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Microfinance, also referred to as ‘Microcredit’ is the provision of banking and lending services to 
low-income persons in developing countries, who are otherwise unable to approach the formal 
banking system. The purpose of this financial instrument is to mainly provide credit facilities 
to people who are unable to receive regular lending facilities provided by the banking system, 
mainly because they are unable to offer sufficient collateral. Therefore, it is expected that through 
microfinance the living conditions of low-income persons would improve, while contributing to 
the economic development of the country. However, research studies have revealed the negative 
impact of microfinance among women affected by war and political violence in Sri Lanka.

The Centre for Equality and Justice (CEJ) conducted  this research titled “Burden Upon Burden: 
Report on Socio-Economic Impact of Micro Finance and COVID-19 on Women Affected by War and 
Political Violence and their Access to Reparations” to examine how microcredit schemes are 
leading to socio-economic issues among women from Tamil, Sinhalese and Muslim communities 
in the North, East and the South affected by war and political violence, to examine the impact of 
COVID-19 amongst the target communities and how the pandemic had further exacerbated the 
existing socio-economic vulnerabilities, and to examine their need for a reparation programme 
that takes into account their experiences. 

The qualitative  research study was carried out with the participation of women and stakeholders 
from the Kilinochchi, Ampara and Hambantota Districts from November 2021 to June 2022. CEJ 
wishes to thank Nivedha Jeyaseelan for compiling the report. We also wish to thank  district 
based  organizations; Affected Women’s Forum,  Ampara, Sirakukal Cultural Forum, Kilinochchi 
and Women Development Federation, Hambantota, interviewers, the women and stakeholder 
interviewees for their valuable contributions and Natasha Palansooriya for reviewing the final 
report. We hope that the findings and recommendations of this report draw serious attention 
from the lawmakers and policymakers in Sri Lanka.  The successful implementation of the 
recommendations of this study would contribute to alleviating the negative impacts of 
microfinance in Sri Lanka on women.

Shyamala Gomez
Executive Director
Centre for Equality and Justice

July 2022
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CHAPTER ONE: INTRODUCTION 
TO THE RESEARCH STUDY

1.1 Background to the Research

Microfinance has been advanced as a relief 
measure to assist in the alleviation of rural 
poverty and economic empowerment, since 
about the dawn of the millennium. The focus of 
this narrative has been more so with regard to 
the global south, as much as with regard to rural 
women. However, the impact of Microfinance in 
Sri Lanka has frequently gained negative traction, 
due to the absence of measurable positive 
outcomes. While previous research findings point 
to mixed outcomes, this research has been carried 
out to make a qualitative assessment of the 
impact of Microfinance on women, with specific 
reference to (i) gendered experiences with regard 
to Microfinance (ii) the impact of Microfinance 
on women affected by conflict and/or political 
violence. The research further examines the 
impact of COVID-19 on borrowers of Microcredit 
facilities. As the research focus is on women 
affected by conflict and/or political violence, the 
research contains a component on reparations, as 
well. 

This study engages the interviewees on their 
experience with the reparations process. While not 
making observations in relation to reparations for 
Microfinance-related grievances, the study looks 
at how the two may be connected, if there exists 
a correlation, and how an effectively implemented 
process of reparations may have prevented and 
will prevent the proliferation of MFIs and the 
shortcomings in the process. These and other 
related concerns are discussed in further detail in 
this report.

1.2 Research Objectives 

1.3 Methodology  

The primary source of input for this research 
report is the interviews held with the participants 
from the Kilinochchi, Ampara and Hambantota 
Districts. The interview tool, a questionnaire, 
categorized along themes studied in the research, 
was developed in order to carry out the interviews. 
This research also benefits from the inputs of 
stakeholders who are, typically, local government 
officials, civil society organizations (CSOs), 
psychosocial service providers, and field workers 
at the ground level. A separate questionnaire 
was developed for stakeholder consultations. 
Thirdly, Focus Group Discussions (‘FGD’s) which 
were held with the primary interviewees were also 
documented for the purpose of referencing in the 
research report. 

The objective of the research is to collate the lived 
experiences of women with Microfinance, study 
the gendered impact (if any) of Microfinance 
on women, study the challenges faced by them 
and make recommendations for stakeholders. 
By research design, this study relies heavily on 
anecdotal evidence. 

This research combines qualitative and 
quantitative methods to arrive at its findings. 
adopted in the interview tool/questionnaire, which 
contained questions pertaining to quantitative 
aspects as well as qualitative aspects. The findings 
of the quantitative questions are depicted in 
the form of graphs, tables, and percentages, 
where appropriate. The qualitative findings 
have been discussed through an analysis of the 
relevant topics raised in the questionnaire. The 

To examine whether microcredit schemes 
have led to socio-economic issues among war 
affected women from Tamil, Sinhalese and 
Muslim communities in the North and East 
and women in the South affected by political 
violence, including military widows.

To examine the impact of COVID-19, amongst the 
interviewees, and whether it has exacerbated 
the issues relating to Microfinance.

To examine their need for a reparation 
programme that takes into account their 
experiences.

|

|

|
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questionnaire was administered to the women 
through research assistants at the ground level. 
This research also benefits from the perspectives 
of multiple stakeholders, whose inputs often 
intersected, buttressing the outcomes of this 
research. The participants can be categorized as 
below, 

Primary interviewees

10 women each from the war-affected districts 
of Kilinochchi, Ampara, and Hambantota, who 
are borrowers from MFIs. 

Lawyers
Researchers 
Local level government officials  
Staff of non-governmental institutions and 
civil society organizations 
Ground level field workers, including in the 
psycho-social sector 

Secondary interviewees / Stakeholder Interviewees 

The study identifies three key thematic areas, 

1

1
2
3
4

5

the impact of Microfinance on women who have 
obtained credit facilities from Microfinance 
Institutions

the impact of COVID - 19 on the survey 
demographic

the experience of the survey demographic with 
the reparations process 

i

ii

iii

1.4 Demographics 

1.4.1. Population

The sample size of the interviewees selected 
for this study is 10 women each from the 
Kilinochchi, Ampara and Hambantota Districts, 
who borrow from Microfinance Institutions, and 
who have been impacted by COVID-19, while also 
having some experience with or perspective on 
reparations for wartime violations. Further to this, 
a sample of 5 stakeholders from each District, 
who were generally local government officials, 
community level workers or professionals 
(lawyers, researchers), were also selected.

1.4.2. Geography 

10 interviewees each were selected from the 
Kilinochchi, Ampara and Hambantota Districts 
reflective of the ethnic communities represented 
in these regions. The Districts of Kilinochchi, 
Ampara and Hambantota were selected on the 
basis of representation of women from different 
geographies and ethnicities. Women from the 
three ethnic groups, Sinhalese, Tamil and Muslim 
communities from the three districts were selected 
as a sample demographic. While the Kilinochchi 
and Ampara districts have experienced conflict in 
the form of active combat, the Southern district 
of Hambantota has experienced political violence 
in the form of insurrections, and also has a high 
population of military widows. 

1.4.3. Sociological factors 

The study also takes into account sociological 
factors to record how differently circumstanced 
women experience Microfinance. The elements 
studied include the age group of the interviewees, 
whether the interviewee is a Female Head of 
Household and the nature of their locality (that is, 
urban, sub-urban or rural). The study also takes 
into consideration literacy levels, employability 
and entrepreneurial opportunities, which are more 
fully discussed through the research outcomes in 
the following chapters. At least one interviewee of 
all participants reported surviving disabilities.
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1.5 Limitations of the Study 

The sample size of the selected interviewees is 
not sufficient to arrive at empirical outcomes. 
This research is carried out to qualitatively 
assess and analyze the impact of Microfinance on 
women affected by war or political violence, their 
experience with the reparations process, and the 
impact of COVID-19. 

While the sample size is inadequate to make 
findings and recommendations of general 
applicability, the research does not set out to arrive 
at such generalized outcomes. The validity of its 
outcomes and recommendations are nevertheless 
credible owing to the similarity of responses 
between the primary interviewees, which have 
been further reiterated through the inputs of the 
stakeholders. These findings have been further 

10

8

6

4

2

0

Agre Group of the Interviewees (by District)

Kilinochchi District Ampara District

21-30 31-40 41-50 51-60 Above 60

Hambantato District

Kilinochchi District

0% 20% 40% 60% 80% 100%

Ampara District

Hambantota District

Female Heads of Households Not FHH

FHH Among the Interviewees

Locality / Residence of the Interviewees

Rural

Sub Urban

Urban

02 46 81 0

Kilinochchi District Ampara District Hambantota District

triangulated against existing literature on the 
topic.

1.6  Definitions  

Credit Facility:
Debt facilities  provided by lending institutions, 
typically in the form of loans subject to repayment 
and interest.

Default (on payment):
Failure to make the scheduled payment of 
principal, interest, or installment by a borrower to 
the lending institution.

Entrepreneur / Entrepreneurship:
An individual who undertakes (from the French 
entreprendre to undertake) to supply a good or 
service to the market for profit. The entrepreneur 
will usually invest capital in the business and 
take on the risks associated with the investment.1

Female Head of Household:
‘female-headed households are households 
where either no adult male is present, owing to 
divorce, separation, migration, non-marriage, or 
widowhood; or where the men, although present, 
do not contribute to the household income, 
because of illness or disability, alcoholism etc. 

Interest:
Monetary fee or charge levied for the granting of a 
loan. Interest is usually calculated on a per annum 
(p.a.) basis against the principal loan value. 
Periodic installments would be calculated after 
the addition of interest due for such a period. 

Loan Repayment:
The reimbursement of a loan borrowed from 
the lending institution, typically in periodic 
installments, and subject to an interest rate. 

Micro Credit:
Used synonymously with Microfinance.

1 https://www.oxfordreference.com/view/10.1093/oi/authority.20110803095753147

https://www.oxfordreference.com/view/10.1093/oi/authority.20110803095753147
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Microfinance:
Also referred to as ‘Microcredit’, Microfinance is 
the provision of banking and lending services 
to low-income persons in developing countries, 
who are otherwise unable to approach the formal 
banking system.

Microfinance Institution:
Institutions, both formally constituted and 
informal, providing banking facilities identified 
as Microfinance. 

Non – Performing Loan:
A loan where scheduled payments have been 
defaulted on for a period of time. 

Principal:
Original sum of monies borrowed from the lending 
institution as a loan.

Reparations:
Measures “meant to acknowledge and repair 
the causes and consequences of human rights 
violations and inequality in countries emerging 
from dictatorship, armed conflict, and political 
violence, as well as in societies dealing with racial 
injustice and legacies of colonization.”2

2 International Centre for Transitional Justice, Reparations. Accessible at https://www.ictj.org/reparations 

https://www.ictj.org/reparations
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CHAPTER TWO: LITERATURE
REVIEW

3  J. K. M. D. Chandrasiri and B. A. D. S. Bamunuarachchi, “Micro-Finance Institutions in Sri Lanka: Examination of Different Models to 
Identify Success Factors” (Hector Kobbekaduwa Agrarian Research and Training Institute, 2016)
4 D. Pomeranz “The Promise of Micro Finance and Women’s Empowerment: What Does the Evidence Say?” (Ernst and Young, 2014)
5 Ibid
6 Ibid
7 G. Tilakaratna, U. Wickremasinghe and T. Kumara, “Microfinance in Sri Lanka: A Household Level Analysis of Outreach and Impact 
on Poverty” (Institute of Policy Studies, 2005)
8 J. K. M. D. Chandrasiri and B. A. D. S. Bamunuarachchi, “Micro-Finance Institutions in Sri Lanka: Examination of Different Models to 
Identify Success Factors” (Hector Kobbekaduwa Agrarian Research and Training Institute, 2016)
9 Ibid

2.1 Introduction 

The existing research on Microfinance is divided 
on whether there is a positive and substantial 
contribution of Microfinance to the alleviation of 
poverty. There have been compelling theoretical 
and data-backed arguments advanced from either 
side of the divide. Most writers, however, concur 
on the point that the impact of Microfinance, 
despite its proliferation over the past two decades, 
the studies carried out on the same have led to 
unclear, inconclusive or mixed results. Most 
discordance can be attributed to whether the 
impact of Microfinance on poverty alleviation has 
been accurately measured and reported in order to 
conclude that it is entirely beneficial.

