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Executive Summary
With its flagship WaterCredit program, Water.org has been at the forefront of
innovation in water and sanitation microfinance for over a decade. Since 2011, the
WaterCredit program in India has expanded to 14 microfinance institutions (MFIs)
operating in 12 states. By September 2015, these MFIs disbursed more than
half a million water supply and sanitation (WSS) loans valued at US $68.3 million,
benefitting 2.1 million people (Figure 1). The program has now become one of the
largest WSS microfinance initiatives ever deployed and confirms the immense reach
that can be attained through provision of microcredit to households in need of
WSS improvements.
This study draws out key lessons and insights from Water.
org’s WaterCredit program in India, taking into account
programs funded by several donors. Specifically, the
investigation examines the enablers and constraints that
have shaped the achievements of WaterCredit partners
since 2011. Notwithstanding the overall accomplishments,
individual partner performance varies considerably
across measures of outreach, return on investment,
and profitability. One MFI has been a clear standout,
disbursing in excess of 276,000 loans in just four years.
Conversely, other partners have produced more modest
returns, providing fewer than 10,000 loans within a similar
period of time

Figure 1 - Total number of WaterCredit loans disbursed in India
(cumulative) during PepsiCo-funded Phases I & II (2008-2015)

A multitude of factors have influenced the sustainability
and scalability of WaterCredit portfolios. The overall
success of the program has been founded upon several
important building blocks: a well-developed microfinance
sector, a complementary national-level WSS policy
agenda, a rigorous partner selection process, and the
catalytic technical and financial support of Water.org;
an external support organization possessing a wealth of
WSS microfinance expertise and experience. In addition,
the strong social missions of partners and loan targets
to which they have committed have provided important
driving forces.
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Yet partners have faced numerous challenges along the way. Insufficient access to capital has hindered the growth
of WaterCredit operations for half of the MFIs; high operational costs have impinged upon the profitability of some
portfolios; and large loan volumes have complicated efforts to monitor construction quality and loan utilization.
Ensuring strong rapport and effective coordination with local government has been paramount due to their role in
rural water service delivery, but this has proved to be a difficult task. Loan volumes have also been affected by the
prevalence of piped water supply infrastructure, the strength of sanitation supply chains, prevailing sanitation attitudes
and behaviors, and local environmental conditions, all of which vary within and across MFI operational areas.
Nevertheless, partners have adopted a range of strategies to combat these challenges and make the most of their
opportunities. Concerted efforts have been made to build and maintain strong relationships with local government,
stimulate demand, and strengthen sanitation supply chains. Several partners operating in regions with sparse coverage
of piped water supply systems have developed alternative safe water products that have proved popular with clients.
In some instances, commercial viability has been bolstered by a strategic ‘light touch’ approach to the provision of
technical support, which has promoted capacity building while exerting minimal drag on portfolio growth. Larger MFIs
have enjoyed an edge in rolling out WaterCredit to a high number of branches, accessing dedicated loan capital, and
leveraging economies of scale. Finally, and perhaps most crucially, strong commitment from MFI senior management
has been a precondition for expanding WaterCredit, ensuring it is afforded a high priority by staff and ultimately driving
the progression from pilot project to wholesale integration into the microfinance business.

Abbreviations
AFPL		

Asomi Finance Private Limited

INR		

Indian Rupees

ASA		

Activists for Social Alternatives

IR		

Interest rate
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Joint-Liability Group
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Rural Development
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		Private Limited
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Gross Loan Portfolio

Guardian
Gramalaya Urban and Rural
		Development
		Initiatives and Network
GUFSPL
Gram Utthan Financial Services
		Private Limited

SKDRDP
Shri Kshetra Dharmasthala Rural
		Development Project

GVMFL

Grama Vidiyal Microfinance Limited

USD 		

United States Dollar

HIH 		
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1 Introduction
There is growing recognition of the role microfinance can play in improving access
to safe water supply and sanitation (WSS) among low-income populations.
With its well-developed microfinance sector, South Asia has been at the heart
of WSS microcredit activities to date. However, despite the increased attention,
documentation of experiences and lessons has largely focused on nascent initiatives,
and knowledge gaps remain around the factors that hinder and facilitate the scale
and sustainability of WSS microfinance operations.
With its flagship WaterCredit program, Water.org has been at
the forefront of innovation in the WSS microcredit field. In the
11 years since Water.org commenced its support for WSS
microcredit operations in India, the scale of the organization’s
WaterCredit program has reached a level matched by few
others. With financial support from the PepsiCo Foundation,
Water.org began rolling out its India WaterCredit program
in earnest from 2008 in partnership with five microfinance
institutions (MFIs). Backed by a second tranche of funding
from the PepsiCo Foundation, as well as the Caterpillar
Foundation in 2011 and the Swiss Re Foundation in 2014, the
program was subsequently expanded to 14 partners across
12 states. This second phase has led to rapid growth in the
WaterCredit portfolio over a four year period, yielding more
than half a million loans and benefitting 2.1 million people.
In order to identify and synthesize key lessons and insights
from the WaterCredit program in India, this study examines the
enablers and constraints that have shaped the performance
of partner organizations between 2011 and 2015. The
assessment draws on a review of program documentation,
analysis of program data, and interviews with 22 stakeholders
from Water.org and implementing partner organizations.

2 Background
2.1 Overview of WSS & microfinance
Globally 663 million people lack access to a safe water
supply and 2.4 billion are without improved sanitation
facilities (WHO & UNICEF, 2015a). The recently determined
Sustainable Development Goal (SDG) of universal access
to safe WSS by 2030 sets a suitably ambitious target, but
it comes with a daunting price tag. The necessary funds to
achieve this goal are estimated to lie between US $40-50
billion per year (Hutton, 2015), well beyond current levels of
government and donor financing. Mobilization of additional
Water and Sanitation Microfinance Operations in India

sources of funding will therefore be needed if safe WSS for
all is to become a reality within the next 14 years.
At the same time, the microfinance sector is undergoing
rapid growth across low and middle-income countries.
Microfinance first shot to prominence in the 1970s, when
the Grameen Bank began lending small sums of money
to groups of women from low-income households in
Bangladesh. Whereas traditional lending approaches
6

were inaccessible to low-income households due to
the requirement for borrowers to provide some form of
collateral, the formation of small groups allowed members
to provide guarantees for each other, with peer pressure
providing a powerful incentive to ensure repayment. While
the extent to which microfinance can alleviate poverty
remains contested (Banerjee et al., 2015), there is little
doubt about the underlying demand that continues to
drive the sector’s growth.

a relatively minor share of the broader microfinance
landscape.1 There are, however, a handful of programs
and organizations that have grown their operations to an
impressive scale. WaterCredit programs and the FINISH
program in India, several individual MFIs in Bangladesh,
and the Vietnam Bank for Social Policies have all managed
to finance water and sanitation improvements for a vast
number of households (Ikeda & Arney, 2015; Reis &
Mollinga, 2009; FINISH, 2016; Mehta, 2008).

Varley (1995) first described the role microfinance could play
in mobilizing funds for WSS improvements, and in the two
decades since, governments, development partners, and
financial institutions have become increasingly interested
in exploiting this opportunity. In an influential report for the
Bill & Melinda Gates Foundation, Mehta (2008) sized the
potential global demand for WSS microfinance in excess
of US $12 billion over 10 years, based upon an estimate
of 127 million borrowers. Almost half of this demand
was expected to originate from India alone, with rural
sanitation constituting the largest segment. More recently,
Shah, et al. (2013) valued the toilet construction financing
opportunity in India at a hefty US $6-9 billion, comprised
of US $1.6-4.2 billion for customer financing and US $4.6
billion for bridge financing.

A fledgling body of literature has begun to shed light on the
possibilities and pitfalls of water and sanitation microfinance
(Table 2). Promisingly, the majority of reviews have reported
favorable rates of repayment that often exceed sector
benchmarks (WSP, 2014; Ikeda & Arney, 2015). Perhaps
most striking, however, is that the more than 600,000 loans
disbursed under the WaterCredit banner across multiple
countries have enjoyed a 99 percent repayment rate
(Water.org, 2015). At the same time, various authors have
noted a range of issues that have posed operational difficulties
and hampered loan portfolio growth. Blending WSS technical
expertise with the conventional loan administration skill set
has proved to be a prominent challenge (Davies & Tinsey,
2013; Hydrologic, 2015; Trémolet, 2015b). Small WSS
loan sizes and high operational costs have also presented
obstacles to achieving profitable product lines (IRC, 2007).
Related to this is a fundamental conundrum highlighted by
Davies and Tinsley (2013): how to progress from a subsidized
start-up phase to an ongoing operation that is self-sufficient.

