DFID Response to APPG on Microfinance’s Inquiry on the Role of Microfinance in Development. 


Helping or Hurting? Report of the APPG on Microfinance’s Inquiry on the Role of Microfinance in Development.
1. DFID thanks the All-Parliamentary Party Group on Microfinance and the RESULTS Secretariat for compiling a clear, concise and insightful report on the role UK’s role in supporting microfinance worldwide. DFID also thanks all the contributors to the inquiry on which the report is based for sharing their experience, knowledge and views.   
2. The report is timely coinciding with the reassessment of the role of microfinance in development following stress in the microfinance sectors of several countries worldwide. The report’s objectivity is welcome recognising microfinance as an important tool for increasing access to financial services for poor people while highlighting key issues that require redress.
3. The report and its recommendations are of significant value to DFID as we take forward our work to support financial sector development in developing countries. 
4. DFID takes an integrated approach to financial sector development using targeted interventions at the macro, meso and micro level to address key market failures that restrict the expansion of sustainable, quality and affordable financial services to poor people including credit, savings, insurance and payments. 
5. The importance of capacity building for financial service providers to provide sustainable, affordable and quality financial services to the poor at scale has been highlighted by recent stress in the microfinance sector. The Skills and Innovation for Micro Banking in Africa (SIMBA) programme will strengthen the governance, internal controls, operating processes and human resources of financial service providers in sub-Saharan Africa to support sustainable, stable and equitable growth in financial services. 
6. DFID recognises that a range of approaches may be required for expanding financial services to poor people of different income levels and in different contexts including rural areas and fragile states. The PROSPER programme in Bangladesh combines microfinance, targeted livelihood interventions and safety nets to help people graduate out of extreme poverty. DFID also recognises the vital role of not-for-profit organisations in providing financial services particularly in extremely underserved areas where market-based provision of financial services may not be commercially viable. 
7. DFID acknowledges that improved understanding of the diverse and sophisticated financial needs of poor people is essential to spur the innovation of effective, sustainable financial services. DFID contributes to the building of the knowledge base through our support of initiatives such as the FINSCOPE national household surveys of awareness, use and need of financial services by poor people. 
8. Improving the financial capability of poor people is vital to empower them to manage their finances effectively and understand their consumer rights. The Financial Education Fund programme is piloting 14 innovative approaches to increasing the financial capability of people in eight countries in sub-Saharan Africa with the aim of mainstreaming financial education through policy, regulation and the market. 
9. DFID recognises the importance of empowering women through access to financial services. DFID has developed a toolkit to inform and improve the design, monitoring and impact of programmes aiming to achieve financial inclusion for women and girls.
10. Increasing access to financial services is only one dimension of creating new wealth creation opportunities for poor people. DFID supports the development of inclusive business models, which allow poor people to participate in the value chains of national and international companies as producers, suppliers, employees and consumers. We also work with our country partners to improve the investment climate and remove barriers and bottlenecks that restrict access to markets for poor people. 
11. As a results-based organisation, DFID is committed to working with its partners to improving the depth and breadth of the evidence base on the development impact of microfinance. A DFID-commissioned systematic review of the evidence of the development impact of group lending made a series of recommendations for strengthening the quality of evaluations in the microfinance sector. These included improvement in quantitative and qualitative data use of well-designed experimental and observational studies, longitudinal studies and multi-disciplinary, mixed methods research approaches.
12. Reduction of poverty is the aim of all DFID-funded programmes. Initiatives to expand access to financial services for the poor must demonstrate how higher rates of financial inclusion will lead to improved social outcomes. The new SIMBA programme will require all recipients of funding to report on progress against agreed social performance indicators. Through CGAP, DFID continues to support the work of the Social Performance Task Force to develop, disseminate and promote universal standards for social performance monitoring. The report’s recommendation that these standards could support a framework for accreditation of MFIs is noted. 
13. DFID agrees with the report’s recommendation that regulation should offer sufficient protection to consumers but encourages innovation and provides the widest possible service coverage at the lowest risk to the public.
14. DFID’s financial sector programmes provide technical assistance where needed to governments and regulators to develop effective regulation. Through CGAP we support research on regulation; engaging government, regulators and private sector. Through the G20 framework, DFID also supports the work of the Global Partnership for Financial Inclusion (GPFI), to engage international financial sector standard setting bodies. 
15. Innovation of business models and products is critical to providing affordable, quality and sustainable financial services to the poor. DFID supports the CGAP Technology Programme that aims to innovate new ways of delivering financial services outside conventional bank branches using information and communication technologies and nonbank retail agents. The SIMBA programme also aims to build the capacity of financial service providers to develop and market a full range of financial services for the poor including savings, insurance, credit and payments. 
16. The report’s recommendation for a multi-disciplinary approach to developing innovative micro insurance and savings products working with practitioners in climate change, environment, health and education is pertinent and noted. 
17. DFID also recognises the important role of small and medium sized enterprises (SMEs) in supporting wealth and job creation in developing countries. DFID is developing new programmes to catalyse a scale up in SME financing in poorer countries. 
18. As described in the report, increasing financial access in fragile states presents significant challenges and risks. The role of donors and NGOs may be particularly pronounced in such markets where the fole of the donor is limited. Any initiative undertaken by DFID is subject to a rigorous cost/benefit analysis prior to funding approval to ensure that the proposed investment represents good value-for-money relative to development outcomes. This will ensure whether financial sector development programmes are an appropriate use of donor funding in fragile state contexts. The report’s recommendation that a consultation is held with practitioners expert to build a knowledge base on the provision of financial services is noted.
19. CDC aims to make successful and responsible investments with a clear development impact. Consequently, CDC takes the management of environmental, social and governance matters (ESG) extremely seriously. Good management of ESG issues at investee businesses is one of the greatest benefits of equity investing. CDC’s Investment Code sets out the principles, objectives and management systems for sustainable and responsible investment and applies to CDC, its fund managers and to the companies in which CDC invests its capital. The Code, which is regularly updated and refreshed to incorporate the latest international standards, combined with more emphasis on independent evaluations of investments and a greater emphasis on monitoring, reporting and supporting fund managers and other partners, will ensure that CDC’s capital is invested responsibly and sustainably in the poorest countries in sub-Saharan Africa and South Asia.
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