2.2 Micro Finance,
Lending Schemes, and their 
Studied Impact

Microfinance Institutions (hereinafter, ‘MFI’s) 
supply either (i) credit facilities or (ii) ‘Credit-Plus’ 
facilities, which, apart from lending, include skill 
development, business modeling, training and 
input into the entrepreneurial ventures of the 
borrowers.3

The inability to supply collaterals or secure 
guarantors, typically discourages many 
economically disadvantaged households 
from seeking financial assistance from the 
formal banking sector.4 Likewise, the costs of 
administration to provide a small loan, coupled 

with the high likelihood of default and the 
absence of collateral or guarantors dissuade the 
formal banking sector from providing such loans. 
Furthermore, the absence of financial literacy in 
lower-income earning households also determines 
their selection of MFIs over traditional banks.5 

By contrast, MFIs require no collateral or instead 
require group collateral, have less formalities, and 
employ community-based methods of recovery, 
rendering MFIs a more viable option for such 
borrowers.6

In Sri Lanka, a study conducted in 2005 found 
that the income of households did not change 
or was not impacted (53.6%) by a narrow margin 
over the income of households which did increase, 
as a result of microfinance (44.2%).7 Yet another 
study assessing the structural and organizational 
aspects which contribute to the role played by 
MFIs concluded that community-based MFIs 
performed better than centrally organized MFIs, 
along criteria like the impact of Microfinance on 
rural communities, and effective recovery.8 This 
difference in performance, according to the study, 
has been attributed to a greater engagement 
at the ground level, which enables the provision 
of credit facilities that are most suited to the 
individual borrower, a participatory approach that 
involves the borrower, as well as, a better system 
in place to follow – up with repayments.9

2.3. Women and Microfinance

Women, in particular, have been a focal point in 
the Microfinance discussion. As a demographic 
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category, women have been studied to have reaped 
a marked benefit through Microfinance, which in 
turn has made them a potential borrower-base 
for MFIs.10 Microfinance is said to provide social 
capital to women borrowers, apart from financial 
assistance, in giving them more functionality 
within their homes and their communities, and 
in providing opportunities for entrepreneurship. 
However, studies have also qualified these 
hypotheses, by adding that a woman’s ability 
to benefit from Microfinance revolves around 
variables such as education, financial literacy, and 
property rights – which may provide a competitive 
edge to her venture.11

Further studies have been critical of the impact 
of Microfinance on women, by adding a caveat 
that Microfinance leading to the betterment 
and empowerment of women is not automatic.12 

One such scenario studied is where the increase 
in women’s capital ownership is neutralized 
after debt repayment and interest payments. In 
such an event, it is evident that the net effects 
of Microfinance must be considered in toto, 
and not merely in terms of a mathematical 
calculation. Hence, the projected spill-over 
effects of Microfinance on women, including an 
improvement in social standing and economic 
empowerment, remain contested. 

One of the more authoritative studies on the 
specific impact of Microfinance on women has 
pointed out that anecdotal evidence is often 
opposing and incongruent, and that rigorous, 
empirical evidence is required to conclude on the 
exact nature of the impact.13 The evidence-based 
study also finds that Microfinance addresses an 
important gender gap by providing credit facilities 
that are targeted at women, whose capacity to 
obtain the same from traditional banks has been 
constrained by political and social factors, like the 
ownership of property and control over household 
income. Women are also perceived to be better 

at organizing into groups (for the purposes of 
group-based repayments), more likely to be credit-
conscious and repay loans, and contribute to the 
health and education of their children. According 
to the study, these factors have made women an 
ideal borrower base for MFIs.14

2.4. Skepticism around 
Microfinance 

Microfinance, despite the enthusiasm around 
it, has received skepticism from several corners 
– socially and economically, as well as, from the 
developed and developing worlds. The premise 
that Microfinance furthers the ends of poverty 
alleviation and economic empowerment has been 
refuted both conceptually and pragmatically, by 
several writers, as referenced hereinafter. These 
views have been expressed for nearly two decades 
now, almost simultaneously with the proliferation 
of Microfinance. 

Writers have argued that Microfinance is no 
alternative for the creation of jobs, or the welfare 
programs of the state, to eradicate poverty. 
One author puts forward the argument that 
Microfinance lending for small-scale ventures 
leads to numerous competitors of the same skill 
level, functioning in a narrow and geographically 
concentrated market.15 The author argues that this 
is no match for the economies of scale, synergies, 
and capital that can be procured in large-scale 
enterprises. For illustration, the author ably draws 
on the inevitable failings of 500 seamstresses 
being provided with the capital to start their own 
sewing ventures in the same village, as opposed 
to those 500 seamstresses being employed by an 
employer who invests the collective capital and 
provides equipment.16 In countering the narrative 
that Microfinance leads to self-empowerment 
through entrepreneurship, this author concludes 
that Microfinance does not convincingly benefit 

10  “Small Change, Big Changes: Women and Microfinance” (International Labour Organization Working Paper, Undated)
11 H. Cydesdale and K. Shah, “Microfinance and Women: The Micro Mystique” (Asia Society, Undated)
12 C. Gan, G. V. Nartea, J. L. Xia, An Overview of Micro Finance in C. Gan, G. V. Nartea, “Micro Finance in Asia” (World Scientific, 2017) 
13 D. Pomeranz “The Promise of Micro Finance and Women’s Empowerment: What Does the Evidence Say?” (Ernst and Young, 2014)
14 Ibid 
15 A. Karnani, “Microfinance Misses its Mark” (Stanford Social Innovation Review, 2007)
16 Ibid
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17  Ibid.
18 C. Gan, G. V. Nartea, J. L. Xia, An Overview of Microfinance in C. Gan, G. V. Nartea (Eds), “Microfinance in Asia” (World Scientific, 2017)
19 Ibid. 
20 Ibid.
21 Ibid. 
22 “Microfinance and the Poor in Asia: Challenges and Opportunities” (World Bank, 2004)
23 Ibid.
24 S. Forster, S. Greene, and J. Pytkowska, “The State of Microfinance in Central and Eastern Europe and the New Independent States” 
(World Bank, 2003) 

the individual or the state, from an economic or 
an innovation point of view.17

The inability of Microfinance to achieve its 
stated objectives has been attributed by earlier 
writers, like the above author, to the reliance of 
borrowers on Microfinance for consumption or 
ventures which only break-even, but fail to yield 
positive returns on investment.18 The reluctance of 
borrowers to invest the borrowings into ventures 
that may produce profitable yields has led to the 
borrowings being used either for consumption 
or to service the loans obtained.19 Apart from  
such a conceptual mismatch between the 
objects and workings of Microfinance, aspects 
specific to the borrower, like the lack of a sound 
investment proposal, have also been identified 
as causes of Microfinance achieving ends that 
are not analogous with, or at times, contrary to, 
the objects of poverty alleviation and economic 
empowerment.

Some authors argue that it is in response to the 
criticism that Microfinance alone is inadequate 
to alleviate poverty, and that it must work in 
tandem with several programmes aimed at 
poverty alleviation, that MFIs introduced related 
‘Credit-Plus’ facilities such as business plan 
development, training, and skill development for 
its borrowers.20 However, it has also been opined 
that these methods are nevertheless insufficient 
to address the two main defects in Micro-finance-
based entrepreneurship, that is, the absence of 
superlative technology to engage in competitive 
markets and the existence of several similar 
ventures (e.g. chicken farms or tailoring) within a 
geographically- concentrated locality.21

To summarize, these views despite the 
assumption that the temporary ownership of 
capital necessarily equates to poverty eradication. 
When the emphasis is misplaced on the means 

(ownership of capital), as opposed to the ends 
(meaningful and long–term poverty eradication), 
lending alone comes to be viewed as a panacea, 
when in fact, it is through the end-result that any 
such means must be appraised.

2.5. Comparative Global and 
Regional Perspectives

2.5.1. Central Asia 

A World Bank study on four countries in the 
Central Asian region concludes that the impact 
of MFIs have been greater on these countries’ 
populations than of traditional banks.22 Although 
the lesser influence of traditional banks is 
chalked up to an underdeveloped financial sector, 
it is notable that MFIs in Central Asia too, have had 
an impact limited to small urban ventures and 
entrepreneurships, and have been unable to reach 
rural regions, farmers and small agri-businesses. 
The exponential growth of Microfinance of about 
30% per year has been contrasted against the 
very limited outreach into rurality of only about 
2%.23 The study also concludes that the largest 
lenders in Central Asia are MFIs which are Non-
Governmental Organizations.

2.5.2. Central and Eastern Europe 

Another study conducted by the World Bank 
on Central and Eastern Europe and the New 
Independent States, which comprehensively 
studies Microfinance in the region, echoes the 
conclusion that an undeveloped financial system 
has contributed to the growth of Microfinance 
institutions.24 As noted earlier, in Central and 
Eastern Europe too, the lack of collateral or credit 
scoring has rendered the traditional banking 
system outside the remit of smaller borrowers, 
like small-scale ventures and individual 
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entrepreneurships. Microfinance largely steps 
in to provide the requisite capital for the self-
employed or small entrepreneurs. Focusing on 
the client’s ability and willingness to repay the 
loan, cash flow and the individual characteristics 
of each borrower, as opposed to collateral or 
credit scoring, has rendered MFIs a more viable 
alternative for small borrowers. The findings of the 
study on Central and Eastern Europe and the New 
Independent States are of particular significance 
to this research, as some of the countries studied 
are war-affected, and have similar post-war 
economic conditions, as well as, sociological 
similarities like that of female borrowers. One 
such salient finding is that some MFIs particularly 
target war-affected groups of people, like displaced 
persons or inward-returning refugees.25

2.5.3. South Asia

The South Asian region has one of the most 
developed Micro-finance sectors, globally, and 
indicates a high performance for MFIs across the 
region. Bangladesh is considered the origin of 
Micro-finance, due to the founding of the Grameen 
Bank, a rural lending organization. Notably, 97% of 
Grameen’s borrower base is formed by women.26 

A recent study on the regional performance of 
Microfinance further suggests that it is the South 
Asian region that has the most diversified and 
category-based regulation of MFIs, with MFIs 
becoming an important actor in the financial 
regulation sector.27 The study concludes that the 
performance of MFIs in the region are wanting of 
technological interventions, and related facilities, 
like the ‘Credit-Plus’ facilities described earlier in 
this chapter.

