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Abstract 

The informal sector continues to face various challenges and obstacles like lack of access to 

capital, skills and expertise necessary to expand and improve their businesses.  Informal sector 

has the significant potential to contribute in economic growth and development of many 

underdeveloped and developing countries, but bringing them mainstream is a big challenge 

confronted by many economies.  The present study tries to evaluate the various initiatives taken 

by selected countries to bring the informal business activities into the mainstream through formal 

financing and identify the benefits received through such initiatives and problems faced during 

its access.   
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Introduction 

The informality refers to the sector where workers are unprotected, have low productivity, 

evades rule of law, either underpayment or nonpayment of taxes on their part, work underground 

or in the shadows and unfair competition. (Perry, G. et al, 2007).  It is difficult to have a specific 

single definition of informal sector or activity as different authors in different countries used 

different context to interpret informal sector or activity.  According to Kolli & Sinhray (2011), 

the informal sector comprise of all such enterprises which are outside the public and private 

corporate sectors and employed five or less workers.  As recommended by NCEUS, the informal 

sector consists of all unincorporated private enterprises owned by individuals or households 

engaged in the sale and production of goods and services operated on a proprietary or partnership 

basis and with less than ten total workers. (Naik, 2009).  This definition is restrictive as it does 

not take into account the agriculture sector.  Hence, the operational holding in the crop 

production, plantation, forestry, animal husbandry and fishing activities were recommended to be 

incorporated as an enterprise in the definition of unorganized/informal sector.    
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The informal sector continues to face various challenges and obstacles like lack of access to 

capital, skills and expertise necessary to expand and improve their businesses.  This has 

prevented informal businesses from exploiting their full potential (Stork and Esselaar, 2006).  In 

Bangladesh 87.71 % workers are under informal employment, and the highest concentration of 

informal workers (92 %) is found in the rural areas.  The workers engaged in informal 

employment in Bangladesh are mostly in agriculture, forestry and hunting, manufacturing, 

wholesale and retail trade, transport, storage and communication sector (Islam Tahamidul, 2017).  

The nature of informal sector engaged in non-agricultural activities can be understood from the 

statistics of selected countries given as below: India 80.3% (2018), Myanmar 78.94% (2018), 

Indonesia 76.5% (2018), Pakistan 71.23% (2018), Vietnam 54.9% (2018), Thailand 51.54% 

(2018), Honduras 75.55% (2017), Gautemala 72.78% (2017), Zambia 65.38% (2017), Sri Lanka 

65.93% (2016), Uganda 83.24% (2012). (The World Bank).  The access to basic financial 

services and formal financial institutions remains a challenge for many, especially women, 

marginal farmers, informal sector enterprises and other socially excluded groups as only 31 % of 

the adult population have an account at formal financial institutions in Bangladesh (Akter Shirin, 

2016). The financial inclusion score of India is 58 % (Crisil Inclusix, 2018), in Myanmar over 

70% population lack access to formal banking services according to MAP FinScope 2013 and 

48% financial inclusion reported in 2019. (Financial Inclusion Roadmap Summary 2014-2020& 

Chern, 2020).  In Indonesia around 50 % population holds accounts in banks, in Phillipins 

around 38 %, in South Africa around 70%and 25 % in Pakistan in the year 2017. (Global Findex, 

2017).  The players in the informal sector are still largely regarded as illegal, non-compliant with 

regulations and least considered in distribution of public goods and services.  Due to this, the 

informal sector across the world continues to receive inadequate attention in terms of policy 

support and resource allocations that can catalyze its development, recognition and sustainability 

(Africa Centre for People Institutions and Society, 2018).  The informal sector manifests itself in 

different ways in different countries, different regions within the same country and even different 

parts of the same city (OECD, 2002).Irrespective of their precarious, segmented and semi-legal 

existence, the informal sector enterprises could not exist in total separation from the formal 

sector as it had in its varied form provided important backward and forward linkages to the 

formal sector (NjayaTavonga, 2015).  

Identifying the above mentioned challenges of informal sector and opportunity for developing 

them, the Government of India took a landmark initiative to set up a new institution called Micro 

Units Development and Refinance Agency Bank (MUDRA Bank) on 8 April 2015.  The 

objective of the bank to provide the funding to the unfunded small business sector and to 

encourage entrepreneurship/startup ecosystem in India. MUDRA Bank under Pradhan Mantri 

Mudra Yojana (PMMY), launched three initiative products namely; Shishu Loans (upto Rs 

50,000), Kishore Loans (Between Rs 50,001 – Rs 5 lakhs) and Tarun Loans (Between Rs 5 – 10 

lakhs) as per the funding needs of the micro units or entrepreneur.  Such loans are delivered 

through NBFCs, MFIs, Regional Rural Banks (RRBs), District Banks, Nationalized Banks, 

Private Banks, Primary lending institutions and other intermediaries.  The important feature of 

this loan scheme is that the loans are given collateral free.  The interest rate varies according to 

risk and customer profile and can be different in all banks with base rate +1% to 7% minimum.  

MUDRA Bank is not refinancing agriculture sector but traders of vegetables and fruits are 

Studia Rosenthaliana (Journal for the Study of Research)

Volume XII, Issue IV, April-2020

ISSN NO: 1781-7838

Page No:135



eligible for such funding schemes.  The Micro business eligible to get Shishu loan are vegetable 

vendors, a photocopy centre, a rickshaw puller, etc, whereas Kishore and Tarun loans supports 

comparatively bigger businesses such as manufacturing unit, extraction unit, production of dairy 

products, and so on. Till date (financial year 2019-20), total number of PMMY loans sanctioned 

are 4,27,42,092,  the amount of loans sanctioned is Rs 2,26,933.76 crore and the amount 

disbursed is Rs 2,21,037.57 crores.  (PMMY, Mudra Bank). 

