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Abbreviations & explanations 

 

Due Diligence - "Due diligence" is a term used for a number of concepts involving either an investigation of a 

business or person prior to signing a contract, or an act with a certain standard of care. It’s a process of examining a 

company’s performance. It is typically performed by or on behalf of investors who are primarily interested in 

verifying that performance is accurately reflected in the financial statements.  

 

MFIs – MFIs are specialised financial institutions that focus on providing financial services to microentreprises 

and poor households. MFIs may both be formal financial institutions structured as traditional banks and regulated 

by the central bank, and semiformal institutions such as NGOs; None Bank Financial Institutions (NBFI); or 

member based organisations such as SACCOs. 

 

CGAP - The Consultative Group to Assist the Poor - is a consortium of 33 public and private development 

agencies working together to expand access to financial services for the poor in developing countries. CGAP was 

created in 1995 by these aid agencies and industry leaders to help create permanent financial services for the poor 

on a large scale (often referred to as microfinance). 

MIX - Microfinance Information Exchange, Inc. (commonly known by its acronym MIX) is a non-profit 

organization that acts as a business information provider in the microfinance sector. Founded by the Consultative 

Group to Assist the Poor (CGAP) and sponsored by the Bill and Melinda Gates Foundation, CGAP, Citi 

Foundation, Deutsche Bank Foundation, IFAD, and Omidyar Network, MIX is headquartered in Washington DC, 

and has regional offices in Peru, Morocco, and India. 

 

NPM - In January 2003 thirteen organisations agreed to formalise their efforts to co-ordinate and work together 

and jointly established the Netherlands Platform for Microfinance. In 2011 the Platform has grown to 16 

organisations.  

 

NGOs – Non-governmental organisations, are non-profit, civil society organisations not affiliated with any 

government and devoted to managing resources and implementing projects, with goal of addressing social and 

socioeconomic problems. NGO-MFIs are NGOs specialised in provision of microfinance.  

 

MIV- An intermediary that mobilizes funds from investors to MFIs in the developing countries (will be elaborated 

in the thesis).   
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APR - The term annual percentage rate, also called nominal APR, and the term effective APR, also called EAR, 

describes the interest rate for a whole year (annualized), rather than just a monthly fee/rate, as applied on a loan, 

mortgage loan, credit card, etc. It is a finance charge expressed as an annual rate 

Smart Campaign - The Smart Campaign is a global effort to unite microfinance leaders around a common goal: to 

keep clients as the driving force of the industry (will be elaborated later in the thesis).  

SPM - The Social Performance Management (SPM) Principles for microfinance have emerged from an industry-

wide initiative aimed at making microfinance more effective in achieving its social mission. The Principles reflect a 

consensus among a wide range of stakeholders (including microfinance institutions, networks, donors, investors 

and support organizations) who commit to taking practical action to achieve their social mission by managing their 

social performance. 

SPTF - The Social Performance Task Force consists of over 1,000 members from all over the world and from 

every microfinance stakeholder group: practitioners, donors and investors (multilateral, bilateral, and private), 

global, national and regional associations, technical assistance providers, rating agencies, academics and 

researchers, and other. Initiatives were taken in the microfinance industry to come to agreement on a common 

social performance framework and to develop an action plan to move social performance forward.  

 

Introduction 

In April 2007, Banco Compartamos (MFI in Mexico) held a public offering of its stock in which insiders sold 30 

percent of their holdings. The sale was over-subscribed by 13 times, and Compartamos was soon worth $1.6 

billion. For the supporters of Compartamos, its public offering heralds a future in which microfinance routinely 

attracts investment from the private sector, freeing it from the ghetto of high-minded, donor-supported initiatives. 

Comportarmos grew from 60,000 customers to over 800,000, quickly making it one of the largest “microlenders” 

in Latin America. Microlenders can and should compete shoulder-to-shoulder with mainstream commercial banks, 

supporters say, vying for billions of dollars on global capital markets. Howevr Muhammad Yunus (founder 

Grameen Bank) was not among those rejoicing: “I am shocked by the news about the Compartamos IPO” he 

announced. “When socially responsible investors and the general public learn what is going on at Compartamos, 

there will very likely be a backlash against microfinance”. Yunus’s reaction was prompted by Compartamos’s very 

high interest rates. At the time of the IPO, Compartamos’s customers were paying interets rates of 94 percent per 

year on loans.1    

 

                                                
1 Cull, Robert – Demirgüc, Kunt, Asli & Murdoch, Jonathan – Microfinance Meets the Market (2008) 
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Ever since microfinance first began to capture public attention 25 years ago, the usual story line has been that it is a 

tool of extraordinary power to lift poor people – especially women – out of poverty, by funding their 

microenterprises and raising their incomes. This picture has been buttressed by hundreds of inspiring stories of 

microentrepreneurs who used their business, and experienced remarkable gains not only in income and 

consumption but also in health, education, and social empowerment.2 However in the last couple of years, 

microfinance has found its enviable reputation under attack for a number of percieved reasons: its growing 

commercialism, as evidenced by an increasing focus on size and profitability, a decline in standards, particularly in 

the area of lending, and a sense that the industry might be drifting away from its original ”double bottom line” 

purpose. All have combined to cast microfinance in a new and unflattering light, and have raised doubts about the 

continued willingness of donors and investors to provide the support it crucially needs. 3  

 

Moreover the microfinance stakeholders increasingly recognize that the social benefits of microfinance cannot be 

taken for granted. As the boundary between microfinance and traditional finance continues to erode, remaining true 

to microfinance’s mission can be more challenging than ever. High level of competition – both for clients and for 

funding, the pressure of commercialization and the related pressure to grow as quickly as possible all serve to 

distract MFIs from what should be their main concern: making life better for clients.   

MFIs need to take deliberate actions in designing and delivering appropriate services and in protecting their clients 

from harm. To achieve their development goals and to remain accountable towards their clients and community, 

MFIs need to effectively manage both financial and social performance. The recognintion that managing financial 

performance alone is not enough to achieve MFIs missions has led, over the past 10 years, to the creation of a 

variety of initiatives seeking to promote the concept of social performance management (SPM). These initiatives 

have sought acceptance for SPM primarily through research and the creation of tools and guides to help MFIs 

integrate SPM into their operations or establish industry best practices.  

 

Research Question 

How can the microfinance sector prevent mission drift?  

To understand the industry and to answer the research question I have developed subquestions: 

1. Why has the mission drifted in the microfinance sector?  

2. Which tools has been invented to put more focus on the social mission?  

3. What is the state of the microfinance sector since the social mission tools has been presented? 

4. Can SPM initiatives improve the performance of MFIs? 

 

 

 

 
                                                
2 CGAP – ”Does Microcredit Really Help Poor People?”  
3 ’Banana Skins’ – survey of the globl microfinance industry  
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Definitions  

Whatch abbreviations and explanations 

 

Delimitation  

My original thought was to measure the effect and challenges of the Client Protection Principles’ which was 

conducted by the CGAP – Smart Campaign, however that mission seemed extremely difficult to accomplish. I will 

focus on the historical review of the ‘mission drift’ in the microfinance sector to the present and try to deliver an 

understanding of the challenges the microfinance sector has discovered in the case of mission drift. Furthermore I 

will try and look at some of the new tools and idea that the microfniance sector has provided to prevent mission 

drift. The overall goal is to describe the effect of the tools to get an understanding and an idea of the tools, if 

possible the measurements can help provide some evidence and clear facts on the posititve effects of the tools in 

terms of the social misson of the MFIs. I would have liked to conduct a research with an MFI to understand the 

effects and challenges of preventing mission-drift, however it seemed very difficult to reach an agreement with a 

Danish microfinance organisation. The surveys and data which is analysed in this thesis is limited by the size of the 

samples, since there is about 3500 MFIs globally and the data collected does not reach data from all MFIs. 

Moreover, the surveys and data are bound by a time limit, since real progress and the ability to analyse the effects 

of the SPM initiatives is dependent on looking some years ahead before the effects are evident.  I will not discuss 

the different perspectives of poverty since that debate is not a part of the research area. However, it is very 

interesting since the main idea of microfinance is helping poor people out of poverty. Through the thesis different 

MFIs will be mentioned as examples I have chosen not to describe the different MFIs since that doesn’t help to 

clearify the research question.   

  

 

Structure of thesis 

The organization and structure of the thesis is presented below and will guide the reader through the thesis. The 

thesis is divided in 9 chapters.  

 

Chapter Working questions Approach Expected Results 

1. Introduction  Why have I chosen to 

focus on the social mission 

of Microfinance and what 

is my research question? 

After a short introduction 

about the state of 

microfinance I outline the 

problem focus.  

 The thesis enhances the 

knowledge and challenge 

which faces the 

microfinance industry.   

2. Methodology What is my 

methodological approach?  

I explain my research 

purpose, research strategy 

and research design.  

A descriptive, 

explorative case study 

design has been chosen 

to answer the research 
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question.  

3. Choice of theories  Why are the theories 

chosen relevant in the 

dissertation? 

I describe the theories 

chosen to help answer the 

research questions.  

How multistakeholder 

CSR can help to create 

positive bottom-line 

results in the 

microfinance industry, to 

back this up P-A theory 

is added.  

4. Microfinance  Why has the discourse 

changed in the industry, 

from a focus on financial 

sustainability to social 

performance and client 

protection? 

Reviewing the literature 

focusing on the latest 

debate in the industry.  

The latest discourse in 

the microfinance 

industry is the 

implementation of Social 

Performance 

Management tools.   

5.  Mission Drift 

 

Why has the mission 

drifted?  

Gives an overview of the 

mission drift in 

microfinance. 

The mission drift leads 

to a new discourse of 

social mission initiatives 

6. Social mission 

initiatives 

Which steps towards a 

social mission 

implementation has been 

taken? 

Describing the different 

initiatives reviewing the 

literature and describing 

the SPM tools and 

initiatives. 

The discourse has 

changed, and the focus 

on the double bottom-

line has increased. 

7. A survey of 405 MFIs  A report that assesses the 

various aspects of social 

performance management 

as reported to the MIX 

Describing the results and 

reflecting with other 

studies provided on the 

subject area. 

Provides a framework 

for analyzing the current 

state of social 

performance practice 

across regions. 

8. Discussion  What is the state of the 

social mission status in the 

microfinance industry? 

Reflecting on the 

different contributions 

and research projects in 

combination with the 

theories provided. 

The results indicates that 

the microfinance 

industry is progressing in 

the direction of more 

focus on the clients, 

however, there is still 

room for improvement. 

9. Conclusion How can the microfinance 

industry prevent mission 

The information provided 

by the thesis gives a final 

The Social Mission tools 

are initiatives that can 
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drift? valid conclusion.  help prevent mission 

drift. 

 

Methodology 

In this chapter, I explain the methodological choices to answer my research question and sub-questions. The 

section outlines the purpose of the research, research strategy and design as well as methods of empirical and 

theoretical data collection.  

Theory on microfinance is not yet established, though the concept is becoming increasingly accepted. Since the 

industry is changing, so do the aspects of this concept, and this is why a descriptive and explorative study will 

bring new knowledge to the field. However, in order to find out how the microfinance industry can prevent mission 

drift, attention has to be paid to huge samples, which mainly can be conducted through MIX.  

 

Research purpose 

The purpose of this thesis is to describe the development of the Microfinance Industry and to understand why the 

industry has come under much scrutiny the last couple of years. This is done through a field of research papers that 

has been provided as secondary data. The second aim of the thesis is to explore which tools or actions the 

microfinance industry has taken to provide better results on the double bottom-line and to describe whether the 

results have been positive. A descriptive research aim is an attempt to maintain and document an observation that 

has been described in words. Moreover the aim is to describe processes and relations, and to provide statistical 

representation that describes the background of a given situation. Furthermore it is to describe a developmental 

process.4  

The second aim of the thesis is to describe the initiatives in concern of social performance, which the microfinance 

industry has conducted. This will be done through a report conducted by the Netherlands Microfinance Platform 

(NPM) in 2012. The report was kindly emailed by Barbara Gähwiler who is an Associated Microfinance Analyst at 

CGAPs Donor’s and Investors Team in Paris. The third aim of the thesis is to enhance an understanding of the 

effects of the Social Performance Management initiatives. This is mainly done through two surveys since the 

industry lacks data, on all MFIs and the discourse of social performance is quite new in the microfinance industry. 

Finally the fourth aim of this thesis is to discuss the results and to draw parallels and bring the theories in to 

interplay with the results. 

 

Research design  

The research design is a descriptive and explorative study of ‘mission-drift’ in the microfinance sector. The design 

is aimed at explaining why and if the microfinance sector has experienced ‘mission-drift’ and what initiatives has 

been taken to prevent ‘mission-drift’. Finally the research design analyses the results from the initiatives through 

different research papers that has been conducted by researchers in the microfinance industry.  

                                                
4 Olsen, Poul Bitsch & Pedersen, Kaare (2011) ’Problem-Oriented Project Work –a workbook’.  
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Data gathering 

I knew from the beginning that the issue of mission drift and social performance management are rather new 

agendas in the microfinance industry, so collecting data could be a hard task. To get the best and most reliable 

empirical analysis of the MFIs, it is important to stay critical and make the right choices when gathering and 

selecting data. This is important since the aim of this paper is to objectively understand the factors determining 

social performance management of the MFIs, and the state it’s in. Most of the data used in this paper originates 

from MIX (Microfinance Information Exchange) Market, www.mixmarket.org, which is a global, web-based 

microfinance information platform that complies financial and social performance information on more than 1900 

MFIs. The organization, along with its databases, was created in 2002 as a private ‘non-profit’ organization 

promoting the exchange of information within the microfinance sector. The mission of the organization is to help 

create a transparent microfinance market. Though the actual number of microfinance institutions in the world is 

much higher than the organizations databases reports, new institutions are added every year. Data from this 

database is used as a reliable source of data to many researchers worldwide.  

 

Primary data 

My first data collection was an interview with Flemming Kramp (Appendix 3) who is a consultant and co-founder 

of Oikos (ethical money institution, which send money to the developing countries, as micro lending). He was one 

of the first people working with microfinance in Denmark and moreover he is a board member of ‘Dansk Forum 

for Mikrofinans’, which is an organisation in Denmark that creates a network for the Danish microfinance industry. 

Moreover, he attended the Microcredit-summit in Canada in 2007 and has published a book for introduction of 

Microfinance ‘Mikrofinans - forretning eller udviklingsværktøj’ which latest edition was published in 2010. The 

insights from Flemming Kramp and reading his book gave and informative introduction to the world of 

microfinance. Moreover, I have attended an introduction course on microfinance at ‘Dansk Forum for 

Mikrofinans’, which gave me new insights and material about the industry. An in addition, the course provided 

lectures from different Danish microfinance operators, where I recorded the lectures and had the possibility to ask 

questions. This gave first hand knowledge from operators in the field, and the opportunity to direct the questions in 

the light of this thesis.  

I also attended a course on Microfinance at CBS (Copenhagen Business School) where I enhanced my knowledge 

and studied the latest surveys and research papers in the area of microfinance. The course was conducted by Ron 

Severson who is professor and practitioner in the microfinance industry.  

 

Secondary Data 

Most of my findings originate from secondary data, while this has given me the opportunity to reach large sums of 

quantitative data collection through research papers and other projects. I have been aware and have criticised the 

collection of data in the research papers I have read, because it is important to stay critical and understand the 

methodology of the research papers I have used in my thesis. I have tried to collect several different research papers 
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to create a synergy and enhance the knowledge through different angles when grasping the topic of mission drift in 

the microfinance industry.  

Some of the research papers that have been included in this thesis a written by researcher working for the MIX, in 

that sense they might be ‘hermeneutical infected’5. Hermeneutics provides insights into ways of interpreting textual 

material that can compromise both formal and written texts and spoken words. Paul Ricoeur argues that when 

reading any text there is bound to be a gap between the author and the reader due to temporal differences.6 

Moreover, when constructing surveys and collecting data, a researcher has to be aware of independence from what 

is being observed, since most of data collected is from the MIX, Since the MIX is the main contributor to the data 

in this thesis, the philosophical assumptions in this thesis is mainly positivism. The key idea of positivism is that 

the social world exists externally, and that its properties should be measured through objective methods, rather than 

being inferred subjectively through sensation, reflection or intuition. This philosophy has developed into a 

distinctive paradigm over the last one and a half centuries. However, the thesis has to take the paradigm of social 

construcionism into account, since it’s largely a reaction to the application of positivism to the social sciences. The 

view of social construcionism is that ‘reality’ is not objective and exterior, but is socially constructed and given 

meaning by people. It focuses on the way that people makes sense of the world especially through sharing their 

experiences with others via the medium of language.7   

Triangulation is a powerful technique that facilitates validation of data through confirmation from more than two 

sources. In particular it refers to the application and combination of several research methodologies in the study of 

the same phenomenon.8 Data triangulation decreases the disadvantages of each research technique since the adept 

combination of different techniques and data sources decreases the disadvantages of each individually. The use of a 

combination of primary and secondary data sources strengthens the data triangulation.9 

 

Methodological approach in two research papers 

This section will describe the methodological approach from two research papers that has been analysed/described 

in this thesis. The reason why I have selected these two research papers, is due to the research area which is highly 

relevant to the thesis and the research question that I have proposed.  

 

 

 

 

 

 

                                                
 
6 Easterby-Smith, Mark, Thorpe, Richard & R. Jackson, Paul (2009) ’Management research’ – Third Edition  
7 Easterby-Smith, Mark, Thorpe, Richard & R. Jackson, Paul (2009) ’Management research’ – Third Edition 
8 O’Donoghue, T., Punch, K. (2003). Qualitative Educational Research in Action: Doing and Reflecting. London: Routledge 
Falmer. 
9 Yin, R. K. (2003). Case Study Research: Design and Methods. 3rd edition. London: Sage Publications. 
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State of Practice in Social Performance Reporting and Management – Micol Pistelli, Anton Simanowitz and 

Veronika Thiel  

The main dataset for this paper consist of a survey by MIX, which started collecting data from MFIs on social 

performance indicators in 2009. In less than two years they received 405 social performance reports from 

institutions of all sizes, types and maturity levels. This report assesses the various aspects of social performance 

management (SPM) as reported by MFIs to MIX. It offers a framework with which to analyze the state of social 

performance practices in the industry, lists some observed best practices, highlights challenges in data tracking, and 

offers a series of recommendations on how to improve data collection and reporting. The report also draws on two 

additional sources of information: an SPM learning program conducted by Imp-Act Consortium and a qualitative 

survey of rating agencies, supporting agencies and MFI networks, also facilitated by Imp-Act Consortium.  

MFIs reporting followed a common framework of analysis which group indicators under four categories:  

• Intent 

• Strategies 

• Policies and compliance  

• Achievement of social goals  

MFIs social performance data was analyzed by grouping indicators into processes and results, and looking at MFIs 

ability to establish SPM policies and procedures to achieve the development goals reported as their explicit 

institutional objectives. In addition to the MIX dataset, the report makes use of information from the following two 

sources of qualitative data:  

1. A survey of rating agencies, support organizations and microfinance networks active in supporting SPM 

across the globe 

2. Findings from a practitioner learning program on SPM implemented by the Imp-Act Consortium    

To gain a more in-depth understanding of the practices behind the numbers, a survey was created by Imp-Act 

Consortium to look at all areas of MFI operations. This survey provides the views of stakeholders who have trained 

MFIs on SPM or assesses their performance through a field assessment. Survey respondents were the staff of rating 

agencies and national and international microfinance networks that are actively engaged in the promotion of 

microfinance and SPM practices. The specific organizations in question were: 2 rating agencies: M–Cril and Planet 

Rating; 2 supporting agencies: Cerise and CRS-Mision project; and 3 Microfinance networks: Microfinance Centre 

(MFC), Microfinance Council of the Philippines (MCPI) and Sanabel.  

 

Adrian Gonzales – Microfinance Synergies and Trade-offs 

Adrian Gonzales is a Lead Researcher at the MIX and the main goal of the “Microfinance Synergies and Trade-

offs: Social versus Financial Performance Outcomes in 2008”, is to identify and quantify both trade-offs and 

synergies between the social performance and financial performance goals of MFIs. The main questions explored 

are whether significant relationships between social and financial performance exist, and whether these 

relationships lead to trade-offs and synergies in terms of MFIs achievement of their double bottom line.  The 

relationship between Social Performance (SP) and Financial Performance (FP) goals were tested using simple 
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regression analysis (Ordinary Least Squares, or OLS) where different regressions were estimated using as 

dependent variables each FP variable of interest, and using as explanatory variables different combinations of 

selected SPTFIs. Regression analysis is a technique that works better with larger samples, and the relatively small 

sample of MFIs with SP information available introduces additional challenges for the interpretation of results, 

including some apparently inconsistent results and the lack of statistically significant results in areas where strong 

results were expected. However, after testing the robustness of the results with different models for each FP 

variable under analysis, they believe that the only way to address these issues is to have a larger sample size. 

Therefore, a big focus should be given to the SP data collection campaign and to careful evaluation on the part of 

researchers of what variables are added or excluded from the SPTF questionnaire.  

One additional challenge when analyzing SP data deals with the validity of the information reported. It bears noting 

that the findings of the paper are valid as long as the data reported is a true reflection of MFI performance. In 

addition, SP only collects basic yes-no information; deeper knowledge is necessary in order to better understand 

trade-offs and synergies between SPs and FPs. For instance, in the case of non-financial services, information about 

quality, quantity and frequency of the services is necessary.    

 

Data Structure Assessment  

The data structure assessment is inspired by Poul Bitsch Olsen and Kaare Pedersen. (Appendix 4)  

 

Research Strategy 

The research approach is neither inductive (from observations to a general rule) nor deductive (from theory to 

observations), but rather an abductive approach. Abductive or systemic combining research “is a process where 

theoretical framework, empirical fieldwork , an case analysis evolve simultaneously”. It is an advantageous 

research method as it allows the researcher to move back and forth between different research activities and 

between the empirical observation and theory. The constant matching and direction and redirection between theory 

and the empirical world, which characterize the abductive method, is necessary in this thesis, since the project is 

operating in a highly new research area. However, the fieldwork in this thesis stems mostly from secondary data.  
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Choice of theories 

This chapter will describe the theory used in the thesis. The theory used is gathered to create synergy and interplay 

with the data collection to enhance the understanding of the research area, and to provide the best possible basis for 

answering the research question.  

 

Theory Aim  Application 

Principal – Agent / CSR in global 

value chains 

The central question in agency 

theory is how a principal ensures 

that the agent acts in accordance 

with the principal’s goals, in a 

situation characterised by 

asymmetric information and 

uncertainty. 

To highlight some of the difficulties 

and challenges when working across 

borders and with agents that the 

principal is not always in control 

with.  

Governing through standards  Governing through standards mean 

the shaping of the conduct of others 

through network forms of 

organization involving a wide range 

of non-state actors but also 

government, mainly through 

exchange and negotiation rather 

than through traditional state-led 

regulation. 

To highlight the paradigm of 

governance and moreover to 

understand if it is suited for the 

microfinance sector.  

Multistakeholder CSR Organisations have developed 

multi-stakeholder codes of conduct, 

certification systems, social labels, 

corporate reporting guidelines and 

socially responsible investment 

programmes. 

To get a deeper understanding of 

multistakeholder CSR. Moreover it 

links the two above theories, since it 

includes CSR and governing through 

standards.  

 

P/A Theory & CSR in global value chains 

Practitioners and scholars alike are increasingly aware that doing the right things is not just a matter of being 

profitable. The ethics of business activities are becoming increasingly important, and more and more companies are 

evaluated on their ability to meet – not only the customers’ needs – but also the various needs of employees, 

NGOs, representatives of the local community and other interest groups. The globalisation of economic activities 

has undoubtly affected this development. When part of the value chain is in different geographic, cultural and 

institutional settings, differences in social and environmental standards are uncovered. Even though companies 
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might gain short-term benefits from the lowering of social and environmental standards, public criticism can 

damage the company, as well as the industry’s legitimacy in society and have a negative effect. In response to this 

development, an increasing number of companies and organisations embrace the language of CSR.10 Moreover, 

especially a large number of multinational companies have introduced codes of conduct, i.e. sets of written 

principles, guidelines or standards intended to improve CSR in the whole value chain. The World Bank estimates 

that there are some 1.000 codes in existence today. Compliance with the codes will depend on the actions of all 

parties involved in the supply chain. So far, most research has addressed the question whether the various CSR 

initiatives are reliable – from the perspective of various interest groups in society (e.g. unions, NGO’s, government, 

customers). 11 The question is how organisations can be certain that the other part of the chain will fulfil the 

obligations in the codes? Non-compliance constitutes a serious threat to organisations that have promoted 

themselves as socially responsible by developing codes of conduct. One thing is to be socially irresponsible; 

another is to be a socially irresponsible liar. A bad reputation might affect the relationship with the stakeholders. 12 

Therefore the initiator has a strong incentive to ensure that the other companies in the value chain comply with the 

codes of conduct. In order to prevent non-compliance, an agreement must be made between the companies in 

which promises, rights and obligations in relation to social responsibility are allocated between them. 13 The 

challenge is to design an agreement that makes all parts in the value chain act in accordance with the codes.  

 

Principal-Agent Theory 

I have chosen to include the P-A theory (Principal-Agent Theory) in my thesis because it can enhance the 

understanding of the challenges that face the investors and funders of microfinance. 

Two perspectives within economic organisation have received a lot of attention over the past 20-30 years: The 

transaction cost theory and the P-A theory. Where transaction cost theory tries to explain why some activities are 

performed within a hierarchy while others are carried out in the market, the central question in agency theory is 

how a principal ensures that the agent acts in accordance with the principal’s goals, in a situation characterised by 

asymmetric information and uncertainty.14 Moreover the P-A theory is applicable to most cooperative efforts in 

which it is difficult for the principal to monitor the work of the agent. Agency theory is based on the following 

assumptions:  

Methodological individualism: P-A theory is based on a methodological individualism in which social 

phenomena is seen as the products of activities and states. P-A theory begins and ends with the relationship 

between two or more individuals.  

Bounded Rationality, self interest and opportunism: P-A theory is based on the theory of bounded rationality 

according to which individuals are rational by intention, but only to a certain degree; ”Information search is costly, 

and the information-generating capabilities of human beings are limited. Individuals therefore often must make 
                                                
10 Rahbek, Esben: Safeguarding CSR in Global Supply Chains 
11 Utting, P.: 2000, ’Business Responsibility for Sustainable Development’. United Nations 
12 Haufler, V.: 2001, ’A public Role for the Private Sector: Industry Self-regulation in a Global Economy’  
13 Koch, C. A.: 1995, Economic transactions, opportunistic Behaviour and Protective Mechanism.  
14 Bregn, K.: 1998, ’ Anvendelse af økonomiske incitamenter i den offentlige sektor:  
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choices based on incomplete knowledge of all possible alternatives and their likely outcomes”.15 Moreover, P-A 

theory sees the individual as a self-interested creature and addresses the problem of opportunism, i.e. the promotion 

of self-interest under false pretensions.  

Information asymmetry: It is expected that there is an asymmetry between the principal and the agent. The agent 

holds private information about his or her ”true type”. Moreover, it is costly and time consuming to get information 

about the agent’s behaviour. Otherwise, it would be easy to monitor the agent and disclose non-compliance with an 

agreement. P-A theory is concerned only with the principal’s lack of information about the agent’s action.  

Risk: As a point of departure, P-A theory considers individuals to be risk-averse. Otherwise, there would be little 

reason why the principal and the agent should bother making an agreement. If agents were risk neutral, all risk in 

co-operative arrangements could simply be imposed upon them.  

Uncertainty: It would also be easy to design a contract if there was always a clear connection between the agent’s 

behaviour and the observable outcome. It would be based solely on outcome-related rewards. Uncertainty arises 

because of information asymmetry, opportunism, and because there is no clear-cut between the agents behaviour 

and the outcome.  

