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Social Microfinance Foundation

Message by the Chairman of the Board

By Herman Mulder

Social Microfinance Foundation (SMF) redefines the effects & impacts of supporting
entrepreneurship by funding and providing technical assistance; it recognizes that
wealth creation for its poor customers goes beyond financial benefits only to the MFI
or its clients. Sustainability of interventions must be based on social justice (eg. labour
conditions, human rights) and ecosystems/biodiversity preservation (GDP of poor
very dependent on ecosystems) as core components as well.

Facilitating prenature livelihood development is our core mission. The "GDP of the poor" is foremost af-
fected by ecosystems and biodiversity. Poverty alleviation should not lead to lasting negative effects and
impacts to the livelihoods. SMF wants to set the stage for TA interventions balancing the triple bottom
line: creating byits direct and/or indirect interventions, financially and economically sustainable business
by poor communities while conserving nature. As with all new approaches, the first full year of SMF has
not yet fully realised this objective, also because the demand for such interventions needs to be created.

Microfinance goes beyond individual clients, financing and financial beodfit it is about livelihood de-
velopment, training/savings/insurance programmes and triple bottom line. SMF TA should become a nas-
cent, active partner community by putting its current resources into the above practice in the sphere of
interest & influence of its partners, and mobilise/leverage this with active support from external funding
and expertise, both locally and internationally. The community should develop also as a best practice
learning platform.

I would like to express my appreciation for the hard, pathfinding work by our staff Jos van der Sterren and
Rosemarie Jongenelen, the active engagement of my colleague Board members, as well as the continuing
support from our partners. My expectations for 2011 are pretty high.

uld2”
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From the Fund Manager

By Jos van der Sterren

Social Microfinance: access to finance to enhance livelihoods and community development

Global microfinance sector is under siege. After years of continued growth in outreach and number of
families reached, as well as proven track records of profitable operations of microfi-
nance institutions, more and more the social impact of the sector is questioned.

Investors, microfinance institutions and support organisations have built the case that
providing access to microfinance services is an effective means to improve living con-
RAGAZ2Yya 2F LR2NI FlLYAfASad ¢KS aSoOd2Nna Gl
families is, however, meagre. Likewise, in search for profitable, efficient and cost

effective delivery mechanisms, microfinance institutions' attention has moved away
FNRBY G(GKS OfASyiQa ySSRad 2KSNBlFra (GKS AyAGALE 321 ¢
sector seems to be more interested in improving its own performance.

Timing of the Social Microfinance Technical Assistance facility appears to be rightly chosen. This was em-
phasized by managers of microfinance institutions that we have met during workshops last year in
Uganda, India and The Philippin&¢ésosocial investors have committed themselves to SMF in our first

year. Cordaid, Oikocredit and FMO started funding our operations. Our Foundéféos them an oppor-

tunity to search for scalable and sustainable innovation in microfinance and different approaches focus-
ing on the poorest clients. Besides this, a network of Partner Organisations with the same vision enables
them to link and learn.

{ aCQa&a & i NB y-rHailefacifitation/ofiTachnical AssigtaNde. Microfinance Institutions value the
fact that TA is not linked to investment as well as the handholding approach, where TA providers are
working from within the MFI during a longer period of time.

In this annual report we modestly present an overview of activities of the first 10 months of our opera-
tions. The year 2010 can be characterized as a-sfageriod, during which, through guidance of our
partner network, the first socially oriented microfinance initiatives were identified and supported.

Relationships with partner organisations have been strengthened and SMF started to connect to similar
initiatives focusing on socially oriented microfinanCeir network of partners enabled us to identify 10
interesting organisations in three countries, and support them in their search for more-ieuded mi-
crofinance services.

This encouraging first step holds a future promise: to stay committed to the main goal of microfinance:
LINEGARAY I YSIya GKIFIG SyKFyOS LIS2LX SQa A0St AK22Ra



Social Microfinance Foundation

About Social Microfinance Foundation

Origin

Vision and Mission

The global microfinance sector has provided acceSscially Oriented Microfinance addresses access to

to financial services for millions of poor and low
income people.

The prospect of interesting financial returns, has
attracts ®cial and institutional investors, keen in
supporting Microfinance InstitutionsA search for
GoAYYSNEE alGlF NISRd 2S¢
finance institutions were supportediFis became
an asset class.

