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Foreword from the APPG officers

The AHParty Parliamentary Group on Microfinance, estdigis by Annette Brooke MP in 2002, is a leading UK
forum for Parliamentarians, practitioners, academics and -gowernmental organisations interested in
microfinance. What attracted the members of the APPG to the issue of microfinance in the first plaadelias

that poor people should have the opportunity and support to tackle their own poverty, no matter where in the
world they live. Part of what is needed in order to do this is access to fair financial services. We therefore come to
this debate withK S RSaANB (G2 aSS GKS o0Sad az20Alt 2dzid2YSa LI
In these times of change and reflection for the microfinance community we feel that we have a strong role to play
in providing a forum for debate and challenging some of the orth@around microfinanceThe purpose of

the inquiry on which this summary report is basedhs to use the evidence submitted to us by academics,
practitioners and funders in order to build up a picture of what microfinance is now and to provide
recommendatbns for how the sector should progress from here in order to live up to its promipeouidinga
substantial boost to poverty reduction. We hope that this will provide both a major contribution to the debate,

and also a stimulus for further discussion.

Our inquiry did not concludthat any one form of microfinance is illegitimate. There have clearly been problems

in the sector, most obviously in commercial microfinance although the problems we discuss in this report do
occur in the noffor-profit sectoras well. Professor Muhammad Yunus has recently argued that microfinance has

I WOoNIYRAY3I LINRPoOofSYQS 4 #axinisingvebnnrdial drganishtiodisISre piavidirg lthgé L
same services as socialy2 0dza SR YA ONRFAY I yOSEt KEYy QS aLBR {BEA OGO ENI NE
not deserve. In this report we have tried to offer practical suggestions for how to take a more nuanced approach
to the sector which will allow investors, donors and other stakeholders to make better decisiohsve to
engage with microfinance. We hope and believe that this will help to drive an increased focus on the social role of

microfinance, with the ultimate aim of strengthening the ability of microfinance to alleviate poverty.

The officers of the APPG widdike to thank all those who submitted written and oral evidence to this inqtliey,
panellistswho gave evidencat our oral evidence hearings held in March and April 2011, and the secretariat of

the APPG for facilitating this process and creating éport.

[’
B
La -

ey : .
{___/{{1.-?_.-_;..1]:}1'_ ,__"F%'I'T.\::q.LI_'L.

Annette Brooke MPChair Stephen Lloyd MFSecretary Robert Syms MPTreasurer




Contents

FOREWORD FROM THIPBROFFICERS. ... ..ottt ettt ekttt e e s e sttt e e et e e s e st e e e e e e e e nnrnneeeee s 3
L1\ I A 5 OO P PP PP PP PTRPRPRPPPPPOt 4
EXECUTIVE SUMMARY. ..ottt ettt ettt et e e e e e ettt et et et e e e e e e e e e e e e e e et et it e e e e e e e e e e e e e e e e seasaesa s me s e s e s e s e s n e n e 6
SUMMARY OF RECOMMEBRNIDONS. ... ittt e s sk ke bttt b et £ nas sttt sttt s e s e e e e e e e e emnres 8
THE SCOPE OF THIGUNRY. ....coiiiiiieiiiiiii ittt s e e s e e e e s e s s emasssnnnnnnnnnes 10
WHAT S MICROFINANIE. ... .ettttitttitteeeieieietteteeeeaeee e et et et eeeetetetaas et ettt ettt et teeatetaaaaaaaaaamt e et eeeeeaaaaaaaaaaaaaaaaaaeiameaaaaaaaaaaaaaaans 11
THE UK GOVERNMENTDAMICROFINANCE. ...t e emas s e e e e e e e s emr s e seeeneeeeeeeeees 14
THE EFFECTIVENESBICROFINANCE: WHADES THE EVIDENCEBBBAY 2. ...ttt e 16
FNDINGS FROM EXISTRESEARCH ON MIGREEIIT. ......ceetteteteeeeernrennrnnsasssaaaaasaseaeaaesaeseseneessssnnsssssssnsnasasaeeeeeaeeeeeeseeeeennnns 16
THE FUTURE OF THEDENXICE BASE FOR MIIREINCE . .....eiiiiiiittietititttttusae e s s s s e s e s e e aaaeaaeaaeaaeeesssstssbabassna s s aeaeeeaeaaaaaaeeeeeennes 19
RECOMMENDATIONS: the VIAENCE DASE........uiiiiiiiie ittt e sbee e e e bt e e e srbe e e snnteee s nereeeean 20

A DIVERSIFYING SERTAN OVERVIEW OFQBDCREDIT.....cco i me s 20
THREE FORMS OF MICREBITDEBATES THAT HAVIHTSPHE SECTOR ... et eeeetiiieieieieeeeennttnnnnnnaassasasaeeaeesaeeeeeessnsssssnnnnnnnnnnnnnns 21
Sustainability and COMMEICIALISALION. ..........eiiiiiiiiiie e e s s e e e e s sebb e e e e s annnneee s 22

(0] 00100 T=T (o= 1 g1 Tod (oo (=T L1 AR PRI 23

The role of COMMEICIAl MICIOCTEUIL............eieiiiie ettt e e e e e sttt e e e e s s st b et e aaaeessntbaeeaaeaeasnsbeeeaaaeeesansanneaaens 27
SustainableNot-FOFProfit (SNFP) MICITOCIEIL..........ciiiiiiiiiei it e e sannee s 29
Different approaches within sustainable A@r-profit MICrOfINANCE..........cooiiiii i e 29

The movement to fas 0N SOCIAl PEIMOIMENCE..........oiiiiiiiiie e a e saanee s 31
Grant MaintaiN@d NOE FOT PrOfit...........iiiiiiiieiiiee et e e ettt e ettt e e s s bt e e e aste e e e anteeeeanbeeeaanbeeesnteeesnneeens 32

The role of Grant Maintained MICTOfINANCE............oiii i et e e e e e st e e e e s asstb et e e e e e esnnsbeeeeeessananseen 34
LCT=T o o L= OO PPPPPPPPPPPRN 35
RECOMMENDATINS: approaches to different forms of microCredit............ccvoiiiiiiiiiiii e 37

L =TT 1IN I L PR OUUPR 38
ISsues in ReguIation POLICY...........cooiiiiiiii e e e e e e e e s an s s s e s e e e e eeeeeaesesesesssssnnsssnsnnnnnnn s A0

THE TULUIE OF FEQUIBLION. .....eieieeiee ettt e st e e e e et e e e e e b bt e e e e ab b et e e e e anbaeee e e annbeas 42

