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Sammanfattning 

Syfte– Antagandet att enbart mikrokredit kan bidra till världsomfattande fattigdoms-
bekämpning är omdiskuterat. Motståndarna uttrycker behovet av icke-kredittjänster utöver att 
ge tillgång till kapital. Icke-kredittjänster hävdas vara avgörande för att göra skillnad i en tid 
då mikrofinansens inverkan har blivit omprövad i flera studier. Samtidigt är övergången till 
kommersialisering av mikrofinansindustrin, på grund av påtryckningarna att uppnå finansiell 
hållbarhet, oundviklig; oro över konsekvenserna av detta för de fattiga är debatterad. Några 
redogör för de positiva effekter kommersialisering innebär och andra poängterar de negativa 
konsekvenserna av att förändra fokus. Syftet med denna studie är att skapa kunskap om det 
inflytande som mikrofinansinstitut (MFIs) har för att möjliggöra för individer att vara mikro-
entreprenörer i Sri Lanka. 
 
Design/metod/tillvägagångssätt– Detta kommer att åstadkommas genom att undersöka 
villkoren och terminologin i förhållande till entreprenörskap och MFIs krav på träning för 
deras mikrolåntagare. Studien bygger på en kvalitativ metod där flera fallstudier har 
analyserats och resultaten är baserade på primära data utifrån nio semistrukturerade intervjuer. 
Fallen har valts ändamålsenligt enligt ett teoretiskt urval. 
 
Slutsatser– Utifrån studiens resultat och teorier kan det konstateras att MFIs ambition i Sri 
Lanka är att bidra till utvecklingen av mikroentreprenörer. Det görs genom att ge dem 
mikrokredit, utbildning och motivation för att starta en hållbar inkomstgenererande aktivitet 
för att ta sig ut ur fattigdom. Resultatet visar på att mikrofinansinstituten har en viktig roll 
men att det ansvar som MFIs har som följd av deras inflytande är försummat. Slutsatsen är att 
mikrofinansinstituten begränsar mikroentreprenörernas framgång och exkluderar en okänd del 
av potentiella entreprenörer då de inte erkänner alla som entreprenörer. De saknar även den 
optimala träningen och utbud av mikrofinanstjänster för att få sina mikroentreprenörer att 
lyckas. 
 
Originalitet/värde– Resultatet av denna studie skapar förståelse för hur MFIs i Sri Lanka 
möjliggör eller begränsar mikroentreprenörer på grund av deras förväntningar och andra 
förutsättningar på grund av mikrofinansmarknaden och grundläggande antaganden som 
mikrofinanskonceptet bygger på. Vårt resultat bidrar till att tydliggöra vilka villkor och 
begränsningar mikrofinansinstituten skapar för mikroentreprenörer i att ta sig ut ur fattigdom 
med hjälp av mikrokredit. Resultaten kan användas som vägledning till andra MFIs och 
intressenter, både nationellt och globalt, som vill engagera sig i detta område. 
 
Uppsatsen kommer fortsättningsvis att presenteras på engelska.  
 
 
 
 
 
 
 

 
Nyckelord:	  Mikroentreprenörskap, Mikrofinans, Kommersialisering, Träning, Sri Lanka  
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Abstract 

Purpose– The assumption that microcredit alone can contribute to worldwide poverty 
alleviation is debated, the opponents voicing the need of non-credit services in addition to 
give the poor access to capital. Social intermediation services are argued to be essential in 
making a difference in a time where the impact of microfinance itself has been reappraised in 
several studies. Simultaneously, the shift to commercialization of the industry due to pressure 
to accomplish self–sustainability is inescapable; concerns over its benefits for the poor is 
pronounced. Some are suggesting positive effects, others argue there being negative effects 
due to the change in focus. The purpose of this study is to generate knowledge about the 
influence MFIs have in enabling individuals to be microentrepreneurs in Sri Lanka. 
 
Design/methodology/approach– This will be accomplished through investigating the 
conditions and terminology used by MFIs in relation to entrepreneurship and their 
requirements of training. The findings may be used as guidance to other MFIs and 
stakeholders, both nationally and globally, who wish to engage in this field. The study relies 
on qualitative methodology where multiple case studies were analyzed and the findings based 
on primary data conducted from nine semi-structured interviews. The cases have been 
selected according to theoretical sampling. 
 
Findings– Based on the findings and theories applied, it can be stated that the ambition of the 
MFIs in Sri Lanka is to contribute to the microentrepreneurs development. This is 
accomplished by giving them microcredit, training and motivation to start a sustainable 
business and thus rise out of poverty. The findings suggest that the MFIs have an important 
role, but that the responsibility following as a result of their influence is compromised. The 
conclusion is that the MFIs do not acknowledge everyone to be entrepreneurs, and are lacking 
in providing the most optimal training and supply of microfinance services for their 
microentrepreneurs to succeed. This is limiting the microentrepreneurs progress and excludes 
an unknown part of potential microentrepreneurs. 
 
Originality/value– The findings of this study can help us to understand how MFIs in Sri 
Lanka enable or restrict the microentrepreneur because of their expectations and other 
consequences due to the market of microfinance and the fundamental assumptions which 
microfinance is based on. Our contribution provides context on what conditions and 
limitations MFIs create for microentrepreneurs in rising out of poverty with the assistance of 
microfinance. The findings may be used as guidance to other MFIs and stakeholders, both 
nationally and globally, who wish to engage in this field. 
 
 
 
 
 
 
 
 

 
Keywords:	  Microentrepreneurship, Microfinance, Commercialization, Training, Sri Lanka   
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1 Introduction 
 
The microfinance concept has an important role in helping people out of poverty but there are 
different opinions regarding how this should be accomplished (Rhyne 1998, p. 6; Hermes & 
Lensink 2007, p. 6). Therefore, the microfinance institutions (MFIs) attitude and how they 
treat their potential microcredit borrowers is vital; the different approaches affect the poor 
people's chance of a better future (Bateman 2010, p. 1). In addition, it is urgent to success-
fully establish efficient ways to assist people out of poverty (Johnson & Rogaly 1997, p. 37). 
 
A world without poverty would be far more economically stable and much stronger than the 
world is today (Yunus 2003, p. 261–262). One way to accomplish this is with the concept of 
microfinance (Ledgerwood 1999 p. 34). Microfinance has in the last thirty years risen in the 
international development community (Bateman 2010, p. 12). It is in relation to the number of 
poor people targeted and in financial terms, one of the largest development programs in the 
world (van Rooyen, Stewart, & de Wet 2012, p. 2249). It is approaching poverty alleviation 
through inclusive financial services to combat exclusion and dependency, lending microcredit 
to over 150 million families worldwide (Vik 2010, p. 293; Haase 2013 p. 3). As a result, the 
poor in developing economies are increasingly provided access to small microcredit loans 
with the help of so-called microfinance programmes provided through MFIs (Hermes & 
Lensink 2007, p. 1). Microcredit has been attributed with enabling microentrepreneurs to 
build business and increase their income (van Rooyen, Stewart, & de Wet, 2012 p. 2249). 
Some need only $20, others $100 or $500 for start or improve the income-generating activity, 
which can enable them to rise out of poverty (Yunus 2003, p. 205). In addition to financial 
intermediation, many MFIs are providing social intermediation services such as training and 
non-credit services among their microcredit borrowers (Ledgerwood 1999, p. 1). 
 
1.1 Problem statement 
 
The fundamental purpose of MFIs in the microfinance concept, is to give access to 
microcredit to the poor (Ledgerwood 1999, p. 1; Armendariz & Morduch 2010, p. xiii). MFIs 
can be non-governmental organisations (NGOs), savings and loan cooperatives, credit unions, 
government banks, commercial banks, or nonbank financial institutions (Ledgerwood 1999, 
pp. 1–2). Well-known examples of MFIs in the industry of microfinance are the Grameen 
Bank in Bangladesh, Bank Rakyat in Indonesia and Banco Sol in Bolivia (Hermes & Lensink 
2007, p. 1). It was the founder of the Grameen Bank who successfully attracted support from 
the international development community, convincing them that rapid and affordable poverty 
reduction would be achieved through microfinance (Bateman 2010, p. 12). The concept has 
received recognition –	  for instance the Nobel Peace Prize in 2006 – of being a new economic 
concept revolutionizing the nature of banking (Yunus 2003, p. 111; Armendariz & Morduch 
2010, p. 17), and is adopted worldwide (McKernan 2002, p. 93; Hermes & Lensink 2007, p. 
1). 
 
MFIs have accomplished the impressive achievement to successfully assist poor in helping 
themselves out of poverty, but it has been stated that there have been many more failures than 
successes of MFIs (Hulme & Mosley 1996, p. 201; Ledgerwood, 1999, p. 4). There is 
increasing empirical evidence suggesting that microfinance does damage to economic 
development in developing countries and harm to individuals. This has reinforced scepticism 
and cautiousness towards the concept of microfinance and its declared success (Johnson & 
Rogaly 1997, p. 119; Bateman, 2010, p. 1; and van Rooyen, Stewart, & de Wet 2012, p. 
2259).   
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The concept of microfinance is a policy and approach to poverty alleviation with certain ideas 
of development and the poor (Vik 2010, p. 293). However, there exist several approaches how 
to achieve it, all of them debated due to their alternative costs (Ledgerwood 1999, p. 65; 
Robinson 2001, p. 74; Hermes & Lensink 2007, p. 7). Bateman (2010, p. 14) argues that the 
failure of the microfinance concept became apparent when the commercialised microfinance 
model was firmly established in practice. This is because the sustainability of MFIs became 
raised as an issue in literature, still debated today (Hermes & Lensink 2007, p. 6). Due to 
most microfinance programs experienced losses and required frequent recapitalization or 
anticipated source of funding and donations to be able to continue their operations, it became 
evident that market-based solutions were required (Ledgerwood 1999, p. 2; Hermes & 
Lensink 2007, p. 6). Today, a MFI needs to be operating as a business, which creates the 
requirement of attaining full financial self-sustainability and profits (Bateman 2010, pp. 13–
14). In other words, in addition to having a poverty alleviation agenda, microfinance has 
become a competitive industry (Vik 2010, pp. 293–294). Bateman (2010, p. 13) identifies that 
the shift has resulted in disastrous consequences for the sector of microfinance because of it 
being defined by greed, unethical behaviour and reckless risk-taking. 
 
Moreover, the assumption that poor can be assisted by microcredit is challenged. Expressed 
doubt exist regarding if the poor have the ability to undertake economic activities because of 
their lack of entrepreneurial skills and motivation to do business due to their circumstances 
(Ledgerwood 1999, p. 27; Yunus 2003, p. 161). The provision of microcredit loans will not 
eliminate poverty alone, but it can reduce its severity for many and end poverty for some. 
Accompanied by other innovative programs helping to nourish people's potential with help of 
training, microcredit is suggested to be an important tool in the establishing the chance of 
poor to help themselves out of poverty through their income-generating activities (Yunus 
2003, p. 171). The concept of employment must be widen, every human being should be 
recognised as a potential entrepreneur (Yunus 2003, p. 250). By providing microcredit to the 
poor, MFIs enable entry to the economic system, which is in need of entrepreneurs, with 
competition being the driving force of all innovations and improvements (Yunus 2003, p. 
206). 
 
In support of the debate of microfinance as a way to eliminate poverty, the assumptions exist 
that the MFIs offer microcredit to enable the poor to be entrepreneurs, being their ‘gate’ or 
‘fuel’ out of poverty through giving access to microcredit, in line with the microfinance 
concept. Therefore, it is significant to question if the MFIs may constitute a limitation in the 
probability of being a microentrepreneur. Furthermore, this is of present relevance 
considering the implementation of the financial system approach and the fact that MFIs are 
being required to re-evaluate their priorities. 
 
1.2 Purpose of this minor field study 
 
The purpose of this study is to generate knowledge about the influence MFIs have in 
enabling individuals to be microentrepreneurs in Sri Lanka. 
 
This will be accomplished through investigating the conditions and terminology used by 
MFIs in relation to entrepreneurship and their requirements of training. The findings may be 
used as guidance to other MFIs and stakeholders, both nationally and globally, who wish to 
engage in this field. 
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1.3 Research question 
 
To address the matter of that the MFIs presumably are exercising influence in enabling 
microentrepreneurs to take themselves out of poverty, the following research question will be 
investigated: 
 
What is the ambition and role of the MFIs in making the microentrepreneur succeed? 
 
To further understand and take the operational circumstances under consideration, this re-
search question has further been divided into three different areas. The aim is to distinguish 
components of importance to support in answering the research question. 
 

• Due to MFIs need for sustainability, are the market conditions favourable for the 
microentrepreneur? 

• Is the training that the MFIs provide of value for the microentrepreneur? 
• Is there anything else suggested to be of importance for helping the micro-

entrepreneur succeed? 
 
1.4 Disposition 
 
This report is structured as follows: the theoretical framework is presented in Chapter 2, 
where the concept of microfinance is described together with relevant approaches and theories 
regarding microfinance, training and entrepreneurship to enable the reader to understand the 
theories, concept and terms used in this report. The subsequent chapter describes the research 
setting of Sri Lanka and gives a short presentation about the MFIs participating in this study. 
In Chapter 4 we present the method used to conduct this study. Afterwards, the results are 
presented in Chapter 5, analysed in Chapter 6 and concluded in Chapter 7.  
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2 Theoretical framework 
 
This chapter will present the reader with the existing literature in the field of microfinance to 
present the created frame of background research that we built this report on. To begin with, 
an explanation of microentrepreneurs will be given to understand the term microentrepreneur 
accounted for in this report, emphasizing sustainable entrepreneurship and the poorest 
segment of microentrepreneurs. Different theoretical approaches will be presented together 
with the win-win proposition and the Entrepreneurship Development Framework by 
Agbeibor. The training for microentrepreneurs will be described along with a brief analysis of 
the training in the Grameen Bank. The chapter will finish with a description of the problems 
raised in previous studies about the difficulty of measuring whether microfinance makes a 
difference. We created this framework to be able to interpret the many aspects of interest for 
this report in the context of the environment of microfinance. 
 
2.1 The entrepreneur in microfinance 
 
Microcredit borrowers are typically from the low-income segment and are self-employed 
entrepreneurs in both urban and rural areas. They are usually traders, small farmers or provide 
services. Their activities provide a source of income, often from more than one income-
generating activity (Ledgerwood 1999, p. 2). The poor are independent actors; they can be 
self-employed entrepreneurs and create jobs for others (Yunus 2007 p. 12). A small 
entrepreneurial business is an income-generating activity that has a small number 
of employees, operates with a relatively low number of sales and is privately owned (Hassan 
& Ibrahim 2015, p. 182).  
 
An entrepreneur is an individual in the process of doing something new and different for the 
purpose of creating wealth for herself or himself and simultaneously adding value to society 
(Kao 1993, p. 69–70). Yunus (2003, p. 207) has stated that he believes that everyone is a 
potential entrepreneur; but just some of us will be given the opportunity to express this talent, 
many never getting the chance. This is because we are led to believe that an entrepreneur is 
someone different from ourselves and very gifted (Yunus 2003, p. 207). 
 
Banerjee and Duflo (2007, pp. 20–21) imply that the reason for so many poor being 
entrepreneurs is because of the link between the tendency of poor to do multiple occupations 
and the problem with access to financial markets. It is easier to become an entrepreneur than 
finding an employer with a job offer if you have few skills and little capital, and additionally 
even more so if you are a woman. It is important not to romanticize these poor entrepreneurs, 
their activities being very elementary. Due to the poor microentrepreneurs having no money, 
prior to the access of microcredit, the businesses they ran were inevitably small with clearly 
unrealized economies of scale. Furthermore, many of these operations have more family 
labour available to them than they can use, resulting in them doing very little to create jobs for 
others. This situation made it harder for many to find a job and hence reinforces the 
proliferation of petty entrepreneurs (Banerjee & Duflo 2007, pp. 20–21). 
 
According to Kiiru and Kenia (2007, p. 86) there are different reasons why people become 
entrepreneurs and in microfinance there are two types of entrepreneurs, the opportunity driven 
entrepreneur and the survival driven entrepreneur. The first one sees microcredit as an 
opportunity to invest in an income generating business idea. Meanwhile, the second one sees 
the microcredit as an immediate survival fund since poor individuals identified being survival 
driven do not have any other alternatives to support themselves than to start up a business 
(Kiiru & Kenia 2007, p. 86). Simultaneously is the reality that microenterprises are for an 
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increasing number of poor people, the source of income and employment where no other 
alternatives are available (Otero & Rhyne 1994, p. 1).  
 
The term survival driven is also used when describing that all people have a certain skill to 
survive and make it work. The skill is often unrecognized, but Yunus (2007 pp. 113–114) 
states that the fact that the poor people are alive is a proof that they already know how to 
survive. He further explains that since they got this skill they should focus on developing 
already existing skills, rather than wasting time teaching them new skills (Yunus 2007, pp. 
113–114). Several MFIs rely on microcredit borrowers finding investment opportunities with 
their survival skills and there is a small amount of investments that fail (Hulme & Mosley 
1996, p. 121). However the survival skills do not provide them with the technical assistance 
and entrepreneurial basis needed to take the step and reach sustained growth of income 
(Hulme & Mosley 1996, p. 116). The microcredit borrowers themselves expressed that they 
wanted to move beyond their present level of income and wished for the lending agencies to 
develop new forms of income generating activities during fieldwork conducted in 
Bangladesh, Kenya, Malawi and Sri Lanka by Hulme and Mosley (1996, p. 116).  
 
When the microentrepreneurs business is established, the next stage is to make it sustainable 
and for a family business there is often a desire to create a legacy for future generations (Kao 
2010, p. 53). Sustainable entrepreneurship is vital, as poverty is often handed down through 
generations (Yunus, 2003, p. 250). There is a famous quote by Kao (1994, p. 101) that can be 
associated with creating a sustainable future in the context of entrepreneurship:  
 

“If I give a man a fish, then I feed him for a day. If I teach a man to fish, then I feed him for life. If 
I teach a man to fish responsibly, then not only do I feed him, but the rest of his village as well, for 
generations to come.” (Kao 1994, p. 101) 

 
Entrepreneurship and financial responsibility shown by the poor, generated through the 
Grameen Bank microfinance model, showed that by motivating the poor to attain financial 
responsibility and entrepreneurship, resulting in self-help, a model that the international 
development community had searched for could become a reality (Bateman 2001, p. 26). In a 
study by Hassan and Ibrahim (2015, p. 190) the findings suggested that microcredit loans 
have successfully increased entrepreneur incomes, had a positive impact on business, and 
fulfilled basic needs of entrepreneurs. 
 
However, in the research by Koellinger (2008, p. 22) about why some people are more likely 
than others to become entrepreneurs, he found a substantial impact on individual 
characteristics such as self-confidence, education, employment status and the entrepreneur's 
environment. These factors affect the action of using, recognizing and developing an 
opportunity. Goliath and Farrington (2015, p. 35) mention that the likelihood of becoming an 
entrepreneur increases if they get positive attention by others and have the right characteristic. 
 
To study if MFIs enable everyone to be a microentrepreneur, it is important to clarify who is a 
microentrepreneur. This section has defined microentrepreneur based on the assumption that 
everyone is a potential entrepreneur in line with pronounced fundamental part of the 
microfinance concept. However, there are different reasons for being entrepreneurs and the 
aim should be sustainable entrepreneurship over generations to come. 
 
