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Questions:

a) 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?
I will focus on microcredit (microloans provided to establish or expand an income-generating activity), since this is the original idea behind microfinance. However, I will use the term microfinance in what follows, or simply MF. 
b) How important do you think microfinance is for achieving the Millennium Development Goals and eradicating extreme poverty in the developing world?

The MF movement has been in operation now for some 30 years and in that time it has failed to provide robust evidence that it is meaningfully associated with sustainable poverty reduction and ‘bottom-up’ economic and social development. This, to me, says it all. But even worse, many economists and development specialists are now of the firm opinion that MF actually UNDERMINES the process of sustainable poverty reduction and ‘bottom-up’ economic and social development. I personally do not see how microfinance can be reasonably portrayed as ‘achieving’ anything when the evidence for this ‘achievement’ is simply not there. 
Let us be clear about something else also - the mere fact that MF might have SOME positive impact at the program level simply does not extrapolate into a positive impact from MF at the system level. Winning one battle does not mean you also win the war. Similarly, the few positive outcomes registered under central planning in Eastern Europe cannot be said (even in hindsight) to constitute evidence that ‘central planning works’ and so it should have been continued. With so much resources going into MF, and with so many other programs denied resources and legitimacy as a result of the expansion of MF (the opportunity cost), we really do need to be absolutely sure that MF is having a very positive impact before we can recommend it over other policies and programs using the same resources and targeted at the same at-risk groups in society. I think the evidence is conclusive that there are many other better policies and programs than MF that help the same target groups in developing countries.
c) Should the reduction of poverty be the primary goal of all microfinance programmes?