A CCREDITATIQN. .ttt tttttttettetetttten s e s e s e e e eaaaaeaaaeaeeseeasesebesse s e s oa o 4o 1 e 22 aeeeeeee et eeeeeeaeeeee e e bbb s oeeeeaeeeeeeaeaeaeesesennnnnnnnnns 43
RECOMMENDATIONS: regulation and acCreditatiOn.............cirireeiiriie e e s e e 45
ENABLING ENVIRONMEYHOW DOES MICROANCE FIT INTO CONTEX......uutiiiiiiiiiieiieieeeimieiereseeeeeeeeeeeeeeeeeeeesenees 45
RECOMMENDATIONS: €nabling ENVIFONMENIS. .......ccoiiiiiiiiiiee ittt eee et e et e e e s snee e s e e e s asneeenas 48
MICRGOSAVINGS . ...ttt iea bbbttt et ettt e e ene s e s s s s s s s se et et ettt ettt e et et eme e e et ettt et et et e e e e eeaeeeeeee et e et eeaeaeaeaaaaaaeaaaessnsnsans 49
The effect of MICHBAVINGS ON VUINEIADITILY........coiiiiiiiii e 49
ACCESS 10 SAVINGS SEBB.......uuuuuiiiieie it et et et eeeeet e eeeeetat et aaeeeeeeaaaaatetete et et et aeteatata s assaseeeeaeaaeaeaeseesssssssnrnnns 50

LI T aTo] (o o Tor= TN gL g T2V z= i o o N PP O P PP PPPPPPPRPN 51
RECOMMENDATIONS: ITHEBOINGS. ... .tteeteeeeaittieeteeaeeaaiteeee e e e s e asatbeeee e e s aaaauebeeeeeesaassbe e eeeeesaaaanebeeeeeesaansbbseeeeesansnnnneeeaeens 52
MICROINSURANC E ... e 52
IMPLEMENTATION ISSBER MICROINSURANGCE. ......ceititieieteeeeeettettutnseaaaaaaeaaseseaeeaaeeeeeeeesaessssssnsnsnsnnnnaaseaseeaeaeaeeeeeerereennes 55
RECOMMENDATIONS: MICTOINSUIGIACE. ... cet et i iiittieeeeea e e ettt e e e e et tbeeae e e e aaaatbeeeeaeaaanebeeeaeeeaaaantbeeeeaesaannbeeeeeessannnreeeas 57
MICROFINANCE IN FRIAESSTATES: CAN IR 2. ... iiietitutiteteeeeeeeamssessneeeseeeeeeseseeeeeeeeesamssssssesseeeeeeeeeeeaeeeeeeesemeseeeeeees 58
THECHALLENGE QHICROFINANCEFRAGILISTATES. .. .cttttttttttutuuuuuasaaaaeeeeeeaaatatetaeeeeeesasstsnsaa s aaaaaaasaaaaaaeaaaetanesssnsnnnnnnnnnnnnn 58
THEDFIDFOCUS ON FRAGILETEBA. ... tttttttuueettettutusaeeestuaaeeseeetsaaaaeeeestaeeteestsaataeteestan e aeeanessateeseestansaeeaeestnneeseessnnnnss 60


file:///C:/Users/Julia/Documents/ShareDrive/APPG%20Microfinance/Meetings%20&%20Activities/Inquiry%202010_11/Report/Final%20draft.doc%23_Toc294801255
file:///C:/Users/Julia/Documents/ShareDrive/APPG%20Microfinance/Meetings%20&%20Activities/Inquiry%202010_11/Report/Final%20draft.doc%23_Toc294801266
file:///C:/Users/Julia/Documents/ShareDrive/APPG%20Microfinance/Meetings%20&%20Activities/Inquiry%202010_11/Report/Final%20draft.doc%23_Toc294801272
file:///C:/Users/Julia/Documents/ShareDrive/APPG%20Microfinance/Meetings%20&%20Activities/Inquiry%202010_11/Report/Final%20draft.doc%23_Toc294801273
file:///C:/Users/Julia/Documents/ShareDrive/APPG%20Microfinance/Meetings%20&%20Activities/Inquiry%202010_11/Report/Final%20draft.doc%23_Toc294801279
file:///C:/Users/Julia/Documents/ShareDrive/APPG%20Microfinance/Meetings%20&%20Activities/Inquiry%202010_11/Report/Final%20draft.doc%23_Toc294801281
file:///C:/Users/Julia/Documents/ShareDrive/APPG%20Microfinance/Meetings%20&%20Activities/Inquiry%202010_11/Report/Final%20draft.doc%23_Toc294801285

APPENDIX 1: METHOMMEICAL ISSUES WITHCRIOFINANCE RESEARCH. ......oviiiiiiiie e
APPENDIX 2: EVIDENSIBBMITTED TO MHINQUIRLY.....ooiiiiiiiiiiiiii it m e 66
ACRONYMS USED INTREPORT ...ttt ettt e e e s a e e s s e s 67
BIBLIOGRAPKHY ...ttt ettt e e e oottt e e s et e e e e e e et e e e e s am et e e e e e et e ae s e e 68



Executive 8mmary

"58% of the poowho borrowed from Grameen are now out of poverty. There are over 100 million people now
involved with microcredit schemes. At the rate we're heading, we'll halve total poverty by 2015. We'll create a

poverty museum in 2036.¢ Professor Muhammad Yunus,egking to Time Magazine in 2006

G¢KS YAONRTAYIYOS Y20SYSyid KFa 0SSy Ay 2LINIGA2Yy
LINE JARS NRoOodzald SOARSYOS (KFG AlG Ada YSIYyAy3ITFdAdddQ I &
economick YR a2 O0Alf RS@OSt2LIVSyidX. dzi SOSYy 62NESI YIyeé S
iKS FANY 2LAYAZ2Y (KIFG acC | Oldzrfte ! b59walb9{ -dadsS L
SO2y2YAO | yR a2 ODrMilfordRBaténiah rittéy fespongesto this inqoy, 2011

These two quotes are illustrative of two extremes in the debate
over the impact of microfinance on poverty. Currently the
microfinance sector is undergoing a massive period of upheaval.
| After 30 years of growth, #hsector has diversified to include a
wide breadth of different interventions, products and business
models. We believe this diversification is probably a good thing,
ensuring that there are a variety of different models available to
clients¢ particularlywhere it has resulted in access to a variety
of financial services, including savings and insurance as well as
the traditional credit. However, there are clearly also big
problems: while microfinance models have adapted and grown
the environment in whiclthey operate has been left relatively
unchanged and regulatory frameworks have been slow to

RSOSt 2L hdzi 2F (G(KA& WFNBSQ Sy

many cases abundant and regulation is sparse there have

emerged concerning stories of exploitation asell as

SKS Microfinance Client, photo by Kalyan3

suggestions of significant progress out of poverty.

The Microcredit Summit Campaign Report is produced every year and is traditionally a place for celebration of the
rapid growth of the industry. In 2011, it took a step back and examined thsiahigi that have come to light,

highlighting these through the story of two microcredit clients.

