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Mercy Corps’  
Global Vision for Financial Inclusion 

 
• Support market-driven, full financial inclusion in 

areas affected by conflict, natural disasters, 
economic and political crisis, and for chronically 
underserved markets.  

• Utilize a broad definition of financial inclusion, to 
improve access to, and quality of, financial 
instruments such as loans, savings, remittances, 
payment system products, micro-insurance, 
financial education, and equity investments.  

• Work at all levels to ensure financial products and 
services are accessible; age-, gender- and context-
appropriate; affordable; and delivered in a 
sustainable manner.  

 

Overview 
Mercy Corps and Nirdhan Utthan Bank Limited (NUBL), a Nepali microfinance institution, entered into a 
three-year pilot partnership to implement the Expanding Access to Finance in the Eastern Hills of Nepal 
(EAF) initiative through grant funding from the Whole Planet Foundation.1 The pilot utilized a deficit-
subsidy model to expand tailored financial products and services to increase financial inclusion in 
underserved areas of rural Eastern Nepal. Mercy Corps subsidized NUBL’s costs to establish nine new 
branch offices in Eastern Nepal that have ultimately reached over 13,000 Nepalese previously excluded 
from formal financial services. NUBL used Grameen,Self-Reliant Group (SRG), and individual savings 
and lending outreach models to reach clients. Targeted households either did not have access to financial 
services, or were unable to comply with the terms and conditions required by commercial banks or MFIs.2   
 
Both Mercy Corps and NUBL are building on their experience operating under this model to further 
expand finance services to rural areas of Nepal. This document is a learning tool detailing the “deficit-
subsidy model” and practical considerations when using this model. 
 

1. Financial Inclusion in Nepal 
Access to a diverse range of financial products and services is an indispensable component for 
successful participation in a market economy.  In Nepal half of the population, 13 million people out of a 
population of 26 million, lack access to basic 
formal financial services.3  Microfinance 
Institution (MFI) outreach, through both 
government and international donor-led efforts, 
is inadequate and heavily concentrated in 
more easily accessible areas, primarily the 
plains of lower Nepal.  They reach only 23% of 
Nepal’s rural population.4  One quarter of 
Nepal’s population lives below a poverty line 
that equates to $0.25 per person per day, and 
an additional one half of the population lives on 
less than $2 a day. Nepal’s workforce is 
overwhelmingly employed informally, with 96% 
of workers,  or an estimated 11.3 million 
people employed in the informal sector, which 
contributes an estimated 52% of the country’s 
GDP. While the importance of the informal 
sector in terms of job creation in Nepal cannot be denied, informal employment means that over 96% of 
workers are deprived of access to formal social protection measures, which directly impacts access to 
legal, technical, and financial services.  
 
As a result, informal sector workers tend to rely on informal safety nets in the form of self-help groups and 
Village Savings and Loans Associations (VSLAs). In Nepal, an estimated 300,000 such informal or VSLA 
groups are in existence, many of them in districts that formal regulatory authorities and support 
mechanisms have not yet reached. Key underserved districts in this regard include high hill and mountain 
districts in the Eastern and Far Western Development Regions. However, while the value of such groups 
cannot be over-stated, their status as informal groups eventually limits the potential of the VSLAs to serve 
their members. This means that these groups often fail to fully fill the social protection, savings, 
insurance, or working capital provision role for which they were established. As a result, informal sector 

                                                        
1 The Whole Planet Foundation is the charitable arm of the Whole Foods market chain. Whole Planet Foundation's mission is 
poverty alleviation through microcredit in communities worldwide that supply Whole Foods Market stores with 
products.www.wholeplanetfoundation.org 
2 Commercial bank branches, primarily branches of government owned banks - Rastriya Banijya Bank, Nepal Bank Limited and 
Agricultural Development Bank – operated in the district headquarters of EAF targeted districts. Though some had branches in the 
rural areas previously, they were closed during the Maoist conflict.  
3 World Bank.  “Access to Financial Services.”  Finance and Private Sector Development Unit.  2006. 
4 ADB. “Technical Assistance to the Kingdom of Nepal for Strengthening Selected Rural Financial Institutions.” December 2003. 



