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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




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.




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.




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.




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.




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.




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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MIX Global 100: Composite - Methodology

MFls ranked according to percentile scores, averaged across the following variables

Full sample (820 MFIS) (example for Zakoura, ranked #1 in 2007 MUY Global 100, Composife Rankings)
Pillar  Metric Result (ky Percentile  Percentile  Percentile
rmetric) (by metric)  (by pillar) {overall)
Borrowers 3HBATT 96.50%%
Market Panstration 5.5% 92.00%
Scoreanad for 1 Growth in Borrowers 59.4% 20.50% BT
profitatility (807 MF1s) Deposits f Loan o 0%
Portfalio 50 G0%
Depositors { Borrowers 0.0%

B4.3T%

Ranked on 11 variables
under three pillars:

» Outreach (1)
» Efficiency (2)

» Transparency (3)
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Table 1: MIX Global 100: Composite (Top 25)
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Figure 1: MIX Global 100: Composite- Region
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Figure 2: MIX Global 100: Composite - Institutional Type
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Figure 3: Ranking vs Percentile scores for Qutreach, Efficiency, and Transparency
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Gramesan Bank Banghdesh 6,287,000

WESP Vietnam 4695566

ERI Indonesia 3455894

SHARE Indiz 826,517

Compartamos fbaxico 616,528

Top 10 27623660 (Totah 2,782,366 (verage)

Top 235 34408825 (Totah 1,376,353 (Auerage)

Top 50 30,521,006 (Totalh FOO620 (Hvaragl

Top1o0 44,245,370 (Total 442483 (Avarage)

M 2006 WIF| Banc hrnark {fad@n) 10,102

Outreach - Depositors

ERI Indonesi 30,907,566

ASA Bangladash 5455979

Caja Popular Meaxicana flexico 1,123,332

Khan Bank Mongoliz F1ra24

Capitec Bank South Africa 582000

Top 10 50,376,831 (Totah 5037683 (Avarage)

Top 25 55050483 (Total 2,203,619 (Awarage)

Top 50 58,707.062 (Tatalh 1,174,141 (warage)

Top 100 61, 724468 (Totah 617,244 Puarage)

M 2006 WF| Banchrnark (adin) 1}




Table 5: MIX Glb al 100: Profitability (Top 10)

1 45 FURM Uzbakistan 6.3

El 14 MWLF ZAR Tajikistan 313

5 4 Bk Kashkadana Uzheakistan 251

7 447 Fondaspair Haiti 24.5

9 12 COmpartamos frlesicn 232

Soume: 2007 MK Global 100 basad on data from MK Markst svailableon December 3, 2007 03" means that mnkingsare not silbke forthat vear
Full mnkings avzik bk 3t the end of this report.

Top 10 (hvarage)

Top 25 [hvarage)

Top 50 [Ararage)

Top 100 {foiarage)

Al 2006 MFl Banchmark (iladin)

BRI Indonesi 3035685,376

WESP Vietnam 1149165056

KB Russia FSTOF3,536

Caf Libartad fleneicn 485,526,624

FmCradit Bank Serbiz Sarbi 404,506,016

Top 10 952,967,776 (Avarage 9,829,677,760 (Tow |

Top 25 544,123,635 (Avarage 13603095838 Tor b

Top 50 330,608,457 (Avarge) 16,534,222.854 (Tota |

Top1m 104, 3,067 (varga 10,434,206,726 (Tota |

M 2006 MFl Benchmark (hadin) 4428677

11



Profitability

FiR Uzbekistan

MLFZAR Tajikistan

EWwA Fashkadarna Uzbakistan

Fondespoir Haiti

Comparamas flesico

Top 10 {fvarage)

Top 25 {harage)

Top 50 {Avarage)

Top1od (Avarage)

¥ 2006 (Fl Banchmark thiedian)
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Soume: 2007 MK Global 100 based on data from M iarket vailableon December 3,2007"n/" meansthat mnkingsare not avaibble forthat vear.
Full mnkingsavaik ble 3t tha end of thisraport.

Top 10 {Ararage)
Top 25 rarage)
Top 30 {Rrarage)
Top10o {fraragd

M [ 2006 WFl Benchmark (hedin)
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Table 7: MIX Glob al 100: Productivity (Top 10)

1 Banco Popukrdo Brasil Brazil 720

3 Sangharithrm India 1,200

5 7 EKPA Russik 795

7 n Anisha Micofin Indi 749

9 nia EWDC Indi 608

Soume: 2007 MK Global 100 based on data from M Market svailableon December 3,2007" 04" maans that mnkingsara ot vaikble forthat vear,
Full mnkingsavail bie 3t the end of thisrepart,

Top 10 [Hvarage)

Top 25 (Hvarage)

Top 50 [Avarage)

Top 100 (Hverage)

¥ 2006 MF| Benchrmark ihedin)

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




MF Banana Skin 2008

v/ /%« 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
Iinappropriate, and incentives can be
perverse. There can also be (surprise)
political interference.

