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Foreword from the APPG officers 

The All-Party Parliamentary Group on Microfinance, established by Annette Brooke MP in 2002, is a leading UK 

forum for Parliamentarians, practitioners, academics and non-governmental organisations interested in 

microfinance. What attracted the members of the APPG to the issue of microfinance in the first place was a belief 

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 with tƘŜ ŘŜǎƛǊŜ ǘƻ ǎŜŜ ǘƘŜ ōŜǎǘ ǎƻŎƛŀƭ ƻǳǘŎƻƳŜǎ ǇƻǎǎƛōƭŜ ŦƻǊ ǘƘŜ ǿƻǊƭŘΩǎ ǇƻƻǊΦ  

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 orthodoxies around microfinance. The purpose of 

the inquiry on which this summary report is based was 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 

recommendations for how the sector should progress from here in order to live up to its promise of providing a 

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 conclude that 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 not-for-profit sector as well. Professor Muhammad Yunus has recently argued that microfinance has 

ŀ ΨōǊŀƴŘƛƴƎ ǇǊƻōƭŜƳΩΣ ǿƘƛŎƘ ƳŀƪŜǎ ƛǘ ŀǇǇŜŀǊ ǘƘŀǘ ǇǊƻŦƛǘ-maximising commercial organisations are providing the 

same services as socially-ŦƻŎǳǎŜŘ ƳƛŎǊƻŦƛƴŀƴŎŜΣ ƘŜƴŎŜ ŀǘǘǊŀŎǘƛƴƎ ŀ ΨǎƻŎƛŀƭƭȅ ǊŜǎǇƻƴǎƛōƭŜΩ ǊŜǇǳǘŀǘƛƻƴ ǘƘŀǘ ǘƘŜȅ Ƴŀȅ 

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 decisions on how 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 would like to thank all those who submitted written and oral evidence to this inquiry, the 

panellists who gave evidence at our oral evidence hearings held in March and April 2011, and the secretariat of 

the APPG for facilitating this process and creating the report.  

 

 

 

 

 

 

 

    Annette Brooke MP, Chair Stephen Lloyd MP, Secretary Robert Syms MP, Treasurer
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Executive Summary 

"58% of the poor who 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 2030.έ ς Professor Muhammad Yunus, speaking to Time Magazine in 2006 

ά¢ƘŜ ƳƛŎǊƻŦƛƴŀƴŎŜ ƳƻǾŜƳŜƴǘ Ƙŀǎ ōŜŜƴ ƛƴ ƻǇŜǊŀǘƛƻƴ ƴƻǿ ŦƻǊ ǎƻƳŜ ол ȅŜŀǊǎ ŀƴŘ ƛƴ ǘƘŀǘ ǘƛƳŜ ƛǘ Ƙŀǎ ŦŀƛƭŜŘ ǘƻ 

ǇǊƻǾƛŘŜ Ǌƻōǳǎǘ ŜǾƛŘŜƴŎŜ ǘƘŀǘ ƛǘ ƛǎ ƳŜŀƴƛƴƎŦǳƭƭȅ ŀǎǎƻŎƛŀǘŜŘ ǿƛǘƘ ǎǳǎǘŀƛƴŀōƭŜ ǇƻǾŜǊǘȅ ǊŜŘǳŎǘƛƻƴ ŀƴŘ ΨōƻǘǘƻƳ-ǳǇΩ 

economic ŀƴŘ ǎƻŎƛŀƭ ŘŜǾŜƭƻǇƳŜƴǘΧ.ǳǘ ŜǾŜƴ ǿƻǊǎŜΣ Ƴŀƴȅ ŜŎƻƴƻƳƛǎǘǎ ŀƴŘ ŘŜǾŜƭƻǇƳŜƴǘ ǎǇŜŎƛŀƭƛǎǘǎ ŀǊŜ ƴƻǿ ƻŦ 

ǘƘŜ ŦƛǊƳ ƻǇƛƴƛƻƴ ǘƘŀǘ aC ŀŎǘǳŀƭƭȅ ¦b59waLb9{ ǘƘŜ ǇǊƻŎŜǎǎ ƻŦ ǎǳǎǘŀƛƴŀōƭŜ ǇƻǾŜǊǘȅ ǊŜŘǳŎǘƛƻƴ ŀƴŘ ΨōƻǘǘƻƳ-ǳǇΩ 

ŜŎƻƴƻƳƛŎ ŀƴŘ ǎƻŎƛŀƭ ŘŜǾŜƭƻǇƳŜƴǘΦέ ς Dr   Milford Bateman, written response to this inquiry, 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, the sector 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 ς particularly where 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 which they operate has been left relatively 

unchanged and regulatory frameworks have been slow to 

ŘŜǾŜƭƻǇΦ hǳǘ ƻŦ ǘƘƛǎ ΨŦǊŜŜΩ ŜƴǾƛǊƻƴƳŜƴǘ ǿƘŜǊŜ ƛƴǾŜǎǘƳŜƴǘ ƛǎ ƛƴ 

many cases abundant and regulation is sparse there have 

emerged concerning stories of exploitation as well as 

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 the divisions 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, which 

has enabled her to diversify her income, save, paȅ ǎŎƘƻƻƭ ŦŜŜǎ ŀƴŘ ƎŜǘ ƘŜǊ ŦŀƳƛƭȅ ǘƘǊƻǳƎƘ ǘƘŜ ǘǊŀŘƛǘƛƻƴŀƭ άƘǳƴƎǊȅ 

ǎŜŀǎƻƴέ ōŜŦƻǊŜ ǘƘŜ ŎǊƻǇǎ ǊƛǇŜƴΦ wƛǘŀ Ƙŀǎ ōƛƎ ŘǊŜŀƳǎ ŦƻǊ ǘƘŜ ŦǳǘǳǊŜΥ ά¢ƘŜ ōƛƎƎŜǎǘ ǘƘƛƴƎ ŦƻǊ ƳŜ ǿŀǎ ǎǘŀǊǘƛƴƎ ǘƻ ǎŀǾŜΦ 

L ƘŀŘ ƴŜǾŜǊ ǎŀǾŜŘ ōŜŦƻǊŜΦ bƻǿ L ƘŀǾŜ ǎŀǾƛƴƎǎ ǘƻ ǘŀǇ ǿƘŜƴ ƛǘΩǎ ǘƛƳŜ ŦƻǊ ǘƘŜ school fees and other needs, including 

more food. My family is better now. We eat better. I want to save more, so I can use my own money for the farm 

SKS Microfinance Client, photo by Kalyan3 
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ƛƴǎǘŜŀŘ ƻŦ ǘŀƪƛƴƎ ƻǳǘ ƭƻŀƴǎΦ L ǿŀƴǘ ǘƻ ƳŜŜǘ ǇŜƻǇƭŜ ǿƘƻ ŜŀǊƴ ƳƻǊŜ ƳƻƴŜȅΣ ǎƻ L Ŏŀƴ ƭŜŀǊƴ ŦǊƻƳ ǘƘŜƳΦέ 