2.1.1 The poor microentrepreneur 
 
Not all individuals break out of poverty (Robinson 2001, p. 17). One reason is that although 
the individuals provided microcredit are considered poor, they are not the poorest of the poor 
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(Ledgerwood 1999, p. 2). An important study on whether microfinance is of benefit for the 
poorest of the poor was made by Hulme and Mosley (1996, p. 111), who collected data from 
seven countries. They compared the increases in microcredit borrowers' income with those in 
a control group. Their findings suggest that successful MFIs who contribute to poverty 
reduction are effective in improving the status of particular the middle and upper segments of 
the poor; not the poorest. Moreover, the same study found that those MFIs that lend to 
established entrepreneurs achieve higher impact per loan than those MFIs targeting lending to 
the poor in general (Hulme & Mosley 1996, p. 206).  
 
Several further impact studies have demonstrated that microcredit has a lower impact on 
income for people below the poverty line (Gulli 1998, p. 51). Microfinance programmes 
moved away from the poorest clientele when selecting microenterprises most likely to be 
successful for credit and training (Johnson & Rogaly 1997, p. 37). Moreover, there are strong 
limits to the ability of the poorest to absorb and take advantage of microcredit; among such 
limits are lack of skills and market opportunities (Mayoux 1997, p. 1). This is supported by 
Johnson and Rogaly (1997, p. 118) concluding that most microfinance programs are unlikely 
to improve the income and living standard of the poorest people. Hulme and Mosley (1996, 
pp. 182, 108–109) explain this partly by their findings that the poorest are being less able to 
take risks or use microcredit to increase their income. However, the more skills and assets a 
person possess, the more she or he is suggested to make use of the microcredit (Hulme & 
Mosley 1996, pp. 182, 108–109).  
 
Poverty may be defined in multiple ways or degrees, but Robinson (2001, p. 17) distinguishes 
between extremely poor and the economically active poor to clarify the poverty line. The 
World Bank has defined extreme poverty to be a result of living on less than $1.90 a day, 
meaning that about 11 people in 100, or 10.7% in the world are identified as extremely poor 
(Robinson 2001, p. 17; The World Bank 2006, p. 35). In contrast, the term economically 
active poor is used to refer to the individuals among the poor with some sort of employment 
and without any severely malnutrition (Robinson, 2001, p. 17). Additionally, the 
economically active poor is described by Robinson (2001, pp. 17-18) as people who have 
control over earning assets or having marketable skills, which equals individuals who are or 
could become creditworthy microcredit borrowers in commercial MFIs. 
 
This section has illustrated there are more sides to poverty than just being defined as poor, the 
existence of different segments being present in the literature. This has resulted in the 
differences in the treatment of poor depending on how poor they are, which presumably 
influence their capability to be allowed the privilege of being microentrepreneurs by MFIs. 
 
2.2 Poverty lending and financial system approaches 
 
The two main operational approaches in microfinance affect how the MFIs are operating, 
which directly influence the chances of the poor individual to be a microentrepreneur. The 
field of microfinance has grown substantially since the 1980s and the importance of financial 
sustainability of MFIs gave rise in the 1990s to an important debate between the financial 
systems approach and the poverty lending approach (Ledgerwood 1999, p. 2; Robinson 2001 
p. 74). Both approaches agree on the ultimate goal, to serve as many poor people as possible 
in a sustainable way (Rhyne 1998, p. 6), but how these goals should be achieved differ 
fundamentally (Hermes & Lensink 2007, p. 6).  
 
The poverty lending approach aims at reaching the poor – especially the extremely poor – by 
reducing poverty through the provision of credit. The microcredit is typically provided at 
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below-market interest rates and donors or governments usually fund MFIs operating under 
this approach. The financial intermediation is often accompanied with complementary non-
financial intermediations such as skills training, financial literacy and other vital family 
orientated subjects (Robinson 2001, p. 74). This correspond with the priorities existing prior 
to the debate, when donors actively supported and encouraged microfinance activities, 
targeting MFIs that were committed to creating substantial outreach and financial 
sustainability (Ledgerwood 1999, p. 2). This through accompany the supply of financial 
services with credit-plus inputs, in particular education, training and mentoring (Biosca, 
Lenton & Mosley 2014, p. 1700). 
 
In the early 1990s, the microfinance model called the financial systems approach became 
firmly established in practice, in contradiction to the poverty lending approach, which had 
defined the industry until then with the Grameen Bank as role model (Bateman 2010, p. 14). 
Meanwhile the poverty lending approach operates using credit to help reduce poverty, 
primarily by providing microcredit with subsidized interest rates, the financial systems 
approach emphasises the importance of financial sustainable microfinance programmes 
(Hermes & Lensink 2007, p. 7). The field of microenterprise finance evolving toward larger 
scale and greater self-sufficiency (Otero & Rhyne 1994, p. 1). Sustainable microfinance is 
generated by commercial MFIs that deliver financial services to the economically active poor 
at interest rates that enable the MFIs to cover all costs, risks and generating a profit (Robinson 
2001, p. 28). 
 

The debate existing about the two approaches regarding the MFIs sustainability has not 
concluded yet; however, the most recent microfinance paradigm seems to favour the financial 
systems approach (see Robinson 2001; Otero & Rhyne 1994). This is due to the large-scale 
outreach to the poor on a long-term basis is argued to be impossible to guarantee if 
microfinance institutions are incapable of standing on their own feet (Hermes & Lensink 
2007, p. 7). Nonetheless, there is still a variety in microfinance institutions, some of which 
can be characterised as sustainable commercial MFIs, whereas others remain subsidized MFIs 
(Hermes & Lensink 2007, p. 7). 
 
2.2.1 The financial system approach 
 
The industry of microfinance barely scratches the surface of its market potential; the way it is 
being structured limits it. However, commercially viable MFIs are increasingly being 
established as banks or nonbank financial institutions – commercial MFIs – operating from a 
financial system perspective  (Robinson 2001, p. xvii). The consequences of having MFIs 
moving in the direction of the financial system approach for the microentrepreneur will be 
presented in the rest of this section. 
 
2.2.1.1 Neoliberalism and commercialization 
 
Neoliberalism is an ideology characterized by strong private property rights, free markets, and 
free trade (Bateman 2010, p. 4; Harvey 2006, pp. 1-2). It is in the first instance a theory of 
political economic practices, providing an institutional framework where human well-being 
can best be achieved by liberating individual entrepreneurial freedoms and skills (Harvey 
2006, pp. 1–2). The financial self-sustainability of all institutions operating in the economy 
and society – private and governmental entities, voluntary associations – is a core belief of 
neoliberalism. Financial support is neither to be sought nor offered, no matter what, due to the 
risk of weakening any financial institution. Self-sustainability is established through a 
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combination of privatization, liberalization and commercialization (Bateman 2010, pp. 13–
14). 
 
As neoliberalism rapidly emerged to become the dominant political philosophy in the 1990s, 
the restructuring of all international development community interventions naturally began to 
reflect this belief as well. The microfinance industry was to be no exception (Bateman 2010, 
p. 14). Under the assumption that ‘a rising tide lifts all boats’, neoliberal theory holds that the 
elimination of poverty – both worldwide and domestically – is best secured through free 
markets and free trade (Harvey 2006, p. 64).  
 
Microfinance helps the poor to aim for the standard (neoclassical) capitalist wealth creation 
mechanism, i.e. individual entrepreneurship. This means all poor are in the position of 
becoming microentrepreneurs and further, finally getting their share of what has been beyond 
their reach. Many, if not all, poor inhabitants of the community will begin to escape poverty 
through engagement in income-generating activities. There is according to neoclassical theory 
no need for social movements, trade unions, and so on; all they need is individual 
entrepreneurship, self-help and microcredit (Bateman 2010, p. 156). Private enterprise and 
entrepreneurial initiative are seen as the keys to innovation and wealth creation in 
neoliberalism; increases in productivity assumed to deliver higher living standards to 
everyone (Harvey 2006, p. 64). Individual success or failure is interpreted in terms of 
entrepreneurial virtues or personal failings, rather than being attributed to any external source 
(Harvey 2006, p. 65).  
 
The opening up of entrepreneurial opportunities and new structures in trading relations have 
resulted in there being the possibility of substantially new processes of class formation to 
emerge (Harvey 2006, p. 34). This is supported in an ethnographic study in Bangladesh by 
Karim (2008 p. 18) where it is apparent that microcredit policies have changed the discourse 
of poverty to a discourse of neoliberalism at the local level of the poor. Calling oneself poor is 
now seen as being self-pitiful. Prior to the provision of microcredit, the poor felt a claim on 
the wealth of the rich due to them being trapped in a patron–client relationship, tied to both 
land and landlord by bonds of service. This relationship has weakened, and is replaced 
nowadays with a neoliberal discourse of self-help and individual responsibility.  
 
Further in a study by Tendler and Amorim (2006, pp. 421–422) it is explained that when for 
example the government buys products from the microentrepreneurs out of social and 
political needs they do not put a normal market pressure on the microentrepreneurs. They 
request what is to be provided and to who, without considering the demand. Since they do not 
believe in the microentrepreneur they make the assumption that the products will be in bad 
quality and not completed in time. When the government does not believe in them, the 
microentrepreneurs do not feel the need to perform to their full potential (Agbeibor 2006, pp. 
36–40). 
 
This section has presented the fundamental values that the financial system approach is based 
on, emphasizing the need of free markets and free trade. This means that financial support is 
unattractive, leaving it up to the microentrepreneur herself or himself to succeed or fail. This 
is suggested to be of importance due to lack of belief in the capabilities of the poor, resulting 
in slowing down their progress to sustainable establish themselves in the market. 
Simultaneously, they are being increasingly denied defining themselves as poor. In other 
words, the financial system approach resulting in commercialization of the field of 
microfinance encourage poor to be microentrepreneurs. 
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2.2.2.2 The shift to commerlization 
 
The term commercialization is defined to indicate financial institutions operating using 
commercial sources of funding. But in microfinance it is usually broadly used to indicate any 
use of market-based business orientation principles, i.e. the concept may apply as well to 
NGOs and subsidized MFIs, not only commercial MFIs (Otero & Rhyne 1994, p. 242). 

The commercialization in the field of microfinance addresses microentrepreneurs' lack of 
access to formal credit as an economic issue rather than a social one, which had been the 
targeted dimension prior to the financial system approach (Otero & Rhyne 1994, p. 234). The 
paradigm shift in microfinance is being implemented on a large scale by multiple, competing, 
financially self-sufficient MFIs which provide financial services for the economically active 
poor (Robinson 2001, p. 1). Moreover, the principles that the emerging forms for offering 
financial services to the poor are based on, can be found in any financial system. These 
involve elements like adopting a market perspective that is capable to understand the 
preferences of their targeted group and design products to meet them (Otero & Rhyne 1994, 
p. 11). 

The commercialization philosophy was essential in the privatization shift happening in the 
UK in the 1980s, spreading to virtually all countries thereafter. The argument was that 
commercialization creates more motivated and efficient organizations (Bateman 2010, p. 
113). Key advocates of commercialization, most notable Robinson (2001, p. 263) and Otero 
and Rhyne (1994, p. 12), argue there being the capacity of generating huge benefits for the 
poor through the commercialized model. This is mainly because of the anticipated increase in 
the supply of microfinance as a result of the shift to the financial system approach (Otero & 
Rhyne 1994, p. 12; Robinson 2001, p. 263). In a study by Hassan and Ibrahim (2015, p. 190) 
it was concluded that the increase of capital for entrepreneurs is essential for achieving 
success, the future of entrepreneurs sustained through microfinance programs. 

Many have welcomed the blurring of the lines between mainstream banking and microfinance 
(Shapiro 2015, p. 1721). The degree to which leaders on all levels encouraged the shift was an 
unexpected turn of events. The priority being to adopt the logic and imperative of merging 
microfinance with capital markets instead of acknowledging the original social impulses. This 
is a tricky transition, and concerns regarding mission drift due to commercialization of MFIs 
exist and need to be taken seriously (Armendariz & Morduch 2010, p. 239). Mission drift is 
the resulting tension from fears, as commercial MFIs in general target better-off microcredit 
borrowers and face trade-offs between needing to be profitable and reach the poorest 
(Morduch, 2000, p. 627). This change from social direction to commercial status by the MFIs 
in the market of microfinance usually bring a major change in regulation (Armendariz & 
Morduch, 2010, p. 243). It is of interest to study what consequences this has on the MFIs 
priorities directly linked to influencing the capability of poor individuals being 
microentrepreneurs. 
 
2.2.2.3 The win-win argument 
 
Microfinance demonstrate that cost-effective financial services can be provided to the poor 
and also create opportunities to generate profits for those who are lending the capital. 
Promoters for commercialization argue that getting access to capital helps a lot of people and 
allows the microentrepreneurs' businesses to develop. Poor people who earlier were 
considered as non-creditworthy have through microfinance showed that they are bankable 
(Brau & Woller 2004, p. 2–17). 
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The idea that both the microcredit borrowers and the MFIs can benefit is a concept called the 
win-win proposition, which suggest that microfinance should be more commercialized, but 
there are also arguments for the need of subsidization. When giving microcredit loans to the 
poor there are small amounts money and therefore many financial transactions, which makes 
it according to Morduch (2000, pp. 617–627) necessary to have subsidization to reach the 
extreme poor. 
 
Morduch (2000, pp. 617–627) is questioning the win-win proposition in terms of the trade-
offs associated with the commercialization and self-sufficiency with seven arguments: 
 

1. Subsidies are for those who cannot take a microcredit loan from commercial MFIs 
since the interest rates are too high; the demands for microcredit loans are not inelastic 
and some poor are left out. 

2. Commercial MFIs are said to reach a larger scale of people, but Morduch (2000, pp. 
617–627) argues that the subsidized programs are better at reaching the poorest which 
will make a bigger difference. 

3. Sustainable MFIs are said to have a greater access to the capital market but they will 
have a problem with the access since the microcredit loans are a high risk. 

4. It is said that the subsidized will fail since they are inefficient, but Morduch (2000, pp. 
617–627) argues that for example the Grameen Bank have used subsidies efficiently 
for over 30 years. 

5. It is said that subsidies that have failed earlier when the interest rate was too high, 
excluding the poorest people from the provision of microcredit loans, but Morduch 
(2000, pp. 617–627) argues that earlier failures cannot rule out that future subsidies 
can succeed. 

6. The promoters of commercialization also point at earlier failures with subsidies when 
deals with government organizations, but this could be solved by a better relationship 
between the organization and government. 

7. The subsidized do not have savings but Morduch (2000, pp. 617–627) states that this 
can be solved through cooperation with a bank. 

 
These seven arguments are presented in a manner so they contribute to the debate. If the 
microfinance concept cannot attain a true win-win proposition, the commercialization results 
in a favourable win for MFIs but with possible severe consequences for the 
microentrepreneur. The fact that the win-win proposition is questioned indicates the existence 
of different perspectives in how commercialization in the field of microfinance affects the 
microentrepreneur. 
 
2.3 Minimalist and integrated approaches 
 
The two main approaches concerning what should be provided in microfinance affect what 
the MFIs are offering and may in turn influence the chances of the poor individual to be a 
microentrepreneur. MFIs by definition provide financial services, but they are sometimes 
offering additional non-financial intermediations as way of ensuring or improve the ability of 
its microcredit borrower to utilize the microcredit. This has resulted in a debate in the field of 
microfinance related to the issue of the sustainability of MFIs, the arguments trying to 
distinguish as to whether MFIs should be minimalists or integrated, i.e. offering only financial 
intermediation or additionally other non-credit services. The decision to provide non-credit 
services determines whether MFIs are minimalist or integrated. Most of MFIs are offering 
social intermediation to some extent (Ledgerwood 1999, p. 65). 
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The minimalist approach is based on the assumption that credit is the single missing 
component for economic growth among the poor. However, minimalist microcredit 
programmes acknowledge their microcredit borrowers might need other development and 
social services. It is assumed that another party arranges these, because provision of other 
services than financial intermediation is not their focus. In terms of economic sustainability, 
the minimalist approach offers the advantage of operating cost effectively, resulting in that the 
subsidies that might have been necessary to make the microfinance programme sustainable is 
of insignificance. In contrast, the integrated approach emphasizes the importance of providing 
not only credit but a combination or range of social intermediation, training, enterprise 
development and other non-credit services to attack the structural causes of poverty 
(Ledgerwood 1999, p. 66). This approach is related to the poverty lending approach, which 
combines methods of providing microcredit with intensive entrepreneur training and technical 
assistance. The poverty lending approach is regarded as being costly; sustainability and 
expansion was only accomplished through funding (Otero & Rhyne 1994, p. 268). An 
integrated approach does not necessarily mean that the MFI provides all the services 
demanded by their microcredit borrowers (Ledgerwood 1999, p. 64). 
 
Figure 2.1 Minimalist and integrated approaches 
 

 
 
Source: Ledgerwood (1999, p. 65) 
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The shift in the world of microfinance in the 1990s, when the Grameen Bank model was 
discarded and a completely new commercialized microfinance model took its place (Bateman 
2010, pp. 13–14). The new focus on financial sustainability resulted in a gradual phasing out 
of many of the experimental credit-plus projects (Biosca, Lenton & Mosley 2014, p. 1700). 
Inevitably, scepticism has made it an attractive alternative again, since the commercialization 
harms the microcredit borrowers (Johnson & Rogaly 1997, p. 119; Bateman 2010, p. 1; and 
van Rooyen, Stewart, & de Wet 2012, p. 2259). This has resulted in the minimalist approach 
being recently appraised (Biosca, Lenton & Mosley 2014, p. 1700). The reason being that the 
developing community has increasingly come to realise that “credit by itself, is usually not 
enough” (Reed 2011, p. 1). 
 
2.3.1 The integrated approach 
 
The scepticism of microfinance have revived the debate on what design features could ensure 
the positive elements of microfinance more effectively whilst restraining the risk to do harm 
(Johnson and Rogaly 1997, p. 119; Bateman 2010, p. 1; and van Rooyen, Stewart, & de Wet 
2012, p. 2259). One possibility for achieving this is credit-plus (Biosca, Lenton & Mosley 
2014, p. 1700). The meaning of having MFIs moving back in the direction of the integrated 
approach for the microentrepreneur will be presented in the rest of this section. 
 
2.3.1.1 Credit plus 
 
Microfinance programs with an integrated approach provide a two-tiered way to enable 
poverty alleviation: credit for the purchase of capital inputs in order to promote investments, 
and non-credit services and incentives (McKernan 2002, p.93). It has been common to use the 
non-credit services as a supplement to increase the effectiveness of the microfinance program 
and enterprise development (Biosca, Lenton & Mosley 2014, p. 1700; Otero & Rhyne 1994, 
p. 11). Non-credit services together with microcredit – called credit plus or integrated 
approach  – is for example education, training mentoring and agriculture extension programs 
(Hulme & Mosley 1996, p. 280; Biosca, Lenton & Mosley 2014, p. 1700). There the 
microentrepreneurs can learn about factors like market competition and seasonal fluctuations 
(Caretta 2014, p. 182). 
 
These non-credit services are an important component of the success of microfinance 
programs and the microentrepreneurs have shown a keen interest for the training they can 
participate in by choice (Otero & Rhyne 1994, p.131; McKernan 2002, p.93). However, 
because non-credit services are costly to deliver and their contribution to the success of the 
microfinance programs is difficult to measure, they may not be properly valued (McKernan 
2002, p.93). 
 