Looking at the large size of informal sector in India and unavailability of funds to them through 

formal banking system due to stringent requirements for loans, and lack of entrepreneurial 

ecosystem remained major obstruction in the growth potential of India.  Most of the owners of 

micro business enterprises in India are the households belonging to marginalized classes and 

women.  This scheme proved to be the boon for this sector as the members of the informal sector 

businesses are getting into formal financial sector of mainstream economy. (Joshi, 2017).  The 

Mudra Scheme has significantly improved the status of marginalized classes and women who are 

uneducated and semiskilled as it encouraged them to start new ventures and empowered them.  

This will help the economy to grow stronger in the years to come. (Mahajan, 2018).  The various 

States of India like Tamil Nadu, West Bengal, Karnataka, Uttar Pradesh, Bihar, Maharashtra, 

Madhya Pradesh, Rajasthan, Gujarat, Jharkhand and many more shows significant performance 

in terms of loans sanctioned in these States during 2015-16 to 2018-19. (Biswas, 2019).  Thus 

Mudra scheme may create a healthy competition amongst the banks to provide credit support to 

micro and small business sector in the near future. (Singh & Bindal, 2019).  But there are certain 

lacunas like the opening of the credit accounts and disbursement of funds seems to be 

concentrated amongst the few States.Secondly, marginalized population is less benefited than 

expectations. Thirdly, the risk associated with non-repayment of credit amounts by the 

borrowers.  (Joshi, 2017). 

Thus, from the above literatures, it can be seen that informal sector has the significant potential 

to contribute in economic growth and development of many underdeveloped and developing 

countries who are striving hard for their prosperity.  India is amongst them wherein majority of 

population is still dependent on informal business activities for their livelihood and is excluded 

from the mainstream.  Hence, the initiate of the government of India by starting MUDRA Yojana 

is thought to be a landmark initiate to make the participants of this sector more effective.  This 

scheme is very new and completed only 4 years, hence the various studies observed are making 

the performance evaluation of this scheme from supply side (bank perspective) and talking about 

how much loans are sanctioned and disbursed.  But the performance evaluation from the 

perspective of beneficiaries is not yet observed.  The present study tries to understand the various 

parameters associated with the performance evaluation of various similar initiates taken in 

various other countries from supply as well as demand side.  The literature studies of such 

initiativeswill help to get insights about the benefits received and problems faced by the 

beneficiaries from such initiatives, so that the performance evaluation of MUDRA Scheme can 

be done from the perspectives of beneficiaries.  Hence, the present study tries to identify the 

benefits and possible difficulties of the banks and beneficiaries faced in availing such kind of 

loans in other selected countries and to understand the expectations of the beneficiaries from the 

banks in terms of support systemrequired for better performance of the scheme.  
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Government Initiatives for Funding Informal Sector 

1. Kredit Usaha Rakyat (KUR) – People’s Credit for Business– Indonesia 

The government of Indonesia introduced KUR (Kredit Usaha Rakyatin) in 2007, a credit 

program specifically for MSMEs (Micro, Small and Medium Enterprises) which have feasibility 

business but has not bankable.  It was implemented by three state-owned banks – BRI, Bank 

Mandiri and Bank Nasional Indonesia.  The government provides a guarantee of 70percentof the 

total loan amount to banks disbursing loans to businesses under the scheme. The scheme 

comprises of two types of financing, KUR Mikro and KUR Retail. For KUR Mikro, the loan 

sizes up to Indonesian rupiah 25 million are provided, and between Indonesian rupiah 25 million 

to 500 million for KUR Retail. No collateral is required for KUR Mikro. The government is also 

providing an interest subsidy for KUR since July 2015, reducing interest rates for end borrowers 

from 22percentto 12percent annually and it will be 6 % from 1 January, 2020. KUR is designed 

to make MSMEs bankable. Generally MSMEs can only apply once and should use regular bank 

loans after that. Between 2007 and 2014, total disbursement under KUR was Indonesian rupiah 

153 trillion, reaching 10,991,580 borrowers.  The non-performing loan ratio of KUR until 

December 2014 was 4.2 percent (International Finance Corporation Report, 2016). The 

government has made significant changes in the KUR policy since 2015, with non-performing 

loans remaining stable at 1.23 percent and a total of 18 million debtors during August 2015 to 

September 2019. (The Jakarta Post, 2019). 

KUR fund attracted millions of SMEs in Indonesia as it helped to fulfil the collateral requirement 

hindering SMEs from accessing credit.  But in terms of its performance, KUR fund is unable to 

accelerate poverty reduction as many poor households unable to access the programme.  The 

major policy challenges identified are improving the design of KUR to reduce information 

asymmetry, targeting the right sectors and the rights regions, and strengthening the KUR policy 

committee‟s oversight and ability to coordinate across key stakeholders (Adam & Lestari, 2017). 

