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ABSTRACT 

In developing countries, financing to the rural poor through formal financial services 

often fail to meet the credit requirements since the poor often lack physical collateral to 

secure the repayment of the loans. The failure in providing banking financial services to 

the poor has minimized their business opportunities, giving them no chance but 

borrowing money from local money markets with huge interest rates.  

 

Microfinance program is an effort to reduce poverty and improve life quality for the poor 

in rural areas.  This program enables borrowers who do not have any physical collateral 

but still can borrow small loans in order to realize their business ideas. However, despite 

many positive achievements, microfinance still faces the challenge regarding default 

risks. The default in microfinance situation is when the borrowers are not able to fulfill 

their duties in repaying back the loans.  The purpose of this thesis is using a qualitative 

case study to find out whether the combination of business education and microfinance 

institutions can reduce default risk and increase repayment rate.  

 

The findings of our investigation indicate that there is positive impact of business training 

on repayment rate in the case of India. We found that the microfinance institution, which 

offers business training to its clients, has higher repayment rate and less default than the 

one in which no business training is offered. In addition, we also found that the caste 

system in India has no effects on our target interview group’s business practices. 

However, we believe that in order to achieve the goal of poverty alleviation and provide 

sustainable financial services in the long run, microfinance institutions need to find 

additional innovations to manage the loans and reduce the default risk. 

 

Key words: business education, caste system, default risk, repayment rate, 

microfinance, graduated loans, high interest rates, self- help group, target women 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

SAMMANFATTNING 
I utvecklingsländer finns det stora hinder i att erbjuda finansiella tjänster för ekonomiskt 

utsatta och exkluderade individer. Svårigheterna förekommer för att ekonomiskt utsatta 

personer saknar fysiska tillgångar för att säkra en återbetalning av krediten. Brist på 

finansiella tjänster för den utsatta gruppen har minimerat chanserna inom företagande och 

bidragit till att lokala kreditmarknaden, med skyhöga räntor, är den enda utvägen för att 

motta kredit. 

Mikrofinans är grundlagt för att minska fattigdom och öka livskvalitén för de ekonomiskt 

utsatta och exkluderade individer. Grundidén är att individer som saknar fysiska 

tillgångar ska ha möjligheten att erbjudas små lån för att förverkliga individens 

företagsidé.  Trots den positiva utvecklingen av mikrofinans så förekommer det 

fortfarande svårigheter såsom risken för utebliven betalning av mikrolån. Utebliven 

betalning uppstår när individen inte har någon möjlighet att fullfölja skyldigheterna och 

återbetala krediten. Syftet med denna uppsats är att använda en kvalitativ undersöknings 

metod för att ta reda på om företagsekonomisk utbildning tillsammans med mikrofinans 

kan minska risken av utebliven betalning och öka återbetalnings nivå. 

Resultatet från fallstudien i Indien indikerar på att företagsekonomisk utbildning har en 

positiv påverkan på återbetalningsnivån. Mikrofinans institutionen med 

företagsekonomisk utbildning visade en högre återbetalningsnivå och lägre utebliven 

betalning vid jämförelse av mikrofinans institutionen som inte erbjuder 

utbildning.  Utöver detta så fann vi även att kast systemet inte har någon påverkan på 

företagande hos den intervjuade gruppen i fallstudien. Vi tror dock att för att nå målet om 

fattigdomsbekämpning och tillhandahålla hållbara finansiella tjänster så måste 

mikrofinans institutioner hitta på mer innovativa sätt att hantera mikrolånen och minska 

risken för utebliven betalning  
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1. INTRODUCTION 
This chapter begins with a brief overview of microfinance and an introduction to default 

risk.  The problem discussion will describe what challenges the microfinance sector is 

facing and furthermore discuss business education as a possible solution to default risk. 

Subsequently, we are presenting the aim and research question in the end of the chapter. 

1. 1. BACKGROUND 
In developing countries, financing to the rural poor through formal financial services 

often failed to meet the credit requirements (Seibel, 2005). The main reasons to the 

failure are the absence of any recognized employments and collateral. These are the 

biggest obstacle towards realizing a business opportunity for the low-end segments. The 

low- end segment in this case is defined as the people who live under the relative poverty 

line, which is under 1, 25 dollar/ a day (World Bank, 2011). The lack of accessibility to 

formal financial service left the low-end segments with no other choices than borrowing 

money from local money-lenders with huge interest rates (Seibel, 2005).  

In an effort to reduce poverty, governments and financial institutions in developing 

countries have developed a form of formal financial service to rural poor people by 

providing them small loans. This type of financial service is known as microfinance. 

Microfinance is defined as provision of thrift, credit and other financial services and 

products of very small amount to the poor in rural, semi-urban and urban areas for 

enabling them to raise their income levels and improving life quality (Kothari and Gupta, 

2007). Up until today, microfinance is one of the critical factors that ensures the viability 

and sustainability of a business venture.  

The microfinance sector has grown substantially with hundreds of institutions serving 

more than 150 million borrowers globally (What went wrong with microfinance, 2012). It 

seems that microfinance is an effective way to reduce poverty. Its positive impact can be 

measured by the reduction of poverty and hunger, the betterment of primary education 

and the improvement in maternal health (Banerjee et al., 2010). Microfinance Institutions 

are today starting to provide additional servicing’s to their product as savings, emergency 

and consumption loans, insurance and business education (Brau and Woller, 2004).  

 

Despite the remarkable achievements, there are still several weaknesses in microfinance 

that need to be improved to ensure its continuous development and successful 

implementation. A critical aspect of microfinance that needs to be focused on is the 

management aspect of risk. Microfinance is entrapped by various types of risks such as 

default risk (Goetz and Gupta, 1995), disaster risk (Kumar and Newport, 2005), currency 

risk (Lewis, 2005) and interest rate risk (Hughes and Awimbo, 2000).  

Default risk is the main focus of this thesis.  The reason why we choose to focus on 

default risk is because the over-indebtedness and lack of repayment are today the top 

concerns among more than 500 microfinance institutions worldwide (What went wrong 

with Microfinance? 2012). The default risk refers to a situation where the lenders are 

unable to recover the loans that have been extended or the borrowers fail to fulfill their 
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financial obligations at the stipulated time, due to various reasons (Kassim and Rahman, 

2008). The causes to default risk are mainly from: (1) the lack of post- disbursement 

supervision, which lead to moral hazard, and (2) the lack of training on basic business 

skills and knowledge (Kassim and Rahman, 2008).  

Regarding the first cause, post- disbursement supervision is highly relevant in ensuring 

the success of microfinance projects. The absence of post-disbursement supervision 

regarding how funds are being used, can lead to a situation when borrower tend to use the 

funds in other purposes rather than investing in new or existing businesses.  (Kassim and 

Rahman, 2008). When borrowers use the loans for other purposes than for business 

investments, they might fail to repay their loans. Borrowers then tend to borrow new 

loans from other MFIs to pay back the old loans, leading to an extreme over borrowing. 

The result is the extreme over debt (Polgreen and Bajaj, 2010). Many microfinance 

institutions in India do not require clients to start a business to be able to receive 

microfinance. The organizations recognize that money is fungible, and clients are left 

entirely free to choose the best use of the money as long as they repay the loans. Clients 

can therefore use the money to buy new furniture, pay rent or repay an existing loan than 

starting new business or invest in existing one. (Swain, 2007) 

The second cause of loan default is the lack of business knowledge. Previous researches 

have shown that the lack of knowledge on how to drive business can lead to excessive 

debts (Kassim and Rahman 2008). Lack of basic business skills such as bookkeeping of 

sale transactions can also cause repayment default. A survey on borrowers of 

microfinance reveals that around 82 percent of respondents had no business experiences 

before joining the microfinance programs and only 18 percent had some business 

experiences (Kassim and Rahman 2008). The lack of experience results in poor 

management of their business projects, which leads to business failure. If borrowers start 

a new business but fail to conduct the business effectively, it can result into an inability to 

repay the loan.  

In the financial management context, giving financial education to the microfinance 

clients can minimize the first cause of default risk and providing business education can 

minimize the second cause of default risk. However, the overlaps of business and 

financial education often occur, because both educations deal with how to use the 

knowledge and skills to improve management of microenterprises or small business for 

survival, profitability and growth. Nevertheless, there are dissimilarities between 

“business education” and “financial education”. Financial education refers to 

communications and training to improve personal and household money arrangement 

skills, including understanding how to use available financial services (savings, credit, 

insurance, etc.), as well as physical assets and social capita; to prepare for lifecycle 

events, manage unexpected financial crises, ensure adequate consumption and even major 

purchases by the household and investments in business opportunities. Borrowers need to 

have basic financial education in handling money to avoid the moral hazard within 

microfinance.  There are otherwise large risks that borrowers will use microloans for 

other purposes than starting or investing in business. (Dunford, 2012)  

Financial education is, in other words about using knowledge as a tool to meet one’s 
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financial needs whereas business education focuses on covering a wider rang of topics. 

Business education refers to Income Generating Activity (IGP), increasing profits, 

increasing sales and managing IGP. The two types of educations have a strong 

connection to each other, but it is not necessary for them to go hand in hand. Business 

education is more about generating money while financial education is about handling 

money. However, in the context of microfinance, business education is often offered 

before financial education, as borrowers need to learn how to make money before they 

are taught how to use money wisely. (Dunford, 2012) 

Due to the limitation of time and resources, in this thesis we will focus mainly on the 

combination of business education and microfinance. However, the issues regarding 

financial education will still sometimes be mentioned and discussed in the text when the 

situation requires.  

1. 2. PROBLEM DISCUSSION  
The fast growth of the microfinance sector has brought many remarkable changes in the 

life quality for the poor but several problems as well. Several actors in the microfinance 

industry admitted that runaway growth spurred reckless lending to the poor Indians. The 

growth did create the need of aggressive collection tactics, but the repayment rate is still 

lower than expected (Microfinance in India: Road to redemption, 2013). High repayment 

rate is one of the critical factors that enhance the development of microfinance. Each 

Micro Finance Institution (MFI) tries to maximize its repayment performance and reduce 

the default risk, whether or not it is profit-oriented (Godquin, 2004). High repayment 

rates are indeed largely associated with benefits both for the MFI and the borrowers. 

They enable the MFI to cut the interest rates it charges to the borrowers, thus reducing 

the financial cost of credit and allowing more borrowers to have access to it. Improving 

repayment rates might also help reducing dependence on subsidies of the MFI, which 

would improve sustainability. Thus, a win- win situation for both parties (Godquin, 

2004).  

 

The main factors that influence the repayment are either related to information 

asymmetries when borrowers use the loans for unproductive purposes or the business 

enterprise is mismanaged. In India, microcredit, one of the most rapid growing sectors, is 

now facing imminent collapse as a large amount of borrowers in one of India’s largest 

state- Madoor have stopped repaying their loans. Analysts predicate that if that trend 

continues, the Indian Microfinancial industry will face collapse in the near future. 

(Polgreen and Bajaj, 2010)  

 

The crisis in the state Andhra Pradesh year 2010 did not result in a collapse but the cause 

is likely to create a negative growth for the first time in the Indian microfinance sector. 

2012s data for the overall of microfinance industry in India is not determined yet. 

However the state Andhra Pradesh is likely to have an effect on the progress of the 

microfinance sector in India. Data between 2010 and 2011 highlights the changes that 

occurred by portfolio loans shirking from US$5.4 in 2010 to 4.3 billion in 2011 and the 

amount of borrowers declining from 32.5 to 26.4 million. (Mader, 2013) It also shows 

that there has been a significant drop in international funding for microfinance between 
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2009 and 2011, with more donor projects closed in the two past years after they started. 

(Provost, 2012)  

 

The problem regarding reckless lending of microfinance institutions has pointed towards 

women like Durgamma Dappu, a widowed laborer who took a loan from a private 

microfinance company because she wanted to build a house. She had never had a bank 

account or earned a regular salary but was given a 200$ loan anyway, which she 

struggled to repay. She took an additional loan from a different company, then another 

loan, until she was nearly 2000$ in debt. This woman had no choice but escape from her 

village, leaving her family little choice but to forfeit her tiny plot of land, and her dreams 

(Polgreen and Bajaj, 2010). The event describes how default risk can cause greater 

poverty, that is if not resolved in time.  

  

As mentioned earlier, there are different types of risk connected to microfinance such as: 

default risk (Goetz and Gupta, 1995), disaster risk (Kumar and Newport, 2005), currency 

risk (Lewis, 2005) and interest risk (Hughes and Awimbo, 2000). Disaster risk, currency 

risk and interest risk have a strong connection to the macro economy, since these risks are 

external factors that are hard to manage. An unstable economic environment can for 

example generates inflation and thus hit small business and the poor more severely than 

the regularly employed and wealthier segments of the population. Default risk is on the 

other hand an internal factor, which can be reduced and handled by skillful management. 

(Franks, 2000) That is to be said, in order to achieve the goal of poverty alleviation and 

provide sustainable financial services, microfinance institutions need to find a way to 

manage the loans and reduce the default risk.  

The microfinance sector has grown substantially over the two past decades in hope of 

reducing poverty. However, many microfinance institutions still find it hard to keep this 

promise (Frisancho, Karlan and Valdivia, 2008). With the factors and evidence 

mentioned above, we believe that it is clear now that the microfinance revolution may not 

be enough for the poverty alleviation and additional innovations are required.  

 

Given this background, microfinance institutions worldwide are actively trying to find a 

better solution in order to enhance the contribution of microfinance to improve the 

welfare of their customers (Frisancho, Karlan and Valdivia, 2008). A strong trend is the 

combination of microfinance and other non-financial services, including business training 

(Dunford, 2002). This model is built on the belief that the lack of business training causes 

loan borrowers to mismanage their businesses and in turn reduce their abilities to repay 

the loans.  

1. 3. AIM AND RESEARCH QUESTION 
The aim of this thesis is to evaluate the importance of having small business education 

centers along with microfinance institutions, with regards to default risk and repayment 

rate. In order to meet these objectives, we will answer the following question in this 

thesis 

Research question: How can the combination of business education-centers and 

microfinance institutions influence default risk and repayment rate? 
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The research question is based on an aim to compare a microfinance institution that has 

business education center with a microfinance institution without business education to 

see if there are any differences in default risk and repayment rate that can support the 

importance of implementing business education with microfinance institutions.   

 

The project is formed after the assumption that if microloan-clients get basic business 

training, they will likely drive their businesses better and therefore able to pay back their 

loans in time. We consider this project to be important for India due to the rapidly growth 

of microfinance sector in the country. If our project can receive results implying business 

education as a factor reducing default risk, it will then provide important knowledge for 

governments and banking institutions. If microfinance is handled effectively along with 

the growth of small businesses, it can reduce poverty, improve the welfare and stimulate 

the economic growth in long run for India. 

1. 3. 1. LIMITATIONS 

India has the largest microfinance industry in the world with an estimation of 32 percent 

of the population living below the poverty line (World Bank, 2010). The characteristics 

of the microfinance industry determine the attractiveness of focusing on the Indian 

microfinance industry. The first limitation of our work is therefore to focus on the Indian 

microfinance environment. Under limited resources and time, we narrow our research 

toward a specific geographic area to improve the quality of our work. We chose therefore 

to come to Chennai, one province in the south part of India to collect data since there are 

many microfinance institutions are located there. The result of our thesis is furthermore 

only applicable on the Indian microfinance industry since we have adapted our research 

towards this selected area.  

1. 3. 2. RELEVANCE OF STUDY 

India’s population of more than 1200 million has approximately 32 percent living below 

the poverty line (World Bank, 2010) This creates an enormous demand for the service of 

microfinance. It is estimated by the finance ministry year 2011 that microfinance has 

reached 30 million beneficiaries in India, with an outstanding US$6, 7 billion 

(Chakrabarti and Ravi, 2011). The demand for microfinance and the wide spread 

beneficiaries in India show the importance of this report in order to evaluate and improve 

the microfinance situation in India today.   