Founding organisations of SMF
- Ayani
- AsianConfederation of Credit Unions (ACCU)
- AMFIU
- CARIMRI
- Cordaid
- EDA Rural Systems
- Friends of Women's World Banking India
- MAIN Ethiopia
- Microsave Africa
- Microsave India
- Micra Indonesia
- Oikocredit
- Peace and Equity Foundation

In March 2009, 13 international organisations, all

supporting microfinance, participated in a workshop
in Bangkok, Thailand, and analyzed their concerns

over the way the sector was evolving.

finance from a different perspective. It promotes
microfinance initiatives that take the social
environmental context of clients as a starting point.
Design and delivery of financial services explicitly
integrate the social, environmental and financial

gimegsiogs oelngod YR 1 6t & vA ONE

W{20Af aAONRBTFAYIlI YOS C2dz
to improve financial intermediation capa-

bilities of banks, savings adedit insti-

tutionsand microfinance institutions. We

dream of an improved global financial

system, continuously seeking to provide

the poorest households with access to

alr gAy3as ONBRAG | yR AyadzN

Socially oriented microfinance institutions stimulate
the active involvement and participation of clients
(groups and communities). In this way they are inte-
grating and balancing financial and social returns.

W{20Atf aAONRBFAYlIYyOS C2dzy
microfinance institutions with tailor

made technical assistance. Through a

unique approach we edesign technical

assistance projects, strengthening MFI's

capacities through our vast network of

In midst of a global financial crisis taking place, they ¢ 2 3| t O2yadzZ GFyda FyR SEL

concluded that, while advocating for a market
driven approach to microfinance, the sector lost

After preparatory arrangements, Social Microfi-

focus of their main stakeholder: the poorest famili%%nce Foundation was legally registered in Breda,

and their living context. Very high interest rates
GSNBE YIFIAYyGrAyYySR (G2 al i
ments, loan products offered were inflexible and
not addressing the needs of the poorest clients.

The Netherlands, in April 2010.
Aate )\)/QSausza’Q NB (G dzZNyy NBIJj d

Overindebtedness of clients had become a serious
problem in some microfinance markets. And last but
not least: environmental awareness and biodiversity

protection was absent in most microfinance deve

lopment strategies.
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Institutional developments

Organisation
Board of Directors Organisational chart

The highest level of governance of SMF is an inter-
national Board of Directors, composed in agreement Partner Organisations
with the SMF Partner Organisations. The Board is :

NEaLR2yaArofS FT2NJ GKS C2dzyRIFIiA2yQa 2OSNIY £ adNI GS3
and Technical Assistance policy. Board of Directors ~=--""" :

In 2010, the Board was composed of six persons: |

Mr. Aris Alip (CARD), Mr. David Baguma (AMFIU),

Mrs. Marjolein Dubbers (Cordaid), Mr. Tony Fernan- Fund Management

des (independent Secretary/Treasurer), Mr. Herman

Mulder (Independent, Chair) and Mr. Ben Simmes / ‘ \

(Oikocredit).

The Board has met five times, two meetings were Uganda India Philippines

organised by conference calling. needs assessors needs assessors needs assessors

Partner Organisations

Social Microfinance Foundation is founded by and
supported through a strong network of 13 Partner
Organisations. These are Investors, Microfinance
Networks, international donors and consulting
companies. Their contribution to SMF is invaluable,
since they provide access to a vast local and global
Fund management network of professionals, institutions and organisa-
Operations of Social Microfinance Foundation aretions. They support the identification, orientation of
delegated to a Fund Manager, appointed by the eligible projects, and provide valuable country infor-
Board. He is supported by a Programme Officer. Thation. Next to this, all of them provide logistical
Fund management team operates on the basis ofsupport and if possible cash support to the opera-
annual plans and budgets approved by the Boardtitins of the Foundation. In 2010, cash contributions
identifies and screens eligible microfinance initia- approved by Partner Organisations to SMF added up
tives, designs and implements technical assistancé 2 ¢ M®HA N Pnnn P

projects, and takes responsibility for financial ad-
ministration and monitoring of projects and ac-
counts.

Other financial contributions

Besides Partner Organisations, SMF has signed a

‘cooperation agreement with Dutch Financierings

laboration with local needs assessors in each of ﬂi\‘/?aatschappij voor Ontwikkelingslanden (FMO NV)

countries of operation. Gt dzSR G € HuHp®nnnI F2NJ (0K
projects.

Technical Assistance projects are prepared in col



Social Microfinance Foundation

Institutional developments

Partnership model

Partners and Associates Partners in 2010

Social Microfinance Foundation is a multi In 2010, SMF network was composed of 13 Partner
stakeholder initiative, that builds upon experience Organisations. Next to this, initial cooperation

and networks of participating organisations. Thougtarted with Belgian TRIAS, in Ghana, focusing on 15
it is not an Association, it has many characteristiclRural Community Banks in the Northern provinces.

of the same. The model is based on a partnershipDutch Hivos expressed its intention to collaborate in
with like-minded institutions that have experience exchange of information in Uganda. Similar arrange-
in the field of triplebottom line finance. The SMF ments were made with Entrepreneurs du Monde,
statutes make a distinction between Partners and SNS Asset Management as well as INCOFIN, in order
Associates. to share experiences, and details on microfinance

Partners of SMF themselves are directly supportiHBSt'tUtlonS and TA providers.

microfinance initiatives who target poorer clients
and take into account the client context for deliver-
ing financial services. Associates are those that help
promote the initiative, spread the word and bring
useful connections to other sectors and initiatives
(like GRI, sustainable development discussions, re-
sponsible banking etc.).