The another issue with regard to inability of access the programme is the need of financial 

statements within one accounting period which SMEs need to provide to the banks for getting 

KUR credit.  The unskilled and underqualified found it difficult to provide such financial 

statements based on accounting standards, hence the coaching programs for prospective 

borrowers with such contents is necessary for the success this fund (Hamzani & Achmad, 

2017).Also, the majority of banks were unable to achieve efficiency in KUR distribution as out 

of 35 bank units, only 51.43% reached efficiency, while the remaining 48.57% were inefficient 

as the loan disbursement was less than the optimal target.  The efficiency of such inefficient units 

can be enhanced by imparting training and employee rotations which can potentially increase 

employee productivity (Farida et al, 2018).  The key to address this problem is lender-borrower 

relationship.  The bank official must do the credit analysis of the borrower based on judgement 

through the intangible nature of borrower‟s candidature for carrying out an entrepreneurial 

activity rather than notes, documents or things that can be manipulated.  The prospective 

borrower identified through such lender-borrower relationship will eliminate the possibility of 

loan default. (Embun Suryani, 2018).   

2. Uwezo Fund – Kenya 
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The Uwezo Fund is a flagship programme for vision 2030 aimed at enabling women, youth and 

persons with disability access finances to promote businesses and enterprises at the constituency 

level, thereby enhancing economic growth.  The Fund was launched by His Excellency the 

President of the Republic of Kenya on 8th September 2013 and published on 21st February, 

2014.The fund is disbursed to a group or an institution.  The group must be registered with the 

department of social services, Cooperatives or the Registrar of Societies and have members aged 

between 18 and 35 years whereas the women‟s groups shall be made up of women aged eighteen 

years and above.  For an institution it must be registered entity and has listed youth and women 

groups within it.  The stepwise procedure to get the loan is apply, verification for eligibility, 

training, release of fund and loan repayment.  Eligible qualifying amounts for a group shall be a 

minimum of Kshs. 50,000 and a maximum of Kshs. 500,000 at any one time. (Uwezo Fund). 

Uwezo fund is faced with the challenge of accessibility of funds as the government regulations 

and requirements for accessing UWEZO funds were difficult but the training had a positive 

influence on access of UWEZO funds.  The fund does not always meet the requests of applicants 

on time and is not available at all times for all group members business needs.  Group problems 

and participation of group members on application of UWEZO funds all affect negatively the 

access of UWEZO funds (Nyanchama et al, 2016).  The amounts disbursed under the fund was 

perceived too little by beneficiaries to support any viable business venture and hence proved 

ineffective to fulfill its objectives (Golicha et al, 2019).  It is also revealed that the majority of 

the youths had not attended leadership courses in full spirit organized by Uwezo fund.  So many 

of them faced challenges in marketing their products and also in repaying their loans due to lack 

of adequate financial management skills. Hence, training must be an essential component for 

funding and should focus on the areas like market research, strategies, business management, and 

leadership (Nduati & Mugambi, 2018).  The fund irrespective of the above difficulties addresses 

the policy objectives and measures that are creating the opportunity for entrepreneurship.  This 

may create better chances for business survival if given the right support, motivation and 

necessary skills (Waruguru et al, 2017).Those who got the access to Uwezo fund have 

experienced improved level of income, wealth and improved living standards.(Faith Kurgat et al, 

2017). 

3. SMEDCO – Zimbabwe 
The Small and Medium Enterprises Development Corporation (SMEDCO) earlier known as 

Small Enterprises Development Corporation (SEDCO) was formed in 1983 and began operations 

in April 1984.    The organization falls under the Ministry of Small and Medium Enterprises and 

Co-operative Development.  SMEDCO being a development finance institution and promotes the 

development of micro, small and medium enterprises and cooperatives through lending and 

capacity building in Zimbabwe. (Reserve Banks of Zimbabwe).  The government of Zimbabwe 

has made attempts to cater informal sector through the support provided by institutions like 

SMEDCO.  It provides loans of $500 and less known as microloans with interest rate of 15% per 

annum, has loan tenure of 4 months and requires some movable property as collateral.  For loans 

within the threshold of $501-$5 000, SMEDCO requires collateral security as well as a 

comprehensive business plan or proposal.  The policy idea is to promote business start-up and 

enhance competiveness of the SME sector (ZEPARU &BAZ, 2014).The organization is 
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supposed to work with various other stakeholders in the financial services sector, which include 

the Agricultural Development Bank, and the Infrastructural Development Bank of Zimbabwe to 

provide funding facilities to the informal sector (Chigwenya&Mudzengerere, 2013). 

The government of Zimbabwe (GoZ) realized the need for entrepreneurship development as a 

major thrust to achieve economic development through SMEs growth and development as they 

have a high potential for innovation, flexibility, low start-up costs, rapid development and the 

distribution of risk (Maseko et al, 2012).  But, the financial assistance given to SME requires 

collaterals which every business person may not provide. Moreover, the interest rates were too 

high for SMEs which led to failure to pay back the loans (Bomani et al, 2015).Zimbabwe 

experienced hyperinflation during 2005-2008, and inflation rate was 2000 percent in 2005 and 

rose to approximately 100,000 percent in 2008.  It was difficult for SMEs to access the funds 

from financial institutions.  The Zimbabwe dollar became valueless and population were 

struggling to buy basic commodities(ZEPARU, 2013). The inadequate financial resources during 

2010 to 2013 compelled the government to reduce the allocation of funds drastically to support 

SMEs.  Moreover, late disbursement of funds from the Ministry of Finance further deteriorated 

the operations of SMEDCO resulted into inefficiency to address the financial challenges faced 

by SMEs in Zimbabwe(Bomani et al, 2015).  Irrespective of these failures, SEDCO took several 

initiative to raise informal sector businesses for giving hand-on experience for running business 

by establishing beacon projects.  These projects were based on the comparative advantage of 

each province, where people can learn and enhance their business skills.  To make informal 

sector businesses more competitive, the government had created links between the Standards 

Association of Zimbabwe and the informal sector to assure quality and competitiveness of goods 

and services produced by the informal sector (Chigwenya&Mudzengerere, 2013).   