According to Otero and Rhyne (1994, p. 138) there have been doubts if microentrepreneurs 
have any use for training since it has been demonstrated that numerous hours of training is not 
needed for existing entrepreneurs to use the microcredit effectively. But even if the 
microentrepreneurs have the knowledge to use the microcredit effectively they can still 
improve their management skills and production methods (Otero & Rhyne 1994, p. 138). 
However, the quality of the training delivered directly reflects what they receive from the 
coaching, therefore the quality of the coaching is very important (Mihiotis & Argirou 2016, p. 
448).  
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In a study conducted by Hulme and Mosley (1996, p. 164) the performance of the MFIs were 
profoundly dependent on their ability to recruit good employees positioned in the field, 
motivate them and train them effectively. The cases in Asia all highlighted the importance of 
training the field staff, and devote time and substantial financial resources to this function 
(Hulme & Mosley 1996, p. 165). To design local effective microfinance schemes, ensuring 
success even though no physical collateral exists, comes down to the use of local inside 
information by using the group model or field officers from the area. Members of the 
microcredit loan groups or appointed field officers providing character references for 
individuals, are mostly in a better position to evaluate who is likely to repay and the 
appropriate amount given (Johnson & Rogaly 1997, p. 120).  
 
The integrated approach, called credit plus, is becoming increasingly used by MFIs in the 
field of microfinance. However, quality of the non-credit services is suggested to be of 
importance, making it of interest to study the effect it has on the microentrepreneur when 
engaged with MFIs in addition to the distribution of microcredit. 
 
2.3.1.2 Agbeibor’s theory: the Entrepreneurship Development Framework 
 
Since developing countries want to reduce poverty and accelerate economic growth Agbeibor 
(2006, p. 40) has constructed a framework where he explains how this is possible to 
accomplish together. He explains that to accomplish this parallel, the small and medium 
enterprises play an important role (Agbeibor 2006, p. 40).  
 
Entrepreneurship is a mechanism that can make poor use their national resources innovatively 
to satisfy demand. For the business to create manufactured wealth they need to invest in assets 
for growth and benefit from business development services. To be sustainable they need to 
reach trade and market linkage. A sound business culture, skills, capital and education are 
needed for a successful entrepreneurship development. For further growth they need business 
incubators, venture capital funds and business development support programs, which several 
of the developing countries are missing (Agbeibor 2006, pp. 37–38). 
 
Agbeibor describes it as a funnel with three stages where the entrepreneurs and businesses 
pass from left to right through a filter where they decrease in numbers gradually. The first 
step is what can be done for the population to get fair results and the last is what would be 
ideal. The challenge for MFIs when developing entrepreneurs is to broaden the funnel for the 
microentrepreneurs to overcome the barriers (Agbeibor 2006, p. 38). 
 

1. The first stage in the funnel is the idea and education stage where those with 
promising business ideas and the will to start a business get selected.  

2. The second stage is the breakthrough where more intensive support is given to those 
who have shown resilience and willpower. This stage is about opportunity 
identification and business planning. 

3. The third stage is the growth stage where they will get a package of business 
sustainability. Here they will establish market linkages, financing and increase 
productivity (Agbeibor, 2006, pp. 38–39). 
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Figure 2.2 Funnel of entrepreneurship constraints in developing countries 
 
 

 
 
Source: Agbeibor (2006, p. 38) 
 
 
The framework illustrates how to reduce poverty and create economic growth in line with 
win-win proposition and the fundamental values which commercialization is based upon, 
creating a way to understand how MFIs operate. It illustrates how poor individuals are 
gradually excluded, emphasizing the need for skills, microcredit and non-credit services to 
enable successful microentrepreneurship. 
 
2.3.1.3 The trained microentrepreneur 
 
Even though there are MFIs providing services for skills training, marketing and social 
services such as literacy training and health care, these non-credit services are not generally 
included in the definition and fundamental meaning of microfinance (Ledgerwood 1999, p. 
1). But to successfully reduce poverty with microcredit the microcredit loan needs to be 
combined with education, none of them can stand alone. People need education to use the 
microcredit in an effective way, which enable the microentrepreneur to accomplish their 
visions and start a business (Hadi, Wahyudin, Ardiwinata & Abdu 2015, p. 179; McKernan, 
2002, p. 93; Abdul & Dean 2013, p. 303; Idris & Agbim 2015 p. 136; Abdullha & Latif 2015, 
pp. 60–61). 
 
It can be problematic to productively use the microcredit loan for those who are given the 
microcredit loans with only credit, since they lack confidence, knowledge and absorptive 
capacity (Dichter 1996, pp. 259–269). Further Yunus (2007 pp. 113–114) explains that the 
reason for the insecurity of the poor depends on the exposure to bad social attitudes.  
  
A study by Mahmood (2011, p. 265) shows that 62 percentage of the female microcredit 
borrowers use microcredit loans to start up a new business and the reason for the other 38 
percentage not using it is lack of training and education from the MFIs (Mahmood 2011, p. 
265). Abdul and Dean (2013, pp. 302–303) state that in addition to training, poor people need 
technical assistance, better network and coordination, development of an enabling regulatory, 
a policy environment and also a collective resolution in increasing bank participation and 
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diversification of their portfolios. It is also shown that higher knowledge of microcredit has a 
positive effect on the attitude towards microcredit (Jebarajakirthy, Lobo & Hewege 2015, p. 
180). 
 
When it comes to entrepreneurial support programs it is shown that there is a mismatch 
between the demand and supply. The gap between what the programs are offering and what 
the microentrepreneurs need depends on lack of communication. Which further creates 
problems of timing, credibility and the actual needs of the organization providing the training. 
Furthermore, if the organizations providing the business support for the microenterprises do 
not have any expertise of how small enterprises work there is a serious problem (Klofsten 
1999, p. 403). Microenterprises cannot be seen as a homogeneous group since they do not 
have the same needs (Klofsten 2000, pp. 342–343). 
	  
In existing literature, training is suggested to be important to enable everyone to be 
microentrepreneurs, presumably strengthen them in their entrepreneurship or even make them 
microentrepreneurs through training; indicating the existence of an assumption that the MFIs 
should give input for their progress. This will be put in context in the next section where the 
training provided by the Grameen Bank will be presented as an example.	  
 
2.3.1.4 The brief analysis of training in the Grameen Bank 
 
Yunus (2003 p. 141) proclaims that the work of poverty alleviation made by many 
government decision-makers, NGOs and international consultants starts by launching training 
programs, which is based on the assumption that poverty is a result of that the people who are 
poor lack skills. Experts on poverty alleviation insist that training is of vital importance to 
create the possibility for the poor to improve their socioeconomic context, resulting in the 
creation of a huge industry worldwide targeting the distribution of such training because of 
the flow of aid and welfare budgets attracted.  Yunus (2003 p. 141) insists poor are not poor 
because of them being untrained or illiterate, rather their lack of access to capital and their 
inability to retain the returns of their labour are the reasons why they cannot rise out of 
poverty. These points are why the Grameen Bank decided to lend money without any attempt 
beforehand to provide skills training, resulting in the fundamental abrupt turn of Grameen 
bank to go against traditional methods of poverty alleviation. This criticized approach has 
been countered with the argument that the Grameen Bank historically did not see any need for 
formal training, and further experience discouraged implementing it (Yunus 2003, p. 140). 
 
The condition of attending a training program in business management prior to taking a 
microcredit loan to proceed with a business idea, scares targeted borrowers away. This is 
related to the disregard and absence of formal learning in the lives of the poor, resulting in the 
possible discomfort of making them feel small, stupid and useless when or if education is 
forced upon them. One reason as to why the training programmes are reported to work is 
related to the fact that they often attract the poor because they usually offer incentives that are 
attractive and of interest for them. The poor are for example provided immediate financial 
benefits when participating, making the training a prerequisite to obtaining other important 
benefits in cash along with other objectives (Yunus 2003, p. 141).  
 
Microcredit borrowers of the Grameen Bank do not receive training. Any necessary skills 
have been obtained in their household or acquired out of necessity (Yunus 2003 p. 205). 
However, if the current microcredit borrowers can educate their families and make their 
children better prepared to compete in the future, there will be a sustainable improvement for 
multiple generations (Yunus 2003, p. 236). Yunus (2003, p. 140) argues that poor do not need 
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to be taught how to survive because they already know this. All they need is financial capital 
(Yunus 2003, p. 205). Instead of wasting time teaching the poor new skills, the Grameen 
Bank wants to maximize the use of existing skills. Providing access to credit for the poor 
immediately creates the possibility for the microentrepreneurs practice their skills, earn cash, 
which then becomes a tool to unlock other abilities and the exploration of their potential. The 
microcredit borrowers are often better teachers of survival than the Grameen Bank could ever 
be (Yunus 2003, p. 140). 
 
While the Grameen Bank does not offer any formal training for their borrowers, they train 
their staff to be poverty fighters. In contrast to commercial bank workers, the staff members at 
the Grameen Bank consider themselves teachers in the sense of helping the poor who borrow 
microcredit to explore their potential, extend their capabilities further and discover their 
strengths (Yunus 2003, pp. 101–103). 
 
The training for the staff is simple but demanding, with no reading materials to go through to 
learn from, due to the job being self-taught (Yunus 2003, p. 101). A staff member at the 
Grameen Bank is obliged to visit its microcredit borrowers at home, offering advice and 
keeping track of their needs and problems. They follow the policy of encouraging their 
borrowers to make their own decisions about how to use the loans, never suggesting any 
business ideas. This is a method used to improve their borrowers' self-esteem and make them 
confident in their skills (Yunus 2003, p. 104). This is related to the goal of helping poor to 
create better lives for themselves through developing their potential, never wanting to force 
anyone to do anything they did not desire to accomplish (Yunus 2003, p. 106). 
 
However, Yunus (2003 p. 62) explains that the requirement of all their borrowers to join 
small groups with similar circumstances and interests is the crucial aspect for the success of 
their operations. The requirement is a result born out of the conviction that the solidarity of 
the groups provide the best possibility of success for all members, making the Grameen Bank 
create incentives to encourage the borrowers to help each other succeed, rather than stepping 
in and the managing them (Yunus 2003, p. 62). When an individual of a group cannot pay 
back her or his microcredit loan out of inability or unwillingness, the group will suffer 
restrictions until the repayment problem is solved. This is creating incentives for microcredit 
borrowers to help each other both prevent and solve problems early on (Yunus 2003, pp. 65-
66). 
 
To become a member of a certified group of the Grameen Bank, can take anywhere between 
several days or months. The process includes individual information for the new members of 
the centre, at least a week of training on the policies of the Grameen Bank and demonstrating 
an understanding of these in an oral examination (Yunus 2003, p. 63). Yunus (2003, p. 64) 
argues their initiation process is challenging and that it accomplishes two things. Firstly, it 
challenges the critics regarding their concern that rural clients are too submissive and that the 
Grameen Bank can intimidate them into joining their bank. Secondly, pressure from other 
members in the group and the exam helps to ensure that only those who are serious and in 
need of investment capital will become members. 
 
A new aspect to take into account after this example illustrating the training approach used by 
the Grameen Bank, to successfully generate operational survival for the MFIs is the focus on 
the field staff in contrast to the microcredit borrower. Further, it can be stated that the training 
given to field officers is important. This makes it relevant to understand the fact that the field 
officers of MFIs may exercise influence in the enabling of poor individuals to be micro-
entrepreneurs. 
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2.4 Making an impact 
 
The prospect of measuring the impact of MFIs in regard to the several dimensions of poverty 
and related goals is hard and costly and it is unclear to what extent MFIs themselves should 
be engaged in such assessment (Morduch, 2000, p, 626; Copestake 2007, p. 1722). There are 
inevitable trade-offs between the increasingly financial and institutional performance of MFIs 
and the goals of poverty-alleviation, and microcredit has been acknowledged to have 
differential impacts on different segments within the poor (Hulme & Mosley 1996, p. 116). 
The task of impact assessment is by some argued to be better left to independent researchers, 
others claim that it should be the MFIs themselves who should systematically and routinely 
investigate their own development impact (Hulme 2000, p. 93). Armendariz and Morduch 
(2010, p. 267) explain:  
 

“The rough notion of ‘making a difference’ can be translated into a precise question that is at the 
heart of every credible impact study: [h]ow have outcomes changed with the intervention to what 
would have occurred without the intervention.” (Armendariz & Morduch 2010, p. 267) 

 
Field operations of MFIs calculate and screen their microcredit borrowers carefully, which 
influence the location for new branches and the provision of appealing products for these 
targeted segments. If the poor using microcredit is more productive than non-borrowers, the 
reason may be because MFIs successfully reached their targeted poor individual. The 
characteristics are already there prior to the microcredit loan rather than as a result of access 
to microcredit. Researchers therefore need to be careful in making hasty conclusions, or else 
the impact of being a more successful microentrepreneur could incorrectly be interpreted as 
an impact due to the provision of microfinance (Armendariz & Morduch 2010, p. 273). 
 
The debate has been voicing comments about highly successful microentrepreneurs or deeply 
indebted microcredit borrowers, but little about the average poor individual using microcredit, 
meaning there has been relatively few rigorous empirical studies. Therefore, there was no 
evidence in regard of the fundamental question if microfinance creates impact (Armendariz & 
Morduch 2010, p. 267; Banerjee, Duflo, Gleenerster, & Kinnan 2015, p. 23). However, in the 
last few years several studies evaluating microfinance have been conducted: Bosnia-
Herzegovina (see Augusberg, De Hass, Harmgart & Mghir 2015), Ethiopia (see Tarozzi, 
Desai & Johnson 2015), Mexico (see Angelucci, Karlan & Zimman 2015) and Morocco (see 
Crépon, Devoto, Duflo & Parienté 2015).  
 
Researchers using new and more accurate study methodologies found minimum or no impact 
arising from participating microfinance programmes from their field work (Banerjee, Duflo, 
Gleenerster & Kinnan 2015, p. 51; Roodman & Morduch 2013, pp. 583, 599; Duvendack and 
Palmer-Jones 2011, pp. 1864, 1876). They are therefore challenging the single most important 
cited study acknowledged being the best proof that individual MFIs have a strong poverty 
reduction impact by Pitt and Khandker (1998, pp. 958–996). The accusation of biased 
conclusions has further been responded to (Pitt 2012, pp. 1886–1891). Nonetheless, this 
provides insight on the on-going debate today, which is asking if MFIs truly makes a 
difference for the poor and provides the opportunity in this report for MFIs to articulate if 
they make a difference. This difference will further be applied in the terms of impact on the 
microentrepreneur. 
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3 Research setting 
 
This chapter will present why it is of present relevance to conduct this study in Sri Lanka and 
the chapter will further provide a short presentation of the MFI participating in this study.  
 
3.1 Sri Lanka 
 
Sri Lanka is home to one of the highest coverage of MFIs in the world (Gayangani, Wasana, 
Jayawardana & Poornima 2011, p. 11), neighbour to the birthplace of the microcredit model, 
Bangladesh. Microfinance was first established in Sri Lanka in the early twentieth century but 
become mainstream in 1980, around the same time as Grameen Bank was founded and 
created many of todays recognized guidelines in microfinance (Yunus 2007, p. 48; 
Tilakaratna & Hulme 2015, p. 49). 
 
A civil war started in the country 1983, the ceasefire agreement was signed 2002 and the war 
finally ended 2009, after 26 years. There have been significant changes in the economic 
environment since the civil war ended and there has been a domestic economic growth 
(Newhouse, Locke, Becerra & Doan 2016, p. 5). After the tsunami in 2004 where Sri Lanka 
was badly hit, a lot of donor funds were given which gave the country a further spurt in the 
microfinance sector (Tilakaratna & Hulme 2015, p. 49). There are now MFIs established in 
most parts of the country and to regulate the market there is a new Microfinance Act coming 
(Tilakaratna & Hulme 2015, p. 62; Government of Sri Lanka, 2016, pp. 1–30). 
 
But still the education level is low since it is in need for a higher quality of the state education 
and a greater participation from the private sector   
 
Education has been free in Sri Lanka for the primary, secondary and tertiary levels since 
1942. However, the education level is still low and the education provided by the state is in 
high need of increased quality. In addition, a greater participation from the private sector is 
necessary (Gamlath 2013, p. 43).  Half the segment of the poor is working in agriculture, 
which is a sector with low wages. During 2006 – 2008 the international prices of food and tea 
increased and made it temporarily more profitable to work in agriculture. After that the 
number of workers has fallen and to improve the poor people's life standard they need to shift 
from agriculture to more productive and better paid jobs (Newhouse, Locke, Becerra & Doan 
2016, pp. 32, 43). 
 
Poverty has reduced a lot since 2002 and is low by international standards but it varies across 
regions and is of significant concern in different areas. The capability to get access to basic 
services has barely improved since 2002 and still the poor people have limited access to the 
credit market. This makes it hard for them to take loans to invest in business and capital to 
improve their earnings (Newhouse, Locke, Becerra & Doan 2016, pp. 6–9, 16–40, 47). 
 
3.2 Short presentation of the MFIs participating in this study 
 
The respondents being interviewed from the nine MFIs participating in this study were in all 
cases, except one, in a very high position within their organizations i.e. key persons, with 
titles like general manager, managing director, head of operation, and chairmen of the board. 
Three of them acknowledged having experience in the field itself prior to their employment at 
their present organization. Another aspect of relevance seemed to be merits in finance and the 
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formal banking sector, three others identifying their work experiences having relevance for 
their contribution to the operation of their MFI. Their interests and reasons for working in the 
sector of microfinance differed. One of the respondents was motivated by the choice of 
working in microfinance with the desire to expand knowledge, share it and participating in 
uplifting people.  

3.2.1 Size and coverage 

Two of the organizations we interviewed are the links between funding from international 
source or commercial banks to other MFIs, therefore not handling microcredit borrowers 
directly. The other seven MFIs worked directly with their microcredit borrowers. The size of 
the total workforce of the organizations differed widely for the nine MFIs, the smallest ones 
acknowledged having five involved in the operation, another informed having 70, the next in 
order 74, 110, 250, 450 to 1000 and the biggest one with 11 431 employees. They all 
described themselves being located in high poverty areas; the coverage of the operations was 
almost nationwide for all of them, with exception of two cases who are not operating in the 
north. 

3.2.2 Established 

The majority of the MFIs we interviewed started their official operations in the 21st century, 
with the exception of one established before the 2000. Six of them were established after the 
2000 and two of them after 2010. However, it is important to note that four of them expressed 
having longer operational history in microfinance, but with a more informal structure, or 
being an extension of international NGOs. 
 
3.2.3 How the MFIs speak  
 
In this additional section, the terms that are of high importance will be presented in the 
context of how they were communicated. 

3.2.3.1 Microcredit borrowers and field officers 

When interviewing the MFIs they used different words to define the individual taking the 
microcredit loan. The words we heard were for example microcredit borrower, loan taker, 
client and poor people. One of the microfinance specifically underlined the fact that they do 
not like to call them ‘poor people’, instead they call them ‘small entrepreneurs’. All of these 
terms will in this rapport solely be defined with the term microentrepreneurs, and occasionally 
the microcredit borrower.  
 
A few different terms have been used to define the employees working in the field and 
engaged on a daily, weekly or monthly basis with the microcredit borrower, for example 
credit officer, field staff, field officers and development officer. In this report we will use the 
term field officers.  
 