Notwithstanding this upbeat prognosis, the scale of most
WSS microfinance operations in low and middle-income
countries remains modest. The majority of published case
studies have been limited to nascent initiatives and pilot
projects (Table 1) and WSS loan portfolios command
1

In India, for example, a recent survey of MFIs found one in four offer WSS loan products, amounting to 2.2% of loan portfolios and 11% of non-income generating loans

(Srinivasan, 2015; Sa-Dhan, 2015). An assessment of four MFIs in Kenya found WSS products accounted for between 0.5-5% of total loan portfolios (Water.org, 2014). Even
for Vietnam Bank for Social Policies and Grameen Bank in Bangladesh – organizations which have reportedly disbursed a large number of WSS loans – it was observed WSS
products constituted 11.9% and 1.6% of their total loan portfolios respectively (Ikeda & Arney, 2015; Mehta, 2008; VBSP, 2015).
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Dhaka

National

Kandal & Prey Veng

Various

Ahmedabad
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Various

Maharashtra

10 states

Various

Various

-

Various

11 provinces

-

Various

National

Bangladesh

Cambodia

Cambodia

India

India

India

India

India

India

India

Indonesia

Indonesia

Philippines

Sri Lanka

Vietnam

Vietnam

Kumasi

Accra

Abidjan

Various

Lake Victoria Region

Nairobi

-

Blantyre

Ntarabana

Kiwalani

Chang’ombe

Lomé

Various

Ghana

Ghana

Ivory Coast

Kenya

Kenya

Kenya

Lesotho

Malawi

Rwanda

Tanzania

Tanzania

Togo

Uganda

Santa Cruz del Quiche

Tegulcigalpa

Arequipa

Guatemala

Honduras

Peru

GESTION

Cooperative Housing Foundation

ACDIS, Maya Procredit & SERVIGUA

Various

Various

-

MAMADO

CCI

SACCO-Inganza

Opportunity Bank

Lesotho Bank

K-Rep Bank (via Nairobi City WSC)
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CREPA

-

LAGEMYAM

Vietnam Bank for Social Policies

Women’s Union

Berendina Microfinance Institute

ASA Philippines

-

Bank Rakyat Indonesia

Various

Various

Various

Nageshwara Charitable Trust

Various

Swadhaar Finaccess

SEWA Bank

VisionFund Cambodia

VisionFund Cambodia & KREDIT

BRAC

DSK

Various

Lending organis
zation(s)

SF

RWT, BF, SF

SF

SF

SF

WP, RWT

SF

SF

SF

SF

SF

PWC

SF

RWT, PWC, WP, SF

WC

PWC, SF

SF

SF

PWC, SF

SF

SF

SF, PWC

PWC, SF

PWC

SF

WF

SF

SF

PWC, SF, WF, WP

PWC, BF

PWC, SF, BF

WF

SF

SF

PWC, SF, WP

SF, WP

Products

Peri-urban

Urban

Rural & urban

Peri-urban & rural

Rural

Urban

Peri-urban

Urban

Rural

Per-urban

Urban

Urban

Urban

Rural

Urban

Urban

Urban

Urban

Rural

Urban

Rural

-

Urban

Urban

Rural

-

Rural

Rural

Urban & rural

Urban

Urban

Rural

Rural

Rural

Urban

Rural

Setting

1,150

270

225

440-1135

150-235

-

260

150

110

150

90

-

-

479

36

62-220

-

-

460

145

373

176

-

80

24-265

43

64

167-250

-

150-170

650

36

63

-

160

30

19

18-36

0-24

0-24

21

12-18

10

24

24

-

-

-

8-22

-

-

10

5

8-11

-

-

15

-

24-36

0-18

12-24

-

12

15-26

-

17

33

31-36

-

10

12-16

p .a .)

(US$)
20-100

IR (%

Ave. loan
Loans/

5

1,300

12

28

38

1200

20

532

48

210

7,500

306

1,000

17,533

300

28 (SF only)

224

46

3,500,000

200,000

239

1,996

19,161

2,200

6,470

6,556

554,583

6,990

545,000

18

7,300

53,000

1,994

200,732

430

1,485,000

borrowers

Table
Summary
of documented
water= and
sanitation
microfinance
programs
lowandWP
middle-income
BF1=- bathing
facilities,
PWC = piped household-level
water connection, RWT
rainwater
tank, SF
= sanitation facility,
WF = in
water
filter,
= waterpoint countries
BF = bathing facilities, PWC = piped water connection, RWT = rainwater tank, SF = sanitation facility, WF = water filter, WP = waterpoint

100

-

98

70

-

-

-

30

100

88

-

-

-

90-98

95

80 (SF only)

-

41

-

Almost 100

-

-

-

-

90

-

-

100

99

-

-

99

-

-

93

-

rate (%)

Repayment

Table 3 - Summary of documented household-level water and sanitation microfinance programs in low- and middle-income countries

Cochabamba, Tiraque

Bolivia

Latin America

Wodogo

Burkina Faso

Africa

National

Bangladesh

Region(s)

Bangladesh

Asia

Coun
ntry

2013

1993-95

2012-13

2009-13

2012-13

2001-07

2010-11

2008-14

2013

2011-13

1993-95

2014-15

2009-10

2005-14

-

2008-10

-

-

2004-11

2001-7

2007-13

2015

2011-15

2007-08

2007-13

2007-09

2009-15

2009-14

2008-15

2007

2003-07

2011-14

2012-13

2006-14

2003-8

1972-98

period

Reporting

Water for People (2013)

Varley (1995)

Water for People (2013)

Water for People (2013)

Water for People (2013)

Kouassi-Komlan (2007)

Trémolet & Muruka (2013)

Trémolet & Muruka (2013); Trémolet et al. (2015b)

Water for People (2013)

Water for People (2013)

Mehta (2008)

Mwangi et al. (2015)

UN-Habitat (2010)

Water.org (2014)

Kouassi-Komlan & Fonseca (2004)

Afrane & Adjei-Poku (2013)

Varley (1995)

Kouassi-Komlan & Fonseca (2004)

Reis & Molinga (2009); Trémolet (2012)

Mehta (2008); Trémolet & Muruka (2013)

BWTP (2014)

Ikeda & Arney (2015)

DAI (2015)

Mehta (2008)

Water for People (2013)

Freeman et al. (2012)

FINISH (2016)

Graf et al. (2014)

Ikeda & Arney (2015)

Mehta (2008)

Mehta (2008)

Hydrologic (2015)

WSP (2014)

BRAC (2014)

Thorsten, Damodaran & Arney (2009)

Mehta (2008)

Source

Author(s) & country

Key messages

Davis et al. (2008), India

•

Higher demand for WSS loans is associated with lower interest rates, dissatisfaction with existing services, history of
regular savings, loan obtained in previous 5 years, and a high degree of trust in neighbors

Mader (2011), India

•

Potential client base for water connection loans limited by lack of trunk water supply infrastructure

Freeman et al. (2012), India

•

Households taking out water filter loans were more likely to have children under 5 years, were more educated, wealthier,
and more likely to have access to improved water supplies

Davies & Tinsley (2013), India

•
•
•

MFIs lack experience and knowledge of WSS products
Monitoring construction quality is costly and time consuming
Viability of WSS loan portfolios beyond the subsidy period is unclear

Trémolet & Kumar (2013), India

•
•
•
•

Access to commercial capital rather than lack of demand is a key constraint to expanding WSS microfinance
Banks are cautious to lend for sanitation as they perceive it to be riskier than income generation loans
Encouraging MFIs to extend into sanitation sector is preferable to supporting sanitation NGOs to become MFIs
Socially-oriented MFIs are more receptive to offering sanitation products than those chiefly focused on commercial
objectives

Water for People (2013), Various

•
•
•
•
•

NGO partners should remain inconspicuous to clients otherwise customers may be less inclined to repay loan
Financial support should not be used to buy down loan interest rates
Sanitation loans should not be the first loan disbursed to clients.
Using donor financing for rotating fund limits the scale of operations
Without a robust sanitation supply chain, sanitation microfinance will yield limited results

