
Dear Readers 
2008 has taken off to be a year of turbulence. Macro-economic conditions are rather 
gloomy, and particularly the food price pressures carry risks for India’s poor, who are 
not only the vast majority of the country, but also our Microfinance clients.  
The National Commission for Enterprises in the Unorganised Sector (NCEUS) has 
published a detailed, 376-pages strong report on the conditions of work and promo-
tion of livelihood in the unorganized sector. The report discusses a wide range of rec-
ommendations how to improve the lives of the poorest. Yet, at the same time it is a 
painful demonstration that a decade-odd of economic growth has had little impact on 
the scale of informality; and informality remains widely tied up with poverty. Oliver 
Schmidt has reviewed the NCEUS-report for you (page 2).  
India Microfinance is proud to side with those who break that tie. The NCEUS-report 
shows that the biggest economic improvement is in two areas: On the one had, salary
-income in the organized sector, even if the employment is informal in nature. On the 
other hand, the most successful group, self-employment outside agriculture. These 
entrepreneurs are our microfinance clients.  
In agriculture, where employment - both self (farmers) and dependent (labourers) - 
practically completely falls into the unorganized sector, the perspectives are rather 
bleak. Microfinance may help to diversify income, but at the end of the day, the ball 
is in the court of government to both lead and cushion the transition of India’s agri-
cultural sector. Let us hope that the farm loan waver will be more fruitful than harm-
ful, even if experts would have advocated rather different measures (Sa-Dhan patrika 
has summarized the arguments about the farm loan waiver on page 10). 
Sa-Dhan is determined to spread the opportunities of Microfinance to the North East 
Region (NER). In April, we released a detailed study of the structure, scope and scale 
of the (micro)finance sector in the 8 states of NER. Punam Gondia gives you a high-
light from that report, discussing the case of informal finance in NER (page 11).  
 
Enjoy Reading 
Mathew Titus 
Executive Director 
Sa-Dhan 
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Introduction 
1 in 6 of the world's labor force is Indian – about 460 million persons in 2004/05. 92% 
work informally; only 8% of India's 2004/05-workforce is formally employed. 

The number of formally employed Indians has been pretty much constant since 
1999/00, at 35 million. Hence, the share of formal employment in India has been 
shrinking over a period of peak-economic growth. 

4 out of 5 informal workers are poor and vulnerable. They expend between 20 and as 
low as 9 rupees per day. 90% of informally employed casual workers are counted 
among the poor; as well as the vast majority of informal self-employed and informal 
regular wage workers. 

The government of India has appointed a National Commission for Enterprises in the 
Unorganised Sector. It presented a report rich on data, case studies and thorough lit-
erature review on the conditions of work and promotion of livelihoods in the unorgan-
ized sector (NCEUS 2008).  

This article presents a flashlight of the NCEUS-report on the four main groups in the 
realm of informal employment, i. e. agricultural and non-agricultural, either depen-
dently or self-employed (section 2). It then proposes some hypothesis on the reasons 
for persistence of India's evil twins (section 3). The article concludes with some re-
marks on the role of microfinance (section 4). 
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India's "evil twins" informality and poverty – a review of  N 

2 Socio-economic profiles of the 
main groups of informal employ-
ment 
Agricultural self-employment (farmers) 
By and large, India is an agricultural coun-
try. More than half of its labor force is de-
ployed in agriculture; most of it infor-
mally. 253 million Indians are counted in 
the agricultural labor force 2004/05; 
nearly 90% are poor and vulnerable (table 
1). 
However, India has been going through a 
tremendous economic transformation. Ag-
ricultural contributions to GDP and work-
force have been shrinking over two dec-
ades. In 2004, agriculture only contributed 
slightly above 2 out of 10 rupees of the 

GDP. It is expected to half by 2020. Cor-
responding agricultural employment is 
projected to contract to 40% of the labor 
force. Note that the economic transfor-
mation takes place to the background of a 
growing population (about 110 crore in 
2004 to 120 crore in 2020).  
Unfortunately, the contraction of GDP-
contribution and employment is mirrored 
by stagnating or even decelerating pro-
ductivity growth and hence output. In the 
light of the present global food crisis, this 
is a significant point to note. After the 
"Green Revolution" governments around 
the world diverted their attention from 
agricultural development – e. g. research, 
productivity growth, value-addition – to-

More than half of  
India’s labor force is 

deployed in 
agriculture; most of it 

informally.  
However, agricultural 
contributions to GDP 
and workforce have 
been shrinking over 

two decades.  