3.2.3.2 Microcredit is not exclusively for microentrepreneurs in Sri Lanka 
 
An important note is that all MFIs in our study do not seek future microentrepreneurs, some 
aim to lend money to the poor for a decent life, for example constructing or repair houses, 
toilets and pay for education for their children. This was defined with the term “family asset 
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building” by one of the MFIs in this study, i.e. they do not need to use the microcredit loan for 
income-generating activities. This way of improving the lives of poor is the core objective of 
one of the MFIs interviewed, and of concern for the other eight. It should not be assumed that 
all microcredit borrowers are the same, or that the impact created through microcredit is the 
same for all individuals, instead earlier research suggests that the impact of microfinance 
varies greatly among microcredit borrowers (Haase 2013, p. 12). However, in this report we 
will focus exclusively on the entrepreneurs in microfinance.  
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4 Methods 
 
This chapter of the report will describe the methods of gathering empirical data material to 
answer the research question, justify the design of the study and explain how the result was 
analysed. 
 
4.1 Primary data through interviews 
 
When collecting our data, we wanted to focus on a small sample to make in-depth analyses 
and choose our respondents with the criteria that they had a high position within the MFIs. 
Therefore the qualitative data approach was suitable for conducting this case study (Hogan, 
Doland & Donnelly 2010, p. 10; Rienecker & Jørgensen 2014, p. 193). Qualitative data is also 
suitable since we focus on understanding the context where the key person operates and their 
interpretation of the microentrepreneur (Bryman & Bell 2015, p. 392). Case studies enable us 
to investigate the complexity and context of a phenomenon (Rienecker & Jørgensen 2014, p. 
194). In order to increase the validity of research findings and to get a deeper understanding 
of researched phenomena, a multiple case study was therefore used. Through interviews the 
research can reach areas of reality that would otherwise remain inaccessible such as people's 
subjective experience and attitudes (Denzin & Lincoln 2011, p. 529). Therefore, the 
observable data obtained, to qualitatively investigate defined entrepreneurship in the context 
of training, has been gathered through semi-structured interviews with nine key persons from 
nine MFIs in Colombo, Sri Lanka, in March 2017.   
 
The case study research is suggested to be questioned by Yin (2003, p. 5), an acquisition out-
dated according to the same author due to its relevance in contrast to quantitative research. A 
case study enables the respondents to express their personal opinions and interpretations, 
creating a flexible interview environment where the results may be unforeseen (Bryman 2012, 
p. 471) 
 
Prior to arriving in Sri Lanka, we had a correspondence by email and booked the interviews 
as a result of using the website of the organization Lanka Microfinance Practitioners 
Association (LMPA) which is the official platform for the first microfinance network in Sri 
Lanka and was founded in March 2006. It is a non-profit organization and their main function 
is to provide quality financial service to its members, for example technical assistance such as 
training, workshops, lobbying for the common interest of the members and policy changes in 
the sector, sharing of information and transparency. The LMPA requires their member MFIs 
to have a minimum of 75% active borrowers from the total borrowers of 1,000 and over, that 
the core business is microfinance and that the MFI have been operating for at least one year.  
 
Of the 76 MFIs on the website of the LMPA that provided an accessible email address to the 
MFIs, we sent a request inquiring the possibility for conducting an interview. We received 
positive replies from 17 MFIs, giving their consent of being available for an interview. Since 
the MFIs were already selected from the website it did not affect the validity of our sample of 
those who chose to participate. 
 
Of the sample of 17 we made a geographical demarcation, and selected the MFIs located in 
the area around Colombo, where most of the MFIs' main sites are located, which left us with 
11 MFIs still interested of participating in interviews. Of these 11 MFIs there were nine that 
we actually set a meeting with and met in Colombo. 
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There was an active choice from our side not to get to know the MFIs through their websites 
or any other digital channels before the interviews since we wanted to meet them without 
preconceptions. For instance, the result of this was that one of the MFIs was focusing on an 
area beyond entrepreneurship so a lot of the material collected from that interview was not 
relevant for this study. However, it did not impair our study since parts of the findings were 
still valid for questions about the impact of the microfinance concept.  
 
In addition to the nine interviews we did a field trip where we visited one on-going centre 
meeting and two microcredit entrepreneurs in residences. Going on a field trip and meeting 
the microcredit borrowers gave us a better picture of who they are and what they are doing 
with the microcredit. Both of the microentrepreneurs we visited had participated in training 
from the MFI and are now generating income through that activity. 
 
4.2 Implementation of interviews 
 
Prior to our arrival in Sri Lanka, two aspects of the interview were arranged. Firstly, we 
designed the questions for the interview and did a small pilot study, doing our best to meet 
Kvale's (1996, pp. 148–149) 10 qualification criteria for the interviews. Secondly, before 
conducting the interviews we sent out an email to get informed consent of the participants 
(Ahrne & Svensson 2015, p. 29; Kvale 1996, p. 112; Denzin & Lincoln 2011, p. 65). 
 
The interviews were held in the MFIs own head offices since we wanted them to feel 
comfortable and be in their daily environment. Further, because we wanted to see how their 
organizations looked (Ahrne & Svensson 2015, p. 43). During the interview we had the 
twelve criteria in mind that Kvale (1996, p. 30–31) formulated for interviews to be successful. 
With the respondents' permission, we recorded all of the interviews with two recorders to be 
sure that we would not miss out of any part of the interviews. In the course of the interview, 
all the comments and behaviour of respondents were noted down, since we wanted to make 
sure that we matched accurate impressions or statements in the answers received for all 
questions exchanged. 
 
The questions prepared and asked for the MFIs were about many areas of the operation, not 
singling out or asking directly about entrepreneurship. This was of value to understand the 
perspective of the respondent and get an impression about the organizations, the detailed 
interviewing enabling us to catch the subject's perspective (Becker 1996, p. 67).   
 
The participating MFIs in this study were not encouraged or promised compensation for 
contributing with their resources to take part in our research. Instead, their contribution is 
based on goodwill and excitement for their industry and our masters' thesis project. However, 
all MFIs granting us an invitation and completed an interview were given a small gift of 
appreciation related to Sweden. 

4.2.1 The environment of the interview 

The offices we visited differed in size and environment, all interviews except one were held 
privately and we were never more than six persons in the room. Because of the high 
temperatures in Colombo all offices had air condition or fans, which we could hear in the 
background. 
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All meetings had a friendly atmosphere and we felt very welcome. Any difficulties based on 
the translation of language has been avoided due to the conscious choice to conduct the 
collection of empirical material and further present the whole report in English. However, it 
should be acknowledged that we have adapted the presented approach of Xian (2008, pp. 
231–245) explains that differences in culture and native language emphasize creating an 
increased reconstruction of the social reality and therefore exercise influence on the ability of 
interpretation. This effect is suggested to be of positive value (Xian 2008, pp. 231–245). 
 
4.2.2 Pilot study 
 
When we had finished our research overview and decided what we wanted to investigate we 
started to formulate our interview questions in line with the purpose of our study, doing our 
best to meet the 10 qualification criteria for the interviews presented by Kvale (1996, pp. 
148–149). To make sure that our interview questions were well designed we asked a key 
person in a Swedish bank to look at our questions and evaluate if they were justified for the 
purpose. This also contributed to ensuring that the questions were clearly understood and easy 
to answer by the participants.  
 
However, notable is that the gaining of experience through the process of conducting 
interviews did not change the questions asked, but made us more involved and alert regarding 
certain aspects discussed due to finding differences, common practice or expectations 
expressed by the MFIs participating in this study. 
 
4.3 Data processing 
 
After each interview the notes were preliminarily analysed in order to identify the basic ideas 
and concepts presenting themselves during the interviews, organized and prepared to support 
the analysis. The main findings of each interview were tested in the consecutive ones. All the 
concepts identified were coded and prepared for the analysis. Once the interviews and 
gathering of additional materials were completed, we proceeded to the transcription according 
to the suggestion made by Bryman and Bell (2015, p. 493). 
 
To ensure credibility we decided to not use a data program to transcribe the interviews, they 
were instead transcribed afterwards by us manually. This was also motivated due to the sound 
of some of the recordings being compromised, in need of careful treatment, ensuring getting 
the exact citations and the respondents' choice of words. It took three days and in total, there 
were 116 pages (Times New Roman, 12, single) of transcripts prepared for the analysis. 
 
All interviews were conducted by two researchers to ensure validity, the presence of the 
second researcher necessary to verify the experience and answers later presented by the 
appointed researcher in charge. Category identification and coding of the nine interviews was 
divided into two sample groups. The two researchers became responsible of the content and 
process of transcription for one sample group each. On several occasions during and after the 
coding process, the codes along with the interview transcripts were shared with the other 
researcher. This was because we wanted to avoid possible biases related to the impact of cases 
on researcher due to high involvement in research process, as suggested by Miles and 
Huberman (1994, p. 46). The other researcher verified and indeed pointed out several aspects 
that at the end contributed to coding and the analysis. 
 
Next in the process, categories were identified by the two researchers based on the full data 
set. After identifying categories emerging from the interviews, this was further narrowed 
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down to be the categories of relevance, aiming at avoiding topics already studied in the 
literature. Existing literature was examined in order to check the relevance of identified 
categories in respect to existing theory as well as to verify relevant categories. Four weeks 
after the interviews were conducted, a follow up was sent in form of a survey to seek 
clarification or clarify parts that needed further verification of the MFIs. 
 
The survey makes sure the presented result in this report is based on accurate information. 
This is a direct result of that the identified categories have been tested through respondent 
validation, performed accordingly as suggested by Bryman & Bell (2015, p. 401). This was to 
ensure good correspondence between the findings and the exchanged information by research 
respondents. This is indirectly an action based on the criteria of credibility, which is defined 
by Guba and Lincoln (1994, p. 52). 
 
The survey was sent to all the participating MFIs in the study and was designed in three parts 
where the questions had to be answered in the same order, with no option to go back to the 
earlier questions. This since we did not want their answers to be affected by the questions 
later asked. When the answers from the survey were collected and the unclear or vague parts 
had been either clarified or verified, the section presenting the result in this report was 
organized. 
 
Entrepreneurship was given a third of the questions in the follow up survey, to clarify the 
definition in the own words of the respondents, allowing them the possibility to carefully 
decide their final description of a microentrepreneur. 

4.4 Validity and reliability of data 

During the production of this report, the concept of validity and reliability of data was 
applied, with secondary input from substitutes. Validity measures whether the results of the 
survey actually address the research question: if we measure what we say we measure 
(Justesen & Mik-Meyer, 2011, p. 33). It can further be separated into internal and external 
validity presented by LeComte & Goetz (1982, p. 390) who suggest that internal validity is no 
problem, but the external validity is a problem, due to the limitation in being able to 
generalize the findings. In contrast, Yin (2003, p. 6) suggests that qualitative research suffers 
from the perceived inability to generalize. The definition of reliability presented by Justesen 
& Mik-Meyer (2011, p. 33) has been used. 
 
To develop high trustworthiness in our study we used the trustworthiness criteria for 
credibility (Guba & Lincoln 1985, pp. 51–52) and submitted our research findings to the 
participants to verify that we had understood their answers correctly, and further decrease the 
risk of constructing a desirable outcome (Yin 2003, p. 6). We recorded, took notes and 
transcribed the interviews in line with Guba and Lincoln's (1994, p. 393) criteria for 
dependability and tried to be objective when working with the material in line with 
conformability. We have done our best to describe our selections and the performance of our 
study in line with transferability, but we are aware that replication is difficult in qualitative 
studies (Guba & Lincoln 1994, p. 390).  
 
Many aspects considered in the regard to validity and reliability has been presented in the 
section of relevance in earlier sections in this chapter. However, we would like to share a few 
additional thoughts not presented earlier in this part of the report concerning ensuring the 
validity and reliability of data. 
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4.4.1 Sample size 

The size of the qualitative sample is justifiable to generate a study of quality and if questioned 
more likely to be too big than too small in our opinion. We have been precise when 
processing the material from all the participants but there is a conscious risk that some of the 
respondents have contributed with more details than others, when we reflected on their 
responses and presented the result. Which is a natural outcome, due to some of them 
displaying more interest when participating. 

4.4.2 Key person 

The fact that we have chosen to only interview one key person in each of the MFIs can affect 
the information and constitute a risk to influence and embellish our view of the organization. 
However, this is a component that we consciously have chosen to take into account as the key 
person's attitude influence the organization. We want to analyse his or her personal discourse 
used and expressed expectations related to microentrepreneurs and training in the 
organization. 
 
Responses from several informants in a specific MFI would have provided either more than 
one or verified the top managers' answers, multiple respondents creating greater reliability of 
research findings (Wilson & Lilien 1992, p. 302). Therefore, the use of only one respondent 
presents a limitation of our study. The decision was supported by the fact that the key persons 
could share the discourse and expectations in line with the core of our research, providing the 
insight of interest, ensuring the gathering information of importance for answering the 
research questions, as it is advisable to focus to issues, data and respondent all in line with the 
original research questions (Miles & Huberman, 1994, pp. 172 –173).  

4.4.3 Reproduction of study 

The result of this study is dependent of the people participating in creating context and 
analysing it, and therefore cannot be acknowledged to be true in any other circumstance. 
However, rich descriptions of the social world are being of high value, making up for the loss 
of creating generalization. The importance of being present is vital, enabling directing our 
attention to the specifics of particular cases to examining the constraints of everyday life, 
seeing the world in action while embodying our findings in it (Becker 1996, p. 61).  
 
We personally have access to all information and material necessary to reproduce this study 
but since all the material regarding the participants in the interviews are confidential no one 
else can reproduce this specific study and be sure to have the same participants and therefore 
result. They would only have access to our description of how the study was performed which 
affects other outcomes of the study. Any other researcher would be able to use the same 
population and method used to create a sample if the study would be reproduced. However, 
the likelihood of them getting the exactly same participants is unlikely. Further, since this is a 
qualitative study it provides space to interpret, so how we have chosen to analyse our answers 
are of significant value. Guba and Lincoln (1994, pp. 400–404) have argued that there can be 
more than one or several outcomes of research, rather than there being absolute truths about 
the social world to reveal.  
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4.4.4 The interview 

The language barrier was taking into consideration during the preparation of the material used 
and discussed during the interviews. Sri Lanka has two official languages, Sinhalese and 
Tamil. The language used during the interviews was English, which is not the native tongue 
of the two researcher who conducted the minor field study, or the individuals that were 
interviewed. The possibility that certain things being exchanged in an incorrect way because 
of lack of vocabulary, misinterpreted due to the design of the interview questions, or 
interpretation has been prevented by the interview questions being simplified. The focus was 
always on the context and meaningfulness of what our research as a whole can contribute. 
 
We were aware of the prospect that we could get unexpected results, which required that we 
were active and willing to revaluate our assumptions and listen to the actual responses that we 
received. 
 
4.5 Ethics 
 
The empirical data used in the discussion, and presented in the result, has been gathered 
through a qualitative method. The exchange of information is assumingly influenced by the 
terminology preferred and used by the key person elected by the MFI to communicate their 
way of providing microfinance. Applying in-depth interviews with several different MFIs 
create the possibility to observe, reflect and concretize different ways that leaders of MFIs in 
Sri Lanka identify and have expectations regarding microentrepreneurship in the context of 
training. Ethical decisions have arisen through the entire research process and ethical codes 
and theories have been guidelines (Kvale 1996, p. 110). 
 
To begin with, the reactivity cannot be ignored, which is inevitable when there is an abnormal 
interaction. It may be ethically difficult to relate to what you are studying through informants, 
i.e. the individuals participating in an interview will often affect one another because they are 
actively involved in the context both exchanged and created. The problem continues in that 
we to the greatest extent wanted the variation from the respondents to be authentic, which is a 
naive assumption. The risk is that the answers were distorted, which caused a threat to the 
reliability that we pursued to maintain. 
 
We aimed at creating the most optimal conditions during our meetings and we had Kvale 
(1996, p. 111) ethical issues to have an interview in mind while designing the interview form. 
The prepared questions asked were open and aimed to create the right conditions for giving us 
answers that are true and unaffected by us, allowing supplementary questions and encourage 
further explanation if necessary. Regarding the interview questions, our purpose was not to 
criticize, but to neutrally seek information regarding the MFIs identification of 
entrepreneurship in the context of training being provided and its relevance for the 
microentrepreneur.   
 
Clarity and humility are important in the connection with MFIs to actively avoid 
misunderstandings. For instance, any incorrect or false hope raised that our research could 
contribute to changes for the specific MFIs that we interviewed is undesirable. It is 
unacceptable that participants could come to harm because of their participation in the 
interviews, for example, risk their working position because of a statement (Ahrne & 
Svensson 2015, p. 29).  
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The respondents have the right to be informed about the nature and consequences of the 
research in which they are participating in (Denzin & Lincoln 2011, p .65; Ahrne & Svensson 
2015, p. 29). Therefore, we made it very clear to the respondents that their contribution was to 
be secure and confidential (Kvale 1996, pp. 114–115) and made public only behind the shield 
of anonymity, that it was their title or function that was of relevance for our research to avoid 
unwanted exposure (Denzin & Lincoln 2011, p. 66; Ahrne & Svensson 2015, p. 29). 
 
Another aspect considered was the possibility of lack of informed consent, i.e. that it can be 
very difficult to acknowledge one's identity and research purpose to all and sundry so that 
they can make informed decisions about their assistance (Punch 1998, p. 171). Deception may 
be a consequence created because of lack of emphasizing informed consent, resulting in a 
negative reaction from respondents if they feel misled (Denzin & Lincoln 2011, p. 65). We 
attempted to take precautions necessary to minimize the element of deceptive behaviour, but 
as it may be inevitable, the effects were considered as much as possible. In all, we 
experienced it being a small issue as we were not exposed to many individuals beyond the 
respondents. 
 
Prior to arrival, the informants were briefed in a written summary regarding the aim of the 
research and the expectations and purpose of their participation. This was to ensure the 
subjects had the possibility to fully agree voluntarily to participate based on full and open 
information (Denzin & Lincoln 2011, p. 65). A printed copy of the same summary was 
presented at the meeting, which enabled discussion in terms of duration, methods, possible 
risk and aim of the case study (Soble 1978, p. 40). The respondents signed this before the 
interview started. 
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5 Results 
 
In this chapter the results from the nine interviews will be presented in relation to the research 
questions. The training provided for the microentrepreneur will be presented together with a 
description of how the market of microfinance is interpreted by the MFIs for the 
microentrepreneur in Sri Lanka. Finally, the impact of microfinance is highlighted. 
 
5.1 The MFIs usage and definition of the microentrepreneur 
 
The term entrepreneur in microfinance was only used by four of the nine MFIs before we 
started using it in the questions asked during the interviews. It became important to 
differentiate how microentrepreneurs are defined as stakeholders, one of the MFIs e.g. using 
the term ‘small entrepreneurs’ for their microcredit borrowers in general, and their set of 
actions. The common description of an entrepreneur is an individual who starts and develops 
an income generating business and may employ others. However, they chose to highlight 
different aspects, for example sustainable business, income-generating beyond survival, being 
willing to take a leap of faith, and have new ideas either resulting in innovate products or 
products demanded. In conclusion, our respondents have chosen to identify an entrepreneur in 
slightly different ways. This will be applied in the context of training provided by the MFIs in 
this study, presenting the training in terms of its relevance for the potential microentrepreneur. 

5.1.1 The doubt of the MFIs that everyone can be an entrepreneur 

There are different opinions between the MFIs whether everyone is an entrepreneur, seven out 
of nine MFIs gave the answer no, meaning everyone is not an entrepreneur, the respondents 
limiting the term to be applied on a few selected ones instead of everyone. In other words, all 
microcredit borrowers may not be looked upon as microentrepreneurs. 
 