Water.org (2014), Kenya

•
•
•

Credit officers often struggle with the technical aspects of sanitation loan products
Most successful lending partner invested in technical training for their credit officers
Sanitation loan disbursements limited by the low value and priority households place on sanitation improvements

WSP (2014), Cambodia

•
•
•
•
•

Sanitation micro-credit products can bolster the uptake of sanitation improvements among the poor
Dedicated sanitation loan officers can streamline and expedite loan processing and increase loan volume
Proximate and convenient points of repayment increase demand for WSS loan products.
Close partnerships between MFIs and sanitation businesses are critical
MFI converted ~15% of new WSS loan clients to larger, income-producing loans by the end of the pilot

Hydrologic (2015), Cambodia

•
•

MFI staff may consider WSS loans a ‘distraction’ and lack the requisite skills to sell them
Introduction of WSS loan products can be a lengthy and complex process for large MFIs

•
•

Household-level sanitation lending extends the reach of donor investment by a factor of 10
Success factors include ability of MFIs to leverage capital, client commitment to repay loans and functioning sanitation
supply chain
Sanitation loans have risk profiles comparable to other loan products

Ikeda & Arney (2015), India

•
•
•
Trémolet et al. (2015a)

•
•

Trémolet (2015b), Tanzania

•
•

Socially-oriented MFIs are more likely to develop sanitation loan products, although they tend to be smaller, have lower
capacity and have limited access to capital
MFIs should be matched with sanitation organizations to optimize promotion, ensure appropriate designs and provide
technical support
Sanitation microfinance constrained by MFIs lack of awareness of sanitation market, and sanitation practitioners’ dearth
of experience with microfinance
Sanitation microfinance will only succeed where demand for sanitation already exists or is coordinated with demand
stimulation activities
MFIs require sustained support to launch sanitation-focused products
Credit officers’ lack of sanitation-related skills presents a major challenge

Table 2 - Key messages from documented water and sanitation microfinance programs

2.2 Overview of WaterCredit in India

With its well-established microfinance sector, India has
become a front runner in WSS microcredit activities.
The country exemplifies the convergence of microcredit
opportunity and the WSS challenge better than any other,
with access to microfinance now more prevalent than
households with piped water.2 The divergent trajectories
are equally stark – while access to improved sanitation has
increased by 3.1 percent per annum since 2012, the number
of MFI borrowers has grown by 13.9 percent per annum over
the same time period (WHO & UNICEF, 2015b; MFIN, 2015).
Water.org (previously WaterPartners International) began
its involvement in WSS microfinance in India in 2004,
through a partnership with the Tamil Nadu-based nongovernment organization (NGO), Gramalaya. Encouraged
by the results of this initiative, the PepsiCo Foundation
provided financial support from 2008 to 2011 that
enabled Water.org to pilot and roll out WaterCredit to
Water and Sanitation Microfinance Operations in India

five microfinance institutions (MFIs). More than 29,000
WSS loans were disbursed during this period. The
initiative revealed high repayment rates in the order of
98-100 percent, and demonstrated a superior return on
investment compared with traditional water and sanitation
programming.3 Buoyed by this success, a subsequent
tranche of funding facilitated a further expansion of
the program to 14 partners.4 This second phase led to
dramatic growth in the WaterCredit portfolio, yielding

Approximately 75 million households have water piped onto their household
premises and there are an estimated 86 million microfinance clients (WHO & UNICEF,
2015b; Nair & Tankha, 2015).
3
For more details about the first phase of the WaterCredit program funded by the
PepsiCo Foundation, see Davies & Tinsley (2013).
4
Funding was provided by the PepsiCo Foundation, the Caterpillar Foundation and
the Swiss Re Foundation.
2

9

Figure 3 - Typical institutional model for WaterCredit program

more than half a millions loans, benefitting 2.1 million
people, and achieving repayment rates of virtually 100
percent. In the space of four years, 4.5 billion INR (US
$68.3 million)5 in loans have been disbursed across more
than 140 districts in 12 states and 1 union (Figure 2).
The typical institutional model adopted for the delivery
of WaterCredit in India centers on a local NGO-MFI
partnership, whereby an MFI sources capital and
administers the loans and its NGO wing focuses on
demand generation and technical support (Figure 3).
Partner organizations are initially subject to a rigorous
selection and accreditation process. As well as leveraging
the NGO and MFI’s respective areas of expertise, this
institutional coupling ensures WaterCredit complies with
regulatory requirements pertaining to the receipt of foreign
donations.6
To foster the development of WaterCredit, Water.org
provides partner organizations with ‘smart’ subsidies.
These funds are targeted towards specific activities,
such as baseline and market assessments, product
development,
awareness
generation,
community
mobilization, and monitoring and evaluation (Figure
4). The MFI is expected to source its own loan capital,
usually at market rates. In other words, the smart subsidy
is intended to initiate and nurture the growth of a WSS loan
portfolio, rather than subsidize interest rates. In return for
the smart subsidy, the partner organization agrees to loan
disbursement targets to be achieved over the course of
the funding period.
The current stable of WaterCredit partners in India – all
of whom articulate strong social missions – are diverse in
their size, legal status, and delivery model (Table 3). Based
on total number of active borrowers, the partners account
for more than a third of the microfinance market in India.7
Five partners have gross loan portfolios in excess of 10
Water and Sanitation Microfinance Operations in India

Figure 2 - Districts covered by WaterCredit, 2011-15

billion INR (US $152 million), and three are among India’s top
10 largest non-banking financial companies (NBFCs) (MFIN,
2015).8 Conversely, six partners are comparatively small,
with loan portfolios valued at less than 1 billion INR (US
$15.2 million). There is an even split between those adopting
Self-Help Groups (SHGs) and Joint-Liability Groups (JLGs)
as the preferred delivery model. In terms of legal status, nine
partners involve a pairing between an NBFC and an NGO
(Trust or Society), with the remaining five lenders taking the
form of a Trust, Society, or Section 8 Company.
There is considerable variation in the WSS loan terms offered
by partners (Table 4). Interest rates lie between 15 and 26
percent per annum, repayment frequencies are weekly,
fortnightly, or monthly, and loan tenures range from five to 36

An exchange rate of US$ 1 to 66 INR is used throughout this report.
In order to receive financial support from Water.org, a partner organization must
possess a license under the Foreign Contribution Regulation Act (FCRA). A NonBanking Financial Companies (NBFCs) are unable to acquire such a license, the
inclusion of an NGO wing is often essential. An exception to this is where the
designated lending organization is a charitable trust, society or Section 8 company.
7
Based on data provided to the MixMarket database for 2014-15.
8
One of these institutions – Bandhan – has recently become a licensed bank.
5
6
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Figure 4 - Breakdown of smart subsidies for all partners by activity, 2011-15

months. The average loan principal is 8,842 (US $134), and
average interest repayments amount to 1,674 INR (US $25).
WSS loans are generally disbursed within 10 to 30 days
from the time of application, and the construction phase is
expected to last no longer than a month. The WaterCredit
loan administration process is similar in many respects to
other microcredit products, though there are two notable
differences. First, more resources need to be directed to
education and behavior change communication campaigns
as compared to traditional loan products. Second, the
construction of water and sanitation facilities requires a
degree a technical skill and expertise with which MFIs are
traditionally unfamiliar.
Forming the policy backdrop to WaterCredit in India is an
ambitious national sanitation campaign, known as the
Swachh Bharat Mission (SBM). SBM aims to eliminate
open defecation across India by 2019.9 Launched by the
Indian Prime Minister in 2014, the program plans to invest
approximately US $30 billion over a five year period.
The strategy lays out a suite of interventions which are
complementary to WaterCredit, including information,
education and behavior change campaigns, and market
development activities. Microfinance is also highlighted as a
key component of the implementation plan.
WaterCredit operations in India are therefore founded
upon several important building blocks: a well-developed
microfinance sector, a complementary WSS policy agenda
at the national level, and an external support organization
possessing a wealth of WSS microfinance expertise and
experience. However, individual partner performance varies
considerably, pointing to other factors at play beyond these
commonalities.

