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Please find below responses from Opportunity International UK. 

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?

Opportunity specialises in providing a full and integrated range of financial services for the poor. We believe that to secure financial inclusion and create wealth we must go beyond basic access to micro-credit. As such, we provide various products and services including:

· Social Protection (Microinsurance): With 3.5 million lives covered, Opportunity’s MicroEnsure is the world’s first insurance intermediary working exclusively for the poor. Insurance enables poor people to be less vulnerable to the shocks that destroy their assets. It also frees them to manage risks and build new assets for periods of downturn, crisis or the lean seasons.
· Self sufficiency (Savings): Savings accounts allow poor families to build resilience and cushion themselves against future crises. Opportunity is one of very few organisations to establish regulated institutions that give poor people the opportunity to save for the first time in a “bank”. We take our services to the poorest and most remote communities, especially in Africa. We currently serve over 560,000 savers around the world (with a value of £43.6 million).
· Sustainable livelihoods that create wealth (Credit): Via micro-credit, Opportunity recycles poor people’s savings back into communities to secure sustainable livelihoods and aid diversification. This helps to break the cycle of dependency and enables poor people to literally fund their own economic growth. Access to loans and training raises incomes and productivity and, in turn, improves food security. We aim to be financially sustainable because we believe it is continual access to financial services, not one-time injections, which will do most to eradicate poverty. We have made 8.8 million loans made in the last 5 years (17% in Africa) with a 95% repayment rate. 
· Financial education: Redressing poverty is not just about finding ways to empower people to make more money, it requires us to empower people to do more with the money they have, bring it into the formal banking sector, make smart financial decisions and empower the underserved and under-privileged with practical financial knowledge and a degree of confidence to take charge of their current situation, their own lives and to realize the better futures to which they aspire. Opportunity is currently pioneering investment into the research, design and development of scalable, viable models to effectively disseminate financial education that empowers attitudinal and behavioural change.

Integrating these strands is vital. Opportunity has expertise in each and specialises in delivering all three as a comprehensive and systemic approach to financial inclusion and development.

b) How important do you think microfinance is for achieving the Millennium Development Goals and eradicating extreme poverty in the developing world?

Microfinance exists as part of a continuum of care for the poor. In this regard, Opportunity programmes are complimentary to the work of other organisations that focus on providing health, education, vocational and business training, and disaster recovery services to the poor. By specialising in the provision of financial services and products, Opportunity and MFIs like us address one fundamental need of the poor; by each organisation specialising in a particular field, the needs of the poor can be better addressed.

Opportunity believes that a mounting body of evidence shows that the availability of financial services provided by MFIs is a critical contextual factor with strong impact on the achievement of the MDGs. Via access to savings, credit, insurance, and other financial services, the poor are more resilient and better able to cope with the everyday crises they face. Even the most rigorous econometric studies have proven that microfinance can smooth consumption levels and significantly reduce the need to sell assets to meet basic needs. With access to micro-insurance, poor people can cope with sudden increased expenses associated with death, serious illness, and loss of assets.

Through Transformational Microfinance, Opportunity is empowering the poorest of the entrepreneurial poor, mainly women, to break out of the cycle of poverty and improve their lives. We provide the poor not only with essential economic capital (credit, savings and insurance services), but also builds critical social capital through business, leadership, health care and environmental training.  

· Eradicating Poverty: Microfinance allows poor people to protect, diversify, and increase their sources of income, the essential path out of poverty and hunger. A recent impact assessment at Sinapi Aba Trust (SAT), an Opportunity partner in Ghana, concluded that clients had seen a noticeable improvement in their financial, human and physical assets relative to their situation before the microfinance services, and relative to other non-clients. 
· Promoting Children’s Education: One of the first things poor people all over the world do with new income from microenterprise is invest in their children’s education. Opportunity impact studies consistently show that student drop-out rates are much lower in client households than comparable groups. Moreover, when a mother is able to pay school fees, she is able to negotiate education for her daughters as well as her sons.
· Gender equality: Around the Opportunity Network, it’s clear that microfinance has a big impact on women. For instance, a “Financial Diaries” study was conducted in Malawi on clients of OIBM. This collected data from 230,000 transactions over a 73-week period. One encouraging finding from this impact study was the positive effect that the microfinance services had on beginning to redress the gender imbalance. While women in Malawi still lag behind men in most key indicators, such as income, and are often highly dependent on a male head of the household, the study showed that this imbalance was starting to change for OIBM clients. 
· Improving Health Outcomes for Women and Children: Opportunity impact studies have repeatedly shown that clients have better nutrition, health practices, and health outcomes than comparable non-client households. Many Opportunity Partners provide healthcare education during weekly meetings, such as the importance of boiling water and cooking food properly. Weekly meetings also provide a forum for education in prenatal care and for connecting clients with healthcare services. A 2009 impact assessment conducted on SAT in Ghana showed that participation in the programme enhanced human capital such as children’s health.
· Combating HIV/AIDS: Microfinance plays a major role in HIV/AIDS prevention by providing the economic power for women to avoid unsafe relations. Regular group meetings and training given by Opportunity partners provide an excellent platform for HIV/AIDS prevention education. Increased economic resources also enable clients to care for AIDS orphans and family members living with AIDS. 

c) Should the reduction of poverty be the primary goal of all microfinance programmes?