By Oliver Schmidt, 
Sa-Dhan Manager - 

Regional Office  
(oliver@sa-

dhan.org) 
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  Non-Agricultural  
Sector 

  Agricultural Sector   Total 
(in million) 

  Poor and 
vulnerable 

Higher 
Income 

  Poor and 
vulnerable 

Higher 
Income 

    

Dependently 
employed 

50.9 25.8   77.9 9.1   163.7 

Self-
employed 

50.1 42   142.9 23.3   258.3 

Total 
(in million) 

101.0 67.8 168.8 220.8 32.4 253.2 422.0 

Note that NCEUS defined poor and vul-
nerable based on six categories of con-
sumption expenditure. The lower four 
categories – extremely poor, poor, mar-
ginally poor and vulnerable – represent up 
to 75%, 75-100%, 100-125% and 125-
200% respectively of the national poverty 
line. They correspond to 9, 12, 15 and 20 
rupees average consumer expenditure per 
capita per day. In 2004/05, 836 million 
Indians were counted among the poor and 
vulnerable, out of which 237 million were 
extremely poor and poor. 

wards other sectors. So did India. 
The economic transformation is not only 
reflected in rural-urban migration – which 
is moderate in India compared to interna-
tional urbanization trends – but also trans-
formation of the rural economy itself. The 
share of agriculture among the rural work-
force shrank from 81.6% in 1983 to 72.6% 
in 2004/05. 
About 2 out of 3 agricultural workers are 
self-employed, i. e. farmers. 45.0% of 
farmer households command marginal and 
below landholdings (less than 1 hectare), 
26.5% of farmer households command 
small landholdings (less than 2 hectare). 
Due to partible inheritance, the number of 
marginal and below landholdings has been 
increasing. To mitigate declining land-
property, farmers attempt to lease-in land 
to constitute feasible farms.  
The issue of land-leasing or "tenancy" is 
complex; leasing incentives and arrange-
ments differ regionally along weather, soil 
and crop conditions. However, the bottom 
line is that tenancy reform, intended to pro-
vide proprietorship to erstwhile tenants, 
"had the perverse impact of driving tenancy 
underground, and making it more difficult 

for tenants to lease land on secure and rea-
sonable conditions" (NCEUS, 2008:140).  
Informal leasing increased the vulnerabil-
ity of small-hold farmers, and also be-
trayed scholars of reliable data about the 
volume and effects of the phenomenon.  
The lack of recognized tenancy is one of 
the factors driving small and marginal 
farmers into informal debt from money-
lenders, friends and relatives and traders 
(figure 1). These are bound to become 
ever-pressing burdens, driving the farmers 
into a permanent state of over-
indebtedness and prohibiting them from 
growing assets.  

Table 1:  
Informal Em-
ployment in 
India, 2004/05 

Source (all tables/figures): NCEUS (2008), own calculations. 

Tenancy reform 
"had the perverse 
impact of driving 
tenancy 
underground, and 
making it more 
difficult for tenants 
to lease land on 
secure and 
reasonable 
conditions" .  
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This becomes very obvious by comparing 
income and consumption expenditure of 
farmers. Up to a landholding of 4 hectares, 
the latter exceeds the former, driving the 
farmer into debt (figure 2). In effect, the 
situation of these farmers differs but by for-
mal status from forced labor. Too often, it 
is forced labor although such is illegal un-
der the Bonded Labor System (Abolition) 
Act, 1976. 
2 out of 5 farmers are women. We do not 
know the break down of land sizes by gen-
der of proprietors, but judging by informa-
tion about education and work conditions 
and pay of women – throughout the groups 
lower and worse than for men – we may 
assume that most female farmers are in the 
marginal segment.  
Education of farmers is very wanting in-
deed. Only 13.6% of all farmers and only 
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In effect, the 
situation of these 

farmers differs but 
by formal status 

from forced labor. 
Too often, it is 

forced labor 
although such is 

5.8% of female farmers attained secon-
dary and above education. About half of 
the male and three quarter of the female 
farmers are illiterate and below primary 
education. NCEUS (2008:113-1114) 
notes: 
"With the ongoing commercialization of agri-
culture, crop diversification, introducing of 
new technologies and the imperative for bet-
ter information processing, education has to 
be reckoned as a key input in any attempt at 
overall development and modernization of 
agriculture and improve the welfare of the 
people dependent on it." 
Agricultural dependent employment 
(laborers) 

Agricultural laborers take up manual activi-
ties in agriculture in return for wages. Agri-
cultural laborers can be characterized as 
small-hold farmers, just much worse off.  

India's "evil twins" informality and poverty cont’d 

Figure 1:  
Informal Credit 

for Farmers 



Their landhold-
ings are smaller; 
over 7 out of 10 
agricultural la-
borer households 
own marginal 
and sub-marginal 
farms; compared 
to about 4 out of 
10 farmers. 2 out 
of 10 agricultural 
laborers are land-
less; they are the 
worst off because 
their fall-back 
position is but 
starvation and suffering. 
Educational status of agricultural laborers 
is even worse than that of farmers. Three 
quarter are illiterate and below primary 
(and over four fifth of the women); only 
3.6% attained secondary and above educa-
tion. 
Thus, agricultural laborers persist to be 
most vulnerable to poor working conditions 
and economic exploitation. 98% of agricul-
tural laborers survive on casual labor. Men 
can expect to secure 227 wage employment 
days over the year, compared to 184 for 
women. Along with the decline of India's 
agricultural sector that figure has been 
shrinking, down from 244 and 196 respec-
tively in 1993/4. The trend for women has 
been less pronounced, probably because 
their pay for the same kind of work is only 
70% that of males'. 
Their desperate situation forces agricultural 
laborers into migration, looking for work 
either in agriculture (seasonal migration) or 
in other areas. Whereas the majority of ru-