If we can find evidence supporting that business education could increase the repayment 

rate and decrease the default risk, the thesis can be of high value for microfinance 

institutes in order to enhance their future success. Microfinance institutions could 

thereafter implement business education together with microloans to improve the 

repayment rate and reduce the default risk. This could contribute to creating a more 

sustainable microfinance industry.  

1.4. OUTLINE OF THE THESIS 
The thesis is developed through six chapters that answer all of our research questions. 

They are: Introduction, Literature Review, Methodology, Data Presentation, Data 

Analysis and Conclusions. The first chapter will present an introduction to the 

background, problem discussion and then the aim and objective will be described, our 
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research question will also be presented here. The next chapter, Literature Review will 

present previous researches relevant to our study; followed by our theoretical framework.  

The Theoretical Framework chapter will present the main theories that are necessary for 

us to answer the research question. Chapter three describes the method in which we use 

to collect our data and how we analyze it. Chapter four describes the data findings 

whereas in chapter five we analyze the received data and finally, chapter six will discuss 

the findings of data and conclusions are drawn from those findings. At the end of our 

thesis, we will mention our suggestions for further research.  

 

 

Figure 1: Outline of the thesis 
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2. LITERATURE REVIEW  
The previous chapter provides basic information about microfinance, followed by the 

problem presentation and research questions. This chapter will bring up relevant studies 

related to the areas connect to our thesis topic. A deep view of the microfinance situation 

in India as well as the existence of caste system and the lending methods of microfinance 

will be presented. Later on, the literature review will develop into the conceptualization 

with main focus on business education and microfinance. The Caste system and 

Entrepreneurship in India will furthermore be highlighted at the end of this chapter.  

 

Figure 2 shows the outline with the consistent issues presented in each chapter. 

 

 

 
Figure 2: Outline of literature review 
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2. 1. HISTORY OF MICROFINANCE 

The history of microfinance is dated back to early 1970s when Muhammad Yunus, an 

economics professor in Bangladesh was moved when seeing so many people suffering 

from hunger. Yunus mentioned that hungry people were everywhere and they often sat so 

still that one could not be sure whether they were alive or dead (Kothari and Gupta, 

2006).  Professor Yunus felt guilty teaching economics in a cool comfort of his classroom 

and was reflecting over the issues. He questioned if his complex economic theories were 

really useful when people are dying of starvation on the sidewalks and porches across 

from his lecture hall. He felt like his lessons were similar to the American movies where 

the good guys always win. But when he emerged from the comfort of the classroom, he 

was faced with the reality of the city street. (Kothari and Gupta, 2006) 

 

Yunus left the campus and went to Jobra, a village in Chittagong of Bangladesh, to 

develop a new method in order to create banking for the poor. During Yunus’ time in 

Chittagong he found out the new idea of small loans for self-employment of the poor.  

Grameen bank could thereafter establish itself and to be the first bank that offered 

microloans to the poor. Until now, the concept of lending microloans to the poor self-

employment has been spread all over the world (Kothari and Gupta, 2006).  

2. 2. MICROFINANCE IN INDIA 
In this section, we will describe the important events of the microfinance industry in 

India. The description will enhance the understanding of how microfinance was 

developed in the selected geographic area and this part furthermore explains the central 

events linked to our research field.  

2. 2. 1. MILESTONES OF THE MICROFINANCE INDUSTRY IN INDIA 

India is one of the largest microfinance industries in the world (Chakrabarti and Ravi, 

2011). The origin of microfinance industry in India is retrieved from the Chit funds, 

although the time for the evolution of Chit funds have yet not been determined, but it is 

perceived to have long history in the Indian credit movement. Chit funds are described as 

a number of people joining together regularly under organized forms to supply money in 

equal forms assigned to one member at the time. The small and unregulated organizations 

ended up with each cycle where all members had received money from the group. 

(Seibel, 2005) However, in 1974 the Self-Employed Women’s Association of India 

(SEWA) started to provide loans to poor women in India, which was the head start for 

microcredits in India. The association started its establishment as a co-operative bank by 

involving four thousand union members, each sharing Rupees.10 as a contribute capital, 

in order to provide banking service to poor women in India.   

Next vital step of the microfinance history in India is the SHG- Bank Linkage Program 

(SHG-BLP). The linking with the banks started by NABARD granted MYRDA one 

million Rupees to evaluate the possibilities of collaboration between SHGs in India and 

the banks in order to organize the rural savings and improving credit delivery to the 

segment. In 1992, a trial for SHG-BLP with 500 groups could start and this is considered 

as a milestone in the development of banking for the poor. (Bansal, 2011; Seibel 2005) 

Year 2005, 1,618,456 SHGs had at that point of time been financed by the SHG-BLP, 
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with a reach of an estimated 121.5 million people (Swain, 2007). These SHGs by the 

linkage program are recorded to have a high and exact time on repayments, often with 

higher percentage than 95 per cent (Karmakar, 2008).   

2. 2. 2 DEFAULT RISK IN THE MICROFINANCE INDUSTRY IN INDIA 

The economy of India is the tenth largest in the world by nominal GDP and the third 

largest by purchasing power parity (PPP) (IMF, 2012). However, according to World 

Bank, a third of Indian population lives under poverty line equal to 1, 25 dollar a day 

(World Bank, 2011; The Economic Times, 2009). Microfinance in India through its 

major channels served over 33 million Indians in the financial year 2007-08, increased 

with over 9 million in year 2009 with 80 percent female clients (Kothari and Gupta, 

2007). The reason why the majority of borrowers are women, is that women are better 

than men at handling money and more likely to use money to improve their family’s 

situation rather than for unproductive purposes (White, 2012). 

India's private micro-finance industry - some 50 of the country's 1,000-odd micro-finance 

institutions are privately owned - appears to be an oligopoly with a handful of companies 

dominating the market. Analysts say these companies are making huge profits - way 

above those of most banks, public and private. For example, India’s leading private 

micro-credit company George Soros raised more than $350 on the market stock August 

2010, with a public share offering oversubscribed by 13 times. (Biswas, 2010) The New 

York Times news (13 April, 2010) stated that one of the reasons for the huge profits of 

banks and financial institutions are the interest rates, which sometimes charged with more 

than 100 percent comparing with the approximately micro credit interest rate between 20 

– 30 percent (White, 2012). Huge profits in the microfinance industry can create ethical 

issues regarding microcredits. However, our main focus will be the default risk and 

repayment rate between microfinance institutions having business education and not. 

Ethical issues will therefore not be the main focus of our report.  

 

New York Times news (Polgreen and Bajaj, 2010) stated that institutions in India are 

lending microcredits to borrowers without evaluating their ability to repay and without a 

background check.  The repayment of microloans has therefore decreased whereby 

borrowers are forced to resort to moneylenders in order to repay old loans. The collapse 

of the microfinance industry in India is near and there are several cases where suicide is 

the people’s answer when they have not been able to repay their microloans. 

 

Some of the tactics used in Andhra Pradesh’s state government caused farmers to commit 

suicide. The strong-arm collection forced the state to suffocate the rules and write off 

most part of the microloans in the state. The regulations are now more central in order to 

start and revive the microfinance industry. Large microfinance institutions such as 

Grameen Capital India have increased their equity by 144 million dollars in the past 12 

months and The International Finance Corporation has increased their value by 47.5 

million dollars since last year. The microlenders are therefore attracting capital again and 

Indian industry is on renewal again. (Microfinance in India: Road to redemption, 13 

January 2011) 
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2. 3. LENDING METHODS 
Microloans are offered to the poorest in the rural areas. The loans allow people to 

undertake self-employment activities or to venture in very small businesses with the idea 

of not having to depend on money- lenders who demand high interest rates (Ruben, 

2007). Such loans are collateral free. The loans offered to the poor are combined by 

several different ways, explained below.  

2. 3. 1. SELF-HELP GROUP  

One of the microloans’ distribution channels is through the Self-help group. The loans are 

offer to small groups; often consist of five to ten members. Each group has its own 

business plan and a leader who will manage and support each member of the group. The 

joint liability often serves as collateral because borrowers do not have any physical 

capital so MFIs will focus on using social collateral instead (Brau and Woller, 2004). If 

individual projects fall and some of the members are unable to pay, the group as a whole 

manages the debt. Social collateral also works through reputational effects on group 

members in which repayment of loans is seen by group members as necessary to maintain 

their social standing in the community (Woolcook, 2001).  One more advantage of SHG 

is that the groups help the bank to cut cost since the bank does not need to hire any 

personnel to monitor the group (Ruben, 2007). 

2. 3. 2. TARGETING WOMEN 

Another aspect common to successful microfinance models is the practice of lending to 

women. D’ Espallier, Guerin and Mersland (2009) have shown that women are better 

borrowers, given that they are more likely to use the loans in order to improve the 

family’s life quality. Research has also confirmed that women repay their loans more 

faithful than men. Unlike men, who spend loans disproportionately on themselves, 

women are more likely to spend the loans on household needs (Pitt and Khandker, 1998). 

Furthermore, the microloans also help to empower women since the economic 

improvement helps them to have more financial control and engagement in the 

community (Ruben, 2007). 

2. 3. 3. GRADUATED LOANS 

Another common mechanism that is used by microfinance organizations is a policy of 

graduated loans. The graduated loans process can be explained by as a first borrower 

enabling a start with small loans, and the client can become eligible for more ambitious 

loans if they can pay back the loans in time. (Ruben, 2007) By doing so, borrower can 

gradually build up his or her credit history. In the absence of collateral, having a good 

credit history can therefore allow borrower to obtain bigger loans for longer periods.   

2. 3. 4. HIGH INTEREST RATES  

There are two types of microfinance institutions: (1) nonprofit organizations, their 

capitals are generated mainly from charity donations or from government sponsored 

projects (2) private firms in which capital is generated from owners’ pocket.  The first 

type of microfinance institution charges a relative low interest rate comparing to private 

microfinance institutions. The reason for low interest rates is that nonprofit organizations 

often obtain subsidies from donators which these organizations can use to cover its costs 

in term of administrative expenses and loans default. In contrast, private firms often 
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charge higher interest rates in order to compensate their high costs, therefore these 

organization have higher pressure when it comes to revenue generating and default risk. 

(Ruben, 2007) The setting of interest rates for profit financial institution is determined by 

the rate that will maximize shareholder wealth; MFIs face unique issues in setting an 

appropriate rate. If MFIs charge rates too high, they might hinder their ability to help the 

poor to pull themselves out of poverty as well as drive very poor people out of the market 

for loans. On the other hand, due to the small principal amounts inherent with 

microloans, little economies of scale exist in the lending process to cover fixed costs. 

MFIs often operate with very high administrative costs per dollar lent relative to formal 

financial institutions.  (Brau and Woller, 2004)  

 

The nominal charge of high interest rates is approximately 30 – 70 percent a year at the 

main MFIs in Asia. The high interest rates are supported by the high costs regarding 

microfinance. In areas as India, Mongolia, Cambodia where the lack of infrastructure is a 

fact, which therefore increases the operational costs since the transportation, network and 

telecommunication are poor. High interest rates have been highly criticized by 

governments in Asia, however as microloans are connected by higher transaction costs 

than traditional loans and because of the higher operational costs, the interests are 

therefore hard to decrease.  (Fernando, 2006) However, The New York Times news (13 

April, 2010) stated that MFIs and banks sometimes charged rates more than 100 percent.  

 

The four lending features mentioned above are now being tested around the world. It is 

difficult to draw a conclusion on which module is the best in practice. However in 

practice, the success of microloans regarding poverty alleviation is likely depended on 

the local management. There is research that has pointed out the problematic of 

microfinance expansion in several countries. Research has for example shown that while 

in Bangladesh, Grameen bank’s microlending, savings and insurance programs seem to 

have been effective in improving the lives of the poor. On the other hand, experiences 

from South Africa and Bolivia have shown an opposite result due to the rapid expansion 

of microloans, resulting in crisis of over -indebtedness and in the case of Bolivia, a social 

revolt by borrowers (White, 2012).  

2. 4. MICROFINANCE AND BUSINESS EDUCATION 
Many people questioned the impact of business education on the repayment rate of 

microloans. Question such as can one teach basic entrepreneurship skills? Or are they 

fixed personal characteristics? According to Karlan and Valdivia (2006), the answers to 

these questions are yes and no. Business education improves the business practices; 

increase revenues and profits according to their research. The research has also shown 

that the clients learn to separate money between business and household, maintaining 

sales record, reinvest profits into their business, thinking proactively about profits for 

opportunity and possible market entry.  

 

Edgcomb (2002), Cook et al. (2001) and Dumas (2001) each used case methodology to 

analyze MFIs offering microloans integrated with business training. Researches by stated 

authors could conclude that integrating business training drastically improves the 

outcome of microenterprises performance and it furthermore empowered 

microentrepreneurs as well. Teaching basic business skills have become a popular tool 
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for the growing number of MFIs in order to get higher repayment rates. The success lies 

in the factor that self- employed poor rarely have any formal training in business skills. 

The purpose of providing teaching regarding business skills is to improve the livelihood 

of their clients and to further work on the mission of poverty alleviation. (Karlan and 

Valdivia 2006) 

 

Karlan and Valdivia (2006) conducted a study about the impact of business training on 

microfinance clients and institutions, using a randomized group control trial in Lima and 

Ayacucho (Peru). They measured the marginal impact of adding business training to a 

Peruvian group for female micro-entrepreneurs. A treatment group received thirty to sixty 

minutes’ entrepreneurship training sessions during their normal weekly or monthly 

banking meeting over a period of one to two years. Control groups’ remained as they 

were before without any entrepreneurial training, meeting at the same frequency but 

solely for making loans and savings payments. The contents of the training were similar 

in both locations, but were organized and presented in different ways in order to cater the 

differences in educational levels and learning process
1
. Clients in Lima did receive 

handouts and homework to conduct, whereas in Ayacucho the emphasis on teaching 

focused more on visual aids and sometimes teachers used the local language Quechua 

(Karlan and Valdivia 2006) 

 

The business training in Lima was administered by two part program consisting two 

modules. Module 1, “Training for Success”, consist of 15 sections that introduce the 

topics of business administration and marketing. Classes begin by introducing attendees 

to what business is, how a business works, and the marketplace. Women are taught to 

identify their customers, business competitors, and the position of the business in the 

marketplace. Later in the module, sessions cover topics on product, price and 

promotional strategies and a commercial plan. The module also includes review sessions 

and a business game that participants play in several sessions. (Karlan and Valdivia 2006 

p42) 

 

The second module, “Business and family: costs and Finance” consists of 10 sessions that 

explain how to separate business and home finances. The classes cover the differences 

between income, costs, and profits. The participants could also be taught to calculate the 

production costs and product pricing. Other sessions cover maintaining records of 

business’s operations, business growth, loan repayment, and taxes. (Karlan and Valdivia, 

2006, p.42) Every session of these two modules included worksheet on the topics taught 

for the clients to practice and review at the meeting or at home.  

 

In Ayacucho, Karlan and Valdivia (2006, pg. 43) have also observed the same business 

training for the microfinance clients, but unlike from Lima, the training program here was 

grouped into 3 modules with topics less advanced than those taught in Lima. Sessions 

were presented in 30 minutes classes and did not use the worksheets as in Lima. Module 

1” Mange your Business Money”, begins by defining the differences between money for 

personal expenses and for the business. Women were taught to calculate profits and the 

                                                        
1 See appendix 1  
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use of profits for the household and business. Session also covers how to handle selling to 

customers on credit, how to record business expenses, how to prevent losses and the 

importance of investing in the business.  

