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Responsible Research is an independent provider of sectoral and thematic Asian environment,
social and governance (ESG) research, targeted at global institutional investors. Many of
these fund managers and asset owners now find that traditional investment banking reports,
financial models and public information sources can no longer be relied on to cover all risks
to earnings and deliver superior returns. Companies who do not monitor and report on this
‘non-financial” performance not only risk financial penalties for non-compliance with stricter
regulatory environments but are also denied access to substantial pools of global capital which
are managed according to sustainable principles.

Our approach is based on analysis of material ESG factors, which change according to sector
and market. We provide our clients with local market knowledge of important regulatory
landscapes in Asia, along with a fresh perspective on local operational and sectoral issues.
We offer an annual subscription model for our monthly sectoral or thematic reports and give
our clients access to the underlying data. Reports can also be commissioned (by investors
or foundations) and kept for internal use or be offered for general distribution, as part of an
general effort to promote ESG integration into the Asian investment process. Our analysts
conduct seminars and webinars to discuss findings, often with contributions from experts,
companies and policy-makers.

Responsible Research was founded in 2008 by our Board who have been instrumental in
promoting Corporate Social Responsibility (CSR) and SRI practices in Asia for over 10 years
and have significant experience in the regions emerging investment markets. This team of
five works in collaboration with our full time Asian-based responsible investment analysts
and the Responsible Research Alliance, a group of consultants with subject matter expertise.
Together they provide a valuable balance of market and ESG knowledge, academic rigour,
process management, data management, customer relationship management and senior level
contacts.

Many of our clients are signatories to the UN backed Principles of Responsible Investment
(PRI), an investor initiative. As signatories they commit to incorporate ESG issues into their
investment analysis and to support the development of ESG tools, metrics and methodologies.
As a signatory to the PRI we voluntarily contribute time and resources to the Emerging Markets
Disclosure Project and other collaborative initiatives. Responsible Research is also a strong
supporter of independence in research, without which conflict and bias can deliver investment
risk. The company is one of the founding members of the Asian Association of Independent
Research Providers and also of the Asian Water Project.

For more information, please contact Responsible Research:

Email: info@responsibleresearch.com
Tel: +65 9386 6664

www.responsibleresearch.com

REPRISK

Responsible Research is the exclusive partner in Asia for RepRisk®, a web-based tool which
provides insights on environmental and social issues that present financial and reputational
risks to companies and investment portfolios. The tool enables commercial and investment
bankers, asset managers, and supply chain managers to manage the corresponding risks and
to implement effective screening procedures.

About the RepRisk® tool

RepRisk® is a web-based tool that allows you to
identify and assess the environmental and social
issues which may present financial, reputational
and ethical risks. It is used by investment
professionals,  financial institutions,  supply
chain managers, multinational corporations and
compliance managers, and includes a variety of
features enabling clients to monitor risk trends
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The comprehensive and relevant RepRisk® database enables you to meet the risk management
and compliance challenges in an increasingly complex world. On a daily basis, RepRisk tracks
a company'’s or project’s environmental and social risk exposure by monitoring independent
third-party sources such as all major print media, over 700 NGOs, newsletters, news sites,
governmental agencies and blogs. Controversial issues covered include environmental
footprint and climate change, human rights and community relations, labour conditions and
employee relations as well as corruption and money-laundering. In particular, all principles
of the UN Global Compact are addressed. RepRisk covers all major business languages
(Chinese, English, French, German, Japanese, Korean, Portuguese, Russian, and Spanish)
and its database currently includes over 15,400 companies and 3200 projects, and is updated
and growing daily.

Please contact info@responsibleresearch.com for more information.
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EXECUTIVE SUMMARY

Decades before the Millennium Development Goals were dreamt
of, poverty alleviation was a mainstay of election manifestos and
government agendas across the developing world. India, with its
large and rapidly growing population of landless and unskilled
classes has consistently been a hub for experimenting with poverty-
busting schemes. All have promised to drag the planet’s poorest
inhabitants into the middle classes.