Rita in Ghana received an $80 loan, along with technical education and membership of a solidarity group, whick
has enabled her to diversify her income, save@ pad OK22f F¥SSa FyR 3ISiG KSNJ Tl YA
aSlrazyé¢ o0SF2NBE GKS ONRLEA NALISYyd wiaill KFa oA3 RNBIY
L KIR YyS@SNI al SR 0ST2NB® b2¢g Lschéol fee$anddthéingedsaincliidng G |
more food. My family is better now. We eat better. | want to save more, so | can use my own money for the farm
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AYyaaSIR 2F GF1Ay3a 2dzi t2Fyad L glyid G2 YSSG LIS2LXx S
Zaheerdrom Andhra Pradesh in India, on the other hand, was caught in a tragedy unfolding across the state. She
died in an apparent suicide on Septembef"12010. At the time of her death, she had loans outstanding from
eight different microfinance institutio totalling Rs. 160,000 (US$3,56®he had no regular income, just odd
220a Ay G266y LI @AYy 02dzi wad cnn obmMolO F 6SS1T o {1
% KSSNF Qa4 Kdzaol yR SELX ' AY SR & ¢ KA aot Hade thé Eourdge i@ fBed® Y &
group members, leaders and loan staff without making payments and there was nowhere from which we could
NBLI& ff GKS Y2ySeéé¢o

It is our thesis that the approach to microfinance taken by donors, practitioners and evenanides; has so far

been inadequate. In order to ensure that no microfinance client finds themselves in the position that Zaheera did,
and that ever larger number of clients are able to use financial tools to help them move out of poverty like Rita, it
is absolutely essential that we recognise two facts: firstly, that credit services can cause harm as well as gooc
because they induce debt; and secondly that the sector is how so diverse that we have to assess individua
microfinance interventions on their aw merits and relate to them in appropriate ways rather than as a
universally positive social force. We must cut through the hype and take a reasoned approach to how the UK
government and other stakeholders should support the sector. Foifargprofit, sodally focused microfinance

this may mean continuing subsidies, along with encouraging increased focus on the evaluation of social
outcomes, but for commercial microfinance it is more likely to involve appropriate, rigorous, but not overly

onerous, regulatn.

The strongest message we want to send with this report is that in many (though not all) regions the sector is
currently unbalanced. While access to loans has expanded massively, other financial services have lagged. Whe
the only product available ia loan, customers will take a loan even if it is not the most appropriate solution to
their financial needs. Poor people need access to savings, perhaps even more than access to loans, as well
insurance, safe remittances and other services. Until werektcomprehensive financial services to all we cannot
GNYz & OflAY (2 0SS WRSY2ONIGA&aAYy3d FAYIYOAILT &SNIWIAOS
and other donors must play a central part in refocusing the industry. As Mark N#péeincoming Director of
Investment Innovation at CDC stated during an oral evidence session for this inquiry, donors should act as the

wOo2yaOASyOS 2F GKS YIN]SGQo

't is likely that Zaheera, like many women in Andhra Pradesh, also had outstanding loans from informal sources that
increasel the pressure on her repayments, however there is insufficient information available for us to know for sure.

7



Summary of Rcommendations

This report makes 9 key recommendations. More detail on edthese recommendations is included in the text

of the report.

1. More investment is needed in the research base to develop evidence about what microfinance interventions
work the best to reduce poverty. Donors and investors have a big role to play hereskarast academically
rigorous studies can be expensive, take many years, and many MFIs may need support to engage in rigorou
data-gathering.

2. The approach to commercial microcredit needs to change dramatically. We must recognise the limitations of
this intervention and the abuses that have in some cases been committed in the name of microfinance. More
effective and appropriate regulation (not necessarily simply more regulation) and oversight of commercial
MFIs is needed, including the establishment of dréxireaux to help reduce cases of ovadebtedness.
Donors should not support commercial MFIs with ldand capital, but could play a critical role in offering
financial and technical support to partner countries in order to develop better regulatorteregsand
institutions for commercial and ndbr-profit MFIs alike.

3. Investors must recognise that investing in microfinance does not always automatically mean the investment is
socially responsible. Where they wish to invest in a socially responsibleemémey should ensure that
sufficient information and research is produced by the MFI or fund in order to judge the social impact of the
investment. We recommend that CDC in particular takes this on board and develops an investment code for
commercial miaofinance.

4. Sociallyfocused microfinance which genuinely aims to tackle poverty and improve the quality of life of clients
should be widely promoted, and in some cases it should be recognised that programmes may not need to be
financially sustainable withdwaddition support from donors or from crossibsidisation. The UK and other
R2Y2NAR aK2dzZ R 0S -#dzd i ANVAlI a2 ScEirditBld? Biidctgeidieye they offer a
broad range of services to the poorest segment of the populationcamddemonstrate an impact on reducing
poverty and vulnerability. In addition, the UK should work with CGAP and other knowledge leaders in the
sector to develop ways that MFIs can be incentivised to offer mogepth services including savings and
WINIRM2Y LINPINI YYS&aQo®

5. All MFls that are supported by donarglirectly or indirectlyg should be pushed to implement independently
verified social performance monitoring (SPM) systems in order to clearly demonstrate their impact on poverty
and vulnerability which should include a systematic assessment of gender impacts. This can be achieved for
example through offering capacituilding support, funds for product innovation conditioned on including
SPM, and/or rewards for MFIs that engage with academicdh®ipurposes of research. Innovation is needed
on how best to encourage MFIs (particularly commercial MFIs) to embrace SPM. These activities should form
OSYdNIf LINI 2F 5CL5 FYyR GKS 22NIR .lyl1Qa alL/C!/



6. Product diversification must be increak In particular measures

must be taken to ensure that clients are able to access more t| ™

just a single oneizefits-all credit product. Savings ar¢ : 

other organisations to facilitate depogiking.
7. There are exciting areas of innovation across the microfinaf#
sector, including mobile banking which significantly reduces cqg
for clients, making products cheaper; and microinsurance, w
can provide a vital lifeline for poor people when disaster strikf
Investment is urgently needed to develop these innovatiog S 7
52y 2NA KI g8 LXlFrasSrR | Y| 22 NJ Microdrrigationin Malawi financed throughthe |37 § E |

aAONRB[ 2y C2dzfRBRW G AR
investment in the MPESA mobile banking system) and shot initiative. Phob by Lottie Heales

continue to seek out new areas in which to invest. A particularly

promising area is micro crop insurance, an exciting development hhat promise in also addressing the
effects of climate change, but requires infrastructure improvements such as effective weather data systems in
order to become widely available.

