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Reconciling Financial and Social Performance

Editorial

Microfinance is both a weapon in the fight against poverty and an economic development tool. Consequently,
reconciling financial and social performance is now a major issue. Having an impact on the communities they
serve is reflected in the mission statements of most MFIs; but it is equally part of the undertakings that they
have entered into with their financial, technical and government partners.

While financial performance objectives are clearly set out and can be standardised, monitored and checked,
measuring social performance has been far less clear-cut with a reliance on rudimentary measures which do
not tell the whole story (such as the average value of loans and the percentage of borrowers who are women).
Social performance rating offers a means of establishing whether an MFI has the capacity to achieve its social
objectives - and players within the microfinance sector are currently elaborating and testing indicators to develop a social
performance management system.

Two main questions lie at the heart of the discussions surrounding this issue:

When looking at microfinance does good financial performance automatically lead to outcomes with a strong social impact?
The evidence suggests that this is not always the case. Institutions which perform well financially sometimes have practices
which pay scant regard to consumer rights - or they only target those who already have access to other financial service
providers (with the risk of their clients becoming over-indebted).

But is financial performance and having a social impact mutually exclusive? Even if it is obvious that some decisions based on
achieving social objectives can have an adverse effect on financial performance (in particular the effect on profitability arising
from the cost of moving into poorly-served areas) it is often the case that financial and social performance complement each
other. Thus, by moving into areas that have hitherto been badly served, risks can be diversified and over-indebtedness can be
reduced by providing services which are better suited to clients’ needs. This can lead to greater competitiveness and consumer
loyalty, with litigation risks being lowered through a respect for consumer rights. Clients’ improved economic circumstances
also allow credit risks to be more effectively managed.

So, if managers and partners are to make informed decisions, we need to measure both objectives.

Emmanuelle Javoy
Managing Director, Planet Rating

The Microentrepreneur of the Month

Ganga Roy, India: Rickshaw (taxi-bike) and milk sal  eswoman.

With her first-time loan of EUR 76, Ganga was able  to buy a rickshaw for her husband.

Ganga’s husband previously had to rent his bike-taxi but Ganga bought him
his own rickshaw and, with the income freed up from this new source of fi-
| nance, she was able to repay this first loan in 8 weeks. Ganga then took out
¢ a second loan of EUR 95 in order to buy a cow and sell its milk. The cow is
now an important source of income for the family, enabling it to earn be-
tween EUR 11 and 13 a day.

The couple’s economic circumstances have improved. Ganga’s husband

used to have to share the day’s profits with the taxi owner. Now the family

can keep all the money earned and their daughter is able to go to school.

Both are planning to take out further loans to buy bike-taxis and rent them
out. Ganga also hopes to buy more cows in order to sell dairy products.

Ganga benefited from the support of Bandhan, an organisation that is part of
. the PlaNet Finance platform, which offers disadvantaged groups services
covering microfinance, microbusinesses, health, education and risk manage-
~ ment.
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How to reconcile financial performance and social p

Today it is possible to reach poor populations whil

Despite the increasing popularity and
overall growth of the microfinance sec-
tor, it is still confronted by significant
challenges. In order to continue their
actions in a sustainable manner, MFls
must be committed to long-term finan-
cial stability. The necessary change of
scale for microfinance also depends on
the involvement of commercial banks
and on strengthening private invest-
ment’. This maturing process, however,
often creates tension for MFIs - be-
tween their social mission (reaching the
excluded, strengthening their capaci-
ties, etc.) and their financial objectives
(covering the costs of offering such
services). Some observers speak of
drift,” observing the spread of financial
practices which derive from a purely
commercial approach, without concern
for the risks of negative effects on the
beneficiaries, or of imposing limits on
their social impact.

Even two or three years ago the meas-
urement and management of social
performances was considered as
something marginal, but today it is rec-
ognised by many as crucial. Con-
cretely, it is of strategic and operational
interest for MFls, investors, lenders and
even States, when we consider the
sector's critical points and needs for
consolidation.

Therefore, a whole new approach to
evaluating and supporting microfinance
has recently developed, stressing more
transparency for the sector, and en-
couraging strategic thinking and action
by MFIs. Today, tools and approaches
exist to enhance those practices which
ensure that a massive offer should still
respect clients and remain sensitive to
its own impact.®> The SPI (Social Per-
formance Indicators) initiative devel-
oped by CERISE and its partners within
ProsperA (Alliance for the promotion of
social performance),* was a pilot pro-
ject to define a method of measuring
social performance.® The general prin-
ciple of the SPI tool (a questionnaire
with a corresponding user guide) relies
on an evaluation of the ‘social process’
according to four key dimensions : 1)
Targeting the poor and the excluded; 2)
Adapting services ; 3) Ensuring benefits
for individual clients and strengthening
social capital; 4) Social

responsibility. The graphics give a vis-
ual representation of the results of an
SPI evaluation of a large Bolivian MFI
serving more than 80,000 people, es-
pecially women. This MFI is character-
ised by good social performance in
terms of targeting the poor and the ex-
cluded, geographically and methodol-
ogically in particular, but also in terms
of the quality of services, the strength-
ening of social capital and social re-
sponsibility. It also shows the positive
financial and institutional results, with a
B+ GIRAFE rating for the same period
from the Planet Rating agency.

Numerous examples of this synergy are
now available in the microfinance field :
good management approaches and an

appropriate methodology will lead to
good levels of efficiency and profitabil-
ity, while keeping a clearly social orien-
tation: to offer services specially for a
poor public, to reach rural areas, to
reinforce social connections within
communities, etc.