Conflict of interest: Agency problems are only relevant when there is conflict of interest between the principal and 

the agent and it is difficult and costly to monitor the behaviour of the latter. On the other hand, there must also be 

some basis for co-operation. Co-operation is only interesting if there is some potential for a fruitful exchange of 

values between the parties. If two parties anticipate a gap between contributions and compensations in the initial 

phase, the co-operation will never be implemented.16  

 

In short, there are two ways to ensure that the agent acts in accordance with the principal’s interest- monitor actions 

or reward outcomes. Monitoring can be seen as a mechanism used by the principal to obtain information about the 

actions of the agent, whereas rewards are outcome-based, financial incentives. However, both alternatives are 

associated with costs that depend on the characteristics of the activity (the complexity of the assignment, the ability 

to monitor the agent’s, the correspondence between outcome and the agent’s behaviour etc).  

In relation to codes of conduct, the agency might involve e.g. the time spent on reaching an agreement with the 

suppliers, monitoring compliance and revising the contracts.  

 

Opportunism, CSR and Codes of Conduct  

P-A theory is useful in analysing different ways to govern principal-agent relationships. This also applies to the 

governance of CSR initiatives, including codes of conduct. It is generally acknowledged that opportunism poses a 

threat in inter-firm relationships. Therefore, opportunistic motives and behaviour is of crucial interest to companies 

integrated in global supply chains. Not only are transactions carried out in different organisations they are also 

separated culturally, institutionally, geographically, politically etc. Implementation of codes of conduct requires 

some kind of motivation and commitment. In value chains, however, it is not enough that the initiating company is 
                                                
15 Ostrom, E., Schroeder, L., & Wynne, S.: 1993, ’Institutional Incentives and Sustainable Development’.  
16 Rahbek, Esben: Safeguarding CSR in Global Supply Chains 



 17 

dedicated to social and environmental issues. The company must persuade the other organisations in the supply-

chain to act socially responsible. If it was possible to develop contracts that included all contingencies, these 

problems could be dealt with. However, codes of conduct as well as many other contracts are incomplete. When a 

code of conduct is not formulated in a complete, enforceable contract, it becomes difficult to verify whether the 

supplier has actually complied with it, and the buyer may become the subject of opportunism.  

 

Governing through standards 

Governing through standards – rather than mainly through law and regulation - emerged as a trend in industrialized 

countries in the 1980s and 1990s. This occurred against a background including the rise of idealized market 

paradigms in the public sector, an unfolding of new discourses concerning governmental transparency and 

accountability, and the rise of new political actors including issue-focused NGOs. Ponte, Gibbon and Vestergaard, 

explains how and why standards are used as a governance tools, how they are internally governed, and what effects 

they have in the real world in the book ‘Governing through Standards’. In this book, an interdisciplinary group of 

scholars examines standards in banking and accounting, quality management and organizational social 

responsibility, and sustainability standards.  

By governance they mean the shaping of the conduct of others through network forms of organization involving a 

wide range of non-state actors but also government, mainly through exchange and negotiation rather than through 

traditional state-led regulation. While in the past standards were mainly developed to address technical, 

metrological and compatibility issues and operated as tools of simplification, unification and specification, they 

now perform key functions of governing conduct of people and institutions within an increasing number of 

domains of contemporary economies and societies. Standards define constraints but also enable interaction by 

providing common language and means of communication. They are set and managed within a system of norms, 

conventions and values that are revisable and negotiable, rather than absolute. They involve classification and 

categorization, exclusion and inclusion thresholds, choice of measurements devices and intervals. Moreover 

standards are part of a broader set of instruments that are said to be advancing ‘private authority’ in governing 

economic, social and environmental phenomena. But they also play an important role in shaping regulation and 

‘proper’ policy making. The literates on global governance and private authority suggest that governments are 

increasingly unable to regulate economic, social and environmental life because of increasing complexity and 

rapidity of change. Standards do not represent a lasaiz-faire approach to regulation. They are part of a re-

articulation of governance of economy and society in which the focus shifts, and the style of regulation is 

moderated, rather than one were regulation disappears.  

Standards are usually based on ‘voluntary enrolment’ of private and public actors, which are often built upon 

practices of consensus making and normally operate through self-reporting, inspection, certification and 

accreditation. When maintained within a narrow space of interpretation, it promotes rule making that poses itself as 

de-politicized. The contributions to the book ‘Governing through Standards’ indicate that in some realms governing 

through standards may be reaching its limits. Despite the dynamism of standard making, it is becoming clearer that 

standards are unable to substantially address some of the more complex social and environmental problems and 
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systematic financial risk. The chapters on banking showed that governing through standards has had no measurable 

effect on stabilizing the banking sector and finance more generally – as a matter of fact, it has been a factor that 

facilitated the onset of the contemporary financial crisis.  

Ponte, Gibbon and Vestergaard suggest, that best practices in multi-stakeholder initiatives are being used to subtly 

manipulate participation and the space and modalities of expression of voice from weaker actors. Moreover, while 

multi-stakeholder initiatives may be neutralizing conflict within their boundaries, these conflicts will continue 

outside their confines.17   

 

Multistakeholder CSR 

The development of CSR in the years since its emergence in the early 1990s has seen a rapid shift from its earliest 

form of unilateral company and industry-based activity to the growth of multi-stakeholder organisations. These 

organisations has developed multi-stakeholder codes of conduct, certification systems, social labels, corporate 

reporting guidelines and socially responsible investment programmes. They are seen as significant improvements 

on company and industry-based initiatives and are, in some cases, viewed as offering a more credible and 

legitimate way to do CSR, particularly by civil society groups and in the public sector. But what do multi-

stakeholder initiatives means for business? And what do they mean for the practice of stakeholder engagement? A 

lot can be said in support of multi-stakeholder initiatives, including the simple fact that they have been very 

successful in bringing together different groups (often with competing interests) and encouraging them to engage 

one another in an open and meaningful way. However, a number of recommendations can be made. First, CSR 

initiatives – both company-based and multi-stakeholder would do well to reconsider their reliance on measuring 

social and environmental compliance. It would be worth mentioning that companies would benefit from thinking 

seriously about stakeholder engagement. Are they engaging with stakeholders in a meaningful and systematic way? 

Do their systems promote genuine dialogue that is mutually beneficial? Stakeholder engagement has many risks; 

but it also presents many opportunities, some of which will only be realised if stakeholder engagement is taken 

seriously. Multi-stakeholder initiatives present a significant opportunity to improve and build upon stakeholder 

relations. From the perspective of all involved, they could be further used to promote genuine multi-stakeholder 

dialogue and cooperation. Companies would also do well to consider the difficulties they may encounter in 

engaging stakeholders and participating in multi-stakeholder initiatives. In the world of CSR, very little has been 

done to explore the complex nature of stakeholder relations. However, with different groups, each with their own 

mandate, goal and method of operation, it is inevitable that conflict will arise and serious obstacles will need to be 

overcome. These obstacles have the real potential to derail attempts to move forward in a multi-stakeholder way. 

As a result, companies might think of strategies and tools to anticipate and resolve conflict as or before it arises, 

and give serious thought to developing systems to manage the diverse expectations of each stakeholder.18  

 

                                                
17 Ponte, Stefano, Gibbon, Peter & Vestergaard, Jakob: ’Governing through Standards’ – Origins, Drivers and Limitations 
(2011)  
18 Hunter, Phillip: Corporate Social Responsibility: An Example of Multi-stakeholder Complexity 
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Theoretical framework  

The overall theory in the thesis is the Principal/Agent theory whereas the Multistakeholder CSR and Governing 

through Standards enhances the understanding of the Principal/Agent theory or more precisely is inputs on how to 

deal with agency problems in multistakeholder globalized societies. Moreover, the theories give insight to the 

challenges that faces the microfinance industry where an cooperation between different stakeholders is challenging.  

 

Validity and reliability 

It is important to be critical when gathering data, no matter whether it is quantitative or qualitative. There are two 

significant variables, validity and reliability, that need to be taken into account when gathering data. Validity is 

when the research has relevance to the problem statement19. It is defined as the agreement between the theoretical 

and the empirical conceptual framework. Moreover, validity means the breadth of a concept or set of data. A the 

data good enough given the context, and does the concept adequately cover the phenomenon the project wishes to 

shed light on.20 This project is mainly conducted with technical validity, which means one has chosen a correct 

operational data representation in relation to the concept one wishes to explore. Furthermore, statistical validity has 

been used, which means that the operationalisation is backed up by an appropriate representation of the population 

(sample) and that the sample covers relevant observations that can be tested using statistical tools.  The validity of 

the data from MIX market is considered high since this is the most comprehensive and in-depth database in the 

microfinance industry on MFI-performance, and it is therefore the database most used by researchers and analysts.  

Data on the microfinance industry are available from several sources, each with strengths and weaknesses.  

The main secondary data used in this thesis is as mentioned above, from researcher working at the MIX or in the 

microfinance industry. Microfinance Information Exchange (the MIX), a not-for-profit organization that aims to 

promote information exchange in the microfinance industry and collects data on microfinance institutions. With 

that in mind, one has to be careful or at least critical in some sense since there can be a bias.  

Assessing reliability or validity has to do with solidity of the data in relation to the data collection technique. Has 

the data been drawn up in an understandable way? If the data is precise and well described, it will have a high 

degree of reliability. However, if one is not sure of what an entry in the table means, it will have a low degree of 

reliability.21 The validity of the data from MIX is considered high since this is the most comprehensive and in-

depth database in the microfinance industry on MFI performance, and it is therefore the database most used by 

researchers and analysts. The aspect of validity can always be discussed since the industry is new and changing.  

 

 

 

 

 
                                                
19 Andersen, Ib (2002) – ’Den Skindbarlige Virkelighed’ s. 23  
20 Olsen, Poul Bitsch & Pedersen, Kaare (2011) ’Problem-Oriented Project Work –a workbook’ 
21 Olsen, Poul Bitsch & Pedersen, Kaare (2011) ’Problem-Oriented Project Work –a workbook’ 
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Microfinance 
Background  

In 2006, the Grameen Bank and its founder Muhammed Yunus were awarded the Nobel Peace Prize for their 

efforts to reduce poverty in Bangladesh. By providing small loans to the extremely poor, the Grameen Bank offers 

these recipients the chance to become entrepreneurs and earn sufficiently high income to break themselves free 

from the cycle of poverty. Yunus pioneering efforts have brought renewed attention to the field of microfinance as 

a tool to eliminate poverty; and since 1976 when he first lent $27 to 42 stool makers, the Grameen Bank has grown 

to include more than 5,5 million members with greater than $5.2 billion is dispersed loans.22  

Microfinance is a powerful tool to fight poverty. Financial market failures in developing countries lead to exclusion 

of the poor, but bankable, who do not have access to traditional financial services. Microfinance gives poor 

households an opportunity to engage in their economic lives and thereby work themselves out of poverty. 

Microfinance may be defined as the supply of financial services including savings, credits, insurance, and money 

transfers to microenterprises and poor households. They use financial services to manage their cash flow more 

efficiently, to enable investments, or to cushion themselves against external shocks. At the very low levels, 

community-managed microfinance contributes to community mobilisation.23 

As microfinance institutions continue to grow and expand, in both the developing and developed world, social 

activists and financial investors alike have begun to take notice.  

 

Microfinance relies on the principle that its clients act as small entrepreneurs who are credit-worthy. In this respect 

microfinance institutions become an alternative to unofficial moneylenders often present in developing countries 

which charge extremely high interest rates for their lending services because these clients do not have the chances 

to access to traditional banking channels. Another important aspect is that microfinance refrains from taking 

collateral from its clients, concentrating more on social collateral and therefore on the social ties that a member has 

within the society. Borrowers are encourages too repay their debt because a failure in doing that would result in a 

social conflict with some of the other members of the community that would exercise pressure on the borrower.  

Loans granted can be either individual or lent to a group depending on the institution and its processes. Individual 

lending is usually more focused on the self-employed rather than the very poor and is similar to loans granted by 

traditional commercial banks without sharing liability aspect. Moreover the successful repayment of the first 

individual loan leads to a second and bigger loan after some trust and repayment capability has been established. 

On the other hand group lending uses the social collateral and peer pressure as a guarantee and lends to an 

individual passing on with the following individual only when the first person demonstrates to be credit-worthy. In 

this case the first individual receives the social pressure from others and is pushed to find a way to repay its debt. 

Moreover some institutions decide to lend to a group the entire sum and only the leader in the group is responsible 

for the repayment. Group lending often sees the intervention of some individuals to pay for the other members 

                                                
22 Sengupta, Rajdeep & Aubuchon, Craig P. – ’The Microfinance Revolution: An overview’ 2008 
23 Danish Forum for Microfinance, ’Microfiance Guidelines’ – May 2011 
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when an individual cannot occasionally pay. The type of lenders involved in this practice can be microfinance 

financial institutions, credit cooperatives, rural banks, NGOs or any other financial institution created and 

supported by governments.  

 

The great variety of MFIs can be classified into four categories according to the respective degree of 

commercialisation. While the two top segments include the most developed MFIs the bulk of MFIs belong to the 

third and fourth categories that comprise approximately 90 % of the total microfinance sector. The top tier MFIs 

that already have transformed themselves into more formal structures are increasingly attracting the interest of 

commercial banks and institutional and individual investors. As top tier MFIs are usually profitable and have a 

more experienced management, private sector investors consider them the most suited to absorb commercial 

funding and to effectively channel it to micro-borrowers. In 2006, there was already about 30 MFIs with a loan 

portfolio in excess of US$ 100 million. While most of the top 150 MFIs is regulated financial institutions, tier 2 

institutions are made up of smaller, younger MFIs. These are predominantly NGOs that are in the process of 

converting themselves into regulated MFIs. Some tier 2 MFIs also receive funding from foreign investors but to a 

lesser extent that tier 1 MFIs. Experts estimate that in total 300 to 400 MFIs are ready to absorb microfinance 

investments. Tier 3 MFIs are in the process of approaching profitability while suffering from a lack of funding. 

Tier 4 institutions are made up if start-up MFIs or institutions where microfinance is not the primary focus.24  

  

 
 

From the point of view of the MFI capital structure, finding an optimal funding mix becomes important for the 

institution together with other internal factors such as growth of the loan portfolio and mobilization of deposits and 

other external factors like country regulation, availability of donors, commercial lenders and openness of the 

                                                
24 Deutsche Bank Research – ”Microfinance: An emerging investment opportunity” – December, 2007. 
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national financial system. On the other hand, the costs and maturity of individual funding sources play a key role in 

determining the optimal founding mix. For MFIs, issuing equity is the most costly source of finance, followed by 

unsecured and subordinated debt, while retail deposits are reported to be the cheapest funding source for foreign 

funding, potential currency risks must also be considered.  

 

Funding structure 

Traditionally the funding structure of an MFI has followed a certain pattern over its life cycle. While start-up 

MFIs are characterized by a larger dependency on donations usually made in the form of equity grants, 

donations and technical assistance, the more advanced MFIs tend to display higher debt leverage through 

domestic or foreign borrowing. Over time some even evolve into more formalized financial institutions or 

even regulated MFIs such as niche banks. Especially the most advanced tier 1 MFIs use domestic deposits and 

debt financing as their core funding sources. Apart from deposits, debt financing usually comprises both 

subsidized and commercial borrowing from a large variety of domestic and foreign sources that range from 

international development agencies and social investors to quasi-commercial and commercial lenders. Some 

tier 1 MFIs even access capital markets by issuing bonds, going public or securitizing their loan portfolios. 

However, an increasing number of institutions do not follow this traditional pattern any longer. For instance, 

some start-up MFIs are even set up as regulated microfinance providers. Others decide to operate as 

specialized lenders and not to develop into a regulated MFI. The advantages of being a regulated MFI: first the 

sheer size of the microfinance industry has reached a point where subsidized loans are no longer sufficient to 

cover the funding needs. By becoming regulated, MFIs are allowed to take deposits that broaden their funding 

structure and, if they constitute additional funding, ultimately allow them to expand their lending business. 

Second, commercial funding can be obtained easier as commercial lenders primarily target tier 1 and tier 2 

MFIs. Third, the financial viability of an MFI might be enhanced significantly over the medium to long-term 

as in some cases subsidized money has become a disincentive to the efficient management of commercial 

microfinance and, hence, sometimes even obstructed social objectives as financial resources were used for non-

core businesses.  

There has been an increasing involvement of conventional banks in microfinance. Some banks directly grant 

microloans to the poor. Second, other banks such as Citibank or ICICI (India’s second largest bank) provide 

funding to MFIs. Moreover, banks distribute microfinance investment vehicles e.g. credit Suisse offers the 

Responsibility Global Microfinance Fund and Deutsche Bank db Microfinance Invest. Lastly some banks such 

as ICICI, Deutsche Bank or Citibank have also been active in the securization of MFIs loan portfolios.  
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The Deutsche Bank report concludes that a greater degree of institutional and individual investor involvement 

is not only a key prerequisite to narrow the immense funding gap of MFIs and to scale up microfinance but 

also offers private-sector investors an attractive dual-nature investment opportunity that unites social and 

financial returns.  

 
 

Microfinance funding is becoming more transparent. More than 60 microfinance funders regularly report 

information on their microfinance portfolio to CGAP, and extensive data are available on microfinance investment 

vehicles (MIVs) through Symbiotics and Microrate. In 2011, CGAP surveyed the 20 largest microfinance funders, 

which represented over 85 % of commitments reported in the previous survey year. Based on the findings of that 

survey and previous surveys, this describes the global trends in microfinance funding between 2007 and 2010.  

 

Types of foreign investors 

There are two main types of foreign investors that provide the share of foreign funding to MFIs. On the one hand, 

these are international financial institutions (IFIs), which include bilateral or multilateral development agencies 

such as the World Bank and the European Bank for Reconstruction and Development. So far, microfinance funds 

have been relatively unscathed by the financial crisis that has wreaked havoc on most assets classed around the 
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world. CGAP estimates that cross-border funders increased their global commitments to microfinance by around 13 

percent in 2010 up to at least US$24 billion. This estimate includes funding from public funders (DFIs, 

multilaterals, bilateral) and private funders (foundations, institutional and individual investors). The 20 largest 

cross-border funders of microfinance committed US$ 14.7 billion as of December 2010. Commitments increased 

US$ 1 billion in 2010, representing a growth rate of 7 percent compared to 12 percent in the previous year in US 

dollar terms. The smaller growth commitments are due to projects terminated in the survey year, rather than a 

slowdown in new projects. The five largest funders in terms of total commitments remained unchanged over the 

past three years: KfW, World Bank, AsDB, IFC and EBRD.  

Microfinance funds have attracted a large pool of socially oriented investors, including public, institutional, and 

retail investors. Development investors, such as IFC (the private-sector arm of the World Bank Group), are very 

active in the microfinance market. Large pension funds, such as APB and TIAA-CREF, have maintained their 

microfinance allocation as part of their socially responsible investment strategy.  

 
 

Donors and investors different motives in investment choices 

In this is part I will discuss some of the figures and result from a Dutch report that has contributed with conclusions 

on the different investment motives by donors and investors. The following report did so by analyzing 1314 

projects that reach 496 MFIs reporting to the MIX.  The conclusion of the report is that donors, MIVs and investors 

differ significantly.  

• Donors invest in MFIs that are in comparison smaller, younger, less-regulated and often nonprofits, such 

as NGOs. This is in line with the expectations since donor funding often focuses on the start-up phase of an 

MFI, which is too risky for commercial investors.  

• On the other end of the spectrum, MIVs focus on larger, mature, regulated MFIs with a for-profit status. 

MIVs reach more clients since they fund MFIs that are found to have a greater breadth of outreach. 
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Definitions and characteristics:  

• Donors are institutions that participate in microfinance activities with a primary focus on social 

performance rather than financial performance. These are often non-profit organisations such as 

foundations and NGOs that provide grants for activities with a high perceived social impact. Many MFIs 

have started off as non-profit organizations with a social objective and have been able to do so thanks to 

donor support. Many donors go beyond grant giving by providing equity, debt or guaranteed to MFIs and 

do so at different growth stages of the MFI. No matter the funding instrument being used, donors’ 

objectives are the same. They look for a social impact and understand that MFIs needs may go beyond 

what grant funding can provide and what more commercial investors are willing to provide.  

• MIVs are independent investment entities that have microfinance as one of their core investment objectives 

and mandates and with more than 50 % of their non-cash assets invested in microfinance. MIVs collect 

money from all kinds of investors that invest in microfinance. MIVs allow these investors to participate in 

the sector and reach many MFIs without the need for close relations on their part.  

• Investors: Development Financial Institutions (DFIs) are financial institutions that make investments in 

regions, sectors and segments in developing countries that would otherwise not be financed sufficiently by 

the private sector.25 They do so by providing higher risk loans, equity positions and guarantees to the 

private sector. DFIs can be either public or private institutions, or a mix between the two. The rationale 

behind the DFI business model is to be ‘additional’ and ‘catalytic’. DFIs are additional in the sense that 

they seek to invest in regions, sectors and segments that would not otherwise have had access to finance for 

the private sector. They seek to bring in expertise and provide the support needed to ensure real 

commercial development of their investments rather than taking a buy-and-sell orientation. DFIs are 

catalytic by partnering with co-investors. In sharing risk and return among partners according to core 

competences they enable other private sector investors to follow in areas and places that DFIs have proven 

to offer sustainable investment opportunities.  

• Investors: institutional investors include a broad range of institutions and funds, including international 

banks, private equity funds and insurance companies. These are often commercial organisations to which 

microfinance is not are core activity. Microfinance therefore often is limited in comparison to total assets 

of the company or the number of employees within the company. Microfinance is an opportunity to 

diversify into the broader asset class of impact investing or a way of promoting financial inclusion. It is 

widely believed that institutional investors’ participation is very important for the maturity and 

sustainability of microfinance.  

 

                                                
25 Dalberg Global Development Advisors. (2010). The Growing Role of the Development Finance  
Institutions in International Development Policy. Copenhagen, Denmark: Dalberg Global  
Development Advisors, July.  
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Donors focus on the low end of the market providing a variety of funding instruments both t MFIs as well as sector 

support.  

Although commitments increased to reach $24 billion by Dec. 2010, growth rates are diminishing, from around 30 

% in 2008 to 13 % in 2010.   

 
 

The decline in the growth rate is due to a higher number of microfinance projects coming to an end in 2010 

compared to previous years, rather than a slowdown in new commitments. The amount of new commitments was 

higher in 2010 than in the years 2007 to 2009.  
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From a financial analysis point of view, microfinance attracts private investors mainly for two reasons: First, 

the most advanced MFIs (self sustainable MFIs) exhibit an attractive financial return. In a sample of around 

704 MFIs published by the MIX the leading 176 MFIs exhibited RoE26 of 17,2 percent – in other words, an 

RoE that, in some countries, is even higher than that of conventional banks. In addition, these returns are 

largely stable over the economic cycle. It needs pointing out, though, that RoEs as high as the ones mentioned 

are realized by the largest and most advanced MFIs only, whereas the RoE for a broader, more representative 

sample of MFIs is around 4 percent. Furthermore, default rates of MFI loan portfolios in the MIX sample are 

lower than those of commercial banks in domestic countries with MFIs exhibiting an average loan write-off 

ratio of only 1,1,percent in 2006. For investors, strong credit quality of micro-borrowers is attractive as it 

also strengthens the financial position of a whole MFI. Ultimately, the profitability of their investments can 

be increased and the probability that original investments are fully paid back at maturity is also raised. Second, 

some preliminary research even indicates that microfinance investments might be conducive to an efficient 

diversifications of portfolios.27  

 

 

 

 

 
                                                
26 Return On Equity  - The amount of net income returned as a percentage of shareholders equity. Return on equity measures a 
corporation's profitability by revealing how much profit a company generates with the money shareholders have invested. 
 
Read more: http://www.investopedia.com/terms/r/returnonequity.asp#ixzz1qDkrFoJd 
 
27 Deutsche Bank Research – ”Microfinance: An emerging investment opportunity” – December, 2007  
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Banana Skins Report - 2011 

Through this report I will highlight some of the issues that I find interesting and important to mention in concern of 

the research purpose. CGAP conducted a research called ’The Microfinance Banana Skins Report 2011’, which 

reflects changing perceptions of risk in a dynamic and fast-moving industry. The report shows that microfinance 

has come of age, and with that, new issues have arisen. In an increasing number of markets, the rapid rate of 

growth and outreach means that microfinance is confronting the same forces of competition, credit cycles, and 

consolidation seen in other sectors.  The survey explores the risks facing the microfinance industry at a time when 

hard questions is being asked about its future, prompted by growing doubts about its effectiveness as a source of 

small scale finance for the poor. The key findings of the survey are that credit risk constitutes to be the biggest 

threat to the industry over this turbulent period. Although this result is unchanged from the previous survey in 

2009, the reasons behind have shifted sharply. The earlier results were largely explained by the difficulties facing 

borrowers during the economic crisis. This time, the reasons have multiplied. There is still economic stress, but 

also growing evidence of competitive pressures in the microfinance market, of poor credit management by MFI’s, 

of greater cynicism among borrowers, and of increasing interference in the credit process by political forces. Above 

all, credit risk is seen to reflect the fast-growing problem of over indebtedness among millions of microfinance 

customers, poor people who have accumulated larger debts than they will ever be able to repay, often as a result of 

pressure from business-hungry MFI’s. The potential for large microfinance loan losses is seen to be high in some 

markets, bringing a dramatic change to an industry which has always prided itself on its ’99 per cent’ repayment 

record.28 As this report makes clear, a lot of people who are in or close to the microfinance industry, are now 

worried that microfinance has taken a wrong turn, that it has drifted away from its original mission, that is has been 

co-opted (or even corrupted) by the pursuit of size and profitability, that it has become a political plaything etc.  

This is new and leaves microfinance and individual microfinance institutions at a ’tipping point’. Will the industry 

continue to evolve, to grow, to offer new products until it is essentially indistinguishable from conventional 

financial institutions (banks, consumer finance companies etc.)? Or will it rediscover its roots as a more modest 

source of small-scale credit to a relatively limited market amongst lower-income groups in generally poor 

countries? Inevitable, some institutions will go one way, and others another – but it’s clear that the sector as a 

whole is coming under much harsher scrutiny. After years in which, essentially it got a ’free pass’ from most donor 

governments and agencies, the climate has become very different – and a lot less forgiving. As the survey results 

show, concerns about reputation, competitiveness, governance, management competence and politicisation 

abound, and there is a high degree of cynicism about what motivates at least a sizeable chunk of the industry.  

 

 

                                                
28 http://www.cgap.org/p/site/c/template.rc/1.9.49643/ 
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One of the major reasons behind MFIs more aggressive approach to business is widely seen to be the intensity of 

competition in the microloan market (up from No, 9 to No. 3) caused by the ready availability of capital for MFI 

expansion and the entry of well-heeled commercial banks armed with mass marketing skills and new banking 

technology. At the same time, MFIs are seen to be institutionally weak in the areas of ‘corporate governance’ (No. 

4), ‘management quality’ (No. 7) and ‘staffing’ (No. 8), meaning that they may lack the resource and know-how to 

handle competitive pressures. A further contributor is ‘inappropriate regulation’ (up from No. 13 to No. 6) which is 

failing to provide the right framework to keep MFIs on track.  

 

Different concerns (Appendix 5) 

 

Practitioners: Between the different actors the concerns differs. The main concern of practitioners is with credit 

risk and the pressing problem of overindebtness that they see resulting from excess capacity in the micro lending 

market and the intensity of competition from commercial banks. They also see high risk in inappropriate 

regulation, particularly where it is weak and obstructive, and hinders the healthy development of the industry.  

 

Investors: The risk perceptions of investors in microfinance have changed sharply since the last survey in 2009. 

Today, concern with credit risks in the Top Ten are linked to microfinance’s harnessed imaged and issues of 

institutional strength. Investors are increasingly concerned about the industries reputation and allegations that it 

may be failing in its mission to assist the poor. They are also worried about bad regulation and political 



 30 

interference, about the strength or management and corporate governance, all of which directly affect the quality of 

the business.  In another big shift, investors increasingly see competition as a risk to the industry (up from No. 15 

to No. 3) where previously they saw it providing a stimulus to efficiency and innovation. A US-based investor said 

that competition “is likely to lead to poor management decisions”.  