Module 2 “Increase Your Sales” begins by providing an overview of five key elements in 

sales: 1) customers, 2) business product or service, 3) product placement, 4) pricing and 

5) marketing. Many of the following sessions are dedicated to provide women with 

practical of applying these concepts. The topics covered include the key element to keep 

good customer relations, how to target sales to different types of customers and 

approaches for varying the types and timing of the products that are sold in order to 

increase sales. Participants are also taught how to identify locations, prices goods, and 

conduct activities that increase sales and profits. (Karlan and Valdivia 2006, p. 43) 

 

The third module, “Plan for a better Business”, teaches members how to incorporate 

planning to their business. Sessions begin by presenting why planning is beneficial and 

what traits characterize a successful business. Attendees are shown how to solve business 

problem and how to introduce new products or changes. Later sessions introduce the 

tools needed to prepare a sales plan, calculate business and loan costs, search for new 

resources, and handle unexpected problems and opportunities. (Karlan and Valdivia 

2006, p. 43) 

 

The authors found out that for both places, Lima and Ayacucho, the treatment improved 

business knowledge, practices and revenues. The result was that the repayment rate 

among the treatment group was three percent higher than among the control group. When 

it comes to business skills and practices such as marketing strategies, use of profits and 

record-keeping, the result was that the participants demonstrated greater business 

knowledge, answering more questions correctly (10 percentage points, which is 0,07 

standard deviations). The greater knowledge translated into better business practices, but 

only in limited areas. The training increased the likelihood that individuals reinvested 

profits in their business by four percentage points (0, 07 standard deviations), and 

maintained the withdrawal records from their business by seven percentage points (0, 17 

standard deviations) (Karlan and Valdivia, 2006, p. 16). Finally, individuals were asked 

to name changes or innovations they have made to their businesses over the prior year, 

and those in the treatment group were five percentage points more likely to report having 

done so.  

 

Another example of business training that has a positive impact is the research in 

Tanzania. It was shown that business-training program was highly successful in terms of 

participation and performance. Business knowledge in the treated group (received 

business education) was significantly higher than the control group. The study did 

moreover conclude that the effect were most predominant on the treatment group with 

less frequent attendance or with less formal training.  The study gave the same results as 

Karlan and Valdivia (2006); (Bjorvatn and Tungodden, 2009). The facts enhance the 

importance of reducing dropout and stimulate participation, since the group can be the 

one with the highest learning potential (Bjorvatn and Tungodden, 2009).  
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However, besides the positive impact that business training brought to microfinance 

clients, there are also few research that show a limited result. A research on 628 women 

in Sri Lanka, determined that business training for microfinance clients with existing 

businesses had limited impact. An improved business profitability or employment level 

could be determined by the existing businesses of the clients. Business education itself is 

not enough in the long run in order to grow these women’s businesses. Yet, businesses 

training for women who are not in the labor force are able to start microenterprises more 

quickly by the education, and the education furthermore improved the profitability and 

management of their businesses. The evidence shows that business education is an 

important tool when starting a new business rather when expanding an existing one. 

(Mel, McKenzie and Woodruff, 2012)  

 

Berge, Bjorvatn and Tungodden (2011) could not either determine any enhancement of 

business profits for women receiving business education with microloans in Tanzania. 

The research could however determine that men increased their sales and profits by 20-30 

percent. The differences in result of men and women are perceived to be affected by 

internal and external factors whereas the social position of women in Tanzania can be a 

predominant factor affecting the research results.  

 

Education is an important factor to consider when providing Microfinance, in terms of 

the typical person receiving microloan without the MFI viewing their characteristics and 

previous education. The staff providing the microloans should provide advice and be 

teachers by helping the clients to move away from poverty and not charge extreme 

interest rates. MFIs should be responsible for the borrower’s previous education in order 

to decrease the microloans failures. However the MFI needs to consider the 

administrative costs by implementing such service and the reductions in default risk that 

is the actual result. The cost of providing the service does need to involve the possibilities 

that successful entrepreneurs will naturally pass the skills on to their children. (Gnegy et 

al., 2011) An earlier study supports this fact by 50 percent of 500 respondents being 

second-generation entrepreneurs (Lentz and Laband, 1990) This research highlights the 

underlying social goal of microfinance; that small investments in educating potential 

entrepreneurs can develop into a self- entrepreneurial cycle of empowerment, and 

furthermore the social goal of enabling the poor to provide for themselves. (Gnegy et al., 

2011)  

2. 5. CASTE SYSTEM IN INDIA  
India’s predominant caste system is rooted in the society. The caste system is based on 

the division of people into the castes, which they are born into. The caste system 

determines what kind of work they can engage in and thus the outcome of their quality of 

life. A small amount of women can move away from their caste system by marrying a 

higher-caste man but men rarely have this possibility. (Human rights watch, 1999) 

 

Communities as Scheduled Castes (SC) and Scheduled tribes (ST) are certain 

communities in India that are suffering from extreme social and economic backwards, as 

untouchability, lack of infrastructure facilities, geographical isolation and special needs 

for their security. The communities were notified as SC and ST in the Indian 
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constitution. (National Commission of Scheduled Tribes) The term Dalit (broken, 

oppressed, downtrodden) emerged from SC as a name in order to further suppress and 

highlight the groups’ status. SC can also be described as untouchablesor ‘less than 

human’ and they are segregated from the rest of the village, denied restaurants, toilets, 

water and access to public places.  (Sedwal and Kamat, 2008)  The communities SC and 

ST does today stand for 84 million people in India (Government of India, 2013).  

 

ST is however not developed through the caste system. The group is based on different 

culture and economic factors whereas they have lived in remote areas close to forests and 

natural resources. Their geographical areas have separated them from the Indian society 

and created cultural and economic autonomy. ST value the nature thus the modernization 

and process of production have disrupted their natural surroundings subsequently moved 

the group into poverty, displacement and exploitation through bonded labor. (Sedwal and 

Kamat, 2008)   

 

The caste system became illegal in 1960. However, it can still be observed throughout 

India. Occupational possibilities are still affected by the caste system and the rural areas 

in India are especially exposed. (Antelava, 2010) Every two hour a SC is assaulted, every 

day three SC women are raped, two SC homes are torched and two SC are murdered 

(Mayell, 2003). The SC represents 166 million people who are in extremely 

discriminated group in employment matters and as socially excluded (Norhlind, 2010; 

Government of India, 2013).  

 

A large MFI called SKS have provided capital to 5, 00,000 entrepreneurial women of the 

lower castes, whereas 26 percent from SC and 18 percent from ST. (SKS Microfinance 

concludes securitization of two loans worth RS 390, 2013) However, SC are a socially 

excluded people and even if the group would afford to open up a shop, the general public 

would not touch the products or buy products from there. (Antelava, 2012; India’s 

Dalit’s still fighting untouchability, 2012)  

 

‘This Dalit stamp is always with us,” Amit said. “When we apply for jobs, or try to get 

into college we have to show which community we belong to. That’s when the 

discrimination starts. Here in Haryana, Dalits are still being tied to trees and beaten by 

the upper-caste people. No one stands up for us.” (Antelava, 2012 p. 1) The statement 

from the SC women shows the struggles that the group is still facing today. Today there 

is a fixed percentage of SC that enters government positions and the name Untouchable 

is not legally right anymore, yet the SC is still a suppressed group even though laws are 

trying to protect them. (Antelava, 2012)  

2. 6. CASTE SYSTEM AND ENTREPRENURSHIP IN INDIA 
The focus of our work is based on the research questions mentioned above, whereas the 

highlight is on business education and default risk. However, we consider the caste 

system as a factor that can impact entrepreneurship and the development of 

microenterprises. We therefore believe that providing research regarding caste and 

entrepreneurship is important for the development of this thesis. The facts mentioned 

below are however based on minimized amount of journal articles since the castes impact 

on economic development only has a handful of research.  
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Research has shown that Scheduled Castes (Dalit) and Scheduled Tribes (Tribal groups) 

have a significant less amount ownership of enterprises India and the share of workforce 

employed by them. Scheduled Castes and Scheduled tribes represent 16, 4 percent versus 

7, 7 percent of the Indian population 2001. The scheduled castes are owner of 9, 8 

percent of all enterprises during 2005 and they employ 8, 1 percent of all non-farmers. 

Scheduled Tribes are moreover an under-representative group in which only 3, 7 percent 

owned non-farming enterprises and employed 3,4 % of non-farm workforce. The 

circumstances are spread all over the nation India; though evidence show that the castes 

have had a modest progress in entrepreneurship recently. (Iyer, Khanna and Varshney, 

2011; Biswas, 2013)  

 

However, in contrast to the poor development of SC and ST in their developments 

regarding entrepreneurship, Other Backward Castes (OBC) is a well-represented group in 

this area. OBC are the traditional middle castes, hence not suffering extreme economic 

and social discrimination as SC and ST. The group started to get policies in their favor by 

1990s. However, OBC started to receive reservation benefits as education and 

governmental employment at state level by 1950s. OBC have had a significant progress 

as entrepreneurs and their enterprise ownership and employment generation is mostly in 

line with the population sharing, hence rising significantly since 1998 during the 

Economic Census. The facts are enhance by the statistics that the OBC group owned 43, 

5 percent of all enterprises during 2005 and accounted for 40 percent of non-farm 

employment, and the OBC share of the overall employment level was mainly in line with 

the overall population share and represented by 41 percent share in the overall 

population.  (Iyer et al. 2011) 

  

The fact that ST owners have a large proportion of one-person firms and constraints in 

moving beyond family labor, described by 77 percent of non SC/ST firms and 81 percent 

of ST/SC firms do not hired outside labor in rural areas with representative 56 percent for 

non SC/ST, 67 % for SCs and 61 percent for ST in urban areas. The statistics highlight 

the reason for the differences behind the lack of employment generation for the castes 

because their caste status can cause discrimination whereas others do not want to work 

with them. It can furthermore be caused by financial constrains or lack of knowledge. 

The factors do moreover prevent the castes to enter industries with importance regarding 

economies of scale. Another potential reason for the differences in the level of physical 

and human capital within the SC and ST can be the long-term gaps in educational 

attainment for the groups. (Iyer et al., 2011) 

 

Evidence shows that ST and SC are a group struggling in entrepreneurial areas whereas 

OBC have had a significant progress in India. The group of SC and ST are 

unrepresentative in entrepreneurship even though there have been political efforts in their 

favor and rising Dalit millionaires. The unrepresentative statistics do consist in states 

with progressive political favors for the SC and ST, where the OBC group have had a 

significant progress in enterprises and in urban areas where the discrimination is lower 

than in rural areas. (Iyer et al., 2011) 
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2. 7. CONCEPTUAL FRAMEWORK 
The conceptual framework can be described as the part of clarifying the main issues to 

be studied, key variables and factors (Miles and Huberman, 1994). Previous section 

presented a number of theories to describe the background of our thesis and to provide a 

bridge towards the main issues we will now focus on in order to address our research 

question. There is only a handful of literature investigating the connection between non-

financial service (education) and microfinance, due to the fact that Business Education 

within microfinance industry is relative new. We have therefore decided to only use some 

of the previous studies, by using the most relevant theories in line with our aim and 

research question.  

 

2. 7. 1. CONCEPTUALIZATION OF THE RESEARCH QUESTION 

India is one of the largest microfinance industries in the world (Chakrabarti and Ravi, 

2011), but this industry has recently faced many problems regarding default risk. The 

default risk refers to a situation where the lenders are unable to recover the loans that 

have been extended or the borrowers fail to fulfill their financial obligations at the 

stipulated time (Kassim and Rahman, 2008). Nowadays, many MFIs in India are lending 

microcredits to borrowers without evaluating their ability to repay and without a 

background check.  The repayment of microloans has therefore decreased whereby 

borrowers are forced to resort to moneylenders in order to repay old loans. (Polgreen and 

Bajaj, 2010)  

 

In the microfinance context, the definition of repayment rate can vary from MFI to MFI 

but the Grameen Bank- the first microfinance Bank defines the repayment rate as the ‘the 

amount not repaid for more than a year as a fraction of the amount currently outstanding 

(but not due yet), or the same principle but with loans overdue more than 2 years 

(Morduch, 1999, p. 231). For example if the bank hypothetically lends out a total amount 

of 1 million US dollar to microfinance clients in January 1992 and the loan is due in 

January 1993. However, in January 1994, the bank determined that 100 000 US dollar of 

the principal has not been recovered. The bank will take the amount that is overdue, 

which is 100 000 US dollar in this case divide with the loans that lend out year 1994, not 

1992, to estimate the repayment rate. (Morduch, 1999) 

 

There are four lending methods, which MFIs can use to lend out loans to borrowers: 

Targeting women, SHGs, graduated loans and high interest rates. The use of targeting 

women, SHGs and graduated loans as lending methods is to minimize the default risk 

within microloans, while high interest rates is in other hand used to cover the high fixed 

costs. (Ruben, 2007)   

 

Empirically studies of Targeting women have shown that women repay their loans more 

faithfully than men. Unlike men, who spend loans disproportionately on themselves, 

women are more likely to spend the loans on household needs (Pitt and Khandker, 1998). 

SHGs is another lending method which is used as a distribute channel for microloans 

throughout the Self-help groups. The loans are offered to small groups; often consistent 

of five to ten members. If individual projects fall and some of the members are unable to 
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pay, the group as a whole manages the debt. Social collateral in the SHG does work as a 

reputational effect in which repayment of loans is seen by group members as necessary in 

order to maintain their social standing in the community (Woolcook, 2001). That is why 

forming SHGs is also a method MFIs use to increase repayment rates.  

 

Another popular method, which is employed by MFIs in order to minimize default risk 

and increase repayment rate is graduated loans. The graduated loans process can be 

explained like this: first, borrowers enabling a start with small loans, the clients can then 

become eligible for more ambitious loans if they can pay back the loans in time.  By 

doing so, borrowers can gradually build up their credit histories and once trust is gained 

from MFIs, the clients can then get access to bigger loans. (Ruben, 2007)  

 

High interest rate is another method however this method differs from for profit 

organizations to nonprofit organizations. Non-profit organizations often have lower 

interest rate since their operations’ costs are often subsidized by donations. For profit 

organizations does often charge higher interest rates to compensate higher costs and 

moreover because of their higher pressure to generate revenues and issues conserving 

default risk. (Ruben, 2007)   

 

The limitation of previous research regarding microfinance and financial service as 

business education provide a minimized amount of research we can rely on during this 

thesis. Most of the literatures that are available support the idea that the Business 

Education in microfinance, which includes basic training in marketing, customer 

service, price and product strategies can help microloans takers to improve their business 

performance and the result is an increased repayment rate. In order to answer our 

research question about “how the combination of business education-centers and 

microfinance institutions influences default risk and repayment rate” we have chosen to 

rely on the extensive research conducted by Karlan and Valdivia (2006). The findings of 

Karlan and Valdivia’s research (2006) presents evidence that business education in terms 

of basic training in marketing, customer service, price and product strategies, which was 

offered in Lima and Ayacucho, has improved business knowledge and practices among 

microfinance clients. Repayment rate was furthermore increased and hence a minimized 

cases of default.  

 

The Caste system determines what kind of work Indians can engage in and thus the 

outcome of their quality of life (Human rights watch, 1999). SC and ST are extremely 

socially and economically excluded people containing 166 million people and 84 million 

people in India. Even if the group would afford to open up a shop, the general public 

would not touch the products or buy products from there. (Antelava, 2012; India’s Dalit’s 

still fighting untouchability, 2012)  Previous research show that castes have been affected 

by discrimination whereas people do not want to work with them and that problems exist 

regarding entering industries with importance of economies of scale. However, OBC has 

had a predominant success in entrepreneurship in India with an ownership in line with the 

overall share of the population, hence the group has had the opportunity to receive 

reservation benefits in education and government positions as early as 1950s (Iyer et al. 

2011) This fact is to be considered when evaluating the impact business education have 
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on default risk, since the caste system can be a predominant factor creating default risk, 

hence the fact stated above.  

 

From the various theories that we mention in the conceptualization, we can divide the 

theories to two groups. One group contains theories that will increase the repayment rate 

and minimize default risk, than the other group contains theories which will decrease 

repayment rate and increase default risk. The two groups of factors will be present in the 

below tables:  

 

Table 1: Factors that decrease default risk and affect repayment rate positively 

 

Factors Usage  Reason to decrease default  

Target women Used by MFIs as a strategy 

to minimize default risk 

Women are better than men at 

handling money, they are more 

likely to use money to invest in 

businesses and improve their 

families’ living standard (Pitt and 

Khandker, 1998) 

Self-help group Formed by MFIs to secure 

the loans. SHGs function as 

a social guarantee for 

repayment of loans when the 

borrowers lack physical 

collateral.  

