SOCIAL PERFORMANCE MANAGEMENT OF MICROFINANCE
INVESTMENT VEHICLE

ANALYSIS OF RECENT DEVELOPMENT

DISSERTATION

SUBMITTED IN PARTIAL FULFILMENT OF THE REQUIRMENTS  OF

A MASTERS DEGREE IN SPATIAL DEVELOPMENT AND ANALYSI S

Supervisors: Prof Dr Christian SCHULZ & Prof Harlan KOFF

Collaborating Partner: Appui au Développement Autorome (ADA), Luxembourg

Université du Luxembourg

Faculté des Lettres, des Sciences Humaines, desAet des Sciences de I'Education

BY: Mustapha CHOI

Luxembourg July, 2010




Table of Contents

F Yol g Yo RV L= Feq Yo o T=T o | SRR 3
(D ]=Te Tor=Yd oY o N PP PT PSRV 5
D E o - 144 1T O PSSP PRSP 5
EXECUTIVE SUMIMIATY Lottt ettt bttt ettt et e e e s ssasesssestbebs s bebabebebannnes 6
(@foT o [ol=Y o) d3F- [ [o I =T o] o F=1 1RSSR 9
CHAPTER L.ttt ettt et s bt e s bt e s bt e s bt e sh et s at e e et s bt e eab e et e ebeenbe e be e beenneenreesneens 11
A T o o V=T U T YU 11
2 RESEAICH QUESTIONS .. .eeiiiieeeiee ettt ettt ettt et e st e st e s b e e s ate e sabeeeeameeesabeesaseeeneeeaneeesreenane 12
3 ReSearch MethodOIOgY .........uuiiiiiiiieee e et e e e e e e e e e st ae e e e e e e e nannraeeeeas 12
4 Shortcomings of the MethodOIOgY ........ueiiiiiiiicee e e e e 14
LI (017 70 To [0 o1 { o] DU RO TP PR P PP UPURURORRUPPON 15
CHAPTER 2.ttt ettt e b e bt e b e s bt e s bt e s bt e she e she e s at e e et s bt e emb e et e e beenbe e be e beenneenbeenneens 17
6 Theoretical and Conceptual FramewWork ... 17
CHAPTER 3.ttt ettt et e e e e bttt e e e e e s bbb et e e e e e e s nsbe e beeteeaeeeeaassbeeeeeesesannsrnaaaeanns 26
7  Research findings and ANAlYSiS.......coouuiiiiiiiii i 26
CHAPTER Q... ettt e h e bt e bt e s bt e s bt e she e s a et s a et e st s bt e eat e et e ebeeabeebe e seenneenraesneens 44
8  Case study: The experiences of Incofin and Oikocredit ..........ccoeeiviiiiiiiciii e, 44
S TN @ o - 11 1= oY I = Tl o Tl Y YA SR 55
CHAPTER 5.ttt et e e ettt e e e e e s bbb et e e e e e e s e nsb et bbb eeeaeeeeaasbbeeeaeeeesannsrneeeaenns 61
10 RECOMMENAATIONS. ...eeiiiiiiii ettt ettt e st e e bt e e s e e s b ee e sar e e sareesareeeeneeesaneenn 61
11 CONCLUSION OF STUDY AND RECOMMENDATIONS FOR FURTHER RESEARCH..........c.cccueueee. 74
12 1Y o] 0= o Vo L PSR 79
13 21 o] [ Lo = =T o] o1V 2SS 88



List of Tables

Table 1 Dimensions incorporated into the INCOfin tooIS ........coiviiiiiiiiiiiii e 46
Table 2 Summary of Incofin’s results between 2007 and 2008 ..........ccceeeriiieeiiiiieennireeeseee e eseeeees 47
Table 3 Key advantages of INCOfiN'S T00I.........oiiiiiiiii i e e 49
Table 4 Specific shortcomings of INCOfiN’S tOON........coociiiiiiiiiiii e 49
Table 5 Advantages of OIkocredit’s OO .....c..uiiiiiiiiiiiiie e 53
Table 6 Specific shortcomings of Oikocredit’'s t0O0l.........coiviiiiiiiiiiie e 53
Table 7 SPI-Investors tool — Examples of qUESTIONS........ccivviiiiiiiiiii e 63
Table 8 ResponsAbility Social Investments AG- Examples of some SPM indicators.......ccccccveeevuveennn. 64
Table 9 ResponsAbility Social Investments AG — Examples of some SPM Indicator........cccceeeennnennn. 65
Table of Figures

Figure 1 Spatial Constellation of Microfinance Investment Vehicles.........cccocvveviviiieiiiiieeiniieeece e, 20
Figure 2 Demand for microfinance around the World ...........ccuoeiioiiii i 23
Figure 3 The FEedback LOOP......uii ittt ettt e e tee e e ttee e et e e e abe e e e e ntae e e s nntaeeeenneeas 31
Figure 4 Social Performance Management AssessSment TOOIS ......ccueevvvcuieeiiriieeeiniiee e eseee e 41
Figure 5 Oikocredit’s Social Performance results in Latin AMerica........cccceeevcveeeeciieeecciiee e 51



Acknowledgement
It has been an incredible journey going back tétfale education, after being anchored in

the professional arena for 13 years. It meant ltletd to forgo many undertakings and put
various commitments on hold. Of course such a pynwvould have been more strenuous
without the help and support of certain individuaitgl institutions as well as the Government

of Luxembourg.

| am indebted to the Government of Luxembourg foeirt financial support of State
Education Grant, without which | would not have mesble to embark on this masters
program. A special appreciation goes to the Unityecs Luxembourg for not only providing
me with free tuitions but also congenial researrirenment, matched with prolific lecturers.
| would like to express my appreciation to the seuleader, Professor Christian SCHULZ
and his colleagues, notably Professor Markus HEEBE;eoffrey CARUSO, Urs MAIER,
Prof Harlan KOFF, Dr Tobias CHILLA, Mr Jean-ClauB&NNER, Dr Thiemo ESER, and
Estelle EVRARD who contributed to this course widart, knowledge and sheer conviction.

| simply would not have completed this without thesilvice and tutorship.

A special word of thanks goes to Appui au Développet Autonome (ADA), Luxembourg
for not only sponsoring this thesis but also forigg me an internship opportunity to work
with them for two months, during which | had fullcess to their specialised microfinance
library. | am indebted to their staff who have istezl time and effort in this endeavour.
Among them Marilene OBERLIN, who read my firsteasch outline and contributed to the
refinement of the research questions, Ming-Yee &fsi Quentin LECUYER who had given
me an important methodological and conceptual ssigges in various stages in preparation
of this report, and Axel De Ville and Luc Vandewegénrough whom a better understanding
of the topic was developed. Furthermore, my heagfatitude goes to the entire team of both
ADA and Luxembourg Microfinance and Development ¢F(bMDF) for providing me with
contacts of key industry actors to conduct intemgewith as partial fulfilment of my

empirical research methodology.

| am especially grateful to a number of key mianafice stakeholders who participated in my
interviews, without which this study would havefsoéd from serious empirical deficiency. It

is only by listening carefully to their thoughtfideas, as well as by analysing their internal
documents, that | have been able to gain insigbttheir experiences. In this context, | would



like to express my gratitude tdaspar WANSLEBEN of LMDF- Luxembourg, David
DEVEZ of INCOFIN - Belgium, Ging LEDESMA of Oikocdi- The Netherlands and
Gregory CLAUDY of Fortuna Bank- Luxembourg and Ghan ETZENSPERGER of

ResponsAbility Social Investments AG- Switzerland.

| wish to thank all my friends, colleagues and fignmembers who have given me their
support during the last two years.

Dedication
To my wife Amie Barry, my son Omar Choi and daugiNaffie Choi, whose love, support,

patience and understanding have never been direthigkiso to the joyful memory of my late
father, Matar Choi who implanted the values of gnity and compassion in me; and to my
mother, Fatou Choi who shaped my early notions ofbiaon, determination and

independence.

Disclaimer
While every possible effort has been made to clyefeference and acknowledge any

copyright ownership, | apologize for any oversighl statements, unless specifically
attributed to other sources, are mine and do neessarily reflect the opinions of the

interviewees and their respective institutions.



Executive Summary
The plight of poverty continues to hamper socioreroic development in under-developed

countries by shattering the ambition of many youmgn and women due to lack of much
needed capital to fund related development proj&tfigh the intervention of microfinance,

such dreams are now being realised.

Microfinance is still in its early stage, thus ofeadditional scope for further development.
For example over the past decade, a few Microfieamstitutions (MFIs) have started

developing a range of services and products inctudnicro-insurance and instruments for
facilitating international remittances. This adolital capacity building means that

microfinance institutions, which offer banking sees to micro-entrepreneurs in poor and
developing countries, are increasingly turning taimatream capital markets to raise funds.
Microfinance Investment Vehicles (MIVs) have beeeated to meet this demand for capital.
MIVs raise funds from public, institutional and yate investors to support MFIs worldwide

mainly through loans. This funding mechanism #fighe framework of what is known in

the global financial market as Collective Investin®@chemes (mutual funds).

Despite its overwhelming popularity and the notthat microfinance can actually help turn
around the development paralysis being experiebgethe poor and marginalized people of
the world, still very little is known about how efitively such instrument can actually help
the poor and improve their lives. According to mcleody of literature, three key questions
are being raised by both investors and regulatast funding institutions (MIVs, MFIs and
their network) prove that clients are better of€dngse of the services they provide to them?
How can social return be realised in the most &ffecand efficient way? How can these

social returns be measured and monitored over time?

This research looks into the main progress of $&aadormance Management (SPM) to date;
approach to implementation; its measurable varsabted benefits to stakeholders including

investors and end users.

It is with hope that the research findings will trdoute to existing body of knowledge and to
Luxembourg Microfinance and Development Fund’s (LIF)Rlouble-bottom line strategy of
financial returns for the benefit of the investadaocial returns for the benefits of end-users

The key findings of the research are summarisealbel



Summary of Key Findings




List of Abbreviations and Acronyms

ADA
CERISE
CGAP
CMEF
CSR
ESG
IAMFI
LMDF
Luxflag
MFI
MIV
MIX
SP
SPI
SPM
SPTF
SR
SRI

Note

Appui au Développement Autonome

The Microfinance Knowledge Network
Consultative Group to Assist the Poor

The Council of microfinance Equity Funds (CMEF)
Corporate Social Responsibility

Environment Social and Governance

International Association of Investors in Microdince
Luxembourg Microfinance and Development Fund
The MIV Labelling Agency in Luxembourg
Microfinance Institutions

Microfinance Investment Vehicles

Microfinance Information Exchange

Social Performance

Social Performance Indicators

Social Performance Management

Social Performance Task Force

Social responsibility

Socially Responsible Investment

For ease of reference, | use the term “Microfinaimeestment Vehicle” (MIV) to refer to the

Investment companies mentioned in this study. |aamare of the fact that some of these

companies actually manage one or more MIVs (fumd#)eir investment portfolio.



Concepts and Rationale 1

Baseline

Benchmarking

Client Assessment

Client Protection principle

Double Bottom-Line

Feedback Loop

Fungibility

Indicator

Microfinance Institution

MIV

People deemed eligible to obtain financial sawithat can lead
to income generation, repayment of loans, saviagd,the
building of assets.

A measurable variable used as a relative basetineference in
evaluating the performance of an organization.

The process of gathering and assessing informabont
clients. It includes quantitative and qualitativethodologies.

A microfinance industry-wide initiative coordinateg CGAP
which aims to develop codes of conduct and prasticensure
that low income clients are treated fairly and poted from
potentially harmful financial products.

A framework for measuring and reporting an orgatiozrés
performance against financial and social standards.

A continuous cycle by which information is procesgéthin an
organization. It starts witthe collection of information
followed by consolidation and analysis. The datdén used to
make, communicate, and implement decisions.

The quality of money that makes one individual apet
indistinguishable from another. The fungibilityrmbney makes
it difficult for lenders to ensure that borroweeuhe loan
funds in theway lenders wish.

A piece of qualitative or quantitative informatitmat provides
meaningful insight into the performance of orgatiaas or their
beneficiaries.

A financial institution specializing in providingniancial
services to low-income persons or to persons oflserw
systematically excluded from formal financial sees. It may
also offer business development or other non-firsuservices.
It includes non-governmental organizations, codpess, credit
unions, non-bank financial institutions, and comeradrbanks.