 

Regulators: Regulators take a very different view of the risks from other respondents groups. Their main concern 

in unchanged from the last survey in 2009: the lack of transparency in the industry, both as to the quality of MFIs’ 

reporting and to their openness about the terms and pricing of lending. Regulators worry that inadequate disclosure 

could erode the confidence of investors and customers. Their concern about credit risk is also strong: it stands at 

No. 2, and is also their fastest rising, because of the problem of overindebtness. Moreover, the inadequacy of 

funding for the industry is a growing worry. The deputy director of the Central Bank of The Gambia (Fantoum 

Deen-Touray) was concerned about “the recapitalization of MFIs, especially as sources of funds dwindle 

particularly from international funding agencies including donors, banks etc.”.  

 

Deposit-takers: MFIs which take deposits share other MFIs concerns about high level of personal indebtness 

among their customers and the consequent threat of credit risk. They are also worried about the negative impact of 

competitive pressures, and mounting attacks on the industry’s reputation over bad lending practices. Among 

institutional risks, deposit-taking MFIs focus particularly on the quality of management and staffing issues. One 

respondent said that there was “ a leadership deficit in this industry”.  

 

Corporate governance: Concern about the quality of corporate governance in MFIs is growing. One region where 

concern about corporate governance was particularly strong was Africa, where it ranked No. 2.  Marie-Jose Ndaya 

Ilunga, deputy director of the central bank of the RD Congo, said that “poor governance creates management 

problems, mainly in the area of lending”.  The focus of concern is not only the quality of MFI boards, but the risk 

of conflicts of interest, of lack of independence and poor accountability, and other issues such as nepotism, 

cronyism, domineering personalities etc. Several respondents said that it is not enough for governance standards 

merely to remain static because the evolution of the sector will require boards of ever higher calibre. Many referred 

to “the more challenging environment”, “the exposure of the sector to the media” and “growing industry 

complexity”.  

 

Impact of microfinance  

Microfinance started as a method to fight poverty, and although microfinance still fulfils this goal, several 

institutions have sought to make a distinction between the” marginally poor” and the”very poor”. The broadest 

definition distinguishing these two groups comes from the Consultative Group to Assist the Poorest (CGAP), 

which defines the poor as individuals living below the poverty line and the poorest as the bottom half of the poor. 

The World Bank estimates that 1,4 billion people in the developing world (one in four) were living on less than 
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$US 1.25 a day in 2005.29 As microfinance continues to grow, questions have started to focus on who is the optimal 

client. Should microfinance target the marginally poor or the extremely poor?30 

The disagreement about the contribution microfinance can make to reduce poverty impact of microfinance has 

triggered a large number of empirical assessments. In this respect, research has tried to address one or more of the 

three following questions: 1) does microfinance reach the core of the poor or does it predominately improve well-

being of the better-off poor; 2) which contribution is seen as the most important (improvement of income, 

accumulation of assets, empowerment of women, etc.) and 3) do the benefits outweigh the cost of microfinance 

schemes? The latter issue deals with the question to what extent subsidies to microfinance organizations are 

justified. Most studies aiming at evaluating the impact of microfinance address the first of the above issues.  

Even though several assessments of the impact of microfinance on poverty reduction have been made, there is 

surprisingly little solid empirical evidence on this issue. Several studies measure the impact of microfinance by 

comparing recipients of microfinance with a control group that has no access to microfinance.31 These studies are 

called randomized control trials (RCTs). The RCT test the impact of an intervention, such as access to a 

microfinance loan, by comparing one group of participants who received a loan with another group that did not 

receive a loan. For the study to have validity, the two groups must have the same underlying characteristics, such as 

age, gender, type of business and geographic location. Dean Karlan, Professor of Economics at Yale University and 

head of Innovations for Poverty Action, one of the leaders in conducting these studies, says ”We have not been able 

to detect much impact from credit yet in these studies. The savings side is different. We do have a clear evidence of 

impact from providing savings services to the poor in one study”.32 Furthermore, Kathleen Odell, Assistant 

Professor of Economics at Dominican University’s Brennan Scholl of Business, conducted a study of major impact 

studies of microfinance conducted from 2005 to 2010, including those using RCTs and those using other methods. 

She concludes. ”There is evidence from a number of studies suggesting that microfinance is good for 

microbusiness...Based on studies on the survey, the overall effect on the incomes and poverty rates of microfinance 

clients is less clear, as are the effects of microfinance on measures of social well-being, such as education, health 

and women’s empowerment”.33 

 One of the most influential studies in this field is by Pitt & Khandker34, on the impact of microfinance in 

Bangladesh, using household survey data for 1991-92. They find that access to microfinance increases 

consumption expenditure, especially if loans, is taken by women. In follow-up study (2005) using panel data for 

1991-92 and 1999, concludes that extremely poor benefit more from microfinance than the moderately poor.   The 

                                                
29http://web.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/0,,contentMDK:21882162~pagePK:64165401
~piPK:64165026~theSitePK:469382,00.html 
30 Sengupta, Rajdeep & Aubuchon, Craig P. – The Microfinance Revolution: An Overview – 2008   
31 Lensik, Robert & Hermes, Niels – Microfinance: Its Impact, Outreach, and Sustainability - 2009 
32 Karlan, Dean – Tying Odysseus To The Mast: Evidence From A Commitment Savings Product In The Philippines 
33 Kathleen Odell -  Measuring the Impact of Microfinance: Taking Another Look, Grameen Foundation, 2010 
 
34 Pitt, M. M., & Khandker, S. R. (1998). The impact of group-based credit programs on poor households in Bangladesh: Does 
the gender of participants matter?. Journal of Political Economy, 106(5), 958–996. 
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results of both these studies have been contested recently in a study by Roodman and Morduch (2009)35, however, 

showing that the instrumentation strategy may have failed and that results may be driven by omitted variables 

and/or reverse causation problems. Chemin (2008)36, using the same Bangladesh surveys, applies the propensity 

score matching technique and finds that access to microfinance has a positive impact on expenditures, supply of 

labour, and school enrolment. In contrast, Copestake, Dawson, Fanning, Mckay, and Wright-Revolledo (2005)37 

are less optimistic about the impact of microfinance. Karnani (2008) claims that microfinance does not 

significantly alleviate poverty. The best way to eradicate poverty is to help create jobs and increase productivity. 

The Economist magazine concluded that, while heart-warming case studies proliferate, rigorous empirical analyses 

are rare.  

Karnani further argues that the vast majority of microfinance clients are caught in subsistence activities with no 

prospect of competitive advantage. The self-employed poor usually have no specialized skills and often practice 

multiple occupations. With low skills, little capital and no scale economies, these businesess operate in arenas with 

low entry barriers and too much competition; they have low productivity and lead to insufficient earnings that 

cannot lift owners out of poverty. Most clients of microcredit are not micro-entrepreneurs by choice and would 

gladly take a factory job at reasonable salaries if possible.38 Moreover, critics argue that small enterprises supported 

by microcredit programs have limited growth potential and thus have no sustained impact on the poor. 39 

Most of the borrowers are not going anywhere with their activity except from one day’s subsistence to the next. In 

the informal sector, such borrowers are reduced to ”copycat” behaviour, where everyone selling the same thing, 

and more sellers saturating the market as more microcredit is made available. They are limited by low skills and an 

inability to add value.40 

Based on data from a survey carried out in collaboration with a village banking program, Promuc, in Peru in 2002, 

and using a mix of evaluation methods they find that it is the ”better-off” poor rather than the core poor who benefit 

most from access to microfinance. The above brief discussion of the evidence on the impact of microfinance on 

poverty and the difficulties related to its measurement shows that the debate is far from settled and that there is, 

therefore, much room for expanding the knowledge on the issue.  

Carlos Daniel, co-founder of Banco Compartamos in Mexico states that ”we will lose momentum if we set the bar 

to high in terms of social benefit. Supplying financial services is good enough. We are supplying a needed service”. 

                                                
35 Roodman, D., & Morduch, J. (2009). The impact of microcredit on the poor n Bangladesh: Revisiting the evidence. Working 
paper 174, Washing ton, DC: Center for Global Development. 
36 Chemin, M. (2008). The benefits and costs of microfinance: Evidence from Bangladesh. Journal of Development Studies, 
44(4), 463–484 
37 Copestake, J., Dawson, P., Fanning, J. P., McKay, A., & Wright- Revolledo, K. (2005). Monitoring the diversity of the 
poverty outreach and impact of microfinance: A comparison of methods using data from Peru. Development Policy Review, 
23(6), 703–723 
38 Karnani, A. (2008). Employment, Not Microcredit, Is the Solution. Journal of Corporate Citizenship. USA:  
Stephen M. Ross School of Business, University of Michigan 
39 Khandker, S. (1998). Fighting Poverty with Microcredit: Experience in Bangladesh. Washington DC: World  
Bank.  
 
40 Dichter, T. (2007). What’s Wrong With Microfinance? England: Practical Action Publishing.  
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However, others (John Hatch – FINCA International) argue that ”We keep defining ourselves away from our 

original mission”.41  

 

Mission drift 
’ In teaching economics, I learned about money, and now as a head of a bank I lend money. The success of our 

venture lies in how many crumpled bank bills our once starving members now have in their hands. But the 

microcredit movement, which is built around, and for, and with money, ironically, is at its heart, at it deepest root 

not about money at all. It is about helping each person to achieve his or her fullest potential. It is not about cash or 

capital, it is about human capital. Money is merely a tool that unlocks human dreams and helps even the poorest 

and most unfortunate people on this planet achieve dignity, respect, and meaning in their liver.’ – Muhammad 

Yunus 

 

In the following chapter background knowledge based on the main elements of the thesis will be discussed. More 

importantly I will give an outlook on the microfinance industry today and present some of the challenges that it 

faces. The section will review the literature on microfinance in areas such as commercialisation, transparency, 

growth, double bottom-line and sustainability.  

An interest study made by Adrain Gonzales (2008) separates financial revenues considered as revenues from the 

provision of financial services, in three categories: revenues from loan portfolio (from interest, fees, commission), 

revenues from assets (interest on investment) and revenues from other services (financial services beyond lending 

such as remittances or insurance). Revenues from non-operating activities such as revenues from selling a building 

have not yet been considered.  

In 2007, 90 percent of revenues came from the loan portfolio, 4 percent from other assets and the remaining 6 

percent from the provision of other financial services. Clearly, most of the revenues came from lending activities as 

the other activities generated 10 percent of revenues. Moreover the trend in earlier years is somehow constant and 

little difference is evident among 2003-2007.42 This clearly proves that the financial sustainability of the MFIs 

dependent on the revenues from the loan portfolio.  

 

As of December 31, 2009, 3,589 microcredit institutions reported reaching 190,135,080 clients, 128,220,051 of 

whom were among the poorest when they took their first loan. Of these poorest clients 81,7 percent are women. 

Assuming five persons per family, the 128,2 million poorest clients reached by the end of 2009 affected some 

641.1 million family members. 43  

 

                                                
41 Published in 2011 by the Microcredit Summit Campaign (MCS) 
42 Gonzalez, Adrian, 2008, “Sources of Revenue and Assets Allocation at MFIs”, The  
MicroBanking Bulletin, No.17: pp. 17-24   
 
43 Published in 2011 by the Microcredit Summit Campaign (MCS)  
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The spread of microfinance and the success of MFI’s in various countries around the world prompts a question: 

Who served the poor before the microcredit revolution? It is well known that conventional banks, which act as 

creditors to most entrepreneurial activity in the modern world, have largely avoided lending to the poor. Instead 

credit to the poor has been provided mostly by local moneylenders, often at usurious rates. Consequently, 

moneylenders are typically perceived as being exploitative, taking advantage of the poor villagers who have no 

recourse to loans. Therefore it’s no surprise that microfinance has been welcomed by most as an alternative to the 

abusive practices of village moneylenders.  

 

Rapid Growth in the Microfinance Industry 

 

”We are seeing evidence of dog-eat-dog competition”, Jeffrey Ashe, Director of Community Finance at Oxfam 

America. 

 

At first glance, standard economic theory suggest that competition should improve the performance of MFIs and 

lead to better service and lower interest rates. With such a large poor population and high rates of growth, there is 

also a large market to support more MFIs. Historically, though, competition has failed to increase services and 

often decreases the rate of repayment. When clients have access to alternative sources of credit, MFIs lose the 

leverage they gain from dynamic incentives and progressive loans (future loans can be contingent on repayment).  

The rapid growth in the industry has fuelled the ongoing development of the microfinance”value chain.” From a 

few small NGOs 30 years ago, microfinance has grown to include thousands of providers. These providers take 

many forms – community cooperatives, NGOs, formally registered microfinance institutions, post office savings 

banks and commercial banks – and they conduct a variety of transactions.44 In economics the ”bottom of the 

pyramid “is the largest, but poorest socio-economic group, and the phrase ”bottom of the pyramid” is used in 

particular by people developing new models of doing business that deliberately target that demographic.  

 

Most of this growth has come from organizations offering only one or two credit products. The demand, the need 

and perhaps the model lent itself to consistent growth because it stayed very focused. However, fast growth of 

organizations using similar models and strategies in the same locations has led in some cases to, multiple loans to 

the same borrower and a breakdown of lending discipline. We see these issues in Andrha Pradesh in India where 

institutions’ client-base overlaps are putting a lot of pressure on repayments. Andrha Pradesh, a state in southern 

India with more than 76 million inhabitants has become the epicentre of this controversy. Most of the largest Indian 

MFIs have their headquarters in the state, and much of their growth has occurred within the states boundaries. A 

study shows that the total number of loans given by banks and MFIs in Andrha Pradesh exceeds the number of 

poor households in the state. In 2005-2006 one of Andrha Pradesh’s 23 administrative districts experienced a crisis 
                                                
44 Published in 2011 by the Microcredit Summit Campaign (MCS)  
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when the district government closed 50 branches of four MFIs following allegations of unethical collections, illegal 

operational practices (such as taking savings), poor governance, high interest rates, and profiteering. Vijay 

Mahajan, chairman of microfinance lender Basix and of the Microfinance Institutions Network in India, says ”In 

their quest to grow (MFIs) kept piling on more loans in the same geographies. That led to more indebtness, and in 

some cases, it led to suicides”. Moreover, Graham Wright implies that ”there is no real MFI-client relationship any 

more. The problem in India was eminently avoidable if MFIs has been less greedy and had focused on a double 

bottom-line”.  

The rapid growth in the industry may have compromised the effectiveness of microfinance as a poverty reduction 

strategy, while commonly adopted growth strategies have led MFIs to operate in ways that stunt positive impact 

and even create possibilities for harming clients. Microfinance providers have specialised in making 

uncollateralised loans in low-income communities. Through innovative contracts and new microfinance 

management practices, institutions are generating high loan repayment rates. In doing so, microfinance providers 

have forced economic theorists to re-think pessimistic views of the scope for improving credit markets. However, 

microfinance would be a grand failure if securing high repayments rates was all there was to it. Meeting the full 

promise of microfinance – to reduce poverty without ongoing subsidies – requires translating high repayment rates 

into profits, a challenge that remains for most microbanks. Evidence shows the possibilities of earning profits while 

serving the poor, but trade-off emerges between profitability and serving the poorest.45   

The competition in the industry has created a dog-eat-dog environment, and with comes pushing too much money 

on people and lack of transparency. The rush to grow and make lots of money leads some to collection practices 

that abuse clients. Adrian Gonzales, Lead Researcher at the Microfinance Information Exchange (MIX), has 

studied the microbanks failures. She found that there was a correlation between market saturation and the 

likelihood that an MFI would fail; ”When clients have available loans from many lenders, payment discipline can 

begin to break down, leaving some organizations vulnerable”.  

According to Sanjay Sinha, General Manager of M-CRIL based in India, investors plays a significant role in 

encouraging and fuelling this growth. Some of the steps that connect the financing mechanism with what he 

considers uneven growth of one credit model at the expense of better service to clients. According to Sinha, 

investors want to see high growth rates, profits and the potential for scale, some MFI respond by stripping down 

their operations to only one or two credit products and try to grow these products as quickly as possible. They also 

tend to operate in easier-to-reach areas in order to minimize costs and maximize profits. This dynamic leads to 

many organizations working in the same area all with incentives for their loan officers that are tied to 

disbursements and collections. Often, systems do not keep pace with growth, and the lack of a credit registry for 

microfinance means that clients can obtain loans from several providers at the same time or take out one loan to 

pay off another.  

 

 

                                                
45 Murdoch, Jonathan – ”Financial Performance and Outreach: A Global Analysis of Leading Microbanks”, 2007 
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IPO 

Another controversy in the microfinance sector is its Initial Public Offering (IPO). SKS Microfinance Ltd (SKS) 

started in 1997 by Vikram Akula, SKS has been supported by prominent investors such as billionaire George Soros 

and venture capitalist Vinod Khosla. It has grown at a rate of 128 percent per year and within a decade became 

India’s, largest MFI, serving 7,5 million clients in the middle of 2010. At the end of July 2010, SKS held an IPO 

which raised US$358 million and valued the company at $1,6 billion, or 6,7 times the book value and 40 times its 

2010 earnings. Like the IPO of Compartamos46 in Mexico three years earlier, the SKS IPO and the wealth it 

generated for its management team and investors has stirred considerable controversy in India and abroad. 47 Some 

see this as a great way to attract capital to a neglected sector of the economy while others see it as a grave danger 

that may stunt the push for quality micro-savings products and provoke regulators and the media to attack 

microfinance and question its overarching social purpose and outcomes.48 

 Flemming Kramp, argues that the possibility to make money and the high repayment rates proven by Grameen 

Bank created a high interest in investing in the Microfinance Industry, and make a profitable business.49 In addition 

to that Muhammed Yunus was not among those rejoicing: ”I am shocked by the news about the Compartamos IPO, 

when socially responsible investors and the general public learn what is going on at Compartamos, there will very 

likely be a backlash against microfinance.”50 A leader of one nongovernmental organization in Latin America 

argued that Comportamos’s strategy is ”socially, economically, and politically dangerous and should be morally 

condemned” (Velasco, 2007)  

The role of fully commercial, profit-seeking institutions in providing such microfinance loans is controversial. In 

Yunus depiction, Comportamos is nothing but a brute moneylender, the very beast that Grameen Bank was built to 

root out. For Yunus, microfinance institutions should be ”social businesses” driven by social missions.  

Comportamos initial public offering makes it possible to imagine investors funding microfinance globally at $30 

billion per year, rather than $4 billion (estimates by CGAP, 2008). This hope makes it possible to imagine serving 

over one billion low-income customers, rather than 133 million counted in 2006 or 175 million projected for 2015 

(Daley-Harris, 2007). Microfinance ”has lost its innocence, to attract the money they need, microlenders have to 

play by the rules of the market. Those rules often have messy results” (von Stauffenberg, 2007 – Comportamos 

supporter).51    

 

                                                
46 In April 2007, Banco Compartamos of Mexico held an initial public offering of its stock in which insiders sold 30 % of their 
holdings. The sale was oversubscribed by 13 times, and Comportamos was soon worth $1.6 billion. 
47 For example see the Oxford-style debate between Vikram Akula and Alex Counts at the Asia Society 
(http://asiasociety.org/business-economics/development/can-pro between Vikram Akula, Muhammad Yunus and Mary Ellen 
Iskenderian at the Clinton Global Initiative 
(http://www.clintonglobalinitiative.org/ourmeetings/2010/meeting_annual_multimedia_player.asp?id=83&Section=OurMeetin
gs&Page  
Title=Multimedia).  
 
48 Published in 2011 by the Microcredit Summit Campaign (MCS) 
49 Interview – Flemming Kramp – Appendix  
50 Cull, Robert. Demirgüc-Kunt, Asli & Jonathan Morduch: Microfinance Meets the Market - 2009 
51 Cull, Robert. Demirgüc-Kunt, Asli & Jonathan Morduch: Microfinance Meets the Market - 2009 
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From non-profit to for-profit 

In this section I offer an overview of the economic logic behind microfinance institutions, and describe how the 

movement from socially oriented non-profit microfinance institutions to for-profit microfinance has occurred, and 

lay out some of the unanswered questions about the role of commercialisation in microfinance. From the 

economics standpoint, the main difference between for-profit and non-profit status is the ability to distribute 

profits. If nonprofits earn revenues greater than costs, they have to plough them back into the business to further 

social missions. For-profit institutions, in contrast, can do what they wish after-tax profits.  

 

In the beginning of the 1980s, microfinance pioneers started shifting the focus. Instead of farmers, they turned to 

people in villages and towns running ”nonfarm enterprises” – like making handicrafts and running small stores. 

The shift brought advantages, since nonfarm business tends to be less vulnerable to the vagaries of weather and 

crop prices, and they generate income on a fairly steady basis. The top microlenders boast repayment rates of 98 

percent and higher, achieved without requiring that loans de secured collateral. The high loan repayment rates for 

microfinance institutions were credited to new lending practices, especially ”group lending” (also called ”joint 

liability” lending), and economic theorist took note.  

In the 1980s and 1990s, policymakers argued that the new microfinance institutions should be profitable or 

financially sustainable. The argument for emphasizing profit-making microfinance institutions proceeds in three 

steps. First, it holds that small loans are costly for banks to administer and that poor households can pay high 

interest rates. Moneylenders (loan sharks) charge interests rates of over 100 % per year, so, it is reasoned, and 

charging anything lower must be a benefit. CGAP articulates this argument sharply ”access to finance is more 

important than the price”. The second part of the argument holds that subsidies were at the root of problems in 

state bank, and that, even in nongovernmental institutions, ongoing subsidization can weaken incentives for 

innovation and cost-cutting. The third part of the argument holds that subsidies are not available in the quantities 

necessary to fuel the growing sector, so that if the goal is to spread microfinance widely, no practical alternative 

exist to pursuing profitability and ultimately, full commercial status.52  

 

A research conducted by Cull, Demircüg-Kunt & Morduch conclude that microfinance will no doubt continue to 

expand and become part of the financial mainstream. Experience though, suggest that the profile of commercial 

banks that offer microfinance in low-income communities looks different from that of non-profit microfinance 

institutions run by nongovernmental organizations. Commercial microfinance banks are more likely to have for-

profit status and to involve an individual lending method, larger loans, fewer women customers, lower cost per 

dollar lent, higher costs per borrower, and greater profitability. Nongovernmental microfinance organizations are 

more likely to be a non-profit employing a group lending method, giving smaller loans, serving more women, 

employing subsidies more heavily, facing higher costs per dollar lent, and being less profitable. The proponents of 

                                                
52 Cull, Robert. Demirgüc-Kunt, Asli & Jonathan Morduch: Microfinance Meets the Market - 2009 
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the for-profit approach, claims that empirical evidence neither shows that the poor cannot afford higher interests 

rates, nor that there is a negative correlation between the financial sustainability of the institution and the poverty 

level of the clients. The main argument to support the for-profit view is that large-scale outreach to the poor on a 

long-term basis cannot be guaranteed if MFIs are not financially sustainable. Parallel with this development, 

donors, policy makers, and other financiers of microfinance have recently made a shift from subsidizing MFIs 

institutions toward a focus on financial sustainability and efficiency of these institutions. Among other things, this 

increased focus on financial sustainability and efficiency is due to a number of developments, which the 

microfinance business has been recently confronted with, such as the increasing competition among MFIs, the 

commercialization of microfinance i.e., the interest of commercial banks and investors to finance MFIs, 

technological change that also has become available for, and implemented in microfinance, and financial 

liberalization and regulation policies of the government.53  

The study, also suggest that individual based MFIs increasingly focus on wealthier clients (mission drift) whereas 

this is less so for the group-based MFIs. From a policy-making perspective it is very important to know whether 

there is a trade-off between sustainability and outreach. However, the studies show (Cull, Demircüg-Kunt & 

Morduch) that microfinance does seem to make a difference in recovery after a natural disaster and it does seem to 

help empowering women. These results are reassuring as both areas are high on the agenda of many NGOs and 

policy makers.  

Hudon and Traca conclude that subsidies do not have to compromise efficiency of MFIs, as long as subsidy levels 

remain moderate. In particular, providing smart subsidies (i.e., subsidies for starting up new branches in untapped 

areas, subsidies for staff training etc.) may actually improve the performance of MFIs.54 Their contribution supports 

the view that aiming for financial sustainability only may not be a fruitful venue when discussing the long-term 

viability of microfinance.  

 

Some of the arguments for commercialism originate from the research conducted by Roy Mersland and R. Øysten 

Strøm. Their main conclusion is that they cannot find any evidence of mission drift, using data from rated MFIs in 

74 countries for the period from 1998 to 2008, supplying both descriptive and econometric evidence from panel 

data estimations on mission drift. They find that the average loan size has not increased in the industry as a whole, 

nor is there a tendency toward more individual loans or a higher proportion of lending to urban customers. The 

average loan is the most commonly used indicator among microfinance investors and donors to measure the degree 

of MFI outreach to poor customer segments. Mission drift occurs when the size of the average loan increases. This 

indicates that an MFI has moved into new customer segments, either because it begins to include customers who 

are better off or because existing clients experience success and are thus able to take larger loans.  

 

Increasing the depth of outreach means reaching more women. Outreach to women has been a priority almost since 

the inception of Grameen bank. Group lending has been the cornerstone of micro financing. Instead of requiring 
                                                
53 Lensik, Robert & Hermes, Niels – Microfinance: Its Impact, Outreach, and Sustainability - 2009 
54 Hudon, M., & Traca, D. (2011). Subsidies and sustainability in microfinance. World Development, 39(6), 966–973 
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formal collateral, loans are backed by peer groups. Therefore, a shift from group lending to individual lending leads 

the MFI away from uncollateralized lending necessary to reach the poorest customers and may bring about mission 

drift and a reduction in the overall developmental impact stemming from group participation.  

  

Thus the more cost effective MFI, the smaller the average loan. A prediction can thus be made that further efforts 

to reduce costs will result in MFIs reaching out to even poorer segments, when profitability is at the same level. So 

rather than concentrating on MFIs ”commercialization,” attention should be focused on how to reduce cost per 

client. Since the microfinance industry is still young and growing strongly, there should be room for cost reductions 

in the future. Better management may provide MFIs with good economic reasons to stay in the poorer segment.55 

 

A study conducted by Montgomery and Weiss, suggest that given a supportive regulatory environment, it is 

possible for commercially-oriented microfinance banks to meet a “double bottom-line” of simultaneously pursuing 

profits and a social mission to promote development. Especially in the rural areas the bank that was examined in 

Pakistan were contributing to the achievement of some of the MDGs by reducing poverty, empowering women, 

and improving the health of children.56  

 

In our present capitalist society, in order to make new development strategy work, sustainability is the key if one’s 

goal is long term survival of the company/institution. In order to make microfinance serve millions of poor 

households, it needs to demonstrate the sustainability if it wants to attract the necessary capital to serve its purpose. 

CGAP prepared a list of ‘Key Principles of Microfinance’ (Appendix) also endorsed by leaders at the G8 summit 

held in 2004. The forth principel states that: 

• “Financial sustainability is necessary to reach significant numbers of poor people. Most poor people are not 

able to access financial services because of the lack of strong retail financial intermediaries. Building 

financially sustainable institutions is not an end in itself. It is the only way to reach significant scale and 

impact far beyond what donor agencies can fund. Sustainability is the ability of a microfinance provider to 

cover all of its costs. It allows the continued operation of the microfinance provider and the ongoing 

provision of financial services to the poor. Achieving financial sustainability means reducing transaction 

costs, offering better products and services that meet clients needs, and finding new ways to reach the 

unbanked poor.” (CGAP 2004, Key principles of microfinance, (Appendix D)  

 

Some MFIs have found their own way to financial sustainability, however, many MFIs have failed in this effort 

and private or governmental donations and/or grants still represent the reason why these institutions are able to 

survive. What distinguishes microfinance from other “grassroots” development strategies is that microfinance holds 

out the promise that development can be made to pay for itself, and maybe even generate a surplus, enough to fund 

                                                
55 Roy Mersland, R. Øystein Strøm (2009), ”Microfinance Mission Drift?” University of Agder, Kristiansand  
56 Montgomery, Heather & Weiss, John – Can commercially-oriented Microfinance Help Meet the Millenium Development 
Goals? Evidence from Pakistan (2010) 
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an ever-expanding number of beneficiaries on a permanent basis. Here is the opportunity to achieve program 

sustainability on a truly significant scale that provides an integral piece of poor households’ livelihood and coping 

strategies: financial services.  