8. It was repeatedly stressed in evidence to this inquiry that microfinance doesind cannot operate in a
vacuum. It will never eliminate povertyn its own although it can make a contribution as part of a broader
AGNY 0S3Ted 9y UKdzaAlLIAY FT2NJ YAONRBTFAYI| yOS sedtdtLpdriciarly 2 i
suppat for small and mediunsized enterprises. In evidence to this inquiry DFID representatives have
indicated that they plario fund microfinance as part of a larger financial sector strategy. The APPG supports
this. It is the recommendation of this inquirpat SME financing be included in this strategy and that more
focus be placed on linking micro, small and medium producers with markets for their products and services.

9. DFID have also stated that they plan to focus more of their microfinance portfolicagiefrstates.We
welcome this focus as we believe that donor assistance should target the poorest and most marginalised
people wherever they liveWhile there are examples of successful microfinance in fragile stitere is a
paucity of knowledge on thbest practicesn these contextsL y | RRAGA 2y > WCNF IAE S &
huge variety of situations, sometimes including issues such as mobile populations and conflict which raise
particular challenges for microfinancé/e therefore recommed that DFID approach microfinance in fragile
states cautiouslyrecognising that it may not always be the best intervention for the situation, and that they
either conduct a consultation or support another body to undertake a consultation to gather dispar

knowledge from those who are operating in similar environments across the microfinance sector.



The scope of this Inquiry

YaAONRFAYLFYOSQ A& | O6NRFR GSNX GKFG OFy NBFTSNI G2 |
exclusive to marocredit, microsavings and microinsurance. It is not the intention of this report to decide what can
YR OlFlyy2G 06S NBFSNNBR (G2 Fa YAONRTAYIYOS IyR (GKSN
to any form of financial service that provided at the micréevel. This report considers how different forms of

microfinance should be supported or regulated by governments and donors.

The majority of submissions to this inquiry focused on microcredit. We believe this is in part becawsésther
currently so much controversy surrounding microcredit, but also stems from the fact that microcredit is by far the
most prevalent form of microfinance and therefore submissions came from individuals who had mostly been
involved in credit. For this rean debates around microcredit form the main body of this report. Importantly, it is
not the intention of this report to imply that credit is the most important form of financial service or that we
believe that the sector should remain focused on credicent studies suggest that savings in particular are

absolutely key to the ability of poor people to improve their lives.
Some important terms as used in this report are defined as:

1 Microcredit refers to any form of credit service offered to lemcome imdividuals not traditionally
serviced by the formal banking sector. This can be offered under several models including commercial,
sustainable and grant maintained forms. It can refer to loans for business or for consumption. It can refer
to models that ofér lending only to women or to both men and women and it can refer to lending either
to individuals or to groups (for example in the case of solidarity group lending).

1 Microsavingsrefers to any form of savings product offered to kineome individuals ot traditionally
served by the formal banking sector. It will refer to services that are offered as-atand savings
products or in the form of forced savings as a prerequisite for taking out credit.

1 Microinsurancerefers to any form of arrangement thakees lowincome individuals and businesses, not
traditionally serviced by commercial insurance schemes, make contributions to a scheme in order to
guard against specific risks. This will include those schemes that rely on regular payment of premiums as
wef £ a GK2aS GKFG FEf26 F2NJ LI e&YSyid 2F LINBYAdzy:
LINE 2SO0 GKFEG Ftft26a LIS2LAS (G2 WLI&@8Q F2NJ AyadaNly

This report will consider:

1 The quality of the evidence that spprts claims about the effects of microfinance and whether the
evidence base around microfinance is sufficient to make conclusions about how the sector should

proceed;

% Alan Doran, APPG on Microfinance Meeting 17/11/2010

10



1 The different financial modeladopted by MFIsand how these have led to different midnoance
products;

1 The context that microfinance operates in and the effects that this has on the efficacy of microfinance
programmes; and

1 The future prospects for the microfinance industry, specifically setting out recommendations for the UK
Government. Br the most part these will be relevant to the Department for International Development

(DFID)but some are also relevant to other institutions including CDC.

Members of Kitogani Voluntary Savings and Loan Association (facilitated by Care International), pay into the com
funds at a regular meeting. Photo by Care International
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What is microfinance?

30 years ago Muhammad Yunus set up the Grameen Bank, not to proviiedespportunities to the poor (they
already had the opportunity to borrow from usurious money lenders), but to profaddinancial services to the
unbanked and break the poverty traps faced by so many poor people whose only option was to borrow under
exploitative conditions. Among pioneers like Yunus there was a belief in the social ideal that all people deserved
fair access to financial services, and that the ability of individuals to capitalise their businesses would ultimately

help in the fight agaist poverty.

aAONRTAYIYyOS gl & LINBaSyuSR Fa F NB@2ftdziAz2zy Ay RS¢
intervention. That is to say that it was hoped that (after initial stgstcosts) microfinance would break even with

the manageable intest rates providing enough to cover the expenses of the organisation, and would therefore
not need ongoing injections of cash from outside donors. The industry has indeed grown massively with the
Microfinance Summit Campaign reporting that as of 31 Decen@®®9 3,589 microcredit institutions were
reaching 190,135,080 clients. Bangladesh, where an estimated 25% of rural households are direct beneficiaries c
microfinance programmes (Khandker, 2003), is the plainest example of the ability of microfinanqeatal. For

some this shows microfinance to be a resounding success; for others it is indicative of an industry that has beer

allowed to grow too fasand without proper oversight.

Since the 1970s, the concept of microfinance has developed considerabth@mission statements adopted by

microfinance institutions (MFIs) now show significant diversity. Some common objectives are:

1 Reducing individual poverty through allowing people to invest in business(es).

1 Ensuring that poor people are less vulnerablénmome fluctuation.

1 Improving local and national economies by encouraging enterprise and increasing employment and
production.

T ¢KS RSY2ON}I GAalGAZ2Y 2F FTAYFYOALf ASNBAOSazZ I|faz

There has been some criticism of the diveraiiien of mission statements beyond the ultimate goal of poverty
NERdAzOGAZ2Y® LYy KA&a oNARGGSY SOARSYOS (2 GKAA AYldzA NE
exercise this last couple years wherein people now accept that MF has dtimegfor the poor in terms of their
poverty statusa 2 G KSe y2¢ aleée AyadSIR W KI odzi aC LINRBY2(S:
Maybe it does promote financial inclusion, but this is not what it set out to achieve. And if you kiseWl to
promote financial inclusion, then you need to specify why this is important and, most of all, indicate why and how
resources devoted to MF for financial inclusion will improve the lives of the poor better than other interventions,
suchascasht)pd FSNREZ 2NJ {a9 € SYyRAYy3a 2NJ AYFNIF &aidNHzOG dzNE & LJ