Successive Indian governments have ridden to power on the back
of now hollow sounding promises of wealth redistribution and the
eradication of hunger. These promises reached fever pitch during
Indira Gandhi’s ‘Garibi Hatao’ (Eradicate Poverty) campaign in
the 1970s that institutionalised the practice. Despite teams of
government statisticians applying ingenious methodologies to
definitions of poverty, several incumbent Indian governments have
found themselves on the wrong side of history with respect to
this key indicator of political success. While governments rehash
short term, populist policies, the Reserve Bank of India (RBI)
has tended to focus on longer term, less immediate policies of
financial inclusion. The RBI initiatives have, over the years, been
handicapped by bureaucracy and other barriers to success and
have, at best, yielded mixed results.

The 21st century heralded a new dawn for poverty alleviation tools:
the for-profit microfinance institution (MFI) became ubiquitous.
Many MFIs were originally conceived as or had their origins in NGO-
run or government supported not-for-profit models that took shape
in the 1970s and 1980s. Some MFI innovators spoke so convincingly
about their ability to deliver people from poverty, a ‘punishment for
a crime they did not commit’, that one could have been forgiven for
thinking they were a modern form of Gandhianism. In retrospect,
the Mahatma may have been more impressed with tools that set
out to improve the purchasing power and self-respect of the poor
by subsidising salaried employment in well managed, sustainable
companies and micro enterprises, rather than offering them
the stress and suffering of self-employment funded by MFI loan

juggling.

The ethical dilemma of the for-profit model and its impacts on
poverty has heretofore been front and centre of the microfinance
debate. Recent events in India, however, have pushed this debate
still further and introduced a new, existential dimension to it. Jeffrey
Sachs, the renowned economist, once claimed that “The key to
ending extreme poverty is to enable the poorest of the poor to get
their foot on the ladder of development....They lack the minimum
amount of capital necessary to get a foothold, and therefore need
a boost up to the first rung.” For successful long-term wealth
redistribution, this ‘boost’ up to the first rung needs clarification. It
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seems that earning a decent wage and training from a benevolent
corporate affected by market forces may have significantly better
real impacts than usurious handouts from under-regulated lenders.

MFIs in India are particularly susceptible to political interference.
They compete with both politicians and government backed lending
programmes for the same segment of the population. The ability of
the Indian MFI industry to mitigate this risk depends on its ability
to reduce the opportunities for politicians to be critical or indulge
in overzealous legislation against them. With issues of excessive
interest rate charges, over-lending to individuals and the adoption
of coercive collection methods, however, the politicians are being
provided with plenty of fodder to jeopardise the MFIs which seem
to operate in a regulatory vacuum.

The southern Indian state of Andhra Pradesh had, until recently,
been a poster child for MFI success, but is now the centre of
the microfinance debacle. This crisis has been triggered by a
combination of the highly successful listing of India’s largest MFI,
SKS Microfinance, which shone a spotlight on the scale of profits
made by such businesses alongside several cases of suicides
amongst MFI borrowers. While it has not been clearly established
that indebtedness or coercive MFI tactics triggered the suicides,
the political backlash was intense. In order to counterbalance
the criticism brought by the opposition parties, the Andhra state
government hastily pushed through legislation that effectively
crippled the MFI industry in the state.

The knock-on effects of repayment defaults by MFI borrowers and
concern from banks over the security of the loans they extended
to the troubled MFIs have hurt the industry. It is remarkable that
the Indian MFI market, that had shown so much promise, with an
impressive track record of repayments on small sized loans and
relatively low interest rates when compared with other parts of the
developing world, suddenly slipped in to crisis.

The uncertainty surrounding their industry and its regulation forced
other large MFIs that had planned Initial Public Offerings (IPOs) to
put these plans on hold. The subsequent cash flow crunch brought
down the biggest MFIs to their knees, with the second largest MFI
in India admitting that if the situation did not improve in the next
few months, it might be forced to terminate its operations.

