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The State of the Art of microfinance |
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Ni ce stories to|.

Buusaa Gonofaa — Ethiopia - 48 908
+ active clients
' it "« 74 % women ,0SS 160% and ROA 9%

Women have a variety of activities, not
just rural, Good way to mitigate risks

Good relation with husbands

Very good repayment thanks to group
liabilities And savings, solidarity

Good communication system with staff
and Clients

High level of satisfaction, Life of women
has improved — children go to school,
less dependant on money lenders, less
- vulnerable
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What went wrong ? |

i AA Commercial mission drift:

Gy AFast growth (15-30% + p.a)
“ AHigh competition
AMarket saturation

ACoercive collection practices
AOversii ndebt edness ¢é
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' “a. % . AHigh return on investment
.. 1. . expected
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Perceived risk ranking, 2011

A
1 X Credit risk
2 X Reputation
3 A Competition
4 X Corporate governance
Biggest risk 5 X Political interference
6 X Inappropriate regulation
7
8 X Staffing
9 X Mission drift
10 X Unrealizable expectations

>

12 11 10 9 8 7 6 5 4 3

HCCAP Faster risers Source:

2 1
CS5Fl Banana Skins 2011



State: legal and fiscool fraomework, and incentives
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Governments and regulators : the |.
chall enge of approp

AFew appropriate regulations if no
regulations at all

APolitical interference

AA growing interest and new regulations:

Of interest rates a e . -
Q caps & povertylieifing Aln India a new regulation by the Reserve
.\ How the RBI policy will ; e Bank Of |ndia

affect access to
microcredit

i : Aln West Africa Law PARMEC « Projet
BN suty 201 doOAppui ° | a R®gl e me
Mutuel l es doE£pav» gne

income clients




Governments, regulators a key role

t O

Infrastructure

« Ownership of retail
points of service
(e.g. post offices)

- Promote/own credit
bureaus

- National switch

« Unique IDs

(DCGAP

Volume
Spur growth - Catalyze « Direct G2P flows
of infra- volume into e-channels
Structure " « Incentives for users
L gmemEn and providers to
o 4 participate
Develop
shared
rules
Rules

« Regulation of new services, new players
« Competition policy

« Consumer protection

« Anti-crime standards (e.g. AML/CFT)



Support services to strengthen all
t he stakehol der s

ANetworks in all continents

Brusoc + Cultura Bank * NEEM - Netwark for Entrepreneurs
Coopest + NCN - Network Credit Norway from Ethric Minoriies

et | e e (information sharing,

RFA - Réseau Financement
Alternatif Center for

SOWALFIN Microfinance p ty b Id g
INHolland # The Russian
==l capacity building,
b ; | ' E)uléuuren Center
usiness Finance Solutions ndernemen -
Lt research, advocacy, share
Fair Finance HandsOn « DMI
FEBA - First Enterprise Busi Qredits » EVERSEJUNG

::%l:ﬂ;;:hl'gdr;liasthted ) NLAgency  GlsBank g O O d p raCtI Ces )

- - ) TriodosFacet
IACD (International tion for

Community Development)
PV The Prces et Yout A ricatyva Mico transparency etc_)
Business Trust MFC - MicroFinance Center

WEETU . PSFP - Polish Association
of Loan Funds

5! : 4 : )l /\Rating agencies ( from
— 3 s===m| financial to social ratings)

The Hungarian Microfinance

Adie » CréA-Sol

Afile 77 * Crédit Coopératif “’ 7 .
BNP Paribas Groupe * Fédération Nationale
s gon - o gl /N AReporting through the
France Active J EJf:g:}iges ancy
J France Initiative - .
5 A FAER NFI S.A.
| i MixMarket
a

Network

T — Good.bee Credit
' ‘“ RO - Opportunity .
de Direito 2 - « DEMOS h{‘\lc@(redlm.omanla C I . f. N G
Millennium bep v . :g&ig::g‘: / \ O n S u tl n g I rm S ] O S

pORTUGALJ‘! & e ance ” ;‘.?g.:‘.PAS;?RORAI.F.N. Pa I 1
. I‘v‘h?mcréd\t Solidajre ’ * LokMikro p rOVI d I n g te C h n I Cal