A Microfinance Investment Vehicle (MIV) is an invagent
entity that has microfinance as a core investmbjgative and
mandate. It is either self managed or managed byvastment
management firm or by trustees. It receives monay f

! Most of the information from the “Concept and iBaale section is obtained from the SEEP Netw®R06



Microfinance

Outreach

investors through the issuance of shares, unitgjfor other
financial instruments

The provision of financial services adapted torieeds of
micro-entrepreneurs, low-income persons, or perstrerwise
systematically excluded from formal financial sees,
especially small loans, small savings depositsjrarsce, and
payments services.

Active attempt to target, attract, serve, retaiothierwise
interact with a clientele in selected populatiayespgraphic
areas, or targeted initiatives.

Performance Management The process of translating an organization’s misgito

Social Performance

Triple Bottom Line

10

practice, which includes setting social objectives;king social
performance and using this information to improvacfice.

Social performance is not just about measuringtiteomes,
but also about the actions and corrective meashatsre being
taken to bring about those outcomes.

A framework for measuring and reporting an orgatnzrés
performance against financial, social, and envirental
standards.



CHAPTER 1

1 Aim of the study
To ensure a wider outreach, enhanced capacityitgdodity and sustainability, microfinance

is gradually being integrated into mainstream fogrhence the emergence of microfinance
Investment Vehicle in recent years. A Microfinanogestment Vehicle is an investment
entity that has microfinance as a core investmdigeative and mandate. It is either self
managed or managed by an investment managemenbfilny trustees. It receives money

from investors through the issuance of sharessupdnds, or other financial instruments

While such integration is a cause for concern,sitwielcomed by some commentators
including key actors. For example CGAP (2004) staétat “microfinance will only realize its
potential if it is integrated into a country’s msiream financial system”. Many commentators
indeed often the same ones have also expressecehapgion that the growing
commercialisation of microfinance is leading to @rer-preoccupation with profitability at
the expense of poverty reduction and other devetmpngoals (CGAP, 2001; Christen &
Drake, 2002, p. 4; Hulme & Mosley, 1996; Otero, 99 he worrying concern derived from

such contradictory statements is the possibilitgnagfsion drift.

The evolution of microfinance towards “commercialien” is running the risk of veering off
course, where financiers will be able to turn ta¥gacommercial banks considered more
professional, more reliable, more capable of reaghi general public, penalizing institutions
that seek to carry out a social mission and whuigh,until now, had enabled innovations
(Francois Doligez, IRAM-University of Rennes 1 & ¢lé Lapenu, CERISE SPI3 -
DISCUSSION PAPER N°1 November 2006). All these d&s®s represent earnest concerns

that need addressing immediately.

Embarking on such a study is to really see how suidsion drift can be prevented through
adopting an effective Social Performance Managersgstem capable of safeguarding the
social mission of MIVs. Since bulk of the MIVs'cémli comes from socially conscious
investors (both private and Institutions) keen ¢mtabute in global poverty reduction, this
study seeks to understand thoroughly the repoamangements necessary to convince such

investors that their funds are indeed being inwkste@ccordance with their social objectives.
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2 Research Questions

Recent studies have pointed out several sociahaom and environmental problems in
some of the microfinance programmes. Example ohgasues are the high interest rate
(Hossain, 2002), the risk of ending up in a cirofedebt (Snow and Buss, 2001), Climate
Change (Rippey 2009) and the risk of over commbkseidon. Added to the list is the

concern that microfinance may still not reach tleyvpoorest, as some borrowers still
experience credit rationing in micro-credit prograes, including inequality in terms of

benefits and loan sizes as well as limited acaes®itvices (Baydas et al., 1994; Stix, 1997;
de Meza and Webb, 1999).

While all these issues cannot be addressed im#psr, they all deserve mentioning to help
develop an overview of the opportunities and camsts facing the microfinance sector today
and to stimulate further debate. This paper iseratipecific and focuses mainly on social
performance of MIVs, which is mainly anchored oe touble-line principle of people and
profit. The double-bottom line concept refers t@reamic benefits for both investors and
clients. While this concept is growing in popubarits integration in MIV’'s Social

Performance Management remains to be seen (CGAMP) .20

2.1 Summary of research questions

How important is social performance for Investors?

How is social performance being communicated toptiidic?

What performance monitoring tools/indicators arm@eised by MIVs?
What are the major challenges facing MIVs when engnting these tools?

Do such tools meet public demand/expectation?

3 Research Methodology

3.1 Literature Review
The literature review covers academic publications wide range of relevant topics, mainly

sourced from the University of Luxembourg onlinardiry and ADA’s Library. Publications
from CERISE, CGAP, Luxflag, SEEP Network, Imp-AcbrSortium and various United
Nation bodies offer an important source of inforimat \Where appropriate, reference is made

to various social performance annual reports of M&ound the world. With such a wealth

12



of literature, | have established a strong thecatframework for my research. | have applied

both theories and concepts from the literaturectlydo the study.

3.2 Brief Examination of the Status Quo
It is necessary to understand current developmelasng to social performance management

of MIVs including reporting and indicators. Theredan order to understand what tools might
be appropriate for the social performance measuremieMIVs, | have conducted an in-

depth review of various social performance tools.

3.3 Analysis of the experience of two MIVs- Incofin and Oikocredit
The aim of this exercise is threefold: Firstly gather best practices developed over the years

by leading MIVs, from the time they conceived ttea of social performance management to
its implementation. Secondly, to learn and undecstie huddles these organizations came
across during the implementation process. Thirthlytake stock of any material benefits

attributed to their social performance managemieeesmplementation.

The social performance management of OikocreditTbé Netherlands and Incofin of

Belgium is studied by reviewing their internal downts and where possible, by conducting
interviews with their respective social performanepresentatives. Both companies are
socially responsible lenders with reputable businethics and extensive outreach, hence

active advocates of SPM.

The findings from the study are supplemented kgveat literature drawn not only from the
microfinance literature but also from the Sociabgensible Investment (SRI) literature which

is rapidly developing in terms of both volume andliy.

3.4 Interviews with key actors
The interviews conducted reflect three importanvele of the social performance

implementation.

1) The investor level (funding institutions that targe MIVs)
An interview was conducted with the Mr Gregory CLBY, Director at Fortuna Bank,

Luxembourg. The aim of the interview was to underdtinvestors’ expectations and

opinions in terms of social performance reporting.

2) MIV practitioners
An interview was conducted with Mr. David DEWEZ,rs® Investment Management

Manager at Incofin, Belgium. Since Mr. Dewez cuthgrresides in Colombia, the

13



interview was conducted via Skype. The aim of therview was to understand social
performance from practitioner’'s perspective; takecls of industry initiatives and to
understand challenges and the necessary actioagddoessing them.

3) Consultations with the staff of LMDF and ADA, Luxembourg.
In order to understand the expectations of LMDFterms of the priority level and

importance assigned to SPM implementation, theareketopic was discussed with the
fund’s management staff and advisors including Mispgar WANSLEBEN, the fund’s
Executive Director and Axel De Ville, Executive Bator of ADA. All consultation

sessions were informal.

% Please refer to appendix no 6 for further details regarding these interviews and
consultations.

4 Shortcomings of the methodology

4.1 Time factor
Even in its slimmed down version, the topic is vergad and complex and deserves several
months if not years of research. My approach ibemelective; therefore | am aware of the

risk of failing to address certain thematic arded might be crucial to the main topic.

4.2 Bias

By selecting one interviewee from each level ofgbeial performance components identified
above, | am aware of the fact that my findingslass representative as they ideally should be
had more than one representative been intervieveed éach group to ensure wider opinion.
Due to the hectic schedules of certain senior sgratives, | was not able to conduct all the

interviews as previously foreseen. In this regheim conscious of any potential flaws.

Due to the variable structure of MIVs and lack tanslardization in their social performance
reporting, conducting a comparison of MIV practieesather challenging. As a result, there

are some inconsistencies in the way | presentindttamatic areas.

4.3 Lack of previous background in microfinance
My theoretical understanding regarding microfinanoe its operations is constrained by the
fact that | am a newcomer to the field.

14



5 Introduction

New poverty estimates reveal that 1.4 billion peojpl the developing world (one in four)

were living on less than US$1.25 a day in 2005 witlor little access to shelter, clean water
and health care (World Bank 2008). Despite thetemsive outreach and diversity in terms of
areas of intervention, there is a widespread cansethat the current charity model is really
in need of a make-over. However, their endeavoarsdlive endemic problems of the

marginalised people of the world tend to revolveuad conventional aid handouts in the
form of cash or material goods and food. Donationthese forms can make an immediate
impact on the lives of these people. Unfortunatiblig approach only helps to alleviate

poverty on temporary basis.

Thanks to the intervention of microfinance in recgsars with potential for greater outreach
and sustainable success, microfinance is widehardsgl as the solution to poverty and
widely recommended and perceived by many as akieyrfor unlocking opportunities for the
impoverished people of the world. With the helppbflanthropic capital within a capitalist
framework, entrepreneurs, farmers, and artisansaialexd with the tools, skills, capital and
most recently energy supplies to successfully adoptistainable approach in their quest to

escape from the poverty trap in which they are yespchored.

Many proponents of microfinance take it for grantedt such financial interventions have
positive effects on poverty reduction. The unfodienreality is that until recently many
funding institutions have concentrated on the faianviability of their organisations while

paying little attention to its Social Performancamdagement (SPM) (Cerise 2003).

In recent years, following the creation of theiabperformance task force, an industry-wide
initiative aimed at making microfinance more effeetin achieving its social mission, the
presence of the concept of SPM in the microfinditeeature is becoming more and more
apparent. Consequently this has led to an increadecest in the subject among various
MIVs and their networks. In microfinance, the prsgeof measuring and managing
organizational progress toward social objectivesniswn collectively as Social Performance
Management (The SEEP report, 2006).

Social responsibility is classified at four levelmwards clients, staff, community and
environment (Source: CERISE 2009). While the emnment is not the current focus of many
MIVs, its exclusion from their development stratexgyld prove to be fatal in the long-run. In
support of this view, the CGAP 2009 survey of Miveveals MIVs' effort to include

15



environmental considerations in their investmenlicgs, due diligence, and monitoring.
Since any impact may be irreversible, addressingh sproblems requires a Social
Performance Management system with holistic appr@ac deeply anchored on the need to

protect the environment.

Climate change and poverty reduction may well leetivo greatest challenges of the century.
Finding innovative solutions and long-term respensguire that we think of climate change
and poverty reduction as intricately linked and uallyy reinforcing. (Paul Rippey March,
2003).

The word sustainable is not a stranger in microfoealiterature but has tended to be used
narrowly, mainly referring to the long-term finaaktiviability of microfinance institutions
(Paul Rippey March, 2009). He further asserts itatofinance which is deemed sustainable
should meet the definition of sustainable develamnoéfered by the Bruntland Commission
(1987): Meeting the needs of today, without compasimg the ability of future generations to
meet their needs.

An increasing number of investors are now searchiarggreen, ethical and more stable
financial products. Social Investors do not onlgydde much needed funding to microfinance
directly but also lay the foundation for other Iésscial” investors to also participate in
funding microfinance. In order for the social int@sto play this pivotal role, they must be
convinced that there is a true social dimensiotnéir investment and need to have access to
reliable, transparent information that validates siocial value of microfinance (Lisa Sherk,
Director of Investment Analysis and Sandra Mai H&mi Senior Investment Analyst,
BlueOrchard) These assertions epitomise the current momentursoofal performance

management which shows no signs of abating in tr@tFI and MIV funding community.

The essence of this study is to take stock of SkPdgrpss to date focusing mainly at MIV
level in terms of best practices pertaining to meag, monitoring and reporting their own
social performance and that of their partner MBlsneet not only investor demand but also
demand from the public and regulatory agencies winaissions are deeply embedded in their

common pursuit of poverty alleviation.

2 Revealed in an interview with MFC (The Microfinan€entre for Central and Eastern Europe) 2007.
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CHAPTER 2

6 Theoretical and Conceptual Framework
The growing body of theories and concepts can bg wetrumental in stimulating and

providing a useful basis and deeper understandirgny academic subject. Therefore the
reason for aligning my study with theoretical amthaeptual framework is to better describe,

understand and explain the topic of SPM.

An array of literature and theories have pointetlitbat SPM can significantly improve the
effectiveness of Microfinance Institutions and otlfiending organisations, thereby helping
them reduce financial exclusion and poverty in po@ocieties around the globe. Added to
this benefit is the notion that effective SPM cahance microfinance institution’s reputation
and give them a competitive edge in an increasibgisiness environment where ethically

compliant products and services continue to strive.

This current ethical impetus offers challenges al§ as new opportunities to both MIVs and
MFIs. To better deal with the challenges many tnstns are now expanding their capacity
to provide an additional focus necessary to redhe& social objectives and those of their
shareholders. In harnessing the opportunities, nfiamg are adding the concept of SPM to
their marketing strategy since being green andasaxiregarded as a relevant product and an

important business characteristic (Bert Scholt2083).