On its part, the RBI established a committee, headed by Y H
Malegam, to review the various issues and to recommend regulatory
steps needed to prevent these incidents from recurring. It is likely
that the Malegam Committee’s recommendations will shape the
future growth of the MFI industry and therefore impact related
investment interest. Released in January 2011, we believe that
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the recommendations, if implemented and enforced, will have wide

ranging impacts on the industry, including some unintended ones. BLEASE CLICK 10 ACCESS SECTIONS

Some of the key impacts include:
8 INTRODUCTION

(a) the creation of entry and operational barriers through higher net o . .
Origins and development of microfinance

worth, capital adequacy, loan portfolio allocation requirements and
interest caps is likely to trigger consolidation within the industry,
with a possibility of some banks absorbing some of the MFIs, if
facilitated by the RBI;

Underdeveloped regulatory framework
Microfinance impact - has it met its original goals?

Mission drift and ethical dilemmas - can the investor

(b) application of absolute and marginal interest rate caps and driven ‘for-profit’ model deliver social benefits?

restrictions on other charges levied by MFIs will impact industry

growth and profitability;
12 MICROFINANCE IN INDIA- HOPES AND FEARS

(c) application of interest rate caps, borrower household income
caps and reduced loan limits will result in significant exclusion of
households in remote areas and poor households whose incomes
exceed the income caps but remain unbanked;

(d) development and implementation of industry specific corporate
governance standards, greater oversight by the RBI, tailoring NPA
definitions in accordance with industry peculiarities and vesting the

Scale and prospects
Dominant models
Market focus

Responsible investing in MFIs

RBI with discretionary powers over MFIs will improve corporate 23 A CRISIS UNFOLDS
governance and transparency and; Absence of an umbrella framework
(e) the establishment of a fully fledged credit bureau, limitations on The makings of an MFI crisis

the number of loans to each household, conditions on procedures The Andhra crisis

for loan sanctioning and repayments will reduce the incidence of . .

over-borrowing, multiple-lending and coercive recovery methods. RBI intervention

The industry’s response has so far been mixed, with some of the Impasse and impacts

larger operators backing the recommendations, relieved that while MFIs: great elixir or lesser evil?
their profitability and growth might be impacted, their existence is no

longer at stake. On the other hand, smaller and medium sized MFIs 35 THE MALEGAM RECOMMENDATIONS
are wary that the regulatory restrictions placed would render their

businesses unviable. The Malegam Committee’s recommendations 44 CONCLUSION

will undergo some changes before being put in to effect by the RBI.

Yet, the recommendations provide a sense of the prevalent mood 46 REFERENCES

among the industry’s policy makers and can be inferred as a clear
signal on the general direction of policy. The speed of enforcement
and the degree to which these recommendations are implemented
will determine how much the industry will change and how likely it
is to succeed.

In addition to the impending regulatory changes, it is important
to also track developments related to the mobile banking and the
Unique Identification Project - two enablers that may finally allow
Indian banks to confidently meet the lending demand on which the
MFI industry had thrived in.
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TERMS AND CONDITIONS
AND DISCLAIMER

Scope

These terms of use cover all Responsible Research publications including materials published electronically, via any Responsible
Research website or in the Asian Sustainability Rating and RepRisk emails sent by Responsible Research, as well as all hard copy
reports, briefings, scorecards and other publications, whether also provided via Responsible Research websites or not.
Disclaimer

While Responsible Research endeavours to ensure that the information in the Responsible Research Publications is correct,
Responsible Research will not be liable for any errors, inaccuracies or delays in content, or for any actions taken in reliance thereon.
Responsible Research may make changes to the material hosted on the Responsible Research websites at any time without notice.
Information hosted on the Responsible Research websites may be out of date, and Responsible Research makes no commitment
to update such material, though it will endeavour to do so to the extent that it is commercially practicable.

Responsible Research does not guarantee the accuracy of or endorse the views or opinions given by any third party content
provider. Though Responsible Research Publications may contain references and links to other publications and/or sources of
information, Responsible Research does not endorse or take responsibility for the content of such other publications and/or sources
- whether online or otherwise.

The information contained in the Responsible Research Publications is provided without any conditions, warranties or other terms
of any kind. Accordingly, and to the maximum extent permitted by law, the Responsible Research Publications are provided on the
basis that Responsible Research excludes all representations, warranties, conditions and other terms (including, without limitation,
the conditions implied by law of satisfactory quality, fitness for purpose and the use of reasonable care and skill) which but for this
legal notice might have effect in relation to this service.

