
and copper deposits of world quality. It of-
fers great opportunities for investments in 
the hydrocarbons industry. Furthermore, 
it is rich in precious and semi-precious 
stones as well. 

In March 2003, India signed a Prefer-
ential Trade Agreement (pta) with Af-
ghanistan granting preferential tariff to 
38 products from that country including 
raisins, dry fruits, fresh fruits and spices. 
Afghanistan granted preferential tariff to 8 

items from India including tea, antisera 
and medicines, refined sugar, cement clin-
kers and white cement. After Afghanistan 
was inducted as the eighth member of 
saarc in 2007, trade between India and 
Afghanistan increased substantially from 
$216.48 million in 2006-07 to $557.81 mil-
lion in 2010-11. In order to tap the growing 
potential of its Central Asian neighbour 
and reinforce its own commitment to 
drive free and balanced growth of trade in 
South Asia, India has cut the sensitive lists 
for ldcs (as stipulated under safta) from 
480 to just 25 tariff lines. This has been in 
effect since January 2012.  Zero basic cus-
toms duty access will now be given to all 
items removed from the sensitive list. 

India is also running various capacity-

building programmes in Afghanistan in 
the fields of media and information, civil 
aviation, agricultural research and educa-
tion, health care and medicinal science, 
tourism, education, rural development, 
public administration, electoral manage-
ment and administration and local gover-
nance. In November 2011, a consortium 
of public and private Indian companies, 
led by the Steel Authority of India, won a 
bid to mine in three states of Afghanistan. 
The total investment by Indian companies 
there is pegged at $10.8 billion.

Over the past decade, the Afghan gov-
ernment too has been actively seeking to 
attract and promote private investment 
in the country in sectors such as mining, 
agribusiness and agro-processing, con-
struction and construction materials, en-
ergy and natural resources, textiles and 
carpets, transport and logistics, chemical 
and pharmaceutical products, banking 
and financial services, telecom services, 
real estate and tourism and state owned 
enterprises. Among the low-income coun-
tries, Afghanistan remains one of the most 
open economies for trade and investment. 
It has the lowest tariff rates in the region, 
both among the South Asian and Central 
Asian countries. Furthermore, there is no 
tax on imported machinery and only 1 per-
cent tax on imported raw materials.

There are four major industrial parks 
in Afghanistan. Moreover, an agriculture 
business park is in the planning stage. All 
necessary facilities and services are pro-

vided by Afghanistan Investment Support 
Agency (aisa). The agency partly subsidis-
es the price of land leased to private firms, 
provides tax reduction and other incen-
tives to firms located within the industrial 
parks. The country’s estimated infrastruc-
ture requirements are $4 billion over the 
next three years.

IN MAY 2012, India, Pakistan, Afghan-
istan and Turkmenistan inked the 
historic gas sale purchase agreement 

(gspa) for the $7.6-billion tapi (Turk-
menistan-Afghanistan-Pakistan-India) 
gas pipeline. The ambitious project can 
connect one of the largest energy suppli-
ers in Central Asia with the markets in 
Central Asia, and took more than 20 years 
of difficult negotiations to come through. 
However, security issues surrounding the 
project remain intractable and are key to 
its success.

Afghanistan, though faced with daunt-
ing challenges, is a land of vast opportu-
nities. The recent signing of the Strategic 
Partnership Agreement (spa) between 
India and Afghanistan aimed at train-
ing, equipping and capacity building pro-
grammes for Afghan national security 
forces, assumes great significance in view 
of the proposed withdrawal of interna-
tional troops by 2014. 

Amit Prasad is Deputy Director & 
Daulata Chakraborty is Assistant Director, 

Multilateral, International Policy and 
Strategy Division, FICCI

AMIT PRASAD & DAULATA CHAKRABORTY BET ON OPPORTUNITIES IN THE NEIGHBOURHOOD

Indo-Afghan cooperation: A win-win

Our patriarchal 
DNA needs  
an overhaul 

THE REAL story isn’t so much 
about ND Tiwari as it is about 
paternity. In a country that is still 
fiercely feudal and parochial, 
politicians of his generation have 

grown up in an atmosphere of entitlement. 
Power has given them immunity from all re-
sponsibility and most often male-dominated 
society has supported that. Challenging Tiwari 
in court and winning brightens up this land-
scape. It is one more instance where the legal 
system has been sought to be abused, but has 
delivered in the end. Where Tiwari’s battery of 
lawyers tried everything in the book to delay 
the case, preventing him from giving his DNA 
sample. Most people pitted against the system 
have the odds stacked abominably against 
them. Rohit Shekhar was able to muster the 
finances to carry the case on in court for five 
years. But it has taken a toll on his health. That, 
Rohit claims, was mainly responsible for send-
ing him into the icu with a heart attack and 
brain stroke when only 28. Doctors found it 
preposterous that a boy so young should be in 
such a state of shock. There is also the larger 
picture within which Rohit’s story of abandon-
ment is situated. The forced acknowledgement 
of paternity is the first case of its kind in India. 
Rohit hopes it will encourage many more cast-
away children to come forward and claim what 
is rightfully and legally theirs. Rohit is also 
using his case to make one more large point in 
court: that the words ‘illegitimate child’ and 
`bastard’ be struck from legal lexicon. It is these 
small battles waged by people without resourc-
es that seem to bringing reform, not the grand, 
deceptive gestures of the government.   
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OUR SIGNALLY inglori-
ous sporting history dips 
to its lowest ebb each 