Rupees 

Land 
size in 
hectare 

Page 5 Volume 9, Issue 2 

-1500

-1000

-500

0

500

1000

1500

2000

2500

3000

3500

<0.01 0.01-0.4 0.31-1 1.01-2 2.01-4 4.01-10 >10

Agricultural laborers are the most vulnerable - NCEUS review cont’d 

ral migrants become self-employed, most 
urban migrants enter regular employ-
ment. Women are more often bound to 
casual labor. 
"Migration often involves longer working 
hours, poor living conditions, social isolation 
and inadequate access to basic amenities […] 
The poor migrant workers are extremely vul-
nerable and often resort to employment 
through exploitative contractors and middle-
men […] This greatly increases the depend-
ency of the group on these middlemen and 
accentuates risks and uncertainty. In the rural 
agricultural sector employment is mainly 
through such middlemen who recruit at entry 
points such as railway stations and bus 
stands, while in the urban informal sector 
friends and relatives also act as the link be-
tween the employer and the migrant worker. 
[…] Migrant wage workers often face eco-
nomic exploitation when they are paid wages 
which are lower than what are received by 
local counterparts. […] Wages for women 
migrant workers are lower than the male mi-

Figure 2:  
Difference be-
tween average 
monthly income 
and consump-

Migration often 
involves longer 
working hours, 
poor living 
conditions, social 
isolation and 
inadequate access 
to basic amenities  



Non-agricultural employment - cont’d from previous pages 
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conditions of workers are inhuman. […] 
Studies have noted that large numbers of 
workers were cramped in a tiny room, or that 
the roof of work shed was very low making 
the workplace hot, humid and stifling. […] 
Studies also found that the workspace was 
same as the living space for the worker and 
her family and the result was the highly in-
adequate working space as was the living 
quarters."  (NCEUS, 2008:30-31) 

Education measured in average years of 
schooling is significantly higher among 
workers with more regular employment 
as compared to casual workers. Interest-
ingly, it is also higher among more regu-
larly employed workers – informal em-
ployment within formal companies – than 
among the self-employed. Among the 

0 4 8 12

all non-agricultural laborers

informally employed w ithin formal urban companies:men

informally employed w ithin formal urban companies:w oman

non-agricultural casual w orkers: rural, men

non-agricultural casual w orkers: rural, w omen

farmers: men

farmers: w omen

agricultural laborers: men

agricultural laborers: w omen

Figure 3:  
Average 

(mean) years 
of schooling 

grant workers. […] Further, payments are ir-
regular and, sometimes, are not made in 
time.” (NCEUS, 2008:97-98) 

Non-agricultural dependent employment 
About three quarter of all non-agricultural 
laborers are engaged in manufacturing and 
construction; additionally, trading or trans-
port features high among male; domestic 
services among female laborers. 
In manufacturing, textiles, wood and its 
products and non-metallic mineral are pre-
dominant for male, textile and non-metallic 
mineral products for female laborers. 
"Numerous studies have pointed out the poor 
working conditions in the unorganized sector in 
India. In survey after survey and industry after 
industry, researchers have noted that physical 

Education of 
urban laborers is 

better than that of 
rural laborers, 

with the wedge 
widening towards 

more regular 
employment 
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Non-agricultural self-employment offers the best perspectives—NCEUS review cont’d 

urban who are more regular employed, 
educational status of men and women is 
roughly equal. Otherwise, women's 
schooling is 2 and more years less than 
that of men. Education of urban laborers 
is better than that of rural laborers, with 
the wedge widening towards more regu-
lar employment. Thus, schooling differ-
ence between urban rural casual laborers 
is less than a year, but 2.5 years for men 
informally employed within rural compa-
nies versus 
urban compa-
nies; and 4.4 
years for 
women. 
Most striking 
is the differ-
ence between 
non-
agricultural 
and agricul-
tural employ-
ment. For all 
of the latter, 
both depen-
dently and self
-employed, 
the average 
years of schooling are less than for the 
lowest educational status of non-
agricultural employed, those are rural 
casual laborers (with the slight exception 
of male farmers; figure 3). 
Non-agricultural self-employment 
Non-agricultural self-employment com-
prises of "own-account-work", unpaid 
family work (also known as "contributing 
family member) and employing (non-
family) others. Non-agricultural self-

employment, usually in an urban setting, 
is less prone to poverty and vulnerability 
than all other segments of informal labor. 
Near to half of the non-agricultural self-
employed manage to escape the lowest-
income-categories (table 1). 
2 out of 3 self-employed work on their 
own-account, i. e. a "one-person-
enterprise". Only about 2% (only 0.4% 
women) employ others beyond their fam-
ily members. Their main areas of deploy-

ment are construc-
tion, manufacturing 
and transport. In 
1999/2000, 12.6 
million self-
employed worked 
in the manufactur-
ing sector, 20.1% of 
them were home 
workers. Main seg-
ments of manufac-
turing regarded 
were food products 
and beverages, 
wood and its prod-
ucts, textiles and 
wearing apparel. 
Non-agricultural 

Self-employment among women is con-
siderably higher in rural than in urban ar-
eas. In urban areas, it is approximately 
equal among men and women. However, 
the share of women working as unpaid 
family members is more than double 
(urban) and more than trice (rural) as high 
as that of men. 
The challenges of informally self-
employed and their enterprises are secur-
ing, maintaining and growing assets, in-

It has become custom in India to term 
"unorganized" what is internationally known as 
"informal" sector or employment. The rationale 
is not quite obvious. On the one hand, the term 
"organized" seems to stand for "in the realm of 
government bureaucracy". However, apparently 
there are a lot of "unorganized" occurrences in 

that realm such as corruption and sadly low 
quality of public services. On the other hand, the 
"unorganized" workers are likely to be the most 
organized ones – otherwise how would they sur-
vive at all, not least the "unorganized" inflictions 

from the realm of government bureaucracy? 
Therefore, this article chooses to apply the inter-

national notion of "informal" versus "formal".  