Zaheera from Andhra Pradesh in India, on the other hand, was caught in a tragedy unfolding across the state. She 

died in an apparent suicide on September 13th, 2010. At the time of her death, she had loans outstanding from 

eight different microfinance institutions totalling Rs. 160,000 (US$3,500).1 She had no regular income, just odd 

Ƨƻōǎ ƛƴ ǘƻǿƴ ǇŀȅƛƴƎ ŀōƻǳǘ wǎΦ слл όϷмоύ ŀ ǿŜŜƪΦ {ƘŜ ǳǎŜŘ Ƴƻǎǘ ƻŦ ǘƘŜ ƭƻŀƴ ƳƻƴŜȅ ŦƻǊ ƘŜǊ ŘŀǳƎƘǘŜǊΩǎ ǿŜŘŘƛƴƎΦ 

½ŀƘŜŜǊŀΩǎ ƘǳǎōŀƴŘ ŜȄǇƭŀƛƴŜŘ ά¢Ƙƛǎ ƛǎ ǿƘŀǘ ŘǊƻǾŜ Ƴȅ ǿƛŦŜ ǘƻ ǎǳƛŎƛŘŜΧǎƘŜ ŘƛŘ not have the courage to face the 

group members, leaders and loan staff without making payments and there was nowhere from which we could 

ǊŜǇŀȅ ŀƭƭ ǘƘŜ ƳƻƴŜȅέΦ  

It is our thesis that the approach to microfinance taken by donors, practitioners and even many critics, 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 good 

because they induce debt; and secondly that the sector is now so diverse that we have to assess individual 

microfinance interventions on their own 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. For not-for-profit, socially 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, regulation. 

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. Where 

the only product available is a 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 as 

insurance, safe remittances and other services. Until we extend comprehensive financial services to all we cannot 

ǘǊǳƭȅ ŎƭŀƛƳ ǘƻ ōŜ ΨŘŜƳƻŎǊŀǘƛǎƛƴƎ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎΩΣ ƭŜǘ ŀƭƻƴŜ ŎƻƴǘǊƛōǳǘƛƴƎ Ŧǳƭƭȅ ǘƻ ǘƘŜ ŦƛƎƘǘ ŀƎŀƛƴǎǘ ǇƻǾŜǊǘȅΦ 5CL5 

and other donors must play a central part in refocusing the industry. As Mark Napier, the incoming Director of 

Investment Innovation at CDC stated during an oral evidence session for this inquiry, donors should act as the 

ΨŎƻƴǎŎƛŜƴŎŜ ƻŦ ǘƘŜ ƳŀǊƪŜǘΩΦ 

                                                           
1
 It is likely that Zaheera, like many women in Andhra Pradesh, also had outstanding loans from informal sources that 

increased the pressure on her repayments, however there is insufficient information available for us to know for sure. 
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Summary of Recommendations 

This report makes 9 key recommendations. More detail on each of these 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 here because most academically 

rigorous studies can be expensive, take many years, and many MFIs may need support to engage in rigorous 

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 credit bureaux to help reduce cases of over-indebtedness. 

Donors should not support commercial MFIs with loan-fund capital, but could play a critical role in offering 

financial and technical support to partner countries in order to develop better regulatory systems and 

institutions for commercial and not-for-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 responsible manner they 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 microfinance. 

4. Socially-focused 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 without addition support from donors or from cross-subsidisation. The UK and other 

ŘƻƴƻǊǎ ǎƘƻǳƭŘ ōŜ ǿƛƭƭƛƴƎ ǘƻ ǎǳǇǇƻǊǘ Ψƴƻƴ-ǎǳǎǘŀƛƴŀōƭŜΩ ǇǊƻƎǊŀƳƳŜǎ ς directly or indirectly ς where they offer a 

broad range of services to the poorest segment of the population and can demonstrate 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 more in-depth services including savings and 

ΨƎǊŀŘǳŀǘƛƻƴ ǇǊƻƎǊŀƳƳŜǎΩΦ 

5. All MFIs that are supported by donors ς directly or indirectly ς 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 capacity-building support, funds for product innovation conditioned on including 

SPM, and/or rewards for MFIs that engage with academics for the purposes of research. Innovation is needed 

on how best to encourage MFIs (particularly commercial MFIs) to embrace SPM. These activities should form a 

ŎŜƴǘǊŀƭ ǇŀǊǘ ƻŦ 5CL5 ŀƴŘ ǘƘŜ ²ƻǊƭŘ .ŀƴƪΩǎ aL/C!/ ƛƴƛǘƛŀǘƛǾŜΦ  
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6. Product diversification must be increased. In particular measures 

must be taken to ensure that clients are able to access more than 

just a single one-size-fits-all credit product. Savings are 

particularly important, and donors including DFID should support 

regulatory bodies to develop ways in which MFIs can be 

encouraged to either become appropriately regulated deposit-

taking organisations themselves, or to set up partnerships with 

other organisations to facilitate deposit-taking.  

7. There are exciting areas of innovation across the microfinance 

sector, including mobile banking which significantly reduces costs 

for clients, making products cheaper; and microinsurance, which 

can provide a vital lifeline for poor people when disaster strikes. 

Investment is urgently needed to develop these innovations. 

5ƻƴƻǊǎ ƘŀǾŜ ǇƭŀȅŜŘ ŀ ƳŀƧƻǊ ǊƻƭŜ ŀƭǊŜŀŘȅ όŦƻǊ ŜȄŀƳǇƭŜ 5CL5Ωǎ 

investment in the M-PESA mobile banking system) and should 

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

promising area is micro crop insurance, an exciting development that has 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 does not and cannot operate in a 

vacuum. It will never eliminate poverty on its own, although it can make a contribution as part of a broader 

ǎǘǊŀǘŜƎȅΦ 9ƴǘƘǳǎƛŀǎƳ ŦƻǊ ƳƛŎǊƻŦƛƴŀƴŎŜ ǎƘƻǳƭŘ ƴƻǘ ΨŎǊƻǿŘ ƻǳǘΩ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ƻǘƘŜǊ ŦƛƴŀƴŎƛŀƭ sectors, particularly 

support for small and medium-sized enterprises. In evidence to this inquiry DFID representatives have 

indicated that they plan to fund microfinance as part of a larger financial sector strategy. The APPG supports 

this. It is the recommendation of this inquiry that 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 portfolio in fragile states. We 

welcome this focus as we believe that donor assistance should target the poorest and most marginalised 

people wherever they live. While there are examples of successful microfinance in fragile states, there is a 

paucity of knowledge on the best practices in these contexts. Lƴ ŀŘŘƛǘƛƻƴΣ ΨCǊŀƎƛƭŜ ǎǘŀǘŜǎΩ ƛǎ ŀ ǘŜǊƳ ǘƘŀǘ ŎƻǾŜǊǎ ŀ 

huge variety of situations, sometimes including issues such as mobile populations and conflict which raise 

particular challenges for microfinance. We therefore recommend that DFID approach microfinance in fragile 

states cautiously, recognising 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 disparate 

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

Micro-irrigation in Malawi, financed through the 

aƛŎǊƻ[ƻŀƴ CƻǳƴŘŀǘƛƻƴǎΩ ΨaƛŎǊƻ-±ŜƴǘǳǊŜǎΩ 

initiative. Photo by Lottie Heales 
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The scope of this Inquiry 