MFI and NGO Partners

Legal
status

Delivery
model

WaterCredit
branches

JLG

30

JLG

38

SHG

9

JLG

43

SHG

26

SHG

31

JLG

32

SHG

20

JLG

8

SHG

37

JLG

220

SHG

140

Sn 8 Co.

SHG

47

Trust

SHG

100

Activists for Social Alternatives (ASA)

Trust

Grama Vidiyal Microfinance Ltd (GVFML)

NBFC

Adhikar
Adhikar Microfinance Pvt Ltd
Asomi
Asomi Finance Pvt Ltd (AFPL)
Bandhan Konnagar
Bandhan
Bullockcart Workers Development
Association (BWDA)

Society
NBFC
Society
NBFC
Society
NBFC
Society

BWDA Finance Limited (BFL)

NBFC

Development of Humane Action (DHAN)
Foundation

Trust

Evangelical Social Action Forum (ESAF)

Society

ESAF Microfinance and Investments Pvt
Ltd (EMFIL)

NBFC

Gram Utthan

Society

Gram Utthan Financial Services Pvt Ltd
(GUFSPL)

NBFC

Gramalaya

Trust

Gramalaya Urban and Rural Development
Initiatives and Network (Guardian)

Sn 8 Co.

Hand in Hand

Society

Navya Disha

Trust

Grameen Koota Financial Services Pvt Ltd

NBFC

People’s Forum
Annapurna Microfinance Pvt Ltd (AMPL)
Sanghamithra
Shri Kshetra Dharmasthala Rural
Development Project (SKDRDP)

Society
NBFC

Table 3 - WaterCredit partners in India

SHG = Self-Help Group, JLG= Joint-Liability Group
9

For more information on SBM, see Ministry of Drinking Water & Sanitation (2014).
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MFI

IR (% p.a.)

Product

Ave. loan (US$)

Tenure
(months)

Repayments

MFI 7

MFI 3

MFI 2

MFI 4

MFI 6

MFI 12

MFI 9

MFI 1

MFI 8

MFI 15

MFI 11

MFI 5

MFI 13

MFI 10

Table 4 - WaterCredit loan products and terms, September 2015
Note: Some MFIs impose additional charges such as loan processing fees.

Water and Sanitation Microfinance Operations in India

12

2.3 Objectives & Methodology

The objectives of this study are to identify the enablers and constraints for WaterCredit scalability and sustainability
in India. The assessment sets out to comparatively evaluate the performance metrics WaterCredit partner metrics –
specifically outreach, return on investment, and profitability – and examine the underlying drivers that explain variability
in performance. The study is grounded in qualitative and quantitative analyses of program documentation, program data,
and stakeholder interviews. Documents and datasets consulted include workplans, budgets, evaluation reports, progress
reports, household survey data, and loan disbursement data. In November 2015, 22 interviews were conducted, eight of
which were with Water.org program staff and 14 with representatives of WaterCredit partner organizations.

3 Scale & Sustainability
3.1 Outreach

Between September 2011 and September
2015, 514,286 WSS loans were disbursed,
totaling 4.5 billion INR (US$68.3 million).
WaterCredit in India therefore represents one
of the largest coordinated WSS microfinance
initiatives ever documented. The performance
of one MFI clearly stands out, having disbursed
276,525 loans at an average of 5,643 per
month (Table 5). Conversely, other partners
have provided fewer than 10,000 loans over four
years. For the 11 partners with available data,
the WSS products amounted to 5.5 percent of
total loans disbursed in 2014-15, with individual
partner shares ranging from 0.04 to 8.6 percent
(Figure 6). Importantly, all partners enjoyed
repayment rates above 99 percent, with the
majority achieving 100 percent.

Figure 5 - Number of WaterCredit loans disbursed (cumulative) by partners
(Sep 2011-Sep 2015)

Number of Loans

Amount disbursed
(US$, 000’s)

Borrowers earning
<$1.90 PPP per
day (%)b

Subsidy per
loan (US$)

Loan:
subsidy ratioc

Repayment
rate

Total

Total per
montha

2,086

6,642

214

981

57.1

37.39

3.9

100.0

107

10,766

224

943

3.3

21.83

4.0

100.0

10,647

2,975

13,622

454

1,151

23.8

9.36

9.0

100.0

MFI 4

4,100

9,097

13,197

347

1,868

77.1

21.87

6.5

99.9

MFI 5

287

4,060

4,347

174

984

5.3

57.33

3.9

100.0

MFI 6

12,343

6,170

18,513

386

2,433

38.2

17.51

7.5

100.0

MFI 7

4,747

276

5,023

117

404

42.7

36.62

2.3

100.0

MFI 8

95,314

181,211

276,525

5,643

36,648

90.0

1.29

102.8

100.0

MFI 9

19,255

2,968

22,223

463

2,045

32.3

19.93

4.6

100.0

MFI 10

30,715

21,194

51,909

961

7,366

51.4

7.18

16.4

100.0

MFI 11

17,580

6,120

23,700

484

2,263

32.5

9.75

9.8

100.0

MFI 12

5,551

10,832

16,383

546

3,510

37.0

16.61

12.9

100.0

MFI 13

5,935

9,914

15,849

330

2,640

32.5

15.99

10.8

100.0

Water

Sanitation

MFI 1

4,556

MFI 2

10,659

MFI 3

Partner

MFI 14

2,890

9,520

12,410

295

1,618

5.1

21.68

6.0

100.0

MFI 15

10,056

13,121

23,177

626

3,487

1.2

15.27

9.9

99.5

Total

234,635

279,651

514,286

11,264

68,341

64.3

7.85

16.7

100.0

Table 5 - WaterCredit partner performance, Sep 2011 to Sep 2015

Defined as the average number of loans disbursed per month since the receipt of the first allocation of smart subsidies
Defined as earning less than US $1.90 per person per day (2011, PPP)
c
Calculated as the total value of the WaterCredit loans disbursed divided by the total amount of smart subsidies provided.
a

b
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The typical WaterCredit borrower in India:

99.4%

Average age of

38 years

are female

TOP 5 REASONS
Why borrowers take out a toilet loan:

80%

61%

Convenience

18%

Better health

Safety

38%

Time savings

39%
Dignity

In order to determine the extent to which WaterCredit loan
products were benefitting low-income households, the
depth of outreach was assessed against three criteria:
percentage of borrowers earning less than US $1.25 per
person per day (2005, PPP); percentage of borrowers
earning less than US $1.90 per person per day (2011, PPP);
and percentage of borrowers earning less than the income
thresholds formulated by India’s Planning Commission.10
Depending on the definition applied, 64-75 percent of
WaterCredit borrowers live below the poverty line (Figure
7). Notably, the partner with the highest proportion of
clients below the poverty line also happened to amass the
highest number of loans, indicating breadth and depth of
which WaterCredit outreach can be complementary.

79.8%

Earns US$1.88 per person
per day (2011, PPP)

live in rural areas

TOP 5 REASONS
Why borrowers take out a water loan:

78%

76%

Convenience

18%

Time savings

17%

Dignity

20%

Better Health

Safety

8.6%

MFI 1

7.9%

MFI 8

3.2
2

MFI 2

2. %

MFI 13

1.6%

MFI 7

1. %

MFI 11 0.4%
MFI 10 0.4%
MFI 9 0.4%
MFI 5

MFI 3

0.2%

0.0

MFI 4
0%

2%

4%

6%

8%

10%

Figure 6 - WaterCredit products as a proportion of total loan
amount disbursed in 2014-15

Figure 7 - Percentage of clients living below the poverty line
10

972 INR (USD $14.73) per person per month in rural areas and 1407 INR (USD $21.32) per person per month in urban areas.
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3.2 Return on investment

3.3 Profitability

In 2013-14, analysis was conducted by independent third
parties (Micro-Credit Ratings International Ltd - MCRIL
and Deloitte), to assess the financial performance of five
WaterCredit portfolios. On the whole, the assessment
found WSS product lines were not yet profitable on a
standalone basis (Figure 9), however all but one of the five
partners were operating WaterCredit on a commercially
viable basis once factoring in the financial support
provided by Water.org. There were promising profitability
signs for two of the partners scrutinized. Over a four year
period, one MFI achieved an operational self-sufficiency
(OSS)11 of 80.2 percent (peaking at 89.7percent), and was
therefore on the cusp of attaining a commercially viable
status. By 2013-14, it was found that another MFI had
exceeded an OSS of 100 percent for their WSS portfolio.
It is important to note that the commercial prospects of
WaterCredit are likely to have improved further in the two
years since the analysis was undertaken, as partners have
begun to shift from a start-up phase incurring one-off
costs to routine operations.