If any of the members in the SHG 

cannot pay back her loan, the 

group will help to manage the 

debt. By paying back the loans in 

time, the group can gain its 

reputation and get access to bigger 

loans latter. (Ruben, 2007) 

Graduated loans  First borrower enable a start 

with small loans, and this 

borrower can become 

eligible for more ambitious 

loans if he/she can pay back 

the loans in time.  

User can use graduated loans to 

build up his or her credit history. If 

the borrower can manage the 

repayment in time. She/he can get 

access to bigger loans later. 

(Ruben, 2007)  

Business education MFIs can offer business 

education parallel with loans 

program to borrowers in 

order to help them conduct 

their businesses better. 

Previous researches have shown 

that business education had a 

positive impact on microloans, in 

which education will improve 

business results, decrease default 

risk and increase repayment rate 

(Karlan and Valdivia, 2006; 

Bjorvatn and Tungodden, 2009).  
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Table 2: Factors that increase default risk and affect repayment rate negatively 

 

Factors  Usage Reasons to increase default  

High interest rate Used by MFIs to cover high 

fixed cost and default loans  

In case when the businesses are 

bad, the borrowers cannot generate 

enough money to pay back both 

loans and interest rates. They might 

then turn to local money -lenders or 

other financial companies, resulting 

in extreme over debt. (Seibel, 2005) 

Caste system   People from higher castes may tend 

to avoid having business 

transactions with people from 

lowest cast. (Iyer, Khanna and 

Varshney, 2011; Biswas, 2013)  
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3. METHODOLOGY  
This chapter will present the method used when developing this thesis. The following 

parts will be described below; research purpose, research approach, research strategy, 

data collection, sample collection, data analysis, quality standards, which includes 

validity and reliability.  

3. 1. RESEARCH PURPOSE 
There are three types of research purposes: descriptive, exploratory and explanatory. 

Descriptive is used to describe an intervention or phenomenon and the real life context in 

which it occurred (Yin, 2003). Explanatory is used when the investigators want to seek 

for the answers that explain the causal links in real life interventions that are too complex 

for the survey or experimental strategies (Yin, 2003). Finally, exploratory is used when 

the investigators want to explore situations in which the intervention being evaluated has 

no clear, single set of outcomes (Yin, 2003). Our thesis will employ both Explanatory 

and Exploratory purposes. However, explanatory will be the main purpose, as we wanted 

to explain the relationship between business education and microfinance. Explanatory is 

also being used in order to further clarify if business education really can impact 

repayment rate in microfinance positively but not to determine any causality relationship 

between business education and microfinance.  

 

In order to answer our research question:  firstly, explanatory is used because we want to 

explain the impact of business education on microfinance’s default risk, whereas previous 

empirical data will provide a guideline to answer the research question. Exploratory is the 

second research purpose since the research within the area regarding business education 

and default risk is relative new and limited, and therefore, creates a desire to clarify the 

relationship between them.  

3. 2. RESEARCH APPROACH 
There are two different research approaches whereas one focuses on a numeric approach, 

quantitative and the second one, qualitative, focuses on in depth information consistent of 

words. The purpose of choosing a qualitative study lies behind the interest of displaying 

the participants’ perspective on the matter and to receive in depth information. Factors 

that is possible to gain by using a qualitative research approach. (Bryman and Bell, 2005) 

Qualitative data is also useful in order to understand the theoretical underlying 

relationships discovered in the collected quantitative data (Eisenhart, 1989) Qualitative 

studies are furthermore proposed to be a well suited research approach when exploring, 

discovering a new area and developing hypothesis (Miles and Huberman, 1994).  

 

One vital reason why we have chosen qualitative research approach is because we want 

to receive a deeper understanding of the underlying impact business education has on 

microloans and how default risk is affected. The area of financial services as business 

education is moreover a relatively new research area whereas there is only a handful of 

previous articles’ regarding this area, hence resulting in a research approach whereas we 

want to explore and discover this issue. Qualitative is a useful tool in terms of 

discovering the underlying theoretical relationships received in the collected data, which 
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we hope to find during this thesis. We believe that in-depth interviews with clients and 

key personnel at MFIs can provide data not possible to receive if using a quantitative 

method and qualitative approach does moreover create a better overall understanding of 

the research question for this thesis.   

3. 3. RESEARCH STRATEGY 

Research strategies can be presented in different ways. Yin (1994) stated that there are 

five different research strategies that can be used, including: experiment, survey, history, 

analysis of archival information and case study. Each strategy has its own advantages and 

disadvantages, depending upon three conditions: (1) the type of research question (2) the 

control an investigator has over actual behavioral events and (3) the focus on 

contemporary as opposed historical phenomena. (Yin, 1994) In general, case studies, 

histories and experiments are preferred strategies when “how” or “why” questions being 

posed due to the fact that these questions have an explanatory nature (Yin, 1994).  

 

Table 3: Relevant situations for Different Research Strategies 

 

Strategy Form of research 

question 

Requires control 

over behavioral 

events? 

Focuses on 

contemporary 

events? 

Experiment  How, why Yes Yes 

Survey Who, what, where, 

how many, how 

much 

No Yes  

Archival analysis Who, what, where, 

how many, how 

much 

No Yes? No 

History  How, why  No No 

Case study  How, why  No  Yes  

 

Source: COSMO Corporation (as cited in Yin, 1994 p.6) 

 

Yin (1994) also stated that the reason to why investigators use these research strategies is 

because questions as “how” or “why” deal with operational links needing to be traced 

over time, rather than mere frequencies or incidence. Our choice of research strategy falls 

on case study depending on several reasons: (1) since our research question is of the form 

“how” (2) using case study as a research strategy allows us to provide a deep insight over 

the investigated subject but also maintain rich data.  

 

The case study is a research strategy, which focuses on understanding the dynamics 

present within single settings (Eisenhardt, 1989). Case studies can involve either single or 

multiple cases, and numerous levels of analysis (Yin, 1984). There are four different 

types of designs, which we can use in order to build the most relevant strategy for case 

studies, including: (1) single- case designs, (2) single- case (embedded) designs, (3) 

multiple- case designs and (4) multiple- case (embedded) designs. In order to answer the 

stated research question we will employ the multiple- case design as our research 



 

 23 

strategy. The reason to this choice is because our study contains more than two cases, 

which are two different MFIs. Each MFI must be carefully selected so that case study of 

the MFIs either (a) predicts the similar result (literal replication) or (b) produces different 

result but for predictable reasons (theoretical replication) (Yin, 1994). In our thesis, we 

predict that the repayment rates of the two MFIs will be different. The reason for this 

prediction is that the two MFIs use different business approaches regarding microloans.  

 

Case study can also be used when investigators want to provide description (Kidder, 

1982) or generate theory (Gersick, 1988; Haris and Sutton, 1986). In our research the 

investigation of how Business Education affects default risk in microfinance has the 

character of theory testing. Testing theory is a suitable strategy because we want to 

evaluate if we can find evidence supporting or contradicting the positive relationship 

between business education and repayment rate of microfinance, which researchers such 

as Karlan and Valdivia (2006) have found.  

3. 4. DATA COLLECTION 
Data collection to case studies can rely on many sources of evidence. Six of the most 

importance sources include: documentation, archival records, interviews, direct 

observation and physical artifacts. (Yin, 1994) The table below describes each type of the 

sources: 

 

Table 4: six sources of evidences 

Source of 

Evidence 

Strengths  Weaknesses  

Documentation   Stable- can reviewed repeatedly 

 Unobtrusive- not created as a 

result of the case study 

 Exact- contains exact names, 

references and details of an 

event  

 Broad coverage- long span of 

time, many events and many 

settings  

 Retrievability- can be low  

 Biased selectivity, if collection is 

incomplete  

 Reporting bias- reflect (unknown) 

bias of author  

 Access- may be deliberately 

blocked  

Archival 

records 
 Same as above for 

documentation 

 Precise and quantitative  

 Same as above for documentation  

Interviews  Targeted- focuses directly on 

case study topic 

 Insightful- provides perceived 

casual inferences  

 Bias due to poorly constructed 

questions 

 Response bias  

 Inaccuracies due to poor recall 

 Reflexivity- interviewee gives 

what interviewer wants to hear 
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Source: adapted from Yin (1994 p.80) 

 

Case study is the most relevant research strategy since case study typically combines 

different data collection methods such as: archives, interviews, questionnaires, and 

observations. The evidence may be qualitative (e.g., words), quantitative (e.g., numbers) 

or both (Eisenhardt, 1989). Due to the fact that our research has a qualitative nature and 

most of the collected data will be generated from interviews with different informants. 

 

Yin (1994) also stated that interview one of the most important sources for case study 

information. The reason to this statement is because interviews allow investigators to 

collect insightful information about one specific topic. The advantage of conducting 

interviews in case studies is because the interviewers can ask key respondents for the 

facts of matters as well as for the respondents’ opinions about events. (Yin, 1994)  

 

In order to provide useful and relevant information to our thesis, we have chosen to 

conduct semi- structured interviews. Semi- structured interviews means that we have a 

set of question guide; which we can follow but the interviewees still have the freedom to 

form the answers by their own ways. The questions in a semi-structured interview do not 

necessary follow the order according to the interview guide and questions that are not 

included in the guide can be also asked depending on situations. (Bryman and Bell, 2005)  

 

Interviews are an essential source of case study evidence because most case studies are 

about human affairs and these human affairs should be reported through the eyes of 

specific interviewees, and well-informed informants can provide very insightful 

information (Yin, 1994).  

 

When we conduct interviews, we employ the multiple investigator method, meaning that 

each individual of our team has different role, which increase the chance that 

Direct 

observations 
 Reality- covers events in real 

time  

 Contextual- covers context of 

event 

 Time- consuming  

 Selectivity- unless broad coverage 

 Reflexivity- event may proceed 

differently because it is being 

observed 

 Costs- hours needed by human 

observers  

Participant 

observation 
 Same above for direct 

observations 

 Insightful into interpersonal 

behavior and motives  

 Same as above for direct 

observations  

 Bias due to investigator’s 

manipulation of events 

 

Physical 

artifacts  
 Insightful into cultural features  

 Insightful into technical 

operations  

 Selectivity 

 Availability 
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investigators will view case evidence in divergent ways. One member in our team has the 

task to handle the interview questions when the other member records the answers from 

the informants. Eisenhardt (1989) recommended this multiple investigators method 

because the interviewers have the perspective of personal interaction with the informant, 

while the note -taker retains a different, more distant view. In addition, before the 

interview with MFI2, we did send business training modules similar to those applied in 

Peru (Karlan and Valdivia, 2006) to our informant to ask her if she recognized the 

content of these training modules. Our purpose was to make sure that MFI’s business 

training falls in line with the international standard, meaning that the training content 

needs to be similar everywhere. If MFI has the same business, a sufficient comparison 

can then be made.  

 

During the data collection we will furthermore use secondary data as the web and other 

documents received from the MFI1 and MFI2’s interviews. The secondary data will be 

used to support the data collected through the websites. In the Data presentation section, 

we will shortly present the backgrounds of the MFIs. All information if not retrieved 

from the interviews will be taken from the organization’s websites and annual reports. 

However, MFIs want to be anonymous in our thesis so we will not refer their names in 

the references list due to security reason and respects to the organizations.  

3. 5. SAMPLE SELECTION 
When conducting case study the authors need to take special consideration regarding the 

interviews with key personnel regarding the interviewees schedule and availability. Case 

studies can furthermore be selected by the access the researcher has and also by the 

unique purpose of the case that drives the researcher. It is furthermore of high importance 

to regard that the case selection has the ability to answer the research question and the 

aim of the research. (Yin, 1994)  

 

Our case study is of unique purpose whereas we want to find evidence supporting that 

MFI with business-education can reduce default risk of Microfinance. The selection of 

the MFI has been dependent on the access of MFIs in India. The unique circumstances 

considering our time limit and to receive information connected to our research question 

through interviews have limited our sample. We used email to contact several of the large 

MFIs in India. Only a handful responded to our email and merely a few would accept an 

interview. The aim and the research question are rather narrow, since business education 

is a new area in microfinance, which furthermore results in a minimized sample 

collection.  

 

In India, we came in contact with two MFIs, one is a state- owned bank and the other is a 

non-profit organization. Both MFIs have a long tradition of giving microloans and they 

are two big actors in the microfinance market in Chennai, south India. The selection of 

informants to our interviews is carefully considered due to the fact that our information 

source relies mainly on interviews. We got in contact with a large non-profit MFI with 

business education operating in India and a large state bank in India, providing 

microloans without business education. We therefore believe that the sample can be the 

best selection in order to answer our research question. Moreover, when considering the 



 

 26 

troublesome scheduling and availability of key personnel in India, the MFI1 and MFI2 

are the most suited sample selection for our thesis.  

 

We have some specific requirements when we booked interviews with the representatives 

from these MFIs: (1) the interviewees need to have expert- level knowledge in 

microfinance, cover topics such as repayment rates, business education, SHG, default 

risk. (2) Interviewees are expected to work in the mentioned organizations at least 2- 3 

years or more in order to understand the organizations well and (3) sufficient in English. 

The reason to these requirements is because we want to get in- depth information and 

avoid misunderstanding because the interviewees do not understand English. In the 

beginning, we planned to interview both representatives in India, however things turned 

out to be not as expected, we tried in our best abilities to contact MFI2’s informant but 

this informant canceled our meeting in the last minute due to some internal problems 

within the organization. The result was that we could only meet MFI1’s representative in 

India and we met the MFI2’s representative in Stockholm Sweden instead.  

 

In each organization, we also ask the representatives to introduce us with one SHG from 

each organization and to give us permission to interview the SHGs. SHGs stand for small 

groups; often consist by five to ten members. Whereas one leader who manages and 

supports each member of the group. The joint liability often serves as collateral because 

borrowers do not have any physical capital; instead the group works as a social collateral. 

(Brau and Woller, 2004) The presence of the Self- help group will give us a neutral view 

about the microfinance situation since they are the one who deal direct with the 

microloans and furthermore, they also provide us real life experiences.  

 

Before our field trip to India, we wanted to interview two SHGs from each target MFI. 

However, due to complicated circumstances as mentioned above, we could only 

interview one SHG, which is from MFI1.  This SHG had 20 members but only 13 could 

come to the meeting. However, the leader of this group brought along with her a note, 

which she recorded all information regarding repayment, default and savings of all 20 

members and we got permission to extract information from that source. Time limitation 

reduces the ability to interview several SHGs. However, Ryen (2004) says that it is not 

the number of interviews that is important when conducting the research instead it is the 

ability to get in depth with people in order to receive their personal point of view, which 

we had in mind when conducting the interviews.  

3. 6. DATA ANALYSIS 
Data analysis is one of the most difficult parts of conducting a case study. The difficulty 

is regarded to be authors starting their research without knowing how to analyze the data. 

However there are two different strategies when analyzing the data received during the 

case study to decrease these struggles. The first strategy is theoretical propositions and it 

is furthermore the most favorable one according to Yin (1994). This theory is based on 

theoretical propositions that lead towards the case study. Objective and aim of the paper 

are based on these propositions, which lead towards the research question(s), literature 

review and new understandings.  Developing a case description is the second strategy. 

This strategy is based on developing a descriptive framework to organize the case study. 

(Yin, 1994) This case study will be based on previous theory, shaping our aim and 



 

 27 

research question for this case study, hence using a theoretical proposition. However, 

existing theories have developed our theoretical framework and the interview guide, 

consequently using a case description as well.  

 

Analytical technique is furthermore a factor that needs to be considered when analyzing 

the data. Yin (1994) presents these techniques and divided them into two groups by 

dominant modes of analysis and lesser modes of analysis. The first group involves 

pattern-matching, explanation-building, time-series analysis, program logic models. The 

second group consists of the techniques analyzing embedded units, making repeated 

observations, doing a case survey: secondary analysis across cases.  The first group is 

based on developing internal validity and external validity, which will be further 

explained later on, whereas the dominant modes of analysis should be used jointly with 

one of the dominant modes to produce a full case study analysis. (Yin 1994) 

 

Pattern-matching is chosen during this case study. It is one of the most desirable 

strategies during case study analysis. Pattern-matching is based on comparing empirical 

data with a predicted one. (Yin, 1994) This study is based on existing theories presented 

in the literature review. The theories in the conceptualization will be compared with the 

data collected through the interviews.    