4. SEBRAE’s FAMPE Fund – Brazil 
To cater to the needs of informal business activities, SEBRAE in association with Bank of Brazil 

runs a credit guarantee program (FAMPE) for micro and small enterprises that provides 

guarantees worth up to 80% of the extended loan amounts (ILO, 2014).  The fund had limited 

scope of operation as it was linked to certain institutions operating in association with SEBRAE, 

with the Guarantee Fund of Small and Medium Enterprises [Fundo de Aval para Micro e 

Pequenas Empresas - FAMPE] (Lanz & Tomei, 2016).  Active since 1995, the SEBRAE 

FAMPE helps the businesses with regard to start-up establishment, setting up the existing 

business, business expansion, empowerment of business through increasing competitiveness, 

business registration, agribusiness support, industry leveraging, fostering trade, service 

improvement, training and business consultation, etc. (SEBRAE).  

The variety of transactions in which the fund participates includes fixed capital, working capital, 

pre-export production and commerce and technological investments and innovations.  The details 

are given as under in table 1:  

Table 1: Activities funded by SEBRAE 

Size of firm (i) Fixed capital or 

(ii) fixed capital 

with working capital 

(iii) Working 

capital 

(iv) Pre-export 

production and 

commerce 

(v) 

Technological 

investments and 

Studia Rosenthaliana (Journal for the Study of Research)

Volume XII, Issue IV, April-2020

ISSN NO: 1781-7838

Page No:139



innovation 

Micro proprietorships BRL 30,000 BRL 10,000 BRL 60,000 BRL 100,000 

Micro enterprises BRL 200,000 BRL 60,000 BRL 300,000 BRL 400,000 

Small enterprises BRL 300,000 BRL 100,000 BRL 500,000 BRL 700,000 

Note: FAMPE will co-sign for up to 80% of the credit transaction, up to the following limits 

Source: Godke and McCahery (2019). 

 

The table 2 below shows the guarantees granted by FAMPE during 2015 to 2017: 

Table 2: Guarantees Granted by FAMPE during 2015-17 

Year Firm Size Guarantees per industry Total per 

firm size 

Total per 

year Commerce Services Manufacturing 

 

2015 

Micro proprietorship 20 32 17 69  

14,460 Micro enterprise 239 323 116 678 

Small enterprise 6515 3944 3254 13,713 

 

2016 

Micro proprietorship 7 14 4 25  

9741 Micro enterprise 145 249 31 425 

Small enterprise 4470 2870 1951 9291 

 

2017 

Micro proprietorship 61 66 17 144  

15,499 Micro enterprise 304 256 71 631 

Small enterprise 7893 4148 2683 14,724 

 Total 19,654 11,902 8144 39,700  

Source: Godke and McCahery (2019). 

 

From the table 2, it can be seen that micro proprietorship and micro enterprise was given the less 

important in terms of guarantees granted by FAMPE, even though the number has slightly 

increased in 2017.  This shows that the credit access to micro proprietorship and enterprise was 

denied by the banks, whereas small enterprises were always preferred as around 95 % firms who 

received credit under this grant went to small enterprises and that too in the commercial sector 

industries. The other issue is high concentration levels in the Brazilian banking market due to 

which many borrowers are denied credit or received lower credit than their requirements.  The 

authorities must formulate special rules for financing SMEs to improve the access to finance to 

SMEs so that the concern of lack of collaterals to access to loans will be suitably addressed.  

(Godke and McCahery, 2019). 

5. Youth and Small Entrepreneur Self-employment Fund (YSEF) – Nepal 
Government of Nepal established Youth and Small Entrepreneur Self-Employment Fund (YSEF) 

in 2009 to help and provide educated and uneducated unemployed youths with necessary 

collateral-free loans from banks, cooperatives and financial institutions.  The aims of the fund is 

to carry out self-employment programs, provide orientation, and vocational and skills 

development training at a low interest rate.  An unemployed person, whether educated or 

uneducated, belonging to the age group of 18 to 50, not involved in any occupation, 

entrepreneurship and income generating activity may participate in this program.  Certificate of 

an orientation training is necessary to apply for this loan.  (YSEF, Government of Nepal).  YSEF 
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provides maximum Rs 200 thousand per person in the form of loan which is collateral free.  The 

various economically deprived groups, Dalits, Janajatis, women, conflict affected people, 

unemployed youths, and people with traditional skills can get loan in an easy manner. 

(Chaudhary & Manoj Kumar, 2018). 

The interested youths deterred from taking YSEF fund as it was provided through the 

cooperatives, and the approval procedure involved was too long and tedious with multiple 

hassles.  To cater to this problem government established local units at local levels to get smooth 

access of funds to the youths.  (The Himalayan Times, 2017).  YSEF created around 17,500 self-

employment for youth in the fiscal year 2018, and has made over 61,000 youths self-employed in 

the fiscal year 2019 and more than 180,000 people are expected to get jobs indirectly.  YSEF has 

set a target of creating additional 50,000 self-employment opportunities in the fiscal year 2020.  

The interest rate is also reduced to 10% from 12% to encourage the potential youths.   According 

to the Fund Director, the number of self-employed youth under the program are comparative low 

looking at the large number of youths entering into the labour market every year.  The various 

reasons that obstructed the fund and its smooth operation are delayed procedures and various 

technical glitches.  If government manages sufficient fund and open more branch offices, then 

around 100,000 youth self-employment can be generated annually. (Kafle, 2020).  