14



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

1 Management quality
2 Corporate governance
3 Inappropriate regulation
4 Cost control

5 Staffing

6 Interest rates

7 Competition

8 Managing technology
9 Political interference
10 Credit risk

11 Transparency

12 Foreign exchange

Fastest risers

1 Competition

2 Staffing

3 Political interference

4 Too much funding

5 Credit risk

6 Strategy

7 Mission drift

8 Ownership

9 Interest rates

10 Unrealisable expectations
11 Reputation

12 Corporate governance

13 Unrealisable expectations 13 Managing technology

14 Mission drift

15 Fraud

16 Strategy

17 Ownership

18 Back office operations
19 Reputation

20 Liquidity

14 Fraud

15 Natural catastrophes
16 Cost control

17 Management quality
18 Foreign exchange

19 Product development
20 Profitability

15



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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miX

Micrafinance Information eXchange

Selected Microfinance Indicators - 2006

Produced on February 15, 2008

Eguity (million 5}

EAP EECA LAC MENA | S.Asia | Africa All Regions

Outreach

# of MFls 131 202 72 41 02 130 1,038

# of Borrowers (millions} 10.5 1.8 0.3 1.7 28.8 4.3 57.8

# of Voluntary Savers (millions} 323 2.7 6.9 0.0 18.6 7.2 67.7

Depth of Outreach

Avg. Loan Balance per Borrower (3} 534 2581 1,128 520 137 617 1,031

Avg. Loan Balance per Borrower

(% of GNI per Capita) 44 162 51 ED] 27 153 a5

Balance Sheet

Gross Loan Portfolio {million 3} 4,786 4812 9,924 641 2,613 1553 24,429

Voluntary Savings imillion 5} 5,217 2,257 5,656 ] 453 1477 16,082

Assets (million 5} 34,632
5,736

Efficiency
Operating Expense
(% Avg. Gross Loan Portfolio} 28 21 30 23 22 44 29
Cost per Borrower {3} 79 444 183 100 31 145 183
Cost per Borrower

{ (% GNI per Capita} 7 28 £ 6 5] A0 15
Profitability %
ROA - avg. -11 2.8 0.6 -1.8 -3.5 -B.5 1.4
ROA - median 1.4 2.7 2.0 0.5 0.4 -1.8 1.1
ROE - avg. -5.0 1.0 -36.0 -62.0 37.0 8.0 -0
ROE - median 6.0 B.0 3.0 1.0 7.0 -5.0 5.0
Portfolio Quality

J PAR3D
% of Avg. Gross Loan Portfolio} 7.1 3.2 5.8 7.6 3.8 0.4 5.7

E Write-Off Ratio
{% of Avg. Gross Loan Portfolio} 3.3 1.6 2.9 2.7 1.7 5.2 2.8
Annual Growth Rates (%) 2001 2002 2003 2004 2005 2006 Compound

Average

# of Borrowers 14.0 11.1 16.3 21.3 26.0 22.7 18.6
Gross Loan Portfolio (5} 53.8
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Eastern Arab World
Europe and America and
Central Asia Carbbean

W rumberof Active Borrowers = Borrowers per Staft tember

Source: Microfinance Information Bichange, Inc., 2005 Benchmarks, All abservations are medians,

*

Arab WWorld Asia Latin Eastern
America Europe and
and Carbbean Central fsia

= fwerage Loan Balance per Borrowerf G per Capita * % Women Borrowers

Source: Microfinanee Information Bxchangs, Ine., 2005 Banchmares, All obsarvations are medians,
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] Capita]." Pezet Ratio

Large  tdedium  Small Financially  Man tlorocco Arab
Self Financially Warld
Suffici=nt Self

Suffic
— Commerdal Punding Liabilities Ratic wthaent torocco)

[excl.

Source: Microfinancs Information Bwhange, Ine., 2005 Benchmarks, Reslts are pesr group medians,

0% = I . . . i .

2003 2004 2005
W Capitali Asset Ratic — Commercial Funding Liabilities Ratic

Source: Microfinance Information Bwechangs, Ine, 2005-05 data,
Observations are medians and draw from panel data for sis
Morocean MFIs in the 200505 sample,
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Arab
Warld

B Operating Expense Ratio

0%
0%
20%

0% 4

2003

2004

- Spreads of yield aver operating expenses (shading indicates loss)

Source: Microfinance Information Bichangs, Ine, 2005-05 dara,
Observations afe medians and draw from panel dara for six
Moroccan MFs in the 200305 sumple,

tamcca Arab Egypt
Warld
fexcl.

il aroona)

0 Leoan Lotz Frovizion Expenze Ratio

Small  tedium  Large

™ Financial Expenze Ratic

ource: Microfinanee Information Bxchange, Inc., 2005 Banchmares, Observations are pear group medians,

Financially  Mon
Self Financially

Suffici=nt Self
Sufficient

# Financial Revenues Ratic
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Arab Financially Man Egppt  tdorocco Arab
TWarld Self Financially World
Sufficent Self [encl.
Sufficient taracan)

= Spreads of yield over operating expenses [shading indicate lass)

Small  tdedium

Soures: Microfinance Information Bechange, Ine., 2005 Benchmarks Observations are peer group medians,

