Emerging Business and Economic Trends: Innovation and Inclusion

Poverty alleviation and a sustainable growth approach:
A case study on Bandhan

Dr kallal Banerjee', Soumen Nath and Sourav
Chatterjee’
'Professor, Swami Vivekananda University
?Asst Prof, Swami Vivekananda University

This casestudy delvesinto Bandhan, one of India’s pioneering
financial institutions and its integrated approach toward
eradicating poverty through sustainable development.
Coming from an origin that started as a microfinance
organization in 2001 and rising to becoming full-fledged by
2015, Bandhan is striding its path toward the betterment of
marginalized and underserved communities, particularly
women, in rural areas. The case study covers the Bandhan
model which integrates microfinance, financial literacy, and
social development in health, education, and building skills.
The point here is to focus on how the institution can work
on facilitating women empowerment, entrepreneurship,
and structural causes of poverty. It further analysed the
challenges found in scaling up, economic shocks, and
sustainable long-term development while maintaining a
commercial banking service. Bandhan’s success speaks
volumes about how a financial institution can be of service
in the tackling of poverty through a comprehensive and
sustainable approach. It has thrown significant light into the
possibility of microfinance and inclusive banking as catalysts
in the promotion of socioeconomic development.
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Introduction

Poverty alleviation would stand as one of the most profound
challenges the world faces today, mainly in developing
countries where high sections of the population have been
remaining entrapped in poverty cycles. India, a country with
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over 1.4 billion people, remains to date one of the biggest
centers of poverty concerns, especially because most people
remain out of touch with financial services and opportunities,
especially in the rural areas. This calls for innovative solutions
that can cater to the immediate needs of the poor while at
the same time laying foundations for sustainability. In this
respect, Bandhan is one such organization that has been
doing exemplary work.

Bandhan was started in 2001 as a microfinance institution
by providing small loans to women in poor rural and
economically backward areas. Bandhan wanted to empower
people at a community level, which was excluded and denied
mainstream access into the traditional banking system-
to allow them to initiate small businesses, improve their
livelihoods, and thus eradicate poverty altogether. In such
a belief, it based its model of the institution that economic
empowerment leads to social change, thus creating an overall
ripple effect toward transforming the very community itself.

Bandhan developed into a full-fledged bank in 2015 and
transformed into Bandhan Bank, keeping the help of its
broader financial inclusion objectives but holding onto
the core of its mission-poverty and lack-eradication. By
integrating microfinance and larger banking, Bandhan has
successfully reached millions, not only the delivery of credit
but also savings, insurance, and remittance services.

This case study describes how Bandhan succeeded in
integrating efforts for poverty alleviation with a sustainable
development approach. It talks about Bandhan’s interests
in financial inclusion, women’s empowerment, and social
development initiatives on health, education, and livelihoods.
The research study, based on the strategies adopted by
Bandhan and the sustainability challenges it faces, will
provide insights into how microfinance and inclusive banking
can be powerful instruments for long-term poverty reduction
and socioeconomic development.

Background Note

Mr Chandra Shekhar Ghosh Bandhan founded the venture
Bandhan in the year 2002 as a not-for-profit. The first
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experiment in microfinance began in July 2002. Its early
years of functioning remained firmly glued to its core
objective of microfinance. However, says Mr. Ghosh, “with
time, we came to understand that microfinance was not
the last word for the development of the poor.”. We, thus
started a new program which aims at developing a program
for the poorest of the poor with the objective of graduating
them into the mainstream microfinance program. A health
education program was also initiated and is being operated
in a sustainable manner. We plan to address the other
pressing issues of the society as well viz. child education
and the like”. To manage the spreading operations, which
were expanding rapidly in such a fast-growing firm,
Bandhan Financial Services Pvt. Ltd. (BFSPL) was registered
as an NBFC in the year 2006 where employees are the most
significant stakeholders. Now, Bandhan operates under two
jurisdictions- as a Society as well asan NBFC. The Head Office
of this firm is situated at Salt Lake, Kolkata. Here, the NBFC
wing only deals with financial services while the mother
Bandhan society has been in operation with its activities
of development. Bandhan was first presented by Chandra
Shekhar Ghosh in West Bengal, India, in the year 2001 that
initially focused on providing small microloans to poor
women who primarily are from the rural and far-flung ones,
which are notaccessible for any conventional banks. It mainly
focused on empowering the economy of such individuals by
providing them credit, which may be utilized for commencing
small businesses or raising individual livelihood. Bandhan
quickly gained ground over various regions and it became
even more popular due to the innovative model of
integrating financial services with developmental support.
So it became Bandhan Bank branded as the same in 2015,
today reaching millions more and following the same course
by concentrating on financial inclusion in low-income
segments.