6.  Small Enterprise Finance Agency (SEFA) – South Africa 
Small Enterprise Finance Agency, SEFA, established in 2012, to support the establishment, 

survival and growth of SMMEs and help poverty alleviation and job creation in South Africa.  It 

is established by merging South African Micro Apex Fund, Khula Enterprise Finance Ltd and 

the small business activities of IDC.  It provides financial and business support to small, 

medium, micro and cooperative enterprises operating in all sectors of the economy to establish 

new enterprises or to grow existing one.  The loans are provided in the range of minimum R 

50,000 to maximum of R 5 million.  It provides bridging loan to finance working capital needs, 

term loan to finance assets with medium to long term lifespan, structured finance to finance 

businesses, wholesale lending to intermediaries, joint venture, partnerships and other 

collaborative relationships to small businesses with varied repayment options depending upon 

the funding requirements.  It provides facilities to Micro-Finance Intermediaries (MFI) to on-

lend to micro and survivalist businesses requiring funding of up to R 50,000, extended up to R 

1000,000 in special cases per single business/owner. (SEFA)The loans are offered to the 

population group experiencing high levels of unemployment especially black women and youth-

owned SMMEs and cooperatives that are not funded by the financial institutions due to high 

level of risks.  (Leadership Magazine, April 2017).    

The SEFA is structurally designed to cater to the financial needs of informal and micro-

enterprises through a network of Micro-Finance Intermediaries (MFIs).  They can lend amounts 

from as little as R 500 up to a maximum of R 50,000 to street vendors, weavers, dressmaker, 

small scale manufacturers (metal fabrication, potters, woodworkers, etc) in rural areas and 

townships, spaza shops, tiny construction projects and the related activities.  In the financial year 

2018-19, SEFA supported informal and micro-enterprises in eight of the nine Provinces‟ through 

a network of four MFIs, a strategic partnership with Coca Cola beverages South Africa 
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(CCBSA), and two public partnerships with the Municipalities of eThekwini and Mangaung.  

SEFA disbursed a total of R 1m in the year 2018-19 to benefit nine cooperatives operating in 

production sectors.  The funding of R 546,000 was disbursed to five enterprise members of 

Maarifa Secondary Coperative and R 397,000 was disbursed to 10 members of Emnambithi 

Municipality and Sisonke Waste Recycling.  The total of 212 jobs were facilitated (131 created 

and 81 maintained) and 84% of the funding of the allocated R 1m was providedto Black-own 

cooperatives.  The SME Wholesale lending program was also a significant contributor with R 2.4 

bn approved and R 3.7m disbursed to SME‟s between April 2012 and March 2019.  A total of 6 

598 SME‟s have been financed, facilitating 38 144 jobs. (SEFA, 2019).   

But, in terms of problems and challenges accessing SEFA fund, it is argued that merely 

increasing the fund availability through SEFA does little to increase access to finance for SMME 

as the interest rate associated makes it unfeasible and impractical way of funding (Cullen et al, 

2013).  This is evident from the fact that 62% of the participants rated high interest rate as a 

major challenge and 30.4% rated it as the moderate challenge.  The awareness about the national 

support agencies providing the financial support is also low as the majority of prospective 

beneficiaries have never heard about SEFA.  (Soni et al, 2015).   The access to finance is 

considered as the most important barrier as the loans are given based on colour, gender and age.  

The knowledge about such schemes is loo low amongst the people.  Too many requirements 

from bank also limits the access to funds and relationship with bank officers also plays important 

role.  The knowledge about the financial aspects and business training is considered as the most 

important aspect to get better access.  (Holger et al, 2017). 

7. People’s Credit Fund (PCF) – Vietnam  
The initiative of establishing the People‟s Credit Funds (PCF) was taken up by the State Bank 

which was considered as formal finance system development operating since July 1993.  It is 

designed as a member-owned organization for mobilizing savings from its members. (Wolz and 

Axe, 1999).  The minimum membership requirement to establish PCF is at least 30 members.  

The average membership increased from 179 members per PCF in 1994 to 1,449 members in 

2000, i.e., in six year‟s duration. There are total 1,183 PCFs operating at the end of 2018. (SBV, 

Annual Report, 2018) 

The study in Mekong Delta in Vietnam showed that the technical efficiency of PCF is very low 

due to technical innovation as represented by the low cost efficiency at 43.2%.  The capital flow 

received by PCF is very low which limits the loan amount results in inefficiency in allocation.  

The human ability is also significant for the success for PCF operations, which is also very low.  

Hence proper training and education of the work force is highly needed to improve the efficiency 

of PCF.  (Vuong, 2017).Enhancing the operational efficiency is key to control non-performing 

loans.  Thus, PCFs must set up consistent loan policy by strengthening its enforcement, setting 

up the machinery for proper monitoring and supervision and create the awareness amongst the 

customers for better results. (Thanh Tu and Minh, 2016). 