ANDC - Assoc

* Partner Mikrokreditna
Organizacija

10 oD i assistance to the MFls

- Bilbao Bizkaia Kutxa MITA ONG sa ¢ Nachala Cooperative
CPAC Nantik Lum

Z4 - - -
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A big varieties of funders and

| NV est

Grant /quasi -
equity providers

Focus . Mission

Risk-Return - No principal
Expectations Dback
» No financial
return (MF
transformations
special case)

e — —

Investment . grant
Characteristics

Examples - Foundations

(HOCGAP

Orn S

Sociallimpact
investors

- Social + financial
retums

» Protection of
principal

» Range of return
expectations (from
modest to near-
market)

« Time horizon varies
(5-10+ yrs)

« Invest in retail MFIs,
holding companies
or Mils

- DFI, private investor

______________________

é

Low-beta,
commercial
investors

= Financial returns and
CSR concems

» Risk-adjusted market-
rate returns

« Patient capital; longer-
term orientation (e.g.,
steady dividend)

» Microfinance small part
of overall portfolio

« Minimum deal size
relatively high

« Typical indirect investor

» Insurance companies,
pension fund

Momentum
investors

- Financial refurns

- Higher risk/higher
return profile

» Returns through
capital appreciation

» Often, shorter time-
frame common (e.g.,
1-3 years vs. 5-7)

» Exit through IFPO or
sale of shares

- Late-stage VCs,
Private Equity firm



e wi t

Indicators

Direct debt portfolio

Average debt
invest.

Share of local
currency

Eastern Europe
Latin America
Africa Middle East
Women

Rural

Average loan size

h a

All MIVs

strong
accelerating responsible finance

vX

(Symbiotics [—

2011)
82%
USD 1,7 Mn

33%

40%

35%

7%

60%

44%

USD 1 632

Microfinance Foundation
70%
USD 1,1 Mn

93%

15%

0%

53%
92%
76%
USD 221

215
250
2%
200
175
150
125
100

78

§0

2

()CGAP

Number of board seats

140

Socially
motivated
investors
hold more
than 275

” hoard seats

DFls  MVs  Holdingco's  Total
=18 =2 =4 e 2010 4P MY and ndersures



The MFIs at the heart of the strategy ||}

Tier 1

MFI matures Regulated

w1l Mn+
Sustainable (~ 2-5 % of MFI), 10 MFIs %100.000 - 999.999
|‘I’ 10.000- 99.999
Tier 2 | 7networks | %2.500-9.999
MFI sustainable w< 2,500
Often NGOs interestedto = networks

transform into a bank
336 MFls

~ 0)
( 8Tf)eorf3|v”:l) 2 624 MFI 1% 204 443 MFls Microcredit Summit Campaign 2011
—<0

MFI close to financial sustainability
-Lack of capital, of Information systems and qualified
staff

" (~ 20 % of IMF)

Tier 4

-Start-up, self-help groups, local micro-institutions
-Microfinance is not the priority

- Short term projects

(~ 70 % of IMF)

For profit Not for profit



eand | ots of (:halI
overcome.

AGovernance

AStaff

AMIS and appropriate
monitoring system

AKnow your clients



Poor households have very active
flnanC|aI lives and different needs.

Wi

Microfinance i%’
M|croﬁnance | savings Eu- v .
loan & account Life
4X -

insurance

Interest free Shopkeeper credit Remittance \
loan from = = tohome

neighbor —.s ™
some A Formal
savmg ;e ©
; e

|
.

Formal

village
|

w

Wage z-f
naneo A

Savingwith a
1] moneyguard

Source: Portfolios of the Poor: How the World's Poor Live on $2 a Day, slide from Danyl Collins and Jonathan Morduch, May 2010



Need to clearly segment the clientele]

One estimate of segments based on livelihoods
Million people

World population < USD 2 aday 2,640

Credit Savings Insurance
All ki 1,635
working age : . N A
Low-wage salaried 300 Consumption
credit ?
Unemployed 100 v
¥ 3
Casual labarers 365 _
Working
Pastoralists 40 v
A '
Fishermen 40 Agricultural |
finance ? $
Smaill holder farmers 610 ! v v

Source: Oliver Wyman, 2008
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What about impact? |