ΨaƛŎǊƻŦƛƴŀƴŎŜΩ ƛǎ ŀ ōǊƻŀŘ ǘŜǊƳ ǘƘŀǘ Ŏŀƴ ǊŜŦŜǊ ǘƻ ŀ ƭŀǊƎŜ ƴǳƳōŜǊ ƻŦ ŘƛŦŦŜǊŜƴǘ ŦƛƴŀƴŎƛŀƭ ǇǊƻŘǳŎǘǎΣ ƛƴŎƭǳŘƛƴƎ ōǳǘ ƴƻǘ 

exclusive to microcredit, microsavings and microinsurance. It is not the intention of this report to decide what can 

ŀƴŘ Ŏŀƴƴƻǘ ōŜ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ƳƛŎǊƻŦƛƴŀƴŎŜ ŀƴŘ ǘƘŜǊŜŦƻǊŜΣ ŦƻǊ ǘƘŜ ǇǳǊǇƻǎŜǎ ƻŦ ǘƘƛǎ ǊŜǇƻǊǘ ΨƳƛŎǊƻŦƛƴŀƴŎŜΩ ǿƛƭƭ ǊŜŦŜǊ 

to any form of financial service that is provided at the micro-level. 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 because there is 

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 reason 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 credit: recent 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: 

¶ Microcredit refers to any form of credit service offered to low-income individuals 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 offer 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).   

¶ Microsavings refers to any form of savings product offered to low-income individuals not traditionally 

served by the formal banking sector. It will refer to services that are offered as stand-alone savings 

products or in the form of forced savings as a prerequisite for taking out credit. 

¶ Microinsurance refers to any form of arrangement that sees low-income 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 

weƭƭ ŀǎ ǘƘƻǎŜ ǘƘŀǘ ŀƭƭƻǿ ŦƻǊ ǇŀȅƳŜƴǘ ƻŦ ǇǊŜƳƛǳƳǎ ƛƴ ǘƘŜ ŦƻǊƳ ƻŦ ǿƻǊƪ όŦƻǊ ŜȄŀƳǇƭŜ ǘƘŜ hȄŦŀƳ άI!wL¢!έ 

ǇǊƻƧŜŎǘ ǘƘŀǘ ŀƭƭƻǿǎ ǇŜƻǇƭŜ ǘƻ ΨǇŀȅΩ ŦƻǊ ƛƴǎǳǊŀƴŎŜ ōȅ ŜƴƎŀƎƛƴƎ ƛƴ Ǌƛǎƪ ǊŜŘǳŎƛƴƎ ōŜƘŀǾƛƻǳǊǎΦ2)  

This report will consider: 

¶ The quality of the evidence that supports claims about the effects of microfinance and whether the 

evidence base around microfinance is sufficient to make conclusions about how the sector should 

proceed; 

                                                           
2
 Alan Doran, APPG on Microfinance Meeting 17/11/2010 
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¶ The different financial models adopted by MFIs and how these have led to different microfinance 

products;  

¶ The context that microfinance operates in and the effects that this has on the efficacy of microfinance 

programmes; and 

¶ The future prospects for the microfinance industry, specifically setting out recommendations for the UK 

Government. For 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 communal 

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 provide lending opportunities to the poor (they 

already had the opportunity to borrow from usurious money lenders), but to provide fair financial 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 against poverty.  

aƛŎǊƻŦƛƴŀƴŎŜ ǿŀǎ ǇǊŜǎŜƴǘŜŘ ŀǎ ŀ ǊŜǾƻƭǳǘƛƻƴ ƛƴ ŘŜǾŜƭƻǇƳŜƴǘ ōŜŎŀǳǎŜ ƻŦ ƛǘǎ ǇƻǘŜƴǘƛŀƭ ǘƻ ōŜ ŀ ΨǎǳǎǘŀƛƴŀōƭŜΩ 

intervention. That is to say that it was hoped that (after initial start-up costs) microfinance would break even with 

the manageable interest 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 December 2009 3,589 microcredit institutions were 

reaching 190,135,080 clients. Bangladesh, where an estimated 25% of rural households are direct beneficiaries of 

microfinance programmes (Khandker, 2003), is the plainest example of the ability of microfinance to expand. For 

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

allowed to grow too fast and without proper oversight.  

Since the 1970s, the concept of microfinance has developed considerably and the mission statements adopted by 

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

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

¶ Ensuring that poor people are less vulnerable to income fluctuation. 

¶ Improving local and national economies by encouraging enterprise and increasing employment and 

production.  

¶ ¢ƘŜ ŘŜƳƻŎǊŀǘƛǎŀǘƛƻƴ ƻŦ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎΣ ŀƭǎƻ ǘŜǊƳŜŘ ΨŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴΩΦ  

 

There has been some criticism of the diversification of mission statements beyond the ultimate goal of poverty 

ǊŜŘǳŎǘƛƻƴΦ Lƴ Ƙƛǎ ǿǊƛǘǘŜƴ ŜǾƛŘŜƴŎŜ ǘƻ ǘƘƛǎ ƛƴǉǳƛǊȅΣ aƛƭŦƻǊŘ .ŀǘŜƳŀƴ ŀǊƎǳŜǎΥ ΨǘƘŜǊŜ Ƙŀǎ ōŜŜƴ ŀ ƳŀƧƻǊ ΨƎƻŀƭ ǊƻǘŀǘƛƻƴΩ 

exercise this last couple years wherein people now accept that MF has done nothing for the poor in terms of their 

poverty status,3 ǎƻ ǘƘŜȅ ƴƻǿ ǎŀȅ ƛƴǎǘŜŀŘ Ψ!ƘΣ ōǳǘ aC ǇǊƻƳƻǘŜǎ ŦƛƴŀƴŎƛŀƭ ƛƴŎƭǳǎƛƻƴΣ ǎƻ ǿŜ ǎƘƻǳƭŘ ŎƻƴǘƛƴǳŜ ǿƛǘƘ ƛǘΩΦ 

Maybe it does promote financial inclusion, but this is not what it set out to achieve. And if you use MF now 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, 

such as cash traƴǎŦŜǊǎΣ ƻǊ {a9 ƭŜƴŘƛƴƎ ƻǊ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ǎǇŜƴŘƛƴƎΦΩ {ŜǾŜǊŀƭ ƻǘƘŜǊ ǎǳōƳƛǎǎƛƻƴǎ ǘƻ ƻǳǊ ƛƴǉǳƛǊȅ ŀƭǎƻ 

                                                           
3
 ²Ŝ ŘƛǎŎǳǎǎ ǘƘŜ ŜǾƛŘŜƴŎŜ ŀōƻǳǘ ƳƛŎǊƻŦƛƴŀƴŎŜΩǎ ƛƳǇŀŎǘ ƻƴ ǇƻǾŜǊǘȅ ƛƴ ŀ ƭŀǘŜǊ ǎŜŎǘƛƻƴ ƻŦ ǘƘƛǎ report. 
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ǊŀƛǎŜŘ ǘƘƛǎ ƛǎǎǳŜΣ ŦƻǊ ŜȄŀƳǇƭŜΥ Ψ¢ƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ƳƛŎǊƻŦƛƴŀƴŎŜ ƛǎ ǇǊƻǾƛƴƎ ŦƭǳƛŘΧŀƴŘ ƛƴŎǊŜŀǎƛƴƎƭȅ ǘƘŜ ǘŀƭƪ ƛǎ ƻŦ 