More generally, statistical analysis of
the connections between social and
financial performance carried out by
CERISE® show that targeting the poor-
est and most excluded tends to create
higher operating costs, whereas adapt-
ing existing services to their needs and
encouraging participation and social

erformance

e remaining financially profitable.

responsibility have a generally positive
effect on reducing defaults of payment,
increasing productivity and reducing
operating costs.” Various factors have
been proposed to explain this conver-
gence, and in particular the notion of
trust seems to play a key role in the
financial relationship between MFIs and
clients, with better retention of clients,
reduction of transaction costs for MFIs,
etc.

These results clearly show that it is
possible to reach poor populations
while remaining financially profitable.
The challenge for all actors in microfi-
nance is therefore to make a clear com-
mitment to promoting social perform-
ance, thus strengthening virtuous cir-
cles involving long-term financial stabil-
ity and positive impacts on develop-
ment.
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News

Mobilisation of PlaNet Fi-
nance China and Micro-
Cred after earthquake

PlaNet Finance China and MicroCred
would like to express its profound sorrow
after the earthquake that struck China at
the beginning of May.

After the period of mourning, and heal-
ing, we must think of reconstruction. In
the short term, PlaNet Finance China
would like to help MFIs affected by the
catastrophe to regain their original ca-
pacities.

In the long term PlaNet Finance China
will provide its technical assistance and
consultancy services to reinforce MFIs in
China.

Second GMIC in New York

The second GMIC (Global Microfinance
Investment Congress) took place at the
Jumeriah Essex House in New York from
14 tol6 May, in collaboration with the
American Conference Institute, and
thanks to the support of Standard Char-
tered, Akerman Senterfitt and various
other partners. Three hundred of the
most significant actors in the microfi-
nance sector and in international finan-
cial markets gathered together. The aim
of this conference was to collect pioneers
in microfinance and new actors in the
sector to reinforce a structure which will
in future promote the expansion of micro-
finance. Jacques Attali, Arnaud Ventura,
Magdy Moussa, Cyrille Parant and Sé-
bastien Duquet spoke at the conference,
as did other internationally renowned
panellists from key sectors such as capi-
tal investment, evaluation, investment in
microfinance, etc. The event was a great
success and provided an excellent plat-
form for explaining the missions and the
vision of PlaNet Finance for the future of
this sector, particularly to those in the
United States. For further information on
the New York conference:

http://www.microfinancecongress.com/

In 2008, MicroCred is following an
ambitious growth plan by reinforcing
and developing its network of finan-
cial and microfinance institutions. and
banks. MicroCred is making a special
effort to strengthen its capital struc-
ture both at the level of the subsidiar-
ies, with the entry of new investors.

At the end of April, MicroCred Mex-
ico continues to improve the quality
of its portfolio and plans to open new
branches. The institution has 5,767
active clients and proposes average
loans of EUR 450.

MicroCred Madagascar continues
its rapid rate of development, open-
ing new branches and increasing the
productivity of its loan officers in its
existing branches. MicroCred Mada-
gascar counts 5817 active clients.

Since 2008, MicroCred Sénégal
offers its clients five products: two

loan products (from EUR 150 to
7,800), two savings products and
one insurance product. The aver-
age loan is EUR 1,032. The institu-
tion plans to open two new
branches and has 1,027 active
clients.

During the first quarter of 2008,
MicroCred Nanchong has dis-
bursed 237 loans. At the end of
April, the institution had 439 active
clients with an average loan of
EUR 2,061.

At its April meeting, the Investment
Committee of FinanCités agreed to
the financing of 5 very small enter-
prises from the suburbs.

The Supervisory Board decided to
increase the capital of FinanCités
to EUR 30 million.




Our mission: To reduce world poverty

PlaNet Finance is an Organisation of International Solidarity which participates in the global fight against poverty
through the active development of the microfinance sector. Its objective is to offer financial services to the poorest indi-
viduals, who are currently excluded from the banking system, enabling them to develop their professional projects and
thus escape from poverty with dignity. Today, the microfinance sector is booming; 150 million microentrepreneurs have
been financed by 10,000 microfinance institutions throughout the world. We estimate the remaining number of microen-
trepreneurs in need finance and insurance to be in the region of 500 million.

PlaNet Finance has:

Assisted 220 microfinance institutions  in
2007 who provide support to over 9 million
microentrepreneurs,

Created 38 permanent offices across the
world,

Developed 539 staff , 90% of whom work in
the field

Our commitments: 6 activities to develop microfinan ce and support microentrepreneurs

1) Technical assistance lies at the centre of the activities of PlaNet Finance, capitalising on and developing the know-
how of its experts, by concentrating on 3 Business Lines:

- Consulting and Technical Assistance Services: institutional reinforcement, support for partner MFIs.

- Microfinance Plus: development of programmes for health, education and the environment, while maintain-
ing a link with microfinance.

- Innovations: helping local populations benefit from the potential of new technologies and use innovative
solutions to improve the operational effectiveness of MFIs (MicroFit, Mobile Banking, risk centres, micro-
insurance)

2) PlaNet Finance Investment Services (PlaNIS) : An entity that consults and manages microfinance investment
funds

3) Planet Rating : A specialised microfinance Rating Agency
4) MicroCred : A network of specialised microfinance banks and companies
5) FinanCités : A venture capital fund that invests in microenterprises in suburban neighbourhoods of France.

6) PlaNet Guarantee : A company that specialises in the offer of microinsurance products.

www.planetfinance.org
For any suggestions or comments please contact: communication@planetfinance.org
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