Bandhan Mission and Vision
Mission

Bandhan’s mission aims at inclusive growth and poverty
alleviation through bringing financial services to the excluded
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sections, especially in rural and low-income areas. This will
assist in the empowering of the livelihoods of low-income
customers; most importantly women, by accessing credit
and other financial products for improving their livelihood,
promoting entrepreneurship, and becoming sustainably
economically self-reliant.

This is the main constituent of Bandhan’s mission.

Financial inclusion: Reaching out to marginalized and
unbanked populations by bringing banking and other
financial services to them.

Empowerment of the poor: Providing interventions such as
microloans and savings programs to put people in a position
to move out of the cycle of poverty.

Empowering women: Focus on women as the final medium for
social change and economic development. Bandhan’s vision
is to be a truly global quality financial institution focused on
delivering financial inclusion and development for all across
India. Its vision is a society with access to comprehensive
financial services for each individual, ensuring balanced and
inclusive economic growth. Aims to be a catalyst for social
and economic upliftment for millions, accelerating not only
money services but also initiatives in health, education, and
skill development.

Some key features of Bandhan’s vision include:

. Poverty: Substantial poverty reduction through
scalable solutions.

. Inclusive growth: Opportunities for underserved
communities to engage meaningfully with the formal
economy.

. Sustainable development: Supporting long-term
and self-sustaining growth through financial education and
development programs.
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A few details about its functioning are as follows: -

Table 1 Operational facts and Figure

Area of operation 12 States
No. of branches 702
No. of members 11,62,270
No. of staff 4927
Cumulative disbursement of Rs.999 crores
Loans (l)cl)f}crsltsanding Rs.359 crores

[Source: www.bandhanmf.com]
Products of Bandhan:

Bandhan Bank offers a variety of products to customers
across the entire gamut and, more importantly, the niche
group of untapped and rural masses. The microfinance
products particularly were designed for focus areas that
include financial inclusion, microfinance, and mainstream
banking services.

1. Microfinance Products: The microfinance products
of Bandhan are intended mainly for the economically
disadvantaged customer categories, especially women, to
provide them with an income-generating or entrepreneurial
opportunity.

Microloans to small enterprises: These are small-ticket
loans used for helping individuals begin or expand their
small businesses. The loans are not secured, with minimal
collateral requirements, and are for self-reliance.

Group Loans: Through Bandhan, group loans are offered
in the rural areas whereby the groups guarantee repayment
to a woman. This model enhances peer support and peer
responsibility.
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Individual Loans: For registered micro-entrepreneurs,
Bandhan provides slightly bigger loans to the individual
who would assist in taking their business up.

2. Retail Banking Products: The retail banking products
provided by Bandhan Bank cater to a much wider range of
customers than only microfinance customers and allow them
to make use of the entire spectrum of mainstream banking
services.

Saving Accounts Bandhan offers several saving
accounts that are aggressive on interest rates, with a
no-frill variant, particularly for first-timers and those
with low-income families. Basic Savings Account
Serving less frequent customers with transaction needs.
Premium Savings Account At a better interest rate and more
benefits for more affluent clients. FD Fixed-term investment
products that pay significantly higher interest than any
savings account.

Recurring Deposits (RD): It allows customers to save
through regular instalments with a pre-determined monthly
deposit. These are saving options that are disciplined by
nature and keep the customer saving regularly.

3. Loans and Credit Products: Bandhan Bank offers various
loan products for both consumers and businesses, while
upholding the theme of credit accessibility.

Home Loans: The bank shall offer various home loans to
facilitate purchase, construction or renovation. These home
loans shall have competitive interest rates and convenient
repayment structures.

Personal Loans: For the purpose of the customers, granted
for personal purposes like education, medical, and domestic
expenditures.

Business Loans: For the MSME category and meeting their
working capital requirements, infrastructure development,
etc.

Agricultural Loans: Loan schemes which are exclusively
available to farmers. For the reasons of promotion of
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agriculture, for example, for sowing crops, irrigation and
acquiring machines, etc.

