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Microfinance

• Microfinance is a ‘mission-oriented’
business 

• bringing financial services to the poor and 
unserved

• in a sustainable and 
• efficient manner
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CGAP’s Key Principles of 
Microfinance

• Poor people need a variety of financial
services, not just loans. Like everyone
else, the poor need a range of financial
services that are convenient, flexible, and 
affordable. Depending on circumstances, 
they want not only loans, but also savings, 
insurance, and cash transfer services.

CGAP’s Key Principles of 
Microfinance

• Microfinance is a powerful tool to fight
poverty. When poor people have access to 
financial services, they can earn more, 
build their assets, and cushion themselves
against external shocks. Poor households
use microfinance to move from everyday
survival to planning for the future: they
invest in better nutrition, housing, health, 
and education.
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CGAP’s Key Principles of 
Microfinance

• Microfinance means building financial systems that
serve the poor. In most developing countries, poor
people are the majority of the population, yet they are 
the least likely to be served by banks. Microfinance is
often seen as a marginal sector—a “development”
activity that donors, governments, or social investors
might care about, but not as part of the country’s
mainstream financial system. However, microfinance
will reach the maximum number of poor clients only
when it is integrated into the financial sector.

CGAP’s Key Principles of 
Microfinance

• Microfinance can pay for itself, and must do so if it is
to reach very large numbers of poor people. Most 
poor people cannot get good financial services that meet
their needs because there are not enough strong
institutions that provide such services. Strong institutions 
need to charge enough to cover their costs. Cost
recovery is not an end in itself. Rather, it is the only way
to reach scale and impact beyond the limited levels that
donors can fund. A financially sustainable institution can
continue and expand its services over the long term. 
Achieving sustainability means lowering transaction 
costs, offering services that are more useful to the 
clients, and finding new ways to reach more of the 
unbanked poor.
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CGAP’s Key Principles of 
Microfinance

• Microfinance is about building permanent 
local financial institutions. Finance for the 
poor requires sound domestic financial
institutions that provide services on a permanent 
basis. These institutions need to attract domestic
savings, recycle those savings into loans, and 
provide other services. As local institutions and 
capital markets mature, there will be less
dependence on funding from donors and 
governments, including government
development banks.

CGAP’s Key Principles of 
Microfinance

• Microcredit is not always the answer. 
Microcredit is not the best tool for everyone
or every situation. Destitute and hungry people 
with no income or means of repayment need
other kinds of support before they can make
good use of loans. In many cases, other tools
will alleviate poverty better—for instance, small
grants, employment and training programs, or 
infrastructure improvements. Where possible, 
such services should be coupled with building 
savings.
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CGAP’s Key Principles of 
Microfinance

• Interest rate ceilings hurt poor people by making it
harder for them to get credit. It costs much more to 
make many small loans than a few large loans. Unless
microlenders can charge interest rates that are well
above average bank loan rates, they cannot cover their
costs. Their growth will be limited by the scarce and 
uncertain supply soft money from donors or 
governments. When governments regulate interest rates, 
they usually set them at levels so low that microcredit
cannot cover its costs, so such regulation should be
avoided. At the same time, a microlender should not use 
high interest rates to make borrowers cover the cost of 
its own inefficiency.

CGAP’s Key Principles of 
Microfinance

• The role of government is to enable financial services, 
not to provide them directly. National governments
should set policies that stimulate financial services for 
poor people at the same time as protecting deposits. 
Governments need to maintain macroeconomic stability, 
avoid interest rate caps, and refrain from distorting
markets with subsidized, high-default loan programs that
cannot be sustained. They should also clamp down on 
corruption and improve the environment for micro-
businesses, including access to markets and 
infrastructure. In special cases where other funds are 
unavailable, government funding may be warranted for 
sound and independent microfinance institutions.
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CGAP’s Key Principles of 
Microfinance

• Donor funds should complement private capital, not 
compete with it. Donors provide grants, loans, and 
equity for microfinance. Such support should be
temporary. It should be used to build the capacity of 
microfinance providers; to develop supporting
infrastructure like rating agencies, credit bureaus, and 
audit capacity; and to support experimentation. In some
cases, serving sparse or difficult-to-reach populations 
can require longer-term donor support. Donors should
try to integrate microfinance with the rest of the financial
system. They should use experts with a track record of 
success when designing and implementing projects. 
They should set clear performance targets that must be
met before funding is continued. Every project should
have a realistic plan for reaching a point where the 
donor’s support is no longer needed.