"access to finance" and "financial inclusion"Χŀǎ ƛŦ Ƨǳǎǘ ƳŀƪƛƴƎ ŦƛƴŀƴŎƛŀƭ ǇǊƻŘǳŎǘǎ ŀƴŘ ǎŜǊǾƛŎŜǎ ŀǾŀƛƭŀōƭŜ ǘƻ ǇƻƻǊ 

ǇŜƻǇƭŜ ǿƛƭƭ ƭŜŀŘ ǘƻ ŀ ǊŜŘǳŎǘƛƻƴ ƛƴ ǇƻǾŜǊǘȅΧ/D!t ƴƻǿ ōƛƭƭǎ ƛǘǎŜƭŦ ŀǎ ϦŀŘǾŀƴŎƛƴƎ ŦƛƴŀƴŎƛŀƭ ŀŎŎŜǎǎ ŦƻǊ ǘƘŜ ǿƻǊƭŘϥǎ 

ǇƻƻǊϦΦ ¢ƘŜ ŘŀƴƎŜǊ ƛǎ ǘƘŀǘ ŀŎŎŜǎǎ ōŜŎƻƳŜǎ ǘƘŜ ŜƴŘ ǊŀǘƘŜǊ ǘƘŀƴ ǘƘŜ ƳŜŀƴǎΦΩ όLan Boyd-Livingstone.) 

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 MFIs, not-for-profit organisations, 

moneylenders, banks, mutuelles, 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), donor support 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 in 

itself. Throughout this report, we argue that donor support for microfinance 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 of Portfolios of the Poor we recognise that the financial consequences 

of poverty go beyond absolute levels of 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 reduction should 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 should 

engage with the sector we have conducted desk-ōŀǎŜŘ ǊŜǎŜŀǊŎƘ ŀƴŘ ƛƴǘƻ 5CL5Ωǎ ƘƛǎǘƻǊȅ ƛƴ ǘƘŜ ƳƛŎǊƻŦƛƴŀƴŎŜ ŦƛŜƭŘ 

ŀƴŘ ƘŜŀǊŘ ƻǊŀƭ ŜǾƛŘŜƴŎŜ ƻƴ ǘƘŜ 5ŜǇŀǊǘƳŜƴǘΩǎ ŎǳǊǊŜƴǘ ǇƭŀƴǎΦ ! ōǊƛŜŦ ƻǾŜǊǾƛŜǿ ƛǎ ōŜƭƻǿΦ 

Lƴ ŀ нллн ǊŜǾƛŜǿ ƻŦ ǘƘŜ 5ŜǇŀǊǘƳŜƴǘΩǎ ƳƛŎǊƻŦƛƴŀƴŎŜ ǿƻǊƪ /D!t ŎƻƴŎƭǳŘŜŘ Ψ5CL5 Ǉƭŀȅǎ ŀ leadership role in pro-

poor finance within the donor community. DFID has made a strong contribution to sustainable impact in the 

Ǝƭƻōŀƭ ƳƛŎǊƻŦƛƴŀƴŎŜ ƛƴŘǳǎǘǊȅΣ ŀƴŘ ǘƘƛǎ ŎƻƴǘǊƛōǳǘƛƻƴ Ƙŀǎ ōŜŜƴ ŘƛǎǇǊƻǇƻǊǘƛƻƴŀǘŜ ǘƻ ƛǘǎ ƳƛŎǊƻŦƛƴŀƴŎŜ ƎǊŀƴǘ ōǳŘƎŜǘΦΩ 

DFID has supported 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 component, or alternatively through large-scale apex 

or wholesale funds such as the Microfinance Investment Support Programme in Afghanistan. In addition, DFID has 

financed financial infrastructure programmes such as financial sector deepening trusts in Kenya and Tanzania and 

supported CGAP, the leading independent policy and research centre on microfinance, with a view to improving 

the enabling environments for pro-poor finance, including but not limited to microfinance. Finally, DFID has made 

some very important investments in innovation in the microfinance sector, including through a partnership with 

Vodaphone ƛƴ YŜƴȅŀ ŎŀƭƭŜŘ Ψa-t9{!ΩΣ ǿƘƛŎƘ ŀƭƭƻǿǎ ǘǊŀƴǎŦŜǊ ǇŀȅƳŜƴǘǎ to be made from mobile phones. 

²ƘƛƭŜ /D!tΩǎ нллн ǊŜǾƛŜǿ ƻŦ 5CL5Ωǎ ƳƛŎǊƻŦƛƴŀƴŎŜ ǿƻǊƪ ǿŀǎ ƭŀǊƎŜƭy positive, it also noted significant challenges, 

including lack of clarity over priorities and policy-ǎŜǘǘƛƴƎΣ ǘƘŜ ΨƳŀǊƎƛƴŀƭƛȊŀǘƛƻƴΩ ƻŦ ƳƛŎǊƻŦƛƴŀƴŎŜ ƛƴ ǇŀǊǘǎ ƻŦ 5CL5Σ 

and ŀ ǾƛŜǿ ƻŦ ƳƛŎǊƻŦƛƴŀƴŎŜ ŀǎ ŀ ǎŜǘ ƻŦ ŘƛǎƧƻƛƴǘŜŘ ǎƳŀƭƭ ǇǊƻƧŜŎǘǎΣ ŀƴŘ ŎƻƴŎƭǳŘŜΥ Ψ! ǇǊŜ-condition to improving 

practices in pro-poor 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-secǘƻǊ ǇǊƻƧŜŎǘǎΦΩ ²ƘƛƭŜ ǿŜ ōŜƭƛŜǾŜ ǘƘŀǘ ǘƘŜǊŜ ƘŀǾŜ ōŜŜƴ Ƴŀƴȅ ƛƳǇǊƻǾŜƳŜƴǘǎ ƛƴ ŎƻƘŜǊŜƴŎŜ ǿƛǘƘƛƴ ǘƘŜ 

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

ƛǘ ƛǎ ǘƘŜ !ttDΩǎ ŜȄǇŜǊƛŜƴŎŜ ŀǎ ǿŜƭƭ ǘƘŀǘ ƛǘ Ŏŀƴ ōŜ ŘƛŦŦƛŎǳƭǘ ǘƻ ŘŜǘŜǊƳƛƴŜ ǘƘŜ ǎŎƻǇŜ ŀƴŘ ŘŜǘŀƛƭ ƻŦ 5CL5Ωǎ ƛƴǾƻƭǾŜƳŜƴǘ 

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 effectively in difficult 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 