 

Synergies and Trade-offs 

As mentioned earlier, the microfinance industry has long speculated about potential trade-offs between financial 

and social goals. While struggling to achieve rapid growth, serve more clients, improve portfolio quality, and 

become financially sustainable, MFIs with a double bottom line have to ensure they are meeting their development 

goals (women’s empowerment, rural outreach, and social responsibility to clients). Often, development goals put 

pressure on financials, and many MFIs worry that becoming ”socially-focused” may deteriorate their efficiency, 

portfolio quality or productivity. At the same time, the microfinance industry is giving more importance to 

avoiding over-indebtness, having better human resource policies in place, and implementing proper staff training 

and incentive schemes that may improve financial performance as well. These potential synergies between social 

performance and financial performance can compensate for some of the trade-offs commonly associated it pursuing 

a double bottom line.  

A study conducted by Bassem57 in the MENA region concludes that the relationship between FP and SP is neutral, 

but they were able to confirm the presence of a trade-off that stems from the desire of microfinance institutions to 

reduce their portfolio at risk. However, they did not find that a higher portfolio at risk is associated with poorer 

clients, and hence a not justified mission drift. So the overall conclusion is that MFIs can well and truly achieve 

their double objective (social and financial) and thus fulfil their “ultimate promise” of a double bottom line.  

 

A study by Hermes and Lensik, concludes that the contributions on the outreach versus sustainability discussion are 

threefold. First of all, there is strong evidence that the trade-off between the two is existent. Aiming for 

sustainability does compromise the social goals of MFIs (Hermes et.al., 2011). Similarly, transforming MFIs into 

formalized banking institutions does not only have positive consequences for the poor (Cull et.al, 2011). This is a 

clear, yet provocative, message. It is relevant for policy makers when deciding on whether or not to subsidize 

microfinance; it is relevant for microfinance practitioners for their decisions to further improve the efficiency of 

their operations; and it is relevant for commercial investors, especially those who aim for socially responsible 

investments. The size of the trade-off and how much a marginal improvement of the financial sustainability of an 

MFI mean in terms of reducing outreach to the poor is still an area where evidence is lacking. One attempt of 

analyzing this issue is made by Galema and Lensik (2009). Based upon small sample of 25 MFIs, they calculate to 

what extent social investors are willing to accept a decrease on returns (or an increase in the riskiness of returns) to 

achieve higher outreach. Interestingly, they show that whereas the trade-off is not large for average loans of 180 

US dollars or more, it is for average loans below this level. This outcome suggests that the trade-off is particularly 

                                                
57 Bassem, Ben Soltane:  ‘Social and Financial Performance of Microfinance Institutions: Is there a Trade-off’(2012)  
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severe for the lower end of the poverty distribution, that is, the group that is typically targeted by MFIs.58 However, 

obviously, more research into the size of the trade-off is needed in the future to be able to come to convincing 

conclusions on this issue.  

 

A research conducted by Adrian Gonzalez59 confirms that 1) investments in human capital (social performance 

training and social responsibility) go hand-in-hand with higher staff productivity and better portfolio quality, but 

lower efficiency; 2) that social performance training and human resource policies have stronger synergies and 

weaker tradeoffs with financial performance; 3) and that serving the very poor and poor comes at a cost in terms of 

efficiency, but not in terms of risk or productivity, even after considering differences in loan size. The implications 

of these results are many. First of all, the analysis finds that for MFIs, improving client retention improves financial 

performance, and devoting funds to process discipline and staff support pays off. Consequently, funders cannot 

ignore MFI investments in staff training, incentives, and human resource policies, whether they are socially or 

financially driven. Additionally, critics of high interests rates and high costs need to be aware that exclusive 

targeting of very poor and poor borrowers increases the average cost of loans to the borrowers, and most likely the 

interest rate that borrowers must pay in order to cover the MFIs costs.  

 

Staff productivity (Appendix 8) is an area closely related to social performance management and social 

responsibility to staff. In particular, staff training and social performance incentives are expected to improve staff 

productivity (happier staff and staff retention go hand in hand, and both improve productivity (as staff members 

need to spend more time on acquisition of new clients). From the narrow financial point of view, the focus is 

usually on the number of borrower per loan officer or staff. The analysis of Adrian Gonzales productivity was 

measured as a number of borrowers per staff in order to capture the effects of all services (financial and non-

financial) offered by MFIs on total number of staff. 

Both training of staff and staff appraisal on social performance are associated with higher productivity. On average, 

the productivity of MFIs with training of staff on social performance is between 26-29 borrowers per staff higher 

than the productivity of those MFIs without any training on social performance, and the productivity of those MFIs 

that conduct staff appraisal on social performance is 18 borrowers per staff higher than that of MFIs that do no 

conduct staff appraisal on social performance. Common element of staff incentive schemes include productivity, 

outreach to new clients, good portfolio quality, and low drop-out rates.  

 

                                                
58 Hermes, Niels & Lensik, Robert: Microfinance: Its Impact, Outreach, and Sustanability – (2009) 
59 Microfinance Synergies and Trade-offs: Social versus Financial Performance Outcomes in 2008 
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The more progressive the human resource policies implemented by MFIs, the higher the productivity of their staff. 

In particular, the results show that on average every human resource policy increases the productivity of staff 

between 6-7 borrowers per staff. The particular policies identified in the survey are, clear salary scale based upon 

market salaries, medical insurance for all staff, pension contribution, practices and procedures which ensure safety 

of the staff, equal pay for men and women with equivalent skill levels, staff participation in decisions that affect 

them, anti-discrimination policies, and anti-harassment policies (Appendix).  

 

Social Performance and Portfolio Quality (Appendix 9) 

This section highlights the interaction between SPM and portfolio quality of MFIs. On the SPM side, the focus is 

primarily on policies dealing with consumer protection, training of staff regarding SPM, and dropout rates. In 

particular, it can be argued that consumer protection policies will improve the portfolio quality of MFIs, especially 

for those MFIs focused on avoiding overindebtness or evaluating repayment capacity of borrowers. Training of 

staff on SPM is expected to be associated with better repayment quality as well, as a more qualified staff is 

expected to better evaluate the repayment capacity of borrowers. Lower dropout rates are expected to be associated 

with recurrent borrowers and better portfolio quality. In the area of portfolio quality, the analysis focuses on 

portfolio at risk over 30 days (PAR30) and write-off ratio (WOR), both common measures of portfolio quality of 

MFIs.  

 

The research of James Copstake60 concludes that trade-offs between social mission and financial performance is 

affected by each other in a negative direction. For example, raising interest rates on loans is likely to improve 

financial performance, but at expense of current social performance. Many MFIs have emphasized the prime 
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importance of serving more clients through growth. The cost of investing in new capacity has an adverse financial 

effecting the short-term, but this can be offset eventually by realization of economies of scale. Another important 

issue is how accurately a financial institution is able to assess its performance possibilities at the beginning of any 

period, and to measure its actual performance at the end of the period; ‘in a mythical world of perfect information, 

the directors of financial institution would set performance goals, managers would make decisions to achieve them, 

outcomes could be monitors systematically and lesson learnt’. Enthusiast of harmonization argued that this will 

reduce uncertainty and confusion by making it easier for investors to compare social performance between MFIs. 

However, others feared that a drive to establish standard benchmarks would undermine diversity of goals and 

context-specific approaches to the use of microfinance as a development tool. Moreover, Copstake highlights that 

the significance of mission statements depends on how much weight the MFI leaders and boards attach to them in 

decision making. Copstake concludes 3 matters; first, a simple model distinguishing between social and financial 

performance preferences, possibilities, and assessments systems was used to suggest that mission drift can most 

precisely be defined as ex post changes in stated preferences to fit unplanned outcomes.  

 

 

Copestake  

 

 
 

Second, improved goal setting and strategic planning, routine monitoring of the poverty status of clients and ex-

clients, a capacity for follow-up research into the reasons behind observed changes (when unclear), and periodic 

reviews of these activities can all be carried out more cost effectively and systematically. This can help to 

accelerate the pace of innovation and growth in a more poverty and gender aware manner, and to reduce mission 

drift. Finally, there is a scope for better social performance management more widely. A significant step would be a 

voluntary process of improving monitoring, analysis, and reporting of trends in standardized indicators of financial 

inclusion and client satisfaction across all providers of retail financial services.  

The MFI’s mission is represented by a set of indifference 
curves (C1, C2, C3 etc.), each representing a set of 
combinations of social and financial performance that are 
equally attractive. From any given initial level of 
performance (Pt) an MFI is constrained in how it can change 
its position wihin the next period by a performance 
possibility locus PPt+1 of potentially attainable positions. 
This reflects its room for maneuver, and is determined by 
scope for policy change, operational reforms, investment, 
innovation, and growth. Change possibilities over one 
period are illustrated by the five arrows. 
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This paper is relevant to this research project, because it helps you understand the concept of mission drift, and 

moreover, understand the consequences of the strategies that the MFIs decide to follow. In addition to that he 

recommends an action plan to help social performance management.  

 

Research conducted by Pawlak and Matul61 concludes that the key to developing sustainable SPM systems and 

practices is to consider their design from the perspective of the organizational mission. The fact that SPM system is 

built on the organizational mission ensures its cost-effectiveness and facilitates its institutionalization. It not only 

stimulates an MFI to verify the fulfilment of its social mission and to innovate in the search of for optimal solutions 

to address development needs in a given intervention context, but it also can improve its financial condition 

through client segmentation, and risk management leading to increased efficiency, better product development, and 

strategic decision-making on the competitive microfinance markets.  

 

 

 
 

 

Training of staff on SPM is associated with better portfolio quality. On average the write-off ratio (WOR) of MFIs 

with training of staff on SPM is 1.5 percentage points lower than that of MFIs without any training, and the 

difference is 1.6 percentage points for portfolio at risk over 30 days (PAR30). Many areas of social performance 

emphasize the fair treatment of clients, understanding client’s overall social and financial situation, and general 

good practice in client handling. Much of this training may reinforce the underwriting and client management 

techniques needed to establish and maintain good repayment practices. This effect may also be related to the high 

correlation between training. 

                                                
61 Pawlak, Katarzyna & Michal Matul – ’Realizing Mission Objectives – A promising Approah to Measuring the Social 
Performance of Microfinance Institutions’ (2004)  
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Role of governments62 

As governments become more actively involved in the financial inclusion agenda, a key challenge is defining roles 

for government in creating a broader and interconnected system of market actors needed for safe and efficient 

product delivery to the poor.  

 

Governments have tempted to bridge the financial infrastructure gap in a variety of ways, moreover they have 

become increasingly aware of the need for market-level infrastructure to serve financial inclusion. For example, 

over-indebtness crises in some saturated microfinance markets, has spurred new government interests in promoting 

reliable credit reporting with more comprehensive borrower information. In Bosnia, where participation in the sole 

private credit bureau was expensive and voluntary, inadequate credit information led to over-indebtness and high 

loan delinquency rates. Consequently, the central bank expanded a state-owned Central Registry of Credits (CRK) 

and required all Bosnian financial institutions to provide data to CRK. Other regulators have not intervened in the 

same way. In Morocco, MFIs also had no reliable credit information but solved their dilemma for the time being by 

informally sharing information among themselves- ultimately reducing cross-lending rates from 35 percent to 15 

percent in 18 months. Governments are also involved in creating unique forms of ID that can enable access to the 

financial systems. An inability to comply with customer ID requirements is perhaps the largest single 

infrastructural obstacle to financial inclusion since many low-income individuals do not possess reliable forms of 

ID, effectively excluding them from formal financial services. Unique ID is increasingly viewed as a public good 

and a government responsibility. However, unique ID, whether in the form of a card or a number or other unique 

feature, is costly and time consuming to develop. Perhaps more importantly, government have a number of 

competing interests in pursuing ID programs. ID programs can promote access to bank or e-money accounts, or 

more efficient welfare payments, but the same ID program can be used for other purposes (such as tax collection or 

political surveillance) that deter the poor and may limit ID effectiveness as a means of bringing poor people into 

the formal financial systems. (Appendix 7) 
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Back to Client Focus 
“Right now we’re a lot more attuned to investor demands than we are to client demands” – Monique Cohen, 

President of Microfinance Opportunities. 

 

This section will undertake some of the initiatives that have been provided by the microfinance industry, where the 

focus is on the social bottom-line. I will discuss some of the pros and cons of the tools and finally in the last section 

I will analyze which effect the Social Performance Management Tools have had on the MFIs and more importantly 

on getting the ‘social mission’ back in focus.   

 

So what can be done to ensure that microfinance is returned to the right track and is known again for the good that 

it does and not for the harm, that financial services are provided in a way that helps people move out of poverty 

rather than staying mire in it.  

The book ”Portfolios of the Poor” by Daryl Collins, Jonathan Morduch, Stuart Rutherford and Orlanda Ruthven 

gives a fascinating view into the challenges of managing incomes that are small, irregular and unpredictable. It 

shows how people living in poverty must become incredible financial managers just to survive.   

The recognition that managing financial performance alone is not enough to achieve MFIs missions has led, over 

the past 10 years, to the creation of a variety of initiatives seeking to promote the concept of social performance 

management (SPM). These initiatives have sought acceptance for SPM primarily through research and the creation 

of tools and guides to help MFIs integrate SPM into their operations or establish industry best practices.  

 

The sector has to restore credibility and initiatives have been created 

In response to the recent developments in the microfinance sector, initiatives have been taken to address the 

challenges the sector is now facing. Along with a strong focus on preventing over-indebtness and increasing 

transparency, microfinance is faced with the challenge of restoring credibility to the sector and restore investor 

confidence that microfinance is the viable investment that also provides a social return.  

Social performance initiatives 

Social performance is currently the main focus of these initiatives. Through implementation of social performance 

initiatives and reporting of social performance indicators, the sector will be better equipped to prevent the ill effects 

of rapid growth and commercialization while also providing insights on how MFIs interact with clients. As the 

sector continues to grow and reaches more clients in more ways, social performance will have an important role in 

the MFIs ability to attract funding as the sector becomes more competitive. Of course, this will only hold if 

responsible investing is adhered by all types of funders. The initiatives developed as the sector matures present an 

opportunity for funders to lead by example and minimize the negative results and optimize the positive potential of 

microfinance. The rest of this section describes the main initiatives:  

• The Social Performance Task Force 

• The Smart Campaign 

• MFTransparency 
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• The Principles for Investors in Inclusive Finance 

• The Microfinance Information Exchange 

 

 

 

 

 

63 

 

 

Social Performance Task Force 

The original purpose of microfinance was to improve client welfare, however for the last two decades; many 

MFIs have prioritized the financial sustainability of their organization over sustainability of the clients they 

serve.64 Transparent pricing and preventing overindebtness of clients have become important issues in the 

sector. This shift in focus, which is commonly referred to as ‘mission drift’ has led investors and the general 

public to question whether microfinance has drifted away from its mission to improve the lives of clients.  

Social Performance Management  

Social performance monitoring and management encompasses the entire set of processes implemented by a 

microfinance institution to generate positive outcomes for its clients and for the communities it serves. They 

include analysis of the development goals of institutions, the systems and procedures MFIs have in place, and the 

effectiveness of these at monitoring progress towards organizational objectives. The development of these 
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procedures has only just begun in microfinance, yet almost all industry stakeholders agree on the importance and 

necessity of social performance information and management.  

Globally, social performance measurement and reporting is in the nascent stage. Performance can only be 

understood and improved if it is measured.  

Before starting any work related to SPM it is necessary for an MFI to better understand what kind of 

information is really needed. This clarity allows efficient allocation of resources and enhances the usefulness 

of the collected information. The key element in assessing needs for the SPM is thorough analysis of the 

MFIs mission, taking into account the broader picture of current program design and potential areas of future 

development intervention. To create and develop a successful institution, there is need for clear goals that will 

drive the institution forward (Phillp Kotler). Clarity is needed to direct not only the staff management and 

clients but also the actions of other stakeholders. These goals are reflected in the organizational mission, 

which therefore is a good starting point for the development of institutional performance systems.  

The most prominent manifestation of the growing industry consensus has been the Social Performance Task 

Force (SPTF), an international group comprised of investors, donors, MFIs, microfinance networks, research 

agencies, and other stakeholders united in the goal of defining, measuring and improving the social 

performance of MFIs. The SPTF has created both a framework of analysis, and a set of standardized indicators 

to assess MFIs social performance.  Social performance is not just about results – it is also about the process of 

achieving results through strategy and operations: an MFI need appropriate policies and procedures to achieve 

its development objectives. At the same time, the institution’s social results can be used to improve overall 

institutional performance, creating a virtuous circle of institutional improvement.  

 

The Social Performance Management Practice based guide 

Given MFIs varying needs and capacities, there is no one ’right way’ to do SPM. Your context and situation will 

determine where you start, and which aspects of the process you focus on. Whatever starting point, keep the end 

goal in sight: SPM is about delivering social value to the clients.  

Across the industry, there are two approaches to SPM integration – a systemic approach, and an approach that 

starts by addressing”burning issues”. Some MFIs turn to SPM because they need to quickly address a ’burning 

issue’, eager to develop systems to address the crisis. A systemic approach to SPM would see an MFI starting with 

their strategy, getting clarity on their objectives, integrating this understanding into their information systems, and 

then using the information generated to align each operational system in turn.  

SPM helps microfinance institutions address the most important challenges they face today. Since microfinance 

main aim is to create positive change for clients, and help to lift them out of poverty. To achieve this, most 

microfinance institutions have traditionally focused on outreach and sustainability, without systematically trying to 

understand whether clients lives were improving. In response, initiatives debate around access, responsible finance 

and transparency are gaining traction. As a result the SPM agenda incorporates elements of all of these; however 

more importantly also address how microfinance can make a positive difference in the lives of clients. In doing so, 

SPM helps MFIs to become social enterprises that deliberately manage both their social and financial goals.  
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Mainstreaming social performance into operations can help an MFI:   

• Designing and implementing systems to enhance its social responsibility to clients 

• Track, understand and report on whether it is achieving its social objectives 

• Align governance and business processes to achieve both social and financial objectives  

• Ensure that decision-making considers both social and financial outcomes.  

The SPTF has grown rapidly since its inception in 2005, and gained membership consisting of over 1.000 members 

from all over the world, which represent nearly 600 organizations. These organizations represent every 

microfinance stakeholders group: practitioners, donors and investors (multilateral, bilateral and private), global, 

national and regional associations, technical assistance providers, rating agencies, academics and researchers, and 

others.  

SPTF membership brings all members together with one definition of social performance and the recognition that 

financial performance alone is insufficient to achieve the goal of serving and improving the lives of poor and 

excluded people sustainably. With a shared definition of social performance, all members then commit to 

improving social performance of microfinance.  

 

Tools developed  

For members to implement improvements in their social performance management, a variety of tools are provided 

by SPTF.  

• Client Protection Tools: The Smart Campaign and MFTransparency both are leading tools promoted by 

the SPTF to improve client protection 

• Audit Tools: there are four audit tools promoted by SPTF that evaluate the MFIs intentions, systems, and 

actions, in order to determine how well they are achieving their social objectives and to identify areas of 

particular strength or weakness. 

• Poverty assessment tools: SPTF promotes two leading poverty assessment tools for MFIs that have a 

mission to target poor clients MFIs can us these tools to measure the poverty on incoming clients and 

track changes over time.  

• Rating tools: SPTF promotes four rating agencies as the recommended rating tools. These rating 

agencies provide an objective opinion on MFIs success in translating its mission into practice. These 

ratings can be important for funders in their search for new investment opportunities and therefore are 

also valuable to the MFIs as well.  

 

The Smart Campaign  

The Smart Campaign aims to improve accountability, security and transparency in financial services. This is 

important to all recipients of financial services, whether in the Western World or in developing countries. Without 

such measures, people are unable to understand the services that are best suited for them and cannot be confident in 

the choices that they make. In environments where institutions are not held accountable, the risk of misleading and 

taking advantage of clients is much greater.   
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The Smart Campaign was formed in 2008 with the vision to bring people together across the microfinance industry 

to implement a common code of conduct that governs how clients should be treated and to implement client 

protection safeguards within the industry operations. The Client Protection Principles (CPPs) resulted out of this 

effort and have been widely accepted in the industry with over 2,300 endorsers from 130 countries including 700 

MFIs (approximately one third of the total number of MFIs reporting on MIX).65 The CPPs are quickly becoming 

the basis for how MFIs should treat their clients. Of these principles, the two most important focus on over-

indebtness and transparency.  

Beyond endorsement, the Smart Campaign is now supporting the development of the tools and resources necessary 

to implement the CPPs. In addition to the support services, the campaign also is conducting assessments and 

providing CPPs certification. This has been the more difficult task for the Smart Campaign. Getting endorsements 

is easy, ensuring implementation from those endorsing is more difficult and ultimately it rests on the endorsee. 

Donors and social investors can have an important role in the promotion of the CPPs through due diligence and 

loan agreements. In addition, associations or networks have been important by promoting the Smart Campaign.  

 

Client Protection Principles 

The six Client Protection Principles:  

1. Avoidance of Over-indebtedness. Providers will take reasonable steps to ensure that credit will be extended 

only if borrowers have demonstrated an adequate ability to repay and loans will not put borrowers at significant 

risk of over-indebtedness. Similarly, providers will take adequate care that noncredit financial products, such as 

insurance, extended to low-income clients are appropriate.  

2. Transparent and Responsible Pricing. The pricing, terms, and conditions of financial products (including 

interest charges, insurance premiums, all fees, etc.) will be transparent and will be adequately disclosed in a form 

understandable to clients. Responsible pricing means that pricing terms, and conditions are set in a way that is both 

affordable to clients and sustainable for financial institutions.  

3. Appropriate Collections Practices. Debt collection practices of providers will not be abusive or coercive.  

4. Ethical Staff Behavior. Staff of financial service providers will comply with high ethical standards in their 

interaction with microfinance clients, and such providers will ensure that adequate safeguards are in place to detect 

and correct corruption or mistreatment of clients.  

5. Mechanisms for Redress of Grievances. Providers will have in place timely and responsive mechanisms for 

complaints and problem resolution for their clients.  

6. Privacy of Client Data. The privacy of individual client data will be respected in accordance with the laws and 

regulations of individual jurisdictions, and such data cannot be used for other purposes without the express 

permission of the client (while recognizing that providers of financial services can play an important role in helping 
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clients achieve the benefits of establishing credit histories).66  

 

Seven steps when implementing the Principles (Appendix 6)  

 

 

MFTransparency 

“the founding purpose of MFTransparency has been to improve transparency one country at a time and have now 

done so in over 20 countries”.  

Mftransparency was established to promote the welfare of poor micro-entrepreneurs, and to promote the integrity 

of microfinance as a poverty alleviation practice.67 While microfinance has long been highly transparent in some 

areas, pricing of loan products has been less transparent due to market conditions and a lack of regulation.  

 

Confusing interest rates, hidden fees and complicated agreements.  

As the microfinance sector has developed, many types of MFIs with different objectives have entered in the 

market. Some of them believed to only be in the market for a financial return and have done so by masking their 

true prices. These different types of MFIs have increasingly come into competition with each other, which has had 

an adverse effect on the pricing transparency of the loans. As a consequence, nearly all MFIs have a confusing 

price and are trapped into the practice. So what makes a pricing scheme confusing? When MFIs advertise rates per 

month rather than annual rates, the cost to the borrower may seem to be lower, but often it is not the case. MFIs can 

also choose to advertise interests rates through different methods, further confusing clients. In addition to confusing 

interest rates, hidden fees and complicated terms of agreements make clients unable to compare and they must rely 

on the staff of the MFI to explain what they are agreeing to. Trust in the MFI becomes very important to these 

clients, but often the staff of an MFI does not fully understand their own pricing schemes. 

 

All of these factors have made microfinance prices exceedingly difficult to understand, and as a result, clients often 

make poor choices. Although governments in some countries have passed legislation to tackle such issues, many 

markets are left without laws protecting clients. To improve transparency where the industry falls short and the 

regulation does not create an enabling environment for transparency, Mftransparency has begun to intervene. 

Mftransparency’s work has been based on the dual approach of educating stakeholders on issues of transparency as 

well as publishing the true costs of microfinance products in a clear, consistent fashion to create an enabling 

environment for transparency.68  Mftransparency has been successful in its method of working with a majority 

MFIs per country to make pricing of competition clear. According to Chuck Waterfield, CEO of Mftransparency, 

when this pricing becomes clear, most MFIs with higher pricing (whether they were previously aware or not) 

                                                
66 http://www.smartcampaign.org/about-the-campaign/smart-microfinance-and-the-client-protection-principles 
67 Source: www.mftransparency.org/(15/12/2011). 
68 Waterfield, C. (2007). The challenge of Understanding Pricing of Micro-loans. Pennsylvania, USA: MFTransparency, June.  
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typically adjust their price to those of other MFIs. The end result of this initiative has been that the price spread 

becomes smaller through price competition, leading to a market that works better.  

 

 

Product awareness 

Besides the transparency needed for MFIs to set a fair price, clients also need to know the terms of their agreement. 

When clients have complete information and understand the information, they are fully equipped to decide which 

products are best for them. This type of practice encourages open communication and a supportive relationship 

between providers and clients that can give an MFI an advantage over others. Since Mftransparency’s launch in 

2008, 889 industry leaders serving 60 million clients worldwide have endorsed Mftransparency. With their 

continued work, transparent pricing in the microfinance industry can ensure that pricing and profits find an 

acceptable equilibrium.  

 

Furthermore, the main reasons that non-transparent pricing in microfinance has evolved and spread is that the 

prices of microloans are usually higher than those of mainstream loans. The cost for a MFI to grant a loan is fairly 

flat relative to loan size. This means that the cost represents a higher percentage of the loan amount for smaller 

loans. Therefore, in order to cover the costs of these smaller loans, MFIs must charge higher prices that they would 

for larger loans.  

Due to the challenges of explaining why MFIs need to charge higher interest rates than the commercial sector, and 

have to charge the poorest clients the highest interest rates, the easier alternative has been to use pricing methods 

where the quoted appears significantly lower than the actual price. Once the industry began widely employing 

confusing product pricing, it became very difficult for any single MFI to maintain transparent pricing. To do so 

would leave that MFI advertising what appeared to be the highest price on the market, even though their true price 

could actually be the lowest. As a result, the vast majority of MFIs practice non-transparent pricing even though 

many would prefer to do otherwise.  

So the question remains; ”shouldn’t the same principles of transparent pricing applied in the commercial finance 

industry in many countries also apply to the microfinance industry?”.69  

One of the problems in microfinance is that APRs (annual percentage rates) are seldom communicated to clients. In 

order to appear competitive, MFIs tend to give a myriad of complicated, confusing descriptions of fees and prices 

that make it nearly impossible for clients to make informed decisions about the products available to them. In an 

industry where consumers are often poorly educated, without experience in accessing financial products and 

unprotected regulations, the potential for exploitation is profound. When MFIs operate in a very opaque pricing 

environment – where nobody really knows how the price of one product compares to the price of another – there is 

a real opportunity for an MFI to charge a price that generates high short-term profits but harms the clients. This is 

                                                
69http://www.digital-development-debates.org/02-doing-business/microfinance/transparency-in-microfinance.html 
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bad for the poor and the microfinance industry. High profits generated from poor by charging high, non-transparent 

prices can create a very bad public image for the microfinance industry and result in a strong backlash.   

Transparency requires the MFIs to disclose all terms and conditions to the clients before disbursement of loan. 