Although relatively new to the microfinance agen@®M has a long history outside the
sphere of microfinance. Paradoxically, perhaps nmuafctine activity and progress in SPM is
taking place in the private sector with initiativesch as corporate social responsibilities
(CSR) and the Balanced Scorecard (The SEEP Netw20k6). Therefore to really
understand the background of SPM, | will utilize toncept of CSR as an analytical lens.

In his book, “Give and Take”, Levy asserts thadfaghat corporate philanthropy and social
initiatives are the heart and soul of business yLIRV1999). Considered an active source of
competitive advantage, CSR can be a proactive bssistrategy and an effective marketing
tool to create and sustain a competitive advan{ityeskowitz 1972 - cited in the article of
Chin-Huang Lin-2009). Preston also echoed suchriamse by arguing that social issues can
be just as important as market factors in detemgihdng-run success, and thus deserve the
same attention and rigorous analysis that have hiemoted in the past to the market

environment (Preston 1990).

17



This link between social responsibility and econoneward has prompted various authors to
express varying, and at times contradictory opision the subject. Friedman for example
affirms that a business’s primary responsibilityfasmake money, and the only interests that
matter when making managerial decisions are thédbeoshareholders. (Friedman 1970).
Given shareholders desire today to be associatédethically compliance financial product,

| find such affirmation partly interesting, in that is ironically in favour of the concept of
CSR since the primary focus of business is on hlaeeholders.

In recent years, stakeholders are not limited tarediolders alone. Instead, extended
extensively to include all stakeholders who playirgegral part in the process of initiating,
representing, translating, and delivering theiremtations to the firm. Different stakeholders
will emphasize different aspects of CSR, and alginotlhey play an important role in the CSR
debate, their angle is slightly different, as thegnt to further their specific interests and their
view of what CSR is or should be (Frank G. A. De&klga, Peter Groenewegen and Frank
Den Hond - Business Society 2005; 44; 283). SetBir®) put forward a cautionary note
which is worth looking into by stating that firmslmput social responsibility over financial
performance in a quest for legitimacy and when #reyunder pressure from stakeholders.

While all these arguments are crucial, | am moadined to justify those which are in favour
SPM/CSR, thus aligning them with the importancdiméncial performance. Establishing a
linkage between such contrasting elements may eadsy without properly understanding
each. Regarding financial performance, (Yaron1@9®) (JAMES COPESTAKE, University

of Bath, UK (2003) argues that improved financiatfprmance is necessary for growth, to

mobilize resources and reach more clients.

As for social performance, Zeller Lapenu and GrgdR003) call for social performance
management requirement with minimum operationahddied geared towards consumer
protection. The later argument is interesting assiintended to defend the notion that
additional stringent checks to govern social penfamce can be very time consuming and for
that matter too expensive. Comprehensive defirstiminfinancial and social performance will
surely assist in sharpening and deepening my utatheling of any possible trade-offs

between the two

Financial Performance refers to organizational gremnce measured by financial metrics,
such as profit, net operating margin, return oregtment, return on assets, or operational

efficiency. On the other hand, Social Performarefers to the effective translation of an
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organization’s social mission into practice. Sopitformance is not just about measuring the
outcomes, but also about the actions and correatizasures that are being taken to bring
about those outcomes (CGAP- cited from the SEEROI&).

Where necessary, the concept of governance iseappd provide an important angle for

discussion towards understanding any institutiamedngements between MFIs and MIVs to
ensure successful implementation of social perfagealn his article (CSFI 2008), Roy

Mersland pointed to the need to search for govemamechanisms which can bring benefits
to both the MFI and customers.

In microfinance literature, the term governancstfiappears in 1997 (CGAP) and usually
refers to the relationship between the board oéatiors and the management of MFIs.
However, the good functioning of board of direct@sot enough to guarantee the mission
and the assets of MIVs and MFIs. Therefore sucakssiplementation of SPM requires

effective coordination between donors, bank pastnglnareholders, loan officers in the field
and clients to facilitate the exchange of expemendisseminating of research findings;

learning and reporting.

While there is a progress in the debate surrounthiegtopic of SPM, concerns have been
pointed to the fact that many business ethics sechalo not significantly build on each

other’s work but mainly repeat or criticize eactest without providing underlying causal

relationships (Collins, 2002).

Where necessary, throughout the report | seekdapsulate and test theories and concepts to
give my study full academic footing and to see hdeeply such concepts have been
embedded in those management sciences that camtgain the delivery process of the
microfinance and most importantly to see if my fimgs have any interesting relevance or

contribution to make in the academic literatur@pgosed to Collin’s (2002) assertions.
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6.1 Spatial Constellation of Microfinance Investment Vehicle

Figure 1
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Beneath the fragmented structure of MIV, lie vasiogocio-economic, political and
geographical factors. While most of these fact@sedve mentioning, | have chosen to be
selective and mention only those considered tdbertost pressing and relevant to this study.
Among these are the inherent potentials and contrénat underpin MIV’s presence/atal,

regional andinternational levels. These factors are discussed below:

6.2 MIV Registration - Luxembourg a significant player
Luxembourg represents the base of this illustratiecause of the significant influence it has

in the microfinance sector. Most of the world’s Mfinds are registered in Europe, mainly
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Luxembourg because of its favourable tax and régulaframeworks. The Netherlands is
also an important player. North America hosts onlg percent of MIV assets, and no
specialized fund has been registered by a markkoaty in the United States. (CGAP brief
Sept 2009).

6.3 MIV Fund Management

The fact that Luxembourg play host to majority ofMd does not mean that all funds
registered in Luxembourg are actually managed ixeltbourg. In fact, only a small

percentage of such funds are managed in Luxemb®uegcrucial task of fund management
takes place in other countries. Among these camtare France, Germany, Belgium and

Netherlands.

6.4 MIVs as a source of foreign capital - Key figures

According to the united nations, the total costsopporting the Millennium Development
goals financing gap for every low-income countrysvestimated at $73 billion in 2006 and
will rise to $135 billion by 2015 (Transparency dmtational 2006). Foreign capital
investment in microfinance has been booming overgast four years. Commercial cross-
border debt and equity invested in microfinancepassed US$11 billion in 2009,
representing an estimated 20 percent of the fundiage for specialized microfinance
providers. Foreign investment brings important ignéor microfinance institutions (MFIs).
It can provide longer term debt maturity and rigkital that often is not available in the local
market, but it can come with a significant strintaehed: foreign exchange risk (CGAP April
2010 - David Apgar and Xavier Reille).

6.5 Current Spatial Representation of Microfinance

Geographically, microfinance assets remain higblycentrated within Latin America and the
Caribbean (LAC) and Europe and Central Asia (E@¥jica, South Asia, and East Asia and
Pacific, in addition to LAC and ECA, all nearly dded in size from 2006 to 2007

(MicroRate, 2008). Globally, it is estimated thatogal of over 10,000 MFIs exists that is
made up of a large array of types of MFIs such r@slit unions, NGOs, cooperatives,
government agencies, private and commercial bants/arious permutations of these forms
(Raimar Dieckmann - Deutsche Bank 2007).
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Despite the phenomenal growth of microfinance dawer last 25 years, most parts of the
developing world remain undersupply with microfisanproducts, a scale of which is
described as “services vastly outstripping demafidiankom Arun and David Hulme,

2008),thus pointing the need to fill this wide demand gaih appropriate products.

One of the emerging concerns in the growth of nliicamce is the uneven degree of provision
of microfinance within countries (Rhyne and Ote2606). For example, in India most MFIs

operate in the relatively developed south of thentxy and provision in the poorer north and
east of the country is low. In Indonesia there \gbaant microfinance market in Java and the
Western islands but provision in the disadvantagadtern provinces is much lower. This
regional inequality may be matched by a quality, gap clients in low microfinance density

areas may receive lower quality services at a highiee. Similarly, there are significant

differences between urban and rural supply of fongrservices in Latin America and Africa

(Thankom Arun and David Hulme 2008).

Only in a limited number of areas — parts of Badgkh, Indonesia, Uganda, Kenya and
Bolivia — is there a competitive microfinance mdankhere low-income people have access to
a range of services and providers. Across Soutla, ASoutheast Asia, Latin America and
Eastern Europe microfinance provision seems taeise, through specialised MFIs and
through formal banks setting up microfinance progrees. However, the likely patterns of
evolution in sub-Saharan Africa and China are lelesr, according to various leading
stakeholders including MicroRate. The differentioeg have distinct characteristics which

determine the nature of microfinance programmesuikbm Arun and David Hulme 2008).
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6.6 Potential investment opportunities and constraints
Geographical overview and Analysis

The following map illustrates the scale of demandof microfinance around the world

Figure 2
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As can be deduced from the map above, opporturfitied/lVs to invest in microfinance
exist across a diverse range of sectors and geugshe limited access to finance around
the globe means that MIVs are set to grow signifiigain coming years to tap into this niche.
However, this will depend on their preparednessi¢al with the infinite challenges that

punctuate the entire labyrinth structure of MIVs.
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Photo credit and illustration: Mustapha Choi

Poor infrastructure and red tape limit geographegbansion. Among the countries that
provided data on rural and urban branches in tharfeial Access Survey (as per the above
map), there are more bank branches per persomamareas than in rural ones. Therefore the

need to build more branches to reach rural disdgspulation is highlighted.

Furthermore, the need fasptimal location of bank/MFI branches is underscored as
distance remains one of the main obstacles in desnivith a low population density. The

Survey also warns that bureaucracy and corruptemm aso increase the costs of doing
business, including the costs of opening and operdiank branches. Establishing a clear
framework for opening branches and reducing red tam facilitate geographical expansion
(CGAP Financial Access around the World Report 2009

MIVs are rapidly growing in number and assets undanagement (AUM)There were 96
MIVs at fiscal year-end (FYE) 2007; half were created in just 3 years (2005 - 2007). MIV AUM
increased from US$637m at FYE 2004 to US$3.7bnY& EO07 and US$5.4bn in October
2008 (Microfinance Insight vol 13 Aug 2009). In akel with this rapid growth of MIVs is
competition to invest in top tier MFIs which seemsd risky due to their well earned
reputation associated with their investment profile this effect, according to a reputable
rating agency, MIVs are beginning to increase presan Eastern Europe and Central Asia
(MicroRate, 2007).
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While this surge does not affect the African markighificantly, one can almost predict that
the excitement will end up there once MIV practigos begin to realise the essence of further
diversification. On the other hand, for Africa tally operationalise its pull-factor, which is
now almost in a state of inertia, it must suppdre tbuilding of congenial financial

infrastructure as well as desirable regulations.

In many developing countries, governments are sfitbggling with how to regulate
microfinance (Arun, 2005). Many (particularly caldtibankers) are inclined to attempt to
regulate MFIs in the same way as they do formatosdzanks. Whilst in theory this will
provide savers with security, in practice it dis@ges the evolution of MFIs and often means
that established MFIs cannot develop savings pitsdudis keeps depositors ‘safe’ from
unscrupulous or poorly-managed MFIs, but means thay have to use other savings
mechanisms (hiding cash in slum dwellings, buyimgdtock or asking a trader to hold cash).
These other mechanisms are often riskier thaneghaces that MFIs can provide (Thankom
Arun and David Hulme, 2008).

While scrambling into new markets are often chamd&td by competition which can be
sometimes detrimental to players among themseM#¥s should play such competition

wisely. New entrants should forge relationship wetkisting ones through collaborating in
issues of mutual interest. Such relationship caa hélp new entrants to gain insight into new

markets.
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CHAPTER 3

7 Research findings and Analysis
The findings are drawn from extensive literatureie® and the interviews conducted with

key industry stakeholders including institutionaveéstors such as banks and MIVs. To gain a
more comprehensive insight into pertinent and tapgsues from microfinance practitioners
and investors perspectives, secondary interviemtsriiiews conducted by other researchers)
were also consulted as an additional data colleati@thod to ensure a greater richness of
data.

Although my interviews were not comprehensive, leetice small number of industry
representatives surveyed, | believe that the rdpmtsomewhat captured the state of the field
today. Furthermore, | hope that my analysis withrgpand stimulate the infinite debate of
measuring and reporting social performance of MIM® key findings are summarised under
the following headings below. The reason for chegsiuch a structure is to try to ensure than

no research question is left unanswered.

7.1 The importance of measuring social Performance for MIVs

The past few years have withessed the emergensevefal new Microfinance Investment
Vehicles to tap into the rapidly growing microfire@nindustry. Also due to the current
financial crisis of which its impact is still unfiihg, as this thesis is being written, an
increasing number of investors are now searchingteen, ethical and more stable financial
products, therefore further unleashing opportusifae stakeholders. As a result, many fund
managers are becoming more selective in their im@&# products in favour of ethical

principles.

