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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?

Enterprise credit

Credit focused on consumption/expenditure smoothing

Savings

Microinsurance

Remittances

Non-financial services designed to complement financial services

Non-financial development services utilising microfinance infrastructure

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

Extremely important as part of a range of measures. 

- Access to financial services by itself is not an effective means of poverty reduction

- enterprise credit can be effective provided it is carefully managed and there are controls to ensure that loans are invested productively as well as support where needed to ensure clients have the skills to effectively use the credit; value added services such as marketing, value-chain support and access to high value products complement this aspect of microfinance

- provision of services through groups can lead to women’s empowerment provided it is designed and managed in the right way. Groups can be supportive or coercive and it is the way in which they are facilitated that matters

- access to savings, credit and remittances can help expenditure smoothing and reduce the negative impacts of missed opportunities (eg. school fees) or undermining of livelihoods through poorly managed finances. Improved financial management can also build confidence, improve nutrition and have other developmental benefits

- access to savings, insurance, credit and remittances can help reduce vulnerability to unexpected shocks and therefore protect gains in poverty reduction when they occur

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

For me poverty reduction is too broad a goal. Publically supported MFIs should be able to demonstrate that they create benefits for their clients in terms of improved incomes, reduced vulnerability, or improved financial management. These all relate to poverty reduction, but poverty reduction is not an operationally helpful goal – MFIs need to be much more specific in what they seek to achieve if they are to be able to manage effectively towards these goals and be accountable. The complexity in measuring poverty reduction adds to the problems of this as the primary goal for MFIs. 

For some MFIs the primary goal will be providing access to quality, appropriate and useful financial services. This is an appropriate goal for some MFIs, but for those that receive donor funding I would expect to see a developmental goal in relation to those I’ve set out above. 

d) How can we measure whether microfinance reduces poverty?

As I say, for me this is too broad a question. ‘Microfinance’ is many different things, and therefore we need to be asking what aspects of microfinance design impact on what outcomes. By breaking down ‘poverty reduction’ as I have above and breaking down ‘microfinance’ we can be more realistic about our expectations and also be better equipped to measure. Complex impact assessments are meaningless unless there is a very detailed analysis of the inputs of the MFI. Even within the same organisation and same methodology different outcomes may occur based for example on the effectiveness of individual staff members in facilitating a group to be supportive in the case of client problems or coercive. 

e) What factors make microfinance successful in alleviating poverty?

The access to the right type of finance, and the right time, which is structured in a way that fits with client livelihoods and needs clearly allows them to achieve three things

- invest in an economic opportunity (eg. business) and grow their income

- smooth their income and better manage their finance, therefore improving the quality of living and increasing their ability to make important predicted expenditure such as school fees

- cope with shocks when they occur

Non-financial services such as training, marketing, information dissemination can link with these three benefits, and increase the likelihood or level of success.

Where empowerment is an objective, the social mediation aspect of microfinance can lead to women’s empowerment and impact on a range of social aspects of poverty – particularly where linked to non-financial services. The example of the IMAGE programme in south Africa and its impact on gender based violence is a powerful example of this. 

In addition microfinance provides a platform by which other development services can be delivered to the millions of poor clients that MFIs have access to.

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

Yes, see answers above

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

Absolutely. The potential for scale is one of the big attractions of microfinance, and this is not possible without sustainability. The process of balancing the social and financial goals if done with an equal focus on both is also positive in terms of the management of the organisation. There are cases where the trade-offs would warrant additional subsidy for certain services or certain areas, but this needs to be assessed based on a serious effort of the organisation to maximise its efficiency and effectiveness. Many socially focused organisations use the mission as a cover for inefficiency. Many socially focused MFIs are very strong financially, indeed the MiX published analysis a few years ago demonstrating that some of the most efficient MFIs are the most socially focused – perhaps showing that the challenge of working in a more socially focused way means that the MFIs need to be even more efficient to be sustainable. 
h) Which groups should or should not be targeted by microfinance programmes and why? (For example: the economically active poor, the poorest, etc).

The term ‘economically active’ is based on a lack of understanding of the reality of poor people’s lives. People who are not economically active in developing countries with no safety net system are dead! Very few people are not engaged in economic activity. The assumption that some people are too poor for microfinance is just that an assumption. Certainly everyone needs access to savings and most people can benefit from credit at certain times for consumption smoothing. Credit for economic investment is also widely valued, particularly in very poor communities where self-employment may be the only option. In Fonkoze’s programme for the  ultra poor in Haiti for example a six month stipend was given for food as well as productive asset. The logic was that people who did not have enough food to eat would be tempted to use any additional resources for food, and this was to tie them over until their productive assets starting bringing in an income. In reality many people saw the time limitation of the stipend and logically thought that if they ate the money they would have nothing at the end of six months, so instead invested the money in an income-generating microbusiness. Very poor people may be harder to reach, more vulnerable and thus need more effort and care by the MFI, but they are certainly not too poor for microfinance and not necessarily too poor for microfinance. For me this argument is based on the business model of most MFIs that need easy to reach client who can use the loans with little support, and who have other income to fall back on if things go wrong to repay their loans. So people are too poor for the MFI to profitably serve them rather than too poor for microfinance. 
i) How can governments and donors contribute to the poverty reducing capabilities of microfinance programmes?

- greater clarity in the range of microfinance design and the specific objectives of the MFI and ensuring that the design and strategy fit with these goals
- supporting the focus of social performance within microfinance. Expectations of what is ‘good performance’ and what is required by donors and governments is a major cause on the narrow focus on growth and efficiency that has not only blocked the improvement of social performance but undermined it. Incentives should be focused on rewarding organisations that demonstrate and effective balance between social and financial performance 

- ensuring that MFIs do no harm, through ensuring appropriate regulation particularly of rapidly growing, competitive markets, and ensuring that there is an enforceable code of conduct for client protection

j) What form should the UK’s support for microfinance take; how should the effectiveness of UK interventions be measured?
- building capacity to increase access, which includes goals in relation to depth of outreach

- supporting action-orientated research to improve understanding of the design and systems that support different outcomes in relation to the three primary goals of microfinance – economic investment, expenditure smoothing, coping with shock

- capacity building of MFIs to increase their understanding of their vlients and effectiveness in meeting their needs in relation to the three goals of microfinance

- capacity building and funding to increase the developmental impact of microfinance through the integration of non-financial services and utilising the outreach of microfinance to deliver other developmental services

- building greater linkages between the microfinance and development sectors, so that microfinance is not just see as a financial sector intervention.  