Important terms and conditions which need to be revealed to the clients is:  

• Loan term and installments  

• Diminishing balance intrest rate 

• Processing charges 

• Deposit requirements 

• Prepayment charges and conditions 

The terms and conditions of the loan should be given in writing and explained to the clients orally in the language 

understandable by the clients. The idea is to enhance the amount of information made available to clients to enable 

them to take informed decisions.  Many MFIs communicate the nominal interest rate to their clients. There is 

however a need for MFIs to communicate the effective interest rates to the borrowers in a manner that they are able 

to compare the cost of loans from various sources.70  

 

Principles for Investors in Inclusive Finance (PIIF)  

A group of 40 global investors have become the first to sign the Principles for Investors in Inclusive Finance. PIIF 

is an investor-led initiative convened by UNEP FI and the UN Global Compact, which was established to help 

investors achieve better long-term investment returns and sustainable markets through improved analysis of 

environmental, social and governance issues. The initiative has over 870 signatories from 45 countries, with more 

than US$ 25 trillion assets under management.  

Inclusive finance, which includes, but is not limited to microfinance, focuses on expanding access of poor and 

vulnerable populations, micro- and small-enterprises, and those otherwise excluded to affordable and responsible 

financial products and services. This encompasses a wide range of financial services including savings, credit, 

insurance, remittances, and payments. Inclusive finances carries with it the responsibility for all actors in the value 

chain – investors, retail, financial service providers and other relevant stakeholders – to understand, acknowledge 

and act in accordance with the interests of the ultimate claim. As written, clients are typically low-income and 

constrained by asymmetries in financial knowledge, power and influence. Access to finance must be provided in 

such a way that the interests of the clients are protected. By signing the agreements on the principles, direct 

investors or fund managers as well as indirect investors signal their intent to uphold the principles in their own 

investments, and to support the actions taken by other actors in the value chain to implement the principles, 

including retail financial service providers, rating and benchmarking agencies, donors, and governments regulators 

and policymakers.  

However, the principles acknowledged though that while indirect investors operate at a distance, direct investors 

can more directly influence adherence to the Principles. The examples of possible actions under each Principle are 

                                                
70 Sa-Dhan (2011), Client Protection & Social Performances of Indian MFIs: An Empirical Report   
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therefore especially meant for direct investors or fund managers who, in the value chain of inclusive finance, have 

the relationship with the financial institutions providing finance to the ultimate clients.71  

 

 

The PIIF are compromised of 7 principles that are all applicable to microfinance: 

1. Range of services – This principle aims to support retail providers to innovate and expand the range of 

financial services available to low income people in order to help them reduce their vulnerability, build 

assets, manage cash-flow, and increase incomes 

2. Client Protection – This principles aims at integrating client protection in investment policies and 

practices 

3. Fair treatment – Aims to treat investees fairly with appropriate financing that meets demand, clear and 

balanced contracts, and fair processes for resolving disputes 

4. Responsible Investment – This principle aims to include environmental, social and corporate governance 

issues in investment policies and reporting.  

5. Transparency – This principle actively promotes transparency in all aspects. 

6. Balanced Returns – This principle strives for a balanced long-term social and financial risk-adjusted 

return that recognizes the interest of clients, retail providers, and investors.  

7.  Standards – This principle aims at collaboration to set harmonized investor standards that support the 

further development of inclusive finance.  

 

Prior to the PIIF, each initiative has had to promote itself both to funders and to MFIs. These initiatives have 

grown, in part, through the endorsement or membership of funders. They are now gaining in importance as MFIs 

have incorporated the initiatives into practice. This is expected to rise even further as MFIs recognize the value of 

implementing better practices and as more investors become signatories to the PIIF. The gap is though that MFIs 

are currently struggling to stay profitable and each required initiative requires more time and money. This is not 

sustainable for many MFIs. However, the promise behind bringing these initiatives closer together is that funders 

and MFIs will be on the same page, by doing so responsible investment will be made, responsible finance will be 

provided to clients and social performance will improve.72  

 

 Responsible finance 

In a financial world characterized by responsible finance, clients’ benefits would be balanced carefully with 

providers’ long-term viability, and client protection is built into the design and business at every level. Products are 

thoughtfully designed which offer reasonable value-for-money, and minimized potential harm, such as over-

indebtness. Delivery practices are respectful, and do not rely on aggressive sales, coercive collections, or other 

                                                
71 http://www.unpri.org/ 
72 J. Unger, I & Hieminga, G – ’ A Billion to Gain? – Dutch Contributions to the Microfinance Sector – (2012) 
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inappropriate behaviour. Clients receive clear, comprehensible information so they can make informed and careful 

choices about financial products and providers. When problems or misunderstandings arise, customers have 

accessible and effective mechanism for resolving them.  

 

Role of funders in promoting responsible finance 

Donors and investors play an important role in accelerating uptake of client protection and social performance 

management by supporting all the strategies. They can create the right incentives by funding providers that have 

missions aligned with their own and that adhere to emerging good practices. As standards and benchmarks develop, 

funders that finance retail providers directly have begun to screen acceptable practices and to support partners to 

address responsible finance weaknesses.  Funders can also provide stronger performers with more financing, 

financing on better terms, or visibility. Several social investors now offer such financial incentives.  

• Incofin (Investment Management Incofin IM) developed a dashboard (called ECG`HOS) to score potential 

investees on 43 environmental and social performance indicators during due diligence. A score below the 

cut-off set by policy results in automatic rejection of the investment proposal.  

• Oikocredit provides a premium to investees that show good social performance, using a scorecard on the 

institution’s environment, social, governance (ESG) profile. The “extraordinary social relevance discount” 

is a reduction of 0,25 percent to 1 percent off the negotiated rate, depending on how an organization scores 

on eight questions.  

• Since 2010, the United Nations Capital Development Fund performance-based agreements reference CPPs, 

and the agency has identified quantitative indicators to track retail providers’ progress on two dimensions 

of responsible finance.  

To encourage use of social performance tools and MIX reporting, several funders collaborated to offer a global 

social transparency award. Others backed a regional social performance award that offers a monetary incentive and 

recognition process for Latin American MFIs that meet higher standards of accountability for their missions. 

Beyond providing technical assistance and grants at the retail level, donors (and some investors) also are funding 

the Smart Campaign, MFT, SPTF, and other initiatives that provide industry-level “market infrastructure”for 

responsible finance through standards development, tools, and validation processes.73 Another constructive 

development is collective action by investors to identify markets at risk of overheating and to take preventive 

action.74  

                                                
73 The MicroCredit Summit Campaign is spearheading creation of a Seal of Excellence for Poverty Outreach and 
Transformation in  
Microfinance. The Seal would recognize superior performance by sustainable MFIs with this social mission that achieve 
significant scale  
of service to poor clients and demonstrate strong commitment and a strategic approach to transformation of clients’ lives and 
poverty  
reduction.  
 
74 See Kappel, Krauss, and Lontzek (2010). 
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The study by Kappel, Krauss and Lontzek attempts to provide a methodology for establishing an early warning 

index for over-indebtness to aid in preventing future microfinance “crises.” Over-indebtness is defined; as the 

inability to repay all debts fully and on time, this is a huge problem if this situation occurs chronically, i.e. in 

several periods in a row, and against the borrowers will. As mentioned the rapid, growth in the recent years has 

attracted new entrants into the sector. Thus some markets have become over-saturated with MFIs, resulting in 

clients taking on more debts than they can repay, often by borrowing multiple MFIs. The issue of over-indebtness 

is compounded by borrowing from informal lenders, a lack of credit bureaus and the aggressive growth policies of 

many MFIs. Over-indebtness can be both psychologically and socially detrimental to borrowers, as well as harming 

the relationship between borrowers and MFIs. Although it can be hard to measure, investors place great importance 

on over-indebtness since it also lowers MFI portfolio quality. Using data from a survey of 119 MFIs the authors 

identify leading indicators that can signal forthcoming trouble. The indicators include remittances per capita, 

market penetration, growth rate of total loan portfolio, quality and use of credit information systems, perceived 

commercial bank involvement, perceived levels and trend in competition, perceived investment flows, MFI 

liquidity and average loan balance per borrower.75 

 

Microfinance Information Exchange 

The Microfinance Information Exchange (MIX) was founded in 2002 to disseminate information on the 

microfinance markets and ultimately to encourage standardization and transparency by providing detailed 

information on MFIs, their partners and investors.76 The MIX now provides data on approximately 2000 MFIs 

around the world. The MIX originally reported indicators focused on financial performance of MFIs. As the 

previously noted initiatives have been successful in motivating MFIs and other parties to report on social 

performance indicators, the MIX now is able to provide a first glance on the social performance of MFIs. For 

example, MIX reports now on: (Appendix)  

• The poverty level of clients at entry and their movement out of poverty.  

• Corporate governance issues such as whether members of the Board of Directors have been trained in 

social performance and the presence of a formal committee that monitors social performance.  

• How the MFI states its interest rates 

• Whether the MFI has policies in place to mitigate the environmental impact of financial enterprises 

• The number of clients reached by a product type.  

• The number of enterprises financed by an MFI and employment created by these enterprises.  

This unique dataset provided by the group of MFIs reporting on their social performance has already shed new 

light on MFI social performance management practices but can only be seen as a first glance since they represent 

only a fraction of all MFIs. For an analysis of social performance to truly reflect the sector, more complete data 

needs to be provided and by a larger percentage of the MFIs. But further reporting will rely on the participation of 

                                                
75 http://www.microcapital.org/microcapital-paper-wrap-up-over-indebtedness-and-microfinance-constructing-an-early-
warning-index-by-vivien-kappel-annette-krauss-and-laura-lontzek-published-by-center-for-microfinance-universit/ 
76 www.mixmarket.org (15/12/2011) 
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all stakeholders in the microfinance sector since the information gathered by the MIX is voluntarily provided by a 

variety of sources. As MFIs, investments funds and networks increasingly share detailed social- and financial 

performance data, the dataset will improve and provide a unique dataset that will shed further light on the sector. 

The first group of MFIs has set a trend in the reporting of social performance indicators and it is quite certain to 

grow. To guarantee that it does not catch on, donors and investors can function as an enabling factor in this critical 

phase.  

 

Do microfinance rating assessment make sense?  

Ratings of MFIs constantly gain importance in the investment process as they help to make risk profiles of MFIs 

comparable across countries and market segments in a standardised manner. The asset manager of an MIV is in 

charge of selecting the MFIs that a vehicle would like to lend to. The concrete investment terms are evaluated with 

regard to the amount, timing, structure and collateral of the funding provided. The criteria applied for selecting 

MFIs are usually made up on the one hand of a country’s risk assessment in terms of its macroeconomic situation, 

its legal, tax and investor protection system. On the other hand, various other criteria apply to assess the suitability 

of an MFI for funding such as the MFIs strategy, management capabilities, client structure, financial- and social 

performance.77  

 

Using a global dataset covering reports from 324 microfinance institutions a study conducted by Beisland and 

Mersland (2011) concludes that the ratings are mainly driven by size, profitability, and risk. The ratings do not 

seem to capture the double-bottom line objective of microfinance institutions. Moreover, the association between 

operational efficiency and microfinance ratings appears weak. Although there are some minor differences between 

the rating agencies, the overall results suggest that microfinance ratings convey information very similar to that 

communicated by traditional credit ratings. The recent crisis taught global community a lesson about ratings. The 

high ratings for several financial instruments turned out to be inaccurate. Similar lessons can be found in the 

microfinance industry. For example, Microfinanza awarded the Afghanistan MFI Normicro a BB rating in 2006 

and a BBB- rating in 2008. A triple B rating is considered a good rating in the microfinance industry and is 

considerably above average. One result of the good ratings was that several international funds, including the EU 

Bank for Reconstruction and Development (ERBD) and the US-based firm MicroCredit Enterprises, invested in 

Normico. From 2007 to 2008, Normicro more than doubles its international borrowing.  A few months later, 

Normicro found itself in serious trouble of severe internal fraud and mismanagement, which investigations 

confirmed has been going on for years. As a result the major shareholder, Kolibri Kapital, has lost its whole 

investments, and the lenders are currently struggling to keep the MFI afloat and minimise their losses. The findings 

further conclude that efficiency seems to be totally unrelated to MFI ratings for all agencies but one. Many may 

find it strange that a rating that is supposed to measure how well MFIs are functioning does not reflect MFI 

                                                
77 Deutsche Bank Research – ”Microfinance: An emerging investment opportunity” – December, 2007. 
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operational efficiency. One consequence of excluding efficiency from ratings may be that MFIs do not improve 

efficiency levels because a high degree of efficiency is not required for them to receive a good rating.  

A typical MFI has multiple bottom-line objectives and is expected to deliver both financial and social results. If 

these ratings are supposed to be comprehensive in the sense that they reflect firm’s ability to achieve all objectives, 

then performance assessment ratings should also be a function of social performance indicators. However, they 

were unable to discover any statistical relationship between a number of social performance indicators and ratings. 

This conclusion holds for all rating agencies studied.   

 

Furthermore, a study conducted by Gutiérrez and Serrano78 on MFI Rating Agencies clearly conclude some of the 

problems with the MFI Rating Industry. The article presents a series of hypotheses. For example, they hypothesize 

that MFIs with a better financial performance will receive better ratings; moreover they hypothesize a relationship 

between social performance and rating. The primary concern of the research is the need for more social 

performance measures in the microfinance rating industry. The revealed as expected a positive and significant 

relationship between rating and size. It also established positive and significant relationship between rating and 

profitability and between rating and productivity. Finally they found a negative and significant relationship 

between rating and risk. The results indicated that there was no significant relationship between rating and social 

performance. They did, however identified several financially weak, low-rated MFIs that outperformed the others 

on social indicators. From the point of view of financial statement analysis, the ratings they received were correct; 

however, from a larger point of view, such ratings could threaten the overall social mission. This is especially true 

if socially responsible investors make decisions based solely on MFI ratings and are unaware that ratings score s 

apply too financial matters alone. The finally conclude that because MFIs have a double nature, they strongly 

believe that both financial and social outputs must be carefully assessed. Therefore it is crucial that rating agencies 

place a stronger emphasis on collecting, documenting, and rating MFIs social achievements as a complement to 

their financial ratings. Moreover, they highlight the importance of common guidelines and standardization of the 

rating agencies, since there are o many small rating firms employing different methodologies and rating scales.    

 

They have concentrated their empirical research on global risk assessments from Planet Rating, which is a leading 

rating organization. However, information on social performance was more difficult to obtain because such 

indicators are not widely reported.  

 

  

 

 

 

 

                                                
78 Gutiérrez-Nieto, Begona & Serrano-Cinca, Carlos: Factors Explaining the Rating of Microfinace Institutions – June 2009 
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A survey of 405 MFIs in social performance management.79  
 

This report is the only report at the moment with such a large dataset on social performance indicators, this clarifies 

the state of the social performance in the microfinance sector. The report assesses the various aspects of social 

performance management as reported to the Microfinance Information Exchange (MIX) by 405 microfinance 

institutions from 73 countries in 2009 and 2010. It provides a framework for analyzing the current state of social 

performance practice across regions, based on the social performance indicators selected by the Social Performance 

Task Force (SPTF), and highlights current challenges in data collection and reporting.  

According to the principles of the SPM, an MFI needs to look at each area of its operations to assess whether and to 

what extent its systems and policies are aligned with its mission, goals and targets. But how many MFIs are doing 

so? How difficult is such an assessment? The general trends described in the survey are based on statements of 

survey respondents, which are further analyzed.  

 

 
 

 

Results and key findings of the survey 

Most progress in SPM has occurred in the measurement of client retention rates, staff appraisal and staff incentives, 

while weakest areas are monitoring client poverty levels and market research. When social performance is included 

in the agendas of the board and management, MFIs show better ability to track outreach indicators and align SPM 

policies with their mission. Staff training on SPM is progressing and is instrumental to the definition of an SP work 

plan.  

The survey asked respondents to assess in which areas of SPM they have observed the most progress and 

emergence of common practices. Respondents were also asked to indicate the strength of the trends upon which 

                                                
79 Pistelli, Micol & Simanowitz, Anton (2010) – ’State of Practice in Social Performance Reporting and Management’ – Imp-
Act Consortium  
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they commented: weak, medium or strong. The results were quite varied and can be grouped into three trend 

groups:  

 

Medium/Strong Progress In measurement of client retention and staff appraisal and incentives  

Medium Progress In staff training on SPM, social responsibility to clients and to staff  

Weak progress/ no clear trends In monitoring advancement of clients out of poverty and market research on 

clients 

 

 

 

 

 

 

Governance and organizational structure 

As SPM plays an increasingly important role among social-oriented MFIs, board involvement in SPM monitoring 

is becoming more and more common. Looking at how board members are committed to, an involved in, reviewing 

social performance information, the majority of the MFIs reporting social data to MIX (77 percent) ensure that 

social performance issues are identified as components of the MFIs strategic and business plans. In terms of more 

in-depth commitment, 45 percent of MFIs reported organizing staff and client visits for board members, while just 

21 percent of MFIs reported having a standing social performance committee that regularly reviews social 

performance issues and 28 percent reported having board members trained on social performance management.  

Recognizing the importance of Social Reporting issues, some networks, such as MFC, MCPI and CRS-MISION, 

invite key members of MFIs to workshops and seminars, where they present the concept of SPM and provide a 

business case for implementing it.  

In addition, a wide range of initiatives exists to help MFIs. Institutions can report interest rates to MFTransparency 

and promote the Client Protection Principles by endorsing the Smart Campaign and receiving a certification of 

compliance. Imp-Act Consortium offers strategy workshops aimed at equipping MFIs to define steps to develop 
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their social performance management systems. Finally, Grameen Foundation’s PPI and USAID’s PAT 

(http://progressoutofpoverty.org/understanding-the-progress-out-poverty-index) - two simple and accurate means 

of measuring poverty incidence – are available in over 30 countries with benchmarks for local conditions and 

international poverty lines.  

Three case studies provide insights into mechanism for achieving active board engagement in SPM. AMK, SEF 

and Prizma have opted to introduce a committee structure that formalizes the board’s responsibilities for 

monitoring social performance and provide strategic guidance to management.  

• AMK (Angkor Mikroheranhvatho (Kampuchea) Co. Ltd) – reports that its social performance committee 

has been instrumental in prioritizing areas in which to focus to address gaps in its SPM strategy and to 

simplify processes and formats. A social performance-reporting tool keeps the committee and the board 

informed, facilitating the flow of information and highlighting issues of concern. AMK also benefits from a 

board that balances development and banking experience, allowing a blend of social and financial 

considerations.  

• SEF  (The Small Enterprise Foundation) – has recruited a specialist on social performance management to 

advise the board and further strengthen its interests in this area.  

• Prizma (MFI in Bosnia & Herzegovina) – has managed to make the switch from person – to system-driven 

integration of SPM into its board. Two long-standing board members who were closely involved in the 

design of its social mission and goals left, weakening board and top management expertise. The 

recruitment of new board members was time consuming, as was ensuring their SPM buy-in. However, the 

existence of mechanisms such as the social performance committee and integration of SPM into the 

organization’s operations ensured that the reduced board contribution to the pursuit of a double bottom-line 

was only temporary.  

 

In order to disseminate SPM across all institutions departments, MFIs need to create a management structure that 

gives staff implementing SPM the authority and standing to bring the SPM perspective to all areas of management 

and operations. This is one of the few areas in which a clear common practice is emerging: the near unanimous 

opinion of survey respondents was that an organization need to have a dedicated SPM team or person that has 

oversight of the mainstreaming process and whose work is integrated with all other departments. This person or 

team must have the authority to request changes to the workings of other areas in order to achieve the desired 

change. Technical expertise is also needed to support the integration of a social performance focus into 

organizational systems.  

The Imp-Act studies also confirm the value of integrating a focus on SPM into all levels of an organization: those 

that have an independent department have achieved slower progress in mainstreaming SPM than those opting for 

the integrated approach. The benefits of the integrated approach are clear: in order to understand SPM’s role, staff 

needs to have a good understanding of SPM, feel that it is an organizational priority and have the proper incentives 

to report and give feedback on issues related to it. In the case of AMK, NWTF (Negro Women for Tomorrow 

Foundation) and SEF, cross-organizational integration of SPM has helped increase the role of SPM in these 
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institutions, prevented the marginalization of research outcomes by bringing them to greater prominence and 

professionalized departments to improve the quality of SPM-related work there. In all instances, these MFIs have 

benefited from an integrated approach through clearer operating structures and greater focus on organizational 

objectives.  

 

 
 

Mission Achievement  

One of the principles of SPM states that an MFI attempting to manage its social performance should translate its 

mission and values into clear, measurable objectives that capture intended social benefits. MFIs that are clear about 

their social goals and objectives are better able to create deliberate strategies to achieve them. Concerning mission 

clarity the key findings showed that MFIs do revisit their mission, however they only alter it after they have clearer 

ideas about who to target and how to achieve their goals. Moreover the process and speed of mission adaption 

improves as an MFI gains experience in implementing SPM.  

So clarity on intent is a crucial starting point for developing strategies and policies to achieve social goals. Overall, 

the most common development goals are poverty reduction, business growth and employment creation (figure, 

survey). However, goals tend to vary according to legal from: financial inclusion, for example, scores the highest 

among banks and NBFIs, perhaps due to their ability to provide a wider range of financial services than other 

institutional types.  
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Translating Social Mission into Measurable Outcomes 

While social performance management is on the rise globally, reporting on tangible results related to an MFI’s 

mission is more challenging: very few MFI’s can actually state whether their goals are being met. An emblematic 

example is that of poverty reduction. This was defined as a goal by 84 % of the MFIs but, when it came to 

reporting client progress out of poverty, only 10 % of the MFIs could provide this information. Microfinance is 

often characterized as an important tool for reducing poverty levels and MFI’s whose mission is to reduce poverty 

should be able to track this outcome. However, even though poverty reduction is a goal for 86 percent of MFIs, 

only 33 percent consistently track client poverty levels. Poverty is a very complex area of analysis, especially if an 

MFI wants to adopt a multidimensional approach to assessing the well being of its clients by looking at education 

or health besides economic factors. In terms of institutional types, NGOs show a higher focus on poor and very 

poor clients (figure 12), a deeper poverty outreach and are the most active in tracking poverty figures.  

 

80 

                                                
80  
‘Tracking outcomes‘ refers to the ability of the MFI to reporting related to the  
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81 

 

Strategic Alignment 

After defining goals and targets, the next logical step is to align institutional strategies and systems in such a way as 

to achieve these. To do this, it is important that strategies be clearly defined and explicit in their intent, and that the 

right systems be created to pursue these strategies and to ensure their intended outcomes. Data shows that MFIs are 

diversifying their products offering, especially financial products such as savings, insurance and remittances. There 

also appears to be a trend towards increasing the number of non-financial services offered, at least among MFIs 

reporting social performance information to MIX. In terms of financial services, MFIs offer a wide variety of loan 

products, the most popular of which are microenterprise loans, housing loans, consumption loans and loans for 

agriculture. Beyond credit, 40 percent of MFIs offer savings and, in addition, 19 percent mobilize savings through 

partnerships with other financial institutions. The majority of MFIs reporting social data (74 percent) offer some 

form of insurance, mainly compulsory credit life insurance. Money transfer services are offered by 30 percent of 

MFIs.  

The majority of the MFIs also reported using market research to identify clients’ needs. Market research can help 

an MFI refine existing products and develop new ones in such a way as to better meet clients’ needs. This, in turn, 

helps retain existing clients, reach new ones and reduce drop out. While the majority of MFIs reported using some 

form of market research, little data is available regarding the use of this research to improve MFIs products and 

services. 

                                                                                                                                                                     
development goals. For ‗poverty reduction,‘ it refers to the ability of the MFIs to  
report the number of clients who are above a stated poverty line after 3 years in  
the program.  
  
  
 
81 Source: MIX Market, Social Performance Data, FY 2008-2009  
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At least half of the MFIs espouse the belief that they better pursue their mission by providing non-financial services 

complementing their core business and enabling clients to make better use of the financial products and services 

available. The vast majority of institutions offering non-financial services provide some sort of business service 

and more than half provide adult education services and women’s empowerment services. 

 

82 

 

In addition to market research, an institution can assess client satisfaction by tracking its client retention rate. 

Retention rates can provide an MFI with important information when supplemented with exit interviews designed 

to identify the causes of client dropout. Overall, retention rates appear to have been stable from 2008 to 2009 

(between 77 and 80 percent at the median), although there have been significant declines in countries with slower 

economic growths or where the industry as a whole is experiencing problems. An example is the case of 

Movimiento de No Pago in Nicaragua where the client retention rate has been negative. While tracking client 

retention is a good way for individual MFIs to assess client satisfaction, this ratio needs to be contextualized as 

external factors can play a very large role in determining retention rates.  

 

 

 

Information systems 

Management information systems (MIS) are changing slowly due to the complexity of integrating social indicators 

into existing systems, as well as due to funding issues. Progress on MIS integration remains weak as well because 

many MFIs are still in the process of developing their social goals and targets. A crucial element of mainstreaming 

SPM is adapting an existing MIS to integrate social performance information. Such integration, in turn, greatly 

                                                
82 Source: MIX Market, Social Performance Data, FY 2008-2009 
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facilitates the ability of MFIs to track their progress against social goals and targets. Unsurprisingly perhaps, 

progress here has been relatively slow. In light of the challenges this area presents to MFIs, however, the results are 

encouraging. According to Planet Rating, 15 percent of the organizations they have assessed on social performance 

(over 60) have already developed MISs that enable them to track specific indicators, and 37 percent are in the 

process of doing so.  

 

Client Protection  

A key principle of SPM is that MFIs should have systems in place to ensure that they do not harm their clients. 

Bearing this in mind, IMP-Act’s survey asked respondents their views on whether MFIs are relying on informal 

policies or ‘deliberate’ written policies, and whether they are aware of, and take active steps to enforce, the do-no-

harm principle. According to respondents, while MFIs still rely on unwritten rules to a certain extent, written 

manuals and explicit guidance are becoming more widespread, revealing a trend towards more deliberate 

approaches to social responsibility policy. The Smart Campaign focuses on the following policy areas.  

• Avoidance of over-indebtness 

• Transparent and responsible pricing 

• Appropriate collection practices 

• Ethical staff behaviour 

• Mechanisms for redress of grievances 

• Privacy of client data 

All of the issues above seek to ensure that MFIs obey the principle of ‘do no harm’ i.e. that there are no unintended 

negative consequences from their operations. The Smart Campaign seeks to ensure this overarching goal through 

the clear definition of practices crucial to protecting clients. The Campaign does not expect MFIs to have fully-

fledged client protection policies in place immediately, focusing its energy instead on building issue awareness and 

designing effective frameworks. While only 15 percent of MFIs reported having all six of the Smart Campaign 

principles in place, progress differs significantly across region. Most MFIs reporting social data to MIX claim to 

evaluate borrower repayment capacity through a loan approval process and to fully disclose prices, terms and 

conditions of financial products to clients’ prior sale. While one must remember that MIXs information is self-

reported, in the past year consumer protection and consumer financial education have been among the most 

commonly undertaken financial regulatory reforms83: the negative effects of the international financial crisis on 

MFIs and clients in many countries have prompted policy makers to promote reforms prioritizing the avoidance of 

over-indebtness and the support of ethical finance. According to the Imp-Act survey, MFIs are becoming more and 

more conscious about the problems related to clients’ repayment capacity and risk of overindebtness. When 

combined with low or fluctuating incomes, high priced loans, and/or poorly matched payment schedules and 

collection practices, multiple borrowing can quickly lead to affordability and repayment problems. These problems, 

in turn, can push clients deeper into poverty as well as causing problems for MFIs. Many institutions are now 

                                                
83 Financial Access 2010. The State of Financial Inclusion Through the Crisis. CGAP/World Bank, 2010 
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pursuing a single loan policy, i.e. clients may only have one loan source. Planet Rating has observed that some 

MFIs are currently seeking ways to better assess loan affordability but as of yet, no universal tools or best practice 

have emerged.  

 

One clear barrier to implementing consumer protection policies is the lack of data on client credit history: credit 

bureaus often do not exist in the areas where MFIs operate and MFIs must instead rely on information provided by 

the client or his or her associates. Needless to say, both of these methods are prone to inaccuracies. When MFIs do 

have access to credit bureaus, the use of credit history information as part of portfolio risk analysis can be an 

effective way of mitigating the risk of over-indebtness. In some countries in Eastern Europe and Central Asia, 

MFIs have started exchanging information about their clients, either directly between organizations or through an 

independent third party to avoid multiple lending.  