When we asked the question if everyone can be an entrepreneur or not, three of the 
interviewed MFIs was convinced that anyone can be an entrepreneur, but training and 
education was suggested by two of the MFIs to be of importance to succeed to be an 
entrepreneur. The rest were doubtful and one of them expressed that to become an 
entrepreneur you need certain chemistry and people around you that motivate and give you 
their support, which is something that everyone does not have. To create further 
understanding about their answers, we made them explain what is needed to become an 
entrepreneur. The common description was a new business idea, willingness to take a risk, 
capital and right mind-set, whereas they chose to highlight some different aspects, for 
example generate income on a continuous basis, commitment and a new product or service.  
 
When given the opportunity to explain further what entrepreneurs need, not one of the six out 
of total six MFIs identified the word training as being important when they were given the 
chance to identify their description of necessary components related to the term 
entrepreneurship. After providing the linkage for them – literally asking if training can create 
entrepreneurs – one dismissed it with a simple no. Others tried to explain why, e.g. one of the 
MFIs informed it is difficult to turn someone into an entrepreneur simply by providing 
training, stressing the need of entrepreneurial characteristics. Another MFI explained that 
microcredit borrowers cannot be trained but supported. Three of the MFIs answered that you 
can train someone to become an entrepreneur. 
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5.2 Training for the microentrepreneur 
 
The microcredit borrower is suggested to be a very different customer, in comparison to other 
financial bank clients. This was stated by two of the MFIs, explaining that they learn things 
from their skilled microcredit borrowers. When we asked if anyone can be an entrepreneur 
during the interviews, one of the MFIs indicated that an entrepreneur is something you 
become rather than something you are. The same respondent explained microcredit is not the 
only thing the microcredit borrowers need to develop a business; they also need soft skills, 
technical skills, training, market linkage and additional expertise so they can develop their 
products.  

5.2.1 The training provided by the MFIs provide 

All of the MFIs stated that they provide training for their microcredit borrowers. When asked 
to clarify if they provide any business-orientated training, all of them confirmed they supply 
this kind of training, suggestively being of more relevance for microentrepreneurs. The MFIs 
participating in this study slightly differ in their approach to what kind of skills should be 
emphasized in regard to training for the microcredit borrowers. Some explained they make 
their microcredit borrowers learn new skills, others focusing on maximize their credit 
borrowers' existing skills, meanwhile there are those are focusing on both. In this study, most 
training by the MFIs was provided to groups and clusters, rather than on an individual basis. 
 
One of the MFIs explained that training for the microcredit borrowers is a must, without it the 
people do not understand or have enough knowledge. Another MFI stated that training is 
costly but without it they cannot succeed. In contrast to the others, one of the MFIs 
communicated that they do not have a lot of training for their microcredit borrowers because 
there is no funding available, and that that is why they are unable to do it successfully. 
However, the same respondent informed education is required because it happens that the 
microcredit borrowers think it is their money and do not think about tomorrow.  

5.2.2 Credit plus 

During the interviews, the provision of training has been acknowledged by the MFIs with the 
term credit plus. The concept credit plus is explained in detail by one of the MFIs saying that 
microfinance no longer is basic credit, there are also financial services, training, market 
linkages, empowerment and other support services provided without the non-financial 
aspects. Credit plus has been argued as being very important. Moreover, it is worth noting that 
credit plus has been communicated in relation to the competition in microfinance sector and 
identified as a market advantage. It is also suggested that it solves problems for the 
microcredit borrowers, which will simultaneously benefit the MFIs.  

5.2.3 The types of training provided by the MFIs 

There are different types of training provided, the different training initiatives not always 
easily or necessarily distinguished from each other when being explained during the 
interviews. One of the MFIs informed that prior to taking a microcredit loan the microcredit 
borrower needs to take training in how to use the money. This specific MFI is requesting 
membership with participation and training for a certain period of time before allowing the 
first microcredit loan. This is similar to how all except three MFIs participating in this study 
operate. Two MFIs of these three are links between funding, and the third MFI communicated 
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not feeling the need to provide any specific training prior to their microcredit borrowers 
taking the microcredit loan. When becoming a microcredit borrower, the MFIs suggested that 
there are relevant identified skills to teach or explain to the individual prior to taking the 
microcredit loan. These could for example be about understanding the interest rates, the 
organization they take the microcredit loan from, the obligations arising, discipline, financial 
habits, using and identifying an income-generating activity, the benefits resulting of taking a 
microcredit loan and maximize outcome.  
 
According to four of the MFIs, training was acknowledged as being entrepreneurial training, 
because there was a lot of emphasis in teaching about financial literacy, which included 
training about inflation, interest rates and saving habits. One of the MFIs explained that their 
microcredit borrowers do not understand profitability and when they got the money they do 
not understand the amount that they can use and are having difficulty identifying for example 
working capital, expenditures and profit. Moreover, financial literacy is taught to prevent 
exploitation by one of the MFIs, another MFI identified it as a tool necessary in preventing 
multiple borrowing.  
 
One of the MFIs expressed their training being divided into two categories. The first one was 
defined as income-generating skills, meaning how to do things, for example crops, dairy, 
cows and processing. The second category was defined as entrepreneurial training, provided 
exclusively for entrepreneurs, meaning the individuals already doing something. The 
entrepreneurial training featured business management, marketing and bookkeeping; this 
training was not for beginners according to the specific respondent. Another of the MFIs 
informed us that they are doing their training programs related to technical skills once a 
month; small things, but suggestively very useful for the microcredit borrowers' businesses. 
The respondent explained that the organization is selecting different business sectors and 
provides the proper training for their microcredit borrowers.  
 
Training programmes featuring education and learning skills are in most cases provided for 
free by the MFIs. However, two of the MFIs participating in this study charge for this kind of 
activity. One of them has a coupon-system integrated in the microcredit loan. It is argued to 
create a better way of ensuring the training provided is attractive and is of value for the 
microcredit borrowers, creating expectations needed to be met among the microcredit 
borrowers buying the service. Another MFI informed us they recently changed from having 
free training to making their microcredit borrowers pay half of the costs, aiming at creating a 
higher value for the microcredit borrower. They explained they know the microcredit 
borrower will still attend, even though participation is not mandatory which suggest the 
demand exists and the training is attractive.  
 
When asked what the microcredit borrowers need to learn, one of the MFIs answered basic 
cash flow management and entrepreneur skills as some of them want to start a business. 
Additionally, this specific respondent shared that not many of their microcredit borrowers 
know the legal aspects of running a business and this will be taught to them. Moreover, the 
same MFI informed us that they are providing business development services (BDS), 
identified by themselves as their credit plus product. It provides organizational, educational or 
technical knowledge to the people in need of it. It was suggested by another of the MFIs that 
it is common to give the microcredit borrowers projects or ideas related to for example 
cultivation, among others. However, for the suggested idea to be implemented or not, it is the 
microcredit borrowers' decision according to this specific respondent.  
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When asked if there are any negative sides of training all MFIs participating in this study 
except one said that there was none. The MFI expressing issues with training explained that it 
is hard to measure the impact of the training given to the microcredit borrowers. The specific 
MFI acknowledged this is due to many microcredit borrowers attend training because they are 
compulsory but do not utilise the knowledge, meaning there is no negative side to training 
itself. In addition, the same MFI explained that it might also fail because of the difficulty to 
follow up by field officers due to the limited time resource. No one acknowledged the 
statement with a simple yes. 

5.2.4 How the MFIs provide the training 

The MFIs explained that to provide the training they use both internal and external sources 
where the internal sources in most cases are the field officers. One of the MFIs explained that 
their field officers will visit their microcredit borrowers on monthly basis and check if they 
need any help, educate them and do the instalments. Training is in other words being an 
integrated part of the work accomplished mainly by field officers.  
 
One of the MFIs expressed they have trained staff and appointed staff members trained for 
specific fields, but that they outsource a lot, especially in the areas of technical things, 
livestock, industry and processing. Similarly to the first, two more MFIs informed that when 
they do not have sufficient people to train the microcredit borrowers in a certain field of 
business, external assistance will be suggested to provide the additional training.  
 
Another of the MFIs explained that they do an analysis of the microcredit borrower so she or 
he can get the best training. This MFI informed us they want to help their microcredit 
borrowers to start a business, but stressed the need of both training and technical training. 
This specific respondent further discussed the importance to analyse the needs of the 
microcredit borrowers; why they need the microcredit loan and how much they can borrow. 
Because if the microcredit borrowers do not have a proper idea when they take the 
microcredit loan, their business will collapse. 
 
Furthermore, one MFI suggested that another way of helping the microcredit borrowers is to 
group them according to their need, help them to negotiate for better prices and recommend 
that it is important for their microcredit borrowers to share their skills and knowledge. The 
chosen cluster leader is a person representing all groups at one centre, and one of the MFIs 
underlined the fact that she understands and can educate their groups. This is verified by 
another of the MFIs, this one explaining they do not provide training to everyone but they are 
sending the group and cluster leaders for training so they can become consultants for others. 
This means that when someone wants to take a microcredit loan they meet up with the group 
leader who in turn educates the microcredit borrower. A third MFI explained that the cluster 
gives the experience to its members. 

5.2.4.1 The background, experience and training of the field officers 

The requirements of the MFIs differ when it comes to qualifications when recruiting field 
staff. They emphasize different characteristics, for example basic secondary educational 
qualifications, awareness and understanding of the microfinance concept, experience of 
microfinance and the ability to communicate. One of the MFIs addressed it being of high 
relevance when they recruit staff that they come from the same area as the microcredit 
borrower. This was explained by this specific respondent as important because they can verify 
the poverty index more easily; the field staff already have information about the area and they 
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can work late since they are close to home. The same MFI suggested it being very difficult to 
find people to recruit for the work positions in some field areas and another MFI arguing it is 
very hard in general to recruit field staff. 
 
One of the MFIs suggested that microfinance is not attractive for young people; they would 
rather take other jobs with better salary. Those who cannot get another job end up in 
microfinance. The reason for the unattractiveness is suggested to be that they do not like 
community fieldwork and the transport used is a motorcycle in rural areas. The MFI 
explained this makes them unable to find the right people, but that is why training to motivate 
them is so important for the staff. They have tried to integrate incentives, for example funding 
for certain relevant diplomas in exchange for the promise of at least two years of work in the 
organization. 
 
Further it is suggested by another of the MFIs that occasionally, field officers do not make a 
proper assessment of their microcredit borrowers' repayment capacity. The reason for that is 
suggested to be the high staff turnover since the job as a field officer is not so attractive, 
resulting in that field officers changing jobs to get a higher salary in government 
organizations. There are also some cases when the field officers collect the money of the 
microcredit borrowers but use it for their own interest. 

5.2.4.1.1 Training for field officers 

Training for the field officers is provided by all the MFIs working directly with the 
microcredit borrowers. The two MFIs working as links between funding and operational 
MFIs gave a slightly different answer. One of them pointed out that if something is of 
relevance it will be taught, the other one choosing to talk about the importance about their 
assistance in training the microcredit borrowers.  
 
Training for the field officers of the organization has been described by one of the MFIs with 
the word “investment”. The fact that training of the field officers is of importance have been 
expressed, the word investment itself used by respondents. One of the MFIs has intensified 
the training in the two last years because of neglect in the field operations, resulting in the 
realization that field officers need a lot of training. However, the quality and quantity of the 
training was hard to grasp, the descriptions about the training provided by the respondents 
being the only thing shared to provide input about if training for the field officers is of 
relevance or not.  
 
The descriptions of what field officers are being taught differ, but most often include both 
formal and field training, product knowledge, skill development, caring for their microcredit 
borrowers and motivational training. Two examples of how training for the field officers is 
communicated will be presented. The first MFI informed us they continuously do staff 
training, both internal training, and external training. The respondent underlines the 
importance of training, providing a general introduction, about the microfinance concept, 
client protection, marketing, financial training, customer caring and time management. The 
second MFI described that they definitely provide training and by this they mean to develop 
technical knowledge, attitude knowledge, IT knowledge and the social skills for work. They 
further explained that the field officer will come to the headquarters and there it will be an 
assessment of their knowledge and experience. Depending on their experience and if they are 
facing some special needs, internal training will be arranged. If they need additional training 
when working they have to come back and do more training. 
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One of the MFIs argued that the need for training of staff depends on the fact that 
microfinance is not being taught in the general education system. Therefore, their staff needs 
to learn specific knowledge about microfinance to understand the organization. According to 
another of the MFIs it is important to give training as they provide a mix of different non-
credit services; the field officers have to understand the business they are doing for the 
operation to run smoothly. Two other MFIs confirmed that skills and knowledge is needed for 
the field officers to do their job and that is important for the organization. Moreover, a fourth 
MFI informed us that training is important since the market is constantly changing and they 
will lose business if they stay as they are. 

5.2.4.1.2 The experience of field officers 

Combined with training, there is the matter of experience. It is addressed in relation to 
training, earlier experience and the education level. One of the MFIs explained that they 
initially recruited new employees based on education but this has now changed; experience of 
working in the microfinance industry is of higher priority. Further the requirement of 
experience when recruiting field staff does differ between the MFIs participating in this study, 
explaining that experience is preferred but not essential. 
 
One of the MFIs informed us that when recruiting new field officers they expected them to 
have experience or knowledge of interactions with the people and a social background. 
Another MFI pointed out that their field officers are not required to have experience in the 
field. They train their new recruits three weeks initially at the headquarters and then another 
three weeks in the field. A third MFI explained that before their new field officers go out in 
the field they have to work with an established field officer in an appointed branch that is 
running smoothly. This is a way for the field officers to get familiar with how they should 
work, this specific respondent arguing that they cannot learn experience in a classroom. A few 
months later they gather all newcomers and provide an introduction program by a separate 
team training at the headquarters, covering all the relevant areas and company departments. 
 
There are emerging courses and diplomas in microfinance that should be pursued according to 
one of the MFIs participating in this study, but even with such qualifications the staff should 
understand the specific organization's approach and objectives. This is emphasized to be 
impossible to communicate in any other way than training for the staff. 

5.2.4.1.3 Beyond training for the field staff 

One of the MFIs being the link between funding and other operational MFIs informed that 
they look for a background in experience in working with development questions when 
employing their staff. However, they also look for “a commitment and passion for the work”, 
underlining the importance of having a dedicated team. Another MFI shared that a problem 
with the field officers is that they often know how to give and collect a microcredit loan but 
they do not know how to develop people. The relationship between the microcredit borrower 
and the MFI is expressed by one of the MFIs to be important. The field officers are suggested 
to have a close relationship to their microcredit borrowers so they will know for example if 
there are any family problems. 
 
In summary, the aspect of the field officers knowing their job and gaining experience is 
relevant, linked to the aspect of understanding and helping their microcredit borrower. MFIs 
are trying to ensure this through different strategies, for example employing people from the 
same village and by providing training. 
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5.2.5 Other credit plus components of importance 
 
Beyond training there was other things of importance mentioned to succeed with the 
microcredit loans and business in the field of microfinance.  

5.2.5.1 Motivation 

One of the MFIs identified that the challenge in microfinance is that people need to be 
motivated. Another MFI claimed that not everyone can be an entrepreneur, explaining 
microcredit borrowers need to have a special chemistry and the right people around them like 
friends and family to succeed. A third MFI informed that it is important that those who have 
the entrepreneurship capacity get mentored to succeed. Sometimes the MFIs are lacking in 
that part and this is suggested to be caused by the fact that field officers often are recruited 
from the same area, resulting in them being narrow in their thinking. 
 
Another MFI expressed working with what he called “softer skills development”, meaning 
big training sessions. These are hosted in the villages by the best trainers from Colombo with 
the theme of motivation and are aiming at creating expectations in life. A third MFI explained 
that microcredit is not the only thing needed to develop the people. To get to the next level 
they need training, empowerment and leadership capabilities.  
 
During the interviews was motivation suggested by four of the MFIs to be essential in making 
poor start to think about a product to produce with their time, skills and resources. Resulting 
in them being able to perform an income-generating activity.  

5.2.5.2 Market linkage 

However, according to one of the MFIs, everyone cannot become an entrepreneur because 
they are in need of two things. First the microcredit borrowers need an income-generating 
activity and then they also need a market. This specific respondent informed us they are trying 
to provide market linkage, but are in need of governmental support. Another MFI shared that 
they thought the market link support was not there. A third MFI provided more training to 
introduce market linkages for its microcredit borrowers. The specific respondent explained 
that the main things that have to change for the market is to improve market opportunities and 
market linkages. In conclusion, the lack of access to a market, which can enable demand, was 
present in conversations with several of the participating MFIs in this study. 
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5.3 An market description based on the participating MFIs 
	  
This section includes components related to the market, identifying the characteristics needed 
of the microcredit borrower, the conditions of the offered microcredit loan and the expressed 
utility as a direct result of the distribution of microcredit. This part of the result is revealing if 
the microcredit provided by the participating MFIs in this study is optimal for 
microentrepreneurs in relation to the operation of the MFIs today. 
 
5.3.1 The market of MFIs catering the microentrepreneurs in Sri Lanka 
  
Change is currently happening in the sector of microfinance in Sri Lanka and the fact that 
market is becoming more commercialised results in a lot of new MFIs entering the market. 
The new competition affects the MFIs and creates more regulations.   

5.3.1.1 Profit or non-profit 

Only one of the MFIs identified themselves directly with the term profitable, but all other 
respondents expressed in one way or another the need of being self-supportive, addressing 
social orientation before the necessity of profit to be sustainable. This was illustrated by one 
of the MFIs explaining that the board of directors in dialog did not require this specific 
respondent to pursuit profit, being more concerned about the social impact the organization is 
making. One of the MFIs who is a link between funding and operational MFIs, explained 
their surplus created the conditions to grow and that their non-financial activities, for example 
capacity building and training, comes from the surplus. In conclusion, the MFIs express that 
earnings are necessary and are of benefit for the microentrepreneur.  

5.3.1.2 Market competition 

The presence of other MFIs in the sector of microfinance in Sri Lanka is recognized by the 
MFIs we interviewed in different perspectives. The understanding of them not being alone in 
the industry is obvious, one of the MFIs exclaimed there being many MFIs in Sri Lanka. The 
competition seemed to create an urgency for the MFIs to position themselves, justifying their 
operation through implying bad methods practiced by other MFIs. One of the MFIs saying 
they had “good governance, which is not present in many organizations at the moment in Sri 
Lanka”. Another of the MFIs expressed concern regarding what they called unhealthy 
competition entering the market. This specific respondent explained that other MFIs identified 
through the description of lending at a very high interest rate are misleading microcredit 
borrowers and taking advantage of the microcredit borrowers' lack of financial literacy, 
stressing that poor are being exploited. 
 
Two examples of comparing themselves with other MFIs in the market will be presented. The 
first MFI identified itself with low interest rate and monthly instalments, addressing 
themselves with positive components, explaining that “others have high interest rate[s] and 
most of them are doing weekly collection[s]”. The same MFI expressed having a recognized 
certificate of the microfinance field, implying that “most of the microfinance companies 
cannot apply because they are charging too high interest rate to clients”. The second example 
is the MFI who expressed that “the industry is only thinking about new loans and collections 
[of] loans, so we try to do [it] differently”. In other words, the MFIs in this study tried to 
identify themselves as being the good ones. 
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5.3.1.3 Social goes commercial 

One of the MFIs acknowledged microfinance being invented by Professor Muhammad 
Yunus, explaining it being from that moment microfinance globally started to bloom, 
confirming that poor basically had been considered non-creditworthy until this point. Another 
of the MFIs stated their social orientation is in line with the microcredit model. They 
informed that they have been thinking about the customers from the start. A third MFI stated 
that their organization was established because the wanted to help the poor people.  
 