2§ RAaOdzaa (GKS SOARSYOS | o62dzi YAONRTAgporty 0SQa AYLI OG 2y
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NI AAaSR (KAd ABESESRSTANNSEZYLIRSEY YWONRTAYlI YOS Aa LN
"access to finance" and "financial inclusidn* & A F 2dzad YIF{1{Ay3 FAYEFYOAlf LINI
LIS2LX S gAatt fSIFIR (G2 | NBRAZOGAZ2Y Ay LRGSNIeX/ D!t y
L22Nb® ¢KS RIFEYISNI A& (GKFG | OO0SaanBaydididgdidheé) G KS Sy R NI

We agree with the concerns over the justifications for the support of microfinance, while recognising that the
increasing variety in the sector (now populated by among others: commercial MH&rambfit organisations,
moneylendes, banksmutuelles cooperatives and post office banks) means that a diversification of missions is
probably inevitable. While it may be legitimate for commercial MFIs to focus on financial inclusion (while ensuring
that they do no harm to clients), don@upport for microfinance must remain closely focused on the drive to
reduce poverty, and while it may value financial inclusion as a means to an end it should not accept it as an end i
itself. Throughout this report, we argue that donor support for midimeance must be based on the impact that

this has on the lives of the poor in terms of reducing poverty.

Drawing on the recent work of the authors Bbrtfolios of the Poawe recognise that the financial consequences
of poverty go beyond absolute leved$ income, to include the vulnerability caused by dramatic fluctuations in
income. We therefore view a reduction in vulnerability as an element of poverty reduction and a legitimate aim of
donor support for microfinance, although we stress that this regucshould be sustainable and not based solely

upon the availability of more credit.
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The UK Government and Microfinance

As we seek specifically to provide recommendations for the UK Government, particularly DFID, on how it shoulc
engage with the sector wleave conducted desk 8 SR NBXaSI NOK | yR Ayid2 5CL5Qa
YR KSINR 2NI}f SOARSYOS 2y GKS 5SLI NIYSyidiQa OdzZNNBy

LY | wnnu NBGASE 2F (GKS 5SLI NIYSyidQa lexderéhpRokfinyproy OS
poor finance within the donor community. DFID has made a strong contribution to sustainable impact in the
3t 20t YAONRTAYlIYOS AYyRddzZAGNEZ |yR GKA&a O2y{iNROGdziA2
DFID has suppted numerous MFIs, particularly to start up or expand coverage of microfinance services. In
recent years DFID support to the sector has increasingly been routed through broader financial sector
development programmes in which microfinance is just one comept, or alternatively through largecale apex

or wholesale funds such as the Microfinance Investment Support Programme in Afghanistan. In addition, DFID ha
financed financial infrastructure programmes such as financial sector deepening trusts inakenyanzania and
supported CGAP, the leading independent policy and research centre on microfinance, with a view to improving
the enabling environments for prpoor finance, including but not limited to microfinance. Finally, DFID has made
some very impomnt investments in innovation in the microfinance sector, including through a partnensttip
VodaphoneA y Y Sy &t O f @S Rs KWaOK | f f @ Bedmade fdmymoFiSpionesl & YSy G a

2KAES /D'tQad Hnnu NBOASG 27Ty positiveitQionotell SidnBican ghallgh@eS, ¢ 2
including lack of clarity over priorities and polgyS G i Ay 3T GKS WY NBAYFEATFGAZ2YC
andl  OASg 2F YAONRTAYFIYOS |a | &aSid 2 Fcongifioa ® 2nprdving R &
practices in prepoor finance is having a better knowledge of the portfolio. Currently DFID does not have a clear

grip on the extent of financial services offered throughout the agency, especially credit components in larger
multi-sed 2 NJ LINP2S0GaoQ 2KAfES 6S 0StASOS (KIG GKSNB KI

Department since 2002, particularly in the integration of microfinance with other financial services programmes,

Al Aa GKS !'ttDQa SBELIS NMSHTOSO drfal aiRf R SIKS NIy AAYGS QiFkyS & ¢
in microfinance Finally, CGAP note specifically that in common with many other donors and the microfinance

industry as a whole, DFID struggles with how to use microfinance effectivdiffidult situations such as post

conflict and humanitarian interventions.

With the election of a new Government in May 2010, big changes are happening throughout DFID. One of the

oA3I3ASal Aa GKS ONBILFiGA2Yy 2F | yS$¢ PRtyNNBIEALE y{aSOGHRZE MG
the financial sector, including microfinance. The new Coalition Government has stated that they intend
YAONRFAYlI YOS (G2 0S02YS | Y2NB OSYyidN}Xf LI NIL 2F 5CLS

additional microfinance programmegvidencepresented byDFIDduring an oral evidence session for this inquiry

z

NE@SIFfa GKIFIG GKS ySg 5SLINIYSYGiQa LINAR2NAGASAE I NB i
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1

Focus on a full range of services, not just credit;

Focus on outreach to unbanked areas, asaky rural clients and fragile states;

Help to address weaknesses in the sector through a Microfinance Capadifyng Facility for
Microfinance inSubSaharanAfrica (MICFAC), which is being jointly designed with the World Bank and
will support MFIsd improve their operations, including in social performance management;

Incorporate their work on microfinance with wider financial sector development including regulation.

Onthe30'al @ Hwnanmm 5CL5 LlzofAaKSR We¢KS 9 yahd pr&petyFfor poBrag S

L $QF 6KAOK aSia 2dzi GKS 5SLINIYSYyGQa | LILINEI OK

I RRNBS&dasSa o6KIG 5CL5 gAff R2 2y WFAYlIYyOS F2NJ LIS2L)X S

W2 Will help more than 50 million people access savings, credit and insurance through programmes to
GRSSLISYy¢ GKS NBIFIOK 2F GKS FAYIYOAlLf &aSO02NE G2
Financial Innovation and Access in Nigeria will i€lpmillion people get access to finance by 2015. We
also help poor people protect themselves from financial abuse. Through the Financial Education Fund w
build the financial capability of poor communities. The Financial Sector Reform and Strengthening
Initiative, (FIRST), gives targeted specialist advice to help countries reform and strengthen their financial

aSO002NARDPQ

This set of priorities is ambitious and, we believe, well thought out. We have tried wherever possible in this report

to link our discussin and recommendations to practical ways in which DFID could implement these priorities.
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Theeffediveness of microfinance: what does the evidence base say?

In the early days microfinance wagnerallyknown as microcredit, asn most cases this wake only service
0SAYy3 2FFSNBR® ! 3aSaaySylcammpiyo t aBIRFINRP VY Ega OkKdz§aSa
welfare but rather, on the number of people reached. In an initially rescpom environment where targets
revolved around helpingsamany people as possible, little rigorous monitoring of outcomes took place. However,
GKS ARSI GKFG LIe&Ay3a o6FO1 F+ f21y YSIya GKS f2Fy Kt
paying back loans. Qualitative and anecdotal evidencedmasrged suggesting that in some areas (especially
where the saturation of MFIs is high) people have taken out additional loans from other MFIs in order to pay off
debts (Mclintosh et al. 2005), or else they have begged or borrowed from family and frierdsn intervention

that claims to empower this seems counterproductive.