Founding Partners Acronym Type of institution Based in

Association of Microfinance AMFIU MFI network Uganda

Institutions of Uganda

CARD MRI CARD MFI Group of service Phillippines
providers

AYANI Inclusive Financial ~ AYANI TA Consulting Company Zimbabwe

Services Consultants

EDA Rural Systems Pvt Ltd EDA Specialised TA provider India

CNASYR& 27T 22 PEWRYA 2 2MFEARex institution India

Banking India

MICRA MICRA Specialised TA provider Indonesia

Microfinance African MAIN MFI network Ethiopia

Institutions Network

MicroSave Africa MSA Specialised TA provider Kenya and Uganda

MicroSave India MSI Specialised TA provider India

Oikocredit Oikocredit Social investor The Netherlands

Asian Confederation of ACCU Confederation of Thailand

Credit Unions cooperatives

Peace and Equity FoundationPEF MFI support institution Philippines

Catholic Organisation of CORDAID

Relief and Development Aid

Intern. Private Donor
Organisation

The Netherlands
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Institutional developments

Meeting with partners
Socially Oriented Microfinance exposed

Social Microfinance Foundation is involving the Pa#s part of the Partner Meeting, representatives of
ner Organisations in the formulation of its strategytlivos, SNS Asset Management, Incofin and

SMF aims at creating an interactive and locally ~ Oikocredit were invited to attend a debate and
oriented network, through annual Partner meetinggnalysis on challenges in the microfinance sector.
During this session, Manoj Sharma, Director of
MicroSave India, presented an update on recent
developments in the Indian microfinance sector,
expressing concerns over MFIs who are pushed to-
wards rapid growth, often by external investors.

David Baguma from AMFIU, informed the audience
2 on the current state of affairs in the Ugandan micro-
Partner Meeting 2010: Mr. Ben Simmes, Mr. David Baguma, ~ finance sector. Specifically, David discussed the
Mr. Ranjith Hettiarachchi and Mr. Aris Aip commercialization and evolution of institutions and
the consequences for the composition of the sector.

Partner meeting November 2010

Following a first partner meeting in November 2009,
16 delegates representing 12 SMF Partners again
joined on the 26th and 27th of November 2010, in
The Hague in Conference centre Mundial.

During the two days session, an overview of results
for the year 2010 was presented and the annual
plan for 2011 and TA strategy was discussed.
Besides analyzing the potential for socially oriented
microfinance in the four countries of operation,
Board and SMF Partner Organisations agreed on

. o . . Partner Meeting 2010: Mr. Manoj Sharma
startinganQ L y Odzo I U A 2 Y InthiSl@eyd NI YY S Q

agreed to pool their
networks, resources,
expertise and best
practices, searching
for innovative ways
of delivering goods
and services that im-

Download the presentations at:
www.socialmicrofinance.org

6TA support service by SMF is qu
funding organisations in terms of focus of the program.

« : pact the livelihoods of SMF has also chosen best TA providers (MicroSave, in
Partner Meeting 2010: Mrs. Viji Daghe poor in a substanti- case of Nirantara). Approach of SMF is quite impressive
al manner as officials of SMF listen to us and ask every detail.

This brings in lot of clarity on the project, for both the
parties. d
Statement by: Niranjan Sheelavant (Nirantara, India)


http://www.socialmicrofinance.org/News.html?page=1

Social Microfinance Foundation

Technical Assistance

TA with a difference
Social Microfinance Foundation facilitates Technicph at Microfinance Institutions

ASSiStanCtWith a difference:The Financial Institu- Technical assistance facilitated by SMF may best be
GAzy Aa Ay GKS RNAOSNDASER)ERUKNR@AKR A NEKSySYfAs
technical assistance delivery process. TA providers are working during a longer period of

Areas of Technical Assistance time in an institution, on the basis of a predeter-

SMF facilitates TA in the following areas of manadgl—ned Terms of Reference establishing clear deliver-

ment and governance of financial institutions: ables. The table below shows the focus and topics
of TA as facilitated by SMF.
Client value proposition:
| fhds&l\iesign /delivery of financial
products;
[ 2YYdzyAtie RS@OStE2LIVSYyGT
I fASYlG O2YYdzy A O A2y 3T Idpraviggrtiens mender interdhase thudly | v OA | €
literacy and education; client awareness raising and education (micro
insurance and microsavings)

