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Welcome from the Chair

Robert Syms MP welcomed participants to the meeting. He gave apologies from Annette Brooke MP, Chair of the All-Party Parliamentary Group on Microfinance/Microcredit, and invited the speakers to give their presentations.

Francis Pelekamoyo’s presentation

Francis Pelekamoyo opened by explaining that microfinance institutions in Africa are very young. He gave an introduction to Opportunity International’s (OI) operations in Malawi. It has been operating for 6 years, and currently has 250,000 savings account holders with almost $20million on deposit – proving that poor people can save – and over 50,000 borrowers. DFID gave the seed capital for OI in Malawi back in 2003.
Francis outlined the challenges that microfinance institutions in Africa face. These include capital, which is particularly important for outreach into rural areas, such as that currently being carried out by OI. For this to work infrastructure is needed – to create mobile banks and small kiosk banks, as well as for communications. In many countries communications are still poor, so this is a major challenge.

Secondly, microfinance is a new phenomenon to most central banks in Africa, which therefore tend to treat it as the same as commercial banking. There is some political interference because central banks sometimes don’t believe that microfinance institutions should operate as private institutions. 

Because microfinance has to mobilise its own resources through savings it will be subjected to central bank regulation.

In Malawi savings are extremely important to the poor – many small kiosk banks provide just savings to large numbers of their clients, which has a large positive impact. Insurance is another financial service which is crucial. Francis gave the example of weather-indexed insurance as a crucial growth area.

Gareth Thomas MP’s presentation

Gareth Thomas then spoke about the new capacity-building fund for microfinance in Africa which is currently being designed by DFID. He said that the starting point for interest in microfinance, and for wanting to establish the fund, was the sheer number of people in Africa with no access to financial services. The challenge is to think about how to move people out of poverty, and DFID are looking to access to financial services to tackle this issue.

Microfinance is important not only because of loans, but also because of what it can provide when disaster strikes – better capacity for recovery etc. Only 20% of people in Africa have access to formal or semi-formal financial access in Africa; 10% in the poorest countries. So far microfinance institutions have reached 5 million borrowers and 9 million savers in Sub-Saharan Africa, but this is a drop in the ocean.

DFID want to build on the lessons from the experience of MFIs. Looking into the ‘Banana Skins’ report has given them an assessment of the trends and risks in the microfinance industry. There are two particular risks this year due to the financial crisis: firstly that borrowers may be unable to repay their loans, and secondly that financial institutions may not have the cash to keep their operations afloat. In Africa, there are also significant risks due to governance, management and staffing constraints.

DFID want to design the new facility to tackle these issues and allow the sector to expand access to finance. It will work with existing institutions to help them to expand in a commercially viable way. It will offer more training, and help with gaining efficiency savings for example through introducing new IT systems. It will enable MFIs to employ fresh thinking to reach into new places, and develop new initiatives to reach underserved areas – the most obvious of which is the rural population, but which also covers some urban areas. It will aim to look at models that have been proven successful in some areas and replicate these in new places. It will also help organisations to work with new partners, for example banks, credit unions, mobile phone providers – using the expertise of MFIs and the capacity of these organisations to reach new areas.

The fund will be run on a regional basis, aiming to promote regional financial networks that can support economies of scale and promote experience sharing. It will also promote best practice on regulation and accounting. It is likely to be joint funded by DFID and the World Bank.
In terms of timescale, the aim is to develop a full design by spring 2010. DFID are currently consulting on the recently-released concept note, and welcome input from all stakeholders. As yet there are no firm details about the amount of money that will be invested in this initiative – the process will be to design it first and then look at the appropriate size – however, DFID are open to suggestions on this.

Anton Simanowitz’s presentation

Anton Simanowitz responded to Gareth’s presentation, first by thanking DFID for this important and timely initiative. He commented that access to financial services is vital, but we need to think ‘beyond access’ about what we are actually creating the fund for. The poverty-reduction impact of microfinance is not automatic, but is something that comes from strategy and design, and can be maximised through careful planning. Microfinance is about details.

Recent market research in a particular area of Kenya found that microfinance clients were commenting that the ‘loan officers are devils, all they care about is getting the money back’. We are starting to see some institutions failing in the microfinance field, especially in very competitive markets. They are failing due to lack of governance and management capacity, but also because they are over-indebting their clients. This can arise through the incentive schemes used for loans officers. For example, a simple change from using the ‘number of new clients’ as an incentive to the ‘total number of clients’ can have a big positive impact because it creates an incentive to retain clients as well as to reach new ones, and reduces the likelihood that the loan officer will push inappropriate loans.

What this demonstrates is the importance of building the social goals of microfinance into the system – access is important, but there is a real opportunity in this facility to go beyond access to look at how we can have the biggest social impact. This can be done by looking at how it is possible to use the infrastructure that microfinance provides – particularly the personal relationships between MFI officers and clients – to add value such as through attaching basic services such as health and education. 

Outreach in microfinance is not just about the number of new people reached. It also has to be about who they are and the quality of services that they receive.

Discussion

The meeting then opened out into a discussion session facilitated by Robert Syms MP. The first comment was from Steve Coffey, who asked whether the fund will focus on rural areas. Steve explained that when his organisation spoke to rural banks they explained that they were not able to lend to farmers because of the high risk of drought destroying their assets. In response, MicroEnsure introduced micro crop insurance, which has had a huge impact by opening up access to credit for poor farmers and enabling them to invest in their farms and reap a much higher yield. There is an opportunity through this fund to use microfinance expertise to link rural banks to poor farmers, which addresses two current ‘big issues’: climate change and food security.