The challenges of 
informally self-
employed and 
their enterprises 
are securing, 
maintaining and 
growing assets, 
including the use 
of credit, and 
accessing 
information and 
technology.  

2 out of 3 self-
employed work on 
their own-account, 
i. e. a "one-
person-
enterprise". Only 
about 2% (only 
0.4% women) 
employ others 
beyond their family 
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Why do poverty and informality persist in India? 

comprehensive. This rather big job is still 
waiting to be tackled by GoI; experience 
suggests that the best time to do so is a 
time of expanding scope of re-distribution. 
A closer look at the more successful infor-
mal workers points at three variations of 
the same driver. The driver is accumula-
tion of assets, and the variations are (1) 
entrepreneurial opportunity, (2) regular 
wage income and (3) feasible farm sizes. 
Two out of these success factors have ma-
terialized exclusively in the non-
agricultural realm. Moreover, most of the 
material presented in the commission's re-
port suggests that they have come to be not 
because but despite government interven-
tion. It is breath taking, and for the out-
sider surprising, to see the large number of 
laws that regulate the workplace and the 
relations manifest at it. Yet, most of these 
are hardly worthy the ink. Rather, they ap-
pear to be suffocating entrepreneurial op-
portunity, such that  the overwhelming 
majority of enterprises remains in the 
realm of informality, one-person-show and 
family, and the creation of regularly pay-
ing jobs is painfully below demand. 
At the same time, shrinking employment 
opportunities in the agricultural sector 
drive the majority of Indians into misery. 
Not only is the transformation from agri-
cultural to non-agricultural labor con-
gested. Also, the development of robust, 
high-productivity agricultural businesses is 
crippled. For sure, such a transformed ag-
ricultural sector will not accommodated 
the number of workers as was formerly the 
case. But it will ensure that Indians and 
others are fed at reasonable prices, and the 
income of the new agro-entrepreneurs will 

cluding the use of credit, and accessing 
information and technology. They have to 
master these with a comparatively poor 
endowment of formal education; as is ap-
parent from their success compared to 
other informal workers, the blend of non-
agricultural opportunity, entrepreneurship 
and family network, these can be substi-
tuted for to a great degree. They become 
more pressing liabilities when it comes to 
expanding the company to hiring stuff and 
larger scale operations.  
3 Why do poverty and informality 
persist in India? 
"[T]here is an old mindset that refuses to face 
up to [our key problems today] and is still 
fighting yesterday's battles. Our biggest single 
problem is the lack of jobs for ordinary peo-
ple. We need employment for the semi-skilled 
on a large scale […] We need to industrialize 
to provide jobs for people with fewer skills. 
Why is it not happening on the scale we 
would hope?"   
(Manmohan Singh [quoted by Luce, 2006]) 

From the impressive set of data and infor-
mation arises ultimately the question: 
Why has the informal sector refused to 
shrink under the surge of one and a half 
decades of ever-peaking economic 
growth? Why has less than 1 out of 4 in-
formal workers been able to escape pov-
erty and vulnerability? Why do 2 out 3 of 
those who succeeded fall into the non-
agricultural realm? 
The commission notes that India has 
largely failed to set up a system of social 
security – a "social floor". Whereas the 
concrete features differ from country to 
country and are at times disputed, it is un-
deniable that it is the role of government 
to set the framework, hopefully fairly 

Why has less than 
1 out of 4 informal 
workers been able 
to escape poverty 
and vulnerability? 
Why do 2 out 3 of 

those who 
succeeded fall into 

the non-
agricultural realm? 

"[T]here is an old 
mindset that 

refuses to face up 
to [our key 

problems today] 
and is still fighting 

yesterday's 
battles. Our 

biggest single 
problem is the lack 
of jobs for ordinary 

people.“ 
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create demand in other areas, thus facili-
tating the emergence of the non-
agricultural sector.  
The single factor to smoothen and accel-
erate the transformation process would be 
education. However, despite a nominally 
free education system for everybody, In-
dia has bitterly failed its people on this 
account. Lack of education, lack of capa-
bility to access information is the biggest 
and most painfully shoot-down factor for 
India's poor. Economically, accumulating 
education and information is another 
variation of accumulating assets. 
4 Concluding Remarks 
The National Commission for Enterprises 
in the Unorganised Sector has presented 
an tremendous collection of data and in-
formation. The sketch presented here is 
but scratching the surface. Naturally, the 
subject of the NCEUS-report is identical 
with the subject of microfinance. The in-
formal worker is the microfinance client; 
seeking micro-credit for her enterprise, 
seeking savings to mitigate the risks of 
life – which more often than not material-
ize in the ability to pay school fees – seek-
ing remittance services to send money to 
the relatives left behind by the migrant 
worker.  
MFIs may pride themselves that they are 
part and parcel of the transformation out-
lined above. In India, their main focus has 
been the creation of non-agricultural in-
come in rural areas, as well as smoothen-
ing of agricultural income. Indian MFIs 