In order to take all these factors on board andnsure that microfinance stays responsible
and differentiates itself from other malicious fiéal practices an integrated, coherent and
transparent way of reporting and monitoring thaialctocial and environmental outcome to
investors and other interested parties is cru@iaé importance of such scrupulous reporting
is attested by CERISE: “Investors who cannot gieengelling evidence of their social
performance risk overstating microfinance benefisd seeing their own reputation

discredited when “problematic” aspects are pulbdiditCERISE- SPI Investor).
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MIVs are addressing these issues by pro-activelycipating investors’ questions and
communicating on topics such as interest rates, iodebtedness, outreach in terms of both
geography and social groups etc. Adopting suchakampproach will enable MIVs to
distinguish themselves from competitors, therelquaog unique edge. The following points
reflect the wide opinion of various researchersgrafinance practitioners and investors in

terms of the importance of social performance repgiof MIVs:

7.1.1 Education

As microfinance is becoming more recognized asrgortant poverty alleviating tool, more
and more social investors are being drawn intdawsur. Although some of these investors
are fascinated by its vital role in alleviating paoy, they lack insight into how exactly it can
help turn around positively the lives of the podherefore investors need to be educated
through comprehensive reporting of social perforoeanf the companies in which they invest
into or planning to invest so that they will no ¢mm take for granted the positive development
impact of microfinance!Investors choose Oikocredit expecting an investment with a strong
social effect and a modest financial return. They want to know if we are fulfilling our social goals of
reaching the poor and helping to bring about positive change in their lives and we need to be able

to demonstrate that” (Ging Ledesma, SPM Manager, Oikocredit, April 2010).

7.1.2 Attracting additional funding

A consensus has been reached among the investorantunity that communicating results
is crucial to encouraging additional funding. Aeatstudy argues that whether growth in the
field comes from the investment community, the gtihropic community, or a combination
of the two, a serious increase in the scale ofad@cvestment capital will only occur if there
are solid data about both the financial and so@allts (Kramer Mark and Cooch Sarah
2006). Dedicated social investors are very muchned to see tangible results; attributed to
their actions. Therefore, measuring and commumgagocial performance is vital in helping

them to renew their commitment thereby increasimther capitalisation.

7.1.3 Positive results can influence government policies

A growing body of literature argued that well doamted social performance can trigger
favourable government policies at both local andrimational level. This could be manifested
in the form of attractive fiscal policies (tax imt&ves) or congenial regulatory framework that
supports the investment activities of MIVs. Wellcdmented results are therefore an

27



important tool for promoting social investment battthe field and the countries representing
the funding sources. With its MIV labelling agendyxflag as well as its attractive fiscal
policy, Luxembourg is set to be a leading exampléhis nuance. Its current supportive and
encouraging position has a great potential to arfae MIVs to commit to high quality social

performance reporting standard.

7.1.4 It helps mitigate risk and increase transparency

Demonstrating transparency by voluntarily disclgsia broader set of information to

stakeholders can help mitigate risk. Many MFIs aosv adopting a more client-centred

approach (Imp-Act 2005), developing services whete responsive to client needs.

Understanding and selecting acutely suitable prisdiecsatisfy consumer demand is crucial
for running any business successfully, as any ariterisk is reduced. Even outside the
microfinance industry, wrong product offering isidsdo be blamed for many business
failures. Social performance management enhames® tkinds of business practices where

the end-client is central in the core strategyrgbaisations.

7.1.5 Enhances the balancing act of financial and social objectives
It assists MIVs in aligning their financial and sdoobjectives more coherently and to make
better business decisions based on a more thoroodarstanding of the trade-offs each

involves. Among MIVs that follow this approach igk@credit.

7.1.6 Prevention of mission drift

SPM can help MIVs to identify strength and weakeesm terms of their social mission,
thereby improving overall social performance. Peotd can be identified at an early stage
before they become damaging for the organisatiootebVer effective social performance
reporting enables MIVs to evaluate which of theomgrammes have a strong social focus, and

prioritize or strengthen their support accordingly.

7.1.7 Evaluating investment opportunities

Social performance reports can serve as an imgottat for identifying microfinance
institutions with investment potentials. When seler MFIs, certain MIVs consider the
overall performance of MFIs of which social perfamee is an important factor. As soon as
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the Investment officer visits the candidate insigtios, the investment officer incorporates the

MFI's social performance into their analysis (Ince2008).

SPM enables managers (in the case of institutiomadstors) to test and improve their
judgment about which projects are most promising) laow best to structure them to achieve
both financial and social return. It is also theibdor determining which MFIs merit follow-
on funding and which do not. For example Incofimdstments Management and Oikocredit
are both using result of their performance evatumain their investment decision-making
process to determine which investees will receieeds capital or additional funding.
Moreover, social performance data can help themrowe their own operations or give
investment staff valid reasons for recommendinghgka vital in increasing social returns.

Consistent and credible reporting form the basisfiahese practices.

7.1.8 Benchmarking

The vast majority of international investment in crofinance takes place through
Microfinance Investment Vehicles (Rhyne Elizabeth). their quest to invest, potential
microfinance investors might begin their searchréyiewing various MIVs which they can
find in the MIX database. The International Asstiomof Investors in Microfinance (IAMFI)
and the Council of microfinance Equity Funds (CMEIo represent an important platform
for information exchange, where these investorsaanpare an array of MIVs in terms of
their propensity to fulfil the double bottom liné financial and social performance. Most
microfinance actors and academics have agreedtisabenchmarking exercise is a much
welcome one as the industry is currently plaguewésgk regulatory framework. While MIVs
continue to take hold in the investment commurtitygse platforms represent an important

forum for best practices.

7.1.9 Conclusion

Effective social Performance increases transparandyimproves credibility of not only the
MIV but also among its investees, clients, banks @nors. In the long run this is crucial for
ensuring effective governance at all levels. Spaeerty does not only mean lack of access to
basic necessities but also exclusion from decisi@king processes, social performance
measurement represents a vital tool for empoweheagoor and the voiceless by giving them
the opportunity to take integral part in decisidhat affect them. Increased transparency at
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each level can help in combating poverty at theslopyramid of society. An important aspect
of social performance is to serve clients bettgr.nibnitoring progress towards your social
objectives, you will know where you are and wheoa yrave to go (ACCION International-
2005). The Client Protection Principles serve asimportant tool that can draw the
microfinance client closer to the decision makingblé, thereby claiming greater

responsibilities of the microfinance products tkepsume.

At its worst, social performance reporting campbkeceived as a mere marketing gimmick. On
the other hand, this initiative can be benefioatiie end client if the underlying reason is to
raise much needed capital necessary to fund ldeagihg projects of the poor. At its best, it
represents genuine attempts by MIVs working widtkeholders at both client and MFI levels

to address the ever increasing social challengesraimes.

Making information about social performance of MIsasier to access, use and
understand means that investors can more easilyMis and MFIs to account for investing

their money in accordance with their social wisiigansparency creates better feedback from
beneficiaries to donors therefore; helps the ermstiskeholders better understand what works
and what doesn’t. In terms of funding coming frdra donor communities, it helps reduce the
opportunities for fraud and corruption by addregdime most pressing priorities. Therefore
the information published should be comprehensaceessible, comparable, accurate and

timely.

7.2 HOW SPM IS CURRENTLY BEING COMMUNICATED TO THE PUBLIC

The heart of SPM is information use. An SPM systaeds to both collect relevant and
timely information and communicate it effectively interested stakeholders. The means of
disseminating social performance information cangea from selected case studies to
analytical reports or combination of both. Althoutitere are infinite ways to collect and
report information it will be of little benefit uess the data is used in a systematic way to
assess and improve operations, services, produudsgustomer relations. Therefore the way
information is used requires planning and attentiomp-Act 2005).
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s The Feedback Loop
Figure 3
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7.2.1 The feedback loop - From MIV perspective

The feedback loop provides a practical frameworktiinking about how to ensure that the
information gathered with the SPM system will geéd (Impact 2003). Although the use of
the feedback loop is more apparent for MFI openatiat can also represent an important
analytical lens for understanding how to integra&stain aspects of social performance

management into MIV’s internal and external operadl procedures.

All of its ten components are highly relevant aad be refined for application on MIVs. For
example, in order for MIVs to take social perforroarseriously they need to align it with
staff training; budgeting to ensure that enougmeyohave been allocated to ensure timely
collection, and analyzing and reporting of perfonc&information. In the event that an MIV
wishes to outsource the process of social perfocegas in the case with European fund of
South East Europe) then they need to develop pupsesdoutlining when, and for what
purpose, outsourcing will occur. Furthermore, it dsicial to establish a longer term
cooperation with external consultants to develapebeinderstanding of system requirements

and needs, and to avoid unnecessary delays (ImRoRs).

Since MIVs cannot act alone in the pursuit to measocial performance, the Feedback
Loop can also serve as an important angle for d&on to not only understand but to map
out imperative institutional arrangements betwedidvand their partner MFIs to reinforce

and better co-ordinate the communication pathwawéen the two entities, to ensure the

exchange of timely and credible information. Allisths grouped under the banner of
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governance of which its consideration can shedt lgh the communication flow across
various stakeholders ranging from the CEO of th&/ Nt the field staff and clients of the
MFI. The outcome from this endeavour can surelydyike type of benefits asserted by Roy
Mersland (mentioned earlier), when he argued altbetneed to search for governance

mechanisms which can bring benefits to both the Mtel customers (Roy Mersland).

7.2.2 Methods of communication

7.2.2.1 Internal communication

Social performance results are used first and fostrmternally by the institution to inform
its board or management team of its social perfan@aFor example the SPI audit offers an
objective, concise and visual description of thetaws in place to achieve institution’s social
mission, and how the latter affects operational &ndncial performance. In addition,
indicators can be monitored over time by managenentelp inform strategic planning

(Source: Cerise SPI guide on what to do with social performance results)

7.2.2.2 External communication

7.2.2.3 The annual reports of the MIV

Social performance report can be disseminated ¢iirtloe organisation’s website. The report
can also be mailed to shareholders electronicallypyo post upon request. An important
benefit highlighted by CERISE is that the completéport can be used to enhance an
organisation’s general reporting (in annual repoperformance reports or public relations

material, for instance).

7.2.2.3.1 MIX Market database

Like MFIs, MIVs can report the Social Performandarfslards (SPS) on the MIX Market. To
ensure credibility of information, external audgoare often used to help certify the
information. This drive for transparency is im@mt for improving dialogue on social
performance within the microfinance sector, comailng relationships between the sector
and government authorities and improving microfcels image in public opinion
(Operational Guide to the SPI questionnaire, var8id). Reporting through the MIX Market
is also widely regarded as an important initiatioevards standardization of reporting tools

and format as well as being instrumental in spregadood practices.
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7.2.2.3.2 Presentation and Road shows

The social performance report is an important todielp organisations showcase their social
achievement in various stakeholder meetings andwanking events. Method of
communication can be in the form of Power Pointideo or combination of both. Video for

example is a powerful method to convey client storeaching wider audients.

7.2.3 Conclusion
Social performance communication is characterisethb wide mixture of disclosure styles

which is hugely problematic not only for investansd researchers but also to civil society at
large including the very clients of microfinanceorparability of information is another
important element associated with successful imgustporting standard. While there are
some advances in this, the situation can be impkoliee task of acquiring common reporting
standard is well beyond an individual company’'spoesibility. It requires a common
framework that reflects a wider industry initiative

The Microfinance Information Exchange (MIX) is ady pursuing a laudable initiative
which can act as a springboard for further develamim According to the MIX, it is
worthwhile noting that some companies are makiggicant efforts to consider stakeholder
interest in the contents and formats of their repdiith honest feedback from stakeholders or
external reviewing bodies, this trend is set totiome markedly. | therefore suggest for the
communication loop to be extended to the actuahtdi of microfinance. Clients may spend
the money they borrowed productively if peer presss exerted on them through emulative
and inspiring client stories. Success stories @wdny inspiring and motivating especially to

close-knit communities.

7.3 Social Performance Monitoring Tools for MIVs

Stocktaking and analysis
Social audit tools for MFIs have multiplied in reteyears helping numerous MFIs to
improve their social performance. This phenomenenbetter described by Imp-Act
Consortiumas: There are so many social audit and povergsassent tools available in the
sector to the extend that MFIs are sometimes cedfum overwhelmed by the different
choices and often unsure about when to use oneamvgher, which ones are complementary
and which ones overlap. They further assert thatesMFIs have used a number of these

tools in succession, only to find themselves wible immuch data that is similar, but not
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consistent enough to analyse and act upon (Anitap@m & Chris Linder and Katherine E.
Knotts-Imp-Act Consortium 2008).