MFIs should be clear and transparent about whether they are motivated by charitable objectives. It is apparent that some commercial MFIs are more focussed on maximising profits and delivering shareholder value than seeking to reduce poverty. 

When judging an MFI, it is important to find out whether the organisation is primarily interested in poverty reduction or in profit-maximisation (i.e. where along the spectrum the organisation lies). ProCredit, for example, establishes banks for what it calls “ordinary people” in underserved areas. With no explicit focus on poverty reduction, most of ProCredit’s banks are profitable and aim to fill a gap in markets where middle-class individuals do not have access to banking services. Yet this is not to say that the services of Pro-Credit should be dismissed. On the other hand, Opportunity is defined by our commitment to the poor. However, this does not diminish our desire to innovate and even “reach scale.”  Opportunity seeks to define what appropriate profitability is for an organization focused on seeing clients move out of poverty.  Rather than direct profits to shareholders, Opportunity focuses on interest rate reduction and an overall commitment to profitability benefiting clients. 

Is there a place in the industry for organisations that seek to provide financial services to the poor but which are not explicitly interested in poverty reduction? In our opinion, microfinance is a powerful development tool with which to eradicate poverty by providing financial services to the poor. However, MFIs currently fulfil only a fraction of the total demand 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 – those seeking to target low income groups while at the same time obtain a financial return. 

What the industry needs is a better way to distinguish between these two types of approach – i.e. organisations that have financial goals (such as a profit motive), and those that have social goals (such as poverty reduction). 

d) How can we measure whether microfinance reduces poverty?

As is generally recognised, at Opportunity we 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 differently in each location where it is implemented. At Opportunity, when considering the success or failure of our work, we first define what exactly the desired outcomes of the programme are (e.g. increased income or consumption, empowering women, creating employment, smoothing income etc). It is these outcomes that are subsequently used to determine whether the programme was a success or not. 

e) What factors make microfinance successful in alleviating poverty? 

One important lesson that Opportunity has learnt when expanding financial services to the poor is that Financial Education is key. In other words, “use” of financial services is as vital as “access” if a poor person’s life is to be transformed. This is particularly so in rural areas, where higher illiteracy rates are combined with a lower familiarity with banking. Most urban clients will at least have friends or family who have some understanding of terms and conditions of loans, interest rates and savings. 

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

Yes. Opportunity believes that the effect of accessing financial services (e.g. opening a savings account or having access to micro-insurance) can have multiple and cross-cutting effects on poverty, even where these effects are hard to isolate and when it is difficult to determine direct causal relationships. We believe this is partly because the impact of anti-poverty measures is often not immediately apparent, sometimes necessitating an intergenerational study of the impact on households. In addition, because of the variety in the institutional arrangements of the tens of thousands MFIs worldwide, obtaining reliable comparable data across countries is difficult. Yet the scarcity of data or the difficulty of undertaking comparative studies on the impact of microfinance in alleviating poverty should not be an excuse to neglect the impact of microfinance.

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

Opportunity believes that only sustainable institutions can grow to scale and provide permanent access to financial services to the hundreds of millions of poor people who need them. 

However, we also see that pressure to expand outreach can pose a dilemma to MFIs. The concern is that efforts to reach a significant scale by securing financial sustainability may lead to a tendency to provide larger loans to less poor clients and to employ stricter loan screening procedures. A recent CGAP case study clarifies the debate further: the concern is not the large profits, but rather the large portion of those profits that were created by charging higher-than-necessary interest rates to borrowers. The report claims that such disequilibrium is due to a lack of competition in the microcredit market, and there's still hope that competition will reduce rates and exorbitant profits in this sector.

Since Opportunity is a charity, not a commercial for-profit bank, profit maximisation is not an objective – rather, our aim is to break even and achieve financial sustainability in order to extend services to more clients in the future. In Africa, our regulated structure enables our partners to offer a wider range of basic financial services such as savings, as well as the opportunity to leverage equity through commercial borrowing. Being regulated by the central bank enhances internal controls and governance, as well as encouraging higher efficiency and financial performance – which can in turn significantly affect our partners’ ability to meet social goals. Finally, regulation typically involves higher reporting requirements and we believe this improve financial transparency and accountability.  

h) Which groups should or should not be targeted by microfinance programmes and why? (For example: the economically active poor, the poorest, etc).

With micro-credit, Opportunity targets the working poor who have a capacity to repay loans and benefit from business investment. We believe the extremely poor (those unable to invest their loan due to severe deprivation in consumption) are better serviced by more grant-based programmes and transfers. Opportunity believes micro-credit MFIs should target those:

· Unserved by commercial banks due to high perceived credit risk or lack of interest in the small size of the each individual transaction
· Unable to meet collateral requirements of commercial banks 
· Living in isolated or hard-to-reach areas (where commercial banks don’t go because of higher transaction costs)

For microcredit to be appropriate, the clients must have the capacity to repay the loan under the terms by which it is provided. Opportunity argues that microcredit may be inappropriate where conditions pose severe challenges to loan repayment – for example, populations that are geographically dispersed or have a high incidence of disease may not be suitable. In these cases, grants, infrastructure improvements or education and training programmes may be more effective. 