As a result, since 1997 the Consultative Group to Assist the Poor QB&Rading policy and research centre
on financial access for the poor) has increasingly called for morétonimg and evaluation of the outcomes of
microfinance in order to be able to see how microfinance is impacting upon people and whether it is doing good
or harm In more recent years, a sometimes rancorous debate has arisen over whether the microfiearme s
can provide evidence that it is contributing to poverty reduction, or achieving the social impacts it claims. This
section of the report investigates the evidence base as it currently exists, and gives recommendations for how it

should be developed.

Most of the evidence regarding microfinance that has been produced so far relates almost exclusively to
microcredit, andat the present timethere have been relatively few studies conducted of the impact of other
forms of microfinance such as microsavimgsmicroinsurance. It is for this reason alone that this section deals
predominantly with the evidence surrounding microcredit. Given the potential of microsavings and
microinsurance to reduce vulnerability without debt, it is the suggestion of this rapattmore research should

be conducted into these and other alternative, roredit microfinance products, especially as the small existing
evidence base suggests that savings can have a significant positive impact on increasing welfare; a study by Dup
and Robinson quoted in written evidence to this inquiry from Nathanael Goldberg demonstrates increased
expenditure on crucial items such as food due to m&awings initiatives, whiléahe randomized impact
assessment data on the ongoing CGaRd Bandhart A f 2 02 F WINI Rdzl G A2y LINE I NI
programme of stipends, savings and sometimes credit for 4pitrar customersdiscussed in more detail on pB4

is showing positive impact.

Findings fronmexistingresearch on microcredit

Where submisions to this inquiry referred to the quality of the evidence base most noted that there is not a
O2yaSyadzaa 2y oKIG GKS S@ARSYOS aK2ga Foz2dzi GKS AYL
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for such a long time, few reliable statisticaltaaeries exist that could prove that microfinance has been a main

“Z

FILOG2NI G O2y GNRodziAy3a (2 GKS NBRAzOGAZ2Y 2F L2 IFSNIe:

Both positive and negative impacts from microcredit have been detected in research, and there is a heated and
complex @bate over the methodological reliability of the findings of many of the key studies involved. A more
detailed discussion of thmethodological problemgplaguingthe existing evidence base is in Appendix 1. In this

section we have picked out the most saligoints.

Positive impacts include increases in household
expenditure and consumption, reduction in
income fluctuation and vulnerability, and
increases in durable assets accumulated by
households.It is often argued that He most
reliable studies in tens of their academic
rigour are Randomised Controlled Trials (RCTs
While these trials certainly have a place, they
have been criticised on the basis that it is very
difficult to genuinely implement an RCT for
microfinance, as well as for ethical reasdns

do withholding interventions from the control

group (written evidence from Marcus Fedder,
Dr Maren Duvendack and Dr Richard Palmer
Jones) So far these studieBave demonstrated

mixed, and limited, impacts. Although some

increases in business creatiomrofits and

Lina Limo, 38, at her bread store in Lelboinet, Kenya. Rtwtlohn Briggs

expenditure have been detected among various
groups involved in RCTihe studies have not detected a substantial impact on poverty, health, education or
G2YSYQad SYLRGSNNSY(GzZ 2N I ye Snyiehodnelitdtols hdve nateBeishort 2 y
timescales over which RCTs have currently been conducted, which are commonly a year to eighteen months, an
argued that poverty reduction happens over a longer term. Follgwstudies are being conducted on some RCTs

to help illuminate this pait, but are not yet available.

* RCTs are studies that use one randomly selected test group and one randomly selected control group to create a fair wofitgariso

test group are offered a treatment (in this case a microfinance product) and then the outcomes are comparend wihtrol group. In
YSRAOFIf NBaSFENDKI GKS FTASEIR Ay 6KAOK w/ ¢a HNB YROZG Y&I WM HEE & Kdz
subject of the trial nor the researcher knows whether an individual subject is part of the contfeé test group. In microfinance it is

slightly different, because obviously the client will always know whether they have received &lfaning said this, the best studies,

where possible, do ensure that the researcher does not know which group ahgtsis in before conducting analysis in

order to ensure preconceptions do not influence the interpretation of the data
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A particularly notable study showinggative impacts ia paper produced by the Asian Development Bank (ADB,
2007), which stated that in the Philippines, while microcredit was found to improve the income of many clients,
the intervention impacted on the poorest clients in a regressive way, actually making them pbigeussion of
additional studies is included in AppendixThe problem seems to be that microcredit is rabvaysa poverty
reducing tool and much of the litature has not made allowances for the different outcomes experienced by

individuals.

Perhaps the most important point we wish to make about the current evidence base on microcredit is that most
research up to this poing both that showing positive impacind that showing negative impact has made
general and sweeping conclusions that microcredit either moves people out of poverty or doé€3neotbf the

most important methodological problems is the lack of nuance in studies. The microcredit industtseraedy
diverse, and it was suggested by contributors in our oral and written evidence (Rosalind Copisarow, Anton
Simanowitz and Paul Mosley in particular) that this needs to be reflected in the evidence that is being produced.
Most microfinance studiesks2 dzf R y 24 06S 3ISySNIfAaSR a WyS3alriAagdsSa
complex and demonstrate that microfinance has different impacts upon different client groups, so seeing them in
black and white terms can be unhelpful. It is far moreductive for research to demonstrate to us how and

where mcrofinance is working or not.

Ultimately, there is not sufficient highuality nuanced evidence to be able to make a final conclusion over
whether microfinance works, and in fact our sense ig thi is the wrong question to ask. Microfinance is not all

the same. The welespected(though still shorterm)w/ ¢ O2 GSNAY A { LI yRI yiel@as A YL
about the impact of a particular model of commercial microcredit in a heavily satliraterofinance market, but

will tell us nothing about the impact of a socidibcused NG&ed microcredit programme in an underserved
market like rural Zimbabwe. It does not make sense to assume that we can come to a single conclusion about the
impact of microcredit, just as we could not come to a single conclusion about the impact of banking on poor
LIS2LX S Ay GKS ! Y® hLILRNIdzyAde LYOGSNYylFGA2yltQa gNRIQ
feel it is impossible to answer this questiosing just one impact assessment, regardless of the rigour or scale of
the study. Each individual study is specific to the geographical area that it is evaluating, since microfinance work:
RAFFSNEByiGte Ay SIFEOK t20FGA2y 6KSNB Al A& AYLX SYSyi:

Instead, we Bed to focus on identifying through research firm conclusions over the efficgugrtdéular models

of microfinance in particular situatioks Wg KSUGKSNE dzy RSNJ g KI 0 OANDdzyaidl y
working as Richard Palmdones puts itFew rgorous studies have yet been conducted of microfinance that has

a close focus on social outcomes. This does not mean that these interventions do not reduce pawgidy
FTAYRAYIE FTNRBY aCL&Q 24y Y2YAG2NAYy 3 O redurtidn/ dittough K&y ¢

®This RCT has been extensively quoted by all sides in the microfinance debate, although it has also been criticised for
omissiondn design and implementation (Richard Palrienes, in correspondence with this inquiry)
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only form part of the solution and will not eliminate poverty on their ogvand future research would do well to

focus on various types of microéince in various circumstances.