Results and Discussions 
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Looking at the significance of the informal sector for achieving the higher pace of economic 

growth and development, various countries took initiative to provide formal funding to 

financially starve informal sector.  This helped these countries to bring them into the mainstream 

and reduced the percentage of informal sector.  But the good things always have its own 

challenges when it comes to implementation and success.  The fund offered by Indonesia (KUR 

Mikro) and Nepal (YSEF) are featured with loans with no collaterals requirement.  The fund 

offered by Zimbabwe (SMEDCO) requires movable collaterals, but rest of the other demands 

collaterals as the necessary requirement to access the fund.  This is thought to be a major 

hindrance to access the fund as many borrowers found it difficult to comply with this norm.  The 

fund offered by Indonesia (KUR) requires financial statement within one accounting period 

which was the challenge for the unskilled and uneducated borrowers.  In countries like Kenya, 

Brazil and Vietnam, the funding agencies offered the loans were very low and less than the 

requirements and does not fulfilled the business requirements of the borrowers.  In Zimbabwe 

and South Africa, the interest rates charged on loans for informal businesses are very high which 

made the access infeasible for many borrowers.  In Nepal, South Africa and Vietnam, the 

procedures and documentation required to access the loan is thought to be very tedious and time 

consuming by the beneficiaries.  This results in long waiting and delays in acquiring the loans for 

business needs.  One of the significant feature observed in the funds offered by Kenya and Nepal 

is that the training is imparted to the beneficiaries prior to giving the loan.  This has created a 

significant impact on the performance of the fund in these countries. Moreover, there were 

problems from the funding agency side as well.  Firstly, the lack of efficiency on the part of 

employees dealing with disbursement of loans in Indonesia, Zimbabwe, South Africa and 

Vietnam was also an issue of concern as felt by the beneficiaries and stakeholders.  Secondly, 

lack of monitoring and supervision and need of more bank branches is thought to be important in 

Vietnam, South Africa, Nepal, Brazil, Kenya and Indonesia.  Thirdly, the funding agencies must 

work pro-actively to create the awareness and provide training for better penetration and success 

of such funds in all the countries where such initiative is taken. 

From the above discussion, it is recommended that for execution of such initiative and its success 

which intends to uplift the informal sector members who are uneducated and unskilled, the 

following model is thought out to be more appropriate.   

 

 

 

 

 

If the above model is adopted, the entrepreneurial ecosystem will be created in true sense and 

informal business activity will not only flourish but will also come in the mainstream formal 

sector.   

Conclusion 
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From the discussion based on various literature reviews on various initiatives taken in various 

countries to reduce the presence of informal sector, it can be inferred that such initiatives have 

remarkably improved the architecture of these economies by funding the unfunded.  Such 

initiatives are necessary to bring the informal sector into the mainstream so that they can 

contribute effectively in the prosperity of the nation.  The recent initiative taken by the Indian 

government by launching Pradhan Mantri Mudra Yojana (PMMY) seems to be formulated by 

overcoming the various lacunas associated with the various similar funds initiated by various 

countries with few exceptions.  Offering loans without any collaterals, low interest rates, 

encouraging banking machinery and 100% guarantee to banks in case of defaults on the part of 

beneficiaries are some of the noteworthy features.  But, as far as beneficiaries are concerned, 

whether they are really benefitted by such initiative, to what extent their business needs are 

fulfilled, how much multiplier effect the scheme has created in the economy,how much 

employment generation it has created in the economy, what is the perception of the beneficiaries 

and stakeholders about the scheme are some of the unanswered questions.  The present study will 

give insights to the prospective researchers to incorporate these factors for performance 

evaluation of the scheme from beneficiaries‟ perspectives.  This will also help identify the 

lacunas and formulate better design of deliverables so that the objectives of the scheme will be 

fulfilled to its fullest extent and the population at large will get real benefit of the scheme.     

 

References:   
1. Adam, L., & Lestari, E. (2017). Indonesia's Guaranteed Microfinance Programme (KUR): 

Lessons from the First Stage of Implementation. Journal of Southeast Asian Economies 

(JSEAE)34(2), 322-344. (https://www.muse.jhu.edu/article/667756). 

2. Advancing Financial Inclusion in the South African Economy, Small Enterprise Finance 

Agency (SEFA), Annual Report 2019.  

3. Biswas, Bhaskar (2019), Comparative Performance of Pradhan Mantri Mudra Yojana 

(PMMY) in West Bengal and other select States in India, Parikalpana - KIIT Journal of 

Management, Vol. 15, December, 153-165.  

4. Bomani Mapeto, Fields Ziska and Derera Evelyn (2015), Historical Overview of Small and 

Medium Enterprise Policies in Zimbabwe, Journal of Social Science, 45(2): 113-129. 

5. Chaudhary, Manoj Kumar (2018), Economic Planning And Poverty Alleviation Strategies In 

Nepal, Research Nepal Journal of Development Studies, Year 1
st
, Issue 2

nd
, November, 47-61. 

6. Chern, Kang Wan (2020), Microfinance growth expected to drive higher financial inclusion, 

Myanmar Times, Monday, February, 17.  

7. Chigwenya Average & Mudzengerere Fungai Hamilton (2013), The Small And Medium 

Enterprises Policy In Zimbabwe: A Narrative Of Strides Taken To Mainstream The Informal 

Sector Activities In Urban Local Authorities In Zimbabwe, International Journal of Politics and 

Good Governance Volume 4, No. 4.4 Quarter IV, 1 – 18.  

Studia Rosenthaliana (Journal for the Study of Research)

Volume XII, Issue IV, April-2020

ISSN NO: 1781-7838

Page No:144



8. Crisil Inclusix Report (2018), Financial inclusion surges, driven by Jan-Dhan Yojana, 

February, Vol. 4.  

9. Cullen, M., Calitz, A. & Gaga, S. (2013), SMME Access to Finance in South Africa. 

10. Embun Suryani (2018), The Importance of Lender-borrower Relationships to the Availability 

of Small and Micro Credit: Case Study on Indonesian Kredit Usaha Rakyat Loans, International 

Journal of Economics and Financial Issues, 8(4), 1-9. 

