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Financial Sector Linkages Training Course 
 
SESSION FOUR 
 

Case Study 
 

 
Objective: to enable participants to identify the potential of partnerships between a 

large commercial bank and local MFIs, but also to see the potential dangers 
from both parties’ points of view and, thus, be able to minimise them. 

 
Time:   Two and half hours, plus individual reading time.  
 
Materials: Prepare one copy of each handout per participant: 

  Handout 4: ICICI Bank’s partnership linkages in India, Part A 
  Handout 5: ICICI Bank’s partnership linkages in India, Part B  
 
Notes:  
 
i. Distribute one copy of Handout 4 to each participant well in advance of the classroom 

session and ensure that participants have enough time and enthusiasm to read and 
analyse it carefully.   Be careful to avoid distributing Handout 5 at the same time since 
its impact will be lost if it is read at the same time as the first part of the case study. 

 
ii. If time allows, the assignments for each part of the case study may be discussed by 

participants in small groups who can then present their findings at a plenary session, 
instead of the facilitator organising a general discussion as in guidance notes 1 and 4 
below.  

 
 
Session Guide: 
 
1. Ask participants to list the major features of the Bank’s partnership methodology, and 

in particular to identify which functions are carried out by the Bank and which by the 
partner MFI.  

 
Construct a list of the main tasks performed by the Bank as follows: 

• Appraising the general quality of the MFI’s client portfolio. This is not the same as 

appraising the financial strength of the MFI itself.  
• Providing the finance. 

• Monitoring loan performance, based on MFI data and local auditors. 

• Bearing the major part of the risk of loss. 
 

Now develop a list the main tasks performed by the MFI: 

• Forming and assisting the groups 

• Deciding when a given client or group is ready for a loan  

• Conveying cash from the branch of the Bank to the clients, and vice versa.    

• Recovering the loans 

• Keeping detailed records, and passing them to the Bank as required  

• Covering a part of the risk. 
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Ensure that participants appreciate that the loans are made by the Bank to the clients 
or groups and that the partner MFI is not directly involved in the financial 
intermediation, other than carrying a portion of the risk.  However they should also 
appreciate that the Bank does not appraise each client or group of clients.  That is the 
responsibility of the MFI. 

 
 
2. Divide participants into two groups; ask one group to consider themselves as members 

of the Bank’s management and the other as members of the MFIs’ management. They 
should list, individually, the plusses and minuses of the partnership system from their 
point of view. 

 
Allow ten to fifteen minutes for this, and then elicit the respective plusses and minuses 
from participants, which should include the following, and probably others as well: 

  

 Plusses Minuses 

For the Bank 
� Access knowledge of and 

presence in the rural market 
without any branch network 

� Share some part of the risk 
and earn reasonable interest 

� Fulfil legal and social 
obligations without any major 
up-front financial cost  

� Establish some basis for later 
client loyalty 

� Identify needs for other 
products and services 

� Unable to take client savings 

� Unable to control day-to-day 
details of client relationship  

� Deprived of full benefit of high 
priced loans 

� Dependent on MFI goodwill; 
loans may be refinanced by 
another bank 

� Cannot really ‘know their 
customers’ as good banking 
requires. 

For the MFI 
� Gain access to funds  beyond 

own capacity to borrow 

� Gain reputation for possible 
future access to direct bulk 
loans 

� Earnings on a fee basis, less 
administrative work and less 
risky than making direct loans 

� Gain access to ICICI’s process 
and product innovations 

� Free to focus on ‘core 
competence’ of contact with 
rural poor 

� More free to add additional 
livelihood and other non-
financial social services 
without burden of ‘banking’ 
management  

� Dependent on Bank goodwill; 
Bank might decide to stop 
lending 

� Loses client loyalty, since 
clients aware that MFI is not 
the source of loans   

� Has to cover part of risk, and 
tie up funds, without  gaining 
full profit from loans 

� Unable to offer clients full 
financial service; no savings 
possible  

� May become regarded only as a 
‘social intermediary’, with no 
competence in finance  
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3. Ask participants who were playing the role of bankers whether they would use this 
model if they wished to enter the micro-finance market but, like ICICI Bank, had no 
direct branch presence in potential client areas. What other models might they use?  
 