1 Legal and management advice on design of mem-
bershipbased ownership structures, as well as
coaching of board members

Governance issues:
58035t 2 LAWSior of the/sBcialNds- 9 Staff coaching in social targeting and design of
sion of the microfinance initiative, and its role as client feedback mechanisms
an agent of change; 1 Design and implementation of savings products,
LYGdSaNIGdaAzy 27F 0O2YYdzy A i #exibiizaijos ofgreupbasedieyiding prad®ts Ot A Sy
value concept in the development strategy and ¢ Design of innovative human resource systems and
2LISNI GA2yE FSIGdNBA 27F gk fRdentives schemes taking into account social

criteria
Next to this and always related to the above, TA { Design and implementation of Social Performance
may be related ttManagement issuekke human Management systems
resource development, portfolio management,
financial and risk management; brternal Overview TA projects 2010

Operationdike MIS systems. With 2010 being a startup year, the search for eligi-

i _ ble projects has been the main concern of the SMF
OSMF 1 among the few ins tIéoard andomanagement {eam Whilé §eC|d|ng on'12
supporting small and growing institutions. SMF invol-

ves the partners in determining their needs and also TA projects, the board searched for a consistent ap-
listens. They take time to understand their customer and ~ plication of eligibility criteria. This provided guid-
this distinguishes them fr oanceottd the managementteam for acceptance and
SRR S [Raliz i (=0 et L) rejection of proposals, and application of eligibility

criteria.

Country  Applications Assessed positively Presented Approved Total Value TA Value SMF con-

Received by team toboard byboard LINR 2SO0 al NMoydzeEA 2y a Ay
India 14 7 6 4 266.417 179.123
Uganda 5 3 3 3 101.771 93.026
Philippines 11 5 3 2 122.753 102.978
Other 3 0 0 0
Total 15 12 9 490.941 375.126
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Technical Assistance

TA Approach

Geographical focus

After initial screening by SMF Partner OrganisatioBémilarly, there is no sign of competition driving in-
the Board decided that technical assistance shoulttrest rates down, since supply is still in most areas
initially focus geographically in four countries, far less than demand. Group lending schemes are
where partnerships could be most effective: Ghanperceived as inflexible by clients. At the same mo-
Uganda, India and The Philippines. ment, MFIs have difficulties in changing these group
products. Other issues touched upon were weak

. _ _ ~governance of institutions (especially in the poorest
During 2010, operations started in Uganda, India zre45 and conflict zones like Mindanao), limited

and The Philippines. In each of these countries, SME capacity, low staff retention, multiple lending
was introduced through a kietff workshop. Topics 4,4 overindebtedness.

debated and analyzed during these workshops
were: TA Needs assessment

Workshops

During the application process, SMF conducts TA
needs assessments in order to get a more detailed
insight in the organisation and request for technical
assistance. In conformance with the institution, SMF
I Approaches that could potentially improve the deploys an independent needs assessor, who con-
clientmfi relationship ducts the assignment in a three day exercise at the

§ Potential contributions of technical assistance. organisation and in two days of report writing.

1 Challenges faced by the microfinance sector

1 Analysis of the impact of commercialization on
client selection and service delivery.

. . _ In 2010, 15 TA needs assessments were conducted.
In India, in close cooperation with EDA Rural Sys-

: . , Seven of them in India, three in Uganda and five in
tems, Oikocredit and MicroSave, two workshops . _ _ _
. o the Philippines. Assessing the following topics:
were organised, resulting in the attendance of more
than 25 Microfinance Institutions and 5 TA provid- q Detail priorities for future growth strategy from a

ers. triple bottom-line perspective;
Similarly, in Mindanao, The Philippines, together {1 Assess operations in terms of social orientation
. . . Governance;
with Peace and Equity Foundation, a workshop was Clientocus:
conducted with 6 MFIs, whereas in Uganda, in coop- Financial product design & delivery;
eration with AMFIU, 15 MFIs were present. Financial sustainability;
Environmental awareness;
Workshops and discussions with MFIs provided in- Poverty focus of HR strategy;

put for the country contextual analysis and for iden- ~ Satisfaction of staff about internal systems;
tifying areas of support. Most microfinance institu- 1 Assessvpmposed TA request, ) o )
tions indicated that the drive for commercialization 1 5A d0dzad laasaaysyuQa 2dziO02Ys

i . shop with senior management and Board of MFI
leads to changes in governance (external ownership,

bonus and incentive payment systems, mission Based on the results of the needs assessment, a first

drift). Growth in outreach is the main driver for  decision is taken on eligibility of the applying institu-

profit maximization leaving limited space for apprajon. After this, the Fund Management team starts

priate client selection. to engage in a process of designing a TA package
that is presented to the Board for approval.

11



Social Microfinance Foundation

Technical Assistance

Unique approach

The uniqueness in the SMF approach is visible du
ing several moments in the TA project cycle:

Project identification :since SMF is a muiti
stakeholder partnership, identification and pre-
selection of eligible organisations is done
through the network of partners, active in their _
country and aware of innovations taking place.
Microfinance institutions are identified if they
show potential intransparencyand quality of

ents, provide client relationfeedback mecha-
nisms and present a flexible and tripkeottom
line orientation of their products and services.

