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Background
Over the last three decades, microfinance has emerged as a tool for the economic development of the poor across the globe. Nobel Laureate Muhammad Yunus’s pioneering Grameen model has been adopted in different countries and microfinance has become a global movement. But who are microfinance clients after all? There has been a persistent criticism about the discrepancy between whom microfinance claims to target and whom it actually reaches. Whether microfinance has been able to provide credit to the poorest of the poor remains a debatable topic1. As a matter of fact, microfinance institutions (MFIs) generally neglect ultra poor households because they are extremely vulnerable to shocks and they are more likely to end up spending loans for consumption purposes rather than investing in productive activities. So even if an ultra poor household is interested in starting a petty business, it is often denied loans and hence such households find emancipating themselves from the shackles of poverty extremely difficult. They continue to face the tyranny of local moneylenders and other humiliations.

Take the case of Basanti of Hazrapara in Beldanga, West Bengal. She is keen to start a micro-enterprise but she could not start one due to a paucity of funds. No MFI approached her to join a microfinance group because she belongs to an ultra poor household. Hence she thought that her dream would never turn into reality. This is the fate of many such “Basantis” who cannot afford a square meal every day. To reinforce this, Morduch (1999) once opined that “poorer households should be served by other interventions than credit” (p.1600). One such intervention would be to uplift ultra poor households by providing income generating assets so that they can eventually participate in regular microfinance programs. With this objective, Bandhan, a Kolkata MFI, started the “Chartering into Unventured Frontiers-Targeting the Hard Core Poor” (CUF-THP) program in 2006. This grant-based program is financially supported by the Consultative Group to Assist the Poor (CGAP) and draws inspiration and technical support from a similar program2 run in Bangladesh by the Bangladesh Rural Advancement Committee (BRAC).

Targeting Hard Core Poor (THP) Program at a Glance
The aim of the THP program is to provide income generating assets, such as livestock and other inventories for non-farm enterprises, to the poorest of the poor (the “Ultra Poor”) to assist them in starting businesses and eventually graduating into small scale entrepreneurs. To make this program successful, area selection and Ultra Poor targeting are of utmost importance.

Bandhan selected Murshidabad for the intervention because the district performs poorly in terms of certain human development indicators compared to other districts in West Bengal3. Once the village lists were finalized, Bandhan conducted Participatory Rural Appraisals (PRAs) to identify Ultra Poor households in each hamlet. The PRA includes social mapping of the hamlet and subsequent wealth ranking of residents based on information from neighboring households.  Bandhan uses the wealth ranking to identify potentially Ultra Poor households in the particular hamlet.

A few days after conducting a PRA, Bandhan administers a detailed questionnaire to verify the results of the PRA and also to identify the beneficiary in Ultra Poor households. Ideally, an able-bodied woman member of a household is the target beneficiary of this program. Subsequently, the THP program coordinator carries out the final verification of households identified as Ultra Poor through visual inspection and informal conversation. During the final verification, special attention is paid to the condition of the house, the health and nutritional status of the women and children, educational attainment of the children, and employment status of the women. One mandatory eligibility requirement is that the household must not be involved in any micro-credit activities and/or should not obtain “adequate assistance4” from any government aided program.

Targeting Effectiveness Study
At Bandhan’s request, CMF undertook a study led by Profs. Abhijit Banerjee (MIT), Esther Duflo (MIT) and Raghabendra Chattopadhyay (IIM-Cal) to assess how accurately Bandhan’s identification procedure targeted the very poorest households with the least access to credit.  To accomplish this, the researchers conducted detailed household interviews with households identified as Ultra Poor by Bandhan and households not so identified, but which appear poor according to an economic census of the village.  The study then compares Ultra Poor households to others along various dimensions of poverty.  
Results and Implications
The results indicate that Bandhan’s identification procedure targets a sub-population which is notably poorer in certain respects, particularly readily observable attributes.  Notably Ultra Poor own less land, have fewer assets and are more likely to lack formal credit access than non-Ultra Poor households.  Another important result from the study is that the peer wealth rankings established by PRA’s generate a reliable assessment of relative poverty; households ranked as poorest by their neighbors also appear less advantaged, again particularly with respect to land holdings. 

An additional finding is that targeting based on an economic census alone, such as is done for various other assistance programs, does not appear to identify an especially poor sub-population.  The study compares recipients of certain forms of government assistance to non-recipients and finds that, in this sample, recipients are not noticeably more disadvantaged than non-recipients.

The implications of this study are that the method used to identify the desired target population affects the characteristics of that group and may impact the success of the program.  Defining the target population according to easily observable characteristics and using household surveys or PRAs, rather than broad censuses, to identify eligible households is more likely to result in effective targeting.    

1. See Morduch, J. (1999). The Microfinance Promise. Journal of Economic Literature. 37 (4), 1569-1614. and Rabbani, M., Prakash, V.A. & Sulaiman, M. (2006) Impact Assessment of CFPR/TUP: A Descriptive Analysis Based on 2002-2005 Panel Data. CFPR/TUP Working Paper Series, 12. 

2. See BRAC website: http://www.brac.net/cfpr.htm 

3. Murshidabad was ranked 15th among 17 districts of West Bengal in Human Development Index Ranking, 2004. Source: West Bengal Human Development report 2004. 

4. “Adequate assistance” is determined on a case-by-case basis. 
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	This study was conducted as part of a CMF project. The following CMF RA managed this project: Jyoti Prasad Mukhopadhyay.  For more information, see http://ifmr.ac.in/cmf/?page_id=460
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