2.5.4. Comparative Position of Sri Lanka 

Global and regional performance of Microfinance 
indicates that although there has been a rapid 
and expansive growth of MFIs over the last two 
decades, its outreach into rural regions has been 

limited, depriving its benefits to those who may 
most require it. Studies based on Sri Lanka have 
contrasted this position. A study by the Asian 
Development Bank (ADB) has concluded that in 
terms of outreach and impact into rural regions, 
the Sri Lankan Microfinance industry is well 
developed compared to its counterparts in the 
Asia – Pacific region.28 That being said, the study 
concludes that the full potential of Micro finance 
in terms of poverty alleviation and entrepreneurial 
financing has not been fully realized or optimized. 

A recently conducted study reviewing the impact 
of Microfinance and MFIs on war-affected regions, 
concludes that the stated objectives of microcredit 
lending to women, which were to alleviate poverty 
through the establishment of a microenterprise, 
were not met due to a number of shortcomings in 
the structuring and outlook adopted by MFIs.29 The 
study essentially frames the failure to meet the 
stated objectives as a result of the proliferation of 
MFIs within small target communities. However, 
the study also finds that the women borrowers 
who utilize the credit facilities for consumption, 
rather than as capital in their microenterprises, 
also contribute to falling into further cycles of debt. 
Several simultaneous loans, obtained typically to 
service a prior outstanding loan, also exacerbated 
repayment issues. Nevertheless, the MFI process 
is set up in such a manner that makes it easier 
for women borrowers to obtain several such loans 
without adequate safeguards, which has often 
led to the characterization of MFIs as targeting 
women borrowers. 

More critical perspectives from Sri Lanka must 
be considered to deliberate upon whether the 
outcomes of Microfinance on rural poverty have 
been country-specific. Writers have suggested that 
the socio-economic conditions present in a post-
war context in Sri Lanka became a breeding ground 
for MFIs to proliferate, driving communities riddled 
with mass-scale unemployment and the lack of 
access to the formal banking sector into a debt 

25  Ibid.
26 Statistics available at grameen-info.org
27 “Microfinance in Asia: A Mosaic Future Outlook” (Pricewaterhouse Coopers [PwC], 2017) 
28 S. Charitonenko, D. de Silva, “Study on Micro Finance in Sri Lanka” (Asian Development Bank, 2002)
29 C. Arambepola, K. Romeshun, “Debt at My Doorstep: Microfinance Practices and Effects on Women in Sri Lanka” (CEPA, 2019)
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cycle.30 While women being a target demographic 
for Microfinance loans is the norm, what would 
determine any country-specific outcomes for Sri 
Lanka is the post-war socio-economic conditions, 
as well as, the women borrowers being FHH, 
mostly, as an outcome of the war.

2.6. Lacunae in Existing Literature

The research lacunae that this study proposes to 
supply is therefore two-fold. Firstly, the impact 
of COVID 19 on women borrowers of Microfinance 
schemes has not been studied. Secondly, 
any correlation between women borrowers of 
Microfinance schemes and their experiences with 
the reparations process has also not been studied. 
In relation to this second angle, this research 
attempts to understand any such experience 
and explore correlations, if any. With regard to 
these two previously unstudied co-relations, this 
study intends to observe patterns and put forward 
research outcomes. In relation to the impact 
of Microfinance in general, and with regard to 
women borrowers, this research studies existing 
hypotheses, as well as, studies recent trends. 
While the subject of Microfinance and women 
borrowers has been studied in Sri Lanka with an 
econometric or regulatory focus, there is limited 
insight available on gendered perspectives into 
Microfinance. This research study intends to 
supply this deficiency, within the scope of this 
study. 

30 A. Kadirgamar, N. Kadirgamar, “Microfinance has been a Nightmare for the Global South. Sri Lanka Shows that there is an 
Alternative” (Open Democracy, 2019)
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CHAPTER THREE: AN ASSESSMENT OF  THE REGULATORY 
FRAMEWORK OF MICROFINANCE INSTITUTIONS (MFIs) IN SRI LANKA

The Central Bank of Sri Lanka lists at least eight 
different categories of institutions which provide 
microcredit facilities,

While institutions such as licensed commercial 
banks, co-operatives and Divineguma are 
governed by regulatory frameworks unique to 
such institutions, the remaining lenders would 
fall under the purview of the Microfinance Act 
introduced in 2016. 

The Central Bank defines the pitfalls of unregulated 
Microfinance institutions to the borrowers, 
lenders and the overall economic well-being in the 
following terms, 

Apart from the Microfinance Act No. 6 of 2016, the 
Central Bank of Sri Lanka has also introduced 
regulations in the form of ‘Directives’ from time to 
time between 2016 and 2020. 
While the Microfinance Act No. 6 of 2016 provides 
for salient aspects like the supervision and 
regulation of MFIs by the Central Bank, licensing 
of MFIs and internal corporate governance 
within MFIs, there is little regulation or oversight 
over the lender-borrower relationship, terms of 
credit facilities and mechanisms of reportage or 
implementation of policies and guidelines.

3.1. Key Features of the 
Microfinance Act No. 6 of 2016 
as Relevant to the Scope of this 
Study

Licensed banks 
Licensed finance companies 
Co-operative rural banks 
Thrift and credit cooperatives societies 
Divineguma banks 
Community based organizations 
Microfinance companies 
Non-governmental organizations

The Act excludes within its scope of 
applicability,

Licensed commercial banks and licensed 
specialized banks, as defined in the Banking 
Act, No.30 of 1988  

Finance companies within the meaning of 
the respective governing legislation, Finance 
Business Act, No.42 of 2011

Co-operative Societies registered under Co-
operative Societies Law, No.5 of 1972 or under a 
Provincial Council Statute 

Divineguma community-based banks or 
banking societies, registered under the 
Divineguma Act, No.1 of 2013

An entity registered under the Agrarian Act No. 
46 of 2000

•
•
•
•
•
•
•
•

i

|

|

|

|

|

“Unregulated microfinance activities may lead 
to illegal deposit mobilization, exploitation of 
customers through excessive interest rates 
and unethical recovery methods. Furthermore, 
poor corporate governance in these institutions 
would lead to poor repayment rates, high 
transaction costs and recurring losses, leading 
the organizations to distress. Deposit-taking 
institutions, if not regulated or supervised, pose 
a threat to the financial system stability, as the 
safety of deposits mobilized are not ensured. 
Exploitation of customers by these unregulated 
institutions would adversely affect the recipients 
of microfinance and keep the low income and poor 
segments within the ‘cycle of poverty’, affecting 
the economic development of the country.” 
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Upon the receipt of such a report, the Monetary 
Board is authorized to determine and undertake 
any of the appropriate measures enumerated in 
Section 16 of the Act, which includes directions to 
bring the MFI into compliance with the Act or order 
the removal of its managers or employees. 

In terms of Section 17 (g), one of the grounds upon 
which the Monetary Board may cancel the license 
issued to a LMFC, is if it is

The Registrar may similarly cancel the license 
issued on the grounds of acting in a manner 
detrimental to the interests of its depositors and 
other creditors.35

The Director31 of Microfinance of the Central 
Bank or an officer authorized thereby, is 
empowered to make an examination of a 
Licensed Microfinance Company (LMFCs). 
Such Director shall submit to the Monetary 
Board of the Central Bank of Sri Lanka, a report 
on the MFI if an examination conducted by the 
Director leads to the conclusion that the MFI is, 

Where Licensed Microfinance Companies 
are concerned, the Act vests general 
superintendence and management of the 
LMFCs on its board of directors. By extension of 
this provision, it may be argued that the Board 
of Directors can be held vicariously liable for 
the actions and omissions of its employees, 
including those engaged to collect repayment 
installments. The provision places an onus on 
the Board of Directors of LMFCs to act in “good 
faith and in the best interest” of inter alia its 
borrowers.

The Micro Finance Act No. 6 of 2016 similarly 
regulates Microfinance Non – Governmental 
Organizations, and contains a separate 
procedure for registration. Similar provisions 
as above are contained, where the Registrar 
of Voluntary Social Service Organizations 
is authorized to take appropriate measures 

against any Microfinance Non – Governmental 
Organizations, where the Registrar is of the 
opinion that it, 

ii

iv

iii

“is carrying on its business adopting unsound 
or improper financial practices which are 
detrimental to the interests of its depositors, 
creditors and other stakeholders”33

“is carrying on or is in the process of carrying 
on, its business adopting unsound or improper 
financial practices detrimental to the interest of 
its depositors and other creditors”34

“The general superintendence and management 
of the affairs of a licensed microfinance company 
shall vest in the board of directors of the 
company, which shall manage the business and 
affairs of such company in good faith and in the 
best interest of its depositors, creditors and other 
stakeholders.”36

“carrying on its business in a manner likely to 
be detrimental to the interests of its depositors, 
other creditors and the economy;”

31 “Director” means the head of the department of the Central Bank to which the subject of microfinance companies has been 
assigned and includes an acting director
32 “Board” means the Monetary Board of the Central Bank of Sri Lanka established under the Monetary Law Act, (Chapter 422);
33 Section 15 (4) (a)
34 Section 26 (a)
35 Section 37 (f)
36 Section 10 (1)
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3.2. Lacunae in the Micro Finance 
Act No. 6 of 2016

Although the Act provides a sound framework for 
the regulation of and supervision over MFIs by 
the Central Bank of Sri Lanka, and lays out rules 
and procedures for good corporate governance 
within MFIs, the Act can be found wanting with 
respect to the regulation of the issues arising in 
the borrowing and repayment cycle, typically with 
regard to repayment terms and the conduct of 
MFIs when obtaining such repayments. 

The Act makes reference to conducting the 
operations of the MFIs in good faith, and in the best 
interest of borrowers and not to their detriment. 
However, the Act does not enumerate the manner 
in which such standards are to be interpreted, 
and the specific measures or activities which 
may violate the best interests of borrowers or 
work to their detriment. These broad terms can 
be interpreted imprecisely, leading to these 
general standards being observed in the breach. 
The Act contains stringent provisions on record-
keeping and accounting standards, including 
allowing permission for the Director (from the 
Central Bank) to examine all such records on 
demand and make findings in his report to the 
Monetary Board, consequent to which the Board is 
authorized to take steps against an MFI. However, 
such standards of financial regulation are not 
complemented by ethical or normative standards 
which regulate the behavior of MFIs on an 
individual basis at the level of each borrower. This 
research study makes findings which conclude 
that such guidelines are lacking and lead to 
palpable violations experienced by borrowers at 
ground level. This lacunae in the law leaves room 
for MFIs to be compliant with legal standards as 
stated in the Act, while subjecting borrowers to 
unacceptable treatment, which incidents would 
not necessarily be reported in the record-keeping 
books.

Secondly, the Act applies to registered MFIs, 
either in the form of Licensed Microfinance 

Companies or Microfinance Non – Governmental 
Organizations. The Act does not stipulate that 
registration or licensure is compulsory. This 
leaves registration optional for MFIs rendering 
regulation and supervision ineffective, in cases of 
non-registration. 

According to the Act, the Monetary Board of the 
Central Bank has the power to issue regulations in 
the form of directions to LMFCs pertaining

These regulations can override contrary provisions 
in any other law or regulation, as well as apply to 
all LMFCs or to a select company. However, it is to 
be noted that the MFIs which will be governed by 
such centrally issued regulations, would also be 
LMFCs registered under the Act. This technically 
leaves such regulations inapplicable to MFIs 
which are not registered or licensed, and on a 
plain reading, would exclude the latter from the 
ambit of the Act’s purview. Nevertheless, the 
legal status and viability of MFIs which are not 
registered or licensed remains moot. Whether 
non-registered MFIs can pursue action against 
a default on repayment or non-performance of 
credit facilities against a borrower before a court 
of law or any other alternative dispute resolution 
forum, is unclear.   