Regulatory reforms can play an important role in preventing over-indebtness – as can the implementation of 

consumer protection policies, consumer financial education and the establishment of credit registries with 

mandatory reporting requirements, and several countries from multiple regions are already undertaking such 

steps84.  

 

 

 
 

 

 

                                                
84 Financial Access 2010. The State of Financial Inclusion Through the Crisis. CGAP/World Bank, 2010  
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Transparent and responsible pricing 

69 percent of the MFIs reporting social data to MIX assert that the prices, terms and conditions of their financial 

products are fully disclosed to the client prior to sale. These prices, terms and conditions include interest charges, 

insurance premiums, minimum balances, fees, penalties, linked products, third-party fees, and whether any of these 

can change over time.  

Furthermore, the regulatory environment of some countries reinforces transparent pricing, as it can require 

disclosure of APRs and EIRs.  

Regulation can even influence organizations that are not regulated via competitive pressure. According to Planet 

Rating, in countries where there are large number of MFIs required to disclose their prices, non-regulated MFIs 

tend to adopt the practice as well, both because of competitive pressures and because it is emerging as an industry 

standard.  

As price disclosure and transparency do not guarantee that clients understand the concepts behind APRs and the 

like, there are also efforts to increase clients’ financial literacy. 38 percent of MFIs reporting social information 

offer financial education to their clients.  

 

Other Principles  

Fewer MFIs (43 percent) reported having acceptable and unacceptable debt collection practices clearly spelled out 

in a code of ethics, staff rules or debt collection manual. According to the survey respondents, MFIs are 

increasingly developing instructions for field staff on how to deal with arrears and enforce payment in an 

appropriate manner, such as through discussions aimed at detecting problems early and establishing the cause of 

late payments. Where these policies are well designed, they can work to enhance the repayment problems of 

individual clients and help deal with existing levels of portfolio-at-risk (PAR).  

Regarding the rest of the Client Protection Principles: 47 percent of the MFIs reported telling clients how their 

information will be used and indicated that no external use is made of such data without client consent; 44 percent 

reported that their institutions corporate culture and human resource system value and reward high standards of 

ethical behaviour; and, finally, 42 percent reported that a mechanism to handle clients complaints was in place, had 

dedicated staff resources, and was actively used.  

Staff training is a key component of SPM and can have a positive effect on MFI efficiency levels as well, 

especially when accompanied by progressive human resource policies and staff incentive schemes. Here there has 

indeed been progress: 75 percent of the MFIs reporting social performance data conducted staff training on areas 

related to social performance. These areas include: mission orientation, development goals, over-indebtness 

prevention and communication with clients about prices. Social performance training is more widespread among 

management (63 percent reported such training) and half of MFIs also train loan officers on social performance-

related issues. However, only 28 percent of the MFIs reported training board members on SPM. This suggest that 

MFIs are increasingly receiving and delivering training on social performance issues but that boards in general 

remain passive towards such training.  
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An MFI can also use training as an opportunity to capture staff feedback, enabling it to make the changes necessary 

to align its management systems with its social mission. Happier staff and staff retention go hand-in-hand and this 

has positive effects for client retention as well. When a staff member leaves to work for another MFI, he or she 

often brings his or her clients along, increasing the loss for the MFI: for example, in Latin America, for each staff 

member who leaves an MFI, roughly 150 clients do not have their credits renewed85. MFIs tend to reward staff on 

the basis of portfolio quality and the ability to attract new clients, but linking indicators of high client retention, 

such as “quality of interaction with staff” and “quality of social data”,’ to staff incentives is not as common (Figure 

22). This despite evidence showing that MFIs with more proactive staff incentives schemes exhibit higher staff 

productivity and better portfolio quality86 

The incentive area showing least progress is that of collecting social data: only 15 percent of the MFIs have staff 

incentives related to social data quality. However, this is due less to a lack of awareness, than to the challenges of 

developing goals, targets, and systems for collecting such data. Furthermore, collecting social data only makes 

sense if MFI are in a position to process such data and most MFIs lack the MIS to support this.  

  

Going back to the MFIs that participated in the Imp-Act learning program, we can see some useful examples 

regarding staff incentives:  

• A key feature of the system at AMK is to make allowances for staff working in areas with particular 

challenges- e.g. low population density, higher reliance on farm-based livelihoods, higher incidence of 

poverty and higher risk of drought and flooding. This ‘area potential adjustment’ incentivizes staff to 

continue recruiting clients in these areas, thereby helping AMK to fulfil its mission of reaching the poorest 

members of the population. A challenge here is that data on rural population density and other 

demographics is n longer up to date, making it problematic to assess how difficult certain areas actually are 

in terms of recruiting clients.  

• Prizma has introduces new social performance indicators into their staff incentive system. These indicators 

include outreach to women, low exit rates and percentage of new clients below the national poverty line. 

The MFI also revised team bonuses to simplify comparisons and to engender competition between teams. 

Team performance is now presented in a league format similar to football league tables, which allows for 

clear and frequent comparisons.  

So well constructed progressive human resource policies are crucial to ensuring that employees are treated fairly. 

At the same time, it is important to monitor employee satisfaction and to have a system in place to understand 

employee’s needs and concerns. The SPTF/MIX indicators assess a MFIs policies regarding social responsibility to 

staff by looking at human resource policies, systems to monitor employee satisfaction and staff turnover rate as a 

measure of staff satisfaction.  

                                                
85 MIX Microfinance World: Microfinance Market Report for Latin America and the Caribbean, 2010.  
86 MIX Data Bried 9. Microfinance Su´ynergies and Trade-offs: Social vs Financial Performance Outcomes in 2008  
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Overall the median staff turnover rate in 2009 was 25 percent, with some higher figures registered in the most 

competitive markets of Latin America. Monitoring staff satisfaction levels and having appropriate incentive 

schemes and progressive human resource policies in place are critical not only to retaining staff but also to 

maintaining high levels of efficiency.  

80 percent of the MFIs reported monitoring staff satisfaction levels, and most have elements of responsible staff 

treatment written into their human resource policies. These MFIs mainly monitor staff expectations and/or 

satisfaction through staff appraisals and periodic surveys.  

 

 

 
 

In terms of human resources, most MFIs report having responsible policies towards staff, the vast majority of MFIs 

have policies that ensure staff safety, have a clear salary scale based upon market salaries and allow staff to 

participate in decisions that affect them. Half of the MFIs reporting also pay pension contributions.     

 

 

Responsibility to the environment and the community 

Like all socially responsible enterprises, MFIs must take into account the impact they are having on the 

communities in which they operate. Again, at a minimum, such responsibility should extend to ensuring the 

absence of any negative impact. An MFI can impact the community in which it operates not only through the 

provision of financial services to its clients, but also through the implementation of policies and actions aimed at 

supporting community development as a whole. Many MFIs regard their social responsibility to the community as 

deriving from the core services they provide, but a broader understanding of the role of the MFI in the community 

can reveal other opportunities to create social value. This area of SPM has not yet received great attention, with 

most MFIs addressing it through informal policies. Nonetheless, 90 percent of MFIs report some sort of policy 

towards the community (figure 25).  
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A regulatory environment has a significant influence on the existence of client protection practices and the 

enforcement of the do-no-harm principle but, at the same time, its influence as a driver of SPM uptake is limited to 

these two areas. Regulation can compel MFIs to disclose prices and regulated MFIs are likely to be under closer 

scrutiny regarding client treatment and employment practices.  

Regulated MFIs generally have stricter reporting requirements as well, forcing them to improve reporting systems. 

In other words, regulation can force MFIs to become more experienced in using and adapting their monitoring 

systems, easing friction from introducing SPM into institutional operations. Since regulated MFIs are usually those 

MFIs that set the standards for other MFIs, there can be spill over effects even if the latter are not regulated. As 

Planet Rating has remarked, regulations requiring price transparency from regulated MFIs can become the standard 

for non-regulated MFIs in the same country.  

 

 
 

 

Investor support 

Investor adoption of social performance metrics in their due diligence procedures is another important factor in 

securing SPM uptake in MFIs (and especially buy-in from boards and senior management). In early 2011, a core 

group of 41 international investors signed a list of Principles for Investors in Inclusive Finance (PIIF). These 

investors believe that specific principles will strengthen the movement towards responsible finance and the event 

marked the start of a campaign to increase the number of signatories in the coming year87.  

PIIF includes following principles:  

• Range of services 

• Client protection 

                                                
87 CGAP Investor Corner: http://www.unpri.org/piif/ 
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• Fair treatment 

• Responsible investment 

• Transparency 

• Balanced returns 

• Standards  

A “temperature check” indicated that participants considered their fellow investors particularly weak on crisis 

management, while also reporting monitoring and due diligence processes can be clearly improved. The discussion 

highlighted that investors are part of a value chain – although MIVs are direct investors, they are also 

intermediaries, and need to engage with their investors and to have a clear understanding of the value chain and the 

system.  

 

Technical assistance 

The countries with the best percentages of MFIs reporting social performance data to MIX are those where data 

collection is facilitated by local associations, such as Access in India, MCPI in the Philippines, AMFA in 

Azerbaijan, and RFR in Ecuador. These associations often facilitate local capacity building by offering training on 

SPM.  

As several Imp-Act survey respondents highlighted, MFIs are frequently unsure about the tools available to support 

integrating SPM into their operations. To help with the process, a form of ‘hand-holding’ is often required, either in 

the form of a person who is physically present in the organization to guide them through the individual steps of 

SPM implementation, a clear assessment of the organization’s strengths and weaknesses, such as provided by the 

audit tools of MFC (the QAT) and Cerise (the SPI), or a social rating provided by specialist rating agencies and 

followed by technical assistance.  

CRS-MISION (Latin America) works with 40 MFIs in Latin America that are currently in the process of 

mainstreaming SPM into their operations. In order for these MFIs to maintain ownership of this process, CRS-

MISION follows a clear sequence of operations to minimize the risk that an MFI will fail to fully understand what 

the process entails:  

• First, an MFI must accept the need to integrate social performance management into its operations; 

• Second, the MFI needs to conduct a self-evaluation in order to establish its status quo (i.e. whether its 

policies, goals and targets are socially-oriented, what impact its products have on its clients, and whether 

it tracks more than simply financial outcomes)  

• Once this second step is complete, an external social auditor then conducts an assessment of the 

organization.  

These three steps are indented to ensure that the MFI understands the process and demonstrates commitment to 

implementing it, as well as to create the content and overall plan of the specific course of action the MFI will take. 

In a fourth step, CRS-MISION sends in a technical consultant to help the MFI prioritize and plan the processes and 

areas of operations in which it will begin integrating SPM, informed by the findings from the external audit.  
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CRS-MISION’s holistic approach to SPM guidance and implementation is an important new development: many 

forms of SPM support remain relatively fragmented. For example, an organization might run a workshop that 

highlights the importance of SPM to top management but not provide follow-up support to help with the practical 

side of SPM implementation. This sort of piecemeal approach is often due to a lack of funding or capacity. Static 

guidance and tools abound but, unless they convey a proper sense of the whole picture to the MFIs seeking to use 

them, they may not be sufficient to help MFIs complete SPM implementation.  

 

 

Discussion 

I see a clear progress on the strategies to advance client protection and social performance. This progress is 

building awareness across the microfinance sector about the role of responsible finance in delivering stronger value 

for clients and ensuring the long-run viability of providers. Industry leaders begin to understand the operational, 

reputational, regulatory, and political risks from failure and agree that action on responsible finance is the right 

thing to do and reflects the core business values of the great majority of market players in the microfinance sector. 

Balanced management of financial and social performance and accountability for clients benefit are important for 

market development, the sectors credibility, and its ability to finance growth.  

Despite progress over the past few years, however, much remains to be done. There are significant gaps in 

knowledge and practice surrounding the responsible finance strategies. Client protection and social performance are 

at different stages in the journey from initial development of guiding principles, to application of commonly 

accepted standards, to transparent, universal reporting, and ultimately, to benchmarks for improved practices.  

In order to disseminate SPM across all institutions departments, MFIs need to create a management structure that 

gives staff implementing SPM the authority and standing to bring the SPM perspective to all areas of management 

and operations. This is one of the few areas in which a clear common practice is emerging: the near unanimous 

opinion of survey respondents was that an organization need to have a dedicated SPM team or person that has 

oversight of the mainstreaming process and whose work is integrated with all other departments. This person or 

team must have the authority to request changes to the workings of other areas in order to achieve the desired 

change. Technical expertise is also needed to support the integration of a social performance focus into 

organizational systems.  

While social performance management is on the rise globally, reporting on tangible results related to an MFI’s 

mission is more challenging: very few MFI’s can actually state whether their goals are being met. An emblematic 

example is that of poverty reduction. This was defined as a goal by 84 % of the MFIs but, when it came to 

reporting client progress out of poverty, only 10 % of the MFIs could provide this information. Microfinance is 

often characterized as an important tool for reducing poverty levels and MFI’s whose mission is to reduce poverty 

should be able to track this outcome. However, even though poverty reduction is a goal for 86 percent of MFIs, 

only 33 percent consistently track client poverty levels. 
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An institution can assess client satisfaction by tracking its client retention rate. Retention rates can provide an MFI 

with important information when supplemented with exit interviews designed to identify the causes of client 

dropout. While tracking client retention is a good way for individual MFIs to assess client satisfaction, this ratio 

needs to be contextualized as external factors can play a very large role in determining retention rates.  

While only 15 percent of MFIs reported having all six of the Smart Campaign principles in place, progress differs 

significantly across region. Most MFIs reporting social data to MIX claim to evaluate borrower repayment capacity 

through a loan approval process and to fully disclose prices, terms and conditions of financial products to clients’ 

prior sale. Many institutions are now pursuing a single loan policy, i.e. clients may only have one loan source. 

Planet Rating has observed that some MFIs are currently seeking ways to better assess loan affordability but, as of 

yet, no universal tools or best practice have emerged. One clear barrier to implementing client protection policies is 

the lack of data on client credit history: credit bureaus often do not exist in the areas where MFIs operate and MFIs 

must instead rely on information provided by the client or his or her associates. Moreover the lack of customer ID 

information is worsening the situation.  

According to Planet Rating, in countries where there are large number of MFIs required to disclose their prices, 

non-regulated MFIs tend to adopt the practice as well, both because of competitive pressures and because it is 

emerging as an industry standard.  

69 percent of the MFIs reporting social data to MIX assert that the prices, terms and conditions of their financial 

products are fully disclosed to the client prior to sale. These prices, terms and conditions include interest charges, 

insurance premiums, minimum balances, fees, penalties, linked products, third-party fees, and whether any of these 

can change over time.  

 

Staff training is a key component of SPM and can have a positive effect on MFI efficiency levels as well, 

especially when accompanied by progressive human resource policies and staff incentive schemes. Here there has 

indeed been progress: 75 percent of the MFIs reporting social performance data conducted staff training on areas 

related to social performance. These areas include: mission orientation, development goals, over-indebtness 

prevention and communication with clients about prices. Social performance training is more widespread among 

management (63 percent reported such training) and half of MFIs also train loan officers on social performance-

related issues. However, only 28 percent of the MFIs reported training board members on SPM. This suggest that 

MFIs are increasingly receiving and delivering training on social performance issues but that boards in general 

remain passive towards such training.  

The incentive area showing least progress is that of collecting social data: only 15 percent of the MFIs have staff 

incentives related to social data quality. However, this is due less to a lack of awareness, than to the challenges of 

developing goals, targets, and systems for collecting such data. Furthermore, collecting social data only makes 

sense if MFI are in a position to process such data and most MFIs lack the Managegment Information System to 

support this.  
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Investor adoption of social performance metrics in their due diligence procedures is another important factor in 

securing SPM uptake in MFIs (and especially buy-in from boards and senior management). In early 2011, a core 

group of 41 international investors signed a list of Principles for Investors in Inclusive Finance (PIIF). These 

investors believe that specific principles will strengthen the movement towards responsible finance and the event 

marked the start of a campaign to increase the number of signatories in the coming year88. The discussion 

highlighted that investors are part of a value chain – although MIVs are direct investors, they are also 

intermediaries, and need to engage with their investors and to have a clear understanding of the value chain and the 

system.  

 

The research conducted by Adrian Gonzalez89 confirms that 1) investments in human capital (social performance 

training and social responsibility) go hand-in-hand with higher staff productivity and better portfolio quality, but 

lower efficiency; 2) that social performance training and human resource policies have stronger synergies and 

weaker tradeoffs with financial performance; 3) and that serving the very poor and poor comes at a cost in terms of 

efficiency, but not in terms of risk or productivity, even after considering differences in loan size. The implications 

of these results are many. First of all, the analysis finds that for MFIs, improving client retention improves financial 

performance, and devoting funds to process discipline and staff support pays off. Consequently, funders cannot 

ignore MFI investments in staff training, incentives, and human resource policies, whether they are socially or 

financially driven. Additionally, critics of high interests rates and high costs need to be aware that exclusive 

targeting of very poor and poor borrowers increases the average cost of loans to the borrowers, and most likely the 

interest rate that borrowers must pay in order to cover the MFIs costs.  

 

Furthermore, donors and investors play an important role in accelerating uptake of client protection and social 

performance management by supporting all the strategies. They can create the right incentives by funding providers 

that have missions aligned with their own and that adhere to emerging good practices. As standards and 

benchmarks develop, funders that finance retail providers directly have begun to screen acceptable practices and to 

support partners to address responsible finance weaknesses.  

 

The theories presented in the thesis highlights some of the challenges and new discourses in the light of CSR and 

codes of conduct. Evidence from this thesis indicates that the P/ A theory in combination with – Multi-stakeholder 

CSR and Governing through Standards is highly relevant in the microfinance sector. The Multi-stakeholder CSR 

approach and the Governing Through Standards theory which is evident through PIIF, Smart Campaign, SPTF and 

MIX demonstrates that the cooperation between the different stakeholders through the value chain on social 

mission issues, is able to create positive results although there is still room for improvements and adjustments. 

Adrian Gonzales concluded that while multi-stakeholder initiatives present a significant opportunity to improve and 

                                                
88 CGAP Investor Corner: http://www.unpri.org/piif/ 
89 Microfinance Synergies and Trade-offs: Social versus Financial Performance Outcomes in 2008 
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build upon stakeholder relations. One of the questions asked in the theory of multi-stakeholder CSR is if their 

systems promote genuine dialogue that is mutually beneficial? The contributions from this thesis highlights that 

there are clear evidence that it can be mutually beneficial for both the investor and MFI, if they agree on the SPM 

terms and together implement SPM which can improve the operations of the MFI. However it most be added that 

the incentives for investing differs from investors and donors, while donors mostly invest in MFIs that are in 

comparison smaller, younger, less regulated and often non-profits, such as NGOs. While MIVs focus on larger, 

mature regulated MFIs with a for-profit status. The divesification in the industry and the different motives for 

investing highlights that the industry is not harmonized, which can cause conflicts when trying to create multistake-

holder CSR.  

 

Moreover, the power of the investors are present and they (if they have a social profile) can through incentive 

systems and monitoring keep track on the MFIs which they cooperate with, moreover the rating systems such as the 

MIX and others has helped the investors and donors keeping track on the ratings on the MFIs. However, as pointed 

out by Beisland/ Mersland & Gutierrez & Serrano there is still room for improvement in the rating industry, since 

the ratings agencies do not seem to capture the double-bottom line objective of microfinance institutions and the 

association between operational efficiency and microfinance ratings appears weak. Ratings, common performance 

standards, and benchmarking in the microfinance industry, will become increasingly important. First, performance 

standards contribute to raising the quality and efficiency of MFIs and provide confidence and security for private 

investors. Second, in competitive environments where there is pressure to commercialise microfinance, regulators 

view ratings and standards as a way to separate ‘mediocre’ from ‘star’ performing institutions. Third, donors are 

interested in setting performance standards to provide clear benchmarks and guidelines to determine future funding 

for MFIs.90  

 

However, the MIX reports now on:  

• The poverty level of clients at entry and their movement out of poverty.  

• Corporate governance issues such as whether members of the Board of Directors have been trained in 

social performance and the presence of a formal committee that monitors social performance.  

• How the MFI states its interest rates 

• Whether the MFI has policies in place to mitigate the environmental impact of financial enterprises 

• The number of clients reached by a product type. 

The Banana Skins report clearly indicated that all stakeholders has a lack of confidence in the industry and is 

fearing that the industry might not survive if ‘social mission’ improvements are not put on the agenda in the 

microfinance industry.  

Governing through standards is not the only path to success it seems in the microfinance industry, but the 

combination of standards and principles, multi-stakeholder CSR and the awareness of the challenges of P/A theory 

                                                
90 http://www.gdrc.org/icm/rating/index.html  
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will facilitate the possibilities of creating an environment in the microfinance industry where the SPM can be 

improved and ‘mission-drift’ can be a improved. It seems that the discourse certainly has changed and the industry 

has put the social mission on the agenda. Barbara Gähwiler concludes that “self-regulation in the microfinance 

industry has so far been quite successful. I am not aware of any such effort in other industries. Of, course, such 

efforts do not prevent all problems, and banking regulation and consumer protection regulation is also needed. 

However, I think self-regulation is advancing faster than ‘formal’ regulation and can probably tackle specific 

issues better”. 

Adrian Gonzalez91 contributions confirms that investments in human capital (social performance training and social 

responsibility) go hand-in-hand with higher staff productivity and better portfolio quality, but lower efficiency; and 

that social performance training and human resource policies have stronger synergies and weaker tradeoffs with 

financial performance. Furthermore serving the very poor and poor comes at a cost in terms of efficiency, but not in 

terms of risk or productivity, even after considering differences in loan size. The implications of these results are 

many. First of all, the analysis finds that for MFIs, improving client retention improves financial performance, and 

devoting funds to process discipline and staff support pays off. Consequently, funders cannot ignore MFI 

investments in staff training, incentives, and human resource policies, whether they are socially or financially 

driven. Additionally, critics of high interests rates and high costs need to be aware that exclusive targeting of very 

poor and poor borrowers increases the average cost of loans to the borrowers, and most likely the interest rate that 

borrowers must pay in order to cover the MFIs costs.  
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Conclusion 
The objective of this thesis was to understand the challenges of ‘mission drift’ in the microfinance sector, and how 

it could be prevented. Which tools has been presented and how useful are the tools. The research question was:  

 

 

How can the microfinance sector prevent ‘mission drift’? 

 

To answer the question, I have the studied the latest results from different research papers, which were conducted 

in the field of microfinance, more precisely in the areas of ‘mission drift’. Moreover I have described the latest 

SPM initiatives that have been provided for investors, donors, practitioners and MFIs. The purpose of the tools is to 

prevent mission-drift and they are comprised of guidelines, principles and schemes. Furthermore, I describe how 

the microfinance sector has grouped in multistakeholder relationships, and how standards have been a way of 

governing. The research has brought some important conclusion when understanding ‘mission-drift’ and how to 

prevent ‘mission-drift’ in the microfinance sector.  

Clearly the conclusion between researchers are divided, however there are some clear agreements on what there has 

to be done in order to prevent ‘mission-drift’. The critical point of view in this conclusion is that the research 

papers a based on samples that does not cover all MFIs, therefore the following results are not covering the whole 

microfinance sector.   

In the following I will provide the answers to the questions proposed in the thesis based on the data collected.  

 

Why has the mission drifted in the microfinance sector?  

The Banana Skins report 2011 clarified the recent developments in the microfinance sector, and provided evidence 

of the uncertainty in the industry among all stakeholders. Along with a strong focus on preventing over-indebtness 

and increasing transparency, microfinance is faced with the challenge of restoring credibility to the sector and 

restore the investor confidence, providing results prooving that microfinance is the viable investment that also 

provides a social return.  

Evidence shows that the focus in the microfinance sector has been highly devoted in the area of creating financial 

sustainability, where as the overall discourse was that financial sustainability is the right pathway for the 

microfinance sector to create positive outsomes in reaching different social goals.  

At a first glance, standard economic theory suggest that competition should improve the performance of MFIs and 

lead to better service and lower interest rates. However, the rapid growth in the industry has fuelled the ongoing 

development of the microfinance ‘value chain’.  

From a few small NGOs 30 years ago, to include thousands of providers at the moment. The issues in Andrha 

Pradesh in India where institutions’ client-base overlaps are putting a lot of pressure on the repayments. Institutions 
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were generating high loan repayment rates. Moreover, microfinance would be a grand failure if securing high 

repayments rates was all there was to it.  

In other words, the competition has in some areas created a dog-eat-dog environment. Adrian Gonzales (lead 

researcher at the MIX) found that there was a correlation between market saturation and the likelihood that an MFI 

would fail. “When clients have available loans from many lenders, payment discipline can begin to break down, 

leaving some organizations vulnerable”.  

Moreover Sanjay Sinha (General Manager of M-CRIL – Micro-Credit Ratings International Ltd) investors plays a 

significant role in encouraging and fueling this growth, since investors want to see high growth rates, profits and 

potential for scale, some MFI responds by stripping down their operations to only one or two credit products and 

try to grow these products as quickly as possible.  

 

Cull, Demircüg-Kunt and Morduch concludes that microfinance will no doubt continue to expand and become part 

of the financial mainstream. Commercial microfinance banks are more likely to have a for-profit while 

nongovernmental microfinance organizations are more likely to be nonprofit. Proponents of the for-profit approach, 

claims that empirical evidence neither shows that the poor cannot afford higher interest rates, not that there is a 

negative correlation between the financial sustainability of the institution and the poverty level of the clients.  In 

corcern of a trade-off between financial sustainability and social performance is divided between the research 

papers. This is mainly because the research methods and data collection have been quite different, and therefore an 

overall theory or understanding of the a trade-off is difficult to conclude. For example the study of Hermes and 

Lensik concludes that there is strong evidence of trade-off between sustainability and outreach, aiming for 

sustainability does compromise social goals of MFIs. While the study by Bassem concludes that the relationship 

between financial performance and social performance is neutral. Evidently more research in the area of trade-off 

needs to be done, with larger samples and methods that have a similar approach.  

 

There is clearly a heavy debate in the industry regarding the for-profit and non-profit approach in the industry, 

however, the overall objective of reaching social missions still seems to be unanswered. Many MFIs lack the tools 

or methods to conclude that their social missions are being brought to success. While the industry has come to be 

large with over 3000 MFIs, the industry is in need of tools and initiatives to improve the focus and the mission of 

reaching the social mission of the MFIs.  

 

 

Which tools have been invented to put more focus on the social mission? 

 

The initiatives of SPM which targets all stakeholders, Client Protection Principles which targets MFIs, 

MfTransparency which also targets MFIs and Responsible Investment (PIIF) which targets investors, highlights 

that the discourse has changed an the focus is spread through the entire value chain in the industry. Social 

performance is currently the main focus of these initiatives. The objective is that the implementation of social 
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performance initiatives and reporting of social performance indicators, will help the sector to be better equipped 

and prevent the ill effects of rapid growth while also providing insights on how MFIs interact with clients.  

• Social Performance Management encompasses the entire set of processes implemented by a 

microfinance institution to generate positive outcomes for its clients and for the communities it serves. 

They include analysis of the development goals of institutions, the systems and procedures that MFIs have 

in place, and the effectiveness of these at monitoring progress towards organizational objectives. The 

development of these procedures has only just begun in microfinance, yet almost all industry stakeholders 

agree on the importance and necessity of social performance information and management.  

• The Client Protection Principles was formed in 2008 and have been widely accepted in the industry with 

over 2,300 endorsers from 130 countries including 700 MFIs. The CPP are quickly becoming the basis for 

how MFIs should treat their clients. It aims to improve accountability, security and transparency in 

financial services.  

