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Effects of COVID-19 to the Microfinance Industr

Ganesh Bista

Pre-Covid-19, Nepal was one of the world’s fastest-
growing economies, achieving GDP growth rates of between
6.7% and 8.2% in 2017-2019, according to the World Bank, as
it continues its journey towards Middle-Income status.

The financial institutions directly contribute to GDP and
have great contribution for the economic growth and prosperity.
Formal financial inclusion reduces poverty and income disparity.
Consequently, as of mid-Jan 2021, the total number of banks
and financial institutions; 143 comprising of 27 commercial
banks, 19 development banks, 21 finance companies, and 76
microfinance institutions are in operations. Among 76
microfinance institutions, 4 are wholesale lending MFIs, viz,
RMDC, RSDC, Sana Kisan MFI and First Microfinance Financial
Institution. As of mid-Jan 2021, the number of branches of all
MFTs reached to 4,272; creating employment for 19,788 employees
and member of MFIs increased to 4,928,087 low-income
individuals.

Covid lockdowns have posed challenges for collections
of repayment from clients, which increased the percentage of
non-performing loan (NPL); affected loan recoveries, increasing
the industry’s portfolio at risk (PAR) ratio. MFIs serves 2,855,458
borrowers from the low-middle income individuals and micro
and small business. These micro and small business have been
severely affected. Therefore, it has been difficult for MFIs to
manage their operations normally.

To coop with the pandemic crisis, the clients may withdraw
their deposits. A substantial increase in demand for loans
anticipated by the micro-lending sector on account of the return
of overseas migrants could upset this situation and create a huge
liquidity shortfall limiting the availability of funds for financing
both micro-enterprises and the immediate consumption needs of
the families of large numbers of micro borrowers. If this situation
arises, the Nepal Rastra Bank (the central bank) may need to
step in to enhance liquidity in the micro-lending value chain.

It is assumed that most of the MFIs portfolio are with
micro-borrowers with no collateral. Due to lockdown regulations,
there was very low recovery of dues. When operations picked
up in the second half of May 2020, the industry began recovering
collections rapidly and amounts due were collected and started
disbursing new credit. As June 2020 came around repayment
levels grew to the normal level with regular operations of all
branches. Though adverse impact of the pandemic on the
microfinance industry is likely to continue, there might be multiple
risks to be faced by the MFTIs, therefore, it is recommended that
the MFIs should adopt some good practices like;

e  Develop and adopt digital eco-system to provide

digital banking services to their clients and to create
awareness among the clients to use the system for

digital banking transactions so that clients can use
digital banking instead of physically visiting bank
branches during the Covid-19 pandemic. In
Bangladesh, people started heavily depending on
internet banking since March 2020 when the
government-imposed a bar on public movement to
control Covid-19 pandemic.

Design and develop flexible financial products to
incentivize or to cater the need of SMEs, women
entrepreneurs and migrant workers to overcome the
loss caused by the Covid-19 pandemic. And increase
financial capabilities and provide opportunities to
the clients to establish, expansion and or diversify
their enterprises.

The microfinance industry should think on
restructuring loans to protect business from the
adverse effects of the Covid-19 and to avoid write-
offs and seek urgent liquidity assistance to provide
support to SMEs hit by the coronavirus wave.
Wholesale lenders should increase their lending to
MFTs and FIs may be advised to relax their norms
for lending, as a special case for Covid-19. In India,
Banks have initiated the process of restructuring of
loans. The State Bank of Pakistan (SBP) has also
issued loan restructuring scheme.

During recovery from COVID-19, the priority should
be to restore economic health by jumpstarting SMEs’
operations and improving their access to financial
services. The Covid-19 crisis is not over. MFIs still
need to maintain social distancing using personal
protective equipment (jackets, masks, sanitizer, water,
soap) and an increased use of digital devices. This
is expected to increase operating expenses.

Due to Covid-19 infections, it is assumed that most of
the rural poor households are either over-indebtedness or at the
risk of becoming over-indebtedness. The most common response
to Covid-19 is to take leniency measures or restructuring loans
for clients. Reduction in lending on bigger loan might be one of
the strategy to avoid increased riskiness of clients. Flexible
staffing arrangement could be the most common type of measure
during Covid pandemic. The scaling up remote channels would
be most common response to reach clients despite stay-at-home
orders and infection fears. MFIs should expand their call center
operations or digital channels, with only slightly fewer
implementing new digital channels to the clients. In this innovative
mindset, the MFIs could overcome the challenges due to Covid-
19 pandemic.