Apart from the Micro Finance Act No. 6 of 2016, 
the Central Bank of Sri Lanka has also introduced 
regulations in the form of ‘Directives’ from time 
to time between 2016 and 2020.38 These directives 

the terms and conditions under which any 
loan, credit facility, or any type of financial 
accommodation may be granted by such 
company, the maximum rates of interest that 
may be charged on such loans, credit facilities, or 
other types of financial accommodation, and the 
maximum periods for which any such loan, credit 
facility or other types of financial accommodation 
may be granted 37

37 Section 11 (b)
38 Central Bank of Sri Lanka, Directives, Circulars and Guidelines on Micro Finance. Accessible at https://www.cbsl.gov.lk/en/laws/
directions-circulars-guidelines-for-micro-fianace-institutions

https://www.cbsl.gov.lk/en/laws/directions-circulars-guidelines-for-micro-fianace-institutions
https://www.cbsl.gov.lk/en/laws/directions-circulars-guidelines-for-micro-fianace-institutions
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When I repaid the loan, high interest was 
charged. I asked an officer at the Microfinance 
company regarding this. The officer informed 
that the borrowers had obtained the loan only 
after agreeing to the terms in the application. 
However, the loan application was in English and 
I could not read the application. The application 
has now been translated into Tamil after several 
complaints. 

| Interviewee from the Kilinochchi district

None of the terms of the loan is fully disclosed. 
The loan application was initially in English, and I 
did not know what it contained. 

| Interviewee from the Kilinochchi district

would be of legal force and effect in terms of the 
above cited Section 11 which authorizes the CBSL 
to issue such directions.

3.3. Assessment of the Awareness 
/ Literacy of the Interviewees 
(Borrowers) of the Regulatory 
Framework

The interviewees were queried specifically on 
(i) their awareness of the existence of any laws 
or regulations pertaining to Microfinance (ii) 
whether the lending institution/s they had 
obtained credit facilities from is/are registered, 
to their knowledge, and (iii) their awareness of the 

Microfinance Act No. 6 of 2016.

As is evident from the above graphical 
demonstration, no interviewee was aware of the 
Micro finance Act No. 6 of 2016 or its provisions. 
Awareness of the existence of any laws or 
regulations governing the Microfinance sector 
was similarly low, with less than 50% of the 
interviewees from each district stating that they 
were aware of such laws and regulations. Even so, 
those who answered this query in the affirmative, 
stated that they were not aware of what such laws 
or regulations were or the stipulations contained 
therein. As demonstrated above, the knowledge of 
the registration status of their lending institution 
was relatively higher, as opposed to the other 
two indices studied here. However, the detailed 
answers to this question place an important 
caveat of such knowledge of registration status. 
Interviewees mainly gathered whether their 
lending institution was registered based on one of 
two factors, that is, (i) where the agents or officers 
of such MFI stated that it was registered or (ii) 

10
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Literacy / Awareness of the Borrowers of
the Micro Finance Regulatory Framework

Awareness of the existence
of regulation for MFIs

Is it the institution lending to
the interviewee registered?

Kilinochchi District

Awareness of the Micro
Finance Act of 2016

Ampara District Hambanthota District

based on the registration number listed in the 
forms. 

Several interviewees in the Kilinochchi District 
reported the lack of literacy (both linguistic 
and financial) being an obstacle in obtaining 
microcredit facilities with full awareness. Most 
reported the forms being in English, and being 
unconversant in English, someone else having to 
fill the form for them. 

This also meant a lack of clarity on the terms and 
conditions of the loans, importantly, with regard 
to interest rates and repayment installments. The 
interviewees appear to have agreed to highinterest 
rates and frequent installments, either 
unknowingly or without a full understanding of 
the consequences. They reported coming to know 
the gamut of terms of conditions only subsequent 
to obtaining the loan, and when faced with 
repayment difficulties.
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The loan application forms are in English. So it 
is not clear what the restrictions  and what the 
interest rates are. I took a loan of Rs. 25, 000. The 
Microfinance company levied Rs. 3, 500 per week 
as an installment. I had taken out a loan without 
complete clarity as to how much of the interest 
and capital is deducted from the loan. It was only 
later, as the weeks went by, that I understood that 
I was paying additional interest. 

| Interviewee from the Kilinochchi district

The form was in English and it was completed by 
an officer at the Microfinance bank. Therefore, I 
did not know what was included in the application 
form.  When the loan was being repaid, the 
interest was higher and additional interest was 
charged if a loan installment is defaulted upon. 
When I queried about this, the officer said that I 
had agreed to this when obtaining the loan. 

| Interviewee from the Kilinochchi district
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CHAPTER FOUR: MICROFINANCE 
AND WOMEN

The Impact of Microfinance on 
Women

The impact of MF on women can at best be 
summarized to contain mixed outcomes. There 
is no singular, uniformly positive experience with 
MFIs and MF from the interviewees, across the 
three Districts. The impact is better assessed 
through a breakdown of different parts of the 
Microfinance process, and the factors that 
contribute to the outcomes of the experience at 
each stage. Where relevant, this chapter has also 
highlighted gendered nuances to the outcomes of 
the Microfinance experience. 

4.1. The Microfinance Process and 
Gendered Perspectives

a Loan Application 

Interviewees described their preference for a MFI 
over a traditional lending scheme in a licensed 
commercial bank or state bank, and the rationale 
for this preference revolved around the inability 
to comply with three formalities: - (i) inability 
to enlist a co-signor or guarantor (ii) inability to 
provide collateral or (iii) elements of financial 
and legal literacy involved in submitting a loan 
application. 

Within these broad categories, the interviewees 
elaborated on more specific challenges:-

In summary, the preference for MFIs over traditional 
banks mainly revolves around the procedural 
laxity of MFIs in the loan application process. 
Lesser or no formalities with regard to guarantors, 
collateral, and documentation has led to a 
preference for MFIs. Some restrictions imposed by 
traditional banks, like stringent requirements of 
guarantors (who are civil servants) and collateral 
in the form of land title-related documentation 
appears to prevent legitimate loan-seekers from 
approaching the formal banking system. However, 
other requirements like ensuring that the loan is 
utilized for the purposes for which it is obtained, 
ensuring the borrower’s creditworthiness and 
repayment ability, or stipulating that multiple 
loans are not simultaneously obtained due to 
the increased chances of default, are reasonable 
steps taken by banks to safeguard the borrower 
and the interests of the banks. 

In one of the few instances of a positive experience 

Traditional banks requiring a salary to be 
deposited every month to the credit of the 
borrower, prevented interviewees who are 
daily wage earners, or small to medium 
scale entrepreneurs from approaching the 
traditional banking system. 

Traditional banks preventing several loans 
from being obtained from different banks at 
the same time, until each loan is serviced, 

i

ii

iii

iv

v

vi

served as a deterrent to approach traditional 
banks. 

Procedural safeguards in traditional banks 
ensure that the loan is utilized for the purpose 
for which the loan was borrowed. 

Preference is given by the banks for loan 
applicants who are civil servants, or for 
applicants for whom civil servants sign as 
guarantors. According to the interviewees, two 
civil servants are required to sign as witnesses 
to a loan application, or in the alternative, title 
documentation to land must be submitted. 

One interviewee stated that the lengthy  
traveling  distance between her home and the 
nearest bank made it difficult to obtain a loan.

Several interviewees also referred to the fast 
pace at which they are able to borrow from MFIs, 
as opposed to traditional banks, which require 
a considerable period of time to process loans. 
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with MFIs, one interviewee explained how the 
procedural safeguards of one MFI prevented 
repayment from becoming a burden,

The interviewees themselves recommend that 
MFIs should give loans subject to the repayment 
ability of each individual borrower, check 
creditworthiness and credit history by ensuring 
that no parallel, outstanding loans have been 
borrowed, and oversee whether the loan is being 
utilized for the stated purposes, in a manner 
that bears yield in order to repay the loan. The 
interviewees are aware that procedural laxity on 
the part of the MFIs encourages irresponsible and 
repetitive borrowing on their part, leading to a 
cycle of debt. 

To explain further, it appears that most pitfalls of 
MF result from the procedural laxity and lack of 
safeguards. The informality, speed and procedural 
leniency with which a loan can be obtained from 
a MFI enables many to obtain loans quickly, and 
obtain several of them, with no oversight as to 
whether the loan is utilized in an industrious, and 
profit-bearing manner. The leniency with which 
such loans can be obtained from MFIs become 
the grounds for grievance upon default. In other 
words, the absence of procedural safeguards 
leads to financial mismanagement and draws the 
borrower into a “debt trap.” 

With regard to entrepreneurial ventures, the loan 
was obtained as either capital to commence the 
business, or to effect necessary developments 
or as accident coverage. The nature of the 
entrepreneurial ventures the interviewees engaged 
in was mostly (i) poultry/livestock rearing, or (ii) 
cultivation, with some interviewees engaging 
in (iii) small or boutique-scale manufacturing 
industries.  

Loans have also been obtained for housing, either 
as base value to construct the house, or to effect 
developments or as supplement deficiencies in 
the existing base value. 

Although an empirical conclusion cannot be 
drawn regarding the factors that contribute to the 
success of the MF experience due to the limited 
sample size of this research, it can be observed 
that where the purpose for obtaining the loan 
is specific, direct and small-scale, the loan has 
been well utilized and re-paid with success. One 
interviewee explained how she obtained a loan 
to replace the ceiling sheets in the hut where she 
burns the bricks for her small-scale brick industry. 
The ceiling sheets had been destroyed due to a fire. 
With the loan, she was able to replace the ceiling 
sheets, which helped with her brick venture.

b Utilization of the Credit Facility 

The two most recurrent objects for which the 
interviewees obtained credit facilities were:- 

“In the Janashakthi Bank Society, if a loan to be 
received, we have to definitely show that it is 
sought for a definite purpose such as to start a 
new entrepreneurial venture or to develop any 
infrastructure. Further, when the Janashakthi 
Bank Society grants a loan for over one hundred 
thousand rupees, they visit the business site and 
check the ability of the borrower to repay the loan. 
Hence, only the people who are in a position to pay 
back the loan are granted the loan.  Otherwise, 
people are getting trapped further into debts.” 

| Interviewee from the Hambantota district

Entrepreneurial venture 

Housing
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Another interviewee, who had commenced a 
banana cultivation and obtained a loan to plow 
the land and arrange a drainage system, similarly 
reflected that her experience with MF was positive. 

Borrowers who did not utilize the loan for the 
purposes stated in the application seemed to 
uniformly experience adverse outcomes. 100% 
of interviewees from across the districts who 
stated that the loan was not utilized for the 
stated purposes reported facing difficulties 
with repayment. However, the sample size is 
not representative enough to draw a conclusion 
that repayment difficulties were faced by only 
those who did not utilize the loan for the stated 
purpose. Repayment was reported to be the most 
challenging aspect of the Microfinance experience 
for many interviewees, as discussed below.

c Repayment  

Loan repayment was a focal point of the 
questionnaire developed to carry out this research. 
73.3% of all interviewees reported repayment to be 
the most challenging aspect of obtaining a credit 
facility from MFIs. The challenges faced by the 
interviewees could be broadly classified into the 
below headers.