Needs assessment: a participative approach dur- §#
ing TA needs assessment, by independent coni i
sultants, promotes commitment and the estab- -
lishment of a joint vision on socially oriented
microfinance. Similarly, an agenda for institu-
tional change can be discussed, and actions 1o Bu _

) L ) ] Microfinance client selling peanuts at her market stall
be realized within a predefined tiraeame.

Selection of TA providers: SMF works with se-
lected local TA providers, whose proposals
eventually are approved by the applying micro-
finance institution on the basis of competitive
bids. Through joint discussions on the terms of

references for TA projects and tripartite con- 6The services provided by SMF
tract arrangements, SMF is enabled to monitor based organisations like CARE MBA because it
the performance of the TA provided. is timely delivered and fits the immediate needs
not only of the organisation itself but the cli-
Handholding approach in implementation: ents as well SMF is different from other support-
SMF staff engages in a continuous dialogue with ing organisations because it caters mainly to
the senior management of the supported MFI, microfinance based institutions and is concern
on the content of TA delivered and the quality not only with the organisation itself, but more

. . . important of the clients welfare as well. Deliver-
of services by TA providers. Deliverables are . :
ables concerns such as fast and efficient deliv-

defined SMART and always focus on the client ery of needed funds are exempl

MFI relationship. Statement by: Pelagia Mendones (CARE MBA,

the Philippi
Shared costs: Each TA project is danded with @ Philippines)

the applying microfinance institution, to app.
25%.
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Country Operations- India

2010: Churning of Indian microfinance

By Frances & Sanjay Sinha

(EDA Rural Systems Pvt Ltd) The result has been limited success in inculcating

The exponential growth of the  the microfinance tradition of targeting the poor and
Indian microfinance industry is aexcluded, and relationship building with clients to
YFEGKSYF GAOAI Y Qandeddnd thef lives NI tadliRoods and to sup-
ninety percent growth year on  port their financial needs in an environment of em-
year for nearly 10 years has cre-pathy and service. Indeed, MFIs have limited the
ated the perfect exponential  |oan size to unrealistically low levels (currently just
growth curve. In the case of Indian microfinance, 12.5% of per capita GNI) so that risk is minimized by
this has meant an industry in 2010 that is more th@miting the size of the loan instalment and costs are
600 times the size it was in 2000 reduced by virtually eliminating the task of loan ap-
claimed outreach today of arounc praisal, reducing the qualifications and, with it, the

30 million borrower accounts of salary that needs to be paid to a loan officer.
low income clients. More immed}

ately this has meant that some 1
million client accountg around

It is not surprising, that the net result of growth

pressure has been for the loan officer to attempt to
acquire the clients of other MFIs and for the client,
unsatisfied with the quantum of financing available

ast two years. Consider the challenge this level of . .
P y g to her, to end up acquiring loans from multiple MFIs

rowth has posed for client acquisition, staff train-, .
_g P i q in order to meet household needs. This has led to
ing and rollout and maintenance of control systemﬁ.

_ . igh (if as yet not precisely quantified) levels of mul-
that are essential for an industry that must manage

money as well as peopteboth clients and staff tiple lending. M/ wL [ Qa SaiAvhidsS 2% d
y peop " onour ratings of MFIs) is around 40%, meaning that

Developments in the industry for every three actual clients there are 5 borrower

¢KS LINI OGAOLT AYLX AOL G acgoynss, redycingjthe gumpsrsipfipyvincoe)di- 3 Ne 4
have been mind boggling; at an average loan out-e€nt households reached by MFIs from 30 million to

A yRAYI 2F wartztnan 6 e M milligngAdg to thisthejgpding to thesame, 5 v
ONBI a8 Ay TdzyRa YI yI 3S@ent undegigq sgif helprgroupgiif) PEOgragyne ¢ A f ¢
and, at an average client to staff ratio of 245, this @nd other government programmes and the aver-

means that the numbers of staff recruited during 29€ of multiple lending would rise to something like

the past two years has been of the order of 70,0085 borrower accounts for every actual client.

even after taking increasing staff productivity into :
account. Thus for every two members of staff there
was at least one trainee staff member and as soon
as the staff member completed training (in 3
months) and acquired a modicum of experience
(another 3 months) they were training new recruits.
At the same time, all staff members were under
pressure to acquire more clients, usually in areas
where there were many other MFIs functioning.