Liability

Responsible Research excludes all liability and responsibility for any amount or kind of loss or damage that may result to users or
third parties (including without limitation, any direct, indirect, punitive or consequential loss or damages, or any loss of income,
profits, goodwill, data, contracts, use of money, or loss or damages arising from or connected in any way to business interruption,
and whether in tort (including without limitation negligence), contract or otherwise) in connection with the Responsible Research
Publications in any way or in connection with the use, inability to use or the results of use of the Responsible Research Publications,
any websites or sources linked to the Responsible Research Publications or the materials on such websites.

This exclusion of liability will include but not be limited to loss or damage due to viruses that may infect your computer equipment,
software, data or other property on account of your access to, use of, or browsing of the Responsible Research Publications or
your downloading of any material from the Responsible Research websites or any websites linked to the Responsible Research
Publications.

Redistribution

Except where detailed below, any republication or redistribution of the Responsible Research Publications or their content is
expressly prohibited without the prior written consent of Responsible Research.

Access

Where a company, individual or group of individuals (as indicated on the relevant contract and/or invoice) has paid a subscription
and/or fee in order to access any Responsible Research Publications, and unless otherwise indicated in writing by Responsible
Research, any username or password provided to that company, individual or group of individuals by Responsible Research is for
their sole and exclusive use and may not be shared with any other company, individual or group of individuals.

Where a company, individual or group of individuals has been granted free trial access to any Responsible Research Publications,
and unless indicated in writing by Responsible Research, any username or password provided to that company, individual or
groups of individuals by Responsible Research is for their sole and exclusive use and may not be shared with any other company,
individual or group of individuals

Use

All content of the Responsible Research Publications belongs to Responsible Research or its licensors. Responsible Research or
its licensors own all intellectual property rights (including copyright and database rights) in such content and any selection or
arrangement of such content.

Subscription

Where a company, individual or group of individuals has paid for a subscription to a Responsible Research Publication, that
company, individual or group of individuals (“Subscriber”) may use the material contained therein for their own internal business
processes and for internal training, communication and awareness-raising.

Subscribers may not incorporate any such content into any materials developed for external use without the written permission
of Responsible Research. Any internal or external materials prepared by Subscribers that incorporate Responsible Research
Publication content must clearly indicate Responsible Research as the source of that content.

Except as described above, you may not alter, reproduce, reprint, copy, sell, or otherwise transfer or use Responsible Research
Publication content without the express written permission of Responsible Research.

Trade marks

Unless otherwise agreed in writing with Responsible Research, nothing in these Terms of Use gives you a right to use any of
Responsible Research’s trade marks, trade names, logos, domain names, and other distinctive brand features.

Severability

If any provision of these Terms of Use is found to be contrary to law by a court of competent jurisdiction, such provision shall be
of no force or effect; but the remainder of these Terms of Use shall continue in full force and effect.

In certain cases, Responsible Research may apply alternative conditions of use on individual Subscribers (in a bespoke “Subscription
Agreements”). Where such a Subscription Agreement has been agreed in writing between Responsible Research and a Subscriber,
relevant provisions of the Subscription Agreement shall supersede individual provisions of these Terms of Use where they purport
to apply to the same or similar issues, rights and obligations. The remaining provisions of these Terms of Use that are left
unaffected by the provisions of the Subscription Agreement shall continue in full force and effect.

Governing Law and Jurisdiction

This legal notice shall be governed by and construed in accordance with Singapore law. Disputes arising in connection with this
legal notice shall be subject to the exclusive jurisdiction of the Singapore courts.
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Responsible Research Pte Ltd
Como House 4th Floor

6B Orange Grove Road
Singapore 258332

Research Centre
Blk 21, Woking Road
#01-01, one-north
Singapore 138699

Tel +65 9386 6664
Email inffo@responsibleresearch.com
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Responsible Research is anindependent provider of sectoral
and thematic Asian environment, social and governance
(ESG) research, for global institutional investors.