“(The loan) helped with my brick business. If I was 
not able to renovate the roof of the hut, I would not 
have been able to continue burning the bricks.”

| Interviewee from the Hambantota district

“(The loan) has helped my entrepreneurial 
venture. I was able to develop my banana 
cultivation only because of the loan I received 
from the Janashakthi Bank Society. I pay my loan 
installments through the income I gain from the 
banana cultivation.”

| Interviewee from the Hambantota district

Kilinochchi District

0 24 68 10 12

Ampara District

Hambantota District

Yes No

Responses to : What was the most challenging aspect
of your experience with Micro Finance

0 24 68 10 12

Obtaining Returns on
Investment (ROI) from
the loan facility as expected

Expending the loan obtained in
a productive manner, towards
the stated objectives

Loan formalities and
literacy barriers

Kilinochchi District Ampara District Hambanthota District

Higher interest percentages:
The interviewees reported the high-interest rates 
made it impossible to pay the loans back, and that 
these sums were arrived at without consideration 
of their repayment abilities or income capacities. 
According to the interviewees, the interest rates 
were so high, that the amounts paid in interest 
may have exceeded the base amount borrowed. 
There is no uniformity or regulation of bandwidth 
or upper limit for interest rates.

Repayment difficulties:
Were encountered as a result of not utilizing 
the loan for stated purposes, or even where the 
loan is utilized for the stated purpose if the 
entrepreneurial venture does not bear yields 
in the manner anticipated. Repayment also 
becomes challenging, where the loan is obtained 
for activities that do not produce a return on 
investment, for example, the construction of a 
house. 
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Weekly repayments:
Interviewees reported of repayment schemes 
where they were expected to make weekly 
repayments. The repayments were of high values 
in comparison to the capital. As with interest 
rates, there does not appear to be any uniformity 
or regulation regarding the repayment schemes.

Terms of the loan:
Several interviewees reported not being fully 
aware of the terms of repayment or the methods 
of collecting installments employed by MFIs. 
Participants from the North also expressed 
uncertainty in the terms of the loan, and stated 
that the gamut of implications of borrowing were 
not conveyed to them at the time of obtaining the 
loan. Interviewees reported that the application 
forms were in English, and that they did not 
have absolute clarity on the terms of the loan, 
particularly with regard to the percentage of 
interest and capital, which resulted in paying 
more than the capital overtime.

The recurrent pattern was the lending of small 
amounts of loan, (and often several of them), on 
high interest rates with frequent installments. 
Women seeking loans for emergency requirements 
or for upcoming installments obtained new loans 
to service previous ones.

d	Repayment	Difficulties	in	Entrepreneurial	
Ventures

The difficulties encountered for those who had 
obtained for entrepreneurial ventures is two-fold: 
Firstly, those who did indeed utilize the loan 
towards their entrepreneurial venture did not 
receive the expected Returns on Investment. The 
interviewees were typically engaged in small 
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to medium scale enterprises, which were sole 
proprietorships. They were further faced with a 
downturn in business outcomes due to COVID - 19. 
Secondly, interviewees encountered repayment 
difficulties due to not utilizing entrepreneurial 
loans for such ventures. They had instead used 
them for housing, re-paying previous loans, or 
simply for subsistence.

In both instances, a lacunae exists in terms of 
oversight mechanisms in MFIs. It has already 
been highlighted that MFIs were not stringent 
on overseeing that the loan was utilized for the 
purposes for which it was obtained, and this made 
the option of MFIs attractive to borrowers – at least 
initially. Secondly, as discussed in chapter two of 
this research, MFIs could engage in ‘Credit-Plus’ 
facilities, whereby they provide training, business 
solutions, and planning to entrepreneurs, rather 
than merely allowing unlimited borrowing.  

In this facet too, similar to some aspects 
highlighted in the rest of this chapter, the MFIs 
appear to act with little regard to the repayment 
abilities of the borrowers, or the wellbeing of their 
entrepreneurial ventures. The loan scheme is set 
to engage as many as possible, and soon after, 
trap them into a cycle of debt. By design, the setup 
appears to entrap as many as possible who are 
seeking loans, and shortly after, keep them in a 
cycle of borrowing.

“The reason for facing all these struggles is 
because of not undertaking activities with 
respect to the purpose of obtaining the loan, lack 
of proper planning and lack of proper awareness 
about the industry.”

| Interviewee from the Ampara district
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66.6% of participants at the interviews conveyed 
that they had obtained multiple loans, usually 
from different lenders. While a proportion of these 
loans were obtained for different objects, a number 
of interviewees had obtained multiple loans to 
service prior loan installments. The number of 
multiple loans obtained simultaneously ranged 
from between two loans to twenty loans. When 
indicating why MFIs were selected as opposed 
to traditional banks, interviewees stated that 
traditional banks prevent them from borrowing 
multiple loans, where previous loans are not fully 
repaid. However, interviewees similarly expressed 
disgruntlement that the possibility of obtaining 
multiple loans, and simultaneously, had resulted 
in falling into a cycle of debt. 

4.3. Repayment Methods 
Employed by Lending Institutions 

Several participants expressed concerns relating 
to the repayment methods employed by lenders. 
While no indications of flagrant violations were 
present in the interviews, several participants did 
raise issues regarding inappropriate language 
or gestures. This is a gender-specific outcome of 
MF, as it is the female borrowers who have been 
subject to this.

Several interviewees reported representatives of 
the MFIs coming to the homes of the borrowers 
and refusing to leave until the installment due 
was paid. This resulted in severe humiliation for 
the interviewees. Interviewees reported having to 
hide in rooms in their own homes or leave home on 
the day of repayment. The collectors coming home 
and refusing to leave had also led to problems 
within married couples, and not infrequently, 
incidents of violence. Two interviewees from the 
Ampara district reported undergoing a breakdown 
of marriage as a result of repayment issues faced 
as well as such conduct of recollection agents of 
the MFIs. 

Another recurrent occurrence was the usage of 
inappropriate language, either in person or in 
public. As demonstrated above, a high number of 
participants reported that they found the language 
and/or gestures used by the repayment collectors 
to be inappropriate. No incidents of sexual bribery 
or Sexual and Gender-Based Violence (SGBV) were 
reported in the interviews. 

The conduct of officers collecting the loan 
installments seems to be set on making the 
borrower and her family members uncomfortable, 
and to use this discomfort to exert pressure to 
repay the loans. Although the interviewees have 
denied any incidents of sexual bribery or sexual 
overtones in the conduct of MFI officers, the 
discomfort that the borrowers are subjected to 
(in the form of house visits and the officers not 
leaving the house), are nevertheless cause for 

4.2. Simultaneous loans

Kilinochchi District Ampara District Hambanthota District

No. of interviewees who obtained simultaneous loans,
typically to service an existing outstanding loan

0 2 4 68 10

Unethical Recollection Methods Used by MFIs

0 24 681 35 79 10

Subtle or overt threats

Inappropriate language,
conduct or gestures

Threats to person or
family members

Taking over property /
equipment / business premises
 in a manner not agreed as per
the terms of the loan

Imposition of exorbitant
interest rates upon default
of payment

Kilinochchi District Ampara District Hambanthota District
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concern. 

This also raises the question of whether MFIs 
should be regulated solely in terms of financial 
and legal standards (such as pertaining interest 
rates and repayment schemes), or whether the 
regulation of MFIs must be holistic to include 
ethical and normative standards, in addition 
to financial and legal standards. These ethical 
and normative standards would encompass 
recollection methods, stipulations regarding 
disclosure of the terms of the loan, and barring 
borrowers from obtaining multiple loans, 
especially when prior loans are non-performing or 
in default. 

4.4. Microcredit Facilities 
Obtained through a Group: 
Challenges and Opportunities

Kilinochchi District 

In the Kilinochchi District, all interviewees reported 
having obtained the loans through a group, while 
most of them stated that the group was formed by 
the lending institution itself, or through an agent 
of the lending institution.

Kilinochchi District Ampara District Hambanthota District

No. of Interviewees who obtained their
Micro Credit Facility through a group

90%

90%

100%

Interviewees from the Kilinochchi District further 
expressed the difficulties faced with regard to 
repayment procedures when a loan is obtained 
through a group. 

Hambantota District 

Interviewees from the Hambantota district who 
had obtained loans through group facilities stated 
that when a loan is obtained via a group, then 
liability is also incurred as a group, and default on 
repayment affects the group members’ ability to 
obtain further loans and their creditworthiness. 
One lending institution followed a system where 
based on a group’s ability and record of repayment, 
the groups were assigned alphabetical letters 
denoting their creditworthiness. 

Participants further explained another scheme 
where members of a group were all guarantors 
for one another, and where their loan amounts or 
repayment schemes did not overlap. The group 
merely functioned as a team of guarantors for one 
another. 

“After three people get together to obtain the 
loan, they will also tell you to repay the loan once 
a week. All three were told to repay the loan on 
the specified day. If I had to repay the loan every 
Monday, all three members of her group would 
have to repay the loan at the same time that day. 
If one person goes at 9.00 in the morning and the 
other arrives at 3.00 in the evening, they have to 
stay there till then to repay the loan.”

| Interviewee from the Kilinochchi district

“Even though we obtain loans as a group, 
there’s no condition which says all five must 
pay installments at the same time, etc. The five 
of us obtain five different types of loans no. For 
example, even though I get Rs. 50,000, another 
person might not obtain the same. She might get 
20,000 or 25,000. The date she gets is different 
from the date I get the loan. She would pay the 
installment on a separate day, and I would pay on 
another day.” 

| Interviewee from the Hambantota district
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Ampara District 

90% of the participants from the Ampara District 
reported having obtained their loan as a group. The 
group was formed mostly of close family members 
and neighbours. Interviewees from the Ampara 
District explained how a group was necessary to 
obtain a loan.

Some participants stated that the lending 
institutions created the groups, while the rest 
formed their own groups of women who they found 
to be ‘trustworthy and reliable. 

Interviewees further stated that the groups 
they formed to obtain and repay the loans, were 
engaged in community-based activities, as well.