Elicit possibilities such as: 

• Making direct bulk loans to MFIs, 

• Starting a bank-owned ‘service company’ to perform the management and social 
intermediation roles. 

• Using dedicated commission agents, similar to insurance agents.  

• Buying an MFI with its branches and portfolio.  
 

Discuss their relative advantages and disadvantages. Clearly, if there are already 
effective MFIs in the field which need additional finance but do not themselves have 
the financial strength to warrant large direct bank loans, the ICICI Bank partnership 
model merits close study.    

 
 
4. Distribute Handout 5 which contains Part B of the case study.  Allow participants up to 

thirty minutes to read it and to discuss the question posed in the assignment in small 
groups.  Ask half the groups to decide what advice they would give the bank and half to 
decide what advice they would give the MFIs. 

 
 
5. Reconvene the session and obtain feedback from the participants.  Opinions will differ, 

as they did in reality at the time.  Encourage discussion and disagreement and elicit as 
many of the following suggestions as possible: 

 
The MFIs could: 
 

• Stop lending, declare a moratorium on repayments and interest and close their 
offices until the storm has passed. 

 

• Negotiate lower fees from the Bank and cut their own costs and surplus if any, in 
order to offer dramatically lower interest rates.  These could also be applied to 
existing outstanding loans. 

 

• Slow down disbursements in the affected areas, continue to accept repayments but 
do not push for recoveries, and maintain a low but continuing profile of activity. 

 

• Lobby central government and at the same time mobilise client groups to protest 
locally against the District authorities’ actions which are depriving them of a 
service which they need. 

 

• Ensure that all staff adhere to a clear code of conduct which forbids oppressive 
recovery methods. 

 

• Close their branches for good, dismiss local staff, and withdraw altogether from the 
affected areas.   

 

• Carry on as usual, attempt to ignore the authorities’ actions, protect staff as much 
as possible, and aim to ‘face out’ the authorities in the same way as bankers deal 
with ‘runs’ on savings deposits by resolutely paying all demands until clients realise 
they will not stop. 
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The bank could: 

 

• Stop further lending, insist that all borrowing MFIs maintain their on-time 
repayments and call the first loss guarantees if they fall into arrears. If any MFIs fail 
to collaborate or are forced into liquidation, hand over the loans made through 
them to local debt collectors for recovery, write off any losses and withdraw the 
partnership model. 

 

• Support the partner MFIs which take positive actions such as some of the above 
options, particularly by bringing pressure to bear on the Central Bank in turn to 
stop the offending local authorities from interfering in legal market activities. 

 

• Encourage MFIs by continuing the flow of funds to their clients, when necessary 
allowing some flexibility in repayments to those in particularly hard-hit areas and 
continue to face out the problem as long as is necessary. 

 
 
6. Ensure that participants appreciate that this is not simply a case of an ambitious 

populist trying to curry favour with village people and his political masters. There are 
rights and wrongs on both sides and the eventual outcome should be beneficial to all 
parties and particularly to the clients of both banks and MFIs. 

 
Similar problems are likely to arise in many countries as micro-finance grows, banks 
become more involved and politicians and governments understand the problems and 
the opportunities. They can be avoided by regular and open communication from both 
sides 
 
Participants may want to know what actually happened in Andhra Pradesh:  
 

• Some MFIs agreed to reduce their interest rates, to levels well below what they 
were charging before, while others did nothing and ‘kept their heads down’ as they 
waited for the storm to pass. 

 

• The MFIs convened a number of meetings with central government authorities and 
the Central Bank eventually attempted to rein in the local administration. This was 
difficult because the State Government had been elected on a populist platform, 
but finally they too realised that the agitation would benefit nobody in the long 
term. 

 

• Many MFI clients realised this as well and many of them took some risks in order to 
repay their loans and maintain their credit records.  

 

• The Bank continued its partnership operations, albeit at a reduced level because of 
the reduced demand, and by the middle of the year it appeared that the storm 
would pass without having done lasting damage. There were some substantial write 
offs, however.  

 

• One result was that some MFIs which had been charging very high rates did make 
permanent reductions, apparently without damaging their own viability. This 
suggests that their rates may have been higher than necessary before.   

 