 

Miles and Huberman (1994) present a three-step method of analyzing data that will be 

used during this thesis, consistent of (1) data reduction (2) data display and (3) drawing 

conclusions. This three-step method will be further described below.  

 

(1) Data reduction is used to decrease the raw data into a more viewable data by 

selecting, focusing, simplifying and transforming the data. Data reduction is a vital part in 

analysis the data since it is now necessary to choose which data to use, summarize 

patterns and create a story of the data received during the interviews. The aim is to focus, 

sort and sharpen the received data to enable a final conclusion. (Miles and Huberman, 

1999)  

 

(2) Data display can be defined as organizing information that permits conclusion 

drawing and action taking. This part develops an understanding of what is happening 

whereas a future action can be based upon this understanding. The displaying of data is a 

necessary part of the analysis and the foundation of valid qualitative analysis. (Miles and 

Huberman, 1999)  

 

(3) Conclusion drawing is regarded to be the step whereas it is focused on analyzing the 

activities. The last action is regarded in terms of decided what the qualitative data means, 

when the collection of data is done and then a final conclusion can be drawn. At this 

point the researchers have created an overall picture and the authors are thereafter able to 

draw a conclusion by it. (Miles and Huberman, 1999)  

 

Cross-case analysis and within-case analysis will moreover be used in this paper. By 

using multiple cases and by cross-case analyzing these findings we can create a more 

robust research then only relying on one case (Yin, 1994). Within case-analysis will be 
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used to compare the existing theories presented in the literature review with the collected 

data and also to reduce data. Using both strategies creates an in depth understanding and 

moreover how the different cases differ and match.  

3. 7. QUALITY STANDARDS  
Validity and reliability are two important factors when establishing quality standards of 

the research design. The four tests are used as a framework to create a consistent quality 

throughout the empirical research. The concept is based on the factors: construct validity, 

internal validity, external validity and reliability.  We will use this theory to develop a 

thesis of high quality, which in turn will improve the outcome of our case study. (Yin, 

1994) The table will further describe the four tests. (Yin, 1994) 

 

Table 5: Case Study Tactics for Four Design Tests 

 

Tests Case Study Tactics Phase of research in 

which tactic occurs 

Construct Validity - Use multiple sources of evidence 

- Establish chain of evidence 

- Have key informants review draft case 

study report 

Data collection 

Data collection 

Composition 

Internal Validity - Do pattern-matching 

- Do explanation-building 

- Do time-series analysis 

Data analysis 

Data analysis 

Data analysis 

External Validity - Use replication 

logic in multiple-case studies 

Research design 

Reliability - Use case study protocol 

- Develop case study data base 

Data collection 

Data collection 

Source: (Yin, 1994, p. 33) 

3. 7. 1. CONSTRUCT VALIDITY 

Construct validity is to create correct operational measures for the concepts being 

studied.  Construct validity is enhanced by using multiple sources, establish a chain of 

evidence and then have the draft case study reviewed by the key informant. (Yin, 1994) 

We have chosen to interview both key persons at the MFIs and loan takers in order to 

retain information from different perspectives. We will furthermore use the MFIs 

statistical data to use multiple sources to improve the validity. Presenting different 

perspectives is going to reduce the possibility of creating subjective results. Our 

supervisor does moreover review the interview guides and the theoretical framework to 

improve the quality of the thesis, enabling the case study to be reviewed by a neutral 

person with in depth information when developing the case studies. The literature 

framework provides the chain of evidence, whereas it is easy to see how and what has 

been done.  

 

Using multiple sources to answer our research question will increase the validity of this 

thesis. However, the interviewed SHG has been selected by the MFI, therefore raising the 

question of bias. This factor needs to be considered when evaluating the data.  
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The interviews of MFI and loan takers will be recorded to have the possibility of going 

back and listen to the information, if necessary. During the interview with the loan takers, 

who cannot speak English, we will then make use of the MFI personnel to translate the 

interview. To decrease possibilities of influencing their answers, we will record and 

thereafter have a quality check of the translation with a neutral third person. The 

interview format will furthermore be tested before conducting the interview to reduce 

possibilities of misunderstanding the questions.  

3. 7. 2. INTERNAL VALIDITIY  

The second factor of the four tests is internal validity and it is described to focus on 

creating causal relationship whereas a certain condition leads to another condition. 

Internal validity is used when conducting on explanatory in terms of determining if x led 

to the event y. (Yin, 1994) Our focus is not to determine if x lead to y, however we want 

to find if there is any positive relationship between business education and repayment 

within microfinance. Hence there can be underlying factors affecting the default risk. We 

have therefore chosen to take the caste system into consideration during this thesis.  

3. 7. 3. EXTERNAL VALIDITY 

Thirdly, external validity is focus on creating a domain to which a study’s findings can be 

generalized elsewhere besides the direct case study.  This factor has been one of the most 

criticized ones in terms of the results not being able to generate results not applicable 

elsewhere.  However there are two ways of increasing the external validity. The first one 

is to use multiple replication logic in multiple-case studies and the second one is to use 

theory in single-case studies. (Yin, 1994) To improve the external validity in our thesis, 

we will therefore use the consistent theories provided in this paper and compare it to the 

collected material, then we will compare the different cases and conduct a cross-case 

analysis to increase external validity.  

3. 7. 4. RELIABILITY 

Lastly, the term reliability is described as displaying that the result of the operation can 

be indifferent when repeating the study. The objective is to create a thesis whereas 

another researcher can use the same process and receive the same result and conclusions 

as this thesis. Poorly documented research creates a low reliability whereas it is hard to 

determine and review the process of the paper. (Yin, 1994) 

 

One of the problems when conducting our interviews with MFIs and the clients is the risk 

for bias. (Saunders et al, 2009). The bias needs to be considered when conducting the 

interviews and the interpretation of the questions as well. In order to minimize this risk 

we have developed the framework for the interviews in pair in order to criticize and 

analyze the questions objectively. To enhance the neutral atmosphere, we will also focus 

to keep a neutral tone and minimize our body language to decrease the impact it can have 

on the answers.  Questions regarding the caste system can be viewed as sensitive, but by 

creating a calm atmosphere and some general opening questions, we do believe we can 

overcome a tense situation and create an open environment.  
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The interviews are moreover covering the main topics of our thesis discussed by several 

questions, reducing the possibility of misunderstandings and missing important 

information. Since the interviewed clients have not been informed previously about our 

thesis, this procedure can therefore minimize reliability. Interviews will be recorded in 

order for us to review. The interviews with the clients will be conducted in Hindi whereas 

we will have a translator presenting the information to us in English. There is therefore a 

risk not receiving the correct answers from the clients and reduced reliability when 

considering the language barrier.  

 

 

To increase the reliability of this thesis, several elements have been left in order to ease 

later researcher to conduct the same case study: 

 

 Research aim  

 Research question 

 Theoretical framework 

 Interview guide  

 Background of the MFIs and clients 

 References 
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4. DATA FINDINGS 
This chapter will present the data collected through interviews with MFI1 and MFI2, as 

we will name the different cases. MFI1 is a multinational banking and financial company 

in India providing microfinance without business education. MFI1 has chosen to be 

anonymous in this case study, hence therefore not presenting its name. MFI2 is a non-

profit organization providing Microfinance in India packaged with business education to 

the clients. The primary data was collected through semi-structured interviews with key 

personnel.  Secondary data was collected through the companies’ websites and other 

documents provided by the personnel at the MFIs. We furthermore interviewed the SHG 

at the MFI1 to get a secondary point of view regarding the issues we are focusing on. 

When nothing else stated in the empirical findings, the data is then received from the 

respondents. The interviews focus is on the default risk on microfinance, the four lending 

methods, business education and if the caste system has had an effect on microfinance 

clients’ businesses.  One case study will be presented at a time in the coming section with 

the interviews with key personnel at the MFI first and thereafter presenting the data 

findings with the SHG within the MFI.  

4. 1. CASE 1: MFI1 
MFI1 is a multinational banking and financial service company. MFI1 is a state owned 

corporation with its headquarters in Mumbai. As of March 2012, its assets were 360 

billion dollars with 14.119 branches, including 157 foreign offices in 32 countries across 

the globe; making it the largest banking and financial services in India. (Penguin, 2011) 

MFI1 launched its first microcredit program in the middle of the 1900s. MFI1 started 

with farmers in the district of Bhandra, India. However, the loan takers were unable to 

pay back their loans due to the failure of the crops after an environmental crisis, which 

struck the district. MFI1 then decided to close the branch and moved to other villages 

where they formed Self Help Groups (SHGs) instead. SHGs were created as a safety net 

for the bank in order to insure the repayment of the loans; it was a way to guarantee that 

the farmers could pay back the loans. The success of the SHGs enabled MFI1 to expand 

its microfinance branch. Today, MFI1 is one of the largest players in the microfinance 

sector in India with around 21 million members. (MFI1’s website, 2013) 

The respondent for our interview is an assistant manager (AM) of microfinance in 

Chennai. AM have 20 years’ experience of working at MFI1, with 5 years at the 

microfinance sector. Responsibilities as AM include giving loans and evaluating if the 

SHG is eligible to receive a loan by assessing their attitude towards saving before 

receiving a loan. AM is therefore a valid candidate with expertise knowledge in 

microfinance providing a good base to answer our research question. AM said that at 

MFI1 they believe it is their social responsibility as a state bank to provide microfinance 

to help the economically and socially excluded people in order to lift the people from 

poverty. 

MFI 1 lending method is based on three methods that include SHG, targeting women 

and graduated loans. SHG at MFI1 is based on a minimum of 12 members and 



 

 32 

maximum 20 members in one group. Recent years there has been an awakening of 

forming SHG in India by NGO spreading the knowledge regarding SHGs. MFI1 

furthermore informs people in India the information about the SHG in order to increase 

the amount. AM has himself worked in rural areas where he talked with the inhabitants 

and asked them if they currently belonged to a group, if not, then he advised them to 

gather neighbors and friends to form one.  

MFI1 are also using targeting women as a lending method since, most of the participants 

in the self- help group are women who resident in Chennai, south Indian. We asked AM 

about the reason to why mainly women are accepted to SHGs. AM explained that it is 

due to the bank ‘s policies, this state bank believes that women are better loan- borrowers 

than men.  

“The purpose of our microfinance program is to improve living standard for poor 

people who are excluded from other financial services and to lift them from 

poverty. Women are better than men at handling money; they are also more likely 

than men to use the loans to improve their families’ life quality. If you give loans 

to men, there is huge risk that they will use the money for gambling or drinking” 

 

The procedure of the lending method to SHG are firstly by forming a SHG whereas the 

members of the group can consist of maximum 20 persons and for the most case the 

members are relatives, friends or neighbors. Forming SHG is a necessary step that the 

MFI1 needs to implement in order to evaluate its potential clients.  Normally, MFI1 will 

not deal directly with the clients but let the SHG’s leader takes this task by judging who 

is suitable to join the program. The reason why members of the SHG consist of members 

knowing each other before joining the group is because the SHG’s ability to receive the 

loans is depending on its reputation. If the SHG is good at repaying the loans, they will 

likely gain a good reputation and later get access to bigger loans, hence using graduated 

loans can minimize default risk. Knowing the members before entering the SHG is for 

security reasons and to reduce members dropping out of the program.  Once the SHG is 

formed, one leader will be chosen to take care of the members in the group. However, the 

MFI1 did not use high interest rates as method, since its interest rates to microfinance 

clients are currently 8-9 percent which are considered to be very low.  

 

After the groups are formed the next step is a six-month saving period. The SHG needs to 

create a saving habit whereas every member remits a monthly amount to the group. The 

saved amount is thereafter lent amongst the members with an interest creating small 

profits for the SHG. After 6 months of savings, the group is thereafter eligible for a loan 

at MFI1. The loan amount provided is four times the savings amount. The government 

does moreover provide subsidies occasionally in amounts as 200-300 thousand rupees for 

the SHGs after the six months period. The loan will then be divided equally to each 

member of the SHG. 

Clients of the SHGs are verified their ID cards, address proof and social number to 

determine who they are. MFI1 does not process any investigation of the clients’ 

background, experiences or previous education. “Whatever they say we take it for 

granted”, said AM. Requirements for education or other factors are therefore not 

necessary when applying for a loan. It is therefore rather easy for all sorts of people in 
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India to receive a loan from MFI1.  

Considering default risk and repayment rate, after the SHG got the loan, MFI1 does not 

implement any control of the usage of the loan. This task belongs to the SHG itself. MFI1 

in this case does only work as a loan- contributor. The SHG does not need to report to the 

bank how the loan is being distributed either. After getting the loans, SHGs will divide 

the loan to each member equally, and the member can freely use the loan as she wants. 

However most of the clients use the loans for starting new businesses or investing in 

existing ones. Yet, the loans can nevertheless be used by other purposes such as in 

emergency cases when the clients need to pay for medical treatments, school fees or 

sometimes for marriages or funeral. 

 

The SHG’s leader will manage the groups’ member repayment. In case a member fails to 

repay the loan, the SHG’s members will try in their best abilities to manage the debt. 

However, if the default is too high, the SHG does not have any choice but report to MFI1. 

MFI1 will subsequently take responsibility for the loose.  Even though the SHG does not 

need to take the financial responsibility to repay the default, however it will damage the 

SHG’s reputation and consequently be difficult for the SHG to borrow loans in the future. 

That is why the SHG will try in their best abilities to minimize the default risk.  

 

MFI1 does not provide any structured business education in microfinance as teaching 

basic marketing, customer service, price and product strategies. The Financial services at 

MFI1 are of shortage and currently only providing life insurance but they are at the 

beginning of providing accident insurance as well. The MFI1 does however advice the 

SHGs if needed. During meetings with the MFI1 the SHGs does often have questions 

about their businesses and the MFI1 does thereafter provide advice, for example where 

the group can find cheap saris in bulk and where they can learn tailoring. The reason to 

why MFI, despite the fact that it is a wealthy bank with strong financial background, 

choose not to provide business education to its microfinance clients is according to AM, 

 ”We will not consider to provide business education to our clients because many 

 of them have very low school education background, we are afraid that they 

 cannot observe the knowledge that we offer”  

When discussing the impact of the caste system on the clients businesses, AM said that in 

Chennai there are not any present issues regarding running their business when belonging 

to a certain caste. AM said that issues regarding caste system are current in villages in 

other areas but in those areas the issues were still in an insignificant amount and not an 

issue for the microfinance clients in Chennai.  

Each SHG has different repayment rate, some groups are better at paying back the loans 

than others. In average the repayment rate of all microloan clients at MFI1 is around 80 

to 85 percent.  The reasons to default in some cases are according to AM:  

“Sometimes, the clients fail to pay back the loans due to crops failure, or the 

clients leave their groups to join another group or they just simply don’t want to 

pay back” 
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4. 1. 1. CASE 1 MFI1: SHG 

In order to gain a deeper insight about how MFI1 manage the default risk, we ask the 

MFI1 to let us interview one of its SHGs. The interview with the SHG occurred 25
th

 

April at the Bank’s office. The interviewed self- help group consist of 20 members but 

only 13 members could come and meet us for the interview. We have however received 

some statistics regarding basic information of the SHG members that we have used in the 

appendix and the data presentation when discussing an amount of 20 women.  

 

Repayment rate and default risk is managed well in the interviewed group. The 

interviewed SHG encompassed 20 women and they all live in the same neighborhood, 

being close friends and neighbors. Before taking loans, all the members in the group 

needed to save an amount of 150 Rupee each month and after six months they could 

receive their first loans from the bank. The leader of the SHG stated that all the members 

in her group follow the bank’s rules very strictly and none of them has failed to pay back 

the loan in time. That is to be said, the repayment rate of this group is 100 percent. 