“There was no group. No one else joined. But as 
a guarantor, I selected my elder sister. Here they 
provide loans as a team loan. There should be 
five people to get the team loan. These five people 
become each other’s guarantors. There is no other 
company or a partner, or another guarantee, but 
the guarantors are the five members of this 
team. It’s a team loan, it’s like this, there’s my 
elder sister and four other people. They become 
guarantors for my loan, and I become a guarantor 
for their loan. Its system is based on trust. My own 
sister, some villagers, and neighbours formed 
this group.” 

| Interviewee from the Hambantota district

“The Association has about 30-40 people. But 
the five of us in the group will always work 
together, even when cleaning a garden etc. We 
have a “Shrama Huwamaru” (labour exchange) 
scheme. We would help each other to keep our 
gardens in order, cultivate medicinal plants etc. 
This arrangement is there because it’s difficult to 
manage 30-40 people all the time. The five of us in 
the group are closer with each other and are there 
for each other always. The role of the group goes 
beyond obtaining loans. We would get together 
when there is an emergency”

| Interviewee from the Hambantota district

“We have to write group reports too. The group 
meets once a week. We also deposit a separate 
amount of money for the “Samooha Aramudala” 
(group fund), of about Rs. 100-200 per month 
or so. Members can decide on the amount they 
deposit.” 

| Interviewee from the Hambantota district

They tell us that if we want a loan, we have to form 
a group. Everyone in the group has to sign for 
each other. They will give the loan only after that. 
Therefore, those of us who live nearby and need a 
loan will get together and create a group.

| Interviewee from the Ampara district

“The Association itself creates groups. When 
picking members, we pick people we can trust, 
those who are trustworthy. When we join the 
Association, the President and the Secretary of 
the Association ask us whether we would like to 
join these people to our group. If we are okay only, 
they are added to our group. If I find someone 
trustworthy, and if they too find me trustworthy, 
we can form a group together. It’s a system built 
on trust.”

| Interviewee from the Hambantota district
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At (one company) three people have to sign to 
take a loan. They should be members so there 
is no necessity for relatives or neighbours. At 
(another welfare bank), to obtain a loan, a group 
of five people have to sign. Since those receiving 
the welfare stamps and those who deposit in the 
same bank cannot be guarantors the group is 
formed with neighbours and relatives. Therefore, 
those who are nearby are connected together and 
the (MFI) officer forms a group.

| Interviewee from the Ampara district

4.5. Stakeholder Perspectives

A number of interviews were conducted with 
professionals engaging with borrowers of 
Microfinance loans, as well as with lenders and 
enforcement agencies. They were professionals 
attached to government institutions, independent 
researchers on the subject, and lawyers. The 
interviewees were unanimous in their view that 
Microfinance was harmful. Salient features from 
the interviews are as below:

No tangible positive outcomes / Predatory 
in nature. While bearing no positive features, 
Microfinance schemes had become predatory in 
nature with time in Sri Lanka. The interviewees 
concurred that although Microfinance was 
envisaged as an instrument in poverty alleviation 
at a conceptual level, in effect, the results of 
Microfinance are contrary to this object. The 
practices adopted with regard to lending and 
recollection bear the hallmarks of targeting 
women who are from economically disadvantaged 
geographies in a post-conflict era, enabling 
accumulated borrowing with no consideration 
to their repayment abilities or the presence of 
collateral or guarantors, and thereafter employing 
unethical recollection methods, including, but 
not limited to degrading conduct towards the 
borrowers. These features together have rendered 
Microfinance schemes a ploy for ‘robbing from 
the poor’, with no regard to the upliftment of their 
lives or economic standards.
 

One interviewee, a researcher, remarked that 
big capital has made its way into small villages 
through Microfinance and taken away the money 
circulating in the villages in the form of savings 
held by women, or by the takeover of jewelry and 
title to the property. Another interviewee noted 
that Microfinance was of benefit to the companies 
and lending institutions, rather than to the 
communities they were expected to uplift. Several 
stakeholder-interviewees described Microfinance 
to be a ‘profit-bearing’ venture, contrary to the 
poverty alleviation and economic empowerment 
narratives around Microfinance. 

Another proposition put forward by the 
interviewees, which has also been supported by 
the outcomes of this research, is that borrowers 
get trapped into a cycle of debt by borrowing 
further to repay existing loans. 

Avenues for redress. Interviewees, including 
lawyers, highlighted the absence of an appropriate 
grievance handling mechanism that was 
sensitized to the borrowers. Several avenues like 
Mediation Boards or a proposed Small Claims 
Court may be possible options that could be 
explored. However, interviewees also pointed out 
that, by default, redress mechanisms may favour 
the lender, due to the borrowers entering into 
a contract and defaulting on payment. Unless 
misconduct can be established in terms of fraud 
or coercion to enter into the contract, or in terms 
of the use of unethical recollection methods (like 
harassment or trespass) of credit officers, it can be 
difficult to make a case in favour of the borrowers. 
Willingness to pursue litigation, affordability of 
legal costs, and deterrence through threats or 
pressure are further factors which may prevent 
borrowers from coming forward to seek redress. 

As there is a lot of complexity and uncertainty 
surrounding the regulatory framework around 
Microfinance, as described above, the pursuit of 
any redress mechanism is likely to be similarly 
fraught with complications. 
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Chapter Summary:

Procedural safeguards relating to a (i) co-
signer / guarantor (ii) collateral at traditional 
banks deterred interviewees from approaching 
the formal banking sector. 

However, the laxity of procedures at MFIs 
also turned out to be a pitfall for borrowers. 
Traditional banks maintain requirements 
like ensuring that the loan is utilized for the 
purposes for which it is obtained, ensuring the 
borrower’s creditworthiness and repayment 
ability, or stipulating that multiple loans 
are not simultaneously obtained due to the 
increased chances of default, preventing the 
borrowers falling into further cycles of debt. 

Hence, the laxity of procedures at MFIs was 
both the cause of an initial preference for 
them over traditional banks, as well as, the 
repayment difficulties encountered later. 

A positive correlation was found to exist 
between the utilization of the credit facilities 
for purposes obtained and the ability to repay 
installments. However, repayment difficulties 
were faced by many of the interviewees, as 
detailed above, and it is therefore not possible 
to attribute success with repayment abilities 
entirely to the utilization of the credit facilities 
for the stated purposes.  

Financial and legal literacy, and requirements 
relating to documentation were also obstacles 
to entering the formal banking sector and 
an impediment to fully understanding or 
engaging with MFIs. These difficulties mainly 
surfaced with regard to understanding and 
completing the loan application forms. 

Simultaneous loans and obtaining loans 
through groups were reported widely across 
participants. 

|

|

|

|

|

|

|
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CHAPTER FIVE: COVID-19 AND
MICRO FINANCE

The interviewees were unanimous in their view 
that COVID - 19 had negatively affected their 
repayment abilities. For most interviewees, it was 
difficult to assess a measurable impact of COVID 
- 19 on repayment abilities, as they were faced 
with repayment difficulties irrespective of the 
impact of COVID - 19. While describing the impact 
of the pandemic on their experience with MF, the 
interviewees further observed the below, with 
regard to a specific impact on entrepreneurship 
and credit worthiness. 

Impact of entrepreneurial ventures:
The interviewees engaged in entrepreneurial 
ventures stated that their ventures were affected 
due to the pandemic, travel restrictions, and 
health regulations (especially for eateries) and 
that their inability to yield profits affected their 
repayment capacity. The interviewees engaged in 
entrepreneurial ventures indicated their inability 
to source raw materials for their ventures during 
lockdowns, and their ventures suffering as a 
result. 

Credit facilities not being used for stated purposes:
Apart from affecting their repayment capacity 
negatively, the interviewees who obtained loans 
shortly prior to the pandemic in 2019, stated that 
they were unable to fully utilize the capital amount 
borrowed for the stated purposes for which the 
loan was obtained. This resulted from the capital 
being used on subsistence rather than on the 
entrepreneurial venture.  

Creditworthiness and ability to borrow in future:
The pandemic also negatively affected their 
creditworthiness, as it was impossible to not 
default on monthly installments during the 
pandemic. As a result of their creditworthiness 
declining in the eyes of the lenders, they are 
unable to obtain further loans or avail concessions 
relating to repayment. 

5.1. Impact of COVID 19 along the 
Selected Districts 
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Kilinochchi District

Interviewees from the Kilinochchi District were 
mostly daily wage labourers or small-scale 
entrepreneurs, and they described the impact of 
COVID - 19 on their lives in the following manner. 
Those engaged in daily wage labour expressed 
their inability to have obtained daily wages during 
the period of travel restrictions. Entrepreneurial 
ventures were similarly halted, during the period 
of travel restrictions. 

All interviewees expressed their inability to have 
continued day–to–day sustenance during the 
COVID - 19 pandemic, in view of which, repaying 
the loan installments was not possible. 
While making reference to the welfare relief 
provided by local government authorities or from 
charitable (non-governmental) organizations, 
interviewees stated that these were either 
inadequate or failed to reach them, although 
there were certain villages who did obtain such 
concessions. 

No MFIs appear to have offered repayment 
concessions to the borrowers or writing off of 
the loan installments in view of COVID - 19 in 
the Kilinochchi District. What the interviewees 
considered to be an interim ‘relief’ was that the 
repayments could not be collected by the MFIs 
during the travel restrictions, and that during 
the said period they did not have to pay the loan 
installments. However, interviewees further 
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5.2. Impact of COVID - 19 on
Small–Scale Entrepreneurial 
Ventures and Repayment of 
Microcredit Facilities

reported that immediately after travel restrictions 
were lifted, the agents of MFIs came to collect the 
installments, mostly, on the very next day.   

Ampara District

repayment from their MFIs, but stated that 
these concessions were inadequate to allay the 
hardships faced. The inconsistent responses to 
whether repayment concessions were provided 
by the MFIs leads to the observation that the 
government regulations on COVID - 19 related debt 
moratorium has not been implemented uniformly 
by all MFIs. 

Apart from repayment concessions relating to 
Microfinance, interviewees also reported having 
received welfare relief from their local authorities, 
mainly the Divisional Secretariat, or from 
charitable (non-governmental) organizations. 

Interviewees further reported that the continued 
levying of installments during COVID - 19 
aggravated their vulnerability to keep borrowing 
loans. Further, although concessions were 
provided with regard to repayment through an 
extension of the payment date, this also meant 
that accrued installments had to be paid at once, 
increasing the burden on borrowers. It is unclear 
whether the concessions on repayment were 
effective, especially where it appeared to be no 
more than an extended date of payment for the 
accrued installments.

Hambantota District

The highest number of participants who reported 
having received concessions on repayment from 
their respective MFIs were from the Hambantota 
District, where 60% of interviewees reported 
having received concessions, half of whom 
reported that such relief was adequate in view 
of COVID - 19. The concession was in the form of 
a delayed repayment, offered by identified MFIs. 
However, interviewees further stated not all MFIs 
provided such relief. Interviewees from the South 
also reported COVID -19 negatively impacted their 
entrepreneurial and agricultural ventures.