ōƛƎƎŜǎǘ ƛǎ ǘƘŜ ŎǊŜŀǘƛƻƴ ƻŦ ŀ ƴŜǿ ΨtǊƛǾŀǘŜ {ŜŎǘƻǊ 5ŜǇŀǊǘƳŜƴǘΩΣ ǿƘƛŎƘ Ƙŀǎ ǘŀƪŜƴ ƻƴ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ŦƻǊ 5CL5Ωǎ ǿƻǊƪ ƻƴ 

the financial sector, including microfinance. The new Coalition Government has stated that they intend 

ƳƛŎǊƻŦƛƴŀƴŎŜ ǘƻ ōŜŎƻƳŜ ŀ ƳƻǊŜ ŎŜƴǘǊŀƭ ǇŀǊǘ ƻŦ 5CL5Ωǎ ǿƻǊƪΣ ŀǎ ǿŜƭƭ ŀǎ ǎǘŀǘƛƴƎ ǘƘŀǘ ǘƘŜȅ ŀǊŜ ƎƻƛƴƎ ǘƻ ƛƳǇƭŜƳŜƴǘ 

additional microfinance programmes. Evidence presented by DFID during an oral evidence session for this inquiry 

ǊŜǾŜŀƭǎ ǘƘŀǘ ǘƘŜ ƴŜǿ 5ŜǇŀǊǘƳŜƴǘΩǎ ǇǊƛƻǊƛǘƛŜǎ ŀǊŜ ǘƻΥ 
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¶ Focus on a full range of services, not just credit; 

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

¶ Help to address weaknesses in the sector through a Microfinance Capacity-Building Facility for 

Microfinance in Sub-Saharan Africa (MICFAC), which is being jointly designed with the World Bank and 

will support MFIs to improve their operations, including in social performance management; 

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

On the 30th aŀȅ нлмм 5CL5 ǇǳōƭƛǎƘŜŘ Ψ¢ƘŜ 9ƴƎƛƴŜ ƻŦ 5ŜǾŜƭƻǇƳŜƴǘΥ ¢ƘŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ and prosperity for poor 

ǇŜƻǇƭŜΩΣ ǿƘƛŎƘ ǎŜǘǎ ƻǳǘ ǘƘŜ 5ŜǇŀǊǘƳŜƴǘΩǎ ŀǇǇǊƻŀŎƘ ǘƻ ǿƻǊƪƛƴƎ ǿƛǘƘ ǘƘŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊΦ hƴŜ ǎŜŎǘƛƻƴ ƻŦ ǘƘƛǎ ǊŜǇƻǊǘ 

ŀŘŘǊŜǎǎŜǎ ǿƘŀǘ 5CL5 ǿƛƭƭ Řƻ ƻƴ ΨŦƛƴŀƴŎŜ ŦƻǊ ǇŜƻǇƭŜ ŀƴŘ ǎƳŀƭƭ ŜƴǘŜǊǇǊƛǎŜǎΩΣ ŀƴŘ ǎǇŜŎƛŦƛŎŀƭƭȅ ǇƭŜŘƎŜǎ ǘƘŜ ŦƻƭƭƻǿƛƴƎΥ 

 

Ψ²Ŝ will help more than 50 million people access savings, credit and insurance through programmes to 

άŘŜŜǇŜƴέ ǘƘŜ ǊŜŀŎƘ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊΣ ǘƻ ǎŜǊǾŜ ǘƘŜ ƴŜŜŘǎ ƻŦ ǇƻƻǊ ǇŜƻǇƭŜΦ hǳǊ ǎǳǇǇƻǊǘ ŦƻǊ 9ƴƘŀƴŎƛƴƎ 

Financial Innovation and Access in Nigeria will help 10 million people get access to finance by 2015. We 

also help poor people protect themselves from financial abuse. Through the Financial Education Fund we 

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 

ǎŜŎǘƻǊǎΦΩ 

 

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

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

In the early days microfinance was generally known as microcredit, as in most cases this was the only service 

ōŜƛƴƎ ƻŦŦŜǊŜŘΦ !ǎǎŜǎǎƳŜƴǘǎ ƻŦ ŀ ǇǊƻƎǊŀƳƳŜΩǎ ǎǳŎŎŜǎǎ ǿŜǊŜ commonly ōŀǎŜŘΣ ƴƻǘ ƻƴ ŎƘŀƴƎŜǎ ƛƴ ŎƭƛŜƴǘǎΩ ŦƛƴŀƴŎƛŀƭ 

welfare but rather, on the number of people reached. In an initially resource-poor environment where targets 

revolved around helping as many people as possible, little rigorous monitoring of outcomes took place. However, 

ǘƘŜ ƛŘŜŀ ǘƘŀǘ ǇŀȅƛƴƎ ōŀŎƪ ŀ ƭƻŀƴ ƳŜŀƴǎ ǘƘŜ ƭƻŀƴ Ƙŀǎ ōŜŜƴ ΨǎǳŎŎŜǎǎŦǳƭΩ ŘƻŜǎ ƴƻǘ ǘŀƪŜ ƛƴǘƻ ŀŎŎƻǳƴǘ Ƙƻǿ ǇŜƻǇƭŜ ŀǊŜ 

paying back loans. Qualitative and anecdotal evidence has emerged 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 (McIntosh et al. 2005), or else they have begged or borrowed from family and friends. For an intervention 

that claims to empower this seems counterproductive.  

As a result, since 1997 the Consultative Group to Assist the Poor (CGAP ς the leading policy and research centre 

on financial access for the poor) has increasingly called for more monitoring 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 microfinance sector 

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, and at the present time there have been relatively few studies conducted of the impact of other 

forms of microfinance such as microsavings or microinsurance. 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 report that more research should 

be conducted into these and other alternative, non-credit microfinance products, especially as the small existing 

evidence base suggests that savings can have a significant positive impact on increasing welfare; a study by Dupas 

and Robinson quoted in written evidence to this inquiry from Nathanael Goldberg demonstrates increased 

expenditure on crucial items such as food due to micro-savings initiatives, while the randomized impact 

assessment data on the ongoing CGAP-Ford Bandhan tƛƭƻǘΣ ŀ ΨƎǊŀŘǳŀǘƛƻƴ ǇǊƻƎǊŀƳƳŜΩ ǿƘƛŎƘ ǇǊƻǾƛŘŜǎ ŀ ƘƻƭƛǎǘƛŎ 

programme of stipends, savings and sometimes credit for ultra-poor customers (discussed in more detail on p34) 

is showing positive impact. 

Findings from existing research on microcredit 

Where submissions to this inquiry referred to the quality of the evidence base most noted that there is not a 

ŎƻƴǎŜƴǎǳǎ ƻƴ ǿƘŀǘ ǘƘŜ ŜǾƛŘŜƴŎŜ ǎƘƻǿǎ ŀōƻǳǘ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ƳƛŎǊƻŎǊŜŘƛǘΥ ά5ŜǎǇƛǘŜ ǘƘŜ ŜȄƛǎǘŜƴŎŜ ƻŦ ƳƛŎǊƻŦƛƴŀƴŎŜ 
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for such a long time, few reliable statistical data series exist that could prove that microfinance has been a main 

ŦŀŎǘƻǊ ŀǘ ŎƻƴǘǊƛōǳǘƛƴƎ ǘƻ ǘƘŜ ǊŜŘǳŎǘƛƻƴ ƻŦ ǇƻǾŜǊǘȅέ όaŀǊŎǳǎ CŜŘŘŜǊύΦ  

Both positive and negative impacts from microcredit have been detected in research, and there is a heated and 

complex debate over the methodological reliability of the findings of many of the key studies involved. A more 

detailed discussion of the methodological problems plaguing the existing evidence base is in Appendix 1. In this 

section we have picked out the most salient points.  