The future of the evidence base for microfinance

While it can be debated the degree to which all microcredit has a responsibility to pursue reductions in poverty
rather than just democratise access to financial services, it should certainly not be the case that MFIs are
permitted to do harm. We will oglbe able to ensure that this is not the case when we effectively monitor the

impacts of microfinance interventions and regulate or alter servicesragly.

It is important that MFIs are impelled to monitor their interventiossd provide evidence orhe social impacts
particularly where claims are made that the intervention reduces povedigny MFIs submitting evidence to the
inquiry includingHand in Hand International, and the Microloan Foundatioave already begun social
performance management pgrammes while NGO Plan International requires their MFI partners to include SPM
in their programmesSome submissions to our inquiry pointed out that social performance management as it is
commonly practiced focuses largely upon issues to do witlo clients are and whether outreach to poorer
sections of the population is occurring (Marcus Fedder). While this is important, we would argue that much more
in-depth monitoring is required, which addresses the socigtomes2 ¥ (G KS 2 NBI y A &érdiake?2 y Q&
several innovations in this field F2 NJ SEI YLX S DNJ YSSy Qa t, S&E NBriprénanée dzi
Indicators development by the Social Performance Taskfag,other measures used by organisations such as
the Microloan Foundatiorg and we argue that to be meaningful and more than a PR exercise monitoring must

lookinto these more complex issues.

The burden on MFIs cannot be so great as to diminish their operational capabilities and there is scope for capacit
building fundssuchasDAIDyYy R G4 KS 22NI R . Fy1 Q& alL/C!/ (G2 Fraarald ¢

quality of microfinance as well as the evidence base aroumat works.

As well as MFI monitoring the academic community needs to be active in both quantitative arichtiyeal
research, as suggested in submissions to the inquiry from Maxwell Stamp, MicroEnsure, and Hand in Hant
International. Rigorous and nuanced quantitative research over longer timescales is important in extricating
arguments about microfinance from ¢hanecdotal level, however qualitative researchalso important for

directing research, identifying new questions and building up a picture of how microfinance works.
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RECOMMENDATIONI® evidence base

1 ADDITIONAL EVIDENCE SHOULD BE DEVELOPED THROUGH VARIED BUT NUAN(
DFID can contribute to the development of the evidence base on microfinance thr
supporting academic studies and monitoringthin MFIs. The emphasis needs to be not
WgKSGKSNI YAONRTAYIFI YOS $2N] aQs o6dzi K2g YA
be allocated on how useful they are for indicating the efficacypafticular microfinance
programmes. There also needo be an understanding that various types of research
necessary; while RCTs are valuable it is essential that other types of study are also unde
Qualitative studies may be better placed to discover mechanisms affecting progra

effectivenesghat could be missed by a quantitative study.

KNOWLEDGE SHARING BETWEEN ACADEMICS ANBoMFKkcademics and MFIs ha
important roles to play in creating a solid evidence base around microfinance. MFIs sho
encouraged to allow academics access heit programmes and their monitoring data.

organisations receiving public funding should be able to demonstrate their impact,
recommend that DFID investigate building academic links into grant agreements with
potentially including support offed through apex funds. MFIs and academics should

encouraged to work together to pilot new programmes and measure impacts.
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A diversifying sectaran overview of microcredit

aLy GKS 02YY2y ndnteyhidalzt &&yEhingrdndtNeopposite of itMicrofinance Association
White Paper, 2010).

Recent years have seen explosive growth in the microfinance industry. While much of this growth has been in the
commercial microcredit sector, it has also resdlte the development of exceptional diversity in the field of
microfinance¢ KA & Ay Of dzZRS& 3IS23INI LIKAOFt RAGSNEAGET lthare/ D! t
FNE F2dz2NJ GAYSA a Ylrye al @gAay3a | aledappih is the dodigadyy G a
Y2RSt Ay &Phy Subnidbidn GoSthisbigyuiry from Maxwell Stamp outlined the scale of difference
between microfinance organisationg:! & 2yS SyR 2F (KS a0FfS NS WDNJI"
female entreprendzNE FTNRY GKS LR22NBad fS@St Ay GKS az20ASdae

microfinance institutions (MFIs) serving micro entrepreneurs with growth®r,lJS 0Ga 2y | oA f I G S

One issue that arose again and again in the evidence sulimittethis inquiry was that there is insufficient
recognition of the diversity in the field Ay / D! t Q& ¢ 2hdkPb&eh ovarsh&dowRd iwaNdgulare
dzy RSNA Gl YRAY3I 2F YAONRBTFAYIYOSIT | yR i KSThisc&igeR@yfuSien G 2
among the public, media, investors and donors. While we will not be arguing in this report that any particular
forms of microfinance are illegitimate (though some organisations have clearly been behaving in an illegitimate
manner with respct to poverty alleviation), we do feel it is necessary to recognise the variation in mission
statements and the ways in which this drives a variety of outcomes. As Opportunity International commented in
GNRGUGSY SOARSYOS (2 UGKSESSRAE dAANEY &#SKGHENIIKISE AYRdAzR &
approachg i.e. organisations that have financial goals (such as a profit motive), and those that have sosial goal
68dz0K & LRGSNI& NBRAOIGAZY O ®Q

In the section below we will discuss some of the m&woms of microcredit, and the drivers of diversification in

the sector. We will then look at other forms of microfinanegliiding savings and insurance.

Three forms of microcredit: debates that have split the sector

Microfinance is remarkably diverse @it is not possible to easily encapsulate all forms, even if we are just
limiting ourselves to microcredit. However it seems fair to draw a distinction between three different types of

microcredit providers that are currently the most prevalent:

COMMERCIA Commercial microcredit encourages latgmale investment from private and corporate backers. It
uses this money to expand operations and increase profitability/efficiency and maintains itself as a desirable

investment byoffering competitive returns.

