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The Role of Microfinance In Poverty Alleviation:

Plan UK’s Response to the All Party Parliamentary Group on Microfinance Call for Evidence
Background:
Founded over 70 years ago, Plan works in 48 developing countries across Africa, Asia and the Americas. Plan UK is currently implementing a three-year global community investment partnership programme delivering savings-led community finance projects in 11 countries across Africa, Asia and South America. The three way partnership aims to improve the quality of life of up to 400,000 disadvantaged people by developing and extending access to basic banking services.

Question 1: 
Of all the various products and interventions that fall under the broad heading of 'microfinance', can you be specific about which of these you will focus on in regard of the remaining questions and provide a brief definition of the same?

Whilst Plan International supports a broad range of microfinance interventions, covering a number of different models, with experience covering 3 continents and 20 years of work in the sector, the responses here will focus on the Savings Groups methodology – termed Village Savings and Loans Associations (VSLA) - a savings led methodology which is the main programme currently supported by Plan UK. Reference will be made to other MFI based models.

Typically, savings-led schemes for the poorest people work by helping people to join together in a group to pool their savings and use them to invest in their income earning activities or deal with other household needs.  Village Savings and Loans (VSL) assists people to form informal groups with a central savings fund which is loaned to group members on a revolving basis. The methodology allows very poor people who need and can effectively use very small amounts of money, usually less than $20 per month, to access simple savings and loans services.  The VSL methodology has been implemented by Plan in 23 countries.

The village savings and loans association model works like a basic cooperative or credit union where around 15 – 25 neighbours and friends agree on a basic share price, where each of them can save up to 5 shares each week and borrow up to 3 times their cumulative savings. Cash is kept in a box with 3 keys, each of which is kept by a different member.  Loans have a high interest rate, established by the group themselves according to their constitution, but members have been shown to get about a 40% return on their savings.  The loans are generally used for medical bills, school fees and to invest in small businesses.

Question 2: 

How important do you think microfinance is for achieving the Millennium Development Goals and eradicating extreme poverty in the developing world?
Whilst microfinance should not be touted as a panacea to address all facets of poverty, we see the absolute importance of economic security, and within that microfinance, in contributing to the eradication of extreme poverty and the achievement of the MDGs. Economic security is vital in order for someone to fulfil their right to an adequate standard of living.  In order to be able to send children to school, a family requires some form of economic security, even where education is free.   In the recent evaluation of Plan’s DFID funded Governance programme it was highlighted by youth that whilst increased support to children and young people to engage in governance and decision-making structures and hold government to account was very beneficial, they would need some form of livelihood to continue over the longer term (and in most cases that includes a requirement of access to financial services).
The spectrum of financial inclusion is very broad and different models of microfinance are appropriate for different target populations. When working with the poorest of the poor/ most vulnerable, social protection programmes are required. Very quickly after this, or integrated into this, a savings led microfinance approach such as VSLA can consolidate the gains of the social protection programme and further stabilise the household or individual.  (See the Graduation Programme of work from CGAP/BRAC in which Plan countries participated). As members grow more economically active they then require access to a broader range of financial services, including larger loans which is where microfinance institutions (MFIs) have a larger role to play.

Question 4:

How can we measure whether microfinance reduces poverty?

Plan UK is successfully implementing a baseline for monitoring its current microfinance programme that will either use Participatory Wealth Ranking (for locally defined indicators of poverty) or, where it exists, the Progress out of Poverty Index™ (PPI™). We will survey a sample of groups at the beginning of the programme and the same groups after 2.5 years, in order to demonstrate their progress out of poverty. This, however, is not a randomised control trial so other factors will need to be considered.  
There is an on-going Gates funded RCT on a savings group programme being implemented by Access Africa (CARE US) that may also provide evidence. 

Question 5:

What factors make microfinance successful in alleviating poverty? 
The most successful microfinance programmes are grounded in a thorough understanding of the needs of their clients and what they will require to enable them to conduct successful economic activities.  In the language of the “sustainable livelihoods” framework, microfinance provides financial capital – through savings and loans, but if there are additional barriers to progress out of poverty (such as lack of education, insecure property rights or a regulatory environment that hinders rather than promotes economic activity), then a microfinance project alone will not alleviate poverty. People of different vulnerabilities require different ‘add on/Microfinance plus’ products – this can range from literacy training to nutritional advice to market driven income generating activity training. Arguably, this diversity is what makes it difficult to draw generalised conclusions about the impacts of microfinance on poverty alleviation.

Question 5:

Is microfinance still valuable even if it doesn’t reduce poverty directly (or if causality can’t be proved)? 

Absolutely. For example, by smoothing cash flow and consumption, micro-savings can support families to be more food secure and to reduce malnutrition in childhood, even if family income is not increased. 

Question 6:

Should we be concerned about the financial sustainability of microfinance models? Is achieving financial sustainability compatible with the social goal of alleviating poverty? 

Depending on your target population and your methodology, financial sustainability should be considered. In the abovementioned approach (Savings Groups) scalability is more important given that we aim to reach poorer groups. That said, serving the needs of remote clients of a certain level of economic activity requires an MFI to have a long term presence which requires it to attain operational if not financial sustainability.
For VSLA however, once a group is trained in their first cycle it can continue functioning without external intervention for a number of years. Individuals, who become increasingly economically active, are known to access individual financial services (rather than accessing them as a group) whilst at the same time remaining loyal, active participants in the group. Groups formed in Zanzibar by CARE were shown to be still operating 6 years later. Hence ‘financial sustainability’ can mean different things in different approaches.  

Question 7:

Which groups should or should not be targeted by microfinance programmes and why? (For example: the economically active poor, the poorest, etc).
As discussed above, the poorest and most vulnerable would benefit most from social protection programmes before embarking on savings led group approaches in microfinance.  Participants’ situations must be fully analysed in order to identify the appropriate microfinance intervention which will best support their needs and ‘do no harm’.  The majority of microfinance programmes create a demand for Income Generation Activity (IGA) training and business skills training which should also be addressed.

Question 8:

How can governments and donors contribute to the poverty reducing capabilities of microfinance programmes?

Governments and donors can contribute by ensuring that MFIs avoid mission drift, and by requiring them to adopt the client protection principles as a precursor to funding. They can also require a client assessment, following which they can support the provision of  relevant additional interventions, what Plan calls ‘Microfinance Plus’, to support the additional income generating activities and/or development needs of the clients.

Question 9:

What form should the UK’s support for microfinance take; how should the effectiveness of UK interventions be measured? 

We would suggest that if a microfinance initiative is capable of being profitable, then it should be able to access funding from private sources. Public sources of funding such as UK government support should be focused on microfinance interventions that alleviate income poverty or support other MDGs but which are not for profit. We believe that promotion of savings led methodologies for the more vulnerable groups – such as the VSLA programme would be an example of this. We would suggest that the UK should also ensure that all those funded adhere to the Client Protection principles. Funded microfinance programmes should tracking progress out of poverty of a sample of clients/groups from each programme and of comparison groups. We would also value UK government support for research to investigate the most appropriate MF interventions for different vulnerable groups/levels of poverty e.g. savings groups vs credit led individual lending.
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