• The CPP consist of six principles: 

• Avoidance of Over-indebtness 

• Transparent and Responsible Pricing 

• Appropriate Collection Practices 

• Ethical Staff Behaviour  

• Mechanismsn for Redress of Grievances 

• Privacy of Client Data  

 

•  MFTransparency was established to promote the integrity of microfinance as a poverty alleviation 

practice. While microfinance has long been highly transparent in some areas, pricing of loan products 

has been less transparent due to market conditions and a lack of regulation. Issues such as confusing 

interest rates, hidden fees and complicated agreements have made microfinance prices extremely 

difficult to understand, and as a result, clients make poor choices. MFTransparency’s work has been 

based on the dual approach of educating stakeholders on issues of transparency as well as publishing the 

true costs of microfinance products in a clear consistent fashion to create an enabling the environment 

for transparency.  

•  PIIF is an investor-led initiative which was established to help investors achieve better longterm 

investment returns and sustainable markets through improved analysis of environmental, social and 

governance issues. It encompasses a wide range of financial services including savings, credit, 

insurance, remittances, and payments. Inclusive finance carries with it the responsibility for all actors in 

the value chain. By signing the agreements on the principles, direct investors or fund managers and 

indirect investors signal their intent to uphold the principles in their own investments, and to support the 

actions taken by other actors in the value chainto implement the principles. Moreover, to encourage use 

of social performance tools and MIX reporting several funders collaborated to offer a global social 
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transparency award. Other backed a regional social performance award that offers a monetary incentive 

and recognition process.  

• MIX The Microfinance Information Exchange was founded in 2002 to disseminate information on the 

microfinance markets and ultimately to encourage standardization and transparency by providing 

detailed information on MFIs, their partners and investors. Mix provides data on approximately 2000 

MFIs around the world and is currently besides financial data also reporting social issues such as poverty 

level, corporate governance interest rates, the number of clients reaches by a product type etc.  

 

What is the state of the microfinance sector since the social mission tools has been presented?  

I see a clear progress on the strategies to advance client protection and social performance. This progress is 

building awareness across the microfinance sector about the role of responsible finance in delivering stronger value 

for clients and ensuring the long-run viability of providers. Industry leaders begin to understand the operational, 

reputational, regulatory, and political risks from failure and agree that action on responsible finance is the right 

thing to do and reflects the core business values of the great majority of market players in the microfinance sector. 

Balanced management of financial and social performance and accountability for clients benefit are important for 

market development, the sectors credibility, and its ability to finance growth. A large number of institutions are 

creating social performance positions or departments within their organizations and setting work plans based 

around the SPTF’s social performance framework. As data shows, however, there is still much to be done in terms 

of expanding the tracking of outreach indicators, embedding social performance policies and practices into 

operations and backing up development obectives with outreach information tailored to the pursuit of those 

objectives.  

 

Social performance: Most progress has occurred in the measurement of client retention rates, staff appraisals and 

staff incentives, while weakest areas are monitoring client poverty levels and market research. When social 

performance is included in the agendas of the board and management, MFIs show better ability to track outreach 

indicators and align SPM policies with their mission. SPM plays an increasingly important role among socially-

oriented MFIs, and board involvement is becoming more and more common. Looking at how board members are 

committed to, an involved in, reviewing social performance information, the majority of the MFIs reporting social 

data to the MIX (77 percent) ensure that social performance issues are identified as components of the MFIs 

strategy and business plan. Moreover, investment in human capital (social performance training and social 

responsibility) goes hand-in-hand with higher staff productivity and better portfolio quality. Moreover, by 

improving client retention the financial performance will also improve, so devoting funds to process discipline and 

staff support pays off. Moreover staff productivity is an area closely related to social performance management and 

social responsibility to staff. In particular, staff training and social performance incentives are expected to improve 

staff productivity (happier staff and staff retention go hand-in-hand) and improves productivity.    
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Client Protection Principles: 15 percent of MFIs reported having all six of the CPP in place, and progress differ 

significantly through regions. Most MFIs reporting social data to MIX claim to evaluate borrower repayment 

capacity through a loan approval process and to fully disclose process, terms and conditions of financial products 

prior to clients prior to sale. One clear barrier to implement CPP is the lack of data on client credit history, credit 

bureaus often do not exist in the areas where MFIs operate and MFIs must instead rely on information provided by 

the client or his or her associates. Moreover, generally there is a lack of information on clients in developing 

countries, which clearly is a result of the poor organization by the governmental institutions. One result of the 

information assymetri has been MFIs exchaniging information directly between organizations or through an 

independent third party to avoid multiple lending. Clearly there is still room for improvement in the area of CPP 

since only 15 percent reported having all six principles in place, however, the Smart Campaign does not expect 

MFIs to have fully fledged client protection principles in place immediately, and focuses on building awareness 

and designing frameworks. Since the principles are rather new in the microfinance-agenda and the ability to 

implement them seems to be costly and time consuming affair, one must expect that progress and better results of 

CPP will be evident in some years.   

 

Transparency: 69 percent of the MFIs reporting social data to the MIX assert that the prices, terms and conditions 

of their financial products are fully disclosed to the clients prior to the sale. However, price disclosure and 

transparency do not guarantee that clients understand the concepts behind APRs and the like, there are also efforts 

to increase clients financial literacy, while 38 percent of MFIs reporting social information offer financial 

education to their clients.      

  

The SPM initiatives seems to improve the performance of the MFIs, moreover the immense focus on reporting 

social data and tracking social mission with the MFIs is the right pathway for the industry. The fact that the SPM 

system is built on the institutional mission ensures its cost effectiveness and facilitates its institutionalisation. 

Moreover, the investment in SPM creates better allocation of resources, and other multiple benefits for an MFI. It 

not only stimulates an MFI to verify its social mission fulfillment, but it can also improve its financial condition 

through client segmentation and risk management, leading to increased efficiency, better product development and 

strategic decision-making on the competitive microfinance markets. As suggested, the financial assessment is an 

important part of the evaulation and should be implemented in the SPM model, because it provides information and 

provides an understanding of a possible mission drift.  

 

There has been a lack of confidence in the industry by all stakeholders and lack of knowledge and evidence that 

states that the MFIs are successful in reaching their social goals. With this in mind the discourse change in the 

industry must create more credibility in the industry if they can provide results on social performance magament. 

These results will help the entire value chain and especially social investors will be more confident and willing to 

invest in the industry.   
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Conserning the rating agencies there has been a development of a variety of assessment tools, reflecting different 

dimensions of social performance. Some tools focus on organizational process and internal systems. Availability of 

information at this level is a major reason for this. After all, it is far easier to ask for the percentage of women staff 

or whether the staffs gets training and benefits, or of consumer protection policies exist, than to determine client 

socio-economic status. However, for other the ultimate proof of whether social mission are achieved depends on 

client level information. The important question for them include whether institutions are reaching poorer and 

excluded clients and if they are experiencing positive changes in their lives.  

The MIX social performance indicators will allow donors, investors and other to conduct a more holistic 

assessment of institutions encompassing both financial and social performance bottom lines. Moreover, these 

indicators can be used by donors and investors to inform their due diligence and ongoing monitoring process.  
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Appendices 

 

Appendix 1 

Executive summary 

The main purpose of this thesis is to describe the development of the microfinance industryand to understand why 

the industry has come under much scrutiny the last couple of years. This is done through a field of research papers 

that has been provided as secondary data and interviews. The second aim of the thesis is to explore which 

initiatives or tools the microfinance industry has taken to provide better results on the double-bottom line and to 

describe whether the results have been positive.  

Ever since microfinance first began to capture public attention 25 years ago, the usual story line has been that it is a 

tool of extraordinary power to lift people – especially women – out of poverty, by funding their microenterprises 

and raising their incomes. This picture has been buttressed by hundreds of inspiring stories of microentrepreneurs 

who used their business, and experienced remarkable gains not only in income and consumption but also in health, 

education, and social empowerment. However, in the last couple of years, microfinance has found its enviable 

reputation under attack for a number of percieved reasons: its growing commercialism, as evidence by an 

increasing focus on size and profitability, a decline in standards, particularly in the area of lending, ans a sense that 

the industry might be drifting away from its original ‘double-bottom line’ purpose. All have combined to cast 

microfinance in a new and unflattering light, and have raised doubts about the continued willingness of donors and 

investors to provide the support it crucially needs.  

The thesis is supported by the P/A theory that is further understood by the thoughts of Multistake-holder CSR and 

Governing Through Standards. These combined help to understand what the challenges and which initiatives the 

industry has taken. There is a clear progress on the strategies to advance client protection and social performance. 

This progress is building awareness across the microfinance sector about the role of responsible finance in 

delivering stronger value for clients and ensuring the long-run viability of providers. Industry leaders begin to 

understand the operational, reputational, regulatory, and political riss from failure and agree that action on 

responsible finance is the right thing to do and reflects the core business values of the great majority of market 

players in the microfinance sector. Despite the progress over the past few years, hgowever, much remains to be 

done. There are significant gaps in knowledge and practice surrounding the responsible fiinance strategies. Client 

protection and social performance are at different stages in the journey from the initial development of guiding 

principles, to application of commonly accepted standards, to transparent, universal reporting, and ultimately, to 

benchmarks for improved practices.     
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Appendix 2 
Working Process Summary  

Since I first heard about microfinance I was stunned that such a tool can help and provide financial products for 

poor people in the developing countries. I was told it was a success and was not aware of much critiscism of 

microfinance. This was my state of mind until I saw a documentary by Tom Heineman  (The Micro Debt) that was 

highly critical of microfinance. This spurred my interest even more and made me sign up for a Microfinance course 

at Copenhagen Business School. The course that was lectured by Ron Severson gave me the amount of knowledge 

and intrest motivating me to write a thesis about microfinance. My intrest was mostly on the subject of value chain, 

CSR and social mission.  

I contacted the Danish Microfinance Forum where Peter Blum Samuelsen where helpful and invited me to join a 

three day course on microfinance and practice which touch upon different areas of microfinance, moreover he 

provided the latest research on Danish institutions. I tried to stay in contact with Peter Blum Jensen and ask for 

further cooperation since they where in contact with the Danish organizations working with microfinance. My first 

idea was to investigate the CSR and Social Performance Management in the Danish microfinance sector, however 

that task seemed to be very difficult since there was only a few organizations returning answers when I wrote them, 

moreover Peter Blum Samuelsen did not have the resources to help me further. However, he was more than willing 

to help me answer any qustions through the process of writing the thesis 

 This lead me to Flemming Kramp which where kindly to be interviewed and furthermore he responded my emails 

whenever I had questions. Reading his book was clearly a way forward and a great introduction to microfinance as 

well.  

My idea was then to base most of my research on secondary materiels I was introduced to many different research 

papers in the microfinance course at CBS and they are the main contributers to this thesis. Furthermore I collected 

additional data and resources from the internet with different microfinance organizations such CGAP, MIX Market, 

Imp-Act Consortium etc. The process of writing presented a lot of challenges since there were two issues in the 

industry that I found interesting. The first issue is about trade-off between financial sustainability and social 

performance, the second issue was the lack of data on social performance in the industry. There was not much data 

on the impact of MFIs. Moreover, reading the Banana Skins Report 2011 by CGAP convinced me that the industry 

was going through a tough period especially in the areas of credit risk and reputation. There was no confidence in 

the industry it seemed, that was the case for all stakeholders. I bagna to understand that the value chain in the 

industry was of much importance and that the industry needs to create positive impact results of MFIs.  

I began to understand that the industry had take a lot of actions to create CSR and prevent Mission drift in the 

industry, where my first thought was that it seemed that they were moving in the right direction. And certaintly 

they are, however, will these initiatives create positive convincing results.  

This lead me too look for data on the effects of the social performance initiatives that were implemented in the 

industry.  I came upon two research papers with a focus on social performance management, they gave me the data 

I needed to understand at what state the microfinance industry where with the implementation of social 

performance management. Moreover, they helped me to understand the importance of cooperation of all 
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stakeholders in the value chain. The Principal/Agent theory and the thoughts of ‘mulitstakeholder CSR’ and 

‘governing through standards’ gave me insigts on the challenges and problems that might occure in the global 

societies.  

Finally, the email corrspondance with Barbara Gähwiler gave me the latest report on the different incentives for 

investing by donors and MIVs. Moreover it explored SPM initiatives.  

Overall the process of writing the thesis has given me a lot of insights and spurred my intrest in microfinance even 

more from when I first started to write the thesis.  

 

Appendix 3 

Interview Flemming Kramp d. 27/4 -2011 – Mikrolån 

1. Kan du fortælle lidt om dig selv og dine aktiviteter med mikrolån 

Svar: De første tanker om mikrolån kom efeter de mange rejser i Afrika, hvor mna så hvordan folk levede. 

Rejste til Etiopien 95-96 og mødte mikirolån, og har interesseret sig for mikrolån. Kom hjem og startede 

Andelskassen Oikos, hvor man udover at være almi´ndelig bank virksomhed, siger at lad flest mulige 

mennesker gøre gavn af penge indtil folk skal bruge dem igen. Hvis folk har 10.000 kr., så spørg vi om 

folk skal have renter af pengene og så får folk den samme rente som Danske bnak etc. Har godt 11 mill ude 

og arbejde og har derudover 8-9 mill. Som venter på at komme i spil, men det afhaænger af bankkrisen og 

andre regulativer. Mange penge bliver gerne sendt ud til mikrolånsprojekter, og skal komme flest mulige til 

gode og ikke en direktør eller andre der skal have fornøjelse af det. Har så fulgt de projekter de har støttet 

og fået et større indblik i mikrolånsbranchen. 

 

Hvordan opsporer i MFI’erne?  

VI kan ikke finde mikrolåns projekter herhjemme og følge dem, derimod har de 3 kanaler som de bruger. 

Den ene er Oikocredit i Holland, som har 1,5 mia. ude og arbejde. Så bruger vi SIDI, en org. der har 

kontorer ude i den 3 verden. Hvor man følger op på og fører tilsyn med at de lån man fører ud til MFI’erne, 

at penge kommer hjem igen og de opfører sig ordentligt. Den tredje vi bruger er en norsk kirkelig 

organisation der hedder Strømmestiftelsen, som ligesådan har folk ude og føre tilsyn med det, det dem der i 

og for sig har ansvaret for at projekterne går godt og vi bare sørger for at de har nogle penge at arbejde 

med. De tre organisationer har haft brug for de penge vi har haft og vi har ikke haft brug for at lede efter 

nye kanaler. Jeg var med til at stifte andelskassen Oikos, men sidder ikke længere i bestyrelsen, men sidder 

med i Oikos fonden.     

 

 

2. Hvad ser du er den største udfordring for mikrolånsbranchen i de kommende år? 

Svar: Tom Heinemanns (TH) film har gjort mikrolån til et hot issue. Min holdning til den film, det godt 

den blev lavet for der er nogle brodne kar i mikroverden. Men selve filmen er fyld af lyv. Et eksempel, den 

omtaler Yunus mismanagement af nogle penge, men Norad var allerede ude en uge efter og erklærede at 
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det ikke passede. Da TH lavede et interview med det første hold kvinder som Yunus lavede mirkolån med 

og hun fortæller hvordan hun mistede hus og hjem og tagplader, så passer det ikke, for vedkommende var 

ikke en af de første, da man så efterfølgende går ind og undersøger det, og finder en af de første, så har de 

klaret sig udemærket. Der var ingen brodne kar i starten, det kom fordi den menneskelige grådighed er 

betragtelig, og da man opdagede at der faktisk var en god forretning i mikrolånsbranchen, så tænkte folk at 

man kunne tjene penge på de fattige. Billede vente i 2007 da Conpetamos gik på børsen, i Mexico den 

langt største MFI hedde conpetamos har klaret sig vældig godt fordi den næsten var de eneste på marked 

og i 2007 besluttede de sig for at gå på børsen, og lavede så en IPO (initial public offering), det viste sig at 

deres andele blev overtegnet lyn hurtigt og dem der startede Conpetamos de hentede 375 mill dollars hjem, 

på den IPO. SÅ var der nogle der løftede øjenbrynene, og tænkte hov, kan det være rigtig at man kan tjene 

så mange penge på de fattige, så studerede man Conpetamos de kørte med en årlig forrentning på 80-100 

%, hvilket ikke gør så meget hvis det meget korte lån, men måden det blev sagt på, gjorde at der var 

investorer der sagde hold da op, det her vi skal investere vores penge, og Yunus havde bevist at de var gode 

til at tilbagebatlae og det hele kører bare. 2 år senere, sp gik en af de største indiske banker SKM også på 

børsen og klarede sig eminent godt. Så får alle det indtryk, at det både er en måde at hjælpe de fattige på 

samt at tjene rigtig godt med penge. SÅ kommer der rigtig mange ind og vil gerne investere i MFI’erne. 

Yunus blev vred, vi skal ikke erstatte den ene type loansharks, med en anden type, og det er det debatten 

har handlet om. Når så TH laver sin film, og blander kortene så man tror ar Grameen Bank, hører til disse 

loansharks, me de skyhøje renter, det er det billede man får når folk spørger mig om det rigtig at Grameen 

Bank tager 200 % i rente, så siger jeg det passer ikke, sådan står det heller ikke i filmen, men når man 

dissekere den, så siger TH at rentne er fra 30% og opefter, Det passer ikke, den højeste rente er 24 % som 

en uvildig gruppe har regnet ud for korte lån. Når TH regner ud, så regner han ikke bare beløbet ud man 

skal betale, men når nu kvuínderne skal mødes hver lørdag,  og skal sætte to timer de skal bruge på mødet, 

samt rransport, regner han også med som rente, og så stiger den. Så jeg har stærke indvendinger mod 

filmen, men jeg har de tgodt med at der kommet fokus på at der er nogle brodne kar. Det er mit 

udgangspunkt. Filmen har været skadelig, ved at den gøre det sværere at få folk til at investere i mikrolån.  

 

Yunus fik nobelsfredspris i 2006, året efter blev han opfordret til at gå ind i politik i Bangladesh, det 

overvejde at han en kort overgang og sagde noget positivt omkring det tiltag, men trak sig ud af det, men 

det var nok til at præsidenten, følte at Yunus pustede hende i nakken, fordi han langt mere kendt og 

populær end hun er. SÅ lige siden har de spekuleret på hvordan får man ryddet Yunus af vejen i strukturen, 

at han bliver sat ud af spillet. Så har man fundet ud af, at Yunus er fyldt 70 år, og bankvæsenets regulativer 

påskriver at direktører skal gå af når de er 60 år, så han må ikke være direktør for såddan en bank. Det 

kunne de dog odt havde sagt for 10 år siden. Så mente man også at han havde mishandlet money, det have 

TH bevist i sin film, filmen indgår meget kraftigt i argumentationen mod Yunus. Så nedsatte regeringen en 

kommision, uvildig kommision. De er så kommet ud med en rapport det totalt frikender Grameen systemet 

for alle de anklager de rhar været iod dem, der har ikke været en mishandeling af pengene, der har ikke 
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været noget af Yunus familie der har profiteret på Grameen. Men højeste ret har klarlagt at han ikke kan 

fungerer som direktør. Men så er han direktør for nogle af de 16 andre Grameen selskaber der findes, 

grameen phone, tekstile etc. Man har gjor et ihærdigt forsøg på at sætte pletter på hans person, hvilket ikke 

er lykkedes, hvilket også er rart for alle os personer der har mødt ham og synes han er overordentligt 

sympatisk.  

 

Når du så spørger, hvad jeg synes er den største udfordring for MFI i det kommende år, det er at den skal 

genvinde sin troværdighed. Det ikke så meget det tekniske, det er der meget godt styr på, det mere den 

skade som TH har lavet og som nogen med stor fornøjelse kaster sig over. Noget skulle jo nødigt være 

godt. Man har jo brug for investorerne. Der er behov for både udviklingsmodellen samt business modellen. 

Behovet for finansering af mikrolån er større end de frivillige org. NGO’er kan klare, der skal nogle 

forretningfolk til også, de skal bare gøre det ordentligt.  

 

3. Hvis du er bekendt med ’Smartcampaign’ og ’Client protection Principles’ hvad ser du som den 

største udfordring for at implementere disse tiltag.  

Svar: jeg er bekendt med Smart Campaign. Det ikke så nemt at svare på. Jeg har dog nogle bud. Den 

menneskelig natur er ikke så god, som den burde være. Der er altid nogle som vil prøve at profitere på 

andre og gør det på en uhæderligvis. Derfor er jeg nok nået til den konklusion at der er behov for kontrol, 

den kontrol, kan bankerne ikke klare selv, fordi de er også snu og grådige, og MFI’erne kan heller ikke, for 

der er også brodne kar, som profitere på at der er andre som er velmeende, så der er behov for en 

regulering, fra en statslig myndighed, at regeringerne har en lovgivning for mikrolån, hvordan den skal se 

ud en nok forskelligt fra land til land, men man kunne forestille sig at den sætter et højt loft, for nogle 

mikrolåns org. arbejder helt derude hvor det er dyrt og køre derud og sidde med folk og oplære dem, der vil 

renten naturligvis være høj, 30-50 %, men den behøver ikke at være 100%. Hvis den er 100 % så straffer 

man folk unødigt, og så burde man nok finde på noget andet i det hele taget. En eller form for loft, gerne på 

ca. 25 %, men mulighed for at argumentere for en undtagelse af reglerne, jeg er en stor tilhænger af 

kattelemme, der skal være plads til at sådan er reglen, men i det her særlige tilfælde der ser det anderledes 

ud.  

 

Er der nogle regler for MFI’erne? 

Svar: Ja det er der, i Indien, SKM som jeg nævnte før, da de gik på børsen de fungerede særligt oppe i 

Andhra Pradesh, det er det område der er gennemvævet af Mikrofinans org. Konkurrencen er blevet så stor 

at man gik ud til folk og spugte om de ikke gerne ville have et lån, kom og få et quicklån, som vi kender 

det herhjemme fra, hvor man kan låne 20.000 kr. på et kvarter. Når folk havde fået det her lån, så kom det 

med renterne og tilbagebetaling, og når folk ikke kunne tilbagebetale, så gik de bare hen til en anden MFI 

og lånte penge der, fordi de var villige til at låne ud, og når det andet lån var ved at løbe ud, så gik man til 

den tredje. Det værste eksempel er en enlig mor, som ikke havde noget arbejde, men som havde haft alt i 
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alt 16 mikrolån og skyldte 6000 dollars, hvor efter hun begik selvmord. Sådanne eksempler er 

ødelæggende for hele branchen og renommeet. Der er et behov for regulering, loften på renten kunne være 

et. Noget andet kunne være at det er strafbart at låne penge ud til folk, hvor man notorisk kan se de ikke 

kan betale tilbage, altså en arbejdløs der lever i slummen i bangladesh skal ikke have et lån. Men hvis man 

kan se er personene j´har et iværksættergen så kan de måske godt få et lån. Hvis ikke de har et 

iværksættergen, så burde det måske være strafbart at låne penge til dem.  

 

Når folk siger at mirkolån er det ikke noget fanden har skabt, så vender jeg den om og siger, at 

Amagerbanken, og Skælskørbanken etc. er bankvæsenet så ikke noget værre skidt. Så siger folk at det 

kommer jo an på, det er jo præcis det samme med MFI’erne. Det største udfordring er regulering og det 

kan altså enten være regereingen som laver lovgivning og det har de i rigtig mange lande, du vil opdage at 

2/3 dele af de lande der bruger mikrolån, der han man en regulering som siger at MFI’erne har ikke lov til 

at modtage deposit, de må gerne låne penge ud, men de må ikke tage imod penge som folk har sparet op, 

der er fordi at der folk som har nedsat sig som MFI’er og sagt til folk at de skal komme med deres 

sparepenge så skl vi nok forvalte dem, og låne dem ud til andre. Når de så har fået tilstrækkelig mange 

penge, så forsvinder de til nabolandet og så er alle pengene tabt. Så det er en rimelig ordning at man har 

reguleret. Men der er så andre steder hvor man har gjort det på en anden måde, hvor man har sagt at alle 

MFI’er skal registreres i den central bank, the national bank, som så får en særlig afdeling som beskæftiger 

sig med MFI’erne og deres måde at fungere på, og som også i nogen grad stiller kapital til rådeighed og 

som også skal have deres regnskab tilsendt. Altså banker der regulrer MFI’erne, der kan så være forskel på 

hvor meget MFI’erne slev må bestemme og hvor meget de er underlagt bankerne. Eller er der banker der 

selv etablere MFI’er, de organiserer det og holder de ti kort snor.  

 

Hvor går skillelinjen mellem de kommercielle banker og MFI’erne?  

 Svar: Der er ingen definition. Start i den anden ende. Start med den fattige driftige landmand, som har brug 

for en ko for at pløje sin jord. Det kan godt være at banken siger nej, for han kan ikke stille nogen garanti, så går 

han til MFI’en og de undersøger ham og hans familie forhold, og mener han har et iværksættergen, men banken 

kunne også havde givet ham et lån. Det er interessere landmanden, er hvor meget lånet er på, renten og 

tilbagebetalingsmetoden. Men han er bedøvende ligeglad med om dem der sidder i den anden ende har busineess 

motivet eller udviklingsmotivet. Det der er interessant  er hvad motivet er når den ’vestlige verden’ vil investere, 

også kommer spørgsmålet omkring CSR ind i billedet. Fordi, tager man herhjemme, indtil for et par år siden, var 

der ingen andre end Oikos, Folkekirkens Nødhjælp, CARE og lidt andre NGO’er som investerede i mikrolån. Det 

nye kommer da NGO’erne der prøver at skaffe midler som skal ud at arbejde i de her MFI’er, men man ser er 

behovet er langt større end de kan magte. Og når man så hører nogle gode succes historier om hvordan man kan 

tjene penge på de fattige så er der andre der bliver interesseret. O herhjemme skete det sidste år da de store 

pensionskasser besluttede at investere 400 mill. i mikrolån, og de sage åbent og ærligt at det er fordi de tror det vil 

blive en god investering, og så blev de også spurgt om det ikke er at udnytte de fattige, det ikke fordi de elsker den 
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3. Verden, men deres opgave er at yngle pensionspengene bedst muligt så kunder kan få et godt afkast af deres 

penge, og de lavede en særlig gruppe der hedder LD Invest, og de har som opgave at spore nogle troværdige MFI 

som har behov for at udvikle sig. SÅ kommer LD invest med nogle millioner, og de har en klar aftale om 

exitstrategy osv. Når de gør det ordentligt og ikke prøvet at udsuge folk, så fungerer det lige så godt som alle de 

velmeende NGO’er, men de har langt flere penge at operere med. Det ligegyldigt om katten sort eller grå, bare den 

fanger mus.  

 

Du vil opdage ar forum for dansk mikro finans, kollega i bestyrelsen er ansvarlig for LD invest.  

 

4. Hvor i mikrolåns-netværket ligger denne udfordring? Er det hos bankerne i de repsektive lande eller 

er det højere oppe i værdikæden.  

Svar: LD invest kan ikke bestemme hvad reglerne skal være, men de kan godt stille deres egne kriterier for 

hvor og hvordan tingene skal foregå. Vil de f.eks. investere i dikaturstater etc. Myanmar, Kasaksthan eller 

Rusland. De når dog nok nogle andre konklusioner end NGO’erne. Pengen kommer nogle mennesker til 

gode etc. De der melder sig ind i Smart Campaign er ikke låntagerne, men investorerne. Der er nogle 

MFI’er som også er en del af Smart Campaign. Der er nogle banker som er meget ømme over deres eget 

image også. Mange gør det også for deres image skyld og for at skabe CSR principper hos dem.  

 

Hvordan får man medarbejder i MFI’erne til at følge Smart Campaign retningslinjerne?  