By contrast, investors/MIVs have been somewhatdibeg in the ongoing innovation and
experimentation. It was noted from CERISE that eitsibme of these tools available can be
refined to accommodate the social performance mmeasnt requirements of MIVs, they
evidently deserve an audit methodology tailoreth&r own concern (CERISE SPI-Investor).
As investors’ standpoint on the social performamiebate is very diverse, identifying
universally accepted social performance indicaterene of the most difficult challenges

facing the microfinance industry.

In its discussions on social metrics with investddMFI has uncovered a spectrum of
opinions that reflects the diversity of the invespopulation itself. Some investors believe
that the social outreach aspect of microfinancsui§icient to infer social benefits and they
don’t need further proof. Others want some sornefrics — but measured at the MFI, not the
client, level for greater efficiency. Still othefisel that social metrics unnecessarily distract
management and that scarce resources are bettet apeproduct development, client

outreach and loan portfolio administration (IAMFIUB).

In this section | intend to take stock of some lnd SPM tools available including those
designed specifically for MIVs. Where possible, illdescribe and analyse them in terms of
both their functionality and suitability for meegininvestor's and industry expectations.
Therefore any noticeable shortcomings will be feedjgp.

7.3.1 CERISE Social Performance Indicators (SPI) Initiative (CERISE)
Assesses MFIs’ social performance by using a sefigsestions to evaluate their intentions

and actions, as well as their systems and processeg the following four dimensions:

1. Outreach to the poor and excluded populations

2. Adaptations for products and services per targaket

3. Improvements in social and political capitat.(empowerment);
4. Social responsibility (toward clients, employ&esommunities)

Source: http://lwww.cerise-microfinance.org/pdf/E/gjuest.pdf (cited from the report of
Imp-Act Consortium 2008)
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7.3.2 The SPI-Investor Tool (CERISE)

This is a questionnaire based tool designed talberastered internally by MIVs.

> Please refer to the case study section of this rapdor more information on this tool.
Source: CERISE SPI-Investor V1-2-3

7.3.3 The GRI (Global reporting Initiative)3

An independent institution started in 1997 whosesmn is to develop and disseminate
globally applicable, sustainability reporting guides, comprising 158 indicators. These are
for voluntary use by companies and governmental mmatgovernmental organizations to
report on the economic, environmental, and sodéragdsions of their activities, products, and
services. The concept of this tool is embedded batws commonly referred as the triple
bottom line, being People Profit and the Planete BRI initiative was endorsed by the
United Nations Environmental Programme in 1999, vigliog funding for further
development as well helping to publicise it to thieler investment community. More than
30,000 stakeholders from 80 different countriesehawentributed to formulating the GRI
criteria (Microfinance for bankers).

7.3.3.1 Who is using the GRI

GRI claims over 1500 businesses and other orgamsatas users. The GRI reporting
standard was adopted by Triodos bank in 2001. ®adaank is major financial institutions

with assets of around 3.7 billion. It manages thtewls that provide finance to more than 80
microfinance institutions. In short, Triodos regattie GRI as the most well-known and the
widely accepted of all social performance report@mgl recommend it to its equity investees

engage in inclusive finance.

The GRI is applicable to wide range of industriesl aeflect the following areas: Labour
practices, use and disposal of natural resources emonomic foot print. For smaller

organisations, GRI offers user-friendly guidelineselp ease the reporting process.

7.3.3.2 Specific shortcomings
According to significant body of literature many vestors find the emphasis on
environmental performance more relevant to chemieaérgy and transportation and less

relevant to inclusive finance. “ As the GRI is igeed to be broadly applicable across

% Much of the contents relating to the GRI is dedifiom the book Microfinance for Bankers- Elizab&hyne
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sectors, it does not address some of the informatigportant to the inclusive finance

community particularly data on the socio-econonmarecteristics (Elizabeth Rhyne, 2009).

7.3.3.3 The Incremental nature of GRI
The incremental nature of GRI means infinite repgrburden as the more institutions grows

the more they have activities to report.

7.3.4 Progress out of poverty Index (PPI) ¢

The PPl was developed by Mark Schreiner for Granteamdation, CGAP, and the Ford
Foundation. The tool is composed of a set of 10stjies that measures family’s poverty
level. The assessment begins immediately when tsli@me on board and periodically
thereafter. At any point of time the tool is apgli® determine whether if the family has
moved out of poverty over time. Among its indigatare welfare and education of children,
housing, energy use, consumer goods and employfieatindicators are culturally sensitive,

in that questions are tailored to reflect the aeltof each country.

7.3.4.1 Specific Shortcomings
Indicators are culturally sensitive, so need refijribefore showcasing in other countries.

They can be expensive to develop and validate

They make no distinction between urban and rusakkholds, which will likely have

different poverty characteristics.

7.3.5 PAT IRIS Poverty Assessment Tool 5

The Poverty Assessment Tool was developed by tH& iE&ntre at the University of
Maryland, USA in response to amendment to the Ui&dénterprise funding on the “very
poor”. The amendment requires USAID to develop, field, i@stl certify poverty assessment tools for

use by microenterprise practitioners.

The tool is composed of short household questioesawvith 16 to 33 questions on topics
ranging from consumer durables ownership to edoicakiattainment. The tool is based on
simple, low-cost quantitative tools for measuringtreme poverty among clients of

microfinance and microenterprise programs.

7.3.5.1 Specific Shortcomings
1) The PAT does not measure the impact of financialises on clients.

** Imp-Act consortium and the IRIS centre.
® Imp-Act consortium and the IRIS centre.
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2) Clients might use loan to buy consumer goods idstéanvesting it, there by causing
biased assessment results.

3) Because the PAT is analyzed only at the aggrega#s, lit cannot be used in its present form for
admitting or denying admittance of clients into ffltregram based on their poverty status. With

very slight modification, this is possible.

4) It has another drawback of increasing the incerane opportunity for manipulation by loan
officers and clients, particularly when it is udedpoverty targeting (accepting or reject cliemt i

the program based on their poverty status).

More information: www.iris.umd.edu or http://www.povertytools.org/

7.3.6 Quality Audit Tool (QAT)6
Developed by Anton Simanowitz for the Microfinar€entre (MFC), the Quality Audit Tool

is a diagnostic tool designed to review and impraoke effectiveness of management
processes for achieving social goals. The QAT wewviehree main aspects of microfinance

social performance in order to identify the actioeeded to improve performance:

1. Process management
2. Internal systems

3. The status and effectiveness of the systenmmémaging social performance.

MFIs can conduct the QAT with internal resoureadten with just the help of a facilitator.

7.3.6.1 Specific shortcomings
QAT focuses on an organisation’s specific objectiard the effectiveness of its systems
for achieving them, as opposed to social ratingsclvtend to examine procedural

compliance or benchmark against common social &atdis or practices.

7.3.7 USAID Social Audit Tool (SAT)7
The US AID Social Audit Tool (SAT) uses a processliing approach to assess social

performance in relation to the MFI's stated sonwigdsion. It attempts to answer the following
guestions: To what degree do the internal procgasesote fulfilment, or

Lack of fulfilment, of the MFI's stated social misa?

® Cited from the Imp-Act Consortium Report- puttismcial into Performance Management- a practiceebase
guide
’ Cited from the Imp-Act Consortium Report- puttismcial into Performance Management- a practiceebase
guide
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Process auditing involves an in-depth assessmesix afternal processes critical to
The MFI's social performance:

. Mission statement and management leadership

. Strategic planning

. Customer service

1
2
3
4. Monitoring systems
5. Recruitment and training
6

. Incentive systems.

The SAT also assesses the MFI's performance itioel#o its social responsibility (SR).

7.3.7.1 Specific Shortcomings of SAT

1) Audit is carried out by external party, therebyaedlting less responsibility to internal staff
2) Focuses solely on performance quality and revenues

3) Collects a lot of data on loan application formt 8oes not put it into the MIS of the

organisation or use it to make management decisaated to SPM.

7.3.8 The ECHOS of Incofin
Developed by Incofin internally to assess its owaia performance and that of their

investees abroad.

> Please refer to the case study section of this rapdor more on Incofin’s tool,
ECHOS

7.3.9 IFAD Decision Tools for Rural Finance8

As | am writing the final part of this report in dadune 2010, the launch of another tool was
announced. The IFAD decision tool for Rural Finamedhe direct result of an intensive

consultation process with researchers and prawtit®d Building on the content provided by
Enterprising Solutions Global Consulting, the detistools were discussed and reviewed
with the IFAD Thematic Group on Rural Finance anithvkey leaders from a number of

partner institutions and centres of excellence icrofinance.

This knowledge management tool is designed to tdaptify and answer the questions that
arise in each rural finance project, provide baokgd on key issues, define common terms,
highlight risks and opportunities, and provide refeees for further investigations. IFAD

8 |FAD 2010
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describes this tool as a ‘living document’ thatlveié continuously updated and improved to
reflect the development of the industry and innmvet. The tool is divided into four main
sections, each with a specific objective:

1) Assessing the market.
Analyse the status of a financial sector and idgthie gaps

2) Designing a project.

Define the interventions in a rural finance project

3) Assessing and selecting project implementation parers
Assess and select project implementation partheosigh a transparent, competitive
process

4) Conducting performance monitoring and evaluation

Effectively conduct ongoing and annual performamoaitoring

7.3.9.1 Specific shortcomings

1) While the tool is applicable to microfinance ingtibns, its functionality is specific to
rural development through agricultural activitiésaving other aspects of development
from the equations. In recognition of this gap IFABserts that: rural finance is not the
only answer in rural poverty reduction, but it ikey part of the response.

2) lIts supporting mechanism is centred more on adtiallprojects of significant scale.

3) It seems to focus more on donor organisations raltae private financing

7.3.10 External Social Audits®

The main purpose of an external social audit angas to provide an objective assessment of
the social performance of organisations, both imegael and compared to its peers, in a way
that is more credible than an internal audit repaotld be. This information is also often
shared with (and paid for by) investors and dontrsserve their own performance

requirements. Although there are many social ratiggncies, most of them seem to tailor

° Cited from the Imp-Act Consortium Report- puttismcial into Performance Management- a practiceebase
guide
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their services at MFI level and not at MIV leveklBw is an example of a rating Agency and

the areas that they address:

7.3.10.1 Microfinanza Rating’s
Microfinanza Rating addresses the following areas:

1. Social mission, strategy and systems (SPM fraonew
2. Social responsibility
3. Outreach

4. Quality of services
Source:www.microfinanzarating.com (cited from the Imp-Act Consortium, 2008.)

M-CRIL, PlanetRating andMicroRate are all important players in the microfinancengti
industry.

7.3.10.2 Specific short comings of Rating Agencies
1) Service is more tailored to address the sociabperdince measurement at MFI level.

2) Service can be expensive.

3) Services offered is limited to identification of akmesses in terms of social performance
rather than offering suggestion on how to improveia performance.
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Figure 4

Scocial Performance Assessment Tools

Tools that focus on Process: Tools that focus on Qutcomes:
CERISE SPI M-CRIL Social Rating

MFC Social Audit CGAP/Ford/Grameen PPI
SPAAudit USAIDVIRIS PAT

ACCION Social FINCA FCAT

Planet Rating SEER/AIMS

Microfinanza Rating Dxfam Movib

Triodos/GRI

FIMD E&S Audit

Tools that are Self Toaols Externally Administered:
Administered: SPAAudit

CERISE SPI ACCION Social

MFC Social Audit Planet Rating

Triodos/GRI Microfinanza Rating

FIMO E&S Audit M-CRIL Social Rating
CGAPFord/Grameen PPI

FINCA FCAT

SEEP/AIMS

Common Framework for Social Performance Assessment

Source: IMP-ACT

7.3.11 Conclusion

There are a number of different users of socialopgrance management tools, at both MFI
and MIV levels, each with their own specific neealsd requirements that reflect their
different objectives. The inclusion of the socialimg agencies in the above list suggests that
some institutions outsource their social perforneantanagement. While these variations
shape their priorities, they also confirm that mftrance practitioners have different concept
and means of addressing poverty. For example, smrsttutions focus on women’s
empowerment through inclusive finance while othessicentrate on measures to support
small and medium enterprises, irrespective of tlo@mership in terms of gender. Some
funding institutions may also favour and supportafdevelopment initiatives while others
may choose to help urban slum-dwellers to attabetter living standard by addressing their

housing needs.