Dp——— A« no clear evidence yet exists that
- _ microfinance programmes have positive

e e impacts (Armendariz de Aghion and Morduch

poor people? 2005, 2010; and menown
studies which claim to have found positive
impacts on females are based on weak
research designs and problematic IV
analyses which may not have survived
replication or re-analysis using other
met hods, ioureeport Bhevg that
almost all impact evaluations of microfinance
suffer from weak methodologies and
Inadequate data (as already argued by
Adams and von Pischke 1992), thus the
reliability of impact estimates are adversely
affected. »
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Not just microfl|ii

LSRNV (WVSN Microfinance alone

SUSTAINABLE
not enough for

poverty alleviation

Poverty Line

ANeed access to other
services related to
0] housing, health,
Asset Transfer . . .
sanitation, education,

.Skills Training energy, etc.

. Savings Services

Extreme Poverty

Participant Selection

0 . Consumption Support

0 MONTHS 3MONTHS 6 MONTHS 21 MONTHS 24 MONTHS



Chall enges & |
THE MICROCREDIT SUMMIT CAMPAIG

Reach the Poorest - Empower Women - Build Financial Self-Sufficiency - Ensure Social Impact

1/. Working to ensure that 175 million of the world's
poorest families, especially the women of those
families, are receiving credit for self-employment
and other financial and business services by the
end of 2015.

2/. Working to ensure that 100 million families rise
above the US$1.25 a day threshold adjusted for
purchasing power parity (PPP), between 1990 and
2015.




New Technology: historic opportunity

Penetration of mobile vs. bank Worldwide points of presence
accounts in 85 developing countries ~4h

120%

E 1002
S
'L"';-.l 0%
L)
— 60%
Q.
E 40%%
O -”f-f
O 0% e 3 & @
= e ‘
0% e ot &‘; :
0% 205 0% % \Western Post POS
Bank accounts (2007) Union offices | terminals
Sources Bank ATMs Mobile

Waorld Bank, Finance for All?
GSMA, Wireless Intelligence branches phgneg



Banking behond branches

AEqui ty Bank®os Bankingbdhandbramcheshor ¢

.
i Craft Silicon

Thinking. (mmng. IransfmmingA




Responses

Q

A Platform for
dialogue, learning
and collaboration

A Facilitating
engagement and
advocacy

A setting industry
standards for social
performance
management

A Promoting good
practices

A Gathering quality
evidence and
research

smart
campaign

A Client
protection

A Development
standards,
good
practices,
certification

A 7 principles

A1750
endorsers
from 120
countries

of

A Microfinance
Transparency

A Campaigns for
fair and
transparent
pricing

A 28 countries

A More than
1000 different
loan products

t he sel.

MICROCREDITSUMMIT CAMPAIGN

A Project of RESULTS Educational

G

| Fund

A Seal of

Excellence for
poverty outreach
and
Transformation
in Microfinance

A To recognize

those institutions
doing the most
to help families
lift themselves
out of poverty

Principles for Investors in Inclusive Finance (PIIF) T more than 40 investors




Responses of the sector

responsible [ W{ENH:

GEencesS
20195

1/. MFIs must pursue a long-term double
objective of financial viability and social
impact, by offering products and services
adapted to the poor, by leading a policy of
moderate interest rates, and by complying
to the highest standards of information
and client protection

2/. Solid governance of adapted
prudential rules and efficient reporting and
control systems

3/. Apply the principles and rules
established by the industry to adjust and
prevent the sector 0:
4/. Investors to subscribe to a Code of
conduct

5/. Encourage researchers and
universities to scale up cooperation with
MFIs

6/. Encourage innovation and
diversification



Three Thematic workshops

A1l/. Transparency: the State-of-the-art and the next steps
A ls it a critical success factor for the MFI and the sector?

A How can the clients, the MFI and generally the microfinance sector
benefit from it?

A How to motivate the MFI of its importance?

A2/. Client Protection: the compulsory commitment for the
sector sustainable development
A What does client protection mean?
A s the microfinance sector doing enough for their clients?
A What should be the role of regulators?

A3/. Social Impact: its importance and assessment
approaches
A What is the situation of social impact measurement and reporting?
A What are the differences among the different approaches?

A How to deal with the issues related to cost, effectiveness and
management of impact measurement?



THANK YOU ! GRAZIE !

APhilippe Guichandut
Aphilippe.guichandut@credit-agricole-sa.fr
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