 2008-NCEUS-report - relevance for Microfinance 
are now increasingly serving the urban 
informal workers as well (Sa-Dhan 2008). 
The most important "service" of microfi-
nance is empowerment of its clients to 
wield their own faith, without tampering 
by bureaucrats (Fernandez 2008). 
Therefore, the NCEUS-report makes valu-
able reading for every microfinance prac-
titioner; Sa-Dhan regional office Hydera-
bad has been equipped with a copy 
(including a CD-Rom with three earlier 
NCEUS-reports as well), accessible for its 
members and other stakeholders. 
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Wait a moment: Farm loan Waiver 
In his budget speech on 29th Feb. 2008, Finance Minister Chidambaram announced a waiver for farmers’ loans 
of a volume of about Rs. 60,000 crore (US$ 15b). The scheme covers all agricultural loans disbursed by sched-
uled commercial banks, regional rural banks and cooperative credit institutions up to March 31, 2007 and over-
due as on December 31, 2007 and which remained unpaid until February 29, 2008. For marginal farmers (i.e., 
holding up to 1 hectare) and small farmers (1-2 hectare) complete loan amounts are waived; for other farmers 
an one time settlement (OTS) scheme offers a rebate of 25% against payment of the balance of 75%. 
It is the biggest such cut since 1990. The Union Government expects this waiver to relief both banks and farm-
ers from non performing loans provide them with fresh liquidity. This shall eventually expand rural investment 
and production. Agricultural Gross Capital Formation as a proportion of GDP was 12.5% in 2006-07. Mr. 
Chidambaram says it needs to be raised to 16% to achieve the target growth rate of 4 per cent. In combination 
with rising food prices – incentive for investment – the strategy might work with regard to the banking system. 
RBI is reported to back the scheme, most commentators do not expect any distorting effects as occurred in 1990 
when many cooperative banks when bankrupt.  
However, many question still the accuracy of the scheme with regard to the root problems of Indian farmers. 
On the one hand, it is doubtful if the waiver will reach the target group. Many argued like agro-economist M S 
Swaminathan that it was difficult to compare farmers owning two hectares in Punjab with those with holdings 
of similar size in Rajasthan or Vidarbha. They hold that the size of holdings in distressed areas should be much 
bigger. Also, those on the verge of desperation might well be bigger farmers who took risks on cotton crops.  
On the other hand, it is rather unlikely that the waiver will translate into reduced distress and improved invest-
ment among the target group. About 1 out of 2 marginal and small-hold farmers does not access credit from the 
formal banking system to which the waiver refers exclusively. Private moneylenders account for Rs 40,000-
crore debt, carrying an interest rate greater than 30%. Even if marginal and small-hold farmers accessed credit 
from the formal banking system (on average Rs. 8,870), it is mostly for livestock, implements and even mar-
riages, while the waiver refers to crop loans exclusively.  
Indeed, the committee to examine agricultural indebtedness said that those who repaid their dues promptly must 
be rewarded. It suggested among others a rescheduling of loans and interest (sic!) waiver for two years as well 
as fresh loans to farmers affected by natural calamities and a Moneylenders Debt Redemption Fund with a cor-
pus of Rs. 100 crore to operationalise the scheme. Above all, the committee emphasized the need for timely and 
adequate credit by toning up rural financial architecture. To that end, it proposed among others Self-help 
Groups to help small and marginal farmers and steps to reduce production and marketing risks. 
Sadly, instead of systematically reducing vulnerability, politics opted for punishing those who are too much in 
awe of the system to abuse it or who depended on their own savings to run their farm, while defaulters are re-
warded for their laxity – among them numerous well-off agriculturalists in areas of the “green revolution”.  
Sources:  

P. Chidambaram: Union Budget 2008-2009, under: http://www.hindu.com/nic/unionbudget2008_09.pdf, 29 Feb, 2008; S. Jain: 
Rs 60,000-cr farm loan waiver: some relief in suicide country, banks laugh all the way to govt, under: http://
www.indianexpress.com/story/278931.html, March 01, 2008; S Gangadharan: PC’s farm loan waiver: Rescue act or opening a 
Pandora’s box, under http://www.dnaindia.com/report.asp?newsid=1154559, March 06, 2008; The Economist, Write-offs as 
high as an elephant's eye, under: http://www.economist.com/world/asia/displaystory.cfm ?story_id=10809412, March 06, 
2008; K. Narang: RBI supports farm loan waiver scheme, under: http://www.thehindubusinessline.com/2008/03/07/ sto-
ries/2008030751110600.htm, March 07, 2008. 
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By Punam Gondia, 
Sa-Dhan Senior Pro-
gramme Executive 
(punam@sa-
dhan.org)  