3 
 

workers depend heavily on high-risk informal loans to cover consumption and emergency needs at 
interest rates exceeding 60% per annum. Because they are unable to repay these loans in cash, families 
may repay consumption and emergency loans with crops, or take a second or third loan to repay the first 
loan, resulting in a cycle of debt from which it is difficult to emerge. 
 
Microfinance services have penetrated only 37% of the potential microfinance market in Nepal, with the 
highest penetration rates in the southern Terai (plains) region (66%), followed by the accessible areas in 
the middle hills (33%), inaccessible hills (9%), followed by the high Himalayan region (6%).  This follows 
an opposite pattern to poverty incidence as the highest incidence of poverty is found in the high 
mountains and the lowest incidence of poverty in the Terai.  In terms of outreach, in the five development 
regions of Nepal, the Eastern region - EAF’s targeted area - MFIs only reach 11% of potential clients in 
the region.5  
 

2. Expanding Access to Finance in the Eastern Hills of Nepal (EAF) 
Mercy Corps and NUBL entered into a three-year pilot partnership (2008-2011) to implement the 
Expanding Access to Finance in the Eastern Hills of Nepal (EAF) initiative through grant funding from the 
Whole Planet Foundation. The pilot was designed to, and succeeded in, serving as a replicable 
model for expanding tailored financial products and services to increase financial inclusion in 
underserved areas of rural Nepal. Using a ‘deficit-subsidy model’, Mercy Corps subsidized the costs for 
NUBL to establish six branch offices and a regional office in Eastern Nepal (see Section 3). NUBL used 
both Grameen and Self-Reliant Group (SRG) savings and lending outreach models to reach clients. 
Within these districts, ethnic disadvantaged groups – particularly Dalits, Janajatis, and other ethnic 
minorities – were particularly vulnerable due to poverty and social exclusion. Targeted households either 
did not have access to financial services, or were unable to comply with the terms and conditions required 
by commercial banks or MFIs.6  As a result, many households in the target districts relied on predatory 
loans from moneylenders, eventually placing them in a cycle of debt, or “debt trap”, from which it was 
difficult to emerge. In addition to supporting Grameen and SRG lending models, NUBL piloted agricultural 
loan products for farmers cultivating high-value crops, particularly cardamom and ginger.  

 
 

 

                                                        
5 Presentation Microfinance Summit Nepal, G.B. Thapa, Chairperson, CMF 
6 Commercial bank branches, primarily branches of government owned banks - Rastriya Banijya Bank, Nepal Bank Limited and 
Agricultural Development Bank – operated in the district headquarters of EAF targeted districts. Though some had branches in the 
rural areas previously, they were closed during the Maoist conflict.  
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Snapshot: Nirdhan Utthan Bank Limited (NUBL) 

NUBL was the first private sector microfinance bank in 
Nepal, receiving its banking license in 1999. NUBL’s 
vision is to reduce poverty in Nepal as a bank with a 
‘social conscience that enables the poor to contribute 
equally to a prosperous, self-reliant rural society through 
self-employment and social awareness’. As allowed 
under the Bank and Financial Institution Act of 2006, 
NUBL provides microfinance services, including loans, 
deposits, micro-insurance, and remittance services. 
NUBL uses an individual lending methodology, based 
on a modified Grameen Bank model, where loans are 
provided to individual group members on group 
guarantee and good credit, and a group-lending 
methodology, based on a Self-help Group model, 
through a few specified branch offices. NUBL has 
161,342 clients and operates in 37 of Nepal’s 75 
districts through 92 branches and five regional offices. 