The overarching goal of microfinance should be to reduce poverty and promote ‘bottom-up’ development. But there are subsidiary goals that are also of some importance, such as financial inclusion. But we cannot substitute the pursuit of these minor goals for the pursuit of the major goals. Yet I see this all the time – there has been a major ‘goal rotation’ exercise this last couple years wherein people now accept that MF has done nothing for the poor in terms of their poverty status, so they now say instead ‘Ah, but MF promotes financial inclusion, so we should continue with it’. 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 transfers, or SME lending or infrastructure spending. Remember that many western European economies did not have financial inclusion for the poor until the 1970s for many – I still remember my dad coming back with his cash wage which my mum kept in the sideboard. They only got a back account in the late 1970s.......!
d) How can we measure whether microfinance reduces poverty?
To repeat, almost all of the previous attempts to measure MF impact involve evaluation at the PROGRAM level. Individual programs might just evince some minor positive impact, but we simply cannot extrapolate from these individual data points/benefits to portray MF as making an important impact at the SYSTEM/COMMUNITY level. So, for instance, supporting survivalist microenterprises is seen as ‘good’ per se and we look to how many are created, how many employees they have, etc. But what we completely fail to point out are the problems/downsides to this trajectory, such as the negative impact on the formal sector, and also the opportunity cost – say, what SME programs could be have worked on with the same money and targeted at the same at-risk poor individuals? An MF program judged to have ‘impact’ at the program level may thus not do anything at the systemic/community level, and most often makes things considerably worse in my opinion.
Overall, I would maintain, we need to focus not on evaluating individual MF programs so much as on the wider local economic development ‘trigger’ issues affected by investments into MF, such as enterprises achieving minimum efficient scale, promotion of innovation, introduction and diffusion of new technologies, promotion of value chains, entry of enterprises into non-local markets, and so on. We need to understand how MF impacts upon these triggers in order to understand if it really positively affects poverty and development. My position is that once we look at these system/community-level factors, we realise that MF has actually been undermining the poverty reduction goal. One instructive comparison to make here is between Vietnam and Bangladesh. Both were looking for a new local financial system in the 1980s. Bangladesh effectively went with MF thanks partly to the persuasive powers of Dr Muhammad Yunus, while the Vietnamese government opted for something more like small business lending with strong policy-based lending features, extensive use of subsidies, plus heavy state investment in local technical advice and extension support for potentially sustainable businesses and family farms. The Vietnamese actually visited Professor Yunus in Bangladesh in the late 1980s to study the Grameen Bank model, but came away with the view that such a model could not lead on to sustainable poverty reduction and ‘bottom-up’ development. They were completely right, thank goodness for the Vietnamese people. The result is that twenty years later, Bangladesh still remains trapped in very deep poverty, while Vietnam has flourished as no other economy and it is now THE most important example of poverty reduction/MDG achievement the world has seen this last twenty years (taking over from China as the ‘best practise’ example). Of course, one cannot claim that ALL Vietnam’s success is down to its specific local financial system, but a great part of it is, as many analysts recognise. 
e) What factors make microfinance successful in alleviating poverty? 
Undoubtedly some small number of individuals have been able to use a microloan to escape poverty, but this is a statistical outlier. It is like when poor people who choose to gamble away their last reserves of cash on the horses occasionally hit the jackpot. Occasional success is effectively the foundation stone of support for MF, just as in gambling, so it is strange that we do not recommend gambling as a way for the poor to escape poverty. Overall, I think MF success is largely trival compared to the downside involved when many more of the poor actually fail in their attempt to establish a viable microenterprise or simply get into far too much debt (as in Andhra Pradesh today). More research on this issue would be very valuable indeed. But it is unfortunately the case that a researcher cannot expect to obtain research funding for such a subject area and/or if it appears that they might challenge the principles of the MF model as development policy. 
It must also be remembered here that THE key binding constraint to microenterprise success is generally insufficient local demand – if you can find local demand for something you could produce or supply, then in general you can go on to be successful in a microenterprise. In my work as a local economic development consultant, you are often bombarded with requests from poor individuals for advice on what they should make or produce in order to get their business going, suggesting that the demand constraint is paramount. If you are lucky enough to find the right product, then generally it is not that hard to find financial and other support. However, the important demand constraints are hardly ever raised by analysts, since to do so would show that there are actually VERY FEW opportunities for the poor to escape their poverty in already poor communities. Without robust support from government, particularly support to attack non-local markets, they simply steal business/clients from others equally poor and so go nowhere. If you 100% believe in markets and 100% hate governments, as many market fundamentalists do, then this fact is very unsettling indeed. What most market fundamentalists do then is to simply ignore the market issue  and focus their attention instead on certain other constraints that might be tractable, such as – (micro)finance, training, skills, business regulations, etc.  Or else you overlook the demand constraint and simply blame the poor for not trying hard enough to make their microenterprise a success in spite of all the valuable microfinance you provided them with. 
Another point is that if you look closely at the most successful enterprises that used MF, they will very often tell you that they really needed a SMALL BUSINESS LOAN. This is because scale is one of the most important aspects of business success, and you generally can’t scale up a microenterprise (assuming once again you have the demand to make this possible) with a microloan, but you need instead a small business loan. So in the case of successful examples of MF, digging deeper often shows you that the poor could have done so much better with a small business loan, employing themselves and their friends and neighbours in a generally more sustainable business. This is a hugely important area of research but, again, few go snooping around here because it is quite counter-culture – you are going against the MF model’s fundamental founding principles, which means future work opportunities, grant funding, consulting assignments, and so on, are much less likely to be forthcoming. 
f) Is microfinance still valuable even if it doesn’t reduce poverty directly (or if causality can’t be proved)? 