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 the most 

reliable studies in terms of their academic 

rigour are Randomised Controlled Trials (RCTs4). 

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 reasons to 

do withholding interventions from the control 

group (written evidence from Marcus Fedder, 

Dr Maren Duvendack and Dr Richard Palmer-

Jones). So far these studies have demonstrated 

mixed, and limited, impacts. Although some 

increases in business creation, profits and 

expenditure have been detected among various 

groups involved in RCTs, the studies have not detected a substantial impact on poverty, health, education or 

ǿƻƳŜƴΩǎ ŜƳǇƻǿŜǊƳŜƴǘΣ ƻǊ ŀƴȅ ǳƴƛǾŜǊǎŀƭ ƛƳǇŀŎǘǎ ƻƴ ŜȄǇŜƴŘƛǘǳǊŜΦ Some commentators have noted the short 

timescales over which RCTs have currently been conducted, which are commonly a year to eighteen months, and 

argued that poverty reduction happens over a longer term. Follow-up studies are being conducted on some RCTs 

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

                                                           
4
 RCTs are studies that use one randomly selected test group and one randomly selected control group to create a fair comparison. The 

test group are offered a treatment (in this case a microfinance product) and then the outcomes are compared with the control group. In 
ƳŜŘƛŎŀƭ ǊŜǎŜŀǊŎƘΣ ǘƘŜ ŦƛŜƭŘ ƛƴ ǿƘƛŎƘ w/¢ǎ ŀǊŜ Ƴƻǎǘ ŎƻƳƳƻƴƭȅ ǳǎŜŘΣ ǘƘŜ Ƴƻǎǘ Ǌƻōǳǎǘ ǎǘǳŘƛŜǎ ŀǊŜ ΨŘƻǳōƭŜ-ōƭƛƴŘΩΣ ƳŜŀƴƛƴƎ ǘƘŀǘ ƴŜƛǘƘŜǊ ǘƘŜ 
subject of the trial nor the researcher knows whether an individual subject is part of the control or the test group. In microfinance it is 

slightly different, because obviously the client will always know whether they have received a loan. Having said this, the best studies, 
where possible, do ensure that the researcher does not know which group each subject is in before conducting analysis in 
order to ensure pre-conceptions do not influence the interpretation of the data.  

Lina Limo, 38, at her bread store in Lelboinet, Kenya. Photo by John Briggs 
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A particularly notable study showing negative impacts is a 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 poorer. Discussion of 

additional studies is included in Appendix 1. The problem seems to be that microcredit is not always a poverty 

reducing tool and much of the literature 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 point ς both that showing positive impact and that showing negative impact ς has made 

general and sweeping conclusions that microcredit either moves people out of poverty or does not. One of the 

most important methodological problems is the lack of nuance in studies. The microcredit industry is extremely 

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 studies sƘƻǳƭŘ ƴƻǘ ōŜ ƎŜƴŜǊŀƭƛǎŜŘ ŀǎ ΨƴŜƎŀǘƛǾŜΩ ƻǊ ΨǇƻǎƛǘƛǾŜΩ ŀǎ ǘƘŜ ŦƛƴŘƛƴƎǎ ŀǊŜ ŀŎǘǳŀƭƭȅ ƳƻǊŜ 

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 more productive for research to demonstrate to us how and 

where microfinance is working ς or not. 

Ultimately, there is not sufficient high-quality nuanced evidence to be able to make a final conclusion over 

whether microfinance works, and in fact our sense is that this is the wrong question to ask. Microfinance is not all 

the same. The well-respected (though still short-term) w/¢ ŎƻǾŜǊƛƴƎ {ǇŀƴŘŀƴŀΩǎ ƛƳǇŀŎǘ ƛƴ IȅŘŜǊŀōŀŘ5 tells us 

about the impact of a particular model of commercial microcredit in a heavily saturated microfinance market, but 

will tell us nothing about the impact of a socially-focused NGO-led 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 

ǇŜƻǇƭŜ ƛƴ ǘƘŜ ¦YΦ hǇǇƻǊǘǳƴƛǘȅ LƴǘŜǊƴŀǘƛƻƴŀƭΩǎ ǿǊƛǘǘŜƴ ǎǳōƳƛǎǎƛƻƴ ǘƻ ǘƘƛǎ ƛƴǉǳƛǊȅ ŎƻƳƳŜƴǘŜŘΥ Ψŀǘ hǇǇƻǊǘǳƴƛǘȅ ǿŜ 

feel it is impossible to answer this question using 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 works 

ŘƛŦŦŜǊŜƴǘƭȅ ƛƴ ŜŀŎƘ ƭƻŎŀǘƛƻƴ ǿƘŜǊŜ ƛǘ ƛǎ ƛƳǇƭŜƳŜƴǘŜŘΦΩ 

Instead, we need to focus on identifying through research firm conclusions over the efficacy of particular models 

of microfinance in particular situationsΥ ΨǿƘŜǘƘŜǊΣ ǳƴŘŜǊ ǿƘŀǘ ŎƛǊŎǳƳǎǘŀƴŎŜǎΣ ŀƴŘ ŦƻǊ ǿƘƻƳΩ ƳƛŎǊƻŦƛƴŀƴŎŜ ƛǎ 

working, as Richard Palmer-Jones puts it. Few rigorous 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 poverty ς initial 

ŦƛƴŘƛƴƎǎ ŦǊƻƳ aCLǎΩ ƻǿƴ ƳƻƴƛǘƻǊƛƴƎ ŎƻƳƳƻƴƭȅ ǎƘƻǿ ǘƘŀǘ ǘƘŜȅ Řƻ ŎƻƴǘǊƛōǳǘŜ ǘƻ ǇƻǾŜǊty reduction, although they 

                                                           
5
 This RCT has been extensively quoted by all sides in the microfinance debate, although it has also been criticised for 

omissions in design and implementation (Richard Palmer-Jones, in correspondence with this inquiry) 
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only form part of the solution and will not eliminate poverty on their own ς and future research would do well to 

focus on various types of microfinance 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 only be able to ensure that this is not the case when we effectively monitor the 

impacts of microfinance interventions and regulate or alter services accordingly.  