3. Deficit-Subsidy Model  
The Whole Planet Foundation funded the EAF initiative through a $312,000 grant to subsidize the costs 
of NUBL’s expansion into three districts in Eastern Nepal. This ‘deficit-subsidy model’ served as a risk-
sharing mechanism, building a sustainable 
foundation for microfinance expansion into 
underserved geographic areas. MFIs in Nepal 
are hesitant to take risks associated with 
operating in sparsely populated rural areas. 
Without the Whole Planet Foundation and 
Mercy Corps subsidizing a portion of the 
potential losses and infrastructure, NUBL 
would not have financially been able or 
willing to take the risk of expanding into 
the remote districts. Cost sharing through 
NUBL’s own contribution encouraged 
ownership of the newly expanded branches. A 
deficit-subsidy model is a feasible option that 
mutually benefits both the clients and the MFI 
by utilizing subsidy funding in a smart and 
efficient way without distorting the market and 
allows national rather than international actors 
to take the lead in providing financial services.   
 
The amount provided through the EAF initiative to NUBL was based on the projected breakeven point for 
the newly established branch operations by the end of the third year of operation. The “breakeven point” 
refers to the point when NUBL branches were projected to meet their expenditures  from interest income 
generated by loans. This was determined using projections from NUBL’s operations in 10 districts in 
Western and mid-Western Nepal. NUBL’s projected operational losses, costs the MFI would incur under 
this expansion without the support of Mercy Corps, were agreed upon by both Mercy Corps and NUBL 
and covered through project funding and NUBL’s own contribution. NUBL’s contribution was calculated 
on projected profits, income earned from interest and fees on client loans, from the newly established 
branches.   
 
The Mercy Corps and NUBL partnership was formalized in a sub-grant agreement that included outreach 
performance targets, including new members enrolled and indicators targeting social inclusion 
(percentage of marginalized clients (Dalit, Janajati, and Madheshi) and percentage of female clients 
enrolled). See Table 1 for a complete list of targets.   
 

Table 1: Original NUBL Outreach Targets (2008) 

Performance Indicators 
Original Targets 
(to be reached in 

2011 
Client outreach 10,272 
Number of loan clients 7,704 
Number of Village Development Committees 
(VDC) reached 

48 

Total amount of loan capital disbursed $ 3,500,000 
Total amount of loans outstanding $ 1,195,000 
Total amount of savings mobilized $ 112,000 
Average loan size $ 265 
Loan Repayment rate At least 95% 
% of female clients At least 90% 
% of Dalit, Janajati and Madheshi enrolled  At least 30% 
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At the start of EAF, Mercy Corps and NUBL developed a budget (see Table 2) to cover NUBL costs, 
including supervision and monitoring of branch expansion, orientation and trainings for new loan clients, 
office equipment for new NUBL branches, and miscellaneous costs associated with branch set up. 
Separate budget lines included costs for marketing to potential clients before starting expansion 
operations, information dissemination for the various stakeholders, annual review and planning 
workshops, and coverage to design and pilot new loan products.  The majority of the budget was 
allocated for ‘Net Operating Loss’ calculated on the projected financial expenses incurred by NUBL minus 
the total income generated through establishing new branches and a regional office over the 36 month 
period. Out of the $312,000 grant from the Whole Planet Foundation, $272,000 was dedicated for deficit 
subsidy financing by Mercy Corps to NUBL and the remaining $40,000 for Mercy Corps management 
costs, to provide direct capacity building to NUBL, and to mobilize potential clients in the targeted 
geographic areas (Mercy Corps had existing activities and community-level relationships in the targeted 
areas). The final budget components were the projected ‘Financial Income’ for NUBL which included 
interest and fees from client loans and other bank interest, whereas ‘Operating Expenses’ included 
personnel expenses, administrative expenses, depreciation, loan loss provision, interest on client savings 
and interest on borrowed funds.   
 