Large

Arab mFs Equpt Momeco Arab wFls ArRbFSS
Tt Morocan)
M STITUTIONALCHARACTERISTICS
il urnbar of MFls 22 =] 7 16 15
e 7 75 8 7 &
Tofal Assats 6992610 9870752 12237425 6835265 6677120
officas 12 9 = mn 12
Personnel &0 321 237 77 )
FINANC AL STRUCTURE
Capital’ Assat Ratio B8.4% 59.7% EEY-: F25% 53.1%
i_ommercial Funding Liabilities Ratio 24.7% 0.5 4305 126% 24.7%
Doty Equity Ratin 0s 07 20 04 09
Oz posit s to Loans [u] [u] [u] [u] a
Do posit s 1o Total Assats [u] [u] [u] [u] o
Gros s Loan Partfolio/ Total Assats 75.0% 42.5% £83.7% 606% £0.2%
ST ALE AND CUTREACH
[l uriiber of Active Bormwars 12,925 32600 43857 11562 12935
Pamrent of Wornan Bomowsars 6.0 65,58 &6 5% G55 BE.E
[urnber of Loans Cutsta nd ing 12933 22600 44,207 11,862 12933
JGros s Loan Portfolio 550664 3730567 1087629 SA404.729 5,566,640
Jrvamge Loan Bak nos per Bomowsr 48 136 197 ) 248
Prizrage Loan Bak noe per Bomowsanf G per capita 15.1% 10.4% 1305 155% 13.7%
friege Outst nding Balance M6 136 197 259 246
Jrvamge Cutsta nding Balanca G| per capita 15.1% 10.4% 1300 15.5% 12.0%
[ urnber of Voluntary Savers o [u] [u] o 1]
i urnber of Voluntary Sawings Accounts o [u] [u] o 1]
ioluntary Savings [u] [u] [u] [u] a
Jrvamge Svings Balance parSavar [u] [u] [u] [u] o
Prierage Sawings Aocount Baknce o [u] [u] o 1]
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Fast growth, Top 25 MFls
adding 7% more clisnts in
2006

Low fransactions costs,
Top 10 paying 3.7% per
borrawer relative to GNI
Subsequent tiers (Top 100,
500) double previous

Strong credit risk
management, Top 100
axperisncing half the
delinquency (2.1% vs 4.1%)
and write downs (0.6% vs
1.2%) of Top 500

mi\Y

Microfinance information sXchange

Zakoura Meroceo

24 37%

Sabaragamuwa Sti Lanka

83.96%

AlAmana Moroceo

83.38%

GY India

B2 83%

ProCredit Bank Setbla Serbia

82 43%

Bandhan India

81 14%

Sarvedaya Nane Finance India

B012%

ESAF India.

20.04%

Credi Fe Ecuador

79.85%

o|lo|le || |o|se |w|n|—

JMGE Jordan

79.58%

MIX Global 100: Composite - Regions

B

Latin America ranked 1009 . .
most MFls (30} in top 100 9 oy Bl
Bolivia, Colombia, Ecuadar, L [ |
Peru each had 5 MFIs. g

0%
Half of M. East/ N. Africa 507
MFIs in top 100, thanks to 408% A
size of leading Moroccan 0%
MFls and their market 20% 1 i
penetration. 0% 1

% : . .
India claimed most MFls — Top 10 Top 25 Top 50 Top100
14 —intop 100, with 10 B Asia . OMEast/ N Africa
serving more than 100K ERucraSAs: - iainiperbyCabbenr

Top S00

borrowers, very low
transaction costs, and thin
profit margins.

mi X’
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Micrefinance information e)change

MIX Global 100: Composite - Regions

Latin America ranked 100%;1
most MFIs (30) in top 100 g
Bolivia, Colombia, Ecuador, B
Peru each had 5 MFls 7% 1
B0F%
Half of M. East/ N. Africa 50%
MFls in top 100, thanks to 4085 4
size of leading Moroccan En
MFls and their market 20% 1 i
pensatration. 10% 1 l
R
India claimed most MFls — Top 10 Top 25 Top50  Topi00  Top 500
14 —in top 100, with 10 WS Ash ) OMEast/ N Afrba
serving more an 100K ERp e Disinimerd Grtbesr
borrowers, very low
transaction costs, and thin
profit marging

mi\'

MIX Global 100: Composite - MFI Type

Banks placed highin 100% 4
ranking, with 1/3 of bank 90% -

sample in top 80, boosted EEZ .

by savings service (2x ;
borrowers), and thin profit oy
margins (4% of portfalia) fg:ﬁ 1
Within banks, ProCredit 20%
banks took leading spots, 20% ~
12 of 261in top 100, with 109% 4
0% : .

even stranger outreach to

deDOSiTOI’S Topi0 Top 25 Top 50 Top 100 Top 500

0 Mon Bank Financlal Institution
Cooperative

Rural Bank
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Conclusion / défis MF - MENA

Management
Governance
Supervision
Competition

Social commitment
Industry’s efficiency
Modesty
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