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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? 
Five Talent’s submission will focus on “microfinance” as a process of assisting sustainable poverty alleviation in a community through enabling delivery of small scale savings and loans schemes in conjunction with relevant business training and education. This is effectively an “holistic” approach which is based on belief and experience that micro lending in poor communities  is not sustainable in isolation, but must be allied to a combination of community empowerment, group responsibility, an emphasis on training, and a strong parallel focus on the importance of savings (mobilising a community’s own resources.)
b) How important do you think microfinance is for achieving the Millennium Development Goals and eradicating extreme poverty in the developing world?

 Millennium Development Goals (MDGs) 

· 2.1 Goal 1: Eradicate extreme poverty and hunger
· 2.2 Goal 2: Achieve universal primary education
· 2.3 Goal 3: Promote gender equality and empower women
· 2.4 Goal 4: Reduce child mortality rate
· 2.5 Goal 5: Improve maternal health
· 2.6 Goal 6: Combat HIV/AIDS, malaria, and other diseases
· 2.7 Goal 7: Ensure environmental sustainability
· 2.8 Goal 8: Develop a global partnership for development
We think microfinance is and can be an incredibly effective means of helping to reach the MDGs for the following reasons:
1. It is cost-effective: microfinance has a strong multiplier / recycling effect. Loan capital rotates many times over, delivering benefits each cycle. 

2. It promotes self-help: microfinance promotes a development paradigm that is aligned with personal incentives, with benefits accruing to individual households. Participants are self-selected, there should be no compulsion to join a group or take a loan.  
3. It is sustainable at both institutional level and household level. Microfinance institutions, once they reach maturity, can be more or less self-sustaining. Similarly, household micro-enterprises, once they grow to develop and access a market can be self-sustaining.

4. It targets the poor: since it is “micro” finance it is best suited to those needing small investments and small increments in capital and resources. 

5. It is low risk: As a consequence of its design, microfinance – small loans/savings across many individuals and groups - spreads the risk of development interventions across many participants.  

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

Not necessarily. Where microfinance programmes target the poor, necessarily they are targeting those in a community who are already amongst the most vulnerable, marginalised or excluded by society generally and the “traditional” finance sector specifically (assuming its availability in any specific area.) In such a context a project that is designed to reduce poverty as its primary goal will have a significantly different content and approach to one that has a main goal to make money for its backers. Those microfinance programmes that are profit focussed should demonstrate an acute awareness of the fragility of some of their target market and MF providers should commit to “doing no harm”, protecting vulnerable clients from abuse, oppression, exploitation, indebtedness. 
d) How can we measure whether microfinance reduces poverty? 
This is very hard to ascertain since many factors are at play. It is like asking “how can we measure whether banking reduces poverty.” We know that banking services are vital to the efficient functioning of the market economy and individual households and businesses all need banking services to facilitate transactions, trade and growth. It would be extremely hard to measure the impact of banking services on economic growth!

We therefore suggest following a tried and tested approach and recommend the Grameen Bank’s “Progress out of Poverty Index”. We acknowledge that some people think that the Index is fairly crude, but we believe it is practical, simple, directly observed, non-intrusive and repeatable. We are concerned that some impact measurement approaches rely on in-depth client interviews which are sensitive to interview bias, costly, burdensome, sometimes intrusive, not always repeatable or scaleable. 
We recognise that the impact of microfinance on poverty can take time - often years, or tens of years. For example, the ultimate beneficiaries are often children, educated for the next generation. Impacts can also be unexpected – a well functioning savings or loans group can address local issues of domestic violence, water provision, corruption etc. For example, a savings group on Pulicat Island, near Chennai, confronted and stopped a member’s husband who was beating his wife. A savings group in Kenya lobbied their local government representatives to provide a water tap-stand. These are impacts that might not be captured by individual interview surveys and yet they are genuine authentic improvements in livelihoods / poverty alleviation.  
e) What factors make microfinance successful in alleviating poverty? 
Note we define poverty in a holistic way – including all aspects of the MDGs - not just material or financial.
In addition to answers 1-5 in Question (b) above:
6. Accompanying business training: We believe that prior and ongoing business training and some coaching and monitoring of clients is vital to support them in their business endeavours, especially when targeting the poorer groups of people. 