Table 2: Original NUBL Budget (2008) 

S.# Budget Headings Amount in USD % of 
budget 

a. Financial Income (projected)          254,000   

b. Operating Expenses (projected)          466,000   

1. Net Operating Loss (b-a)           212,000  78% 

2. Supervision & Monitoring Cost                 5,000  2% 

3. Capacity Building               10,000  4% 

4. Office Equipment 29,000  11% 

5. Project Start-up & Development             16,000  6% 

  Total Budget (1+2+3+4+5)          272,000   
 

The Mercy Corps and NUBL agreement specified if ‘Net Operating Loss’ exceeded the ‘Projected Net 
Loss’ or the maximum ceiling amount for deficit-subsidy funding ($212,000), NUBL would absorb the cost 
of additional losses incurred.  If NUBL reached the breakeven point from any of the six branches earlier 
than projected, surplus funds allocated to subsidize financial losses would be re-invested in EAF to open 
additional branch offices, pending final decision from Mercy Corps and the Whole Planet Foundation. The 
‘deficit subsidy’ model itself covered only the ‘Net Operating Loss’ incurred under Line 1 in Table 2 (and 
all expenses from Lines 2 to 5 were covered by the project through direct funding from Mercy Corps). The 
‘deficit subsidy’ amount allocated was equal to 78% of NUBL’s total budget.  
 

4. EAF Results Using Deficit-Subsidy Model  
Under the EAF, NUBL exceeded the six planned branches by opening nine during the 36-month period.  
Seven of the nine branches meet their operational costs without continued financial subsidies and 
generate profit. The two remaining branches (established in the second and third year) have not yet 
reached the breakeven point but are expected to within 18 months (2013). Profit from the seven branches 
covers the current losses accrued by the two branches that are not yet profitable.  Several of the NUBL 
branches reached a breakeven point earlier than projected, requiring the budget to be modified three 
times over the course of EAF to reallocate funding without compromising the original project goals, 
objectives and targets and not exceeding the total approved project budget. Table 3 details the original 
and final reallocation of the budget (after three modifications). The three additional branches are the 
result of the effectiveness of the ‘deficit subsidy’ model; excess project funds generated from achieving 
results earlier than expected supported the establishment of the additional branches. Mercy Corps 
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conducted periodic reviews of EAF throughout the life span of the project and used these to modify the 
budget.  
 
At the end of EAF, NUBL’s financial income reached 397% of the initial projection and operational 
expenses reached 229%.  This higher-than-projected income reduced the Net Operational Loss covered 
by the deficit subsidy. The surplus budget was allocated to other budget items to enhance existing project 
activities, as well as introduce new activities that complimented and ultimately strengthened EAF, 
including upgrading NUBL’s MIS and hiring an external consultant to conduct a project evaluation. 
 

Table 3: EAF Budget Original (2008) and Final (2011)  

S.# Budget Headings Original 
(USD) 

Final 
  (USD) 

A. Financial Income              
254,000       1,008,121  

B. Operating Expenses              
466,000       1,066,893  

1 Net Operating Loss (B-A)              
212,000            58,772  

2 Supervision & Monitoring                   
5,000            25,626  

3 Capacity Building                
10,000            17,126  

4 Office Equipment                
29,000            63,915  

5 Start-up & Development                
16,000            47,218  

6 MIS Upgrade & Integration                         
-              27,107  

7 Evaluation                         
-                5,270  

 Total (1+2+3+4+5+6+7) 272,000          245,034  

 
NUBL exceeded all targets under EAF (see Table 4). NUBL’s new branches reached 74 VDCs in five 
districts instead of the 48 VDCs in three districts originally projected. EAF made significant achievement 
in social inclusion by enrolling 98% female clients and 66% of clients from marginalized communities.7 
NUBL also exceeded the original loan disbursement target by 125%, loans outstanding target by 153%, 
and savings mobilization target by 478%, while maintaining 100% repayment rate.  
 