cE: 2F U 2 RavetbOeh added withih the

Al > N _ AP

Microfinance clients braiding and weaving baskets

13



Social Microfinance Foundation

Country Operations- India

The consequence of this situation has been a pre
sure on low income households, women must shu
tle to 2-5 meetings per week while managing hous
holds, families and contributing to micro
enterprises at the same time. Unfortunately, in ob
GFrAYyAy3 aStkae Y2ySeé¢ 7
clients have mismanaged their financial affairs, as

people tend to do at any level of society, and caseg#

of overindebtedness have emerged. Even as a
small proportion of the total, say just 0.05%, this
would amount to 9,000 cases and the emergence |§
from these of a few cases of suicide cannot be rulg
out. Whether or not these suicides are attributable
to coercion by staff with limited understanding of
GKSANI SYLJX 28 SNR&a &a20Al
genuine difficulty is a matter of debate. Mix into
this situation the shamelessly unethical behaviour
of a few MFI promoters provoking media muck
raking, and populist attention seeking by politicians,
the resulting restrictive legal measures by the An-
dhra Pradesh state governmegqtapparently for the
protection of clients; were inevitable; hence the
crisis in Indian microfinance.

Conclusion

Clearly, the revival of the Indian microfinance sector
needs multiple actions at many levels: the central
bank for regulation, the government for calibrated
responses to the issue of client coercion and, above
all, the MFIs to ensure more measured growth and
better control systems. It also requires more in-
formed investor behavior to ensure that capital
flows to socially responsible institutions in support
of the long term economic benefits of financial in-
clusion rather than in pursuit of short term financial
gains. At the time of writing (January 2011) solu-
tions are yet to emerge but clearly a major churning
in Indian microfinance lies ahead.

SOCIAL
Microf
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Microfinance clients working at a bakery

Visit EDA RS atww.edarural.com
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Country Operations- India

SMF in India

Focus region

Type of organisations

In 2010, SMF received requests for technical assihe country holds a wide range of institutions, in
tance from 16 MFIs, mostly through partners suchand outside the microfinance sector, that are some-

4 CNASYRa 2F 22YSyQa

Ro@ MdolRed with phitrafifaBcE de9efopment.dzNJ-

Systems .and MlcroSave. Most appllcatlons are fr%?\/IF is not specifically targeting specialized microfi-
organisations in a range of states in Northern Ind'?iance institutions or NGOs. These could also be

such as Uttar Pradesh, Bihar, Assam, and Jhark-
hand. Next to this, also more centrally located or-
ganisations in states like Maharashtra and Karna-

FINYSNDRa 2NHFyAalGA2ya
marketing services could be offering microfinance
services. Microfinance initiatives applying for sup-

taka have applied. SMF does not focus on SloeCIfI|80rt could therefore be Societies, Trusts, Section 25

provinces.
Jammu & Kashmir
Himachal
Punjab Pradesh
ch 4 Uttranchal
Haryana
i Arunachal
Delhi B i
Sikkim
Rajsthan Uttar Pradesh
Assam  Nagaland
EI=p Meghalaya
Manipur
Gujarat Madhya Pradesh e g TR Mizoram
Chattishgarh ST
Dius R
Daman & Diu" Orissa
Maharashtra
BAY OF BENGAL
AREBIAN Andhra Pradesh
SEA
Goa
Karnataka Narcondam I.
Lakshdweep Pondicherry
. . Barren I.
Andaman & Nicobar *
Tamilnadu Islands

Kerala

INDIAN OCEAN

In 2010, the following institutions have received
support from SMF:

Organisation Amount TA TA Provider
CDOT € 48.178; EDA RS
SVASTI € 0 M-dc o MicroSave
IDF € TOo-xTHNIKPL
Nirantara € no-®dn n | MicroSave

companies or NoiBank Financial Companies
(NBFC).

In India the following types of microfinance organi-
sations can be distinguished:

Tier 1 Tier 2 Tier 3

5-6 large NBFC 10-15 mid 500-800 NGO
MFIs that have sized MFIs MFlIs that have
been in operation that have been growing

as NBFC for-80 recently trans- steadily and face
years and previ- formed into difficulty in bor-
ously as an NGO NBFCs rowing from

for several years banks

TA Providers

During the first year of operations, technical assis-
tance was provided through MicroSave, EDA Rural
Systems and Indusware Knowledge Systems. For
each project at least two TA providers are re-
guested to submit a proposal. According to the ap-
LX AOIFyiQa LINSFSNBYyOS | yR
and the microfinance initiative jointly decide on the
TA provider to be selected. In some cases more than
one TA provider will be invited to work with an MFI.