This contradiction in the way institutions percepeverty is clearly an indication that the
industry is far from adopting a common social neetrHowever, a way round this baffling
situation, as suggested by one scholar is to entatesocial metrics for internal use is

tailored to each company’s unique pursuit of corapeae advantage (Elizabeth Rhyne, 2009).
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Elizabeth Rhyne further argues that these inhedéfitulties do not suggest that the effort
that is being channelled towards social performamaeragement should be abandoned.

To ensure that MIVs are included in this developmgimenomenon, it is paramount for
practitioners to build upon the existing tools witimost considerations for MIVs. There is no
need to start from zero as some of the tools hkkeSPI, PAT and GRI are all characterised by
an important level of flexibility for further dewvgbment and enhancement to accommodate
new measurement functionality specific to the aiéis of MIVs. In support of this argument,
the SPI-Investor tools is already being piloted #redresults is so far encouraging, indeed for
investors. The ECHOS of Incofin is another tool @leped specifically to accommodate the
needs of MIVs. The need for better measuremens tigdlar too great, rather the task should
be approached with flexibility and realism (Elizé#beRhyne, 2009). This flexibility
characterises some of the existing tools and shioelthken onboard throughout the process

of standardization.

Regarding the GRI, more specialised indicators Hmaen called for to make it more suitable
for inclusive finance. On the other hand, the esdorent of the GRI tool by Triodos bank
means that it has a great potential to meet thdsneEMIVs. Its inherent feature to support
good environmental practices makes it highly redevi@ MIVs considering adopting, the
ESG (Environment, Social and Governance) princiiilst | find the PPI, PAT and SPI
highly relevant to MFIs, they can be utilised dilpdy MIVs if their social performance
measurement is done by means of aggregating thaisiment portfolio. With such tools they
can collect and analyse data of their partner M#ftsch make up their overall investment

portfolio.

| notice that most of the tools including thosetlad rating agencies have these common four
dimensions: “Social Mission and vision” “Access @utreach” “Quality of customer
services” and “Responsibility and contribution tomanunity”. Of course these similarities
are crucial to ensure reporting on the MIX datapdsé also represent a positive and

welcome approach towards greater mainstreamingtamdlardization.
As new MIVs continue to mushroom in the inclusiireahce sector, we are likely to see more

new tools emerging to reflect such growth. In viefvthe current reputational risk cloud

hanging over the microfinance sector, the IAMFI hadicated its preference for indicators
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measured at the MFI level that improve customeitegtoon and service while fostering
industry sustainability (IAMF 2008). Therefore t®dhat support such preference among
other important priorities are set to earn the favof investors.Please refer to the
recommendation section for further details regarding investor concerns and

expectation.
If there is any practice that the MIVs should averdulating from the MFls, it would the lack

of joint effort or universal approach in the prazesf developing social performance

measurement tools. Therefore if experience is amgeg such mistakes can be avoided.
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CHAPTER 4

8 Case study: The experiences of Incofin and Oikocredit

This study is based on practical experiences df batofin and Oikocredit in measuring their
own social performance and that of their partnedsMFherefore the study seeks to gain an
interesting insight into their tools, indicatorsetimodological approaches and the challenges

that confronted them, from the outset to implemigona

Thanks to key industry practitioners like IncofindaOikocredit whose advanced creativity
and capability to explore beyond established payswapresents clear evidence that MIVs
are now beginning to measure their social perfoaseanThe Incofin and the Oikocredit
methodologies represent a few rational ways by Wwhec measure social performance of
MIVs where effective and standardized methodologgsdnot exist. | will first dwell into

their common methodological approach before stugiggparately each organisation.
8.1 COMMON METHODOLOGICAL APPROACH

How performance is data collected?

The cheapest and most common approach is to havs péfiodically provide data to the
investor on pre-formatted templates. This appraaduires few resources from MIVs, other
than time spent enforcing template submission amdacting investees to fill in incomplete

data. As for Incofin and Oikocredit, the followingethodology is observed.

» First, a visit is made to the MFI abroad
This gives the Investment Officer an opportunitynove access to first-hand information
and to build rapport with the dedicated team of k€l responsible for providing the
requested information. In order to complete thdwateon form properly and incorporate
it into their social performance system, the inmestt officer may also conduct series of

interview during the visit.

» Presentation of data to the investment officer
In response to the investment officer's requedia tapresented, in the form of manuals
or statistics for computation. The investment @fichecks and verifies data to ensure

accuracy. Any incomplete field is checked with tth@ta supplier. It is advisable to

44



complete this checks on the field. These checksbmdone in the field or upon the

Investment’s Officer’s return.

Cleaning the data

» Upon the Investment Officer’s return, informatioiilwe subjected to further verification
and amendment if necessary prior processing. Trosegs may take place under the
supervision of the MIV’s internal auditor.

Computation of data and results

» The data will then be fed into the company’s sys(an to ECHOS in the case of Incofin)
for computation to finalise the process. Once dafad into the system, all the necessary
computation is finalised, and results produceduécsssful completion of an evaluation
should detail a total social performance resuliefach of the given dimension analyzed by

the social performance system/software.

8.2 The experience of Incofin10

8.2.1 Company introduction

A Belgian cooperative company founded in 1992, fimconanages four microfinance
investments funds with a global geographical redctiDecember 2007 Incofin managed an
investment portfolio of nearly 65 millions, spreadross 18 countries and 49 MFIs. Today
Incofin position itself as Belgium’s leading miciwdince Investment Company and one of the

biggest players in the industry

8.2.2 Introduction of Tool- The ECHOS

With inspiration from tools developed by CERISE aadCION International, ECHOS was
developed in-house by Incofin to address their nirgeed to measure their activities. It was
later revised in 2007 with more generic indicatar&l dimensions to help them undertake
their due diligence responsibilities. ECHOS is aabmoftware with several modules that
includes a questionnaire with 43 social performameasurement indicators. The tool is
applied directly via an investment officer; themefdhe collating and documenting first-hand

information from MFIs is possible.

9 The data relating to the Incofin case studiedtsioed from Incofin’s various documents in the lpuomain
including their annual reports and studies on $@ae&ormance management. To ensure richness af talso
have conducted and interview with their social perfance representative, David Dewez.
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8.2.3 Dimensions incorporated in this tool

Table 1
Dimensions Weight # indicators per

examined
dimension

Mission and Vision 10% 5

Scale and outreach 30% 11

Quality of service 25% 8

Human resources 25% 7

Environment and social 10% 5

conftribution fo the community

Total 100% 36

Source: Incofin

Each dimension above is measured by a series bfguaintitative and qualitative indicators

totalling 36 as shown above.

8.2.4 A study conducted by Incofin using their social performance management system,
ECHOS
The examples presented in the tables below repreaenaggregated results based on 23
social performance analysis Incofin had carriedsoute the launch of their new tool in 2007
up to 2008 using the methodology described abaaafin argues that while the sample does
not represent the global picture of the microfiramaustry, its variable mixture of different
institutions from different geographical locatiomakes the study less bias. The scale of the
sample diversity is described as followshere is information from entities located in 27
countries of four continents (Africa, Asia, Americand Eurasia) and 9 geographical

regions” (David Dewez and Sandra Neisa, 2009).
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Summary of results between 2007 and 2008

DIMENSIONS AVERAGE SCORES OF THE INCOFIN
PORTFOLIO

Mission and Vision 8.2/10 82%
Scale and outreach 24/30 80%
Customer service 17725 68%
Human resources 21/25 84%
Environment and Contribution to the 5,2/10 52%
community

AVERAGE TOTAL SCORE 74.2%

Table 2

Aggregated results based on the 23 social performance analysis Incofin has carried since their new
tool was rolled out in 2007. Source: Incofin

EXPLANATION OF RESULTS OBTAINED

Grade Ranges
91-100 Excellent Performance
81-90 Very Good Performance
71-80 Good Performance
55-70 Low Performance
0-54 Inadequate Performance

Score <50 percent = MFI with inadequate social performance: File is rejected
Source: Incofin - August 2008

8.2.5 The social performance of Incofin’s Investment portfolio

» The average social performance score of the MIElsidied in Incofin’s portfolio is
74.2%. Although this is a very good score accordintpe above explanatory table,

Incofin is less complacent with the results andeddhat there are certain gaps that need

addressing.

» The higher scores are centred around the “HumaolRess”, “Mission and Vision” and

“Scale and Outreach” dimensions.

47



» The remaining dimensions,” Customer Service” anaviEbonment and Contribution to
the Community” show lower score. Incofin notedsthap and believes that with time,

these dimensions will come to the fore.

+ Social performance by geographical location

Key findings

Africa 64.2 percent
Asia 70.8 percent
Eurasia 71.8 percent
Latin America 71.9 percent

Source: Incofin

» Latin America with 71.9 percent displays the highssore. According to Incofin the
underlying reason for this high score is attributedhigh degree of maturity of the

microfinance sector in Latin America.

> Africa shows the lowest score of 64.2 percent. fidason for such a score is due to the

fact that the microfinance sector is relatively ygand inexperienced.

» The difference between the score in Latin Americh. 4 percent) and Eurasia 71.8) is
very marginal. This is a clear indication that thierofinance sector in Eurasia is rapidly
catching up with that of Latin America and for thaatter taking social performance

seriously.
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Table 3

8.2.6 Key Advantages of Incofin tool

Quality of information is assured, as informatisrcollected from the MFI by an Investment
Officer
Effective in capturing data

Investees display greater responsibility in respéthe data they submit

It is easy to use and allows the MFI to conduatrimal self-assessment.

Low operational cost. However one must invest tané money at the beginning
Based on data which is easily available and chebkezh external auditor

Clear and comparable results at country and retievel

Compatible with the MIX database

Table 4

8.2.7 Some specific shortcomings

Can be costly in terms of time and any travel exigene
Quiality time is spent on data validation and amegrim
Limited scope.

8.3 The experience of Oikocredit"!
Oikocredit is an International Development Finarigstitution established in 1975 at the

initiative of the World Council of Churches. Oikedit’'s mission is to promote global justice
by challenging people, churches and others to shiaeg resources through socially
responsible investments and to empower people evétit. At the end of December 2007,

investment capital from members exceeded €318ani({lOikocredit, 2008).

Oikocredit’'s core business is development finandm@MESs, fair trade enterprises, micro-
finance and community based enterprises in ovecdifhtries. A network of 11 Regional

Offices and 29 country offices is involved in prijé@entification, evaluation, monitoring and

M The data relating to the Oikocredit case studybigined from Oikocredit’s various social perforroan
documents including their annual social performanep®rts and CERISE’s SPI and the investors BriefND6.
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administration. During the last years, the increzfsthe Microfinance projects in Oikocredit’s

portfolio has been significant (SPI and the investrief DP N°6).

8.3.1 Introduction of Tool - THE SPI-Investor

Based on the original SPI tools designed for tlees@ment of microfinance institutions, the
SPI-investor was developed to evaluate the soeidbpnance of Investors like Oikocredit. It
is specifically refined to assess the MIV’'s opearas including strategy, products and any

social benefits.

Its role in social performance management is sunsedin the following words by CERISE:
“It is a transparent reporting tool with benchmarkig potential, a welcome addition to a
field that is mostly self-regulatedThe overall objective is to measure MIV’s effors t

invest effectively and responsibly.

8.3.1.1 Questionnaires of the tool (source: CERISE)
The questionnaire that forms the basis of the &dtor tool is divided into 3 sections:

Section 1 MIV’s Strategy
The tool assesses the social performance againssMn objectives. Therefore the first

section is to focus upon the investor’s strategy soctial mission.

Section 2 — Social performance of Investees (MFIS)
This section focuses on the aggregated social ppeaace of MIV's investees, an indicator of
the quality of an MIV’s investment decision anddewef exposure. This data also helps MIVs
make investment choices on which MFIs to support.

Section 3 —Social Responsibility of the MIV-
This final section analyses the MIV’s practicesngssocial responsibility criteria. CERISE
has adapted the environmental, social governamees crossing them with issues specific

to microfinance based on the four dimensions alada® indicators.