When we asked one of the MFIs if there have been any changes in the sector of microfinance 
in Sri Lanka, the respondent told us that most of the big MFIs have changed direction from 
social to commercial. In this way they are creating a way of defining the competition itself, 
and the increased number of MFIs in the industry. This is being confirmed by another MFI 
expressing there being many changes in the sector of microfinance due to increased 
competitiveness. One of the MFIs explained since the end of the war, there has been change 
in the sector, and the sector is moving away from fully focusing on catering to the poor. This 
specific respondent explaining that microfinance is now becoming business, but with a social 
direction. The almost identical answer was provided by a third MFI, informing us that the 
orientation of microfinance is changing from focusing on the poor to commercialization, 
where most of the MFIs are trying to maximize their profit.  

5.3.1.4 Commercialized 

One of the MFIs expressed surprise over the change in the sector of microfinance in Sri 
Lanka. The respondent had not expected profit-oriented organizations coming into 
microfinance and turning it into a business. The sector of microfinance is suggested by 
another MFI to be attractive, because of the high interest rates and companies are generating 
income. However, the same respondent told us not everyone is capable of starting to run this 
kind of operation. One of the MFIs claimed there being organizations where the fundamental 
concept in microfinance of creditworthiness by guarantors is compromised. They are 
displeased that organizations are working this way and taking unnecessary risks.  The 
surprised respondent from the MFI already presented in this paragraph expressed there being 
many new players entering the market and being profit-driven, doing a little bit of support but 
the main objective is to earn profit rather than make a difference. 
 
In the last few years one of the MFIs confirmed in line with other respondents that there has 
been a trend of new organizations providing microfinance. However, this specific respondent 
suggests that it seems to be declining. The respondent claimed this is because these 
organizations did not take socioeconomic development into account in their activities. This 
resulting in an issue of recoveries because of bad group management and groups of guarantors 
not being established properly. The respondent gave the example that the consequences of bad 
group management can be write-offs, resulting in some damage for an organization, with 
formidable outcome and no benefit for the deserted microcredit borrowers. 
 
However, the surprised respondent suggested that people think microfinance is a good thing 
even if exploitation or business failures occur. This is suggested being the reason for why 
organizations can still easily provide the microcredit loans. This specific respondent is in 
doubt, suggesting that the arrangements of microcredit in general are not as good as 
anticipated. 
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5.3.1.5 The implications of commercialization 

There are several things to be presented in the context of how the MFIs participating in this 
study identified the change from social to more business orientated operations; the reasons for 
why this is happening, the consequences and the newly implemented restrictions. Firstly, 
rather than just having new players coming into the market in search of profit, the MFIs that 
are already established have been sharing the fact that there is an increasingly need of 
becoming commercialised, or at least self-supportive. This aspect has been expressed being 
related to the access of donors and funding.  
 
One of the MFIs explained that a lot of donations were given after the tsunami in 2004, where 
a lot of the money was allocated to microfinance, whereas the funding is now drained and a 
lot of MFIs are becoming more commercialised. That itself is suggested by the same 
respondent not necessarily to be a bad thing, explaining it is an actually good thing if poor 
countries can help themselves and no longer are dependent of donors, the commercialization 
of microfinance resulting in microfinance being able to stand on its own feet. One of the MFIs 
explained that they need profit to survive since they no longer being dependent of donors. 
Another MFI expressed the situation by telling us some MFIs are getting commercialised by 
choice and some without other options, as they do not get funded by donors anymore. Still, 
one of the most common problems addressed was funding, for example one MFI suggesting it 
is hard to find funding. The issue was acknowledged by another MFI when they presented a 
recognized certificate underlining transparency, explaining that it is an advantage to them to 
have the certificate due to they are dealing with funding agencies. 
 
A lot of the money used for catering the poor with microcredit comes from an international 
source according to one of the MFIs. These agencies are also expecting an interest rate for 
providing access to funding. They are expecting returns on poor, which the specific 
respondent think is a corrupt vision, calling for change of perspective of the international 
funding agencies. Another of the MFIs expressed the cost of funding being a challenge, 
sharing that “if microfinance compan[ies] can have a low cost funding, [...] we can pass this 
benefit to [the] borrowers”. In conclusion, funding is an issue according to the participating 
MFIs in this study, seeming to accelerate the commercialization in the sector of microfinance 
in Sri Lanka based on the answers discussed with the nine MFIs, creating a landscape where 
the nine MFIs address they are forced to compete with each other.   
 
Secondly, the reaction of the MFIs to the increase of competition has differed, but one of the 
MFIs who acknowledged their social direction informed they do not want to compete. The 
explanation was that their operation has the benefits of any potential microcredit borrower 
being their priority. This was not the only MFI expressing concern about creating competition, 
this specific respondent informing that the MFI has excluded villages if there was already an 
organization providing microcredit there, because they do not want to start competition. 
Another of the MFI was expressing the identical approach, expressing “but like most of the 
organisations we are not into competition, we want to make sure the person taking the loan is 
getting the maximum benefit”. 
 
When we asked one of the MFIs about the competition in the industry they explained that 
most organizations behave the same way and offer the same product, but that they should 
differ in practice. This can be compared with the claim by another of the MFIs that the 
microcredit borrowers understand the difference between the MFIs, the operation of providing 
microcredit being the same for all MFIs, the interest rate and repayment time being where it 
differs. 
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In regard to competition, one of the MFIs expressed their refusal to compete. They addressed 
the microcredit borrower in relation to competition in regard to other MFIs in the terms of we 
“are not competing with each other, if [microcredit borrowers] do not want [us], we let them 
go”. This was said in the context of losing many microcredit borrowers after the first loan 
cycle, the respondent guessing it is because of that the increased size of the loan offered by 
other MFIs are attracting the microcredit borrowers.  
 
When we asked another of the MFIs if their microcredit borrowers take many microcredit 
loans in a row, they confirmed it being the case. However, the same respondent also informed 
there being microcredit borrowers only taking one microcredit loan. The microcredit 
borrowers are presumably moving on to another MFI due to the size of their microcredit loan 
is less attractive than the ones provided by bigger plays with commercial direction. Because of 
the competition, the loan size of microcredit loans has been suggested by a third MFI is to be 
increased in the whole industry.  
 
Thirdly, the sector of microfinance is becoming crowded, and even though some do not want 
to compete it has been acknowledged by several of our MFIs to be the a huge problem that 
microcredit borrowers take microcredit loans from several MFIs. This is not only jeopardizing 
the microcredit borrowers themselves, but also the operations of all the MFIs concerned due 
to their incorrect understanding of the repayment capacity of their microcredit borrowers. A 
reason for multiple borrowing suggested by two of the MFIs to be that the MFIs are giving too 
small microcredit loans, providing the same amount as they did 50 years ago. This is 
acknowledging the issue of the true requested microcredit loan size earlier addressed. The two 
MFIs explained the fact that the amount requested has increased much more in proportion to 
the supplied amount of microcredit. Another MFI suggested that the reason for failure due to 
multiple borrowing is that the new players that come into the market do not have the 
experience and do not do proper evaluations of the potential microcredit borrower. This leads 
to microcredit borrowers not being able to repay the microcredit loan as well as failing to 
repay to the other MFIs. 
 
When asked which is the most frequent problem in microfinance, three MFIs immediately 
acknowledged multiple borrowing. Another MFI suggested the fact that people are taking 
multiple microcredit loans because of the access of microcredit, which is further expressed 
being a direct result of the competition of MFIs in Sri Lanka. One of the MFIs identifying 
multiple borrowing being a problem expressed that the concept of microfinance being 
successful, providing help but that there are incidents where people are hurt and not 
benefiting. The reason for why the microcredit borrowers may be harmed is according to the 
specific respondent mainly because of multiple borrowing. At the same time one of the MFIs 
suggested multiple borrowing could be approached and looked upon as a business 
opportunity. 

5.3.1.6 The Microfinance Act 

The opportunities and limitations established through the distribution of having different 
MFIs providing microcredit to potential microentrepreneurs and the increasingly complexity 
in the sector of microfinance, have resulted in the country taking action at a national level. 
The Central Bank of Sri Lanka is implementing regulation for the sector, called the 
Microfinance Act. 
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The Microfinance Act is suggested to be a good thing by several of the MFIs participating in 
this study. One of the MFIs explained that before this regulation the MFIs were doing 
whatever they wanted but now they have started to be more aware to ensure they follow 
proper regulations. Another of the MFIs suggested that the regulation would be of benefit to 
the microcredit borrowers, this specific respondent expressing that it will result in the 
possibility to have access for savings and counteract the charge of high interest rates. This can 
be related to the MFI addressing an issue related to funding, who suggested it will decrease 
because of the implementation of the Microfinance Act and supervision of the Central Bank 
of Sri Lanka. This by allowing the withdrawal of deposits, which creates a new source of 
capital, in contrast to the situation today where some MFIs are supported by donors.  
 
The Microfinance Act is expressed by the MFIs participating in this study to be a direct result 
of the changes and problems existing in the sector of microfinance, which has been an 
unregulated market until now. When it comes to how it will influence the sector, one of the 
MFIs explained the license will be attractive and that it will help to build trust. Another MFI 
explained that the act will create discipline in the industry. It is worth to note that one of the 
MFIs argued that the regulation is going to result in that many of the original MFIs will 
dropout. This will create a wider space for commercial MFIs who may aim at maximizing 
profit, and resulting in that the market could be dominated by commercialized MFIs in the 
future.  
 
One of the MFIs shared that the issue of multiple borrowing will be captured by the 
Microfinance Act, explaining that all registered MFIs have to report the transactions of their 
microcredit borrowers. This will make it easier to evaluate the financial situation of the 
potential microcredit borrower. However, the same respondent addressed the fact that even 
though the act is approved it will take time before it is applied to all MFIs in Sri Lanka. 
Another MFI problematized it further, explaining not all the MFIs are going to be able to be 
regulated due to conditions in the Microfinance Act.  

5.3.1.7 The future of microfinance 

According to several of the MFIs participating in this study, the supply of microcredit in Sri 
Lanka will continually be required; acknowledging their relevance and the existence of their 
targeted segment in the future. One of the MFIs explained that microfinance is the only way 
for poor to access capital and this segment will still have problems to lend money from banks 
in the future. Another MFI described the same thing though stating that the people are 
dependent on this financial sector. Moreover, a third MFI expressed there are not enough 
existing jobs in the market that can absorb the young population, making the existence of 
microfinance vital. The same respondents expressed the belief that microcredit is going to be 
used by the young population for starting small microenterprises. 
 
One MFI informed they have organic growth even though competition is present, since their 
targeted segment will be there in the future. The respondent expressed the ambition of 
operating on an even bigger scale. This was also addressed by two other MFIs, suggesting 
that the microfinance market will grow in the future. In contrast, one of the MFIs shared their 
foresight that the national growth will increase and that microfinance will be a significant 
element in Sri Lanka in the next years, but that poverty eventually will reduce but perhaps be 
of significance for some. Only one MFI acknowledged that their target for their microcredit 
borrower is to successfully be recognized and have the opportunity to go to a normal bank. 
The other eight MFIs did not communicate this in any way directly, meaning that the 
microentrepreneur by necessity may stay in favour of microfinance. 



 47	  

5.3.2 The targeted microcredit borrower 
 
The nine MFIs participating in this study have expressed their concern and thoughts regarding 
their targeted microcredit borrower. The targeted microcredit borrower differs slightly 
between the MFIs; no one is solely targeting entrepreneurs, they rather refer to their 
microcredit borrowers as poor doing an income-generating activity. However, it has been 
expressed that different types of microcredit loans for different categories exist, for example 
the ultra-poor, the poor and the entrepreneurs. The MFIs are mainly focusing on the poor that 
are entrepreneurs but do not have formal financial access. The microcredit borrowers should 
produce something and be running their own business on micro level to be granted 
microcredit. 
 
The purpose of taking the microcredit loan has been expressed being very important and is 
connected to the condition that it will be invested in an income-generating activity. Even if 
the individual is not granted a loan from a commercial bank due to not having the collateral, 
the fact that the microcredit borrower needs to be creditworthy has been stressed. 
Creditworthiness has been described by one of the MFIs as having stable income and good 
past repayment records. 
 
When identifying their targeted microcredit borrower, the MFIs do assessments and evaluate 
the potential microcredit borrower. This is accomplished for example by visiting their 
residence, looking for any other incomes and the feasibility of their application. To evaluate 
the creditworthiness some of the MFIs use the Progress out of Poverty Index (PPI), one of the 
MFIs additionally presenting the 5Cs: “Character, Capacity, Capital, Condition and Culture” 
(5Cs). When using the PPI for example they can check if the borrower has a fridge in their 
household, which indicates that they are forward thinking. The PPI gives the microcredit 
borrowers different points and divides them into different segments. One of the MFIs 
explained that they ruled out any applicants with points below 30 in the PPI, because these 
potential microcredit borrowers do not have the repayment capacity. Another MFI explained 
that it is a roof of less than $2.5 per day in income per person being targeted, since they want 
to uplift the poor people. Even though they do not want the microcredit borrower to be at the 
very bottom it is important that they are in the right group. 
 
The common target by the interviewed MFIs is the poor and the entrepreneurs, not the 
poorest. The reason is that they need to consider the cost of the potential microcredit 
borrower; the poorest being a high risk and may not repay the microcredit loan. Only three of 
the MFIs state that they are targeting the ultra-poor and one of them explained that they are 
targeting the ultra-poor since their aim is to reduce poverty. 

5.3.2.1 Income-generating activities and start-ups  

When a microcredit loan is taken for an income-generating activity, the majority of it 
suggested to be used for agriculture and small businesses. The MFIs expressed that they 
would rather give microcredit loans to already on-going income-generating activities or 
projects, rather than start-ups. Of the nine MFIs interviewed there where five who are 
providing microcredit loans to start-ups, two MFIs that preferably do not and the last two MFI 
do not do it at all. Two of the five MFIs providing microcredit loans for start-ups, further 
explained that they do it because they want to give their microcredit borrowers the 
opportunity to start a business.  
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One of the MFIs explained that it is a considerable risk to provide microcredit loans to start-
ups. When it is provided for start-ups, it is essential that the microcredit borrower has the 
technical activity or has a relation to someone with the knowledge or experience in the 
specific field. If they are not already running a business they need to have the capacity to start 
a business. Currently this specific MFI cannot provide individual training for microcredit 
borrowers and that is why it is so important that they have the experience from elsewhere. 
The microcredit borrower needs to contribute to the productivity and do some entrepreneurial 
activity. 

5.3.2.2 The typical microcredit borrower 

The typical microcredit loan takers are poor women; they are unemployed and have 
permanent residence in the village area, with the majority living in rural areas. Men can take a 
microcredit loan but one of the MFIs explained since they usually already work and have the 
main income in the family, they will lose income if they attend the centre meetings. It is 
further suggested that it is common that the women take the microcredit loans for their 
husband's businesses and one of the MFIs expressed that that does not have to be a terrible 
thing. The women get more respect, value and a more prominent role in the family because of 
the access to microcredit. Another MFI described the reason for such a high percentage of 
women being the microcredit borrowers is that the women face more difficulties and are more 
systematically to work with. 
 
A requirement to be able to take a microcredit loan among the MFIs is that the microcredit 
borrower need to be over 18 years old but not much older than 60 years old. This requirement 
exist because you must be of age for the responsibility and that the life insurance, that is 
mandatory by some MFIs, normally stops around the age of 60 years for people in Sri Lanka. 
The education level among the microcredit borrowers is suggested by the MFIs to differ a lot, 
most people in Sri Lanka have secondary school education but some cannot read and write, 
while other microcredit borrowers have university degrees in employment level. 
 
5.3.3 The microcredit loan 
	  
The product the MFIs provide, the microcredit loan, is an arrangement with several 
components to consider. The interest rate and repayment time differs between the MFIs and 
can be a key component for the microentrepreneurs repayment capacity. The purpose of the 
microcredit loan is vital when taking the loan and the follow-up ensures that the microcredit 
loan is used for the intended purpose. 

5.3.3.1 Interest rate, loan and repayment time 

The MFIs we interviewed provide repayment periods between 1 to 3 years and the instalments 
for the microcredit loan should be paid on a daily, weekly or monthly basis. The most 
common way is to repay on monthly basis. One of the MFIs stated that it is unethical to have 
the repayment more often, since the microcredit borrower do not have time to repay the 
microcredit loan otherwise. Another MFI identified using a more frequent repayment period, 
explained that the decision to do it more frequently is motivated by the chance of identifying a 
problem immediately and be able to discuss it with the specific microcredit borrower. 
 
The interest rate of the microcredit loan differs a lot between the MFIs participating in this 
study, the lowest one presented was around 16 percentage and the highest was 35 percentage. 
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One of the MFIs stated that 30 percentage in interest rate is too much to charge and that MFIs 
using high interest rates are only doing it for the profit. Two of the MFIs start with a higher 
interest rate for the first microcredit loan due to their being a higher risk when lending to a 
new potential microcredit borrower. Meanwhile other MFIs have a lower interest rate for the 
first microcredit loan, which has suggested to help the new microcredit borrower to 
understand the concept and increase the chances to succeed. If these microcredit borrowers 
successfully repay the first microcredit loan, the microcredit borrower can take a second 
microcredit loan but with a higher interest rate. The progressive method is used by all the 
MFIs participating in this study when it comes to the size of the microcredit loan. The first 
microcredit loan is small, suggested by one of the MFIs to give their organization the time to 
understand their new microcredit borrower and the microcredit borrower to understand the 
concept before going to the next stage. 
 
One of the MFIs expressed that the concept is actually very simple, “they take the loan, use 
the loan, repay the loan”. All the interviewed MFIs agreed that it should be easy to take a 
microcredit loan, provided that the microcredit borrowers fulfil the criteria needed. One of the 
MFIs informed us that most of the people in Sri Lanka are dependent on microfinance to start 
a small business or expand their existing business to some extent. Another MFI explained that 
the people using microcredit often are dependent on a couple of income sources and not only 
one. Further, the same respondent expressed that it is not common that the micro level 
enterprises grow into big businesses, but rare ones are and they were described with the word 
‘stars’. 

5.3.3.2 The implementation of microcredit 

The MFIs provides different kinds of microcredit loans, for example individual loans and 
urban loans, but the most common is the group loan. The typical way to get this microcredit 
loan is for the people to put themselves into groups where they become collectively 
responsible and guarantee repayment to the MFI. This creates a pressure in the society 
because everyone is aware of the obligation. All MFIs participating in this study except one 
use the group concept, one of the MFIs expressing it as being the key for success of 
microfinance. 
  
All the MFIs participating in this study used the same approach when reaching the potential 
microcredit borrower; going out to the villages and presenting the concept and obligations 
related to the implementation of the microcredit program. Then the inhabitants of the village 
choose a place where the cluster of microcredit borrowers can have their regular meetings, 
usually called the centre. At the centre the microcredit borrowers will fill out their 
applications for microcredit loans and if it is approved at the centre the MFI will do the 
collections of instalments. How the microcredit borrowers get access to the cash differs 
between the MFIs. In some cases they can get the cash at the centre and in other cases they 
need to go to the MFIs branch office. Some of the MFIs participating in this study explained 
that they give the microcredit borrowers a bank cheque that they can dissolve at the bank and 
some transfer the money to the microcredit borrowers' bank accounts. 
 