Graduate loans have than created the ability to borrow larger loans from the banks to 

expand their businesses. Thanks to the good reputation that the group has gained by 

having no defaults and 100 percent repayment rate.  

 

Most of the members in the SHG invest in their businesses after they receive the loan.  

However, with the background that all of the women in the interviewed group were 

housewives before starting their own business and considering they have no formal 

business education from MFI1, we then asked the women in our target SHG “how come 

you started your business?” Majority of the members (10 members) in the interviewed 

SHG answered that their husbands or mothers’ businesses inspired them and they 

thereafter started similar business operations. The rest (3 members) have come up with 

new business ideas independently without any intervention regarding what type of 

business their families run. We do not have any information regarding how the last 7 

members of the SHG have started their business, however the vast amount of the group 

that we could interview had been inspired by their family members.  

 

When it comes to the education levels, five of the women in the SHG had finished high 

school while the rest had completed 7
th

 grade, whereas everyone in the group could both 

read and write. Before joining SHG, most of the women lack the basic education on how 

to manage their businesses effectively. The way they conduct their businesses is mainly 

based on previous experiences they gained from helping their husbands or mothers. 

However, after joining the SHG, they had the chance to improve their business 

knowledge since the interviewed SHG stated that they organized monthly meetings. The 

meetings are arranged by cooperation with SHG, NGO and some members of the bank, 

which occurred twice a month. At the meeting, every member needs to be present and 

each member can come and ask for advices and solution to business problems. 
2
 

 

The process of the business meeting can be described like this: first, if any member of the 

SHG faces problems, she can go to the SHG’s leader and ask for help; in case the SHG’s 

                                                        
2 See appendix 2 for more information 
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leader herself does not know the answer she can contact NGO’s members for help. 

However, if the NGO’s members still cannot find a solution, the bank manager will be 

called to help. The meeting often provides advices regarding subjects as: child care, child 

education, marketing, where to buy cheap material and pricing management. 

Unstructured ways of providing business education to the SHG did therefore exist in 

minor ways to enhance their businesses. 

 

Most of the members in the interviewed SHG admitted that despite the advice and the 

knowledge they gain running their businesses, they wish that they would have more 

knowledge in business. The ladies believe that if they are better educated in business, 

they would likely conduct their business more effective and more profitably.  

 

The caste system was also mentioned in the interview. When we asked the women if they 

think that their castes could be an influencing factor that may affect their businesses, the 

women answered that they have not met any business problems due to their castes. The 

women also stated that they are conscious about the existent of some conservative Hindu 

people who avoid doing business with people from lowest castes but it only happens in 

very underdeveloped villages. Here in Chennai, they had never encountered or noticed 

such issue.  

4.2. CASE 2: MFI2 
MFI2 started as a small NGO in a district in the state Tamil Nadu, south India. At first, 

MFI2 was established with the aim of eliminating child labor and getting children back to 

school. The project was a huge success. However, MFI2 soon realized that the realization 

of child labor was just one aspect of the overall poverty issue; in 2004 the organization 

decided to expand its focus and move towards an integrated approach to development. 

The work of MFI2 now rests on five key missions: microfinance, education, health, 

Citizens’ Centres’, and a clean environment. (MFI2’s website) 

 

The microfinance mode, which MFI2 employed is inspired by the Muhammad Yunus 

model since according to MFI2 this model has proved to be one of the best ways to bring 

people out of poverty. The organization has used that model with a combination of loans 

and structured business training in order to motivate and support women not only to 

create their own enterprises, but also to create jobs for other people. MFI2 lends only to 

women and ensure that the loans are used for investment and not consumption. By 

running practical and effective training programs in literacy and entrepreneurship, the 

organization helps even illiterate women to start up and run small enterprises quickly. In 

order to facilitate fast and effective distribution of microcredit, MFI2 has a limited 

liability company and a non-banking financial company that, in effect, operate as special-

purpose banks to distribute loans at low interest rates and with flexible conditions. When 

these two companies disburse microfinance, the MFI2 makes sure that there is no 

“mission drift” and that the organization stays true to the cause of integrated development 

for the poor. (MFI2’s website) 

 

According to our informant: MFI2 lends microcredits through three lending methods: 

Targeting women, graduated loans and SHG. Targeting women is one of the lending 

methods used by MFI2. The institution lends microloans only to women and this action is 



 

 36 

based on the belief that women are better than men at handling money. Women are also 

more likely to use money to improve the family’s life quality and send the children to 

schools.  MFI2’s missions is to eliminate child labor and the organization believes that if 

the mother is empowered by entrepreneurship and education, she is also more likely let 

her children go to school instead of working. Regarding the women’s formal education 

background: most of the members lack proper education and many of them did not 

graduate from junior high schools and the majority is illiterate. 

 

When it comes to SHG, MFI2 forms small groups, containing 12 to 20 women. MFI2 

does not always need to form a new SHG but the organization can overtake an existed 

SHG from other financial institutions. Connecting two different groups can furthermore 

create a new SHG, whereas MFI2 will help to integrate the group members into a 

functional SHG. The SHG will work as business and savings partnerships. Here, women 

from the poorest sections of society can learn about how to save money, about lending 

and repayment within their own group. Each group has a lender, which is also the leader 

of the group, who will manage other members saving and repayment of loans. MFI2 does 

also give them basic reading, writing, and arithmetic skills, as well as the fundamentals of 

bookkeeping and accounting (MFI2’s website). In every SHG, each person has different 

role, taking care of different tasks such as: administrative, cashier, accounting etc. This 

prepares them to take on the challenge of running their own small businesses. Self-help 

groups are a way to bring women out of their homes, to talk not just about their economic 

problems, but about family issues as well, and to help them gain self-confidence and hope 

(MFI2’s website). 

 

Graduate loans- is the third lending method used by MFI2. The institute only lend to 

groups of female entrepreneurs (SHG). Each group of borrowers need to pay back the old 

loans in order to get more loans, in other word the borrowers need to build up a “clean” 

credit history. According to our informant from MFI2, having good credit records and 

good reputation are important for borrowers since they are the only way for them to get 

loans without any physical collateral.  

 

The method high interest rate, as mentioned earlier in the conceptualization, is not 

employed by MFI2. The administration costs of MFI2 do however contribute to a slightly 

higher interest rate but the interests however vary from region. The nominal interest rates 

(which include inflation) can be as low as 0% to as high as 23%. Our informant from 

MFI2 pointed out that the differences in interest rate are depending on the administrative 

costs in different regions and the loan project’s sizes. The bigger the loan project is the 

higher interest rate will be. The economics of scale does not exist in the microfinance 

context due to the very small size of loan amount. Furthermore, the organization relies on 

donators as the main source of fund and in order to be self- sufficient the organization 

needs to charge relative interest rates. MFI2 does moreover not charge high interest rates 

because the organizations focus is not to generate profit since it is a non-profit 

organization. 

 

MFI2 focuses heavily on business Education. The organization requires that all clients 

need to go through business training before they receive the loans. According to our 
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informant, MFI2 policy is “No training, no money”, before getting money every SHG 

needs six months period entrepreneurship training. The training provided by the MFI2 is 

based on its own personnel as teachers and the organization as providers of the business 

education.  MFI2 will at first gather female entrepreneurs into a class, consistent of 20 

persons. Each class will have two or three persons functioning as teachers. The teaching 

staff comes mainly from MFI2 base in India, NGO members or volunteers. Each teacher 

is specializing in a business subject such as finance& accounting, sales & marketing or 

customer services and they all have been trained by MFI2 before teaching the classes. 

After a class has been created, the women will meet at a regular basis 2-3 times a week. 

The classroom can be located wherever there is a suitable place. 

  

The content of the business training is the same for every class, including subjects such 

as: what business is, how a business works, and the marketplace. Women are taught to 

identify their customers, business competitors, and the position of the business in the 

marketplace. Later on, subjects such as product, price and promotional strategies and a 

commercial plan will also be included. The entrepreneurship training consists of three 

modules in which two of them are basic business training and the third one is at advanced 

level. The two basic training modules are offered during the six months training period 

and are obligated. The third module is offered after the six months training period and is 

non- obligated, meaning that the women can freely choose if they want to participate in 

the third module or not. Most of the women in each SHG participate in the training 

classes; however there are also some women who drop out after half of the period. The 

main reason is due to families’ problems, shortage of time etc.  

 

MFI2 does also employ a following up program to evaluate the effect of its business 

training on the microfinance clients. The following up program occurs in shape of the 

organization taking a sample from its client base and follow up this client to analyze how 

she conducts her business. After the business training, MFI2 also interviews its clients 

and ask for their feedback and evaluation regarding the education training. Feedback is in 

verbal and written reports by the microfinance clients. The following up program ensures 

that if (1) MFI2 needs to improve the quality of its training’s content or if (2) MFI2 needs 

to revise the training’s content so it can be matched better with every client’s need.  

 

When regarding the caste system effect on repayment rate and default risk when 

interviewing the respondent at MFI2, the respondent did not have any knowledge of any 

existing issues or problems when ST or SC castes conduct their businesses. However, as 

we could only meet one representative from MFI2 there is then a risk for bias in the 

provided information as the representative’s opinion regarding the issue can be 

subjective. Meaning, she or he just want to tell us what she or he thinks is right in a given 

circumstance. 

 

Default risk and repayment rate is nearly perfect with 99, 8 percent repayment rate, 

meaning that the default risk is very low at MFI2. The outstanding loan is therefore only 

0.02 percent at MFI2.  
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Table 6: Repayment rate MFI2 

 Cumulative 

results 

through 

March 2011  

12- month 

April 2011 to 

March 2012 

results  

Cumulative 

results 

through 

March 2012 

12- month 

growth 

SHG members 664,436 106,624 771,060 16% 

% Female 

SHG members 

99,8% 98,9 % 98,9% 0% 

Credit $837m $80,6m $164,3m 96% 

Repayment 

ratio 

99,8% 99,8% 99,8% 0% 

Source: MFI’s annual year report, 2012 



 

 39 

5. DATA ANALYSIS 
As described in the methodology, we will now compare existing theories with the 

collected data when presenting this part. The theories regarding default risk, the four 

lending methods, business education in microfinance and the caste system will therefore 

now be reviewed. Data analysis will involve two parts, firstly a within analysis will be 

presented regarding both cases; secondly a cross-case analysis will be pursued to 

compare the different cases regarding existing theory.  

 

5. 1. WITHIN-CASE ANALYSIS: MFI1 
Even though all of the SHGs are actively trying to maintain a clean repayment record in 

order to get access to bigger loans later, default still happens. MFI1’s overall default risk 

from its microfinance program is around 15- 20 percent per year, meaning that only 80 to 

85 percent of the clients repay the loans. The reasons to default are according to AM: 

Emergency accidents, crops failures, nature catastrophic and sometimes people left their 

SHGs or they just simply don’t want to pay back.  

 

Another significant reason behind the default risk is the lack of control management over 

the usage of loans. As we mentioned earlier in the section data presentation, MFI1 does 

not run any control over the usage of the loans but let the SHGs take care of this task. For 

the most part, the bank’s clients use loans to start/invest or expand their businesses but 

there are also borrowers who use the loans for other purposes than businesses. The bank 

does not have any careful background check on its clients either. The only requirements 

from its clients are ID cards, address proof and social security numbers. Absences of 

cautiously investigate its clients’ background results in some clients leaving their SHGs 

and refused to repay the loans. 

 

Nevertheless, the SHG that we interviewed had a repayment rate of 100 percent without 

receiving proper business education, with an overall repayment rate of all SHGs at MFI1 

that lies within 80-85 percent. However, the MFI1 did choose the SHG for us to meet, 

therefore providing a bias picture of factors that can affect the default risk and repayment 

rate at MFI1. The education level of the interviewed SHG might be much higher than 

other groups, providing a better base for creating a business.  

 

MFI1 doesn’t provide any formal business education to its clients either; instead the bank 

uses targeting women, SHG and graduated loans as lending methods to minimize 

default risk and to improve repayment rates. By choosing only women as target clients 

the bank can minimize default risk.  D’ Espallier, Guerin and Mersland (2009) stated that 

women are better borrowers than men given that they are more likely to use the loans in 

order to improve the family’s life quality. Researches have also confirmed that women 

repay their loans more faithful than men. Unlike men, who spend loans 

disproportionately on themselves, women are more likely to spend loans on household 

needs. (Pitt and Khandker, 1998) 
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The bank does not either give individual loans, which are to be said most of the clients 

who want to obtain microloans from this bank need to form a SHG. SHG in this case will 

function as social collateral to secure the loans repayment. Woolcook (2001); Brau and 

Woller (2004) found out that if individual projects fall and some of the members are 

unable to repay, the group as a whole manages the debt. Social collateral works through 

reputational effects in which group members see repayment of loans as necessary to 

maintain their social standing status in the community. 

 

When consider high interest rate, according to Brau and Woller (2004) the setting of 

interest rates for profit financial institution is determined by the rate that will maximize 

shareholders’ wealth, MFIs face unique issues in setting an appropriate rate. If MFIs 

charge rates too high, they might hinder their ability to help the poor to pull out of 

poverty as well as to drive very poor people out of the market for loans. On the other 

hand, due to the small principal amounts inherent with microloans, little economies of 

scale exist in the lending process to cover fixed costs. MFIs often operate with very high 

administrative costs per dollar lent relative to formal financial institutions. MFI1 does not 

employ high interest rates as lending method to be self-sufficient, due to it is a state 

owned bank. By obtaining subsidies from the government the bank can charge relative 

low interest rates, which is around 8 to 9 percent per month to its clients.  

 

Business education in Microfinance regarding basic marketing, customer service, price 

and product strategies are proven to increase the success of businesses by improving 

profits, business knowledge and practices (Karlan and Valdivia, 2006). However in MFI1 

business education by any structured manners were not conducted. Advice was yet a 

current phenomenon implemented to help the SHGs with their business progress. Twice 

every month the SHGs had their meetings whereas NGOs and sometimes bankers were 

present to advice the group regarding their current issues. The advice can be issues 

regarding pricing, marketing and product strategies. MFI1 does therefore provide some 

sort of business education to the SHGs but in an unstructured matter and in a minimized 

way. The group did however feel that if receiving more business education that they 

could improve their businesses at a greater deal, hence still feeling lack of knowledge 

regarding business is diminishing their business success.  

 

The reason to why MFI1 doesn’t want to offer any basic business education to its clients 

is the bank is not confident about the clients’ abilities to observe the provided knowledge. 

Most of the clients at MFI1 lack formal school education and many of them are illiteracy 

so it will be hard to organize any structured business classes that matches everyone’s 

education backgrounds. 

 

Regarding the caste system, whereas there is evidence that even if a group from SC or ST 

were to open up a shop, the general public would not touch the products or buy the 

products from there (Antelava, 2012; India’s Dalit’s still fighting untouchability, 2012).  

Discrimination has also occurred whereas other people do not want to work with SC and 

ST (Iyer et al. 2011). The SHGs had not however noticed any of these issues. The 

interviewed group had two SC present, yet their businesses were running well and people 

from other castes did buy their products, so their caste belonging did not cause any 
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problems. Caste did therefore not occur as a factor affecting their businesses and they can 

therefore without any barriers repay their loans. However, the bias of the interviewed 

SHG needs to be regarded as the interviewed group had a low amount of SC and no ST, 

hence the caste systems’ effect on the repayment ability and default risk might be a 

present factor in other SHGs.  

 

 

Table 7: Within-case analysis: MFI1. Factors that decrease default risk and affect 

repayment rate positively 

 

Factors Usage  Reason to decrease default  Support 

Theory 

Target women Yes 

 

 

Women are better than men at handling 

money, they are more likely to use money to 

invest in businesses and improve their 

families’ living standard (Pitt and Khandker, 

1998) 

+ 

Self-help group Yes  If any of the members in the SHG cannot 

pay back her loan, the group will help to 

manage the debt. By paying back the loans 

in time. The group can gain its reputation 

and get access to bigger loans latter. (Ruben, 

2007) 

+ 

Graduated loans  Yes  User can use graduated loans to build up his 

or her credit history. If the borrower can 

manage the repayment in time. She/he can 

get access to bigger loans later. (Ruben, 

2007)  

+ 

Business education Slightly Previous researches have shown that 

business education had a positive impact on 

microloans, in which education will improve 

business results, decrease default risk and 

increase repayment rate (Karlan and 

Valdivia, 2006; Bjorvatn and Tungodden, 

2009).  