It is important that MFIs are impelled to monitor their interventions and provide evidence on the social impacts, 

particularly where claims are made that the intervention reduces poverty. Many MFIs submitting evidence to the 

inquiry including Hand in Hand International, and the Microloan Foundation have already begun social 

performance management programmes, while NGO Plan International requires their MFI partners to include SPM 

in their programmes. Some submissions to our inquiry pointed out that social performance management as it is 

commonly practiced focuses largely upon issues to do with who 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 social outcomes ƻŦ ǘƘŜ ƻǊƎŀƴƛǎŀǘƛƻƴΩǎ ŀŎǘƛǾƛǘƛŜǎΦ ¢here are 

several innovations in this field ς ŦƻǊ ŜȄŀƳǇƭŜ DǊŀƳŜŜƴΩǎ tǊƻƎǊŜǎǎ ƻǳǘ ƻŦ tƻǾŜǊǘȅ LƴŘŜȄ, Social Performance 

Indicators development by the Social Performance Taskforce, and other measures used by organisations such as 

the Microloan Foundation ς and we argue that to be meaningful and more than a PR exercise monitoring must 

look into these more complex issues. 

The burden on MFIs cannot be so great as to diminish their operational capabilities and there is scope for capacity 

building funds such as DFID ŀƴŘ ǘƘŜ ²ƻǊƭŘ .ŀƴƪΩǎ aL/C!/ ǘƻ ŀǎǎƛǎǘ ǿƛǘƘ ƳƻƴƛǘƻǊƛƴƎΣ ǿƛǘƘ ǘƘŜ ŀƛƳ ƻŦ ƛƳǇǊƻǾƛƴƎ ǘƘŜ 

quality of microfinance as well as the evidence base around what works.  

As well as MFI monitoring the academic community needs to be active in both quantitative and qualitative 

research, as suggested in submissions to the inquiry from Maxwell Stamp, MicroEnsure, and Hand in Hand 

International. Rigorous and nuanced quantitative research over longer timescales is important in extricating 

arguments about microfinance from the anecdotal level, however qualitative research is also important for 

directing research, identifying new questions and building up a picture of how microfinance works.  
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RECOMMENDATIONS: the evidence base 

¶ ADDITIONAL EVIDENCE SHOULD BE DEVELOPED THROUGH VARIED BUT NUANCED STUDIES: 

DFID can contribute to the development of the evidence base on microfinance through 

supporting academic studies and monitoring within MFIs. The emphasis needs to be not on 

ΨǿƘŜǘƘŜǊ ƳƛŎǊƻŦƛƴŀƴŎŜ ǿƻǊƪǎΩΣ ōǳǘ Ƙƻǿ ƳƛŎǊƻŦƛƴŀƴŎŜ ŀŦŦŜŎǘǎ ǇŜƻǇƭŜΦ CǳƴŘƛƴƎ ŦƻǊ ǎǘǳŘƛŜǎ ǎƘƻǳƭŘ 

be allocated on how useful they are for indicating the efficacy of particular microfinance 

programmes. There also needs to be an understanding that various types of research are 

necessary; while RCTs are valuable it is essential that other types of study are also undertaken. 

Qualitative studies may be better placed to discover mechanisms affecting programme 

effectiveness that could be missed by a quantitative study. 

¶ KNOWLEDGE SHARING BETWEEN ACADEMICS AND MFIs: Both Academics and MFIs have 

important roles to play in creating a solid evidence base around microfinance. MFIs should be 

encouraged to allow academics access to their programmes and their monitoring data. As 

organisations receiving public funding should be able to demonstrate their impact, we 

recommend that DFID investigate building academic links into grant agreements with MFIs, 

potentially including support offered through apex funds. MFIs and academics should be 

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

άLƴ ǘƘŜ ŎƻƳƳƻƴ ƭŀƴƎǳŀƎŜΣ ƳƛŎǊƻŦƛnance means everything and the opposite of itέ (Microfinance 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 resulted in the development of exceptional diversity in the field of 

microfinance. ¢Ƙƛǎ ƛƴŎƭǳŘŜǎ ƎŜƻƎǊŀǇƘƛŎŀƭ ŘƛǾŜǊǎƛǘȅΤ ŀǎ /D!t ŎƻƳƳŜƴǘŜŘ ƛƴ ŎƻƳƳǳƴƛŎŀǘƛƻƴ ǿƛǘƘ ǘƘƛǎ ƛƴǉǳƛǊȅ Ψthere 

ŀǊŜ ŦƻǳǊ ǘƛƳŜǎ ŀǎ Ƴŀƴȅ ǎŀǾƛƴƎǎ ŀǎ ŎǊŜŘƛǘ ŀŎŎƻǳƴǘǎ ƛƴ ǘƘŜ ǿƻǊƭŘΣ ŀƴŘΧŀ ǎŀǾƛƴƎǎ-led approach is the dominant 

ƳƻŘŜƭ ƛƴ ǎƻƳŜ ǇƭŀŎŜǎΦΩ The submission to this inquiry from Maxwell Stamp outlined the scale of difference 

between microfinance organisations: ά!ǘ ƻƴŜ ŜƴŘ ƻŦ ǘƘŜ ǎŎŀƭŜ ŀǊŜ ΨDǊŀƳŜŜƴ ƳƻŘŜƭΩ ƭŜƴŘƛƴƎ ŎƛǊŎƭŜǎ ƻŦ ƭŀǊƎŜƭȅ 

female entrepreneǳǊǎ ŦǊƻƳ ǘƘŜ ǇƻƻǊŜǎǘ ƭŜǾŜƭ ƛƴ ǘƘŜ ǎƻŎƛŜǘȅΧ !ǘ ǘƘŜ ƻǘƘŜǊ ŜƴŘ ƻŦ ǘƘŜ ǎŎŀƭŜ ŀǊŜ ŎƻƳƳŜǊŎƛŀƭ 

microfinance institutions (MFIs) serving micro entrepreneurs with growth prƻǎǇŜŎǘǎ ƻƴ ŀ ōƛƭŀǘŜǊŀƭ ōŀǎƛǎΦέ  

One issue that arose again and again in the evidence submitted to this inquiry was that there is insufficient 

recognition of the diversity in the fieldΤ ƛƴ /D!tΩǎ ǿƻǊŘǎΣ ǘƘŜ ŘƛǾŜǊǎƛǘȅ Ψhas been overshadowed in the popular 

ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ƳƛŎǊƻŦƛƴŀƴŎŜΣ ŀƴŘ ǘƘŜ ǘŜƴŘŜƴŎȅ ǘƻ ŜǉǳŀǘŜ ƳƛŎǊƻŦƛƴŀƴŎŜ ǿƛǘƘ ƳƛŎǊƻŎǊŜŘƛǘΩ. This causes confusion 

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 respect 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 

ǿǊƛǘǘŜƴ ŜǾƛŘŜƴŎŜ ǘƻ ǘƘŜ ƛƴǉǳƛǊȅΥ Ψ²Ƙŀǘ ǘƘŜ ƛƴŘǳǎǘǊȅ ƴŜŜŘǎ ƛǎ ŀ ōŜǘǘŜǊ ǿŀȅ ǘƻ ŘƛǎǘƛƴƎǳƛǎƘ ōŜǘǿŜŜƴ Χ ǘȅǇŜǎ ƻŦ 

approach ς i.e. organisations that have financial goals (such as a profit motive), and those that have social goals 

όǎǳŎƘ ŀǎ ǇƻǾŜǊǘȅ ǊŜŘǳŎǘƛƻƴύΦΩ 

In the section below we will discuss some of the major forms of microcredit, and the drivers of diversification in 

the sector. We will then look at other forms of microfinance, including savings and insurance. 