MF has little value overall, and not just because it is not meaningfully associated with poverty reduction. First, MF today is clearly driving many poor people to go into microdebt peonage. We are seeing this all around the world where there is MF ‘saturation’, such as in Andhra Pradesh in India, Bangladesh (I hear Grameen Bank is in some trouble with ‘insiders’ talking about being built on a model of ‘extend and pretend’), Mexico, Bosnia and the next shoe to fall I predict right now (well, friends working in MF there are telling me...) will involve Peru. Second, with high interest rates now increasingly required not to cover high operational costs, as is the conventional explanation, but in order to generate high profits, salaries, bonus pots, dividends and so on for the elites that now manage MF supposedly for the benefit of the poor, we are seeing a flow of resources moving up and out of the poorest communities instead of remaining within that community to be recycled into investment. This looting phenomenon is signally destroying the community solidarity that could be associated with an intervention that is supposed to be helping the community. Third, if MF does not actually work  then the cash used to fund it can and should go to much better development initiatives that DO work – such as cash transfers, small business lending programs, community employment programs, etc. The opportunity cost is huge if MF does not work. 
g) Should we be concerned about the financial sustainability of microfinance models? Is achieving financial sustainability compatible with the social goal of alleviating poverty? 
If MF was achieving poverty reduction, I would argue that one should then look to the cost and compare it to the benefit. This would be fantastic investment, not a subsidy. Had China taken a concern for financial sustainability to heart in the 1980s, we would not be seeing today the Chinese miracle. Many of their local financial institutions relied on subsidies/government investment, but the huge development impact they were making in the southern regions was such that the Chinese government had no real problem financing them for a long time on cost-benefit terms. This also goes for Japan, Taiwan South Korea, Malaysia, Thailand and some other Asian countries. In Germany, the presence of special government funds and support structures was quite crucial to the success of the medium enterprises (mittelstand) upon which the German economic miracle was born. Government support was crucial, and was forthcoming because everyone could see the development benefits.  
It must be born in mind that the ‘financial sustainability’ argument upon which commercialised MF is built, is a deeply political and deeply regressive idea, not a value-free universal economic principle. The idea was born in the 1980s when the World Bank became colonised by market fundamentalists keen on promoting ‘full cost recovery’ – in future, they said, the poor should pay the full cost of any MF (or any other) program that was supposedly helping them to escape their poverty. But how individuals and institutions who claim to want to help the poor can justify on a point of principle wanting the poor to pay the full costs of their MF program is quite beyond logic. You should see if it works first, then decide whether or not to fund it: not claim it as a principle. Also, it is often argued that the poor covering the costs of their MF program, and actually generating profits too, will mean that other equally poor people can be helped because the volume of MF will be increased. But this is asking one set of poor individuals to cover the full cost of their MF program with high interest rates so that others equally poor can be helped. This reflects a very strange moral imperative to me –  the poor valiantly helping each other out, while the middle and business classes seek to avoid higher taxes yet still want to claim to be doing everything they can to help the poor! This is not ethical or moral. 
Alleviating poverty through history generally requires a transfer of resources and power from the privileged and better off down to the poor, whether as social spending or infrastructure or education or minimum wages, or whatever – it is the lesson of history in the western economies for the last 200 years and also the lesson reached in the East Asian success since the 1960s. Achieving financial sustainability through high interest rates avoids having to approach the better off for financial help, sure, but it ends up creating expensive microcredit programs that deter all but the simplest and quickest repayment businesses from ever emerging. This is not poverty alleviation and sustainable development into the longer term therefore, but the exact opposite. 
h) Which groups should or should not be targeted by microfinance programmes and why? (For example: the economically active poor, the poorest, etc).

Microfinance in the form of credit unions should be targeted to the very poor so that they can avoid becoming entwined with the expensive products generally supplied by most financially sustaining MFIs. 
i) How can governments and donors contribute to the poverty reducing capabilities of microfinance programmes?
The best long term solution would be to transfer the resources into small business programs that have the best chance of developing a local business sector with growth prospects, rather than just extending survivalist microenterprises, as is quite disastrously the case in Africa today. 
j) What form should the UK’s support for microfinance take; how should the effectiveness of UK interventions be measured? 
With no evidence to show that MF ‘works’ and lots of evidence to show that it creates deep problems and actually prohibits sustainable development, the only course of action is to begin to end support for MF. It is an idea that initially had some innovative aura to it, but we now find that it actually does not work into the longer term. We often find this with certain medicines, and we phase them out as soon as it becomes clear. Tobacco was once genuinely promoted on health grounds until independent research confirmed it was linked to cancer and heart disease. 

The UK has much positive experience with small business lending programs which it has ignored, but which could become the foundation stone for many new programs of support for small and medium businesses that might address the problem of the the so-called ‘missing middle’  - the lack of more productive SMEs - that exists in virtually all developing countries. The UK’s exit from primitive microenterprise structures took place in the 19th century, as the resources of the state and private business sector were turned to building larger-scale enterprises using important new technologies, training, innovations, export-potential, etc. That experience and motivation needs to be repeated across the developing countries today if we really want to help them emerge from primitive enterprise structures.
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