MFI 12
MFI 8
MFI 11
MFI 15
MFI 4
MFI 3
MFI 14
MFI 13
MFI 9
MFI 7
MFI 1
MFI 10
MFI 2
MFI 5
MFI 6

On average, each WSS loan has drawn on 518 INR (US
$7.85) worth of subsidy, and every dollar invested by
Water.org has generated US $16.66 in loan disbursements.
This represents a far greater return on investment than a
traditional approach to water and sanitation programming.
In the four years of operation from 2011, individual
partner loan-to-subsidy ratios ranged from 2.3 to 103.
As intended, the return on investment for all partners has
improved over time as start-up costs have been spread
over a growing number of loans (Figure 8).

Figure 8 - Smart subsidy per loan disbursed (cumulative) at end
of years 1-4

Figure 9 – Operational self-sufficiency of WSS product lines for
five MFIs

OSS is defined as the ratio of total income to total costs, and in this case indicates whether the MFI can meet its WaterCredit operating expenses from its operating
incomes. An OSS exceeding 100% indicates that the portfolio is operationally profitable.
11
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Figure 10 - Partner perceptions about WaterCredit profitability

Figure 11 – Partner perceptions of indirect commercial benefits
arising from WaterCredit

Partner perceptions of profitability tell a similar story. All partners believe their WaterCredit portfolios at least break even
when factoring in Water.org’s financial support, and more than three quarters consider them to be profitable. However,
without subsidies around half expect their WSS portfolios would be loss-making (Figure 10). An important caveat to
this observation is that no partner has, in recent times, conducted their own internal appraisal of WaterCredit’s financial
performance. Nonetheless, profitability is not seen as the be-all and end-all. Partners place great value on social returns,
and these societal benefits generally trump commercial objectives as the chief motivator for offering water and sanitation
loan products. Furthermore, there is a widely held view that WaterCredit offers MFIs additional, indirect commercial
benefits, particularly stemming from client time savings and health improvements, as well as reputational gains (Figure 11).

4 Enablers & Constraints
4.1 Financial factors
Access to capital
Access to loan capital is considered a major constraint
by half of the WaterCredit partners. Those affected tend
to be smaller MFIs – the six partners who cited financing
bottlenecks also happened to be the smallest MFIs in
terms of loan portfolio size. Conversely, the larger MFIs
reported few concerns. Despite the significance of this
issue, it has not always prevented affected partners from
achieving an impressive level of outreach – of the top six
performers in terms of monthly WSS loan disbursements,
three are amongst those who have faced shortages
of WSS loan capital. In other words, the loan capital
challenge experienced by some MFIs can be interpreted
as a symptom of their success in stimulating a high level of
demand for WSS loans.
Financing constraints were viewed as symptomatic of a
reluctance among commercial banks to provide dedicated
capital for WSS portfolios. Much of this unwillingness has
been linked to the Reserve Bank of India (RBI) regulations
which require a minimum proportion of a bank’s lending to
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be considered Priority Sector Lending (PSL).12 In order to
be defined as PSL, lending from a bank to an MFI must
meet two criteria: (1) the purpose of the funds must fall
within one of the PSL categories, and (2) the MFI must
have met the qualifying asset criteria, which mandates a
certain proportion of the MFIs lending must be for income
generating loans (IGLs). Until recently, WSS has not been
classified as a PSL category, meaning banks have been
hesitant to provide capital specified for this purpose.
However, two regulatory changes issued in April 2015 have
made the prospect of providing capital for WSS portfolios
substantially more attractive for banks. First, WSS is now
expressly recognized by the RBI as a PSL sub-category,
under the umbrella of the Social Infrastructure category.
Second, the IGL threshold for an MFI to meet the qualifying
asset criteria (and therefore qualify for PSL status) was
reduced from 70 to 50 percent, providing greater scope for
MFIs to grow their non-income generating loan portfolios
such as WSS. As a result of the PSL classification change,
it is estimated that an additional US $40-50 billion could be
released into the WSS sector (Ikeda & Arney, 2015).

Specifically, 40% of Adjusted Net Bank Credit (ANBC) of domestic scheduled commercial banks and foreign banks with more than 20 branches should be towards PSL.
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Some partners have encountered additional capital raising
issues. One MFI, for example, experienced difficulties both
because it is a relatively young organization and it is a
Section 8 Company rather than a Non-Banking Financial
Company (NBFC).13 This legal status has allowed the MFI
to focus exclusively on WSS loan products, however, this
has meant that financing is harder to come by. Another MFI
faced regulatory setbacks – for a period it was unable to
mobilize additional funds owing to non-conformance with
the qualifying assets criteria mandated for NBFCs.
In the face of these challenges, various strategies have
been adopted to secure loan capital. These include
drawing on internal cash reserves and sourcing funds
from social lenders. Some partners have benefitted from
operating a SHG bank-linkage model, which means the
funds provided have been recognized as PSL regardless of
the particular purpose of the loan. Another partner argued
the case that WSS loans did in fact qualify as PSL under an
already recognized category. Some partners also attributed
their ability to raise capital to the strong relationships they
developed and maintained with commercial banks.
In order to bolster the quantum of WSS loans that could be
disbursed with limited capital, some MFIs have elected to
prioritize smaller water connection loans over toilet loans,
allowing them to stretch their limited funds further. This is
apparent in the loan disbursement data: of the organizations
that have had difficulties raising capital, the mean proportion
of loans going towards sanitation was 27 percent. In contrast,
this percentage stood at 52 percent for those organizations
that did not experience any such difficulties.

Subsidies & targets

The seeds for partner performance were initially planted
at the outset of the program by way of loan targets and
commensurate subsidy allocations. The magnitude of the

subsidies provided to partners is positively associated
with the number of loans that have been disbursed (Figure
12), suggesting these investments have played important
enabling and incentivizing roles for implementing partners.
However, there are some deviations from the line of best
fit, indicating subsidy amount explains only a portion of
the outreach variation evident between MFIs.
Feedback from stakeholders indicates the loan targets
have also played a critical role in propelling the growth
of loan portfolios. This is evidenced by the ‘surges’ that
several partners have achieved when interim target
deadlines have been imminent. Importantly, these targets
have been dynamic in nature, being revised upward over
time to mitigate against complacency. A small number
of stakeholders did, however, believe they could have
disbursed more loans if they had the flexibility to revise
the split between water and sanitation loans.

Costs and revenues

Both sides of the profit equation pose commercial
challenges for WaterCredit partners. There is a widely-held
belief that WSS loan provision incurs higher operational
costs and generates lower revenues compared with
conventional loan products such as IGLs.
According to partners, revenue derived from water and
sanitation loans is diminished by their comparatively small
size, non-recurring nature, and relatively low interest rates
(Figure 13). On average, WSS loans are around half the
size of other loan products. The highest performing MFI is
a notable exception, with WSS loan sizes marginally higher
than its other loan products. Notwithstanding this situation,
only one partner suggested that loans covered 100 percent
of both water connection and toilet construction costs, with
the rest requiring clients to contribute 5-30 percent of the
cost upfront.
Partner MFIs set their own interest rates. Some MFIs have
elected to apply them in line with other commercial loan
products, while others have preferred to offer lower rates
either to increase uptake or to remain on good terms with
local authorities. The 10-12 percent margin cap imposed
by the RBI does not seem to have influenced the chosen
interest rates, as the average margin between the cost of
capital and WSS loan interest rate is 7 percent. Only two
partners have set WSS loan interest rates at 26 percent per
annum, the maximum rate permitted by the RBI.