5.3.3.3 The purpose of the microcredit loan 
 
The purpose of the microcredit loan is communicated to be the most essential component 
when approving a microcredit loan. In addition, the capacity of the microcredit borrower is 
vital and a high engagement for the applied purpose of the microcredit loan is important. 
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Some of the MFIs provide microcredit loans for business purpose exclusively and they are not 
encouraging anything else other than income-generating activities. 
 
Several of the interviewed MFIs mentioned the problem that some microcredit borrowers do 
not use the microcredit loan for the intended purpose. Most of the MFIs put a lot of effort into 
emphasizing the importance of the evaluation and background check. This is to ensure the 
microcredit borrower's capability to use the microcredit loan for the intended purpose, their 
capability to repay it and to ensure that the circumstances described in the application are 
correct. Using the microcredit loan for a different purpose can depend on ignorance but there 
can also be a natural disaster that makes the microcredit borrower to prioritize other things 
than repaying the microcredit loan. 
 
5.3.3.4 Repayment capacity 
 
Repayment capacity has been defined by one of the MFIs participating in this study as the 
surplus income from the borrower's total earnings, after spending and special needs, e.g. 
education for their children. Another of the MFIs explained that they do an assessment, i.e. a 
family cash flow analysis, where they look at the family's income, expenses and other cash 
commitments, and after that they evaluate if they have a disposal income. The repayment 
capacity is described as good by all the MFIs participating in this study and one of the MFIs 
implied that 99 percentage of microcredit borrowers have repayment capacity. Background 
checks have been explained being of importance to ensure that the microcredit borrowers 
have repayment capacity. This is since the MFI do not provide microcredit loans to those who 
do not, meaning repayment capacity is a vital component when approving a microcredit loan.  
 
Prior to the granted microcredit loan one of the MFIs explained that the field officers visit the 
customer's residence and business location to check their standard of life and resources. Since 
the MFIs do not have any experience of the microcredit borrower when they take their first 
microcredit loan the MFIs try to collect information from other peers to get to know their 
social background. A way of evaluating the repayment capacity is the 5Cs and another way is 
using the PPI. The respondent explained this by saying “if you give to the poorest, you will 
not be able to recover it back”. One of the MFIs has a special subsidized loan available 
without repayment capacity, but this was the non-profit MFI. 
 
Since there is a problem that the microcredit borrower takes the microcredit loans without 
understanding their own repayment capacity, it is important that the MFI have as much 
information as possible both for the microcredit borrowers' and the MFIs sake. Since it can be 
hard for the field officers to get the full picture of the repayment capacity it is valuable to 
recruit individuals from the same village. This is because they know what is going on in the 
area and have an existing and presumably closer relationship with the microcredit borrowers. 
 
If a microcredit borrower is not able to repay a microcredit loan in time, some of the MFIs 
give them extended repayment time while some do not do that on principle. At the centre 
meeting the microcredit borrower unable to repay the microcredit loan gets exposed in front 
of the group with the purpose to embarrass them and feel the social pressure. The guarantor 
will push the individual while they are using their own money to pay the microcredit loan. 
The MFI also expressed that there is a problem that the MFIs normally do not take any legal 
action and the microcredit borrowers know they will not go to court. 
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5.3.3.5 Follow-up 
 
Follow-ups are important to make sure that the microcredit loan is used for the intended 
purpose, the income generating activity. During the follow up the field officers check how the 
microcredit borrower is doing with their business, measure the performance and evaluate if it 
seems like they can repay the microcredit loan. They also do a risk assessment and check if 
there are some external factors that could affect the microcredit loan. The field officers 
proactively establish assurance for all parties involved and for the survival of the MFI. Some 
field officers exclusively come for the inspections to build up trust with the microcredit 
borrower and they do not collect any money. The follow-up is not charged for, one of the 
MFIs explaining they cannot charge it even though charging would create value. 
 
Many of the MFIs participating in this study have established structures and guidelines with 
standardized processes, also called schematized by one MFI. A commonly used tool during 
the follow up is the international accepted PPI. Since they use it when they do the evaluation 
of providing a microcredit loan they can compare the earlier situation with the current 
situation. By this the field officers can get an indicator of the direction of poverty, if there is a 
reduction of poverty and increased welfare. 
 
Transparency is central both in the terms of ensuring the understanding of the requirements of 
the microcredit obtained when becoming a microcredit borrower, but also in the terms of 
performance of the staff due many components of their work are hard to measure. 
 
To do a follow-up is an important way of helping expressed by one of the MFIs. Because if 
any problems are detected by the field officers the microcredit borrower should be assisted 
immediately. If the field officers cannot help, another of the MFIs explained that they have 
specialized field officers called enterprise-developing officers in the branch that have the 
capability to help the entrepreneurs. In addition, this MFI provide the possibility to seek help 
from these enterprise-developing officers, for advice, training, business consulting and market 
support, at any time. 
 
Some of the MFIs shared that they do not have a proper system for follow-ups regarding 
improvement since a checklist is too costly. However, this specific respondent stressed that 
the field officers can see how the microcredit borrower increase their life. Some of the MFIs 
shared that they take a sample of follow-ups every month since there are too many 
microcredit borrowers to be able to follow up every microcredit borrower and also because 
the need of being cost effective. 
 
An external factor creating a problem with the follow-ups is the difficulty for the field officers 
of being able to reach the residences of their microcredit borrowers, due to many of their 
microcredit borrowers are living in rural areas. This can create a decoupling between the 
microcredit borrowers and the MFI. One of the MFIs gave the example that a woman said that 
she took the microcredit loan for her husband's business, but in fact they were divorced and 
she used the cash for another purpose, meanwhile the husband had no information about the 
microcredit loan. It has been implied by one of the MFIs that good software to improve the 
process of follow-ups is a problem since they are too expensive. They further explained that 
they are granting microcredit loans to a very low cost and now they cannot afford a better 
system. 
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5.3.4 The expressed impact of microfinance 
 
The success of the MFIs participating in this study has been discussed, the respondents 
explaining their impact and the effect the microfinance concept have in reducing poverty both 
locally and globally. It is of interest to understand if the way the MFIs define and measure 
success is favourable for the microentrepreneur.  

5.3.4.1 Measuring success of microcredit 

The MFIs participating in this study defined a microcredit loan to be successful in slightly 
different ways. However, they all emphasized repeatedly aspects like full repayment, and 
utilizing it for an income-generating activity, resulting in sufficient profit and the 
improvement of living standard of the microcredit borrower. Measuring success is expressed 
to be possible but difficult by one of the MFIs. A repeatedly expressed way to measure impact 
is to keep records of all the information gathered prior to the microcredit loan and compare it 
with the evaluation made in the end of the loan cycle. Another way is suggested to be the PPI. 
One of the MFIs informed they take before and after pictures to see if there are any significant 
improvements. Another MFI explained that if they can tell that there is progress in the 
microenterprise, income and lifestyle of the microcredit borrower, it equals success. 

5.3.4.2 Measuring the impact of microfinance 

The microfinance concept is regarded to be successful by several of the MFIs participating in 
this study, one of the MFIs explaining it as being a success because people in need of 
additional support can obtain it. Moneylenders with high interest rates is their only other 
alternative, since going to the commercial bank is not an option. Another MFI stated that 
microfinance is a good concept since the organizations can provide microcredit loans and 
training to the poor. The concept is explained by a third MFI to encourage the microcredit 
borrowers to develop their lifestyle and improve their standard of living, uplifting the low-
income group of the society; the concept identified by this specific respondent to be a way to 
motivate people. 
 
The respondents from two of the MFIs claimed that microfinance has made a significant 
impact on poverty reduction in large, when we asked whether the microcredit concept is 
successful in fighting poverty. However, both were quick to add there being other additional 
aspects of importance, meaning the microcredit loan is in need of features to make a 
difference. One of the respondents gave the examples social components, education, financial 
education and entrepreneurship. The same respondent informed us that significant impact is 
made on the world. Additionally, three of the MFIs participating in this study identified that 
microfinance can reduce poverty in the future, but not for this generation, further identifying 
the need of other external efforts if it is supposed to eliminate poverty. 
 
One of the MFIs emphasised that it is a difference between improvement and development; 
where improvement is based exclusively on numbers while development is based on lifestyle, 
numbers and development. Another of the MFIs claimed the fact that most businesses in Sri 
Lanka start with an entrepreneur taking a microcredit loan. A third MFI informed us there are 
a lot of resources in Sri Lanka, good climate for agriculture and the best tea business in the 
world. The same respondent suggested that it can be easily exported and that they are trying 
to increase the exports of Sri Lanka, suggesting Sri Lanka being a good place for 
entrepreneurs. 
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In the end of an interview, one of the MFIs described their impact in terms of what can be 
seen and the different outcomes in comparison if they had not intervened. This MFI has 
implemented programs that are establishing cultivations in dry areas. This specific respondent 
suggested that the income-generating activity would not have happened without the MFI 
providing the possibility of creating additional alternative income. Indicators by another of 
the MFIs participating in this study are when small enterprises have started and grown, houses 
are built, residences are extended or when children of poor are educated. This MFI explained 
that the improvement of living standard is how they know they make an impact.  
 
It is suggested by one of the MFIs that the effect of their microfinance program and services 
in the end are truly making some impact on poverty. However, the same respondent 
acknowledged there are other significant factors affecting this, for example the national 
development. There are some other social development stage taking place and other sorts of 
factors, which make it hard to isolate their work and see the impact of microfinance, resulting 
in it being very difficult to measure. 
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6 Analyse 
 
The concept of microfinance is regarded by several of the MFIs participating in this study to 
be successful, making a difference and a sustainable impact; their intervention being of 
relevance to help poor and enable the access to capital for microentrepreneurs. In other words, 
microfinance is acknowledged to be a win-win argument because it is offering a win for the 
poor, and a win in the terms of a sustainable business opportunity for MFIs (Brau & Woller 
2004, pp. 2–17). The MFIs enable microentrepreneurs to create sustainable business ventures, 
which can in terms of knowledge and capacity be passed down to the next generation, 
creating the sustainable entrepreneurship presented by Kao (2010, p. 53; Yunus 2003, p. 250), 
and are giving the microentrepreneurs the suggested way to help themselves out of poverty 
(Hassan & Ibrahim 2015, p. 190).  The MFIs participating in this study acknowledged in line 
with Koellinger (2008, p. 22) that there are additional things the microcredit borrower needs 
beyond microcredit. These are for example training and entrepreneurial skills, which can be 
favourable for the microentrepreneur if it supports him or her in further development (see 
Otero & Rhyne 1994, p. 138; Mihiotis & Argirou 2016, p. 448). In conclusion, the MFIs are 
expressing the fact that they are creating an impact through enabling sustainable 
entrepreneurship, generated through the provision of microcredit and non-credit services. 
 
The definition of an entrepreneur differed slightly between the MFIs participating in this 
study, indicating that the identification and expectations of a microentrepreneur varies. Seven 
of the MFIs participating in this study dismissed the thought that everyone is an entrepreneur 
which conflicts with the statement made by Yunus (2003, p. 207). As a result of this, these 
respondents exclude an unknown amount of their microcredit borrowers, limited by their 
expectations, meaning everyone will not have the opportunity to be a microentrepreneur. 
 
The integrated approach (Ledgerwood 1999, p. 66) was used by all the MFIs, presented 
multiple times with the term credit plus, in line with the global development community of 
the microfinance (Reed 2011, p. 1; Biosca, Lenton & Mosley 2014, p. 1700). All the MFIs 
participating in this study provided training for their microcredit borrowers, which was 
suggested to have elements of being business oriented, meaning of presumable value for the 
microentrepreneur. However, for this training to be either accessible or relevant, we state the 
assumption that it is important that the MFIs recognize everyone to be an entrepreneur, which 
they do not. This leads to the question if the MFIs believe someone can become an 
entrepreneur.  
 
When the MFIs were given the linkage – literally if training can create entrepreneurs – three 
of the MFIs expressed doubt. This once again acknowledges the fact that the respondents 
exclude an unknown amount of their microcredit borrowers in their expectations of who is a 
microentrepreneur. As a result, many microcredit borrowers will presumably – again – never 
be entrepreneurs because no one expected them to have the ability from the start, or the 
capability to by credit plus support become a microentrepreneur. However, to become an 
entrepreneur three of the MFIs suggested that training is essential, meaning that even if you 
are suggested not being one, you can become a microentrepreneur if you are trained. 
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6.1 The commercialized microfinance market in Sri Lanka and the 
microentrepreneur 
 
The MFIs participating in the study differed in what degree they were operating on principles 
related to commercialization, which is in line with the microfinance industry worldwide (see 
Otero & Rhyne 1994). This made the MFIs in this study identify themselves in terms of social 
or business. The MFIs want to reduce poverty, but the suggested pressure of needing to be 
financially sustainable (see Robinson 2001; Hermes & Lensink 2007, p. 7) has not escaped 
Sri Lanka. The need for sustainability and the increased competition expressed by the MFIs 
participating in this study may both have a positive and an unfavourable impact on the 
microentrepreneur. To begin with, it is worrisome that the expressed landscape in the field of 
microfinance in Sri Lanka is full of competitors with unethical operational working practices. 
These are suggested to be exploiting potential microentrepreneurs instead of providing the 
most favourable conditions possible when providing microcredit. No credit – or additional 
training – will help the microentrepreneur if the market lacks good intentions and fair terms. 
In conclusion, the commercialization may decrease the prospect of catering to the 
microentrepreneur. 
 
However, commercialization may also be a good thing for the microentrepreneur, the securing 
of a free market being the present fundamental assumption of achieving the most optimal 
poverty alleviation (Bateman 2010, pp. 4–14; Harvey 2006, pp. 1–2). Firstly, the increased 
competition suggests that commercialization motivate and enable MFIs capacity to provide 
microcredit for everyone as suggested by Otero & Rhyne (1994, p. 1), Robinson (2001, p. 28) 
and Hassan & Ibrahim (2015, p. 190), which is essential for ensuring success for every 
potential microentrepreneur.  Secondly, the need for sustainability force the MFIs to truly 
plan in a long-term perspective, the repayment of the microentrepreneur is essential and the 
caring about the relationship is important due to there being many players in the market. 
Therefore, it is a problem that the microcredit borrowers cannot choose freely between the 
MFIs. This is since some of the MFIs suggest they are taking other MFIs' operations into 
account, not wanting to jeopardize any of them for the sake of the microcredit borrowers. 
However, even though it is noble, this may reduce the ability of the microentrepreneur to find 
the best arrangement. This is because all the MFIs differed when it came to the definition of 
the entrepreneur and the training provided, which is of relevance for the microentrepreneur. 
The neoliberal view acknowledged everyone to be a potential entrepreneur with control and 
therefore responsible for her or his own destiny according to Harvey (2006, p. 65). This 
means that the microentrepreneur perhaps would have been able to get better conditions if the 
market was truly competitive, the microentrepreneur now not in full control of her or his 
capacity to develop. 
 
Nevertheless, multiple borrowing is another component to consider in this context, being 
expressed as being a serious problem. This is expressed to be caused by the competition, 
making it more accessible to take a microcredit loan. All the participating MFIs had the 
attitude that it should be easy to take a microcredit loan in contrast to the statement made by 
Yunus (2003, p. 64). The convenient access is favourable for the microentrepreneur, but with 
presumably elevated consequences for them. This is because they are tied to others risk of 
failure due to the group model and the operation of the MFIs, which may limit or cause 
complications for the microentrepreneur. Moreover, the multiple borrowing has been 
expressed as being a result of the microcredit borrower maybe needing more capital than what 
the individual MFI provides. This making it convenient or an act out of necessity to apply for 
several microcredit loans to fulfil the purpose of the microentrepreneur. It is based on Otero 
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and Rhyne (1994, p. 11) and Robinson (2001, p. 17) that it can be concluded that it 
presumably means the MFIs do not fully understand their target segment and the product 
being the microcredit loan itself is not optimal, the win for the microentrepreneur being 
overlooked (see Brau & Woller 2004, pp. 2–17). 
 
Another factor is that commercialization is limiting the distribution of microcredit, meaning 
that not everyone is qualified to take a microcredit loan due to the MFIs are targeting 
opportunity driven entrepreneurs rather than the ones defined by Kiiru and Kenia (2007, p. 
86) as survival driven. There exists an unwanted microcredit borrower as suggested by Hulme 
& Mosley (1996, p. 111), the MFIs participating in this study repeatedly described this 
segment being individuals too poor and without repayment capacity, identified by Robinson 
(2001, p. 17) as the extremely poor. This results in the existence of potential 
microentrepreneurs that will not be catered by the microfinance, leaving the extremely poor 
behind in the fight of poverty alleviation. There needs to be profit for sustainability, resulting 
in the MFIs not having the chance or opportunity to take the risk when investing in making a 
difference for everyone. The microcredit model will therefore never take everyone out of 
poverty, all potential entrepreneurs in need of credit are not given the opportunity to retain it, 
creating the a big shortfall. Training cannot help anyone, if individuals are not targeted and 
allowed microcredit, the suggested mission drift (Morduch 2000, p. 627; Armendariz & 
Morduch 2010, p. 239) being a confirmed reality in Sri Lanka by the MFIs participating in 
this study. 
 
Some of the MFIs participating in this study gave microcredit loans for business purposes 
exclusively, which is in the favour of microentrepreneur. However, not all of them grant 
microcredit loans for establishing start-ups. This means that if you already did not have an 
income-generating activity, no matter how small or big, you will not be provided the 
possibility to start one, which limit or delay the progress of the microentrepreneur. 
 
The Microfinance Act is going to be implemented in Sri Lanka, the major change in 
regulation happening due to commercialization as suggested by Armendariz and Morduch 
(2010, p. 243). This is expressed by the MFIs participating in this study to be of importance 
and of benefit for their microcredit borrowers. The fact that the sector will be regulated, 
ensuring or at least attracting more public attention to the aspect of achieving a general best 
practice, will presumably be of favourable impact and improve the conditions and 
arrangements accessible for the microentrepreneur. 
 
6.2 The value of the training provided by the MFIs for the micro-
entrepreneur 
 
The training provided by the MFIs in our study is today not totally irrelevant, but inadequate 
for the microentrepreneur. Further Yunus (2003, p. 140) stated that training is not necessary 
and a waste of time, because the poor people already know how to do things and just need 
microcredit to start a business. In contrast, Hulme and Mosley (1996, p 116) imply that 
investing in survival skills is a safe investment but will not result in a further development of 
entrepreneurship and to reach the next level. This is something that the microentrepreneurs 
have requested (Hulme & Mosley 1996, p. 116).  One of the interviewed MFIs explained that 
the microentrepreneurs are skilled but to further develop they need more services than 
microcredit. Otero and Rhyne (1994, p. 131) and McKernan (2002, p. 93) agree, stating that 
non-credit services like training is important but difficult to measure, meaning a risk of being 
underestimated. It can be hard to see if the outcome of training provided is different in 
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comparison to if the MFIs had not provided any training (Armendariz & Morduch 2010, p. 
267). 
 
Except that effect of the training is hard to measure, the interviewed MFIs cannot see any 
negative sides of training except that it is costly. The training is in most cases provided for 
free to the microentrepreneurs but two of the MFIs informed that they charge the education to 
make the training more valuable for the microentrepreneurs. They explained that when the 
microcredit borrowers have to pay for the education they make sure to participate in the 
training and priorities the training that is precious to them. This is a way of making the 
microentrepreneurs choose which training they need and make it more valuable, but it also 
excludes people that do not feel that they can spare the capital for training. However, this may 
be the best way of ensuring the most optimal win for the microentrepreneur (see Brau & 
Woller 2004, pp. 2–17). The value of training is presumably being maximized and the 
microentrepreneur can easily absorb the training because of its relevance and due to it being 
of personal benefit. 
 