4. Insurance Products: Bandhan also offers a range of
insurance products to its customers in case uncertainty
while living with life.

Life Insurance: It comes with individual insurance coverage,
which ensures that even when a member of a family might
die untimely and in an unfortunate manner, at least some
financial security is maintained for the family.

Health Insurance: Bandhan partners with insurance
companies that offer very cheap health insurance for most
poorer sections and also for rural people

Micro-insurance: These are small ticket insurance products
designed to offer protection against specific risks for low-
income people, like crop insurances for farmers or life
insurances for small business owners.

5. Payment and Remittance Services: Remittance Services:
Bandhan provides domestic remittances and international
remittances, which allow rural people to send or receive
money smoothly without inconvenience and risk.

Debit Cards: Debit cards are issued along with the account
of the customer to draw cash from any other bank ATM,
online transactions, and POS (Point of Sale) transaction.

6. Digital Banking Services: For easy reach to the
wider section, Bandhan has developed digital banking
platforms so that the respective customers can
perform banking activities from their own homes only.

Mobile Banking: It allows customers to manage bank
accounts, transfer money, pay bills and much more from a
smartphone.

Internet Banking: Internet banking is also offered by
Bandhan to the customers which can be used by the
customers to view account information, check for balances,
transfer fund and deposit online.
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UPIL: Unified Payments Interface: It is a direct payment
gateway offered by Bandhan and facilitates customers to
make instant yet secure money transfers via mobile handsets.
Through its NGO arm, Bandhan-Konnagar, Bandhan
offers non-financial services that emphasize holistic social
development. These are spread across the following;:

Health Programs: Access to health-care generally improves
for the deprived households Education Initiatives: Higher
literacy and education for children from the deprived
section Skill Development Programs: All types of training
for better employability and entrepreneurial opportunity. In
an attempt to ensure that there is at least a tool and a social
service provided, the various products offered by Bandhan
will ensure that small businesses and individuals are able
to access financial tools and social services in underserved
areas leading towards sustainable growth.

Chartering into unventured frontiers-targeting hardcore
poor program:

CUF-THP Bandhan defines hardcore poor as those who
do not feel confident enough to take advantage and repay
loans or take the risk of starting a business of their own,
and whose pitiable condition requires more than just
microcredit. This ambitious programme proposes to reach
out to the invisibles of mainstream society and uplift their
economic condition so that they can feed themselves and
graduate into mainstream microfinance program. Bandhan
has started the process of tracking the poorest of the poor
and their skill building accordingly to the management
of a local enterprise. It is followed by grant support in the
form of assets. They follow them closely so that optimum
use of assets with the generation of sources of income might
improve their quality of life. After the passing of one and
half years, they become eligible to join a regular microfinance
program. This is being sponsored by prize money from
the “Pro-Poor Innovation Challenge (PPIC)” that Bandhan
won from CGAP in 2006. Interestingly, Consultative Group
to Assist the Poor (CGAP), is a global resource centre for
microfinance, that offers advisory services as well as
information to a wide range of stakeholders MAHP Initiative.
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The following statement of Bandhan refers to its strategy
in transforming this eld: “Microfinance is not the last
word for the development of the poor. There is a need to
qualitatively improve their access to facilities such as health,
education, insurance etc. We, at Bandhan decided to venture
into one of these pivotal areas-health in which we aim to
provide sustainable health services to the poor”. To achieve
this end, they have established MAHP partnering with
an organisation headquartered in California - “Freedom
from Hunger”. On pilot basis, they have developed the
program, which have two components - 1. Health education
- in a sustainable way and 2. Emergency health loan.
Bandhan’s Education Program (BEP) - Non-Formal Primary
Education This new initiative has been undertaken in
the fellowship reaped by Shri Chandra Shekhar Ghosh,
Founder & CEO, Bandhan being Senior Ashoka Fellow due
to his contribution towards innovative solutions for social
problems and potential changer of patterns in society.
[www.ashoka.org/fellows] This scheme targets children in
the age group of 8-14 years who have dropped out of schools
or are not attending schools and belong to economically poor
families. The purpose is low-cost with 100 percent attendance
in schools and zero dependency on private tuitions.

Bandhan Bank SWOT Analysis Strength
Strong Microfinance Foundation:

Bandhan has an excellent reputation as a microfinance
institution (MFI) and that has given it a strong customer base,
especially in rural belts. The experience in the microfinance
area gives it a competitive advantage as it reaches
underserved or economically disadvantaged segments with
more effectiveness.

