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MFIN releases code of conduct for MFIs

PRESS TRUST OF INDIA
Mumbai, September 19

The Microfinance Institutions Network
(MFIN), the self-regulatory organisation for the
¥1,06,823 crore microfinance industry, has re-
leased a mutually agreed code of conduct for
its memberswhich will be applicable on all en-
tities lending in the microcredit space.

The aim of the code is to provide a uni-

The aim of the code is to
provide a uniform set of business
conduct rules, which are
sector-specific and entity
agnostic to ensure responsible
lending and microfinance client
protection
e——————

form set of business conduct rules,which are
sector-specific and entity agnostic to ensure
responsible lending and microfinance client
protection, the industry lobby said, adding
the existing regulations of microcredit are
only applicable to NBFC-MFIs. Speaking on
the release of the code, MFIN head Ratna
Vishwanathan said, the code is aimed at pro-
tecting microfinance borrowers from over
indebtedness and safeguard their interests.
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Microfinance sector must work on its strengths
for growth, says RBI Deputy Governor

The days of regulatory
forbearances are over,
says NS Vishwanathan

OUR BUREAU

Mumbai, September 20

The days of regulatory forbear-
ance vis-a-vis non-performing
assets (NPAs) are over and the
micro-finance sector has to
grow on the basis of its own
strength, according to Reserve
Bank of India Deputy Governor
NS Vishwanathan.

“One of the things that we are
being requested by the MFI sec-
tor is to kind of recognise the is-
sue of NPAs in the recent past.
...It is not that everybody faces
the same extent of problem.

“So, I think, in the same situ-

RBI Deputy Governor
NS Vishwanathan

ation there are some entities
that have a lower default as op-
posed to others,” he said at a
function to release MFIN's Mutu-
ally Agreed Code of Conduct for

micro-credit providers. While
the regulated entities can al-
ways ask for forbearance, Vish-
wanathan underscored that the
fundamental thing that this
leads to is a question of intro-
spection as well: “As to what
have we done, have we done the
right thing, have we over-
stretched, have we extended
beyond what was required be-
cause the impact is not
uniform?

“The days of regulatory for-
bearances are over. I don't think
we are looking at any kind of
regulatory forbearance. If there
is capital erosion, the capital has
to be met by the capital pro-
viders,” he said.

In terms of stabilisation of the
sector, the Deputy Governor ob-

served that there is fair amount
of stability. “But I don't think we
have reached a stage where we
can say that all the people who
can be targeted by MFIs today
have been targeted....,” he said

Whatever changes the RBI will
make in the sector will not be on
the basis of forbearance, the
Deputy Governor said and ad-
ded that MFIs must learn to
work on their strengths.

“Being strong is very import-
ant. Growth on the basis of
strength is very important
rather than seeking a conces-
sion here and a concession ther-
e...Responsible financing on the
one hand and responsible avail-
ing of credit on the other hand
will enable both the stakehold-
ers to grow.”
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Microfinance providers to curb excess,

multiple lending in the sector

Validating total indebtedness of a client
from a credit bureau among steps in
mutually agreed code of conduct

OUR BUREAU

Mumbai, September 19

To address multiple and over
lending issues in the mi-
crofinance space, micro-
credit providers, including
microfinance  institutions
(MFIs), small finance banks
(SFBs) and banks will volun-
tarily abide by a mutually
agreed code of conduct
(MACC), whereby they will
not lend to a client who
already has current loans
from three micro-credit
lenders.

According to MACC, which
was released on Tuesday by
Microfinance  Institutions
Network (MFIN), microfin-
ance providers have to valid-
ate total indebtedness of a
client from a credit bureau.
Further, they have to ensure
that a loan given under the
Joint Liability Group (JLG)
model is restricted to
360,000 per customer.

An |LG comprises up tol10
individuals who come to-
gether for getting a bank
loan on individual basis or
through group mechanism
against mutual guarantee.
Generally, the members of an
JLG engage in a similar type
of economic activity in agri-
culture and allied sectors.

If loan to a specific cus-
tomer exceeds 60,000 or
the loan takes the total debt
of the borrower above
60,000, then such a loan
will be given as an individual
loan without involving the
jfe

Signatories to MACC will
also have to provide key in-
formation to the client be-
fore lending, which is in line
with the RBI's Fair Practices
Code (FPC), and include
them in the contractual doc-
uments such as loan sanc-
tion letter and loan card.

The entities will have to
communicate all terms and
conditions to the clients and
take measures to ensure that
they fully understand the
products, process and terms
of the contract.

More credit avenues
Ratna Vishwanathan, CEO,
MFIN, said, “Microfinance en-
tities lend to a very vulner-
able section of the society.
Multiple sources now lend-
ing in this sector has opened
up more micro-credit aven-
ues for clients and ensured
ease of credit access for low-
income households.
“However, there is also a
need to protect microfinance

Common ground

® A loan given under the
Joint Liability Group model
restricted to 360,000 per
customer

® The entities will have to
communicate all terms and
conditions to the clients
before lending

borrowers from over in-
debtedness and safeguard
their interests. It is hearten-
ing to know thatall the entit-
ies lending in this sector
have come together and have
decided to voluntarily adopt
and implement this Code of
Conduct.”

MFIN, which is a self-regu-
latory organisation (SRO) for
the microfinance industry, in
a statement, said hitherto
regulations of micro credit
were only applicable to
NBFC-MFIs.

However, the microfinance

sector has witnessed in-
creased lending by other reg-
ulated entities as well such
as SFBs, banks, NBFCs and
non-profit microfinance in-
stitutions who lend directly/
indirectly through business
correspondents. Hence,
MACC has been drawn up to
include other microfinance
providers as well.

Sustainable pricing

MACC addresses the need for
implementation of a suit-
able pricing regime, address-
ing multiple and over lend-
ing issues and ensuring an
appropriate interface mech-
anism with the micro-credit

providers.
The size of the microfin-
ance industry stood at

106,823 crore in the first
quarter of FY18 on the basis
of total outstanding loan
portfolio, according to the
latest MFIN Micrometer re-
port.

Banks were the largest pro-
viders of micro-credit with a
loan outstanding of X38,486
crore and 36 per cent share
in the micro-credit business.
This includes both direct and
indirect lending through
business correspondent
partnerships.

NBFC-MFIs' share stood at
31 per cent with loan portfo-
lio of ¥32,820 crore. Small
finance banks have a 27 per
cent share while NBFCs con-
tribute 5 per cent.
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