TA Focus

Strategic management, staff capacity building, product & services
Client targeting and improved services/products, staff treatmert
Client targeting and improved services/products, staff treatmert

Product development, HR Management, client services
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Project example CDOT

Introduction Amount technical assistance

The Center For Development Orientation and Traifetal: € 48.178;
ing (CDOT) was established in 2001. Currently CBomtribution SMF: € 43.360,20
is working in three districts of Bihar, its regional ofContribution CDOT: € 4.817,80
fice is located in Bihar Sharrif and its head office ir}A provider

Patna. The organisation is working in rural as well as

peri-urban areas. CDOT offers microfinance sinceEDA Rural Systems

2007 through 9 branches and 55 staff, with microfpygcess & Deliverables

hance since 2007, with 7.559 active loan clients In1’echnica| Assistance will be delivered up to August

2010. 2012, during which the following issues will be ad-
Initially it delivered microfinance through a Self Helfessed:

Group model, but in 2008, on the basis of client  strategic managementhe management of CDOT

feedback, the organisation shifted to a Joint Liabilfould produce a better vision on social and financial as-
Model pects of microfinance and improve leadership abilities.

_ _ ) _ TA: Guide, support and coach senior staff in development,
Next to microfinance services, CDOT implements drategizing and implementation of the financial and so-

diverse range of community development pro-  cial goal{1-4 months).

grammes, such as an environmental awareness pro- o
HR ManagementCDOT lacks specialised staff/HR struc-

gramme, community intervention activities and anjges while gradually expanding, CDOT is hiring new spe-

mal health programmes. cialised staff. However, a strategy / structure for attracting
and retaining quality staff, developing staff incentive
Eligibility schemes is a major challenge and key in this TA trajectory.

. d ive d | _@ayment systems, staff performance scheme, staff code of
nance operations and extensive development actiyly,qyct and strategies for recruitmenf staff, taking social

ties, give CDOT a strong social profile. The organisaformance parameters as starting poi{@ months).

ion i rationall inable an it contin _ ,
tio S_ opg ationally sustainable a d és tcont ueSCapamty developmenBranch Managers and Loan Offi-
to maintain a focus on rural areas, it is able to makgrs should become aware of the strategy, necessity and

a positive impact in the lives of ultra poor women implementation of socially oriented microfinance and

Bihar. CDOT promotes organic farming, reduction’gp’ 2t UPon this.

1 : : : EDA explores capacity building needs of staff mem-
fertilizer usage, by creating a vermin compost bar@rs, they also develop the module and staff members

take part in the (individual) coaching and learning trajec-

TA Request tory (6 months).

CDOT is searching for support to improve its effi-
ciency of operations, strengthen HR management Improvement of products and servic€&OT observes a

. . . . need for clientfocused microfinance products and services.
and financial management/strategies. Besides, the

organisation feels the need to improve services dd/" Market research to identify ways to deepen CDOTSs out-
reach with appropriate services for poorer clients; Proposed

livery to clients and increase staff efficiency. adaptations (or new products) will be designed in line with
sustainable operational systems (8 months).

Visit CDOT atvww.cdotbihar.org
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Do MFIs provide an effective Agency
for Financial Inclusion? Case of Uganda

By David T. Baguma (AMFIU) Uganda

The microfinance sector in Uganda has been evolVhe case of Uganda has not been much different
Ay3 aAyoOS (KS oipalhd®@lopmgizounttie® i@ Sef/efopldy prod-
FGSR Y2NB Ay U #B and goficiesXtiat ensyir inofusiod of all adult
early part of the decade of 21 citizens in the financial system. Uganda FinScope
century. | personally got in- Study 2009 found out the following facts: Uganda
volved in the Microfinance Sec-has a population of about 31 million of which 14.1
tor in 1993 when | designed themillion are Ugandan adults (16 years and above). Of
first microfinance targeting women with emphasisthe 14.1 million, 3 million adults have a bank ac-

on widows. Rudimentary as it was, we secured count. 0.98 million are served by other formal finan-
funding of about USD 100,000. The policies had cial service providers and 5.9 million are served by
come up with were not tested anywhere and as a Informal Financial Services provider like SACCOs,
result, we lost 51% of the portfolio within 3 years! Credit only MFIs and money lenders. This means 4.2
million adults are financially excluded and not part
of the financial system.

When | later learnt from those who had proper pol
cies, sound practices in the implementation, | de-
signed a better programme that ensured over 98%iave MFIs done what we thought they would de-
recovery. The magic was is in knowing what reallyiver based on their double bottom missions? It is
works. | still remember one International consultadyident that about 50% are reached according to
looking into my eyes and telling me after training igyrrent products and policies. We all thought that
1997;0David, any person can give out money BUTyjicro credit would do that miracle. Later to find
Gb1sa I gAas LISNE2Thist 2 4 gdd thih K59 whiddherd mi@d cledittoth-
statement was a turning point for me in pushing the.o i their businesses. What needs to be done to

microfinance agenda. Since tha.t time I have SOUQBPeak the barriers that stand in the way for financial
knowledge. | have attended various short courses.