/ 

 

+ Data supports theory 

- Data does not support theory 

/ Data supports theory to some extent 
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Table 8: Within-case analysis: MFI1. Factors that increase default risk and affect 

repayment rate negatively 

 

Factors  Usage Reasons to increase default  Theory 

High interest rate No  In case when the business is bad, the 

borrowers cannot generate enough money to 

pay back both loans and interest rates. They 

might then turn to local money -lenders or 

other financial companies, resulting in 

extreme over debt. (Seibel, 2005) 

NA 

Caste system   People from higher castes may tend to avoid 

having business transactions with people 

from lowest cast. (Iyer, Khanna and 

Varshney, 2011; Biswas, 2013)  

- 

 

 

+ Data supports theory 

- Data does not support theory 

/ Data supports theory to some extent 

NA Not applicable  

 

The table above presents the comparison between the collected data from MFI1 with 

theories that are mentioned in conceptualization section. The purpose is to highlight if the 

collected data are supported by previous theory or not. When noting “+” in the theory 

column, it shows that the theory is in lined with the data retrieved from the interview. The 

table shows that MFI1 data is in line with the theories regarding: targeting women, Self-

help group and graduated loans. When noting “/” in the table, the data is in some extent 

in line with business education; hence MFI1 is using an unstructured way of educating 

their microloan clients. Meanwhile, when noting “-“ means that the collected data does 

not support the theory, in this case the high interest rate and caste system.  

5. 2. WITHIN-CASE ANALSYIS: MFI2  
When it comes to the repayment rate and default risk at MFI2, it is estimated to be 99,8 

percent. MFI2 does set high requirements on the clients as the need to go through six 

months training before receiving the microloan to create a sustainable way for their 

clients to pursue their businesses. Microloan repayment at MFI2 is therefore almost 

perfect. 

 

The lending methods targeting women, SHG and graduated loans are all methods to 

increase repayment rate and decrease the default risk (D’ Espallier, Guerin and Mersland, 

2009). MFI2 is an institution that bases their organization on these three lending methods. 

The lending method targeting women is used because MFI2 believes, as previous 

researches have shown, that women are better than men at handling money and more 

likely to improve their families’ living standard. (Pitt and Khandker, 1998)  
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SHG is the second lending method that MFI2 is using. The lending method SHG is based 

on the belief that if group’s members cannot pay back their loans, the group will help to 

manage the debt and if the group is able to repay the loans in time, the group can 

thereafter become eligible for larger loans later (Ruben, 2007). SHG does therefore work 

as collateral in terms of all the members responsible for eliminating defaults and keep a 

constant repayment rate. (Woolcook, 2001; Brau and Woller, 2004) MFI2 is based on a 

SHG to distribute the microloan to its members and it is the chosen leader that manages 

the repayment of the microloans, whereas the group as a whole work as collateral. To 

enhance a sustainable usage of microloans, the SHG at MFI2 does apply bookkeeping 

and accounts to record their loans.   

 

Graduated loans are also a fact regarding lending method at MFI2. Graduated loans are 

used as a method to build the clients credit history and if the client is able to repay the 

microloan in time, the client can thereafter receive larger loans (Ruben, 2007). MFI2 

provides microloans for the SHGs, however if the group has a clean credit history 

containing good repayment rate, the group creates a good reputation, which enables them 

to receive higher loan amounts. The reputation is furthermore important for the SHGs in 

terms of receiving a loan without collateral.  

 
When considering high interest rate, research shows that interest rates are based on the 

willingness of maximizing the shareholders’ wealth. However, considering the small 

amount and the lack of economies of scales that microloans stand for creates the issue 

regarding coverage for fixed costs. (Brau and Woller, 2004) Meanwhile, if businesses are 

bad, the borrowers cannot generate enough money to pay back both loans and interest 

rates. Clients might then turn to local money -lenders or other financial companies, which 

in turn can result in extreme over debts. (Seibel, 2005) In the case of MFI2, the 

organization does not apply this method since the organization uses as low interest rate as 

possible to cover the administrative costs in order to pursue its business idea of providing 

microloans lined with business education. The interest rates can however differ from 

region to region depending on the project size and so forth; hence interest rates are still 

not higher than 23 percent. In comparison with the nominal interest rate at MFIs in Asia 

that applies 30-70 percent a year (Fernando, 2006), the interest rate at MFI2 is then still 

relatively low. 

 

Previous researches regarding business education have shown that the education can 

have a positive impact on the business and a positive impact on business results (Karlan 

and Valdivia, 2006; Bjorvatn and Tungodden, 2009). MFI2 does provide the same basic 

education as in the case of Karlan and Valdivia (2006). The basic business training for its 

microfinance clients includes issues as: identifying their customers, business competitors 

and the position of the business in the marketplace. Microfinance clients are thereafter 

trained in product, price and promotional strategies whereas a commercial plan will be 

pursued. The period of training is six months with the possibility of continuing the 

education if desired, with one last module of training. The basic training in business 

education for the SHGs at MFI2 creates a basic understanding of how to conduct their 
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businesses. The business education enhances the possibility of pursuing a successful 

business, hence minimizing the risk for default and increasing repayment rate.  

 

The Caste system can however be a factor affecting the default risk and repayment rate 

negatively, in terms of people from higher castes tending to avoid having business 

transactions with people from lowest cast (Iyer, Khanna and Varshney, 2011; Biswas, 

2013). MFI2 has not noticed any tendencies that the caste system has affected the clients’ 

abilities of conducting their businesses. An Interview with a SHG was however not 

carried out considering circumstances that occurred when conducting the field study; 

hence their point of view on the matter could not be viewed. The factor can therefore 

affect ST and SC ability of running their businesses but we could however not get any 

deeper insight into the matter during the study at MFI2.  

 

Table 9: Within-case analysis: MFI2. Factors that decrease default risk and affect 

repayment rate positively 

 

Factors Usage  Reason to decrease default  Support 

Theory 

Target women Yes 

 

 

Women are better than men at handling 

money, they are more likely to use money to 

invest in businesses and improve their 

families’ living standard (Pitt and Khandker, 

1998) 

+ 

Self-help group Yes  If any of the members in the SHG cannot 

pay back her loan, the group will help to 

manage the debt. By paying back the loans 

in time. The group can gain its reputation 

and get access to bigger loans latter. (Ruben, 

2007) 

+ 

Graduated loans  Yes  User can use graduated loans to build up his 

or her credit history. If the borrower can 

manage the repayment in time. She/he can 

get access to bigger loans later. (Ruben, 

2007)  

+ 

Business education Yes Previous researches have shown that 

business education had a positive impact on 

microloans, in which education will improve 

business results, decrease default risk and 

increase repayment rate (Karlan and 

Valdivia, 2006; Bjorvatn and Tungodden, 

2009).  

+ 
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+ Data supports theory 

- Data does not support theory 

/ Data supports theory to some extent 

 

 

Table 10: Within-case analysis: MFI2, factors that increase default risk and affect 

repayment rate negatively 

 

Factors  Usage Reasons to increase default  Theory 

High interest rate No  In case when the business is bad, the 

borrowers cannot generate enough money to 

pay back both loans and interest rates. They 

might then turn to local money -lenders or 

other financial companies, resulting in 

extreme over debt. (Seibel, 2005) 

NA 

Caste system   People from higher castes may tend to avoid 

having business transactions with people 

from lowest cast. (Iyer, Khanna and 

Varshney, 2011; Biswas, 2013)  

- 

 

 

+ Data supports theory 

- Data does not support theory 

/ Data supports theory to some extent 

NA Not applicable 

 

The table above presents the comparison between the collected data from MFI1 with 

theories that are mentioned in conceptualization section. The purpose is to highlight if the 

collected data are supported by previous theory or not. When noting “+” in the theory 

column, it shows that the theory is in lined with the data retrieved from the interview. The 

table shows that MFI1 data is in line with the theories regarding: targeting women, Self-

help group and graduated loans. When noting “/” in the table, the data is in some extent 

in line with business education; hence MFI1 is using an unstructured way of educating 

their microloan clients. Meanwhile, when noting “-“ means that the collected data does 

not support the theory, in this case the high interest rate and caste system.  

5. 3. CROSS-CASE ANALYSIS  
MFI2 has higher repayment rate and lower default risk (99, 8 percent) than MFI1 (80- 

85 percent). MFI2 controls the loan usage at higher degree compare to MFI1 and besides 

using target women, SHG, graduated loans; the organization also offers business training 

to borrowers in order to secure the loan repayment. Both of the institutions have loans 

default but at difference rates. MFI1 defaulted at 15- 20% while MFI2 has a significant 

lower default risk, which is at 0, 02%. The reason to default is the same for both MFI1 

and MFI2: borrowers used the loans for consumption purpose such as: pay school fees, 

medical treatment or in emergency cases.  
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Both MFI1 and MFI2 have used three common lending methods, which are: Target 

women, Self-help groups and graduated loans in order to increase repayment rate and 

minimize default risk within microfinance. The fourth lending method high interest 

rates- is not employed since both institutions offer low interest rates.  

 

MFI1 and MFI2 use targeting women as a lending method to provide microloans only to 

women, the institutions believe that women are better loans borrowers than men. 

According to both institutions women do repay back their loans at higher rate than men 

do and they are also more likely to use money in money-generating purposes than in 

consumptions. The mission of MF1I and MFI2 is providing microloans to help the 

economically and socially excluded people in order to lift these people from poverty. By 

offering loans to women, MFI1 and MFI2 can achieve their missions since women are 

more likely using loans to improve their families’ life quality and send the children to 

school.  

 

Both institutions did moreover use the method SHG in order to decrease default risk and 

increase repayment rate. However, the SHG at the different MFI are constructed with 

minor differences. Whereas MFI1 have rather unstructured SHG, containing one leader 

that control and lead the group, with that person sometimes also responsible for 

maintaining records of the progress of the SHG. MFI2 however, has established a SHG 

with highly strict and formal roles in the group. In the SHG at MFI2, the establishments 

of the groups are very organized with different formal roles of the members, such as 

administrative role, cashier and accountant.  However, both groups at MFI1 and MFI2 

start with a period of six months that contains a saving stage after forming the groups, all 

in order to evaluate the members’ willingness to commit to the program and their 

willingness to save money in order to receive microloans. After 6 months both groups are 

then eligible to receive microloans. The difference during the first six months period is 

that MFI2 does furthermore provide business training during the six months of savings, 

which MFI1 dose not provide. MFI1 does only provide advice in minor unstructured 

ways.  

 

At MFI1, people with close relationships combine the members of the SHG. Close ties 

unite the members of the SHG since it is family, friends and neighbors that form the 

groups. The case is often the fact at MFI2 as well. However, occasionally members of 

one group are being combined with another group at MFI2, without any close 

relationship to each other. The groups at MFI2 are then trained and helped by the 

institution to involve the different parties into one functional group. SHGs at MFI2 can 

moreover be cases of overtake from other financial institutions. Management of default 

risk and repayment rate is however managed in the same way at the MFI2 and MFI2. The 

leader of the group is the one that manages the repayment and if one member cannot 

repay their loan, the whole group works as collateral.  

 

Both interviewed microfinance institutions employ graduated loans as lending method to 

provide microfinance to their clients. The purpose of using this method is according to 

representatives to help the borrower build up her credit record. As the borrower pays 

back the loans in time, her reputation will gain. The reputation will then function as a 



 

 47 

type of social collateral in which it helps the borrower to get access to bigger loans later 

in the future. Both representatives pointed of the importance of graduated loans in a 

circumstance that the borrowers are poor people who lack physical collaterals. In the 

absence of physical collaterals these poor people often find themselves difficult to get 

financial services from traditional banks. 

 

None of the interviewed MFIs use high interest rates as a lending method. Both 

institutions are not for profits so they do not feel the pressure of charging high interest 

rates. However, MFI2 can have a slightly higher interest rate in some of its operating 

regions than MFI1 in order to cover the administrative costs. The representative from 

MFI2 explained the difference in interest rates in different regions is because these 

regions still needs fund in order to be self-sufficient and to cover the higher 

administrative costs, the majority related to business education.  

 

Business education is existent at both institutions. At MFI1, the business education is in 

a minor way by unstructured manner, whereas MFI2 does have a highly structured and 

organized business education for their clients. The business education at MFI2 is a six 

months training obligatory for all the members of the SHGs before receiving their 

microloan. The classes of business education contain 20 persons in each class. The 

business education is divided into three modules, with two modules obligatory for each 

member of the SHG, whereas one is optional. The first module is based on classes as how 

business works, what business is and the market place. Then the next step is to teach the 

SHG members subjects as product, price and promotion strategies to create a commercial 

plan for the members. The content of the classes is the same for each person. The whole 

training session is based on motto ‘no training, no money’.  

 

The business education at MFI1 is rather different. Advice and support are provided for 

the women in the SHG at MFI1, however only when asked and needed. The member 

does then have the option to ask their leader regarding the current issue, if the leader of 

the SHG is not able to help the member, NGOs can then be contacted. If NGOs cannot 

either help the member regarding the issue, the bank is then contacted to help the 

member. How the members run their businesses at MFI1 is therefore often based on 

previous experiences regarding family run businesses or other family members’ 

knowledge, since the people of the SHGs have an almost non existent education 

background.  Issues as pricing, marketing and where to buy material are therefore often 

issues that occur and are asked for the members. The advice and the education in these 

matters are as mentioned earlier not structured but they exist. This is noticed during the 

interview when the SHG noted that there was a need and a demand for more structured 

education that they believed would enhance their business success.  

  

Even though both of the MFI1 and MFI2 have different ways of providing business 

education to the SHG, the main goal of the institutions is to provide the education to 

enhance and help the women to improve and increase the success in their businesses, in 

order to decrease default risk and improve repayment rate.  
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Caste System effect on the microfinance client’s ability to conduct their businesses was 

also questioned during the interviews with MFI1 and MFI2. However in both cases the 

interviewed persons did not believe that the caste system had any effect on their 

microfinance clients businesses in Chennai. Both parties said that in other remote areas 

there are cases whereas it is more troublesome to conduct their business because people 

from higher castes can choose not to buy the products/service or avoid having business 

transactions with people from lower castes. However they have not encountered any such 

matters regarding their clients. The interviewed SHG at MFI1 had not whichever 

encounter any such matters. The group was however mainly members of higher castes 

and not the most socially and economically excluded ones as SC and ST. 

 

Table 11: Cross-case analysis MFI1 and MFI2, factors that decrease default risk and 

affect repayment rate positively 

 

Factors MFI 1 

Usage  

MFI 2 

Usage  

MFI1 

Support 

Theory 

MFI2 

Support 

Theory 

Target women Yes 

 

 

Yes + + 

Self-help group Yes  Yes + + 

Graduated loans  Yes  Yes  + + 

Business education Slightly Yes  / + 

 

 

Table 12: Cross-case analysis MFI1 and MFI2, factors that increase default risk and 

affect repayment rate negatively 

 

Factors  MFI1 

Usage 

MFI2 

Usage  

MFI1 

Support 

Theory 

MFI2 

Support 

Theory 

High interest rate No  No NA NA 

Caste system    - - 

 

+ Data supports theory 

- Data does not support theory 

/ Data supports theory to some extent 

NA Not applicable 

 

The table above presents the comparison between the collected data from MFI1 with 

theories that are mentioned in conceptualization section. The purpose is to highlight if the 
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collected data are supported by previous theory or not. When noting “+” in the theory 

column, it shows that the theory is in lined with the data retrieved from the interview. The 

table shows that MFI1 data is in line with the theories regarding: targeting women, Self-

help group and graduated loans. When noting “/” in the table, the data is in some extent 

in line with business education; hence MFI1 is using an unstructured way of educating 

their microloan clients. Meanwhile, when noting “-“ means that the collected data does 

not support the theory, in this case the high interest rate and caste system.  
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6. FINDINGS AND CONCLUSIONS 
In this chapter the findings and conclusion from this case study will be presented. The 

purpose of this study is to investigate whether the combination of business education- 

centers and microfinance institutions can influence default risk and repayment rate. The 

conclusions will be drawn from the comparisons between collected data and theories that 

are presented in conceptualization framework section. After answered our research 

question, we will end our thesis with implications for practitioners and recommendation 

for further research.    