1  Introduction 
The Indian banking system, which is 
among the largest banking networks in the 
world, does not reach most of the rural 
poor in India. E. g. about 70% of the In-
dian population from rural areas accounts 
for only 30% of bank deposits. Banks do 
not meet the credit requirements of the 
poor; hence people are forced to go to the 
moneylenders for credit. Though the 
banks have been nationalized, they per-
ceive rural credit to be a high risk and 
high cost proposition. For obtaining loans 
from the banks the poor people have to 
follow procedures which are time consum-
ing and difficult to understand.   
In many developing countries, and lately 
increasingly so in many industrialized 
countries, the vast scale and rate of growth 
of the informal sector presents a dilemma 
and a challenge for governments, social 
partners and the civil society alike. A di-
lemma, as the informal sector provides 
credit to the poor which does not only dif-
fer qualitatively from those in the formal 
sector, but also infringe upon established 
rules and laws. A challenge, as it absorbs 
a large and growing fraction of the infor-
mal activities and engagement of people 
from various professional background like 
teachers, small business owners etc., find-
ing themselves excluded from formal bank 
linkage and income opportunities.  
Self-Help Groups (SHGs) have quietly 
mushroomed in most of the region in east-
ern India. Millions of poor, predominantly 
women, are now members of thousands of 
SHGs. Microfinance caters to commercial 
needs of poor for enabling them to raise 
their income levels and improve standard 

Informal Finance Sector in India’s North East Region (NER) - How Viable?  

Outline 
In April 2008, Sa-Dhan released a study 
about the status of microfinance in North 
Eastern region, undertaken in association 
with Indian Institute of Banking Manage-
ment (IIBM), Gawhati. "Expanding Out-
reach to Underserved Regions: Micro 
Finance in the North East Region" un-
veiled the role and evolution of the region’s 
informal sector in delivering financial ser-
vices. The study is available at Sa-Dhan. 
The North East Region (NER) is one of the 
poorest regions of India . Each of the eight 
NER-states differs widely in terms of po-
litical and socio-economic environment. 
Almost 98% of the land area in the NER 
runs along international borders with Bhu-
tan, Bangladesh Myanmar and China. 
This article attempts to highlight the vari-
ous traditional informal systems of savings 
and lending in the north eastern region 
based on the study and to identify the role 
played by informal financial institutions in 
financial development. The article is organ-
ized in the following manner. The next sec-
tion introduces the scope of informal sec-
tor, with particular regard to finance. Sec-
tion 2 provides a brief profile of North east 
region in India. The third section provides 
an overview of distribution of informal 
credit within the region. This is done by 
taking into account NSSO survey (2003), 
North East Region Community and Re-
source Management for Upland Areas 
(NERCMP) survey and data from Sa-
Dhan’s report. The fourth section discusses 
the various informal sources for the credit 
and the final section concludes with a gen-
eralizing outlook at the findings from the 
study .  

Self-Help Groups 
(SHGs) have 
quietly 
mushroomed in 
most of the region 
in eastern India. 
Millions of poor, 
predominantly 
women, are now 
members of 
thousands of 
SHGs.  
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of living. It also includes support ser-
vices such as thrift, market assistance, 
technical assistance, capacity building, 
insurance and social programmes. It is 
not the lack of skills that makes pov-
erty persist. It is lack of opportunity 
and lack of reliable credit. Microfi-
nance institutions are making differ-
ences in the characteristic of the distri-
bution of credit behavior of the poor. 
2. A snapshot of India’s North 
Eastern Region 
North-East India refers to the eastern-
most region of India consisting of the 
contiguous Seven Sister States 
(Arunachal Pradesh, Assam, Nagaland, 
Manipur, Meghalaya, Mizoram, Tri-
pura) and Sikkim. North-East India is 
linguistically and 
culturally very dis-
tinct from the other 
states of India. A 
large number of the 
inhabitants speak Ti-
beto-Burman lan-
guages and have cul-
tural similarities with 
South-East Asia and 
Tibet.  
However, though similar in some 
ways, each state possesses a distinct 
physical, cultural and socio-economic 
identity. The political environment is 
different – and so are the problems. 
The ways of life differ – and along 
with it the attitudes, the work culture 
and the thought processes. 
Hill area constitutes 70% of NER. 
Population, except in the valleys and in 
Assam, is sparsely distributed. The en-

tire region has roughly a population of 
3.88 crore, of which 3 crore is concen-
trated in Assam. The rail network is 
poor and also concentrated in Assam. 
Compared to the national average of 73 
km of road per 100 square km, the aver-
age road length in the region 53 km 
only, with Arunachal Pradesh having the 
least length of roads - 12.20 km per 100 
sq km. Access to markets in the region 
is difficult because of the poor infra-
structure. 
Agriculture remains the main economy 
of the region engaging almost 75% of 
the workforce. Most other economic ac-
tivities are of small scale, mostly de-
ploying traditional skills of weaving and 
handicrafts.  