8.3.1.2 Application of tool at regional level
This experience is based on a study in which Ogditrcollaborated with the Uruguayan Regional

Centre and conducted a Social performance exertisis. pilot program was an opportunity for

Oikocredit to assess various MFIs in Latin Amerigsing the SPI tools developed by CERISE. “With
the SPI assessments, in Bolivia, Brazil and PamggDi&ocredit exchanges with its partner MFIs in
order to analyse to analyse and discuss their comant to achieve a good social performance”
(Oikocredit -2008).
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Summary of key findings across various geographicdbcations

Figure 5

These diagrams show key results in Argentina and Bolivia

Results for MFI1 {Argentina-2008) Results for MFI 2 (Bolivia-2008)

. _ Geographic targeting Geographic targefing
Social responsibiity 10—

! — Individual targetin Socialresponsibilty  19%%ae. . )
. t{:mrds.c.o_mnl.lnl S N 9 g towards communi Individual targeting
Social r&aporplblllt)r Meﬂ\odck_)glcm Social responsibility Methodological
towards clients /™ \  targeting towards clients | targeting
Social responsibility | .:" | Range of.linanci:* Social responsibity | | Range of financial
towards staff Vo / senices towards staff { services
Emponerment Quality of services Empowerment  Quality of senices
Clients' participation“—_ _—Beniices Plus

L Clients’ participation ™. _— Senvices Plus

Trust and Information

Trust and Information
Source: Oikocredit 2008

» The area with lower score is the third dimensiomcliassesses the action of the MFI
to improve its client’s social, political capitdlhe sub-dimension on CSR towards

community is also low.

» Although institutions in Brazil and Argentina haneached a moderate social

performance, gaps have been highlighted.

» The fourth dimension which assesses the sociabrespility towards staff shows a

good score

» Oikocredit noted that any low or moderate sconegpect of the MFIs in Brazil and
Argentina is attributed to the fact that MFlIs iesle regions are quite young, therefore
still developing. On the other hand the good pentmnce cited in MFIs in Bolivia is
credited to the maturity of MFIs in this region.
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8.3.1.3 General application of tool - on all four dimensions of Oikocredit’s SPM

Summary of key findings across all four dimensions
Dimension 1- Targeting MFIs most in need

The tool was able to show that Oikocredit has gedageographical exposure, hence their
presence in numerous countries in Africa, and Asid Latin America. Another important
finding is the revelation that about 30 percenOdfocredit’s portfolio reaches MFIs serving
clients who are at the bottom of the economic pydam their countries. To reassure the
company that women client benefit most, the tooés vable to show that among its MFI

partners, on average, women constitutes 80 peoteatal clients.

Dimension 2 -Adaptation of services to the needs of MFIs

An interesting finding here is the combination @dts with capacity building funds offered to
clients. This clearly demonstrates the fact thatenbans are important, their intervention
alone cannot lift the poor out of poverty. A sigdield involvement was also noticed,

Oikocredit believes this is crucial for ensuringgdeterm partnership.

Dimension 3 -Capacity building of MFI

The results show increased patrticipation in gowatadby MFIs, clients and other partners.
This is manifested in the numerous cooperative@ntessional member-based organisations
that Oikocredit support. In short this dimensioonwh that microfinance and their clients are

now being involved in the decision-making process.

Dimension 4 -Demonstration of social responsibility to the mfarance sector

Oikocredit has an active member of various inteomal initiatives including the client
Protection Principles, CGAP, the Microfinance amdnkparency campaign, to name but just
a few. Furthermore the results in this dimensioowsltthat Oikocredit is able to maintain a

close relation with its regional offices around thebe.
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Table 5

8.3.1.4 ADVANTAGES OF OIKOCREDIT TOOL
It is adaptable to the variety of MFIs and thegdbcontexts

It allows MIVs to evaluate their overall investmgortfolio across diverse geography

They are based on data which is easily availabdendrich can be easily
checked by an external auditor

Comparison of results is possible

It provides systematic and qualitative information

Capacity to capture a wide range of information
Compatibility with MIX indicators of social perforamce

SPI system is available free of charge from CERISE
Source of content: CERISE

Table 6

8.3.1.5 Specific Short comings

The system is excel-based and requires a profieierdl user to handle data
Methodology can be costly, hence the cost of ttengeto the field as well as the cost of
external auditors.

The SPI-Invest is still being tested, so full capeis to be determined

8.3.2 Analysis of the experiences of Incofin and Oikocredit

This case study epitomizes the tremendous effodmgb channelled towards greater
transparency and accountability in the way thatdfuare being used to help address the socio-
economic problems that bedevil the lives of mangrpgmeople of the world. Although it is
easy to see that we have a long way to go befahieg a better and improved methodology
to assess the social benefits of microfinance twhe endeavours of Oikocredit and Incofin
and the support of CERISE represent an angle offmbrand optimism in this ongoing
debate. Both social performance measurementersgsare characterized with a degree of
flexibility to ease integration with internal prahees, to feed into external database for
benchmarking and to allow the incorporation of &uyre dimension and indicators. In fact
this is why, both organizations managed to add dirent Protection Principles to their
existing dimensions with less difficulty.
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Although the ECHOS of Incofin might be a small todl is capable of capturing and
managing significant data across different investieem different countries just as the SPI-
Investor tool. The obvious similarities betweensthéools stems from the fact that ECHOS

gained its inspiration from the SPI, among othetso

In both studies, Scale and Outreach representitfest score while the Environment and
Contribution to the Community represent the lovwsesire. The high score of the later can be
attributed to the fact that MIVs are preoccupiedhmir growth strategy and trying to expand
their level of clientele. The satisfactory scores @ustomer Care and Human Resources
clearly show the strong commitment that MFIs and/§place on these dimensions. Many
MFIs have left this issue “to be dealt with latdsglieving their primary mission is to provide

access to financial services (The experience ofORIDI, David Dewez April, 2008).

My findings also revealed that companies are algtiygomoting the value of social
performance within the industry. These activities manifested in the form of road shows
and workshops to offer cognitive skills to praciiters particularly MFIs. The idea behind
this is to help practitioners not only embrace amglement social performance, but to
successfully integrate it into their operationsnoiledge is also imparted with stakeholders
through participating in industry dialogue by jaigicertain groups and schemes. Both tools
were able to show clearly that Incofin and Oikodrétve signed to the Client Protection
Principle, a global initiatives for the promotiomdaprotection of client’s rights and other
important initiatives, thus adding a significantigle to their social performance overall
rating. While it is good to join and participate many industry initiatives, one must be

cautious as keeping up with the pace of thesatniéis may require both time and resources.

8.3.3 Concluding remarks of Case Study

After venturing into the experiences of Oikocrealitd Incofins, it transpires that genuine
and meaningful effort is being made towards statidation of social performance
management. The initiatives of these organisatrepsesent an embodiment of such effort.
Another important development is that both Incoéind Oikocredit have successfully
integrated social performance management into thérnal procedures, demonstrating to
other MIVs that this no more a daunting taskcan confirm that we have already integrated
our social performance management into our internal procedures. This is something we are very

pleased with” (My interview with David Dewez, June 2010). Asr f@ikocredit, their
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commitment in pushing forward social performanceh® forefront is clearly demonstrated
by the company through creating a Department ofgb&erformance and Financial Analysis.
“The creation of Social performance department and Financial Analysis has enabled Oikocredit to
more easily set clear social objectives and monitor progress towards achieving those goals”(Ben

Simmes, Deputy Managing Director, Jan 2010).

In spite of all these efforts, the industry shoulot be complacent. Instead, practitioners
particularly MIVs and research institutions shotddm up to build upon existing initiatives.
This cannot be done with “back to back approacfherefore constant consultation and
sharing of information should be the driving fomeany future development. On a positive
note, with the support of various institutions andiatives such as SPTF, CERISE and
CGAP, the guest to attain effective and standaddsaial performance management seems
achievable.

It is important for the reader to note that thepmse of this study was not to compare and
contrast Oikocredit and Incofin. The idea behingl tbonception of such methodology was to
demonstrate that the problems of social performamag not be confronted alone. It requires
holistic approach that can only be achieved thrazggrdinating joint efforts as we have seen
in the case of SPI-Investor initiatives.

The study also shows that the diverse nature ofsthecture of microfinance is not a
hindrance to its success. In fact, if managed ptppeith the correct tools and expertise,
MIVs based in Western Europe can zoom into thdivies well beyond their territories to
monitor, control and measure and most importamédplicate successfully, initiatives across

the countries of their partner MFls.

9 Challenges facing MIVs

Various literature and industry leaders includimyestors, researchers hold that socially
oriented investors are interested in microfinan@@sial impact, good image and relatively
good return/risk profile. The low default rate afrlbwers is also a much appreciated factor.
At the same time, some problems and obstacles téme@ncreased investment in

microfinance. The challenges identified here réfkbe priority concerns and issues arising
from the deliberations of the International Asstiom of Microfinance Investors and other

important bodies representing investors. Many efdhallenges identified below are relevant

to the holistic view of social performance. Moredully, | seek to relate these challenges to
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pressing questions that need urgent attention sorenthat the measuring and reporting of
social performance is of great significance anduaht in this rapidly growing microfinance
industry. Based on this context, this section seeksonvey only what | consider to be key

challenges.

9.1 Reputation risk associated with lending to the poor threatens the
sector
In view of the recent negative press surroundingrofinance, the well-earned reputation of

the industry is threatened. There have been tepbsexual harassment and commitment of
suicide, all linked to malicious collection praetsc In India for example, the sexual
harassment of female microfinance borrowers has beproblem in this part of the world.
Press reports in the Indian State of Andhra Pradéisbed that a wave of women'’s suicides
was the result of microfinance institutions usid@arbaric” recovery methods, including the
physical and sexual harassment of the MFI's fendlents by hired youths. (Bell and
Clemenz — 2006, cited from Catherine S.M. Duggad920

According to another report, it was not uncommon ffeld officers who are in charge of
granting and collecting weekly payments or ‘instahts’ to resort to violence in collecting
loans. Physical and sexual abuse were common” (@Gmaks Paprocki, 2008 cited from
Catherine S.M. Duggan 2009). The IPO (Initial Pal@iffering) conducted by Compartamos
Bank, Mexico, have raised various unanswered questand does very little to enhance the

industry’s reputation.

These unsolicited practices, means that trustwswaning among various stakeholder groups
including investors, civil society and microfinancéents. To that effect, in Uganda for
example, there is some evidence that borrowersdaating microfinance loans for fear of
abuse. In 2003, a focus-group study of Ugandanob@mrs noted that respondents “were
generally very scared of micro finance institutiopgocedures on default,” and that many

avoided microfinance borrowing as a result (Cattee8.M. Duggan 2009).

In today’s investment environment with increasingtiiically conscious investors, an MFI's
success should take both its repayment rates dlettoan policies into account, particularly
as relationships with international donors and oizgtions to provide something of a ‘seal of
approval’ for borrowers. This is especially true §IVs that use local partners to administer

their loans, and often have relatively little id&@out their partners’ policies on collection. In
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an attempt to uphold the good name of microfinaara in view of the lack of strong market

regulation, various scholarly literature point teetneed for Investors and donors to take
integral part in supervising microfinance instituts. This means that their social performance
in place should take the need to protect client®ggly. To this end, a noticeable progress
has been the introduction of the client protectmwimciples which are being endorsed by

many MIVs and MFls.

9.2 Non-standardised social performance metrics and Disparity in social

performance metrics

Currently, social indicators are being applied guihevenly; many MFIs and microfinance
investment vehicles (MIVs) have no process in plaB®me MFIs networks have
implemented proprietary or third party social periance measurement tools, some MIVs
measure social performance using array of bastomeprehensive metrics, and many donors
are funding various initiatives to define and immpént indicators in partner MFIs (IAMFI).
In order to ensure long term sustainability of theerofinance industry and to develop best
practices a standardized approach must be develofeete is already a good start on this as
some MIVs are now reporting both their financiatlawocial activities into the MIX database.
Lack of standardized indicators can sometimes ithinding from investors since they will

not be able to make informed investment decision.

9.3 Complex and qualitative metrics can cause shift from financial
performance

While there is a common stand for the need for MiYseport their social performance of
their investment portfolio, there has been consensmongst stakeholders, particularly
investors, to lower administrative burdens stemmiingm using complicated social

performance metrics.

Variable opinions have been noted in respect mfgusomplex social performance metrics.
Some group of investors have voiced concerns tiaesf the more complex and qualitative
metrics will overburden MFI and investors, divetteation from financial management, and
add complexity in tools and information managemenéreby increasing operating costs.
Other stakeholders (investors) hold that sociakicgetinnecessarily distract management and

that scarce resources are better spent on prodwalappment, client outreach and loan
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portfolio administration (IAMFI). This point is siply a re-iteration that MIVs social
performance cannot be meaningful and comprehensiless it fairly integrate the variable
opinions of all those who have vested interest.in i

9.4 Selection of relevant indicators out of a large pool

Given the large pool of indicators designed to meaghe social performance of MFIs,
Microfinance Investment Vehicles face a very diffictask of selecting what might be and
might not be suitable for them. The problem is exated because most of these tools are
not designed for direct applications by MIVs. Adtiog to CGAP, the challenge is to select
indicators that are simple and low cost, yet, atdame time, sufficiently robust and globally
applicable (CGAP-2007). Although most of the irmdars available today are specifically
designed to meet the needs of MFIs, MIV may gtilllfsome of these indicators useful. MIVs
may want to roll out their social performance pergme by starting at the micro level. That
is measuring the social performance of their parMEls, before proceeding to the second
phase (macro level) i.e. looking at their own sbpiformance. In either case they should
consider gathering data readily available and cefiitly representative of their overall
portfolio. At this early stage of gathering infornea MIVs may want to know how to
collaborate with their partners in obtaining dati#éhvthe possibility of offering them support

to fetch the requested data.