A Section 8 Company can be formed for the purposes of promoting commerce,
art, science, religion, charity or any other useful object, so long as any profits are
used only to promote the objects of the company.
14
In order to represent all MFIs on the graph, a logarithmic scale has been used for
the y-axis.
13

Figure 12 - Relationship between smart subsidy and loans disbursed14
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Operational costs associated with WaterCredit are
believed to be higher than for other loan products due
to the more complex and onerous nature of WSS loan
provision. Partners judged demand stimulation, provision
of technical support and monitoring of utilization as the
most burdensome of these cost items. Furthermore, two
partners offered their clients direct subsidies for toilet
construction, adding to the overall expenses incurred.
The financial performance of at least one partner
indicates that unit operational costs can be reduced as
operations are enlarged (Figure 14). As the size of the
MFIs loan portfolio and geographical footprint swelled
between 2010 and 2014, the OSS rose from 24107 percent. Of the numerous factors which enabled
the MFI to exploit economies of scale and progress
towards profitability, three stand out. First, the NGO wing
shifted its technical support to a strategic, ‘light touch’
approach, meaning operational costs were kept at bay
while loan disbursements ramped up. Second, the MFI’s
senior management had a deep-seated commitment
to WaterCredit, which led the MFI to embark on an
ambitious growth phase before commercial viability had
been proven. Third, in accordance with its strong social
mission, the MFI channeled 5 percent of profits after tax
back into its NGO wing for WSS mobilization and behavior
change activities.

Figure 13 - Main impediments to WaterCredit profitability

Figure 14 - WaterCredit OSS and GLP for MFI 8

4.2 Operational factors
Motivated field officers
An observation from case studies elsewhere is that MFI
staff can find WSS products an unwanted distraction
from conventional loan products they see as a higher
priority. To the contrary, WaterCredit partners in India did
not rate this as a major concern. There was a general
view that frontline MFI staff are motivated and willing to
prioritize WSS loan products.
An approach widely adopted by partners to further this
aim has been to establish targets for branch-level staff and
field officers, and in some instances financial incentives.

Given data limitations, it is difficult to discern whether
or not financial incentives for field officers amount to a
commercially advantageous strategy. Nevertheless, the
uptick in loan disbursements that corresponded with
the introduction of financial incentives for one particular
MFI is instructive. When faced with a looming loan
target deadline, one MFI temporarily offered their field
officers a bonus of 20 INR (US $0.30) for each WSS
loan disbursed. This resulted in the disbursal of 12,488
WSS loans in a single month, more than the previous six
months combined.

Existing branch infrastructure

A large operational footprint has proved advantageous for maximizing the outreach of WaterCredit. The two partners
with the highest monthly rate of loan disbursements are instructive examples of how an expansive network of branches
or federations can be leveraged to grow WSS loan portfolios. By September 2015, the standout performer offered WSS
loans in 220 branches – 84 more than any other partner. Importantly, additional branches to which WaterCredit was
expanded after the first year accounted for 40 percent of the MFI’s WaterCredit growth. The non-recurring nature of
WSS loans makes such geographical expansion critical to the sustainment of growth in the long term, as disbursements
will otherwise slow once operational areas approach saturation point.
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While a sizable network of branches provides an
important platform for upscaling WaterCredit,
it does not necessarily predetermine levels of
outreach. For example, the MFI partner with the
least number of branches disbursed 27 percent
more loans than the largest MFI partner, with a
52 percent higher return on investment. It should
also be noted that partners in some instances
have quite compelling reasons not to roll out
WaterCredit to all of their branches. One MFI, for
example, has elected not to expand the portfolio
to its 90 branches in Kerala, because more than
95 percent of households in the state already
have a sanitation facility within their premises.
The potential to continue
growing
WSS
loan portfolios through further geographical
expansion is vast. Overall, partners launched
WaterCredit in 20.6 percent of the 3,800
branches they operate. When excluding the
largest MFI partner, which has temporarily halted
its WaterCredit program while it undergoes a
transition from MFI to bank, this becomes 41.3
percent of 1,778 branches. Half of the partners
ushered in WaterCredit to more than two thirds
of their branches – but even for these MFIs,
further growth potential can be realized by tying
WaterCredit plans into broader organizational
expansion strategies: between 2012 and 2015,
the compound annual growth rate of branches
for the 14 partners stood at 7.9 percent.

Water and Sanitation Microfinance Operations in India

First time loans
WaterCredit partners have mixed policies as to
whether new clients can opt for a WSS product
as a first time loan. The rationale for limiting WSS
products to those who have previously paid back
another type of loan is two-fold. First, there are
concerns that making WSS loans available for
new clients could magnify the risk of incorrect
loan utilization. Second, having to undertake the
credit appraisal process from scratch adds to the
cost burden, negating the commercial viability of
WSS loan products. The counterargument is that
approval of WSS loans for new clients creates the
opportunity for an MFI to grow their WSS portfolio
more hastily, and broaden their client base more
generally. As has been previously observed in
Cambodia, new clients initially attracted by WSS
products may subsequently take out other loans,
with customer acquisition and appraisal costs
defrayed by the initial WSS loan administration
process (WSP, 2014). Unfortunately, due to data
constraints it was not possible to quantitatively
weigh up these opposing arguments.
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4.3 Institutional factors
Relationships with local government

Establishing and maintaining a strong working relationship with local authorities (usually the Gram Panchayat)
is universally recognized as a fundamental but challenging component of a high performing WaterCredit program
(Figure 15). Building rapport with local authorities has been particularly important to gain the necessary pre-approval to
disburse water connection loans, and partners have accordingly factored regular engagement into their plans. Indeed,
effective relationships have at times allowed partners to seize larger opportunities when new pipelines have been laid,
and lobby for systems to be expanded or rehabilitated when they could aggregate enough water connection demand.
However, even where relationships have been productive, other issues have at times thwarted water connection
applications. Limitations in water supply system capacity and seasonal water scarcity have been prominent road
blocks. A number of legal issues have also muted demand, or disqualified clients from applying, such as unpaid
property taxes or a lack of proper title deeds.

Figure 15 - Factors constraining WaterCredit loan disbursements as reported by partners
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Competing loan products

Although inter-partner competition was considered a non-issue by the majority, a small number of partners noted adverse
consequences of competition from other loan products or a rival MFI. Around one third of the districts in which WSS
loans are offered are serviced by multiple WaterCredit providers, and one partner suggested this had cannibalized some
of their potential WSS loan client base. Likewise, the introduction of a low interest agricultural loan by the National Bank
for Agriculture and Rural Development (NABARD) appeared to have a dampening effect on one MFI’s WSS loan portfolio
in 2014. Many clients opted to avail themselves of these low interest loans. As borrowers are not allowed to take out two
or more loans simultaneously, this rendered a large number of potential recipients ineligible to apply for a WSS loan.

4.4 Technical factors
Presence of piped water supply infrastructure
The prevalence of piped water supply infrastructure has emerged as a key determinant of water connection
loan volumes. MFIs with WaterCredit operations in Tamil Nadu and Karnataka, states endowed with relatively
widespread pipe water infrastructure, have tended to disburse the highest number of water connection loans.
In contrast, the infrastructure landscape is less conducive in states such as Assam, Odisha, West Bengal and
Chhattisgarh, and these regions have been associated with more modest returns. The broader relationship
between water connection loan volumes and presence or absence of piped water infrastructure is apparent
when plotting census data alongside WaterCredit loan data (Figure 16). The condition of available water
supply infrastructure also appears to have affected demand for water connection loans. Likewise, in some
areas the ease with which an illegal connection can be arranged has deterred households from taking out a
loan and seeking approval through the formal channels.

Partners have pursued a number of strategies to mitigate
a lack of piped water supply infrastructure. First, close
engagement with local authorities has been maintained so
that when systems are expanded or rehabilitated, the MFIs
are ready to capitalize on the opportunity to disburse loans
to clients. Second, water connection loans have been
promoted to clients in towns if infrastructure was absent
from rural areas. Third, partners have developed alternative
safe water products for clients residing beyond the reach
of piped systems, such as water filters and household
hand pumps. One partner, for example, has disbursed
almost 8,000 loans for borehole wells fitted with hand
pumps. Although rainwater harvesting systems have also
been promoted by a number of partners, uptake has been
limited, accounting for 0.01 percent of all loans.