Gareth Thomas responded to say that he completely agrees that this is important. DFID want to use the facility as a catalyst for replicating systems that work.

Peter Ryan then spoke about the need for good training for MFI staff on measuring social impact. He commented that there is a risk with a facility like this of doing too much work ‘top-down’ rather than ‘bottom-up’. There is always a need to keep contact with the lowest levels in the microfinance field – with the woman sitting on a mat in a village in rural Africa. Money is one aspect of enabling microfinance, but there must also be the social energy to make a difference for clients.

Gareth Thomas responded by saying that Peter’s comments were a good challenge for DFID. However, the scheme is designed to work from top-down to help existing organisations to find partners to work with. But it is crucial to think down to the beneficiary.

Edward Fox commented that the financial literacy work that OI is currently doing (part funded by DFID) is getting down to ‘the woman on the mat’. In this work, OI officers talk in an even-handed way to potential clients, explaining that a loan may be a good thing, but it may also do them harm and helping the clients to make decisions about whether it is the right thing for them.

Tom Levitt MP commented that, although he did not think that anyone in the room would really think this, it had almost been an assumption in the conversation so far that the point of giving a loan is to get the money back. But it isn’t – it’s what the client does with it. The quality of the loan officer to give advice on this is critical to the quality of microfinance.

Tom Sanderson gave a brief overview of the microfinance industry, explaining that all organisations from the community level initiatives at the base of the pyramid right up to banks operate from both social and commercial motivation. However, as emphasis on profit grows so does the danger of losing the social mission. While social mission is crucial, there is a spectrum of underserved different clients that need financial services – from the bottom level savers to small entrepreneurs. Tom would like there to be a seamless system connecting each of these levels into financial services, but currently there are big gaps in the system, for example progressing from microfinance to mainstream banking. We need to make sure that we’re targeting assistance at each level.

Gareth Thomas responded to say that they will not be able to get to every level with a single initiative. However, he agrees that it is crucially important to support SMEs. What this facility is designed to do is to be closer to the grassroots.

Nicholas Colloff mentioned the recent book ‘Portfolios of the Poor’, saying that it was very salutary reading for those working in microfinance. The way that poor people use money and the way that products are designed and delivered are quite divorced. Because there are so many underserved, many MFIs effectively have a captive audience, so it is easy to design products that work and are taken up. However, it is harder to design a product that works with the grain of how poor people use money.

Ian Boyd-Livingston commented that it is important that funders (including his own organisation Arcubus and DFID) have an active social conscience and mission, rather than a passive one that assumes that they are doing good purely by giving money. Funders should ask questions on the social side of the organisations they are funding as well as the financial side, using a real double bottom line.

Gareth Thomas agreed with Edward Fox that if there is a need for microfinance there is an even greater need for information about finance. On the social agenda, he said that he takes the point about the distinction between straight access to finance and the social agenda. The DFID instinct for this initiative is to work at the level above institutions, to think how they can expand their reach, but Gareth asked those present to keep encouraging DFID to keep coming back to the social agenda and looking at how they can ensure it is maintained.

Ian Boyd-Livingston responded to say that wherever you are in the chain of microfinance there should be a link to the beneficiary, because otherwise there is a real risk of mission drift. The capacity-building fund is a real opportunity to ensure that the social agenda is right at the top of the priorities for microfinance.

Anton Simanowitz spoke about the ‘fixation with numbers’ in microfinance, which makes it seem as though the pure numbers reached equals positive impact. But in some areas microfinance is doing harm – for example through over-indebting people in Bosnia etc. The first priority for the facility should be to ensure that it is building capacity that does no harm. We therefore need to look at social measurements and management because at the moment the microfinance industry is failing in some areas.

Secondly it is crucial to think about how the facility can build capacity to add value through microfinance. It is crucial, even at a higher level, to think about how to tailor products to meet the needs of poor people. To be serious about reducing poverty we really must look at adding value. Not all microfinance is the same or of equal value.

Michael McGrath commented that it is important not to underestimate the vast gap between grassroots organisations such as microfinance institutions and the formal banking sector, or how hard it is for clients to transition between the two.

Edward Fox commented that in relation to product design, the theory is that if there was more access to financial services there would be more providers and therefore the competition would lead to more tailoring of products to clients’ needs. OI’s strategy in Africa is to be a deposit-led organisation. He posed a question to Anton: is there a trap of doing harm in a savings context?

Anton responded by saying that there is far less risk of doing harm through savings than through loans. The only real risk is that of being unsustainable and therefore collapsing, taking the depositor’s money with you.

Aaron Oxley commented that microinsurance is coming to be seen as the third service that microfinance can provide. He asked if the fund will focus on this.

Gareth responded that since the focus of the fund is on Africa the likelihood is that it will focus on traditional access to loans and savings. However, it will not exclude other activities – it will look at the organisations that exist already and build on what they are doing, and if that includes microinsurance they would be open to supporting it. Gareth agreed that microinsurance is beginning to surface more and more, particularly in relation to climactic disasters.

Close

Gareth Thomas MP emphasised that DFID is keen to get further input into the consultation process from those present at the meeting, and invited them to get in contact with his staff at DFID.
Robert Syms MP then thanked participants and closed the meeting.