Olympics, as we are confronted 
with our inability to compete 
not just with the superpowers of 
world sport — the US, the former 
Soviet Union, Germany, Britain 
or China — but almost anyone  
at all. 

Iran and North Korea each 
have won more than twice as 
many medals as us, having com-
peted in the same number of 
summer Games combined. Tur-
key has four times as many med-
als; smaller countries such as 
Jamaica and Kenya, with their 
sprint and distance running su-
perstars, dwarf our medal totals; 
Mexico, Argentina and South 
Africa, even countries the size of 

Ireland, Portugal and Morocco 
have won more medals, often 
dozens more. It is a dismal re-
cord, not so much underachiev-
ing as simply not achieving.

Of course, numbers don’t tell 
stories and even if India’s Olym-
pic history lacks the glitter of 
medals, it is a long, involved his-
tory. “Stories of failure on the 
Olympic stage,” writes Boria 
Majumdar in the preface to his 
and Nalin Mehta’s updated edi-
tion of their 2008 book Olym-
pics: The India Story, “often for 
reasons unconnected to sport, 
help us understand post-colonial 
India better.” Sport and modern 
nation-building can seem inex-
tricable. To the cynical among 
us, it can seem the bandwagon-
jumping politicians and me-

dia appropriating individual or  
team victories are more oppor-
tunistic than patriotic. But after 
Independence, as India sought 
to assert nationhood, Majumdar 
and Mehta write, “the Olympics 
came to symbolise something 
deeper than a simple test of  
athletic skills. It was about iden-
tity and equality as much as  
it was about westernisation  
and modernity.”

This is in a fascinating middle 
chapter of Olympics, in which 

Majumdar and Mehta lay bare 
Nehru’s ambitions for an Asian 
Games, “intrinsically linked to 
the larger Indian self-image of 
being a major Asian power and 
the Nehruvian idea of India’s 
centrality in a new global order.” 
International sport is an oppor-
tunity to announce yourself to 
the wider world. 

But Majumdar and Mehta’s 
book was first published in 2008, 
before the modest revolution of 
Beijing, in which India achieved 
an unprecedented haul of three 
medals, including a first individ-
ual gold, which was followed up 

with Commonwealth success (on 
the field) and further consolida-
tion in the 2010 Asian Games in 
Guangzhou. This means a new 
story might have to be written, a 
story no longer focused on failure 
and administrative cock-ups but 
sporting success.

IN THEIR new chapter in the 
reissue, in time for the Lon-
don Games, Majumdar and 

Mehta title a sub section ‘Lessons 
from Bhiwani: Demystifying the 
Revolution’. One of India’s two 
individual bronzes, to accompa-
ny Bindra’s gold, came in the box-
ing ring but that solitary medal 
masks the defeat of a Russian 
world champion by a cocksure, 
young Indian fighter, Akhil Ku-
mar, who was then upset himself 
when a medal seemed certain. 
“Bhiwani,” write Majumdar and 
Mehta, in their avuncular style, 
“from being a shantytown, sud-
denly turned into the cynosure of 
all attention.”

 fwletters@gmail.com

More than Games, questions  
of identity and equality

A fascinating 
middle chapter of 
Olympics lays bare 
Nehru’s ambitions 
for an Asian Games
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ILETTER TO THE EDITOR

TAME THE BEAST WITHIN

I couldn’t agree with you more on your take on the ghastly 
sexual assaults on women rising day by day. If mainstream 
Bollywood is supposed to be the barometer of popular 
culture, it is indeed worrying how it is promoting a distorted 
value system where the women have to be really meek and 
submissive to inherit the earth. What drives me around the 
bend is that the middle classes are lapping it all up without 
thinking it through. Now I am a man, but I have never 
connected with the average Indian male at any level. At times 
I have got into an unpleasant argument when someone has 
tried to draw some kind of moral equivalence between the 
modern woman living life on her own terms and the growing 
incidence of rape and molestation. I always emphasise the 
point that the Indian male has to learn to tame the beast 
within rather than putting the onus on women to conform to 
their idea of womanhood. 

 Amit Manuviraj on email
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