Research question: How can the combination of business education-centers and 

microfinance institutions influence default risk and repayment rate? 

 

As stated in conceptualization framework, there are three lending methods, which 

microfinance institutions can employ in order to reduce default risk and increase 

repayment rate. The three lending methods are: target women, self-help group and 

graduated loan. There are also studies, which imply that if MFIs offer business training to 

their borrowers, these MFIs will further increase the repayment rate and decrease default 

risk. (Karlan and Valdivia, 2006; Bjorvatn and Tungodden, 2009).  

 

Both of our interviewed MFIs have three lending methods in common, which are: target 

women, self-help group and graduated loan. The usage of such lending methods is to 

secure the loan- repayment. However, only MFI2 offers structured business training to its 

microfinance clients. The theory of business training in microfinance context indicates 

that business training can reduce default risk significant. The theory suggests that training 

will lead to better business practices and increase revenues and profits given the 

condition that clients engage in some of the exact activities being taught in the program 

(Karlan and Valdivia, 2006). The theory also implies that there is a positive relationship 

between business training and repayment rate in which clients who received training are 

more likely to manage their businesses better, leading to no default in repayment. (Karlan 

and Valdivia, 2006) 

 

In the literature review, we raised a fundamental question about whether entrepreneurship 

can be taught or it is fixed personal characteristic. The answer provided by Karlan and 

Valdivia (2006) is “yes”. According to their research about female entrepreneurs in Peru, 

training led to better business practices, which in turn led to better repayment rate for the 

microloans. Our collected data shows that there is a difference in repayment rates 

between MFI1 and MFI2. MFI1 has a repayment rate around 80- 85 % and MFI2 has 

99,8%, meaning that MFI2 has less default and higher repayment rate than MFI1. The 

difference can only be addressed and explained that it was business education that makes 

the difference since both of the institutions use the same lending methods and also the 

same lending conditions to all of their customers. The only thing that distinguishes MFI1 

from MFI2 is that MFI1 does not have any well-established business training as MFI2; 
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hence this factor does affect its received repayment from its clients. Our findings 

regarding combination of business education and microfinance institution do support the 

theory. 

 

Under our interview with the SHG from MFI1, we also found a strong desire among loan 

takes that they wish they would have more business education since they do believe that 

more education will enhance their business practices. Our interviewed SHG also 

expressed that by having more business education, they are more likely to implement 

changes, which in turn can improve their businesses. In addition, we also found out that 

both MFIs do not employ high interest rates as a lending method since the organizations 

are aware that high interest rates can harm the borrowers’ abilities to repay the loans. 

Both MFIs mentioned in the interviewed that if they charge a very high interest rate, the 

high interest rate would not only drive the borrowers out of the loan market but also push 

those borrowers back to poverty.  

 

Another important result that we found is the caste system is not regarded as a factor that 

can affect the businesses and repayment rate negatively. Both MFIs did not hear any case 

in which their clients face the discrimination from people who belong to higher castes. 

Therefore we can as so far conclude that the caste system in India does not affect the 

default risk.  

  

Having a positively encouraging answer for our research question regarding the 

combination between business education and microfinance, we think that MFIs should 

not only specialize on financial services only but should integrate non- financial services 

such as business and financial training into their programs. By so doing, the result of the 

lending programs will further enhance and MFIs will also achieve the poverty alleviation 

goals easier.  

6. 1. IMPLICATIONS FOR THEORY 
The purpose of this study is to evaluate if business education can help microfinance 

institutions to decrease default risk and repayment rate. Our research question has 

developed the thesis by addressing the question, how can the combination of business 

education-centers and microfinance institutions influence default risk and repayment 

rate? The literature review is the base for the conceptualization, which results in the data 

collection. Collected data is then analyzed in comparison to existent research. Findings 

and conclusion of the thesis show supporting patterns that business education reduce 

default risk and increase repayment rate.  However our main focus of microfinance 

connected with business education in India is a new research area with a minimal amount 

of previous research. During our research we could therefore conclude that it is necessary 

to conduct more research regarding business education and microfinance, to gain a 

deeper understanding of business educations effect on the microfinance industry.  

6. 2. IMPLICATIONS FOR PRACTITIONERS 
This thesis has provided a better understanding of the combination of business education 

with microfinance institutions and their influence on default risk and repayment rate. 

Patterns during this thesis have evidence supporting that implementing business 

education with microloans will decrease default risk and increase repayment rate. 
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Practitioners need to consider the lack of educational background the majority of the 

microloan clients have and the sustainable development the microfinance institution can 

produce if providing education for their clients. Microfinance institutions should consider 

providing business education in line with the first six months of savings period, before 

receiving the microloans. In order to prepare the client for receiving the money for the 

planned venture and to conduct a successful and bearable business, to minimize the 

chance of Indian people moving into higher degree of poverty by over borrowing. 

Investing in business education will not only move people out of poverty but also 

increase repayment rate of the microfinance industry and decrease the default risk, which 

has been a major issue in India recently.  

6. 3. IMPLICATIONS FOR FURTHER RESEARCH 
During this study we encountered issues related to our research topic, which was not 

heavily focused during this thesis. Limitations and time prevented us to further discuss 

the topics, but that has cleared opportunities for future research topics in microfinance. 

This study only focuses on the Indian microfinance industry. Looking further into a 

global level how business education in combination with microfinance institutions 

influence default risk and repayment rate would be an interesting research to create a 

better overall picture of the matter. Conducting a larger case study with several 

companies to compare the differences with microfinance institutions with business 

education and institutions without education would be interesting to further highlight the 

area. Furthermore, by looking deeper into the caste systems’ effect on Indian 

microfinance clients’ abilities to conduct their businesses would also help to clarify the 

relationship between default risk and repayment rates. Lastly, it would also be interesting 

to evaluate the existent amount of the extremely socially and economically excluded SC 

and ST that receive microloans and focus on evaluating their business success. 

6. 4. LIMITATIONS 
One limitation that can have an effect on how the result of our thesis is presented is the 

issue whereas we were not able to meet the planned contact at MFI2. Instead, as 

mentioned above, we had an interview with another informant from the microfinance 

institution. The person was however not located at the office in India, therefore 

decreasing the availability of receiving in depth information regarding MFI2’ business 

education and their organization. This limitation did also eliminate the possibility to meet 

a SHG at MFI2, which eliminated their point of view of the discussed issues. The result 

of this thesis could therefore be affected by this circumstance that has limited our work.  
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APPENDIX 1 
BUSINESS TRANING SESSIONS PRESENTED IN LIMA – 2 

MODULES 
 

 

Source: Karlan and Valdivia 2006 

 

 

 

 

 

 

MODULE 1: TRANING FOR 

SUCCESS  

MODULE 2: THEBUSINESS AND 

THE FAMILY: COSTS AND 

FINANCES  

Session Title  Session  Title  

1 Training for success  1 The Business and the Family 

2 What is a business? 2 Income, Costs and Profits 

3 How does a business work? 3 My costs of production and 

Operation Resources  

4 The Market 4 How do I calculate the cost of 

production of my product? 

5 Who are my customers? 5 Prices and Price Equilibrium  

6 Who are my competitors? 

 

6 How to make a good price 

decision? 

7 Review session 1 7 The registers and controls in 

my business 

8 Business game: Module 1 8 The growth of my business 

9 My business position in the 

market 

9 Will I be able to pay my 

loan? 

10 Product and Price Commercial 

Strategy  

10 Taxes 

11 Marketplace and Promotion 

Commercial Strategy 

  

12 My commercial plan    

13 Review session 2   

14 Business Game: Module 1   

15 Business Game: Module 2   



 

 

 

BUSINESS TRANING SESSIONS PRESENTED IN AYACUCHO – 3 

MODULES 

 

 

 

Source: Karlan and Valdivia 2006 

 

 

 

 

 

 

 

MODFULE 1: MANAGE YOUR 

BUSINESS MONEY  

MODULE 2: INCREASE YOUR 

SALE  

Session  Title  Session  Title  

1 Separate Business and 

Personal Money  

1 Know your customers 

 

2 Use Business loans for 

your business  

2 Treat your customers well 

3 Calculating Profits  3 Sell to different kinds of 

customers  

4 Track, Plan and Invest 

your business money  

4 Improve your product and 

service  

5 Decide how to use the 

profits of the Business to 

satisfy the needs of the 

business and your 

personal needs 

5 Sell new and 

complementary products 

and services 

6 Prevent business looses 6 Seize opportunities to sell 

7 Manage Credits sales  7 Sell where customers buy 

the most 

8 Review of the learning 

sessions of “Manage 

Your Business Money” 

8 Set the right price 

  9 Promote your business 

with good selling practices  

  10 Plan for increased sales 



 

 

 

 

 

MODULE 3: PLAN FOR A BETTER BUSINESS 

 

Session 

 

Title 

1 Use planning steps to grow your business 

 

2 

 

Examine how your business is doing  

 

3 

 

Decide how you can improve your business 

 

4 

 

Develop and test new business ideas 

 

5 

 

Plan how much to make and sell 

 

6 

 

Plan business costs  

 

7 

 

Plan for more profit  

 

8 

 

Find resources for your business 

 

9 Prepare for unexpected events  

 

Source: Karlan and Valdivia 2006 

 

 

 

 

 

 

 

 

 

 



 

 

APPENDIX 2 
INSPIRATION TO START THEIR BUSINESS MFI1 

 

 
 

This figure views the interviewed women of the SHGs inspiration when starting their 

business. The statistics is based on the 13 people interviewed from MFI1. 

 

EDUCATION QUALIFICATION MFI1 

 
This figure represents the SHGs members and their education qualification. For example 

2 people in the SHG had qualified for 3th grade. The statistics is based on information 

retrieved from the SHG representing the 20 members.  

 



 

 

APPENDIX 3 

INTERVIEW GUIDE  
 

Interview guide for MFI1 
 

Background 

1. What is your name, position and role in the organizations and for how long have 

you been involved? 

Segmenting 

1. How do you select your clients? 

2. Do you focus on a specific geographic area? 

3. What kind of background do the clients have? Do they have previous background 

in starting their own businesses? 

4. What is the educational background for the selected clients? 

Lending Method 

1. How is the SHG formed and how many people make up a group? 

2. What are the requirements for entering the SHGs? 

3. How is the interest regarding business education among the SHGs? 

Financial Services 

1. What kind of financial services do you provide to your clients? 

2. Have you provided any business education? If not, how come? 

Default risk, Repayment rate and Microloans 

1. What are the procedures when the client wants to receive microloan? 

2. How do you evaluate the clients’ possibilities of receiving microloans? 

3. How is the loan amount decided? 

4. Does every client have the same loan terms and how are they decided? 

5. Are there any interest fees when receiving the microloan? 

6. How do you determine the interest level for the client? 

7. How do you control the usage of the microloans? 

8. Do you require the clients to present their usage? 

9. Do credit reporting existing in order to obtain information about borrows other 

outstanding loans? 

10. How did you decide the repayment frequency? 

11. How do you evaluate the borrower’s repayment ability? 

12. What is the repayment rate of your microloans? Have you noticed any difference 

regarding repayment rate and different clients? 

13. How do you manage the risk with microloans?  



 

 

14. Do you have any solutions or procedures to increase the repayment rate? 

15. What are the main reasons for a default client? 

16. Are there any other factors that you think might affect the repayment rate? 

17. For the future of microloans, what do you think should be the focus to increase the 

repayment rate and decrease default risk? 

Interview guide for MFI1 SHG 

Background  

1. What is your name and how old are you?  

2. What kind of previous work experience do you have? 

3. Do you have any experience of having your own business? If so, what kind of 

business was that? 

4. What is your educational level? 

5. What caste do you belong to? 

Default risk and repayment rate 

1. How did you get contact with your MFI 

2. What did you do in order to receive a microloan? 

3. How many times have you received microloans? 

4. What is your purpose of borrowing? 

5. How did you use the loan? 

6. What is your repayment rate? 

7. Have you ever had problems repaying your microloans?  

8. What is the cause when struggling to repay the microloan? 

9. Have you ever default as a microloan client? 

Business Education 

1.  What kind of business are you involved in now?  

2. Did you already run a business before you got the loan or did you start a new 

business afterwards? 

3. How did you get inspiration to start your business? 

4. Did you know how to run a business before receiving the loan? 

5. Did you get any help/advices regarding how to conduct a business from your 

MFIs? If yes, for how long? 

6. What kind of advice did you receive?  

7. Did you get help regarding basic training in setting price, marketing, customer 

service and product strategies? 

8. Did you implement any of the basic training provided into your business? 

9. How did you find the advices to impact your business? 

10. Do you feel that the business training is suitable to your learning ability? Do you 

find it hard or easy? 



 

 

11. Did you follow the training from the start to the end? 

The Caste System 

1. How do you feel that your caste impact your business?  

2. Have you meet any types of difficulties when conduct business with people from 

other caste?  

 

Interview guide for MFI2  

Background 

1. What is your name, position and role in the organizations and for how long have 

you been involved? 

Clients Background 

1. How do you select your clients? 

2. Do you focus on a specific geographic area? 

3. What kind of background does the clients have? Do they have previous 

background in starting their own businesses? 

4. What is the educational background for the selected clients? 

Lending Method 

1. How are the SHG formed and how many people make up a group? 

2. What are the requirements for entering the SHGs? 

3. What are the requirements that the clients need to fulfill in order to borrow bigger 

loans? 

4. How is the interest regarding business education among the SHGs? 

Business Education 

1. What is the primary purpose of starting the education center? 

2. How are your microloans and education centers structured?  

3. What kind of difficulties did you face when grounding the education center? How 

did you solve it? 

4. How do you reach to the borrowers? 

5. How are the classes organized?  

6. What kind of formal education background do your clients have? 

7. Are there many persons who are illiterate among your clients?  

8. In case yes, how do you teach illiterate women? What kind of methods do you 

use? Are there any troublesome elements when implementing such teaching 

methods? 

9. What kind of business training do you offer to clients? 

10. What is the content of the training? 

11. Is the content of teaching material same for every class? 



 

 

12. How do you measure the effect of the education for the borrowers? 

Are there any follow-up programs? In that case, how do you organize it? 

13. Have you noticed any change in terms of running their business more successful?  

If so, how? 

14. How is the rate of the overall participation in the business classes? 

15. What is the rate considering dropouts of the participations in the business class? 

What is the reason behind the dropouts? 

Default risk, Repayment rate and Microloans 

1. What are the procedures when the client wants to receive microloan? 

2. How do you evaluate the clients’ possibilities of receiving microloans? 

3. How is the loan amount decided? 

4. Do every client have the same loan terms and how are they decided? 

5. Are there any interest fees when receiving the microloan? 

6. How do you determine the interest level for the client? 

7. How do you control the usage of the microloans? 

8. Do you require the clients to present their usage? 

9. Do credit reporting existing in order to obtain information about borrows other 

outstanding loans? 

10. How did you decide the repayment frequency? 

11. How do you evaluate the borrowers repayment ability? 

12. What is the repayment rate of your microloans? Have you noticed any difference 

regarding repayment rate and different clients? 

13. How do you manage the risk with microloans? Do you have any procedures in 

order to increase repayment rate? 

14. What are the main reasons for a default client? 

15. Do the education centers increase the repayment rate? 

16. Are there any other factors that you think might affected the repayment rate? 

17. For the future of microloans, what do you think should be the focus to increase the 

repayment rate and decrease default risk? 

 

 