Sanitation supply chain

Areas with well-developed sanitation supply chains have
provided fertile ground for the disbursement of toilet loans.
Conversely, supply chains in some operational areas
have been weak, with a paucity of skilled toilet masons
hindering the growth of WaterCredit portfolios. A lack
of appropriate construction materials has also caused
problems in some cases, albeit less frequently. Partners
generally expressed satisfaction with the availability of
affordable and appropriate toilet designs, although this has
not obviated the challenge pertaining to a lack of physical
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Figure 16 - Percentage of households accessing public tap
watera by number of water connection loans per month.
a

This is used as a proxy measure for households situated close enough to a piped
system to obtain a water connection.

space, which at times has hampered the provision of toilet
loans in densely populated areas.
There have been some commonalities in the way partners
have approached the toilet design and construction
process. Certain designs have been promoted by some
partners through demonstration models and pamphlets,
although variation in soil conditions and available materials
has prevented standardization of designs across branches.
All partners are in agreement that a do-it-yourself (DIY)
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approach to toilet construction is the most appropriate and
effective. In other words, it is up to the client to aggregate
materials and labor, and provide day-to-day supervision of
construction. A turnkey solution whereby a vendor carries
out end-to-end delivery of a chosen product at a pre-agreed
price has thus far been avoided due to perceived risks of
collusion and low quality construction.
In order to address weak links in the sanitation supply
chain, two in three partners provide toilet construction
training to local masons (Figure 17). For a couple of
partners, this has been deemed unnecessary as clients
themselves carry out the bulk of construction. Another
partner has ceased their training program as newlyqualified masons tended to migrate to urban areas in the
hope of finding alternative job opportunities with better
remuneration. Beyond building the capacity of masons,
some partners have intervened in the sanitation market in
other ways (Figure 18). Around half of the partners actively
connect masons with clients, and a smaller fraction broker
agreements on price.

Figure 17 - Extent of toilet mason training provided by
WaterCredit partners

Figure 18 – Proportion of partners providing technical support
activities to sanitation borrowers

Figure 19 - Functionality status of toilets for households more
than 3 months after loan disbursement (n=377)

Quality control & loan utilization
Loan utilization and construction quality are prominent issues
for partners, and all carry out feasibility assessments prior to
construction, as well as verification visits upon completion
(Figure 19). In addition, borrowers are provided technical
support in a variety of ways. Partners commonly employ
engineers to oversee technical aspects of their respective
WaterCredit programs, although the geographical remit of
their duties has varied considerably. On average, there are
24 branches for every employed engineer, although this ratio
ranges from 136 to seven. As a result, some engineering teams
directly advise and supervise a high proportion of clients and
masons, while others tend to focus more on building the
capacity of field officers to discharge client-facing technical
responsibilities. This perhaps points to a more scalable model
whereby technical specialists provide ‘light touch’ support,
and place greater emphasis on transferring skills, tools, and
expertise to frontline MFI staff.15 To cope with large loan
volumes, some partners have also chosen to randomize
quality control inspections.
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Some concerns were expressed that a heavy focus on loan
quantities could come at the expense of construction quality
and correct loan utilization. This is linked to a belief that MFI
staff are not always interested in carrying out verification
activities to ensure loans are utilized properly, construction
quality adheres to appropriate standards, and facilities are
ultimately completed. This highlights the importance of
monitoring processes that cut across multiple levels, including
borrowers, loan officers, branches, and head offices.
Interestingly, data collected during follow-up inspections
at 377 toilet facilities suggest there need not be a trade-off
between quantity and quality: those financed by the two most
prolific WaterCredit partners were more likely to be functional
and in good condition compared with other partners.

In order to provide technical support at minimal cost, one partner has established
a phone service, allowing clients to seek advice from specialists stationed remotely.

15
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4.5 Environmental factors
Climate

Drought and seasonal dry periods were commonly
mentioned as phenomena which inhibited water
connection loan disbursements. During such times local
authorities have been more reluctant to approve water
connection loans as water resources have dwindled and
system capacities have been pushed to their limit. To a
lesser extent, other extreme weather events – such as
cyclones and flooding – have also disrupted the timely
construction of facilities.

Hydrogeology

Both the depth and quality of groundwater have had
a material impact on WaterCredit operations, though
the causal mechanisms have been location-specific.
Provision of household hand pumps has been constrained
in various areas due to high levels of salinity and iodine
in the groundwater. Areas with shallow groundwater (e.g.
Assam) have proved very conducive to household hand
pump loans, whereas deeper groundwater in other areas
have driven up the cost to prohibitive levels. Conversely,
it is shallow groundwater in Assam that has obstructed
efforts to offer suitable toilet loan products.

4.6 Social factors

Sanitation attitudes and practices

Creating awareness about sanitation and its benefits,
and changing attitudes
and
behaviors
towards
open defecation are stressed by all stakeholders as
indispensable ingredients for success. Mobilization,
education, and behavior change campaigns are
considered by partners to be not only the most important
activities they carry out, but also the ones for which their
performance has been highest. Partners have deployed a
raft of measures to shift mindsets and practices, including
community meetings, general education sessions, cultural
events, school visits, and street plays (Figure 20).16
16
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Figure 20 - Most commonly applied methods for mobilizing
borrowers and driving changes in sanitation behaviors

Figure 21 – Percentage of households without access to a toilet
by number of toilet loans per month

There are, however, certain regions where mindsets and
practices have been particularly difficult to sway, and
demand for toilets has been muted. The most challenging
areas have tended to be those with populations of a lower
socio-economic status, and partners with branches in
Odisha and Chhattisgarh states have been especially
mindful of this issue. This relationship is evidenced by
census and WaterCredit loan data, which indicate that
partners operating in districts with highest levels of open
defecation have struggled most with scaling up sanitation
loan products (Figure 21).

One MFI has adopted a novel approach to making sanitation a higher priority by barring clients from taking out a third loan of any type if they lack a toilet.
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Case study 1:
Grameen Koota & Navya Disha
Grameen Koota is an NBFC-MFI that commenced operations
in India in 1999 by way of a returnable grant from Grameen
Trust. It has since become one of the largest MFIs in India,
currently operating 298 branches, serving more than 1.2
million clients, and holding a loan portfolio valued at 20.9
billion INR (US $316.7 million).

Figure 22 – Water and sanitation loan disbursements
(cumulative) for Grameen Koota, Sep 2011 to Sep 2015

Grameen Koota acquired its WaterCredit certification in
2009 and began disbursing WSS loans in 2010. Its foray
into WSS loan products was supported by sister NGO
Navya Disha, which carried out demand stimulation,
capacity building, and technical support activities.
Grameen Koota initially piloted WaterCredit in the district of
Tumkur, Karnataka. From 2010 to 2011, 8,685 loans were
disbursed; more than any other partner involved in the first
phase of funding from the PepsiCo Foundation.
Grameen Koota’s WaterCredit involvement carried through
to the second phase, which commenced in September
2011. Their growth plans were ambitious from the outset,
with a target of 50,000 loans to be disbursed across 60
branches. Considering themselves a socially responsible
lender, Grameen Koota priced WSS loans at 4 percent below
its regular IGL products and did not anticipate product level
profitability. The WSS loan portfolio continued to increase
steadily over the following 12 months, but towards the end
of 2012 the growth trajectory steepened dramatically. The
number of loans disbursed increased by 684 percent in
2013, and then by another 192 percent in 2014.
By September 2015, Grameen Koota had disbursed 276,525
WSS loans, amounting to 53.8 percent of all WaterCredit
loans in India during this period (Figure 22). All told, these
loans had unleashed more than US $36.6 million worth of
financing for WSS improvements; 103 times greater than the
external subsidy provided to catalyze and foster this growth.
Their original target had been exceeded by more than a
factor of 5, and the return on investment for Water.org was
more than four times greater than the next best partner.
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So what explains Grameen Koota’s standout performance?
An array of factors underlie their success:
•
There has been significant commitment and
support from the highest levels of management within
Grameen Koota. As a result, WaterCredit has been rolled
out to 220 branches, an operational footprint which
is considerably more than the 60 that was originally
envisaged. An expansive branch network was clearly a
prerequisite, although it is important to note that Grameen
Koota by no means maintains the largest operational
footprint of all the WaterCredit partners. Buy-in at the
executive level was the key to unlocking the latent
potential of this pre-existing branch infrastructure.
•
Grameen Koota provides significant funds as
donations to Navya Disha, by channeling 5 percent of
its profit after tax towards WSS education and behavior
change activities. This has helped grow the MFI’s
WaterCredit portfolio at a rate much faster than might
otherwise be possible.
•
By virtue of this organizational commitment, the
importance of WaterCredit has been impressed upon
loan officers and branch staff and targets have been
established at both the branch level and for individual
loan officers ensuring motivation levels are high and WSS
loan products are afforded a high priority.
•
Grameen Koota had been involved in the initial
phase funded by the PepsiCo Foundation, and therefore
had gained the necessary experience and confidence
to progress beyond a pilot or ‘side project’ stage. It is
important to note that the organization did not embark
on its period of rapid growth until well into its third
year of operating WaterCredit. Despite its remarkable
performance, Grameen Koota was not an overnight
success. Learning pertinent lessons and putting in place
the necessary foundations took time.
•
Unlike some other partner MFIs, Grameen Koota
reported no trouble mobilizing finance for their WaterCredit
portfolio. They were of the belief that WSS loans qualified as
PSL by virtue of their direct benefit to women, and they were
able to make this case successfully to commercial banks.
•
The WaterCredit portfolio was aided by a broader
growth trajectory, which saw Grameen Koota’s total
number of active borrowers increase by 28 percent per
annum between 2012 and 2015.
•
Branches in which WaterCredit is offered are located
in states and districts with conditions well suited to WSS
loan provision – namely, a high proportion of the population
live within close proximity to piped water infrastructure, and
the proportion of households without a toilet is high, but not
so high that acceptance of open defecation is engrained.
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•
The technical support role provided by NGO Navya Disha evolved from an intensive ‘heavy touch’ approach
to a more strategic and targeted ‘light touch’ approach. Recognizing that they would not be able to undertake
market building activities and provide technical support for every client in every location, Navya Disha instead
sought to build the WSS capacity of MFI staff to carry out certain activities, randomized their quality control
inspections, and targeted their market building activities to areas that were most in need. This allowed Grameen
Koota to scale WaterCredit at a rapid pace without the need for Navya Disha to ramp up its operations in parallel.
It has not all been smooth sailing for Grameen Koota, with loan disbursements waning between March and September
2015. Given the rate at which such a large volume of loans had been disbursed in the years prior, concerns were also raised
about the quality of construction and correct loan utilisation. In response, WSS credit assessments and loan disbursements
were temporarily halted to allow for a period of review and verification. To head off these perceived risks, new policies were
introduced, including one that mandated all WaterCredit borrowers had to be in their second loan cycle or later (previously new
customers could choose WSS products as first time loans), and all new branches had to be operational for at least one year
before WSS loans could be introduced.