Focus on Financial Inclusion: Bandhan’s mission aligns well
with the Indian government’s initiative to include finances.
It, therefore, can garner a massive un-tapped market using
banking services provided to the unbanked.

Diversified Client Base: Bandhan Bank services nearly 20
million clients who primarily come from rural India. This
extensive reach offers this bank a stable client base and
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significant room for growth, particularly at the grassroots
level, by serving women and small-scale entrepreneurs
Lightning-fast Growth and Consolidation
Bandhan has been seeing growth ever since the group turned
into a bank in 2015. The bank is concentrating most of its
strategies on microfinance-geared services and is investing
in an array of rural and semi-urban branches. As a result,
it has emerged to be one of the leaders in India’s banking
within financial inclusion.

Women Empowerment: More than 90% of the microfinance
clients of Bandhan are female. This empowers women
through economic means, giving them a sense of ownership
that also creates robust social networks, all continuing to
strengthen the business model of the bank.

Weakness Over-reliance on Microfinance

The core business of Bandhan remains essentially
microfinance loans that are relatively riskier in nature
because of the kind of clientele base. Low-income group
borrowers under microfinance are more vulnerable to
economic shocks and financial instability.

Less Urban Presence

Bandhan is essentially a bank that focuses more on the
rural space with a very limited presence in the urban
space. Therefore, it is virtually unable to tap higher-income
customers and hence, cannot diversify its loan books. Risk in
Loan Management due to Defaults

The clients of microfinance loan are more likely to default
due to the current economic crisis or personal shock such
as medical issues. This gives rise to the formation of NPAs.
Unsatisfactory Technological Upgrades:

Though Bandhan has performed well on the digital banking
front, the level of its technology base is still lagging behind
large commercial banks. Limited digital penetration can
weaken its smooth online banking facilities mainly because
competition is building up.
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Opportunities Government Initiatives for Inclusive
Finance: The bank can use government plans like Jan Dhan
Yojana, PM Mudra Yojana, and other rural development
schemes that promote financial inclusion and digital
banking. These steps will be able to make Bandhan expand
further from the customer base.

Expansion of Digital Banking: Because more Indians
become a digital adopter, Bandhan can invest in mobile
banking, UPI payments, and online lending platforms to
enhance customer experience and reach out to a younger,
tech-savvy audience.

Growing Middle-Class Population: India’s rapidly
expanding middle-class offers an opportunity for Bandhan
to introduce new products and services tailored to the needs
of the new class, such as home loans, personal loans, and
savings products.

Product Portfolio Diversification: Bandhan will be in a
position to diversify beyond the primarily microfinance that
it has been offering. The bank can offer other retail banking
products, corporate loans, and investment services, that
will make it less dependent on microloans and stabilize its
business in economic downturns.

Urban Market Entrenchment: Expansion into cities will
unlock high-end customers and corporate accounts for
Bandhan, which would eventually lead to diversification in
the revenue mix of the bank and decouple reliance on rural
microfinance.

Threats Economic Shocks:

The COVID-19 pandemic has exposed Bandhan to
economic shocks of the kind where the core customer
base is involved. The reliance of rural customers whose
incomes are very unstable exposes them to higher
risks, and economic slowdowns frequently result in an
increase in defaults on the microloan and spikes in NPAs
Increasing Competition in the Banking Space:
The Indian banking sector is very competitive; public and
private banks simultaneously aggressively pursue the target
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of financial inclusion. Large banks with better technology
and infrastructure may overwhelm Bandhan’s focus on the
rural segment.

Regulatory Changes:

Bandhan is a microfinance-focused bank; the regulatory
risks pertaining to RBI guidelines or government policies on
microfinance, interest rate, or any of the proposed financial
inclusion plans may adversely affect its operations and
profitability.

Credit Risk:

Microfinance lending inherently encompasses more credit
risks because of lesser credit worthiness of the customer
base. Extensive defaults would potentially prove disastrous
for Bandhan’s balance sheet and reputation.