Further the MFIs provide a lot of group training for their microcredit borrowers to maximize 
the utility and reduce the costs. One of the MFIs shared that they select different business 
sectors for their microentrepreneurs and then provide them with useful training for their 
purpose. Another of the MFIs explained that they train the group leader who later shares the 
information within the group, but the MFI do not provide training for individuals. If the 
people are provided the same training, the supply will be identical and they will not be able to 
be distinguished in the market. It is important that the MFIs understand their microcredit 
borrowers and adopt the training for them (Otero & Rhyne 1994, p. 11; Robinson 2001, p. 1). 
Further the group training gives input for new skills rather than maximizing their already 
existing skill, limiting or slowing down the prospect of achieving a higher level of 
competence in the chosen business area of the microentrepreneur. However, if new skills are 
providing input for niche or further improvement of their business within their availability 
and goal, it makes a difference for the microentrepreneur. 
 
Today it is common for the MFIs to provide non-credit services (McKernan 2002, p. 93; 
Caretta 2014, p. 182) and all the interviewed MFIs provided training for their microcredit 
borrowers. They explained that without training the microcredit borrowers do not have the 
knowledge to succeed. However, when they were asked to explain what components that 
were necessary to become an entrepreneur, no one of the MFIs mentioned the word training. 
Since the quality of training provided is a crucial component according to Otero and Rhyne 
(1994, p. 138) and Mihiotis and Argirou (2016, p. 448) it is important to ask if the training 
that the MFIs provide is of value for the microentrepreneur. 
 
For the training to be of quality it is important that the people providing the training have the 
right knowledge and can empower the people. Internal training is commonly used by the 
MFIs participating in this study and often provided by the field officers who also do the vital 
follow-ups. Since working as a field officer is not an attractive job and it is hard to find 
people for the position, there is a considerable risk that the people working as a field officer is 
not optimal for the position. One issue is that if they are from the same area they can have a 
closed mind-set. Another issue is that they might not be capable to provide the training 
needed to the microentrepreneur. It is important that the field officers are trained and capable 
of understanding its microcredit borrowers' needs and limitations (Hulme & Mosley 1996, p. 
164; Johnson & Rogaly 1997, p. 120). The training for the field officers is important if the 
training provided to the microcredit borrowers is to be meaningful.  
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One of the MFIs explained that one of the most common problems is that people do not use 
the microcredit loan for the intended purpose and that this can be a question of lack of 
knowledge, which can be solved by giving education in financial literacy. The common 
description by the MFIs participating in this study of the training provided was ‘business 
training’. One of the MFIs explained that they have divided the training into two categories, 
‘skills training’ for the new microentrepreneurs and ‘entrepreneurial training’ for those 
already doing something. However, when we compared the answers of what kind of training 
the MFIs provided to new microentrepreneurs and already established microentrepreneurs, 
there was no difference in the training offered. This is presumably in line with Klofsten's 
(1999, p. 403) suggestion implying that the mismatch between the demand and supply of non-
credit services often depends on lack of communication. 
  
Further Mahmood (2011, p. 265) suggests in his study that the reason for microentrepreneurs 
with a purpose not going through with starting a business, is because of lack of training and 
education. The more skills and assets a person has, the greater utility will be generated of the 
microcredit (Hulme & Mosley 1996, pp. 108–109) and resulting in a higher win-win situation 
(Brau & Woller 2004, pp. 2–17). Not many of the interviewed MFIs provide microcredit 
loans to start-ups since they think there is an elevated risk. Moreover, lack of skills and 
market opportunities make it hard for the poorest microentrepreneurs to take advantage of the 
microcredit (Mayoux 1997, p. 1). It is suggested that the microentrepreneurs need more 
experience, high quality knowledge and training to succeed by the MFIs participating in this 
study. But to further develop they also need business development, market linkage and 
support programs (Agbeibor 2006, p. 37), which one of the interviewed MFIs also stated. The 
MFIs need to ensure that their microentrepreneurs successfully goes through the funnel in the 
Entrepreneurship Development Framework by Agbeibor (2006, p. 38). 
 

6.3 Other aspects suggested to be of importance to make the micro-
entrepreneur succeed 
 
The MFIs participating in this study who did further training mentioned the importance of 
motivation and empowerment for their microcredit borrowers. One of the MFI expressed that 
their microcredit borrowers need to get motivated to understand their meaning of life. This is 
in line with the suggestion by Goliath and Farrington (2015, p. 35) and Dichter (1996, p. 259–
269), that motivation is essential to create impact, the last one further explaining that 
motivation results in improved confidence. However, if the microcredit borrowers are 
supposed to identify themselves as entrepreneurs the MFIs participating in this study need to 
improve their business-orientated motivation. This is due to the lack of it when they described 
what kind of motivation was provided; only one of the MFIs mentioned that they challenge 
the microentrepreneur to start to think about how to use their skills and resources.  
 
It has been stated by Yunus (2003, p. 207) that only those who can be convinced that they are 
capable of being an entrepreneur will express their entrepreneurial talent as to many of them it 
is unthinkable, which we stress put pressure on the MFIs to successfully encourage the poor. 
If the MFIs do not believe that everyone can be a microentrepreneur, it is important to 
question if the MFIs have the capacity to motivate their microcredit borrowers to believe that 
they have the ability. If the MFIs show their doubt it creates an anticipation that indirectly 
constitutes a restriction. If the MFIs do not have a higher vision for their microcredit 
borrowers, it can be assumed that the poor will not reach more than repayment capacity 
instead of increasing their chances of taking themselves out of poverty.  
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It is stated by Karim (2008, p. 18) that poor are not allowed to identify themselves as poor 
since that is recognized by society as a failure. The MFIs can ease the circumstances through 
giving motivation to help the microentrepreneur identify themselves as a potential 
entrepreneur as expected by many, and create the ability to behave accordingly.  
 
The MFIs have highlighted the fact that it is essential that their field officers know their job 
and gain experience to ensure the prospect of understanding and being able to help their 
microcredit borrowers. The MFIs participating in this study have suggested that this is 
accomplished through different strategies, for example employ people from the same area and 
by training their field staff. It is interpreted that they want to establish commitment, making 
the field officers care for their microcredit borrowers. This is in line with the statement made 
by Yunus (2003, p. 104) who emphasized the assignment of field officers to motivate and 
making their microcredit borrowers explore the microcredit borrowers' potential. Some of the 
MFIs participating in this study stressed that the capability and knowledge the 
microentrepreneur have needs to be known before starting their income-generating activity. 
However, the existence of training suggests that the MFIs willingly create the ideas of what 
kind of business their microcredit borrowers make. This is contradicting with how it was 
originally done with the minimalist approach used by the Grameen Bank. The field officers of 
the Grameen Bank encourage microentrepreneurs to make their own decisions in life, never 
giving them any suggested business ideas. They are leaving it up to the microentrepreneur to 
be creative in their fight out of poverty through entrepreneurship (Yunus 2003, p. 104). 
 
It has been suggested by several of the MFIs that everyone is not an entrepreneur, but one of 
the MFIs acknowledged that if you have the right characteristic and people around that 
support you, then you can be trained to be an entrepreneur. This is in line with the mentioning 
of environment by Yunus (2003, p. 62), meaning that with the right support it is possible to 
develop a business and improve lives. The group concept is the most common microcredit 
loan used by all the MFIs participating in this study. This is resulting in the microentrepreneur 
being dependent on others. Although it has been presented as a risk, it may also be regarded 
as being a support, in line with Yunus (2003, p. 62) who explains that groups enable 
microcredit borrowers to be engaged and care for each other. This creates a better 
environment featuring pressure and expectations for the microentrepreneur. 
 
Beyond motivation, it is important that when a microentrepreneur come up with an idea for a 
product or services and have the ability to produce it, that there is a market for it as suggested 
by Abdul and Dean (2013, p. 303) and Jebarajakirthy, Lobo and Hewege (2015, p. 180). The 
microentrepreneurs cannot sell their products or services if there is no access to demand, 
meaning that the lack of a market linkage can be the reason for failure rather than lack of 
devotion and entrepreneurial skills. Market linkages are seldom provided by the MFIs but 
several of the MFIs participating in this study expressed that it needs to be improved. It is not 
a realistic expectation that MFIs should provide this, meaning they cannot provide a market 
for all their microcredit borrowers, but we stress they need to motivate and assist the 
microentrepreneurs to find a way to make it work. 
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7 Conclusion 
 
The success of microfinance assumes that the poor themselves are best suited to allocate 
capital resources to gain the highest utility out of the proposition. In other words, a small 
amount of money and few or no requirements is assumed – and widely verified – to enable 
everyone to be an entrepreneur. After conducting a multiple field studies in Sri Lanka through 
semi-structured interviews with nine MFIs about the ambition and role in supporting their 
microcredit borrowers through non-credit services, we can make conclusions regarding the 
opportunities offered and restrictions forced upon the microentrepreneur.  
	  
All the MFIs participating in this study used an integrated approach, emphasizing the fact that 
training is essential. The need of being financially sustainable, because of the 
commercialization of the sector of microfinance in Sri Lanka, has resulted in issues like new 
players and announced mission drift, among others. The ambition of the MFIs is to support 
poverty alleviation by helping the poor help themselves out of poverty is in line with the 
microfinance concept, by giving microcredit and additional non-credit services. The perceived 
importance of training is strengthened by the fact that some of the MFIs have suggested that 
you can train someone to become an entrepreneur through providing the right tools and 
motivation. Furthermore, commercialization is giving the MFIs the incentive to create optimal 
products, e.g. training, and is reinforcing the fundamental assumption of microfinance, 
emphasizing putting the individual in control through entrepreneurship to be the master of her 
or his destiny. 
	  
The limitation arising due to expectations of the MFIs and the commercialization is that 
everyone will not be enabled to be a microentrepreneur. It has been expressed in this study 
that everyone neither is, nor can become entrepreneurs, resulting in that potential 
microentrepreneurs are excluded. A distinctly identified segment is the extremely poor, which 
could benefit from training to enable further development. This is suggested to be a result of 
the implementation of the financial system approach. It would presumably not be like this if 
the poverty lending approach was used, but because of the need of sustainability of MFIs, 
shifting back to the former approach is not an option.  
	  
Another finding of importance was the that even though the MFIs are practising the integrated 
approach, they are lacking in giving their microentrepreneurs training of significant value, 
meaning the input is necessarily not a win. In addition, the supply varies of credit, non-credit 
services and basic microcredit loan criteria provided by the MFIs. The choice to counteract 
competition by some of the MFIs result indirectly in affecting the microentrepreneur's ability 
to succeed due to the result of restricted access to the supply of MFIs in Sri Lanka.  
	  
Our contribution provides context about which conditions and limits MFIs create for 
microentrepreneurs in rising out of poverty with assistance of microfinance. It can be 
concluded from our findings that the MFIs possess influence in enabling of poor to be 
microentrepreneurs in Sri Lanka. 
 
To reach the conclusion, the material used has been sufficient, enabling the possibility to 
reach the presented findings above. It might be assumed that patterns set by these MFIs would 
be followed by others; nevertheless, caution should be taken in extrapolating these findings to 
other institutions providing microcredit. 
	  



 61	  

Microfinance is defined by several approaches, which suggest the direction of how to succeed 
in alleviating poverty, creating the environment for the microentrepreneur to navigate 
through. This enables us to illustrate the opportunities and limitations created as a 
consequence to the continuous change of favourable practice of the development community 
in the world. Furthermore, this implies that the debate will continue, the highlighted 
approaches in this report is less relevant in an unknown future. The Entrepreneurship 
Development Framework by Agbeibor (2006, p. 38) illustrates a way to detect how MFIs are 
operating, used in this report to emphasize the importance of training. The framework is 
constructed in a context where the aim is to reduce poverty through creating sustainable 
entrepreneurship. However, we do not know about how the reality of the MFIs look like in the 
funnel, because this has not been investigated. To enable us to make conclusions regarding 
the value created or restrictions forced upon the microentrepreneur, the win-win argument 
presented by Brao & Woller (2004, pp. 2–17). It has been used to describe the balance 
between the aim of microfinance and the self-interest and needs of MFIs to be able to 
sustainably operate; explaining why not everyone can be a microentrepreneur. In contrast, this 
argument has been challenged in the context of microfinance by Morduch (2000, pp. 617–
627), among others.   
	  
Semi-structured interviews have been used to enable the personal opinions and interpretations 
of respondents, and further creating a flexible situation where unforeseen input can more 
easily be found (Bryman 2012, p. 380; Rienecker & Jørgensen 2014, p. 194). It has been 
suggested that findings that have appeared out of qualitative research cannot be applied to any 
other circumstance. This methodology has been essential in this study to enable the content of 
the research question to be clarified, and further interpret and present both the data and 
resulting findings. Notwithstanding these statements, there is a wider value in the structure of 
the methodology. It could be applied to other MFIs in other countries or parts in the world to 
see if corresponding results arise. 
	  
With support in our findings and theories applied, it can be stated that the ambition of the 
MFIs in Sri Lanka is to contribute to the microentrepreneurs development. This is 
accomplished by giving them microcredit, training and motivation to start a sustainable 
business and thus rise out of poverty. The findings suggest that the MFIs have an important 
role, but that the responsibility following as a result of their influence is compromised. The 
conclusion is that the MFIs do not acknowledge everyone to be entrepreneurs, and are lacking 
in providing the most optimal training and supply of microfinance services for their 
microentrepreneurs to succeed. This is limiting the microentrepreneurs progress out of 
poverty and excludes an unknown part of potential microentrepreneurs. 
 
7.1 Further research 
 
The sector of microfinance has given the impression of being inconsistent in Sri Lanka. 
Therefore, it would be of interest to study how the currently implemented Microfinance Act 
will change the situation for the microentrepreneurs a few years from now. Another question 
of significance is if sustainable entrepreneurship is truly accomplished, meaning it would be 
of interest to study the impact of microfinance on the next generation of microentrepreneurs.	  
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Appendix 1 Interview questions to MFIs 
 
 
Presentation about us and our subject 
 

 

 
Do you have any questions before we start?  
 

 

 
Interview questions: 
 
Basic information 
 
 
Can you give a short presentation about this  
Microfinance institution? 
 

 

 
Can you tell us about this micro institutions 
history? 
 

 

 
When did you become interested in 
microfinance? 
 

 

 
What work position do you have in the 
organization? 
 

 

 
What are the criteria's to work here? 
 

 

 
Do you the staff get some kind of 
commission when they accept a loan? 
 

 

 
How many people are working here? 
 

 

 
Is this profit or nonprofit organization?  
 

 

 
What services do you provide? 
 

 

 
Who are the typical loan takers? 
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Do you provide any training for your staff? 
 

• Why? 
 

 

 
Do you provide any training for the loan 
takers? 
 

• Why? 
 

If they do: 
 

• Who provides the training? (the 
people we talk to or is it some other 
organization?)  

• What kind of training do you 
provide? 

 

 

 

How does a meeting work? 
 
 
How does it work when they come here to 
take a loan? 
 

 

 
Can you describe how a typical meeting 
looks like? 
 

 

 
What is needed to be able to take a loan? 
 

 

 
Do you have some special questions to the 
people who want to take a loan? 
 

 

 
Do you give/provide some special 
information to the people that wants to take a 
loan? 
 
Is there some kind of checklist? 

 

 
Do you help them in some kind of way? 
 

• Why? 
• When? 
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Do you do some kind of follow up?  
 
If you do: 

• What do you look at during the follow 
up? 

If not: 
• Why? 

 

 

 
What is your opinion about the loan takers 
education level? 
 

 

 
What is the most common reason to take a 
loan? 
 
What do they use the loan to?  
 

 

 
What is the most common reason for a loan 
not to be repaid? 

 

 

 
What do you think is the reasons for a 
defaulted loan? 

 

 

 
What changes have you seen? 

 

 

 
Do you find the microfinance concept 
successful? 

 

 

 
What is the most common problem? 
 

 

 
What do you think can be done to improve 
the microfinance concept? 
 

 

 
Is it possible to measure success? 
 

• How do you define a loan as 
successful? 

• How do you measure the success? 
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Other questions 
 
 
What happens if they are not able to repay? 
 

 

 
How long is the repayment time? 
 

 

 
What interest rate do you have? 
 

 

 
What do you think of the future for 
microfinance? 
 

 

 
We have no further questions.  
 
Do you have any more that you want to bring 
up or ask before we finish the interview? 
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Appendix 2 Follow-up survey questions to MFIs 

Follow up regarding the MFI interview part 1 
 
 
Who do you target? You can choose more 
than one answer  

 
� Poor 
� Ultra-poor 
� Women 
� Entrepreneurs 
 

 
How do you identify your target audience? 
(qualifications/tools/evaluation)  
 

 

 
If you did not choose all alternatives (poor, 
ultra-poor, women, entrepreneurs), please 
explain why they are not your targets  
 

 

 
Should it be easy to take a microcredit loan?  
 

 

 
Do you provide training ...  

 
� On individual basis 
� For groups/villages 
� We are providing training for both options 
� If you feel the need of explaining, please 
choose this option and write your answer: 
 

 
What does the new microcredit borrower 
need to learn?  
 
What does the microcredit borrower need to 
learn? 
 

 

 
To clarify, do you help them learning new 
skills or maximize already existing skills?  

 
� We make them learn new skills 
� We help them maximize already existing 
skills 
� If you feel the need of explaining, please 
choose this option and write your answer: 
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Follow up regarding the MFI interview part 2 
 
 
What is required to become a field officer? 
 

 

 
Do you provide training for your field 
officers?  
 

 
� No 
� Yes 

 
What kind of training do you provide for your 
field officers? 
 

 

 
Is experience of importance for field officers? 
Please choose one of the options and write an 
explanation 
 

 
� Experience is not of importance 
� Experience is of importance 

 
Do you provide training for your microcredit 
borrowers? 
 

 
� No 
� Yes 

 
If you provide training, what kind of training 
do you provide and when do you provide it? 
 
If you do not provide training, what is the 
reason?  
 

 

 
To clarify, do you provide any business-
orientated training?  
 
 

 
� No 
� Yes 
� If you feel the need of explaining, please 
choose this option and write your answer: 
 

 
Are there any negative sides of training for 
the microcredit borrower?  

 
� Yes 
� No 
� If you feel the need of explaining, please 
choose this option and write your answer: 
 

 
Who provides the training for the microcredit 
borrower? 

 
� Field officers 
� External source 
� Internal training department in the 
organization 
� We do not provide training 
� Other (please identify your provider of 
training): 
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Follow up regarding the MFI interview part 3 
 
 
Do you provide microcredit for start-ups? 
 

 
� No 
� Yes 
 

 
Please explain your answer regarding start-
ups further 
 

 

 
Please define the term entrepreneur (an 
entrepreneur is …) 

 

 
Do you think everyone is an entrepreneur? 
 

 
� No 
� Yes 
 

 
What is needed to become an entrepreneur? 
 

 

 
Can you train someone to become an 
entrepreneur? 

 
� No 
� Yes 
� If you feel the need of explaining, please 
choose this option and write your answer: 
 

 
How do you define a microcredit loan to be 
successful? 
 

 

 
Is your organization a profit or nonprofit 
organization? 

 
� Profit 
� Nonpofit 
� If you feel the need of explaining, please 
choose this option and write your answer: 
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