Opportunity focuses on empowering women (84% of beneficiaries) and targets hard-to-reach groups such as rural populations. Our beneficiaries are characterised by low life expectancy and poor access to the formal economy and productive assets. With our micro-savings and insurance, we also focus on Sub-Saharan Africa, home to the world’s largest unbanked populations and the region least likely to meet the MDGs without increased support to accelerate the development process.  

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

As controllers of financial resources, governments and donors ultimately determine which institutions receive grant funding, for how long, and for what purpose. They also influence what services are expanded and when outreach is broadened.

Governments and donors can promote and support high quality, sustainable investments in building institutions for the permanent availability of financial services for the poor. Reaching self-sufficiency requires a considerable input of resources for capacity building and institutional development, especially true for innovative institutions developing new approaches to serving the poor. In this regard, governments and donors can support innovations which push the frontier on product development, new funding instruments, and alternative delivery mechanisms. Grant-based bilateral donors such as DFID can also take higher economic risks than commercial actors and, as such, are in a good position to promote innovations that can benefit the microfinance sector as a whole. 

Since large-scale sustainable microfinance can be achieved only if financial services for the poor are integrated into overall financial systems, donors and governments have an important role to play in raising the profile of microfinance within their larger policy and planning frameworks. This includes the integration of plans for financial deepening within Poverty Reduction Strategies and budget support. Success in building inclusive financial systems hinges on the contributions of a wide range of actors and their ability to work together effectively. MFIs must be included in this process.

Subsidies from donors are critical to the development of microfinance. In particular, grants have played, and continue to play, major roles in financing MFI start-ups. They are particularly useful at that early stage when equity is usually nonexistent and deficits are large. Early subsidized seed capital, for example, helped expand the sector from a handful of MFIs to many thousands of institutions around the world. In the process, several “model” development finance institutions such as Opportunity Bank of Malawi (OIBM) were created.

MFIs are increasingly recognising that new technologies, combined with innovative business models, can deliver a step change in the number of clients we can collectively serve by bringing the cost of service down. This, in turn, requires greater cooperation between charities, NGOs, banks, policy makers and technology providers. Moreover, as new technologies advance, it presents challenges to the regulatory frameworks that are needed to guarantee their fair and legal operation. The key challenge for the regulators is to reshape legislation in ways that protect the clients (i.e. the poor), but do not hamper the development of innovation.

Finally, whilst there have been substantial incentives for the achievement of financial self-sufficiency and outreach across the industry, few if any donors focus on depth of poverty outreach and impact. There is a need to create incentives to correct this imbalance. In this context, the UK government has an important role to play in correcting market failures to reach very poor people. 

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

Opportunity recommends that UK support for microfinance should focus on the following:

· Targeting pro-poor innovations: Whilst there has been an enormous amount of innovation in the provision of financial services to poor clients since the 1970s, operating at the systemic and institutional levels as well as on financial processes and products, there is great scope to support specialist MFIs in their efforts to reach poor households that still do not have access to financial services, and to provide more and better products and services to those that do. 

· Building sustainable delivery systems: Innovation is essential for creation of sustainable financial institutions serving the poor. Unfortunately, financial innovation takes time because its result is a function of confidence and trust, as well as of risk. The UK government should take a long view in its provision of support. Moreover, innovation requires delivery systems, which means that emphasis should be on the development of institutions rather than simply the implementation of programmes. 

· Strengthening long-term capacity: While it is now generally accepted that MFIs need to become self-sufficient if they are to expand their outreach, achieving self-sufficiency takes time. It relies on an MFI realising significant economies of scale, which in turn requires a considerable input of resources for capacity building and institutional development. This is especially true for innovative institutions developing new approaches to serving the poor.

· Taking a measured approach to innovation and risk: An institution using innovative approaches will generally incur higher costs than an institution replicating an existing model, reflecting the higher costs of developing new systems and the greater degree of risks involved. At the same time, more innovative institutions may generate large positive externalities, such as new or improved institutional forms, processes and products that are then adopted by other institutions. The UK government is asked to bear these factors in mind when considering its financial sector funding strategy. Lesson learning through careful analysis of successes and failures is vitally important for both practitioners and advisors. Pilot studies are required and patience is needed to avoid the premature scaling-up of new schemes.

· Supporting start-up: UK support is requested to continue funding new start-up MFIs. New start-ups have difficulty in attracting private investment, which implies slower than optimal rates of growth due to shortage of funds, and large operational deficits prior to institutional financial breakeven. The resulting negative equity further frightens off potential investors and makes banks reluctant to lend to MFIs, even at market rates. Grants must be sought to cover the heavy, up-front costs of training, installing systems and hardware, and establishing branches. 
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