External Funding Dependence:

Bandhan is heavily dependent on external funding and
deposits for sustenance of its lending. Fluctuations in the
mobilization of deposits or a liquidity crisis may impair its
capacity to carry on lending to customers. Bandhan Bank’s
strong foundation in microfinance has given it a significant
base in rural India. Though it remains to be seen how it deals
with its intense reliance on microfinance, low presence in
urban areas, and technology issues. Bandhan has enormous
scope for growth through the expansion in digital services,
diversity of product offerings, and government initiatives
towards financial inclusion. At the same time, however,
it has to tread through potential pitfalls such as economic
disturbances, regulatory fluctuations, and increasing
competition that can give it the risk of trailing behind the
leaders in microfinance-driven banking.

Sustainable Development and Bandhan’s Strategy
Sustainable development is about solutions available to us
now without constraining the ability of future generations to
meet their needs. In this context, Bandhan’s strategy towards
poverty alleviation aligns itself with sustainable development
through including a range of elements that encompass:
Microfinance as a Poverty Alleviation Tool Bandhan has made
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their loans petty, with little or no collateral to someone-again
focusing on women, who statistically will use the money for
family’s welfare. Microfinance has been accepted to create
entrepreneurship and help families break the cycle of poverty.
The model pushes savings, prudent financial behaviour,
and repayment ethics. Nurturing entrepreneurship culture,
Bandhan reinforces sustainable economic self-reliance rather
than staying on an aid-welfare balance.

Financial Inclusion for Low-Income Groups Bandhan works
largely with the unbanked and underbanked populations.
Bandhan offers savings accounts, insurance, and remittances,
so that even marginalized groups can benefit from financial
systems. Thus, it can be said that financial inclusion bridges
the economic divide and offers tools to secure one’s future
or supports sustainable growth. In most of rural India
where Bandhan has a strong presence, banking facilities are
currently inadequate. Through reaching to the remotest of
places and providing banking services, Bandhan helps in
making people belonging to those areas join the mainstream
of the country’s economy and hence develop its development
process in a more inclusive and sustainable manner.
Women Empowerment Bandhan’s financial inclusion efforts
originate from women, as more than 90 percent of the
microfinance clients form this sector. Bandhan allows
gender equity as a way of sustainable poverty reduction.
With economic empowerment, women will invest more in
education, health, and the future of her children. If women
are empowered, then apart from lifting people out of poverty,
Bandhan is making a generation of change.

Health, Education, and Development Initiatives Bandhan offers
support to developmental activities, done to enhance health,
education, and livelihoods, besides providing financial
services. Bandhan-Konnagar emphasizes non-financial
developmental activities in healthcare, education, and skill
upgradation for vulnerable groups. These initiatives address
social determinants of poverty, thus empowering them not
only financially but also building on the skills and resources
necessary in revitalizing a better future. Therefore, this
ensures sustainable long-term impact from eradication efforts.
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Impact of Bandhan’s Model: The success of Bandhan's
model is considerable, especially considering its scope in
uplifting various millions from the scourge of poverty,
mainly within India’s eastern and northeastern regions.
Bandhan has successfully uplifted and helped alleviate
millions of households from the clutches of poverty with
more than 20 million customers. Scale up by numerous micro-
entrepreneurs in their business led to economic growth within
their community. By incorporating financial access with
developmental programs, Bandhan’s model has multiplier
effects between economic gains and social improvements

Sustainability Challenges: While Bandhan is a success story,
challenges arise in making it sustainable for long spells:
Debt Management: While Bandhan has debt-trap
customers, mainly the financially illiterate ones, it has
responded by including financial education in its programs.
Economic Shocks: The pandemic has shown the vulnerability
of low-income groups; so sustainability for Bandhan could
be driven by its ability to adapt to economic disruptions.
Scalability vs. Focus: As Bandhan continues to grow in size,
it needs to balance its mission for serving the poor with the
needs of being a commercial bank without focusing too much
on sustainability and poverty alleviation getting in the way.

Conclusion:

Bandhan’s povertyalleviationapproach, based onsustainable
development, has aptly demonstrated financial inclusion
and microfinance as a long-term package for economic
empowerment. Credit and financial services extended
through development programs create pathways that are
more viable as opposed to consolidating instant poverty.
While challenges continue to apply, most particularly as
Bandhan grows and faces economic disruption, its approach
can be very powerful for efforts toward sustainable poverty
reduction in the future.

Key Take aways: Microfinance can be a highly effective
poverty reduction tool if linked to other development
initiatives.
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Financial inclusion becomes a great catalyst for sustainable
development, especially for women and disenfranchised
populations.

Incorporation of social programs like education and health
services in the poverty reduction programs enhances the
long-run impacts.
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