11. Exploring Vulnerability among Small Scale Traders in the Informal Sector in Nairobi, 

Kenya, Report by Africa Centre for People Institutions and Society (Acepis), August 2018. 

12. Faith Kurgat, Kevin O. Owembi, Omwono Gedion Alang‟o (2017), Impact of Access to 

Credit Facilities on Youth Economic Development: A Case of Mwanzo Youths in Uasin Gishu 

County, International Journal of Research in Business Studies and Management Volume 4, Issue 

1, 24-36.   

13. Farida Farida, Oswan Irwan R., Lim Agus Kurniawan, Wahyuni Nur (2018), The Efficiency 

of Formal Microfinance in Indonesia: Using Data Envelopment Analysis Application, Iran 

Economic Review Vol. 22, No. 3, pp. 791-814. 

14. Financial Inclusion Roadmap Summary 2014-2020, Making Access Possible (MAP), 

Myanmar, 1-9.  

15. Global Financial Inclusion Index (Findex) (2017), The World Bank.  

16. Godke Veiga, M., McCahery, J.A. (2019), The Financing of Small and Medium-Sized 

Enterprises: An Analysis of the Financing Gap in Brazil. European Business Organization Law 

Review, 20, 633–664.  

(https://link.springer.com/article/10.1007/s40804-019-00167-7/tables/3?shared-article-renderer) 

17. Golicha Halima Ibrahim, Nzau Mumo, Muhingi Wilkins Ndege (2019), Uwezo Fund And 

Poverty Reduction In Moyale Sub –County In Marsabit County, Kenya, International Journal of 

Social and Development Concerns, Vol. 9 Article 4/10, October, 40 – 50.  

18. Hamzani, U., & Achmad, D. (2017). Micro, Small and Medium Enterprises (MSMEs) 

Coaching Program. Journal of Business and Economics Review, 2 (3) 20 – 25. 

19. Holger J. Schmidt, Roger B. Mason, Juan-Pierre Bruwer and Jonathan Aspeling (2017), 

Access to finance problems for small retail businesses in South Africa: comparative views from 

finance seekers (retailers) and finance providers (banks), Banks and Bank Systems, 12(2), 20-30. 

20. International Finance Corporation March 2016 Report.  Women-owned SMEs in Indonesia: 

A Golden Opportunity for Local Financial Institutions, Market Research Study.  

21. Islam Tahmidul (2017), Informal Sector In South Asia: A Case Study of Bangladesh, Global 

Journal of HUMAN-SOCIAL SCIENCE: E Economics, Volume 17, Issue 3, 1-7.   

22. Joshi, Vikram K (2017), Appraisal of Pradhan Mantri Mudra Yojana (PMMY) – A 

Landmark Initiative for Financial Inclusion, International Journal of Applied Business and 

Economic Research, Volume 15, Number 16 (Part - II), 71-83.   

Studia Rosenthaliana (Journal for the Study of Research)

Volume XII, Issue IV, April-2020

ISSN NO: 1781-7838

Page No:145



23. Kafle Laxman (2020), Over 60,000 become self-employed under Self-Employment 

Programme, The Rising Nepal, Thursday, 23 January. 

(http://www.therisingnepal.org.np/news/30183). Retrieved on 23 January, 2020.  

24.Kolli, Ramesh and Sinharay Anindita (2011), Share of Informal sector and Informal 

Employment in GDP and Employment, The Journal of Income and Wealth, July-December, 

Volume 33, Issue 2, 61-78. 

25. Lanz, L., & Tomei, P. (2016). Managing Risks and Stakeholders in the Design of a new 

Financial Product. International Journal of Innovation (IJI Journal), 4(2), 59-70. 

(doi:http://dx.doi.org/10.5585/iji.v4i2.89) 

26. Mahajan, Ashish (2018), An analysis of performance and impact of MUDRA Yojna under 

PMMY in the year 2016, Research Journal of Management Sciences, Vol. 7(3), March, 1-5.  

27. Maseko Nelson, Manyani Onias, Chiriseri Lloyd, Tsekea Steven, Mugogo Paison C., 

Chazuza Tendai,  Mutengezanwa Margaret (2012), An analysis of the impact of targeted 

government support on SMEs growth and development in Zimbabwe: a survey of Mashonaland 

Central Province, Journal of Research in International Business Management, Vol. 2(2), 

February, pp. 051-059. 

28. Naik, Ajaya Kumar (2009), Measuring the Informal Economy in Developing Countries, 

IARIW-SAIM Conference, Kathmandu, Nepal, September 23-26, 1-12. 

(http://www.iariw.org/papers/2009/5a%20naik.pdf) 

29. Nduati Peter Kamau, Mugambi Mercy M. (2018), Influence of Managerial Skills on Growth 

of Projects in Kenya:  A Case of Uwezo Funded Youth Projects in Thika Town, International 

Journal of Scientific and Research Publications, Volume 8, Issue 9, September, 574 – 585.  

30. News Desk, Government to reduce KUR annual interest rate to 6 percent in 2020, The 

Jakarta Post, Wed, November 13, 2019. 