Impact of COVID - 19 on Small – 
Scale Entrepreneurial Ventures and 
Repayment of Microcredit Facilities

“I was continuously paying my loan properly, 
however, post COVID - 19, I was no longer 
able to pay it. Since I faced a loss in my 
entrepreneurship, I have no capital left of 
the money I took to engage in employment. 
There is no one to believe in me and give me 
a loan.”

| Ampara	district,	small	scale	eatery

During this period, there was more chance to fall 
into another loan. (MFIs) did not provide any form 
of offers during COVID - 19 period. They continued 
to levy the (installments) from us. 

| Interviewee from the Ampara district

We submitted a letter to the (MFI) requesting 
them to not calculate the interest for the loans 
during the COVID - 19 months. I don’t have an idea 
of the steps taken by the bank on the letter. I am 
not sure whether or not the bank calculated the 
interest of the loans for the time period. However, 
during those times, we didn’t receive any letters 
reminding us about the loan repayments.

| Interviewee from the Hambantota district

The (MFI) gave an extension of four months. 
However, they asked us to pay for the four months; 
accumulated in one installment.

| Interviewee from the Ampara district
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“Because of COVID - 19, I couldn’t continue 
the paddy grinding enterprise. Nobody 
comes to my house to buy rice grains.”

| Ampara	district,	small	scale	rice	milling

“The raw materials for my garland-making 
business, i.e. the flowers, are brought 
in from Nuwara Eliya via bus. Since bus 
services were restricted during COVID - 19, 
I was unable to purchase flowers. I used to 
buy flowers and make flower garlands for 
temples and weddings. Because of COVID - 
19, there were no weddings and the temples 
were closed as well. My livelihood was 
completely affected. As a result, I couldn’t 
repay the loans.”

| Ampara	district,	garland-making

“I couldn’t buy the necessary raw materials 
needed for the brick industry. So I had to 
wait till the lockdown rules were relaxed, to 
find the necessary raw materials.”

| Hambantota	district,	brick	burning	enterprise

“Initially we were settling the loans on 
time. After COVID, since our jobs were fully 
affected, I was unable to repay the loan.”

| Ampara	district,	rice	and	chili	milling	

“We are reliant entirely on farming. We 
didn’t get fertilizer in time. Further, the 
products used in farming also increased 
in price. The fertilizer which was sold at Rs. 
1500/- is now being sold at Rs. 30000/- They 
are giving just plain mud saying its organic 
fertilizer. We bought that and only used 
it for cultivation. We got only 15 sacks of 
grain in the land that could reap 50 sacks. 
That’s why we couldn’t reap a harvest and 
we didn’t get the initial capital that we 
invested back.”

| Ampara	district,	agriculture)	

“I reared chickens, and through this my 
income increased. However, after COVID - 19, 
since the price of chicken feed increased, 
I had to pause rearing the chickens and 
faced a loss in my venture. Due to COVID - 
19, entrepreneurial ventures were affected. 
Rearing goats, poultry rearing, home 
gardening ventures were continuously 
affected. I was therefore unable to make the 
due loan term payments. Not only is the loan 
in arrears, we are also paying an additional 
interest.”

| Kilinochchi	district,	poultry	rearing	

“Usually in our banana plantation around 
4-5 employees work. However, with the 
pandemic, people couldn’t come to 
the land to work. Also we couldn’t find 
all the necessary fertilizers needed for 
the plantation. Moreover, our market 
significantly reduced with the shops we 
usually put our bananas in being closed for 
several months. With our income reducing, 
we couldn’t pay our installments properly. 
My banana plantation got severely affected 
with the COVID - 19 pandemic. The main 
problem was that we lost the market to 
which we put our products into, with the 
shops being closed. Also, as I said before, 
we couldn’t find the people to work in the 
cultivation or the necessary fertilizer for the 
plants.”

| Hambantota	District,	banana	cultivation	
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CHAPTER SIX: INTERVIEWEES’ EXPERIENCE
WITH REPARATIONS

This research study contains a chapter on the 
experience of interviewees on Reparations. 
Although this is unrelated to reparations vis-
à-vis Microfinance, by research mandate, this 
report studies and makes findings on the 
experience with the reparations mechanisms of 
the interviewees. More specifically, aspects such 
as the understanding of the interviewee of the 
term ‘Reparations’, the form of reparation they 
obtained, the application process, calculation of 
compensation, and the adequacy of such relief to 
uplift their living standards. 

Kilinochchi District

0 24 68 1013 57 9

Ampara District

Hambantota District

6.1. Forms of Reparations, 
Understanding of Reparations 
amongst the Interviewees 
Kilinochchi District

Interviewees from the Kilinochchi and Ampara 
Districts were most able to identify the concept of 
‘reparations’ and define it with clarity. A number 
of them had also received relief from state 
institutions, even if not all of the interviewees 
were specifically able to identify the same as a 
form of reparation. 

Two forms of reparation have been most 
frequently provided in the Kilinochchi District. The 
first is a housing scheme or housing plan from 
local authorities, typically through the Divisional 
Secretariat, after going through an application 
process facilitated by the Grama Niladhari. 
Interviewees reported being able to undergo the 
application process alone, as the forms issues 
were in Tamil. Secondly, some interviewees 

reported having received a sum of Rs. 325,000 
from the North East Housing Reconstruction 
Programme (NEHRP),  towards the construction 
of a house, as  reparation. The process appears to 
have been facilitated through local authorities, 
and it is unclear whether the housing scheme 
/ plan provided by the local authorities above, 
intersects with this. With regard to both, the 
interviewees were unable to specifically identify 
the housing grants as forms of compensation 
awarded as ‘reparations’.

In the Kilinochchi District, a unique correlation 
between Microfinance and reparations surfaced. 
Two interviewees who had obtained relief for a 
resettlement housing scheme through the NEHRP, 
in the form of a sum of Rs. 325, 000, reported 
having to borrow a Microfinance loan due to the 
insufficiency of the above sum to build a house. 
As a result, their credit amount did not yield any 
returns due to investing the same as a housing 
plan. This led the two interviewees into a further 
cycle of debt.

We were resettled in 2009 after losing our property 
and assets due to the war. In this situation, in the 
year 2011, we got the housing scheme from the 
Divisional Secretariat through the NEHRP scheme. 
A total of Rs. 325, 000 worth of compensation for 
the house was disbursed in installments. The 
house could not be fully completed through the 
above compensation. This scheme was provided 
in 2011. We were resettled during that period 
and received this within a few months after 
that. There was no employment. The fund was 
insufficient to finish the house. Moreover, the 
funds to build the house were provided in phases 
after the completion of each stage. Due to this, I 
took loans from Microfinance Institutions. So far 
no livelihood assistance has been provided by the 
government or any other organization. 

| Interviewee from the Kilinochchi district
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Ampara District

Interviewees from the Ampara District were able to 
directly explain the relevance of the relief obtained 
as a reparation for war-time grievances and/or 
violations. Four of the interviewees whose brothers 
were taken away during the war, stated that 
they obtained compensation towards a housing 
scheme, as reparation. Another interviewee stated 
that her family received similar reparation as 
two of her uncles were similarly taken away. One 
interviewee stated that she was detained under 
the Prevention of Terrorism Act for three years, 
for which she received a housing scheme as a 
reparation. The application process seems to 
have been facilitated typically by the Ministry 
of Rehabilitation through local government 
authorities. One interviewee who obtained such a 
housing scheme stated that her socio-economic 
status has improved as a result.

I haven’t received anything from the Office 
for  Reparations. However, from the Divisional 
Secretariat, I have obtained Rs. 1, 000,000/- worth 
of a housing plan and the building activities 
are taking place now. I received the house on 
13.07.2021. My older and younger brothers were 
shot dead in 1999 and 2006, respectively. I 
obtained the housing plan as compensation for 
this. The form was filled by my Divisional DO, in 
Tamil. The officers of the Ministry of Rehabilitation 
attached to the Ampara District Secretariat 
visited based on the application, allocated points 
and selected me for this scheme.

| Interviewee from the Ampara district

I was arrested under the Prevention of Terrorism 
Act and was detained in Welikada prison for 3 
years. I was provided with rehabilitation at that 
time. I obtained this house on 13.07.2021 as a 
reparation for this. Since I don’t have a house, I 
received a house worth Rs. 600, 000 from the 
government. I was selected through the Economic 
Officer in the Divisional Secretariat. After that, 
I was awarded some points by the officers of 
the Ministry of Rehabilitation working in the 
Ampara District Secretariat. When calculating the 
amount of reparation to be awarded, the number 
of members in the house was considered. Since 
it was me and my son, I received a house worth 6 
lakhs on the basis of 2 members of the household.     
A house worth 10 lakhs LKR will be provided for a 
family of 3 or more.

| Interviewee from the Ampara district

At the Divisional Secretariat, they have said 
compensation and provided a home and money 
to many people. One of my siblings was taken 
away and never returned up to now. My sister’s 
husband who went in 2002 to tie her cattle to the 
forest has still not come back and is missing. 
My sister is still involved in searching for him. 
She has taken part in a lot of protests. Through 
her, I have heard of reparations. She says that 
compensation and reparations are different. 
Those working at the Divisional Secretariat do 
not understand that. The government gives us 
Rs. 25,000 or Rs. 50,000 for our lives. But is this 
the actual value of one’s life? When my sister’s 
husband went missing, the kids were small. 
It was with great difficulty that she raised the 
child without the father. If she had been there the 
state/ condition of the children would have been 
vastly different. These are all what the people in 
my sister’s family lost. I think however much you 
give, that wouldn’t sufficiently compensate them. 
The children grew up without the love of their 
father. How many times have I seen my sister 
crying? She struggled to give food to her children. 
The same situation happened to my mother. My 
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Hambantota District

Only one of the interviewees was able to define 
the concept of reparations from the Hambantota 
District. One interviewee reported a relative 
having received compensation for losses incurred 
during wartime. Another stated that she received 
compensation for the demise of her husband who 
served in the Sri Lanka Army.

elder brother was taken away in 1984. He hasn’t 
returned up to now. My mother wasn’t eating and 
if she saw her adult children she would cry. She 
would cry if she saw my brother’s friends. I have 
seen so much difficulty. My mother is also old 
now. My mother feels guilty thinking that she has 
lost her eldest child.  For some time during good 
days, such as if it’s April New Year, Thai Pongal our 
house would be like a funeral house. We won’t buy 
new clothes or cook good food. All these things 
which we lost when we were young, would it come 
back to us again?
 
| Interviewee from the Ampara district

“It is important to remember that compensation—
or the payment of money—is only one of many 
different types of material reparations. Other 
types include the restitution of civil and political 
rights; granting access to land, housing, health 
care, or education…”39

“ “individual reparations” mean, such measures 
as are intended to recognize the right to an 
effective remedy and benefits for an individual 
aggrieved person and shall include:
(b) micro-finance and concessionary loans;”

Kilinochchi District

02 46 81 01 2

Batticaloa District

Hambantota District

Obtained Compensation or Housing as Reparation

6.2. Recognizing Microfinance 
as a Post–War Concern, and the 
Relevance to Reparations

This study does not undertake to draw a correlation 
between reparations vis-à-vis Microfinance-
related grievances. However, the chapter does 
focus on the experiences of women borrowers from 
MFIs with the reparations process. There appears 

to be at least two ways in which observations on 
reparations could become relevant to study on 
Microfinance. 
Firstly, this research looks to study the impact of 
Microfinance on women affected by war. There is a 
connection between their post-war socio-economic 
conditions which have led to the prevalent lack 
of capital to commence their microenterprises, 
which in turn have led to the women borrowers 
seeking microcredit schemes. This ties up with 
the proliferation of MFIs in a post-war context, and 
resonates with the literature reviewed earlier in 
the study on how war-affected women are a target 
for informal and smaller lending institutions. 
Secondly, reparations, a process which if it had 
been adopted and executed properly, would have 
alleviated the requirement for the ubiquitous 
borrowings from MFIs. The International Centre 
for Transitional Justice identifies compensation 
as a key form of reparation, while reiterating that 
several forms of reparations may be necessary 
before lives and livelihoods lost to war can be 
rebuilt and compensated for,

It is further important to note that the Office for 
Reparations Act No. 34 of 2018 defines “individual 
reparations” to be inclusive of microcredit 
facilities in its Section 27,

39 International Centre for Transitional Justice, Reparations. Accessible at https://www.ictj.org/reparations

https://www.ictj.org/reparations
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This provision is important because it shifts 
the onus of regulating MFIs back to the state, 
and frames Microfinance as a post-war concern. 
It recognizes that Microfinance could play a 
significant role in the financial and livelihood 
dimensions of the reparations process. The 
mention of “concessionary loans” resonates with 
the idea of compensation, albeit in the form of 
loans. However, as has been evidenced variously 
through the findings of this paper, the role of MFIs 
in Sri Lanka is quite contrary to the ends envisaged 
through the above cited provision.  However, it 
remains relevant that the onus falls squarely on 
the state to (i) identify Microfinance as a relevant 
form of reparation and (ii) regulate MFIs to ensure 
that its activities are in furtherance of the stated 
objectives in the respective legislation, that is, the 
Microfinance Act and Office of Reparations Act.