People lack access to 
basic education and 
health facilities and 
have small land hold-
ings. People lack mar-
ket opportunities and 
communication facili-
ties.  
Last but not the least, 
people lack access to 
financial services. Pro-

viding access to micro-finance is consid-
ered not only a precondition for poverty 
alleviation, but also for empowerment 
(Fernandez 2008).  
The data collected for the study is based 
on individual case studies and some sec-
ondary data. The surveys took place to 
have a broader perspective of the region. 
IIBM carried out the study by taking 
larger sample sizes in the smaller areas.  
3. Regional distribution of infor-

Informal Finance Sector is the main provider of  financial  
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In the states 
Meghalaya, 
Mizoram, Tripura 
and Sikkim the 
percentage of loan 
from government 
agencies (formal) is 
high whereas in the 
states of 
Arunanchal 
Pradesh, Assam, 
Manipur and 
Nagaland the 
percentage loan 
from informal 
institutions is high. 

mal credit 

As the topography of NER is uneven 
most of the informal financial sector is 
concentrated in the plain region. How-
ever due to rapid urbanization, the infor-
mal sector is growing at a slow pace in 
the undulating terrain.  
In the states Meghalaya, Mizoram, Tri-
pura and Sikkim the percentage of loan 
from government agencies (formal) is 
high whereas in the states of Arunanchal 
Pradesh, Assam, Manipur and Nagaland 
the percentage loan from informal insti-
tutions is high. The reason appears to be 
the topography. The plain area has an 
easy access to government institutions 
and banks whereas the hilly terrain is 
difficult for the banks and govt. institu-
tions to access. 
It is quite evident from the data that 
most of the loans are availed for house-
hold expenditure and unspecified pur-
poses. Productive loan use (Farm and 
non-farm activities) is minimum 
(highest in Meghalaya with 26.3%, fol-
lowed by Sikkim with 15.7% and 
Mizoram with 14.6%) as compared to 
household expenditure. Whereas as peo-
ple’s important urgent need is farming 
expenses, they consume loans in various 
household expenditure. There is a need 
to look into the data in more depth. The 
percentage of unspecified loan is highest 
in the state of Meghalaya, followed by 
Arunanchal Pradesh and Tripura respec-
tively. 
According to the 2003-Farmers House-
hold Survey by NSSO Meghalaya has 
almost 94% Households borrowing from 
informal sources followed by Assam 

with 68% and Arunachal Pradesh with 
67%. While the percentage share of total 
amount of loans from banks is high in 
the states of Mizoram, Nagaland, Sik-
kim and Tripura, in almost all districts 
the percentage is quite high for borrow-
ing from friends and relatives. By and 
large, the informal sector is dominant 
over the formal sector. The percentage 
of loan availed for non-farm activities is 
higher than that for farm activities . 
If the money-lending sources are studied 
on the basis of sensitivity index, it is 
found that the money lenders, relatives 
and friends are easy to access but in case 
of cost and reliability these types of in-
stitutions are not reliable.  
State-wise it is interesting to note that 
the percentage of formal linkage is high 
in Meghalaya followed by Assam and 
Manipur. Around 80% of the loans 
availed are from formal institutions fol-
lowed by friends and relatives (13.6%) 
money lenders and other sources (1.2% 
and 5.2% respectively).  
4 Informal Sourcing of Credit  
Informal financial transactions can be 
defined as financial activities that are 
not regulated by any government author-
ity. Unlike formal, such transactions 
rarely use legal documentation or the 
legal system to enforce contracts. The 
most common source of informal fi-
nance (usually interest-free) is from 
relatives and friends.  
As informal sources of finance are rela-
tively easy to access, people rely on 
moneylenders and pawnbrokers, Ma-
rups, rotating savings and credit associa-
tions (ROSCA), friends, relatives, sup-

services in the North East Region—cont’d 

money lenders, 
relatives and 
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access but in case 
of cost these types 
of institutions are 
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pliers and shopkeepers. These sources are 
providing the bulk of financial resources 
for poor people and offer a number of po-
tential advantages like  
• proximity between borrower and 

lender, 
•  immediacy of loan disbursement,  
• small loan size,  
• flexible repayment schedules and  
• minimal collateral requirements  
but they have disadvantage with them, and 
they can be costly. E. g.  the informal fi-
nancial market in large parts of Assam has 
voluntarily scaled down the loan amounts 
because of defaults. 
One category of informal agents special-
izes for either the credit or the savings side 
of the market. Another bases the financial 
transaction on personal or business rela-
tionships. A third category provides full 
financial intermediation between savers 
and borrowers. 
The first category consists of moneylend-
ers that cover a wide range of financial 
arrangements with interest rates varying 
from Rs. 0 to Rs. 5 a month.  
The second category is relationship based 
like Self Help groups and Marup, where 
the members define the norms and do 
regular savings (monthly, weekly or 
daily). Marup, literally meaning 
‘friendship’, is a small group of friends 
and family who collect money from the 
group and either lends it on interest, or buy 
in bulk gadgets and materials required for 
any enterprise and distribute them to mem-
bers of the group. The members then pay 
back the credit amount in installments. By 