Case study 2: Gramalaya
& Guardian
Established in Tamil Nadu in 1987, Gramalaya is a charitable
trust which specializes in water and sanitation. It became
the first organization to partner with Water.org to deliver
WSS loan products in India in 2005, and by the end of 2007
Gramalaya had loaned almost US$200,000 worth of WSS
loans (Barenberg, 2009). Armed with the knowledge and
confidence that microfinance could play an instrumental role
in financing WSS improvements for low-income households,
the organization set up Gramalaya Urban and Rural
Development Initiatives and Network (Guardian), India’s first
MFI dedicated exclusively to WSS microcredit.
Since 2008, Guardian and Gramalaya have worked
in tandem to operationalize WaterCredit in Tamil Nadu.
Gramalaya carries out market building and technical
support activities, such as demand generation, design and
construction advice, and training local masons. Guardian
concentrates on establishing JLGs, loan administration,
fund disbursement and collection of repayments.
During the first PepsiCo-funded initiative between 2008
and 2011, Guardian disbursed 4,399 loans. They continued
their partnership with Water.org through to the second
PepsiCo-funded phase, disbursing a further 23,177 up
until September 2015 (Figure 23). Guardian now operates
8 branches in Tamil Nadu, offering five WSS products at
an interest rate of 21 percent (reducing). Unlike most other
MFIs, Guardian offers loan amounts that cover the full cost
of the facilities, and does not require the client to make an
upfront contribution.
The MFI Gramalaya-Guardian combination is widely noted
for the high quality with which they perform technical
activities. Guardian also punches well above its weight
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Figure 23 – Water and sanitation loan disbursements
(cumulative) for Guardian, Sep 2011 to Sep 2015

in terms of loan volumes. Despite being the smallest of
Water.org’s partners in terms of branch numbers, between
2011 and 2015 Guardian disbursed more loans than all
but two of the 14 WaterCredit partners. Moreover, financial
analysis suggests Guardian’s loan portfolio is one of the
most commercially sustainable. Between 2010 and 2014,
Guardian’s WaterCredit OSS measure peaked at 89.7.
As a relatively young organization, the major hurdle
Guardian has faced is accessing loan capital. Moreover,
in order to focus exclusively on WSS loans (products
which are not considered income generating), Guardian
was established as a Section 8 Company. The downside
to this legal status is that it makes financing more difficult
to come by. Loans provided by the Indian Overseas
Bank, Acumen Fund and Milaap have gone some way to
alleviating this bottleneck.
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5.1 Key messages

For development partners

5 Concluding
Remarks
The sums of money needed to achieve the Sustainable
Development Goal of universal access to safe water
and sanitation are undoubtedly vast, and reliance on
government and donor financing alone will limit the
pace at which the required investments can be made.
Mobilizing funds through microcredit repaid by water and
sanitation users presents an important financing source
to augment scarce public resources. In reaching more
than half a million households in just four years at a unit
cost significantly lower than traditional WSS programs,
the WaterCredit program in India demonstrates that
microfinance can significantly amplify the reach and
impact of investments in the WSS sector.
As well as making major strides in improving access to
water and sanitation services, the program provides salient
lessons and insights into the enablers and barriers to scaling
and sustaining WSS microfinance operations. Access to
capital, operational costs, loan targets, relationships with
local authorities, presence of piped water infrastructure,
sanitation supply chains, attitudes towards open defecation,
and the size of an MFI’s branch network can all shape
WSS microfinance outcomes. Also influential is an MFI’s
willingness to expand WSS loans to a high proportion of its
branches, its preparedness to ensure WSS loan products
are prioritized at the branch level, and its commitment
to embed WSS systems and processes into mainstream
operations. The presence or absence of these can ultimately
be traced back to the level of buy-in and commitment at
the senior management level. Although these factors are
diverse, the experiences of Water.org and its partners in
India illustrate that enablers can be leveraged, challenges
can be combated, and WSS loan portfolios can prosper.
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• Supporting WSS microfinance initiatives can amplify
the reach and impact of donor funds to levels far
greater than traditional approaches to water and
sanitation programming
• Larger MFIs appear best placed to access the financing
needed to grow WSS portfolios to a large scale, however
buy-in from MFI senior management is the key to unlocking
the latent potential of an extensive branch network
• While PSL inclusion should ease finance constraints in
India, efforts are needed to spread awareness about
this change, broker relationships between MFIs and
lenders, and develop novel financing mechanisms to
alleviate this bottleneck
• Expectations on investment returns should be tailored to
the local socio-economic, environmental and technical
conditions prevailing in MFI operational areas

For finance organizations

• WSS loan products now qualify as PSL. This should
make finance easier to access, though advocacy is
needed to ensure banks are aware of the change.
• WSS loan portfolios enjoy high repayment rates and can
be profitable on a standalone basis, particularly once
the size of operations attains a critical mass.
• WSS loan portfolios can grow to a large scale with the
aid of light touch technical support, however monitoring
processes are needed to ensure loans are utilized
correctly and construction standards are adequate.
• Strong commitment from senior management is needed
to ensure WSS loans are afforded a high priority by field
staff, and to drive a shift from pilot project to wholesale
integration into the business.
• WSS loan portfolios appear most likely to thrive in
regions with a greater density of piped water supply
infrastructure, better developed sanitation supply
chains, and lower tolerance of open defecation.
• Assessment of local environmental, socio-economic
and technical conditions is needed to inform operational
expansion plans and to ensure WSS products are
customized to local circumstances.

For policy makers

• Microfinance can unleash considerable amounts of
financing for WSS improvements, and can be instrumental
in advancing national and state level WSS policies.
• Strategic partnerships between MFIs and government
could improve the reach and impact of sanitation-related
investments by capitalizing on operational synergies
across education and behavior change campaigns, market
development, technical support and financing.
• The full potential of WSS microfinance will only be realized
if sanitation supply chains are well-developed and there is
a high level of demand for toilets. Concerted efforts and
investments are needed to strengthen both sides of the
sanitation market.
• By mobilizing finances and aggregating demand,
microfinance can bolster the business case for the
construction, expansion or rehabilitation of piped
water supply infrastructure.
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