7. Group-based methodology: the group methodology brings economies of scale (lowers costs), builds and benefits from social capital., has a large multiplier effect, including indirect beneficiaries. 
8. Clients are self-selected, self-determined: Clients choose to join a group and choose their business and how to spend their money. This is aligned with Five Talents’ name – encouraging and enabling people to develop their own talents. 

9. It reduces vulnerabilities to shocks: Good microfinance encourages and facilitates savings which can be used to overcome health shocks, bad harvests, price hikes, emergencies etc. 

10. It enables asset accumulation: Microloans can be used as a lump sum to purchase high value assets (e.g. a cow, a bicycle, a refrigerator) which can be liquidated in emergencies or used as collateral to secure further inward investment. 
11. It is usually self-or locally governed, not requiring huge donor oversight or bureaucracy, Microfinance can be overseen on financial and narrative reporting, periodic impact assessments and external evaluations. 

12. It can help create jobs, building and bringing some businesses into the formal tax regime.

13. Low cost per life impacted: In comparison with many other development interventions microfinance has a relatively low cost-per-life-impacted, which is a function of low administrative costs and crowd-funding aspects, including the indirect beneficiaries. 

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

Yes, although we believe it does. It brings financial services closer to the people, enabling them to transfer money, borrow, save, insure etc. It can be a platform for training. 
g) Should we be concerned about the financial sustainability of microfinance models? Is achieving financial sustainability compatible with the social goal of alleviating poverty? 
Yes – we should be concerned about financial sustainability. It is important to be transparent about our aims and objectives. Some models of microfinance are not financially sustainable and yet may have very significant impacts. These models are best (and only!) operated by NGOs and can reach places where commercial microfinance cannot reach, can serve communities in particularly relevant ways – often acting as frontier pioneers for commercial penetration at a later date. For example in post-conflict, fragile communities where the cash economy is very limited, low literacy rates etc. 

Yes – financial sustainability is compatible with poverty alleviation although all stakeholders should be clear what the prior objective is, what the growth trajectory of the institution will be and the relative focus on poverty or profits. 
For Five Talents, long term sustainability of a program is achieved when the programme generates sufficient income to pay its operating costs and absorb any bad debts without the need for further injection of funding from ourselves. All our finance is made in the form of grants and so there are no financial payments to be made from the programmes themselves back to Five Talents or our own funders. [This however is a static concept and in practice we would be keen to continue funding to enable further growth of a programme rather than see it “statically” sustainable]
Note that this would be significantly different for “with profit” models, who would need higher income to be generated from programmes to meet their own required return on funding before they would be deemed to have reached “financial sustainability”. In this model, the question of whether achieving “financial sustainability” is compatible with the social goal of alleviating poverty is an entirely relevant question, as the latter may necessitate the charging of higher levels of interest and fees, and/or the upscaling to reap more economies of scale than an equivalent programme that is non-profit focused.
h) Which groups should or should not be targeted by microfinance programmes and why? (For example: the economically active poor, the poorest, etc).

Five Talents experience is that microfinance is not suitable to target people who are in extreme poverty, who generally require targeted poverty relief interventions – food aid, medical assistance, shelter.  
We have found that the most receptive and successful target group is best described as the “economically active poor” – however – as outlined earlier, clients generally self-select our services based on their own needs and abilities. 
i) How can governments and donors contribute to the poverty reducing capabilities of microfinance programmes?
1. Promote greater transparency by MFIs in the services they offer – esp. effective interest rates and repayment terms. Protect clients. 
2. Support NGO MFIs to provide services in territories / communities where commercial players will not yet tread due to cost, risks, returns etc. 
3. Remove government support from commercial MFIs which distorts the market.
4. Boost support for accompanying client business training and financial literacy.  

5. Encourage savings-led models of microfinance where these suit and are adapted to local circumstances. 

j) What form should the UK’s support for microfinance take; how should the effectiveness of UK interventions be measured?  
Assume this refers to HM Government support.  

Form of Support:

1. Be prepared to provide smaller amounts of funding to smaller schemes, but on the basis of rigorous monitoring and accountability requirements and not over-burdening institutions with reporting requirements. 
2. Support for MFI networking and associations in both developed and developing countries. 
3. Support for training at all levels: Board members, senior execs, accountants, loan officers – including scholarships for short courses provided by universities or consultancies. 
How to measure effectiveness?
1. Prescribe clear and measurable outcomes, e.g. train 100 senior execs in strategic leadership for MFIs. 

2. Focus support on areas that are not provided by the market – this will steer support towards the NGO sector and pro-poor interventions.
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