Three forms of microcredit: debates that have split the sector 

Microfinance is remarkably diverse and 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: 

COMMERCIAL: Commercial microcredit encourages large-scale investment from private and corporate backers. It 

uses this money to expand operations and increase profitability/efficiency and maintains itself as a desirable 

investment by offering competitive returns.   

SUSTAINABLE NOT-FOR-PROFIT: This model operates in a financially sustainable fashion, ensuring the services 

provided make enough money to cover costs, but importantly does not attempt to maximise profits and often 
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claims ǘƻ ƘŀǾŜ ŀ άŘƻǳōƭŜ ōƻǘǘƻƳ ƭƛƴŜέ ǘƘŀǘ includes a social mission. The distinction between commercial and 

sustainable not-for-profit models can be difficult to pin down but is essentially one of degrees. For example, 

sustainable not-for-profit organisations will sometimes launch products that are unprofitable (for example, one 

that targets the ultra-poor and has many additional services) that will be cross-subsidised from more profitable 

product lines. While sustainable not-for-profit organisations seek to be able to be financially and operationally 

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 already profitable products and activities.  

DONATION-SUPPORTED NOT-FOR-PROFIT: There are a few not-for-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 opposed to a grant) 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 their 

operating costs with funding from donors - who could include traditional donors, local government subsidies, or 

from cross-subsidisation from more profitable, non-microfinance operations. This type of institution is perhaps 

the most likely to offer a broad range of financial services, 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.  

Sustainability 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 value for money: 

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, who 

are constantly under pressure to increase efficiency, sustainable programmes are very attractive.  

Sustainability can be attractive for practitioners as well. If they are sustainable they no longer have to worry 

about donor funding running out. The Maxwell Stamp submission to this ƛƴǉǳƛǊȅ ƻǳǘƭƛƴŜŘ ǘƘƛǎ ŀǎ ŀ ŎƻƴŎŜǊƴΥ άLǘ Ŏŀƴ 

ǘŀƪŜ ǘƘŜ ǇƻƻǊ ǎŜǾŜƴ ƻǊ ŜƛƎƘǘ ȅŜŀǊǎ ǘƻ ǊƛǎŜ ƻǳǘ ƻŦ ǇƻǾŜǊǘȅ ƻƴŎŜ ŀƭƭŜǾƛŀǘƛƻƴ ƳŜŀǎǳǊŜǎ ƘŀǾŜ ōŜŜƴ ŀǇǇƭƛŜŘΧ ¢Ƙƛǎ Ŏŀƴ 

be well beyond the funding time scale of many donors supporting microfinance.έ The implication is that 

sustainability without donor funding may be necessary to keep the project running for long enough to see the 

expected impacts on poverty.  

{ǳǎǘŀƛƴŀōƛƭƛǘȅ ŀƭǎƻ Ƙŀǎ ŀƴ ƛƳǇŀŎǘ ƻƴ ŀƴ aCLǎΩ ŀōƛƭƛǘȅ ǘƻ ƎǊƻǿ ǊŀǇƛŘƭȅΦ aŀƴȅ ƳŀǘǳǊƛƴƎ ƳƛŎǊƻŦƛƴŀƴŎŜ ƻǊƎŀƴƛǎŀǘƛƻƴǎ 

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 to 
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commercial markets, offering competitive 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 which 

they raised funds on stock markets and became accountable to shareholders. These 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 donated funds or retained earnings alone. 

Many respondents to this inquiry argue that investment 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 

LƴǘŜǊƴŀǘƛƻƴŀƭ ŎƻƳƳŜƴǘŜŘΥ ΨaCLǎ ŎǳǊǊŜƴǘƭȅ ŦǳƭŦƛƭ ƻƴƭȅ ŀ ŦǊŀŎǘƛƻƴ ƻŦ ǘƘŜ ǘƻǘŀƭ ŘŜƳŀnd and are still little more than a 

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 that allows us 

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 bottom-line return ς those seeking to target low income groups while 

at the same time obtain a financiaƭ ǊŜǘǳǊƴΦΩ  

However the relationship with investors has meant that some MFIs attempt to maximise profit ς either to attract 

new investment or as a result of the demands of investors. For obvious reasons, this has been very controversial. 

Evidence submitted to this inquiry raised several questions about the role of commercial microcredit, with most 

respondents recognising there have been failures in recent years. The general consensus was that there is a role 

for commercial microcredit, but that it should not necessarily 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 and how they are 

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

Commercial microcredit 

Commercial microcredit providers often argue that the act of lending itself inserts liquidity into an otherwise 

relatively illiquid environment. This allows 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 how, commercial microfinance practitioners argue, 

ŎƻƳƳŜǊŎƛŀƭ ƳƛŎǊƻŦƛƴŀƴŎŜ Ŏŀƴ ŎǊŜŀǘŜ ŀ Ψ²ƛƴ-²ƛƴΩ ǎƛǘǳŀǘƛƻƴΦ aƛƭŦƻǊŘ .ŀǘŜƳŀƴ όнлмлύ ŀǊƎǳŜǎ ǘƘŀǘ ƛƴ ŦŀŎǘ Ƴŀƴȅ ŀǊŜŀǎ 

in which microfinance currently operates are over liquid ς as can be seen in Andhra Pradesh ς although it should 

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

during oral evidence).  

Many of the submissions, and much of the literature, argues that pumping credit into a (often quite isolated) 

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 and indeed it may be used for consumption rather than for productive purposes. 
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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 provision of business development and extension 

services which commercial microfinance in their quest for expansion and profitability often seem reluctant to 

ǇǊƻǾƛŘŜ όtŀǳƭ aƻǎƭŜȅύΦ ¢ƘŜ ǇǊƻǾƛǎƛƻƴ ƻŦ ǘƘŜǎŜ ŀŘŘƛǘƛƻƴŀƭ ǎŜǊǾƛŎŜǎ ƛǎ ƻŦǘŜƴ ŎŀƭƭŜŘ ΨŎǊŜŘƛǘ ǇƭǳǎΩΣ ǿƘƛch for the 

purposes of this report is defined as any microcredit service that also includes non-financial services. This can 

include business development services, business education, and healthcare as well as other non-financial 

interventions. 

This analysis allows us to isolate features that are common to commercial providers, although it is important to 

note that none of these tendencies are exclusive to profit-maximising organisations and many can also be seen in 

ǎƻƳŜ ŀǊŜŀǎ ƻŦ ǿƘŀǘ ǿŜ ŀǊŜ ǘŜǊƳƛƴƎ ǘƘŜ Ψǎǳǎǘŀƛƴŀōƭe not-for-ǇǊƻŦƛǘΩ ǎŜŎǘƻǊ: 

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 ƭƛƳƛǘ ŎƭƛŜƴǘǎΩ ŀōƛƭƛǘȅ ǘƻ ŘŜŎƛŘŜ 

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 cut 

down on product design and administration; however they also make the loan less appropriate and potentially 

more difficult for the client to pay back. Importantly, the services that more readily reduce vulnerability, being 

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


























































