Table 4: Original NUBL Outreach Targets (2008) and Targets Achieved (2011) 

Performance Indicators Original Targets 
set in 2008 

Targets Achieved 
by 2011 % 

Client outreach 10,272 13,272  129% 
Number of loan clients 7,704 10,044  130% 
Number of Village Development Committees 
(VDC) reached 

48 74 154% 

No. of new branches 6 9  
No. of districts reached 3 5  
Total amount of loan capital disbursed $ 3,500,000 $ 7,889,330 225% 
Total amount of loans outstanding $ 1,195,000 $ 3,024,453 253% 
Total amount of savings mobilized $ 112,000 $ 647,163 578% 
Average loan size $ 265 $ 342 129% 
Loan Repayment rate At least 95% 100%  

                                                        
7 Marginalized communities included Dalits, Janajati, and Madheshi. 



7 
 

% of female clients At least 90% 98.3%  
% of Dalit, Janajati and Madheshi enrolled  At least 30% 66%8  

 
Lending Models: NUBL used the Grameen lending methodology in Dhulabari, Surunga, Damak and Ilam 
branches (plains and one hill area where NUBL was already implementing the Grameen model) and a 
SRG lending methodology in Fikkal, Phidim, Hile, Chainpur, and Khandbari branches in hilly areas. NUBL 
enrolled only women in the group lending methodologies, while individual clients and public depositors 
were both male and female. Under the Grameen model, half of group members were initially eligible to 
receive loans, based on the group’s recommendation.  Based on the performance of the first half of the 
group after one month, the remaining members were then eligible to receive loans. Under the SRG 
model, NUBL provided wholesale loans to the SRGs not exceeding 20 times the savings of the group. 
The SRGs were required to save for three months before receiving loans. During this three–month period, 
SRG members mobilized savings and learned record keeping for their transactions. NUBL provided 
collateral-free loans to the group-based members and loans with collateral to individual members under 
both lending models.  
 
Loan Usage: The majority of clients used their NUBL loans for livelihood activities, primarily buying high-
grade ginger and vegetable seeds; fertilizer; dairy cows/buffalos; and other livestock such as poultry, 
goats, and pigs. Other clients invested in small trading activities, including grocery kiosks, tailor shops, 
and trade between villages and market centers. The majority of the population in the mountain and hills 
depend on agricultural activities for their livelihoods and the same trend was reflected in the lending 
pattern under EAF. 
 
Savings Products: NUBL offered four types of saving products under EAF: compulsory, voluntary, 
recurring, and Centre Fund Savings9

. In addition to compulsory and voluntary savings, group members 
were required to save a minimum amount as decided by the group to purchase materials such as mats, 
benches, desks, and chairs. NUBL also collected deposits from the general public and offered products 
such as Easy Savings, Special Savings, Employee Savings, Recurring Deposit, and a fixed deposit 
scheme. During EAF, NUBL mobilized $647,163 in savings. Of this amount $42,381 was mobilized from 
the general public and $604,782 from 12,951 group members.  
 
Money Transfer Services: Building on the success of their branch expansion, NUBL secured 
partnerships with Nepalese commercial banks to provide money transfer services to the nine new 
branches. Money transfer services assisted communities in remote areas to more easily and efficiently 
receive remittances from family members working abroad.  
 
Micro-insurance Services: In collaboration with a Nepali insurance company, NUBL provided livestock 
and life insurance policies for EAF clients and spouses. Under the livestock policy, the client paid 3% of 
the loan amount as a premium for a one-year insurance policy. In case of livestock death, the client was 
eligible to receive 80% of the insured amount. The client paid 0.07% of the loan amount as a premium for 
one-year life insurance policies. The client’s family was eligible to receive the total insured amount plus 
30% funeral expenses in case of death of the policyholder. In case of accidental death, the amount 
doubled.  
 