31. Njaya Tavonga 2015, Informal Sector, Panacea to the High Unemployment in Zimbabwe – 

Case of Informal Sector Enterprises of Harare Metropolitan, International Journal of Research in 

Humanities and Social Studies, Volume 2, Issue 2, PP 97-106. (http://ijrhss.org/pdf/v2-i2/14.pdf) 

32. Nyanchama A O, Atambo W N, Nyangau A (2016), Factors Influencing Access To Uwezo 

Fund By Citizens In Kenya: A Case Of Nyamira County, International Journal of Social 

Sciences and Information Technology, Vol II Issue VIII, October, 823 – 840.  

33. Organisation for Economic Co-operation and Development. 2002. Measuringthe Non-

Observed Economy: A Handbook. Paris: OECD Publication Service. 

34. Perry, G. E.; Maloney W.F.; Arias O.S.; Fajnzylber P.; Mason A.D.; Chanduvi, J.S., (2007) 

“The Informal Sector: What Is It, Why Do We Care, and How Do We Measure It?” The World 

Bank, 2007. (siteresources.worldbank.org/INTLAC/Resources/CH1.pdf Page 21). 

35. Policies for the formalization of micro and small enterprises in Brazil, International Labour 

Organization (ILO), 2014. 

36. Pradhan Mantri MUDRA Yojana (PMMY), MUDRA Bank. (https://www.mudra.org.in/). 

Studia Rosenthaliana (Journal for the Study of Research)

Volume XII, Issue IV, April-2020

ISSN NO: 1781-7838

Page No:146



37.  Report on „Harnessing Resources From The Informal Sector For Economic Development‟ 

by Zimbabwe Economic Policy Analysis and Research Unit (ZEPARU) & Bankers Association 

of Zimbabwe (BAZ), October 2014. 

38. Reserve Bank of Zimbabwe.  

(https://www.rbz.co.zw/index.php/regulation-supervision/regulation-supervision/banking-

institutions/142-the-small-and-medium-enterprises-development-corporation-smedco) 

39. SEBRAE. (https://www.sebrae.com.br/sites/PortalSebrae/canais_adicionais/sebrae_english). 

40. Shirin, Akter. (2016), Overview of Financial Inclusion in Bangladesh, The journal of the 

study of modern society and culture, Issue 63, December, 225-255. 

41. Singh, Rupesh Roshan and Bindal, Anita (2019), Growth of Pradhan Mantri Mudra Yojna 

(Pmmy) in Haryana State, International Journal of Innovative Technology and Exploring 

Engineering (IJITEE), Volume-8 Issue-12, October, 2957-2960. 

42. Small Enterprise Finance Agency (SEFA). (https://www.sefa.org.za/services/direct) 

43. Small Enterprise Finance Agency (SEFA)-Funding a future for SMMEs, Leadership 

Magazine Online, April 17, 2017. (http://www.leadershiponline.co.za/articles/small-enterprise-

finance-agency-sefa-21461.html) 

44. Soni, Paresh; Cowden, Richard; Karodia, Anis Mahomed (2015), Investigating The 

Characteristics And Challenges Of Smmes In The Ethekwini Metropolitan Municipality, Arabian 

Journal of Business and Management Review, Vol. 3, No. 10, 15-93.    

45. State Bank of Vietnam, Annual Report, 2018. 

46. Thanh Tu, Tran Thi; Minh, Tran Binh (2016), Performance of People‟s Credit Funds in 

Vietnam: The Case of Mekong River Delta, International Journal of Emerging Research in 

Management &Technology Volume-5, Issue-6, June, 5-11.  

47. The Himalayan Times (2017), YSESF to aid entrepreneurship development in all 753 local 

units, December 15.   

(https://thehimalayantimes.com/business/youth-and-small-entrepreneur-self-employment-fund-

aid-entrepreneurship-development-753-local-units/). Retrieved on 23 January, 2020) 

48. The World Bank Data.  (https://data.worldbank.org/indicator/SL.ISV.IFRM.ZS). 

49. Uwezo Fund Website (http://www.uwezo.go.ke/home) 

50. Vuong, Quoc Duy (2017), The Determinants of People Credit Funds Efficiency in Mekong 

Delta of Vietnam, International Research Journal of Advanced Engineering and Science, Volume 

2, Issue 4, pp. 231-237.  

51. Waruguru Margaret, Bwisa Henry, Kihoro John (2017), An Assessment of the Opportunity 

Component of Entrepreneurship Policy in the Youth, Women, and Uwezo Funds in Kenya, 

International Journal of Academic Research in Business and Social Sciences, Vol. 7, No. 1, 283 

– 305.  

Studia Rosenthaliana (Journal for the Study of Research)

Volume XII, Issue IV, April-2020

ISSN NO: 1781-7838

Page No:147



52. Wolz, Axel (1999), Achievements and Problems of People's Credit Funds in Vietnam, 

Discussion Paper No. 71. March.  (http://www.microfinancegateway.org/sites/default/files/mfg-

en-paper-achievements-and-problems-of-peoples-credit-funds-in-vietnam-mar-1999.pdf).  

53. Youth and Small Entrepreneur Self-employment Fund (YSEF) Secretariat, Ministry Of 

Youth and Sports, Government of Nepal.  (http://www.ysef.gov.np/index.php). 

54. Zimbabwe Economic Policy Analysis and Research Unit 2013. Contributions and Challenges 

Facing the Financial Sector in Zimbabwe. 

(http://elibrary.acbfpact.org/acbf/collect/acbf/index/assoc/HASH0178/979d14fb.dir/Contribution

s%20and% 20Challenges. Pdf) 

 

Studia Rosenthaliana (Journal for the Study of Research)

Volume XII, Issue IV, April-2020

ISSN NO: 1781-7838

Page No:148


