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Building a Reliable MF1 Funding Base: Donor Flexibility Shows Results 
by Paul DiLeo 

This case stuc$ explains how donorJexibili9 enabled an MFI to secure the mix of capital required for long-term growth. 
TheJlexibiliQ of donors such as the Swiss Agency for Development and Cooperation (SDC), the Ford Foundation, and 
the Canadian International Development Agency (CIDA) allowed BASIX, an innovative new Indian MFI, to build a 
diverse and reliable funding base. 

Overview 

The Indian MF1 BASIX started in 1996 with 
concessional loans fiom Indian and foreign donors (Ford 
Foundation and SDC). By the end of 2002, the MF1 had 
over fifteen different funders providing seven different 
forms of financing, including convertible loans and 
deposits fiom the public. BASIX had achieved its goal 
of a diversified and reliable funding base, positionhg the 
MF1 to provide a wide range of financial services to its 
rural clients over the long term. 

The flexibility of initial bilateral donors enabled BASIX 
to use their subsidized funds for start-up operations. 
Equity from quasi-commercial and fully commercial 
sources provided a base for leverage and scale, with 
commercial borrowings used to manage liquidity and 
public deposits providing stable, community-based 
funding. Today, BASIX is comprised of three separate 
operating companies that together provide 41,000 clients 
in three states of India with credit. More than 12,000 of 
these clients use savings and insurance products recently 
introduced by BASIX. 

Setting the Stage 

In recent decades, India has poured enormous resources 
into microfinance through a variety of state-run 
initiatives and public -private collaborations. Although 
many people have received credit, most of these 
initiatives are dependent on substantial ongoing 
subsidies, suffer fiom low repayment rates, and do not 
respond to client needs. As a result, most will never be 
sustainable. 
In the rnid-1990s, Vijay Mahajan and a small group of 
collaborators sought to create a financial institution that 
would avoid these problems. BASIX would be a for- 
profit company with the mission of promoting 
sustainable livelihoods for rural producers, including 
women and the poor. From the start, the founders 

wanted BASIX to have a broad array of donors and 
investors to ensure reliable funding for growth. They 
also wanted a diverse group of investors to build strong 
governance-blending commercial discipline with social 
cornmitment and creativity. 

BASlX Funding Strategy: Donor Aid Lays the 
Foundation for Commercial Money 

The founders of BASIX laid out a funding strategy that 
started with international development assistance to 
build the financial base of the company. Funding fiom 
international financial institutions such as the 
InternationalFinance Corporation (IFC) was expected to 
be the "bridge" between donor assistance and local 
commercial capital. Although its early funding needs 
were satisfied by donors, BASIX cultivated a wide array 
of funders fiom the outset to establish a track record as a 
reliable borrower in local and international capital 
markets. 

Ironically, this prudent long-term strategy often 
complicated and delayed donor funding and increased 
the MFI's short-term operating costs. Donors found it 
hard to work with an institution that operated primarily 
through regulated, for-profit companies and had to adapt 
their funding approaches, as described below: 

Donor grants open could not be accepted by BASX 
due to legal or fax considerations either in the donor 
country or India. Donors had to find alternative 
financial instruments, such as concessional loans, to 
avoid "giving" money to BASIX. 

Donors were unaccustomed to working with a 
Jinance company or limited-powers bank, which 
caused significant funding delays. 

Negotiations inwlving such diverse institutions were 
complicated, and funding was delayed in several 
cases for a year or more. 