Agricultural Loan Products and Business Development to Farmers: Mercy Corps assisted NUBL to 
develop and pilot flexible agricultural loan products with cash-flow based repayment schedules that 
contributed to commercial production of high-value cash crops, such as cardamom and ginger. Mercy 
Corps linked 60 farmer groups (991 households) to NUBL who were simultaneously participating in Mercy 

                                                        
8 Analysis based on the 12,620 clients’ data of September 2011. 
9 This savings fund belongs to the group collected through nominal but equal contributions by each member every group meeting 
and through a small penalty fine paid by latecomers to the meetings; both these amounts are fixed by the group and the group. 
decides how to use the Center Fund Savings for any common purpose. In the case of the Grameen model this group account is 
maintained at the bank branch, in case of SRG it is managed by the groups themselves 
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Corps’ complimentary agriculture livelihood initiative, Spicing Up the Deal: Cardamom and Ginger.10 
Since these farmers were already organized in groups, NUBL saved valuable time and resources on the 
mobilization of new clients.  Mercy Corps provided these famers with training on business planning, cash-
flow analysis, disease management, pre- and post-harvest techniques, low-cost storage, drying and 
grading knowledge, and collective marketing.  
 

5. Elements of the Deficit-Subsidy Partnership  
The following are recommendations for implementing agencies when considering a deficit subsidy model 
to support greater financial outreach of MFIs:   
 
Before Initiating a Partnership: 
 

• Strategic clarity: A compatible vision/mission and clear goals, roles, and responsibilities between 
the implementing agency and MFI affect the direction, quality and result of branch expansion. 
Ideally, the MFI partner should already have a vision to expand in the targeted areas. 

 
• Commitment: Given the anticipated loss that will be accrued and human resource investment 

associated with branch expansion, a committed and visionary leadership is required by the 
financial institution to achieve the desired results.  

 
• Staff technical capacity: Budget sufficient time and costs to support staff capacity building in the 

financial institution. 
 

• Transparency:  Ensure a clear legal document is agreed between both parties before the 
expansion begins so both parties are clear on the outcomes and responsibilities if the MFIs are 
not financially successful.  

During Implementation: 

• Understand the clientele: Under the EAF project, Mercy Corps and NUBL worked jointly to utilize 
lending models appropriate to the EAF target locations. In certain remote hill and mountain areas 
of Nepal, the Grameen model was a poor fit as the settlements are so scattered making it difficult 
for loan officers to visit the communities on a regular basis.  In these areas, the SRG model 
recognized the challenges of lending to inaccessible areas and adopted a community-ownership 
approach. NUBL applied the Grameen approach in Jhapa and Illam where there is comparatively 
denser population and market infrastructure and the SRG model in the other hill and mountain 
areas where the population is sparse and lacked access to markets. At the same time, farming 
households grew crops for both consumption and commercial sale. Agriculture loans had to be 
targeted at crops with the potential to increase in value in order to bring in the additional income 
necessary to repay the loan without burdening the client. Mercy Corps and NUBL worked 
together with the farmer groups in the eastern hills of Nepal to design agricultural loan products 
suitable for the farmers. Cash flow based agricultural loan products designed for cash crops like 
ginger, cardamom and vegetable that have high potential for value addition. The farmers flow 
based agricultural loan product is highly accepted by the farmers in the eastern hills of Nepal.  
 

• Flexibility to adapt: Most of the MFIs working in the eastern hills of Nepal are rigid in modifying 
their products and services.  The ability and willingness of NUBL to modify existing practices, 
products and services increased the quality of NUBL’s services and thus its overall 
competitiveness.  Mercy Corps assisted NUBL to develop and pilot flexible agricultural loan 
products with cash-flow based repayment schedules suitable to commercial production of high-

                                                        
10 Please see the Spicing Up the Deal- Cardamom and Ginger website for additional details. 
http://nepal.mercycorps.org/projects/agri-projects/spicingup-cagi.php 
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value cash crops, such as cardamom and ginger. NUBL adapted the policy of making the 
repayment schedules flexible as per the cash flow of the enterprise or business for which the 
clients take loans. As such the loan installments can be paid on monthly, quarterly, half-yearly or 
annual basis where as the other financial service providers are strict to fortnightly or monthly 
repayments. 