Informal Finance in NER - Cont’d from previous page 
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definition, therefore, Marups are formed of 
people belonging to the same or similar 
income group and profession.  
The third category refers to Non banking 
financial companies (NBFC). These com-
panies function as a part of the financial 
system within the policy framework. The 
companies mobilize the funds and lends it.  
NER is home to traditional community 
based institutions. Some of them are into 
informal financial transactions. Several 
people like teachers, Public sector employ-
ees and churches are the major sources of 
money lending. As the interest rate is high, 
people are adopting it as a source of in-
come generation. 
Apart from this, in Manipur where the de-
mand is high and formal suppliers are al-
most non-existent, the informal market has 
become more institutionalized. Thus, the 
norms associated with ‘Marups’ are 
known to everyone. Manipur has a wide 
network of Marups started by the Metei 
community. It is so popular that almost 
90% of the population of Manipur is in-
volved in Marups. There are small Marups 
of only five members and there are moder-
ately large groups of fifty members. Since 
they operate mainly on trust, Marups are 
not very large. The contribution of mem-
bers to Marups and the interest rates 
charged also reflect the wide range of 
needs and the members’ capacity to save 
and repay. Contributions range from Rs 10 
to Rs 30,000 a month and the interest rates 
charged vary from 5-20 % annually.  
In the NER the informal market is quite 
vibrant. The study estimates the demand 
for microfinance services to be Rs. 2,600 
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Dear Members 
Re:  Share your success-stories in Sa-

Dhan patrika 

We would like to draw your attention to Sa-
Dhan patrika as a forum to share experiences 
from the field and at the same time market your 
MFI to potential funders. 
Under the section headline “Success stories 
from Sa-Dhan members” you are invited to 
share the successes of your operations, and how 
you came about them. Do you have outstand-
ingly entrepreneurial clients? Exceptionally fast 
growing groups? Successfully introduced new 
loan- or savings schemes? Trained your field 
staff, applied Codes of Conducts, etc. 
Please do not hesitate to produce an article of 2 
to max. 5 pages. Kindly include some figures, 
graphs or tables; pictures are also welcome. All 
submissions will be considered for publication 
in the Sa-Dhan patrika. 
Please send per email to hyd@sa-dhan.org. 
 
We are looking forward to reading your success 
stories 
 
Yours 
 
Sa-Dhan patrika 
Editors’ Team 

NER-study review—cont’d from previous page 

crore for the region. Consequently, informal financial 
intermediation has acquired the status of banks. This 
process of institutionalization has led to a growth of 
these entities which govern everyday life in Manipur.  
5 Conclusion 
The informal financial sector is growing at a very fast 
pace as the demand is quite high. Although the infor-
mal sector (Money-lender, relatives, friends or 
Churches) is easy to access, it is not cost effective and 
not a reliable source as high interest rate is an obsta-
cle. The government, NGOs and Private agencies 
should take some measures to strengthen the informal 
sector, like easy access to credit for poor, financial 
literacy etc. Apart from this, the community groups 
should be given preferences as in terms of accessibil-
ity, interest rates, as they are easy to access and are 
more reliable than the other informal means of fi-
nances. The informal sector has been providing sig-
nificant contribution to the economy and has tremen-
dous potential for economic growth of the region. 
There should be some policy recommendations on 
how this sector could be harnessed for economic 
growth. There is a need to deliberate a policy that will 
recognize the sector’s role but it should be in link 
with the formal sector so that both can provide impe-
tus for accelerated economic growth.   
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3rd Sa-Dhan Stancon September 2008 

Sa-Dhan’s mission is to help its member and associate 
institutions to better serve low-income households.  

The Bharat Microfinance Report—Quick 
Data 2008: Profiles and consolidated analy-
sis of 223 Microfinance Institutions (MFIs) 
all over India. First time analysis of Urban 
outreach and portfolio.  
 
Order from Sa-Dhan directly  or through 

www.sa-dhan.net 

Sa-Dhan, the association of community development financial institutions, strives to provide a 
facilitative environment for the microfinance sector in India. 
The microfinance sector has gained attention among the policy directives in the last few years. 
The passing year has witnessed vital decisions from the policy making bodies like the Minis-
tries of Finance, Rural Development, Urban Poverty Alleviation, Planning Commission, RBI, 
NABARD for the growth and development of microfinance in India so as to enhance financial 
inclusion. Simultaneously, it has also observed concerns from various quarters on legal and 
operational issues related to delivering microfinance services through institutional mechanisms 
especially in some regions.       
Sa-Dhan is working with three in-house thematic Sub-groups like a) Policy b) Capacity Build-
ing and c) Standards. We had our Annual Conferences in the past led by the three thematic 
groups and this time, the Stancon will be led by the Sa-Dhan Standard Sub group. 
The conference will witness the sectoral initiatives in defining the financial standards, govern-
ance, ethical norms and transparency and accountability mechanisms in order to help the mi-
crofinance sector in becoming a part of the formal financial sector in reaching out to the un-
reached population.  
It is decided to organize Stancon 2008 in September. The exact dates and venue would be inti-
mated shortly) 

Head Office: 
12&13 (2nd floor), Shaheed 
Jeet Singh MargSpecial 
Institutional Area, , 
New Delhi - 110 067 
Phone:  011-65650787 
Fax:   011-26518276 
E-mail:  info@sa-dhan.org 

Regional Office Hyderabad:  
404 Nirmal Towers, Punjagutta, 
Phone/Fax:  040-40037179 
E-mail:  hyd@sa-dhan.org 