SUSTAINABLE NBDRPROFITThis model operates in a financially sustainable fashion, ensuring the services

provided make enough money to cover costs, but importadthgsnot attempt to maximise profits and often
21



clamsti 2 KI @S | &R2 dzo finfludes 2 §otidl Wissiorh yhe distinction tietween commercial and
sustainable nofor-profit models can be difficult to pin down but is essentially one of degrees. For example,
sustainable nofor-profit organisations will sometimes launch products thag¢ anprofitable (for example, one

that targets the ultrapoor and has many additional services) that will be csdssidised from more profitable
product lines. While sustainable nfir-profit organisations seek to be able to be financially and operatign
sustainable without grants, they do sometimes seek grants and investment capital (equity or debt, at market or

concessional rates), in order to more rapidly expand alreadytpldé products and activities.

DONATIONSUPPORTED N®ORPROFIT:There ae a few notfor-profit microfinance organisations that
deliberately do not push for sustainability in their operations but instead focus primarily on a social mission and
fund their ongoing operations through donated funds. Microcredit is used (as opposadgrant) for many
reasons that can include a desire to build the cash management discipline involved in regular repayment
behaviour, or the empowering aspects of giving someone a loan as opposed to a grant. These models cover the
operating costs witHunding from donors who could include traditional donors, local government subsidies, or
from crosssubsidisation from more profitable, nemicrofinance operationsThis type of institution is perhaps

the most likely to offer a broad range of financigrvices, going well beyond credit into savings, safety nets and

even cash transfers.

The next section of this report looks at some of the debates that have split the sector, teasing out the core issues

of contention that have caused diversification.

Susainability and commercialisation

Many supporters of microfinance argue that its power lies in the fact that it can help to tackle poverty while also
achieving financial sustainability. Sustainability is desirable for donors because it means more vaioadpr
sustainable programmes require only capacity building funds and then they can continue working without further
financial help. In some cases the money that was initially given by donors can even be returned. For donors, wh

are constantly under presire to increase efficiency, sustainablegrammes are very attractive.

Sustainability can be attractive for practitioners as well. If they are sustainable they no longer have to worry
aboutdonor funding running out. The Maxwell Stamp submission tokhjslj dzA NB 2 dzi f A Y SR (KA 3
GF 18 GKS LR2N aS@Sy 2NJ SA3IKG &SINE (2 NnasS 2dzi 27
be well beyond the funding time scale of many donors supporting microfin&ntiee implication is Hat
sustainability without donor funding may be necessary to keep the project running for long enough toesee th

expected impacts on poverty.

{dAGFAYlIOoATAGE faz2z KFra Iy AYLIOG 2y Iy aCLaAQ | 0Af
found themselves facing difficulties increasing their outreach because while they were sustainable, growth was

slowed because they had few or no funds to reach new clients. Some MFIs got around this problem by looking tc
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commercial markets, offering compgtie returns to investors and even, in the cases of SKS, Spandana and
Compartamos (some of the biggest MFIs in the world), undergoing Initial Public Offerings (IPOs) through whict
they raised funds on stock markets and became accountable to shareholthese MFIs demonstrated that
when microfinance is commercially viable it can attract a wealth of private investment to expand much more

quickly than is possible with donatednis or retained earnings alone.

Many respondents to this inquiry argue that intregnt capital is crucial in order to reach the approximately 2.7
billion unbanked people in the world (including oral evidence from Chris Bold and Marcus Fedder). Opportunity
LYGSNYIFGA2yLFf O2YYSYGSRY WacLa Odzdbds vra stilelittidFrdateTharfa 2 y
drop in the ocean when compared with the number of people who need the services we provide. If the industry
relies solely on MFIs operating thanks to donated funds, we will never to be able to grow at a rate thauallows

to become relevant to the size of the need we are called to address. Therefore, there is a role to play for
organisations and investors with a double bottdime return ¢ those seeking to target low income groups while

at the same tine obtain a financia NXB (i dzNJ ® Q

However the relationship with investors has meant that some MFIs attempt to maximise @&ifiiter to attract

new investment or as a result of the demands of investors. For obvious reasons, this has been very controversia
Evidence submittedio this inquiry raised several questions about the role of commercial microcredit, with most
respondents recognising there have been failures in recent y&aresgeneral consensus was that there is a role

for commercial microcredit, but that it should nanecessarily be seen as a development intervention because
increasing access to financial services does not necessarily produce poverty reduction; whether poverty
reduction is achieved depends on a large number of factors: what services are offered awdtliney are

delivered, as well as the social, economic and institutional context.

Commercial microedit

Commercial microcredit providers often argue that the act of lending itself inserts liquidity into an otherwise
relatively illiquid environment. ThislaWs for faster transactions, business innovation, investment in inputs and
therefore, potentially, more growth. It is this growth that is then posited to offset the interest on the debt and
further provide substantive reductions in poverty. This is hoammercial microfinance practitioners argue,
O2YYSNDALE YAONRTAYAYOSaOl ¢z ONBYy dSakt W2WR . I G§SYIFyYy
in which microfinance currently operates are over liqgids can be seen in Andhra Pradesiithough it should

be noted that other contributions to the inquiry argue that this situation is an anomaly (for example Eiid

during oral evidence).

Many of the submissions, and much of the literature, argues that pumping credit into a (often quiteedgolat
financial system does not guarantee growth because the credit is not necessarily being used for productive
endeavours. For people with little business education or financial training it may prove difficult for them to put

borrowed money to best use anddeed it may be used for consumption rather than for productive purposes.
23



Further, even people who run their business well may find growth and returns limited by a lack of exposure to
outside markets. These issues can be mitigated through the provigitnusiness development and extension
services which commercial microfinance in their quest for expansion and profitability often seem reluctant to
LINE GARS otldzZ az2dfSevd ¢KS LINPGAAAZY 2F (k$Pate | RR
purposes of this report is defined as any microcredit service that also includefinamigial services. This can
include business development services, business education, and healthcare as well as otfieanuial

interventions.

Women in Madhya Pradesh, India, attend a skills training session on vegetable farming. Photo by McKay <

This analysis allasvus to isolate features that are commitmcommercial providersalthough it is important to
note that none of these tendencies are exclusive to profitximising organisations and many can also be seen in

AL LA

a2YS FNBFa 2F 6KI G ¢ SenotMEINPSINMWIAQ B SIS NWa dza G Ay | o f

1. Stripped down services

Commercial providers often offer basic, stripped down, profitable services, which usually consist solely of credit
with little flexibility in terms to suit the customer. There are often restrictions that YA G Of ASy daqQ
the size of the loan they need, and they will often have a repayment plan that cannot take into account any
specific cashflow needs of the business. Such stripped down services are more profitable for MFIs who can cu
down on product design and administration; however they also make the loan less appropriate and potentially

more difficult for the client to pay backmportantly, the services that more readily reduce vulnerability, being
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