Chapter Summary:

This chapter captures the experience of the 
interviewees with the reparations process, 
while not seeking to establish any correlation 
between reparations vis-à-vis Microfinance-
related grievances. 

The chapter also assesses the ability of 
interviewees to define the term reparations 
with adequate clarity and identify measures as 
a form of reparations. 

The familiarity of the interviewees from the 
Kilinochchi and Ampara districts with the 
term reparations was higher, while they had 
also engaged with the process through state 
institutions, at local government level. 

|

|

|
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CHAPTER SEVEN: CONCLUSIONS AND
RECOMMENDATIONS

7.1. Conclusions And Research 
Findings

Gendered impact of Micro Finance.

Research on the impact of Microfinance on men 
has been sparse, except in the capacity of a spouse 
to a borrower. This is mainly because Microfinance 
lending schemes are advanced at (or as described 
by some interviewees, “targeted” towards) women. 
Women are the target category for Microfinance 
loans, and this research finds that conflict-affected 
women, as studied in the Kilinochchi, Ampara and 
Hambantota districts, are impacted differently by 
Microfinance, and face unique challenges. While 
this research attempts to study the gendered 
impact of Microfinance on women, this can be a 
complex conclusion to arrive at, in the absence 
of a comparative study on the impact of the 
same on men. Notwithstanding, one may rightly 
conclude that women are affected differently in 
their Microfinance experience, mainly due to the 
fact that the challenges encountered are unique 
to their gender, and the ramifications of their 
gender. This study draws on various examples, 
including literacy issues, the challenges faced by 
women in entrepreneurial ventures, and the socio-
cultural implications of debt default, like stigma 
and inability to seek redress. 

Geographical variations.

The impact of Microfinance proved similar across 
the districts on several metrics, as is evidenced by 
this research. These aspects include repayment 
ability, impact on entrepreneurship, the impact of 
COVID - 19 on repayment abilities, and challenges 
faced in the Microfinance experience. However, 
participants from the Hambantota District appear 
to have had a relatively better experience with 
Microfinance, marking several positive indicators. 

Impact of COVID - 19.

Participants from all districts stated that their 
repayment ability was negatively affected due 
to the COVID – 19 pandemic. More specifically, an 
impact was felt with regard to entrepreneurial 
outcomes due to travel restrictions. Participants 
stated that there were either no relief or 
concessionary measures provided by regulators or 
lenders, or that such measures were inadequate. 
Participants even equated the inability of 
credit officers to collect repayments during the 
pandemic as a ‘relief measure’. 

Reparations.

Interviewees lacked clarity on the concept of 
reparations, by and large. Those who had obtained 
compensation as relief measures in the form of 
land or housing were seen to be able to describe 
the concept with more clarity. An interesting 
correlation emerged to the extent that where 
monetary reparations were found to be inadequate, 
Microfinance has been approached by the women.

7.2. RECOMMENDATIONS 

7.2.1. Regulatory Framework and Regulatory 

Authorities 

Make registration compulsory for all 
Microfinance institutions, formal and informal, 
in order to bring these lending institutions 
under the purview of the Microfinance Act No. 
6 of 2016, and CBSL directives and regulations. 

Prohibit the levying of interest rates at a 
percentage higher than the centrally approved 
35% per annum (all inclusive) by CBSL Directive 
No. 02 of 2019

Prohibit the imposition of punitive interest 
rates, whereby higher interest rates are 
attached to subsequent installment(s) upon 
default of an installment.

1

2

3



Burden Upon Burden: Report on Socio-Economic Impact of Micro Finance and COVID-19
on Women Affected by War and  Political Violence and their Access to Reparations 36

Introduce regulations and/or directives to 
stop unethical re-collection practices by MFIs 
and/or their agents, and further, to specifically 
enumerate what re-collection methods cannot 
be deployed by MFIs. Examples include, but are 
not limited to, 

Introduce regulations and/or directives 
to render monthly installments as the 
most frequent installment which can be 
levied, in view of the cumbersome nature of 
weekly installments, and the possibility of 
charging exorbitant interests through weekly 
installments.

Introduce regulations and/or directives laying 
out mandatory pre-conditions for the approval 
of loans by MFIs. Such pre-conditions should 
include the below basic safeguards, which are 
typically followed in the formal banking sector,

Legislate to the effect that the board of 
directors of MFIs are held liable for the conduct 
of its employees and agents, especially where 
they act in a manner contrary to the legal, 
financial and (proposed) ethical standards set 
out in regulations and/or directives. 
 
Enlist the support of local government 
authorities to ensure compliance of MFIs with 
the regulations and/or directives at ground 
level. 

Introduce regulations and/or directives to 
make it mandatory to include clauses in 
the application form to ensure that the loan 
applicant has understood the terms and 
conditions attached to the loan. A mandatory 
clause can be introduced in the application 
form where the applicant attests that the duly 
filed application has been read over to the 
applicant by an official at the MFI and that the 
financial consequences have been explained to 
the applicant prior to the granting of the loan in 
a language understood by the applicant. Where 
the applicant suffers any form of infirmity 
due to age or disability, the process must be 
supported by a close relative or social worker 
appearing on behalf of the applicant.   

Introduce a complaints mechanism where 
grievances could be reported in an efficient, 
remote and decentralized manner, for example, 
through a hotline or an online grievance 
reporting mechanism. 

subtle or overt threats 

Inappropriate, improper, or sexually-
coloured, language, conduct, or gestures 

threats to the person or family members

taking over of property, utensils or 
equipment, or the business premises in a 
manner that was not agreed to in the loan 
application

home visits by recollection agents 
extending to several hours

sexual bribes 

Ensure the repayment capacity of the loan 
applicant by a standard set of criteria, like 
employment, asset ownership, or potential 
entrepreneurship opportunities.  

Confirm the creditworthiness and credit 
history of the loan applicant to ensure 
that there are no prior, outstanding credit 
commitments when approving new loans. 

Where the loan is obtained to start or 
develop an entrepreneurial venture, 
ensure strict compliance with the stated 
objectives of obtaining the loan, in order 
to ensure sufficient profits are made to 
enable repayment.

4
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Local government authorities could play 
a major role in the implementation of 
centrally issued regulations and directives by 
monitoring execution at ground level. 

The loan application process could enlist 
necessary approvals from local government 
authorities, to ensure that the loopholes in 
the application process and the chances of 
predatory or repetitive lending are minimized. 
For example, approvals from local government 
authorities to obtain loans could be made 
mandatory in order to,

Advise on the suitability, viability and 
profitability of the entrepreneurial venture 
sought to be undertaken by the loan applicant, 
prior to granting the loan. 

Provide suitable training, opportunities and 
resources to develop entrepreneurial skills, and 
technical knowledge on how to successfully 
invest in and develop their respective ventures. 
Examples include training and technical 
expertise specific to the crop sought to be 
cultivated, or the production venture proposed 
by a loan applicant.

While regulatory interventions can cure the 
issues highlighted in this study from the 
end of MFIs, it is awareness, literacy, and 
advocacy which can serve as the ‘silver bullet’ 
to end the practice of predatory lending by 
such MFIs. For this, potential borrowers must 
be informed of the dangers of microcredit 
facilities, particularly where the borrowing 
becomes repetitive, is not serviced in a timely 
manner, or is not utilized for the purposes it 
was borrowed for. Women, who are the most 

vulnerable borrower-base, should be educated 
on the below,

Ensure the repayment capacity of the loan 
applicant by a standard set of criteria, like 
employment, asset ownership or potential 
entrepreneurship opportunities.  

Confirm the creditworthiness and credit 
history of the loan applicant to ensure 
that there are no prior, outstanding credit 
commitments, when approving new loans. 

Where the loan is obtained to start or 
develop an entrepreneurial venture, 
ensure strict compliance with the stated 
objectives of obtaining the loan, in order 
to ensure sufficient profits are made to 
enable repayment.

Microcredit facilities must not be viewed 
as a means of day – to – day sustenance, 
insurance, emergency expenditures, or 
a fund for special events. It is a liability, 
and must be periodically serviced. For 
periodic repayment, the capital must be 
invested in a profit-bearing venture, which 
in addition to covering the expenditures 
incurred in such venture, and contributing 
to the sustenance of the entrepreneur, 
must be adequate to service such periodic 
installments. 

Awareness of the provisions of the 
Microfinance Act No. 6 of 2016, CBSL 
regulations and directives, and the rights 
of the borrowers. 

Basic financial literacy in order to, among 
others, know the interest rates borrowers 
are committing themselves to, and to 
carry out a self-assessment of whether 
they are capable of meeting the interest 
installments within the given time periods. 
Verify the registration status of their 
lending institutions. 

Awareness of grievance and complaints 
mechanisms and the relevant regulatory 
authorities they can approach in event of 
violations of the law and regulations.
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7.2.2. Local Government Authorities 

7.2.3. Civil Society Organizations and Social 
Services Organizations 



Burden Upon Burden: Report on Socio-Economic Impact of Micro Finance and COVID-19
on Women Affected by War and  Political Violence and their Access to Reparations 38

LIST OF
REFERENCES

A. Kadirgamar, N. K. (2019). Microfinance has been a Nightmare for the Global South. Sri Lanka Shows 
that there is an Alternative. Retrieved from Open Democracy.

C. Arambepola, K. R. (2019). Debt at My Doorstep: Microfinance Practices and Effects on Women in Sri 
Lanka. CEPA.

C. Gan, G. V. (2017). An Overview of Micro Finance. In G. V. C. Gan, Micro Finance in Asia. World Scientific.

G. Tilakaratna, U. W. (2005). Microfinance in Sri Lanka: A Household Level Analysis of Outreach and 
Impact on Poverty. Institute of Policy Studies.

H. Cydesdale, K. S. (n.d.). Micro Finance and Women: The Micro Mystique. Asia Society.

J. K. M. D. Chandrasiri, B. A. (2016). Micro-Finance Institutions in Sri Lanka: Examination of Different 
Models to Identify Success Factors. Hector Kobbekaduwa Agrarian Research and Training Institute.

Karnani, A. (2007). Micro Finance Misses its Mark. Stanford Social Innovation Review.
Organization, I. L. (n.d.). Small Change, Big Changes: Women and Micro Finance. International Labour 
Organization Working Paper.

Pomeranz, D. (2014). The Promise of Micro Finance and Women’s Empowerment: What does the 
Evidence Say? Ernst and Young.

Price Waterhouse Coopers. (2017). Microfinance in Asia: A Mosaic Future Outlook. Price Waterhouse 
Coopers.

S. Charitonenko, D. d. (2002). Study on Micro Finance in Sri Lanka. Asian Development Bank.
S. Forster, S. G. (2003). The State of Micro Finance in Central and Eastern Europe and the New 
Independent States. World Bank.

World Bank. (2004). Micro Finance and the Poor in Asia: Challenges and Opportunities. World Bank.

|

|

|

|

|

|

|

|

|

|

|





Burden Upon Burden: Report on Socio-Economic Impact of Micro Finance and COVID-19
on Women Affected by War and  Political Violence and their Access to Reparations 40