Svar: der er smart campiagn et godt værktøj, vi vil godt være med og få det stempel, og de behandler 

kunderne ordentligt etc. Hvilke våben har man? Man har i princippet kun et våben, det er at nu afbryder 

man samarbejdet og vil have sine penge tilbage, hvis en MFI håndtere noget dårligt., ikke har orden i 

regnskaberne kan man ophæve kontrakten. Paragraf 17 siger at i tilfælde af mismanagement, så er begge 

parter beretigget til at opsige kontrakten og det forfaldende beløb betales tilbage. Hvis man tænker i 

pyramider, så er der lokalt 300 lånegrupper, hvor der er en lokal loan-officer som fører tilsyn med dem, det 

er lokale folk. De rapporter tilbage til et lånekontor, som også er lokalt, men så kommer der en bestyrelse 

som, bestyrer en XX-MFI, der vil typisk sidde lokale som vil udgøre flertallet, men der vil også sidde 

repræsentanter fra investorerne. Investorer sidder med på bestyrelses plan, men det sjældent de sidder 

længere ude i systemet. Så er spørgsmålet, hvordan sikre man så at fok helt derude bliver behnadlet 

ordentligt? Der tror jeg man må sige at vi noget ganske langt via nogle træningskurser og seminarer, som 

enten MFI’erne selv kan afholde hvis de er store nok eller de kan sende deres folk på kurser. Min erfaring 

er at der er rigtig mange veluddannet, for de unge som har svært ved slev at finde arbejde, der ganske 

mange af dem som er velkvalificeret eller har en universitetsuddannelse, high school etc. også inden for 

matematik og regnskab som gør et fint stykke arbejde når de bliver uddannet som loan-officers. Det er 

meget almindelig og meget nødvendigt. Men der findes også træningsmanualer og håndbøger etc. som man 

kan bruge. Der vil stadig være folk som ikke synes det er nødvendig og der vil også være folk som man 

uddanner som viser sig i virkeligheden at være nogle sløve padder.  
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Er der nogle bonusordninger som man oplevede med sub-prime lånene i USA?   

Svar: Det har jeg aldrig hørt om. Det nærmeste du komme det er nok, når vi skal snakke omVSLA’erne 

(Village Save and Loan Association), de her små lukkede landsby grupper.  

 

 

 

 

5. Findes der andre alternativer til at skabe socialt ansvar og forhindre at låntagerne bliver forgældet?  

Svar: der er ved at komme et værktøj, Sam Daily Harris, kommer fra micro-credit summit, hans hovedtese 

er at orientere om det nye Seal of Excellence, som han er ved at etablere det, en form for Smiley-ordning, 

man vil lave en certificering af MFI, så hvis de opfylder visse krav og overholder visse retningslinjer, så 

kan de få et Seal of Excellendce stempel som fortæller ar de er gode nok. Det har jo den fordel at den 

virker begge veje, det betyder at investorerne siger de er gode nok når de har en Smiley, men det det virker 

også i fx. Andhra Pradesh 5-8 MFI’er der operere i det samme område, jamen så er der 3 af dem der har en 

smiley ordning, som er certificat i hver eneste i de små kontorer. Men der ligger en vældig opgave i at gøre 

den kendt, den er ikke sat i værk endnu og man drøfter det hen over sommeren. Micro Credit Summit 

holder verdens kongres i November i Spanien, og jeg regner emd at det er der man får den lanceret. Det er 

omtrent det tætteste man kan komme, og smart campaign er i høj grad det samme. For en investor, vil 

undersøge om de har underskrevet smart campaign.   

 

 

 Når folk spørg mig om mikrofinans er en god ide, så er det ubetinget, hvis man gør det rigtigt, som er et godt 

værktøj til at hjælpe folk ud af fattigdom. 100 mill. Kvinder tager ikke fejl, 108 mill kvinder i den tredje verden 

har brugt mikrolån, de har set fordelen, hvis det var skidt så havde de nok ikke gjort det og jeg har stor tiltro til 

dem. Når man skriver at 98 % betaler deres lån tilbage, så er det vigtigt at huske de sidste 2 %, som man ikke 

må glemme, som har fået det værre. Det er også Mikrolån arbejdernes ansvar, man kan jo ikke ladevær med at 

bruge mikrolån af den grund. Man tager en overrente for at hjælpe de sidste 2 %, overrenten ligger man til side, 

når der så hænder det at et eller andet uheldigt så man ikke kan betale, så har man de ekstra 3 % som man lokalt 

kan bruge til at hjælpe, en slags forsikringsordning. Medmindre man laver en slags forsikringsordning til at 

starte med.  

 

Med mikrolån kan man ikke nå de fattigste af de fattige siger folk, men det passer ikke. Iværksættergenet, 

Jamii Bora historien. De har den regel at alle der skal have et arbejde i Jamii Bora, skal have været låntager 

førhen. Der er absolut at projekter med de fattigste til sidst bliver selvbærende, det er målet. Man ser mere 

nuanceret på kønsopdelingen af mikrolån, tidligere var der fokus på kvinderne, fordi erfaringen siger at 

mændene var mindre gode til at tilbagebetale renten.  
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MYC4 – var for naive i starten, de klokkede i det og havde for stor tiltro til Afrika. De fandt en mand i Naorobi 

som var god til at finde projekter, som fandt diverse projekter. Men det viste sig at være et pyramidespil, for 

projekterne fandtes ikke. Det hele så bragende godt ud, inden manden stak af til Sydafrika.  

 

CARE arbejder i høj grad med spare/lånegrupper – 20-25 mennesker laver en spare/lånegruppe, mødes en gang 

om ugen, indbetaler et beløb, man køber andele man lægger ind i puljen, hvor de skal købe medicin og 

skolepenge. Det ikke de store penge, ca. 500 kr. Der er noget at arbejde med, i den selvkørende gruppe, man 

beslutter hvad renten skal være, ca. 10. % og lånene varer ca. 2-3 mdr. Når året er gået, så deler man renten der 

er indbetalt, så pengene bliver inden for lokalsamfundet. VI kender det også fra DK, f.eks. fra BV det store 

skibsværft, der var nogle ti mands grupper, der ved fyraften, ved fredag, så inbetalte man et beløb, som gik på 

omgang, det betød at hver tiende gang stod man med et størrre beløb, som gav nogle ekstra muligheder. Det er 

et ældgammelt system.  

 

Man drøfter i øjeblikket om det er muligt at gå fra de lukkede systemer til et MFI system, hvad sker der når ma 

kommer udefra. Hvs nu man kommer med flere penge udefra, er det kislykkedes. Fordi da pengene kommer 

udefra, er befolkningen stoppet med at spare op, og så ødelægger man lånekulturen.  

 

Hold øje med VSLA-grupper og CARE, det danske forum for mikrofinans, har lavet en rapport over hvem i dk 

arbejder med mikrofinans, som Danida har betalt. I øjeblikket er vi igang med at lave retningslinjer for brug af 

mikrofinans i Danmark, for danske MFI’er. Hold øje med Dansk forum for mikrofinans.            
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Appendix 4 
Data Structure – overview of some of the main contributions to the thesis – inspired by Poul Bitsch Olsen & 

Kaare Pedersen (Appendix)  

Aim Research Area Data/Method Result Validity Realiability 

Offers an insight 
to the problems 
and challenges 
in the 
microfinance 
industry. 

Banana Skins 
Report – 
Survey of the 
global 
Microfinance 
Industry (2011) 

This survey is 
based on 533 
responses from 
86 countries and 
multinational 
institutions - 
questionnaire 

Immediate risks 
in the industry 
concerning – 
credit risk, 
reputation, 
competition, 
mission drift.   

Its focus is on 
MFIs with more 
than $5m in 
assets which are 
profitable, these 
number about 
600 according to 
MIX – widely 
representative in 
that size MFI. 

The survey 
asked a series of 
experts on 
microfinance 
(practitioners, 
analysts, 
regulators, 
investors etc.)  A 
questionnaire 
with open and 
closed questions. 

To highlight the 
debate of the 
trade-off. 
 
Explore whether 
there is a 
significant 
relationship 
between social 
and financial 
performance. 
Does it lead to 
tradeoffs and 
synergies in the 
MFIs double 
bottom line?  

Microfinance 
Synergies and 
Trade-offs 
(2008 

The analysis 
concentrates on 
indicators with 
the highest 
expected data 
quality and 
sufficient 
reporting among 
the group of 208 
MFIs that 
submitted Social 
Performance 
Standard 
Reports to MIX. 

Confirms that 
investment in 
human capital 
(SP training and 
SR) go hand-in-
hand with higher 
staff 
productivity and 
better portfolio 
quality, but 
lower efficiency; 
that SP training 
and HR policies 
have stronger 
synergies and 
weaker trade-
offs with FP. 

Valid in the 
sense that it’s 
the only data 
collected at the 
time, however it 
does not 
represent the 
whole industry. 
Moreover 
currently the 
questionnaire 
only collected 
yes/no 
information. In 
order to better 
quantify trade-
offs and 
synergies it is 
necessary to 
have more 
detailed 
measurement of 
quality, 
frequency and 
amount of 
resources 
involved.  

There could be 
some bias since 
the author is a 
lead researcher 
at the MIX.  
On the other 
hand, the MIX is 
the only reliable 
source at the 
moment 
collecting data 
on social 
performance etc. 

Examine 
implications for 
institutions’ 
profitability and 
their outreach to 
small-scale 
borrowers and 
women, when  
complying with 
regulations. 

Does 
Regulatory 
Supervision 
Curtail 
Microfinance 
Profitability 
and Outreach? 
(2011) 

Relies on data 
from 436 MFIs 
in 67 developing 
countries that 
were collected 
by the MIX. 
There are 540 
observations 
spanding over 
several years. 

Profit-oriented 
MFIs respond to 
supervision by 
maintaining 
profit rates but 
curtailing 
outreach to 
customers that 
are costly to 
reach. MFIs with 

Once again the 
MIX provides 
most of the data 
collection.  
The institutions 
a large by 
standard of 
MFIs, covering 
16.1 million 
active 

Participation by 
MFIs is 
voluntary in the 
MIX and the 
sample is 
skewed towards 
institutions that 
have stressed 
financial 
objectives and 
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a weaker 
commercial 
focus instead 
tend to reduce 
profitability but 
maintain 
outreach. 

microfinance 
borrowers with a 
combined total 
of $2.8 billion in 
assets. Most 
clients found in 
the top 20 
largest 
institutions. 

profitability. 

Contrast to 
MDG 

Can 
Commercially-
Oriented 
Microfinance 
help meet the 
MDG? (2010) 

Survey data 
collected in 
Pakistan in 
2005. A large 
national survey 
of 2881 
households, it 
applies a 
rigorous control 
group approach 
and it uses a 
wide range of 
outcome 
measures to 
capture the 
impact of 
lending. 

Find no evidence 
of MFI 
stimulating 
household 
income growth.  
However, find 
evidence that in 
rural areas, the 
MFI is 
contributing to 
the achievement 
of some of the 
MDGs by 
reducing 
poverty, 
empowering 
women, and 
improving the 
health of 
children. 

How to measure 
impact? 30 years 
into 
microfinance 
movement we 
have little solid 
evidence that it 
improves the 
lives of clients in 
a measurable 
way.  
Valid in the 
sense that the 
amount of 
households used 
in the survey is 
one of the 
largest samples 
for this type of 
study. 

The positive 
effects of 
household 
increase, may 
also lead to 
household 
members, 
helping to run 
the family farm 
or 
microenterprise 
which lead to 
lower enrolment 
rates for school 
age children. 
Context matters, 
what works in 
Pakistan may 
not. 

Offers an 
overview of the 

State of 
practice in 

Assesses various 
aspects of SPM 

The proportion 
of banks 

First global 
social reporting 

Is highly 
dependent on the 

Does 
microfinance 
have an impact 
on the social and 
economic 
situation of the 
poor?  
Are MFIs 
sustainable and 
is there are 
trade-off 
between 
sustainability 
and outreach? 

Microfinance: 
Its Impact, 
Outreach and 
Sustainability. 
(2011) 

Data used for 
435 MFIs for the 
period between 
1997-2007. 
Study focuses on 
the relationship 
between cost 
efficiency of 
MFIs and the 
depth of 
outreach 
measured by the 
average loan 
balance and 
percentage of 
women 
borrowers. 

Strong evidence 
of trade-off 
between 
outreach and 
sustainability.  
 
MFIs could 
make more use 
of existing social 
networks 
between existing 
and potentially 
new 
microfinance 
clients, as a low-
cost strategy to 
reach higher 
levels of 
outreach without 
having to 
compromise its 
financial 
sustainability. 

As a response to 
the 
methodological 
flaws of non-
randomized 
evaluations, 
these studies use 
randomized 
controlled trials, 
in which two 
groups are 
observed 
(treatment group 
and control 
group). 

Randomized 
controlled trials 
have also 
received 
criticism. So, if 
evidence shows 
that a specific 
microfinance 
program works 
in the context of 
the slums, it 
does not 
necessarily mean 
that the same 
program works 
elsewhere. 
Context matters.  
Solution – repeat 
experiments in 
different 
contexts. 
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state of practice 
of those MFIs 
that have started 
to track and 
report social 
performance 
information.  
Moreover, it 
highlights 
current 
challenges in 
data collection 
and reporting. 

Social 
Performance 
Reporting and 
Management. 
(2011) 

reported to the 
MIX by 405 
MFIs from 73 
countries. 2 
years of data 
collection. SP 
data was 
analyzed by 
grouping 
indicators into 
processes and 
results. 
Qualitative data 
of survey and 
practitioner 
findings.  

reporting SP 
data in addition 
to financial data 
is as high as that 
of NGOs.  
Only 15 percent 
of MFIs reported 
having all six of 
Smart 
Campaign’s 
Client Protection 
Principles in 
place. 
Only a few MFIs 
reported having 
a board trained 
on SP which 
regularly 
reviews social 
indicators, etc.  

initiative in the 
microfinance 
sector.  
Once again the 
data is collected 
through the 
MIX, which is 
the only 
organization 
collecting data 
from across the 
world. 

MFIs reporting 
the correct 
results. MFIs 
might feel 
pressure in 
delivering 
results 

Provide current 
overview of the 
trends and 
developments in 
the microfinance 
sector. 
 

A Billion to 
Gain. (2012) 

Desk research, 
interviews and 
constructed 
extensive 
databases based 
on 2011 CGAP 
surveys of the 
NPM members 
and data found 
on the MIX. 
Surveys 
conducted in 
2011 

This report has 
attempted to be a 
catalyst for the 
ongoing 
discussion of 
how to improve 
SP though 
responsible 
investments. Its 
clear that 
responsibility 
lies not only 
with the MFIs 
but also the 
funders. There is 
a need for better 
indicators of SP. 

High validity, 
since the overall 
aim is to provide 
an overview and 
find the 
challenges for 
the Dutch 
Microfinance 
sector. The 
different 
approaches with 
both qualitative 
and quantitative 
data enhance the 
validity of this 
report 

The only current 
report updated 
report of the 
Dutch 
Microfinance 
market, its 
comprehensive 
and well 
documented. 

This paper 
analyzes the 
tensions and 
opportunities of 
microfinance as 
it embraces the 
market 

Microfinance 
Meets the 
Market (2008) 

Data set includes 
346 of the 
worlds’ leading 
microfinance 
institutions and 
covers nearly 18 
million active 
borrowers. Data 
collected at the 
MIX. 

The data show 
remarkable 
successes in 
maintaining high 
rates of loan 
repayment, 
however the data 
also suggests 
that profit-
maximizing 
investors would 
have limited 
interest in most 
of the 
institutions that 
are focusing on 
the poorest 

Most of the data 
collected is from 
the top 20 
largest 
institutions. 
Moreover the 
data stems from 
2002-2004. One 
strength of the 
data is that 
institutions have 
been selected 
based in large 
part on their 
ability to deliver 
quality data. 

A disadvantage 
is that 
participation in 
the database in 
voluntary. 
Moreover, the 
data do not 
represent all 
MFIs, and the 
sample is 
skewed towards 
institutions that 
have stresses 
financial 
objectives and 
profitability. 
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customers and 
women. 

Another input on 
the debate about 
trade-off and 
mission-drift 

Social and 
financial 
performance of 
microfinance 
institutions: Is 
there a trade-
off (2012) 

The MFI data 
are collected 
from individual 
institutions as 
reported to 
MIX.. 
Additional data 
collected from 
the World Bank, 
Planet Rating, 
IMF.  From 
selected sample, 
a analysis is 
conducted on the 
relationship 
between depth of 
outreach and 
financial 
sustainability of 
MFIs. 

Showed that the 
relationship 
between FP and 
SP is neutral. 
MFIs can well 
and truly achieve 
their double 
objective (social 
and financial) 
and thus fulfil 
their ultimate 
promise.  

The selected 64 
MFIs were rated 
with the highest 
level of 
information 
transparency 
regarding their 
social and 
financial 
performance.  
 

The context 
always matters, 
there might be 
external factors 
infecting the 
results, which 
must be taken 
into 
consideration. 
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Appendix 6 
Seven Steps to Implementing the Principles 

These recommended action steps, outlined below, have been validated by experience over the past years. 

 

1. Incorporate the Client Protection Principles into investment policies 

 Many investors see client protection as the cornerstone of responsible finance and are increasing their focus on 

these issues as the industry-wide discussion about responsible finance deepens. Several investors have champions 

who develop internal policy papers and guidelines to inform and focus attention of senior management and staff on 

client protection issues. Typically, they highlight three factors as the drivers behind the need to integrate client 

protection concerns into investment policies: 

1.  Reputational risk: Investors recognize that their own reputation as well as that of the microfinance 

provider could be severely damaged if the provider is linked to unethical financing practices, over-

indebtness of clients, lack of transparent pricing, inappropriate loan collections etc.  

2.  Credit risk: Clearly, the consequences for clients of over-indebtness are severe and can lead to a 

worsening financial institution. Both the microfinance provider and the investor also face significant 

financial risk if clients take on debt beyond their capacity (or willingness) to repay. This will lead to 

increasing numbers of non-performing loans and deteriorating portfolio quality, and ultimately put 

the institution into a loss-making position.  

3.  Accountability for social performance: many investors see assessing client protection practices as a 

core part of their objective of ensuring good social performance by investees and a minimum 

standard of doing no harm to clients.  

Investors report that the reaction from management and staff to incorporating client protection issues is generally 

positive. However, in some cases, there are concerns about their implementation and compliance.  
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2. Endorse the Client Protection Principles  

Endorsements demonstrate to MFI’s, investors and other stakeholders that client protection issues are part of an 

organization’s doing good business. It can also provide an entry point to start a dialogue with partner MFI’s. In 

addition, endorsing the Principles helps build momentum in developing shared norms and practices.  

Some investors have had reservations about endorsing the Principles. This is typically not reflective of their 

commitment to the substantive issues, but rather compliance and competitiveness concerns raised either internally 

or by their partner microfinance providers in the field. A typical question are: ”Are we entering into a legal 

commitment to enforce the Principles if we sign up to the Smart Campaign?.” However, there are no legal 

responsibility, these are principles not rules.  

 

Some microfinance providers are concerned that it is not in their business interests to commit to implementing the 

Principles if their competitors are not implementing these practices, too, particularly the principle on transparent 

and responsible pricing. Investors are responding to this concern by arguing that an MFI may be able to build a 

competitive advantage by committing to client protection practices. Acting in a transparent, straightforward, and 

responsible manner can build client loyalty and attract new clients.  

 

In some countries there are specific concerns, for example, about potential conflicts between implementing 

practices to avoid over-indebtness and data privacy. Some MFI’s are sharing credit information informally with 

other microfinance providers to check if there is multiple lending and guard against over-indebtness. They are 

concerned that the information they are sharing on clients could potentially contravene the principle on data 

privacy. There does not have to be a conflict between these two principles. The emphasis behind the data privacy 

principle is ensuring that individual clients have consented to any sharing of personal information and that data 

sharing is compliant with any local data protection legislation. To share personal information, MFI’s should insert 

consent clauses within loan agreements stating that they will share client data with third parties, including credit 

bureaus and other lenders, as long as certain protections are followed.  

 

3. Encourage current and prospective investees to discuss and endorse the Principles 

The next step is to inform your investee MFIs of your commitment to the Principles. CGAP has drafted a template 

letter (Appendix) that can be modified and used by investors to communicate with MFI’s. Investors are also 

educating MFI’s about the Principles by including them in presentations and discussing them in-depth with current 

or prospective investees. Some MFI’s are worried about joining the Campaign because they question the 

endorsement, and want to make sure that they understand the implementation principles and they want it to be 

meaningful.  

 

4. Develop, test, and refine criteria and procedures to assess investee implementation of the Principles 
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during screening and due diligence processes.  

One key strategic choice whether it is better to have assessment of the principles as a separate part of due diligence 

carried out by specialist staff, or to integrate it into standard due diligence. CGAP has developed a due diligence 

checklist92 to provide input into the due diligence tools that investors themselves are adopting. The due diligence 

checklist is primarily for investors and funders that invest directly in retail financial institutions providing 

microfinance products.  

 

5. Integrate the Principles into financing or shareholder agreements as appropriate 

Whether to integrate explicit Principles-related provisions into financing (debt and equity) documentation used by 

lenders and investors in microfinance remains a subject of debate. Some questions whether it is to soon to start 

including such provisions in financing documentation, given the early stage of client protection implementation and 

standards. Others have voiced concern about the scope, enforceability, and capacity to monitor compliance of such 

provisions. One factor that may shape the scope and reach of embedding the Principles into financing 

documentation is the requirements of local law and regulation. It makes sense for investors to have local counsel 

assess the extent to which local laws and regulations impose any consumer protection, data privacy, or ethical 

lending practice requirements on the MFI. If such laws exist, investors may consider including a requirement in 

financing agreements that the MFI comply with all applicable laws and regulations.  

 

6. Monitor implementation of the Principles by investees through mandatory reporting and regular 

monitoring and evaluation. 

Designing a system to monitor MFI’s progress in implementing the Principles is an important part of investor 

oversight. Monitoring processes will differ depending on the nature of the investor. Investors that invest directly 

and carry out field-based due diligence are typically incorporating a review of Principles implementation into their 

annual performance review.  

 

7. Report on progress to investors and other stakeholders. 

The final step is for investors to report their commitment and actions taken for implementing the Principles to their 

shareholders and other stakeholders. With the financial crisis, many shareholders have increased their focus on the 

social impacts and returns of microfinance and are asking partners to report more information. 

 

 

CGAP Key Principles of Microfinance  

CGAP helped developing key principles of microfinance to define a guideline on the goals of the 

strategy. In 2004 the principles stated below were endorsed by CGAP and its donors. They have 

been later on endorsed also by leaders at the G8 Summit held in 2004. The eleven principles are: 

                                                
92 http://www.microfinancegateway.org/p/site/m/template.rc/1.9.49071/ 
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1. The poor need a variety of financial services, not just loans. Just like everyone else, poor 

people need a wide range of financial services that are convenient, flexible, and 

reasonably priced. Depending on their circumstances, poor people need not only credit, 

but also savings, cash transfers, and insurance. 

2. Microfinance is a powerful instrument against poverty. Access to sustainable financial 

services enables the poor to increase incomes, build assets, and reduce their vulnerability 

to external shocks. Microfinance allows poor households to move from everyday survival 

to planning for the future, investing in better nutrition, improved living conditions, and 

children’s health and education. 

3. Microfinance means building financial systems that serve the poor. Poor people 

constitute the vast majority of the population in most developing countries. Yet, an 

overwhelming number of the poor continue to lack access to basic financial services. In 

many countries, microfinance continues to be seen as a marginal sector and primarily a 

development concern for donors, governments, and socially-responsible investors. In 

order to achieve its full potential of reaching a large number of the poor, microfinance 

should become an integral part of the financial sector. 

4. Financial sustainability is necessary to reach significant numbers of poor people. Most 

poor people are not able to access financial services because of the lack of strong retail 

financial intermediaries. Building financially sustainable institutions is not an end in 

itself. It is the only way to reach significant scale and impact far beyond what donor 

agencies can fund. Sustainability is the ability of a microfinance provider to cover all of 

its costs. It allows the continued operation of the microfinance provider and the ongoing 

provision of financial services to the poor. Achieving financial sustainability means 

reducing transaction costs, offering better products and services that meet client needs, 

and finding new ways to reach the unbanked poor. 

 

5. Microfinance is about building permanent local financial institutions. Building financial 

systems for the poor means building sound domestic financial intermediaries that can 

provide financial services to poor people on a permanent basis. Such institutions should 

be able to mobilize and recycle domestic savings, extend credit, and provide a range of 

services. Dependence on funding from donors and governments—including governmentfinanced development 

banks—will gradually diminish as local financial institutions and 

private capital markets mature. 

 

6. Microcredit is not always the answer. Microcredit is not appropriate for everyone or 

every situation. The destitute and hungry who have no income or means of repayment 

need other forms of support before they can make use of loans. In many cases, small 
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grants, infrastructure improvements, employment and training programs, and other nonfinancial services may be 

more appropriate tools for poverty alleviation. Wherever 

possible, such non-financial services should be coupled with building savings. 

 

7. Interest rate ceilings can damage poor people’s access to financial services. 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, 

and their growth and sustainability will be limited by the scarce and uncertain supply of 

subsidized funding. When governments regulate interest rates, they usually set them at 

levels too low to permit sustainable microcredit. At the same time, microlenders should 

not pass on operational inefficiencies to clients in the form of prices (interest rates and 

other fees) that are far higher than they need to be. 

8. The government’s role is as an enabler, not as a direct provider of financial services. 

National governments play an important role in setting a supportive policy environment 

that stimulates the development of financial services while protecting poor people’s 

savings. The key things that a government can do for microfinance are to maintain 

macroeconomic stability, avoid interest-rate caps, and refrain from distorting the market 

with unsustainable subsidized, high-delinquency loan programs. Governments can also 

support financial services for the poor by improving the business environment for 

entrepreneurs, clamping down on corruption, and improving access to markets and 

infrastructure. In special situations, government funding for sound and independent 

microfinance institutions may be warranted when other funds are lacking. 

 

9. Donor subsidies should complement, not compete with private sector capital. Donors 

should use appropriate grant, loan, and equity instruments on a temporary basis to build 

the institutional capacity of financial providers, develop supporting infrastructure (like 

rating agencies, credit bureaus, audit capacity, etc.), and support experimental services 

and products. In some cases, longer-term donor subsidies may be required to reach 

sparsely populated and otherwise difficult-to-reach populations. To be effective, donor 

funding must seek to integrate financial services for the poor into local financial markets; 

apply specialist expertise to the design and implementation of projects; require that 

financial institutions and other partners meet minimum performance standards as a 

condition for continued support; and plan for exit from the outset. 

 

10. The lack of institutional and human capacity is the key constraint. Microfinance is a 

specialized field that combines banking with social goals, and capacity needs to be built 

at all levels, from financial institutions through the regulatory and supervisory bodies and 
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information systems, to government development entities and donor agencies. Most 

investments in the sector, both public and private, should focus on this capacity building. 

11. The importance of financial and outreach transparency. Accurate, standardized, and 

comparable information on the financial and social performance of financial institutions 

providing services to the poor is imperative. Bank supervisors and regulators, donors, 

investors, and more importantly, the poor who are clients of microfinance need this 

information to adequately assess risk and returns. 
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Appendix10 
 
 MIX  

INDICATOR CATEGORY 

WHAT THE INDICATORS MEASURE 

1. Mission and social goals 

The MFI's stated commitment to its social mission, its target market and development objectives 

2. Governance 

Whether members of the Board of Directors have been trained in social performance management and the presence of a formal 
Board committee that monitors social performance 

3. Range of products and services 

Both financial and non-financial products and services offered by the MFI 

4. Social responsibility to clients 

The number of Smart Campaign Client Protection Principles applied by the MFI 

5. Transparency of cost of services to clients 
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How the MFI states its interest rates 

6. Human resources and staff incentives 

The MFI's policy regarding social responsibility to staff. This includes: human resource policies in place, board and staff 
composition, staff turnover rate, and staff incentives linked to social performance goals 

7.  Social responsibility to the environment 

Whether the MFI has policies and initiatives in place to mitigate the environmental impact of financed enterprises 

8. Poverty outreach 

Poverty levels of clients at entry and their movement out of poverty over time 

9. Client outreach by lending methodology 

The type of lending methodology(-ies) employed by the MFI 

10. Enterprises financed and employment creation 

The number of enterprises financed by the MFI and employment opportunities created by the enterprises financed 

11. Client retention rate 

The client retention rate of the MFI 
 
Read more: http://www.themix.org/social-performance/Indicators#ixzz1tVUXHKtC 
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