CGAP’s Key Principles of 
Microfinance

• The key bottleneck is the shortage of strong
institutions and managers. Microfinance is a 
specialized field that combines banking with
social goals. Skills and systems need to be built
at all levels: managers and information systems
of microfinance institutions, central banks that
regulate microfinance, other government
agencies, and donors. Public and private
investments in microfinance should focus on 
building this capacity, not just moving money.
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CGAP’s Key Principles of 
Microfinance

• Microfinance works best when it measures—
and discloses—its performance. Accurate, 
standardized performance information is
imperative, both financial information (e.g., 
interest rates, loan repayment, and cost
recovery) and social information (e.g., number
of clients reached and their poverty level). 
Donors, investors, banking supervisors, and 
customers need this information to judge their
cost, risk, and return.
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MF Banana Skin 2008

• With the notable exception of Africa, the 
perception is that a shortage of funding is
not a problem for the microfinance industry
at the present time. Indeed, too much capital 
is probably a bigger problem than too little
in that it may drive standards down.

http://cgap.org/portal/binary/com.epicentric.contentmanagement.servlet.Conte
ntDeliveryServlet/Documents/MF_BananaSkins2008.pdf
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MF Banana Skin 2008

• The two biggest problems identified by 
respondents appear to be growing
competition as new players enter the 
industry, and management quality/corporate
governance. Complaints about competition
may just be special pleading by incumbents; 
management skills are obviously in short 
supply in most of the countries where
microfinance can play a role.

MF Banana Skin 2008

• Government often does not help. It is
widely felt that regulation is frequently
inappropriate, and incentives can be
perverse. There can also be (surprise) 
political interference.
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MF Banana Skin 2008

• There appears to be a temptation towards ‘mission 
drift’. We noticed this a decade ago, when it
seemed that half the microfinanciers in the world 
really wanted to be full-service bankers. Now, 
many of them seem to be shifting from serving the 
poor to flogging high interest rate consumer 
finance products. The profits may be more 
attractive, but the mission has changed – with a 
potentially adverse reputational impact.

Microfinance Banana Skins 
2008

• Biggest risks Fastest risers
• 1 Management quality 1 Competition
• 2 Corporate governance 2 Staffing
• 3 Inappropriate regulation 3 Political interference
• 4 Cost control 4 Too much funding
• 5 Staffing 5 Credit risk
• 6 Interest rates 6 Strategy
• 7 Competition 7 Mission drift
• 8 Managing technology 8 Ownership
• 9 Political interference 9 Interest rates
• 10 Credit risk 10 Unrealisable expectations
• 11 Transparency 11 Reputation
• 12 Foreign exchange 12 Corporate governance
• 13 Unrealisable expectations 13 Managing technology
• 14 Mission drift 14 Fraud
• 15 Fraud 15 Natural catastrophes
• 16 Strategy 16 Cost control
• 17 Ownership 17 Management quality
• 18 Back office operations 18 Foreign exchange
• 19 Reputation 19 Product development
• 20 Liquidity 20 Profitability
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MENA in the MIX appreciation

• Very favorable environments for growth
• Low market penetration rates 
• low inflation 
• generally stable economies

MENA in the MIX appreciation

• peak of the youth of the industry
• unshackled by competition and high financing

costs, hallmarks of more mature sectors. 
• Arab microfinance institutions face lower hurdles

than their global peers and can more easily attain
profits, all while responding to the needs of the 
lower segment of the microfinance market. 

• The Moroccan sector continues to lead in 
outreach, but Egyptian institutions are fast on their
peers’ heels and are showing new signs of growth

http://www.mixmbb.org/Publications/002-
REG/MIDDLE%20EAST%20AND%20NORTH%20AFRICA%20(MENA)/
MIX_2005_Arab_Benchmarking_Report_EN.pdf
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Conclusion / défis MF - MENA

• Management
• Governance
• Supervision
• Competition
• Social commitment
• Industry’s efficiency
• Modesty