 
•  Periodic Review and decision-making: Clear and timely communication between partners is 

essential for enhancing and facilitating teamwork, cooperation and collaboration in remote project 
locations. Mercy Corps and NUBL practiced monthly meetings with the branch teams and 
quarterly meetings with the head-office team to review the project progress and explore the areas 
for which support and decisions are needed. Joint monitoring and support visits to the branches 
and centers also facilitated the clear communication. An annual program progress review and 
planning workshop to report on the performance for each branch office, as well as their 
experiences, lessons learned, and challenges was also jointly organized by Mercy Corps and 
NUBL 

 
• Core competencies: Each partner’s contribution was based on their core competencies with both 

Mercy Corps and NUBL leveraging their complementary resources to maximize impact.  The 
greatest synergy came when the two organizations combined Mercy Corps’ agriculture technical 
assistance with access to specifically designed NUBL crop loans.  This provided a significant new 
opportunity for farm families with access to financial and technical services. 

 
• Transparency with clients: NUBL conducted annual client workshops in each branch to receive 

feedback from clients for further improvement on products and services. Microfinance group 
chairpersons or group representatives, NUBL branch staff, NUBL regional and head office 
representatives, Mercy Corps and other stakeholders participated in the workshops. 

 

6. Lessons from EAF and the Deficit-Subsidy Model 
 

• Mutual Benefit: The Mercy Corps and NUBL partnership allowed both parties to share both the 
risks and benefits of the deficit-subsidy model. NUBL generated profit through expanded client 
outreach while Mercy Corps was able to contribute to poverty reduction through expanded access 
to finance services for underserved Nepalese populations.  

 
• Ownership: The deficit-subsidy model encouraged ownership from an early stage, given the cost 

sharing mechanism through NUBL’s own contribution for branch expansion and staffing. Mercy 
Corps had a clear entry and exit strategy under the partnership insuring local ownership by NUBL 
from the beginning of the program. 
 

• Replicable: Based on increased capacity and experience implementing EAF, NUBL has 
continued the expansion of its financial services in the Eastern region beyond the scope of EAF.  
NUBL established an additional 10 branches during the EAF period offering finance services to 
over 22,500 households in 158 VDCs in 11 districts. NUBL are also in talks to replicate the deficit 
model with the World Bank and IFC. Mercy Corps has also incorporated the model in a current 
access to finance project funded by the European Commission in Nepal.  Based on these 
examples of replication, the pilot has proven to be a viable model in Nepal. 
 

• Crowding in Effect: Based on the financial success of the model, other Nepalese financial 
institutions expanded their outreach into the Eastern Region, providing a greater potential for 
increased financial inclusion in the region as well as a more competitive lending environment 
benefitting potential clients.  

 



10 
 

• Opportunity: The deficit-subsidy model offers the opportunity to overcome weaknesses and 
constraints typically associated with financial outreach by paving the way for feasible expansion 
through a sustainable outreach microfinance system. 

 
• Cost effectiveness: Sharing of the cost associated to expansion through the deficit-subsidy 

model, where the financial institution reinvested earnings from profitable branches to subsidize 
the cost of the branches that were incurring losses, matched by financial support through 
subsidizing some of the losses incurred, is a cost effective mechanism for MFI expansion. 

 
• Synergy: The partners brought complementary technical and financial resources for greater 

impact for target communities. 
 

• Sustainability: Without the Whole Planet Foundation and Mercy Corps subsidizing a portion of the 
potential losses, NUBL would not have financially been able to or willing to take the financial risk 
of expanding into the remote districts.  The branches NUBL established under the project 
continue to be fully operational and therefore sustainable without external support. 
 