_ _ inclusion? Is it possible anyway? It is possible only,
'”°'9d'”9 SME dgvelopment and Management at in my opinion, if the following is taken into account:
Galilee College in Israel (2006) and Frankfurt Sum-
mer School academy in Germany 2005. The poVer@ethmk policy and products. Making money and seeing
is still herec we see it, we touch it and we smell it profits coming are inspirational and maotivational. This

. . ’ . ' feeling has drawn most MFIs to pursue this exciting
It is not time to relax rather the time to accelerate.

. . . . output, and by the time they woke up, their social mis
My passion for microfinance is a result of what we sion was only in the mission statement and not in prac

have gradually seen happening to participating  ice. S0 MFIs need to return to the root of the problem

families. Better life conditions, children in schools they existed to perform. But in case the desire to go on

and above all the self confidence and smiles on theop overrides their social mission, we should let them

facesc hope for a better tomorrow. But the big go. Why? They have a cliental that can create more

jdz§aiAz2y Aaz aLa S@8NE dopsdrproyfaniiesnhogvruld have disposable in
come for their well being.

Ly@dSaid Y2NB NBaz2dzZNOSa +a Ad ¢4
institutions that measuring both the business and social
mission is not an option but the way of doing business.
Therefore the issues of SPM and client protection princi
ples are crucial ingredients in the work towards outputs.
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Promotion of informal sector with the vision of bring
them to the formal financial sector must be focused on.
Examples are Village savings and Loan Associations ’
(VSLA), SACCOs and other community groups. Financial e
literacy at this level should intensively be disseminated. e
Though the majority are in this category as in Uganda
case, it has missing gaps like reliability and security and
actually very expensive yet limited products.

''aS 2F SYSNHAy3 G(SOKyz2f?2
transfer can go a long way including more people in the
financial system as illustrated in the following diagrammes/=
concerning the Uganda situation.

Having said the above, hindrances to financial inclug
sion remain:

] Low levels of financial literacy Microfinance clients working as fishermen

1 Lack of appropriate financial products for the

very low income earners In conclusion, it is the duty and responsibility of

T High costs of financial products those with big hearts, big brain and big pockets to

1 Inefficient and low levels of innovation in deave a paradigm shift of once more focus on pov-
veloping countries like Uganda erty as a multifaceted big challenge that dehuman-

1 Poor infrastructureg mainly roads power and* | 5@ D2 RQa ONbBFUAZYy® t NEYZ2U
communication of innovation in the financial sector like mobile fi-

. . nancial services and agency banking, infrastructural
Unfavourable policy and regulatory environment i _
, . . and technological as well as policy reform should be
that increases the cost of doing business and cur-"
high on agenda of governments and partners. The

tails business innovation. i _
. following quotation makes sense:
O) s

G6¢KS OKIFftftSy3IS Ay SELIYyRAY3
for policy makers and financial providers is how to

provide formal financial services that match the

flexibility afforded by informal tools, and are reli-

able, secure, affordable and value creating on a

large scalé @

[

3
.
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Visit AMFIU atwvww.amfiu.org.ug

Microfinance client selling oil at market
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SMF in Uganda

Focus region Type of organisations

'3 YRFQa YAONRTFAYI YOS At&hOkegrmihgiotithe F0sEher&Vvias IR ahys v S 1t
ous. It exhibits a duality characterised by formal aspecialized formal financial institution delivering

well as informal actors, regulated as well as unreguicrofinance in Uganda, except for a handful of

lated institutions. Thanks to concerted efforts by NGOs and government programmes. Currently, the
government, civil society organisations and the prmicrofinance sector knows four types of microfi-

vate sector, Uganda has become a model case ofnance providers categories.

microfinance promotion in suaharan Africa. In
itself, however, that does not mean that all is well.

Tier 1: Commercial Banks

Si

LYRSSRET ! 3 yRI Q4 YAONRFAYF FBENGENF 2 Ng A8 AGATE 0
designed to provide microcredit than to help poor Tier 3: Microfinance Deposit Taking Institutions
people to save. (MDls)

Tier 4: Credit only NGOs, SACCOs, MFIs and small

MFIs now cover the whole country, although in
some districts only one provider operates. Microfi-
nance providers are concentrated in the central rea typical MFI in Uganda offers limited financial

gion, which can be explained by the high rate of products beyond basic credits. An exception are
economic activity prevalent in this part of UgandaSavings and Credit Cooperatives (SACCOs) that are
B 0 allowed to mobilise savings from their registered

member based organisations.

O v 60

) _of e Nimule © Kaabong
“b» s members and use these funds for loans to other
Aze © Acholibur L
p - Gulu oo members. Of course, regular banks and credit insti-
nadhe, by emoroto  tutions offer a wider range of services, but they usu-
(ZAIRE) P . .
LS : Soroti ally do not reach the poor, particularly not in rural
° 2the °
Lake Albert Kroglt KE areas.
5: Mbale e
akandl B s Based on this rationale, SMF decided to focus on
Mountal o~ . . T .
OUNAISE eKibale Forest NP o s microfinance 