Jumping too quickly to selecting and implementingial performance indicators, without
thinking through your specific information needsll wost more time and money in the long
run. “When starting out, we recommend that you identify just a few critical information gaps to
focus on: those that are essential to understanding your social performance” (Anita Campion &
Chris Linder and Katherine E. Knotts-Imp-Act Cortson 2008). More light is shed on this

in my “recommendation section”.

9.5 Fungibility and additionality

Money is fungible and borrowed funds can be usedifany purposes so it is difficult to
determine how funds were actually used and whagfiisrwere realised (Thomas Dichter and
Malcolm Harper, 2007). For example part of a lean be used by a borrower to pay for the
school fees of their children or even to pay ftvealth bill instead of investing it in a business
as previously foreseen. Social performance indisatio not always take these kinds of

situations into considerations thereby producirag sesults at the end. This kind of situation
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is a reminder of the need to address poverty wittstic approach. For example where viable,
MIVs and their partner MFIs may consider offerirgrplementary products such as micro
insurance to mitigate problems resulting from &ethharvests or ill health.

9.6 Contrasting mission of MFIs and diversity and in the services that MFI

provide

MIV and their partner MFIs differ in the serviceffesed. Some are minimalist and only
supply with limited orientation to borrowers on mea$ such as disbursement and repayment
procedures. Others provide obligatory or voluntagvings services. Some lend for any
purpose while others attempt to direct loan to pobdpurposes (Thomas Dichter and
Malcolm Harper 2007). For example ResponsAbilitgi8blnvestments AG focuses on small
businesses and independent media (among otheitias)iwhile other companies focus on
rural development. These contrasting missions mewislients receive different treatments,
thereby making any benchmarking of organisationsy vdifficult, also many social

performance metrics do not always take these Varfehtures into considerations.

9.7 Collecting and analysing the data

Collecting and analysing data can be a very a ddmgntask. Where MIVs staff are
deployed to collect data from MFIs in the field,talas expected to be of high quality.
Unfortunately these expectations are not always. m@he proponent highlights a major
concern: Apart from having a limited time to cotlelata, MFI staff may introduce distortion
to the results because they may have a vesteeshtier reporting favourable impact. Their
clients may also want to please them by giving tlisired responses, thereby skewing the
results (Thomas Dichter and Malcolm Harper 2007).

To minimise such problems, it is paramount thatrga MFIs are involved in the social

performance process at the very beginning of th@eémentation process. A communication
process characterised by” top-down” and “bottom-spbuld be established, allowing the
MIV, MFI and the client to raise and address th®ncerns. This process can be very
effective in the long run as stakeholder involvet@volves around a strong pillar of trust

and understanding.

9.8 Geographical constellation of MIV partners and activities
The wide array of MIV partners and activities spr@aross different countries, continent,

countries, regions and sectors can be very probientach diverse features are often
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associated with the following problems which areofin the centre of blame if anything

goes wrong.

% Contrasting administrative frameworks and politiegdtems
+ Different regulatory and legal settings
+«+ Variable professional practices

« Multi-lingual and cultural environment

Therefore, in order for MIVs to pursue their busimenterest successfully, their strategy
should consider all these different circumstan@éiile this task remains complex it can also
slow down process of co-ordination, service dejivand social performance monitoring.
Such processes can be very time-consuming bechasgattern of decision making is not
universal. For example what might be appropriaté accepted in one country or region

might be contested and often rejected in another.

In a world often characterised by growing corruptiembezzlement of funds, nepotism and
bribery, immature rule of law, bureaucratisation ©értain procedures, operating in

developing countries can remain highly challenging.

On the other hand, if these circumstances are mwallaged it can yield positive experience
through spreading and showcasing good practicash Bractices are manifested in the added
value of networking, learning and sharing expemsnand the tendency to develop future

benefits.
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CHAPTER 5

10 Recommendations

The recommendations aim at LMDF and similar MIVsig@idering the implementation of
social performance management. The recommendagotios is divided into four sub-
sections: First, the proposed assessment toolsnaizhtors based on the tools that | have
analysed. The second part deals with the approBBesponsAbility Social Investments AG
which | believe best reflects the tools and setnoicators proposed to LMDF. The third
section represents the conclusion of all these #éiseffhe fourth section represents carefully
selected suite of recommendations of which if felbd, MIVs can implement social

performance management successfully.

10.1 PROPOSED INDICATORS FOR NEWLY ESTABLISHED MIVS OR THOSE
CONSIDERING THE IMPLEMENTATION OF SOCIAL PERFORMANCE
MANAGEMENT.

The overwhelming majority of microfinance investare motivated by social objectives and
do not approach microfinance with a pure profit mmtbut rather with the dual goal to foster
social advancement among the marginalized while @ltgaining a profit that may range from
below-market to fully risk-adjusted returns (IAMEDO8). One investor also assertse do
not invest into microfinance thinking that we would lose. Therefore, a reasonable investment
return would be welcome. The microfinance debt repayment rate is very good and we hope that
LMDF can replicate this in their investment portfolio” (Gregory Claudy May, 2010). Thanks to these
kinds of perceptions, the evolution of the industowards profit-driven and ethically

conscious investors is on the increase

After extensive research, the observation of mezbaaments, as well as conducting
interviews with both investors and practitionetggee areas of concern have been identified:
Reputational risk (IAMF 2008), consumer exploitatiand lack of transparency. Based on
this context and in accordance with the MIX repaytstandards, the following indicators are
proposed to newly established MIVs and those cenisig implementing social performance
management. | believe that it is only by adoptihg proposed metrics, that MIVs can
promote best practices, protect their customersoldpthe integrity of the industry, thereby

contributing to the long-term sustainability of tinelustry.
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The proposed indicators take four dimensions irdos@eration and characterised with a
structure and format that comply with the MIX refiog standard. To keep the initial phase of
social performance implementation simple and maalalge only a handful of indicators
should be used to track these dimensions with tipe fof extending them as the MIV grows.

| believe that three dimensions reflect the afomrgiiveed areas of concern and can surely put
new MIVs in the social milieu. The underlying reas for selecting each dimension are also
explained:

1. Mission and Vision

With over 150 million clients worldwide and growistyong, microfinance is increasingly in

the public eye. The enthusiasm has boosted cdpiak, especially in recent years. The

sector’'s dynamic growth has not been without pgfdlowever. There is a need for prudence,
especially in today’s financial context. It's tinte go back to the basics: client proximity,

simple and well-designed services, risk accountgland the double bottom line (CERISE

SPI-Investor 2009). Adopting this dimension, MIMsosld be able to rekindle connection

with reputable past trajectories, and to undersgamtigain control of their mission

Inspired by the SPI-Investor framework, this fisgiction focuses on the investor’'s strategy
and social mission as well as the vision of thdéed#int stakeholders. The below suite of
guestions represent sample of indicators desigoeguide MIVs in pursuing their social

performance goal. MIVs will need to reflect on thsirategy occasionally as a pre-emptive

measure to prevent inadvertent mission drift.
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Table 7

Examples of Questions
What is your investment strategy and social misaion

What are your reasons for investing in Microfinghce
What kind of MFIs do you target?

What products do you offer?

How do you choose where to invest?

Do you have investment criteria to select MFI?

Do you have a policy for reinforcing the social
performance of investees?

Is environmental impact a criteria for selecting I8
Source: CERISE SPI-Investor

2. Access and outreach

When assessing an MIV, investors might want toyaeathe MIVs underlying MFI partners
in a given portfolio to familiarise themselves witby issues central to them. For example
average loan size provided by the MFIs, how borWumds are being applied by the MFI's
clients, (e.g. Agricultural production or entrepeership). The term “empowerment of
women” is universally popular particular in the dlpment agenda. As a result, investors
might want to see a break down of loan portfolidgerms of gender. Many MFIs are already
reporting on this. Some investors show particirigerest in the geographical diversification
of MFI market and for that matter might want to arstand the breakdown of rural and urban
borrowers in a given portfolio. Based on this extit chosen indicators should be able to

measure the following concerns:

a. Depth of outreach
b. Accessibility of services

c. Flexibility and adaptability of products
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Below are examples of indicators suitable for adgsirey these areas of concern:

Table 8
Indicator Calculations Source
Total number of MFIs MFIs' quarterly

borrowers (millions)

declarations

Average outstanding
credit per
borrower (USD)

Unweighted average of
all credits per borrower
across all MFIs

MFIs' quarterly
declarations

Microfinance clients by
gender

Percentage of MFI
clients made up by
men, women, and legal
entities respectively
(unweighted average
across all MFIs)

MFIs' annual
declarations

Microfinance clients by
place of
residence

Percentage of MFI
clients living in urban
and rural environments
respectively
(unweighted average
across all MFIs)

MFIs' annual
declarations

Source: ResponsAbilty Social Investment AG

3. Quality of Customer Service or Client Protection
As confirmed by IAMFI, many investors prefer thedis to be on consumer protection
and responsible finance principles. Therefore it@mpt to address investors’ key

concern under this dimension, the following ardasul be addressed:

= Transparency in product terms and conditions

= Transparency in interest rate policies and disemsfi full product costs (Annual
Percentage Rate including all fees)

= Prevention of customer over-indebtedness

= Policies and procedures for customer grievancdugso

= Abusive collections practices
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Table 9

Indicators Calculations Source
Average interest rate The portfolio yield is MFIs' annual
taken as a proxy for declarations

interest rates charged
by MFIs and simply
averaged across all

MFIs.
Average outstanding Unweighted average of | MFIs' quarterly
credit per all credits per borrower | declarations
borrower (USD) across all MFIs

Source: ResponsAbilty Social Investment AG

4. Responsibility to the Community

This can be adopted through following the princpté corporate social responsibility. At
their worse corporate social responsibility progmrees may be a mere window dressing
exercise. At best these initiatives represent genattempts by companies working with
stakeholders to address the great environmentalsaod ethical challenges of our times

(Transparency International, 2010).

MIVs should consider embracing such initiativésidesn’t have to be big, it can be as small
as buying Christmas gifts for a group of orphanaror vulnerable group in society. It doesn’t
also have to be taken place in the field- IndiaAfica. For example MIVs domiciled in
Luxembourg can begin what would be an exemplargtim@ here in Luxembourg in the eyes
of various investors and potential investors. Tdea is to demonstrate and confirm the
ethical values that should underpin an MIV’'s bussienodule and to dismiss any myth that
MIVs are money making machine at the expense optwe. Among the MIVs who already
have meaningful CSR are Oikocredit, ResponsAbilitgofin and European Fund for South

East Europe.

While reporting a company’s social responsibilisy voluntary in many countries, an
emerging trend in corporate social responsibilias tbeen the use of legislation by some
countries. Denmark and France for instance, hawptad laws which mandate companies to
include information on their social responsibility their annual reports. In the United
Kingdom, trustees of pension programmes must naelaie how they have taken into
account corporate social responsibility issuesheirtdecisions (Transparency International
January, 2010). Therefore, indicators chosen shbeldble to address most of these recent
and urgent claims by demonstrating MIVs’ effortsriteest responsibly.
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Example of indicators that Investors might conside
a. Adaptation to local culture, traditions and val(€srise)
b. Number of CSR programmes
c. Geography of CSR programmes

d. Linkages with other businesses, NGOs etc

10.2 Social Performance Management of ResponsAbility Social Investments AG13

An approach to emulate

After having identified the aforementioned dimemsioand giving examples of pertinent
indicators to match with, 1 am inclined to propdsenewly established MIVs like LMDF to

consider embracing and emulating the indicatorRedponsAbility Social Investments AG, a
Swiss based social investment company that uplha@drtaxim that private and institutional
investors can contribute to positive social develept and at the same time aim for a

financial return in a professional manner.

ResponsAbility Social Investments AG is one of therld’s leading providers of social
investmentsAt the end of December 2009, the volume of theadaovestments managed by
ResponsAbility across all investment themes sta@@nd USD 900 million, an increase of
27 % year-on-year. ResponsAbility is present irdé@eloping and transition countries via its
financing activities that span across many coustaed regions including Latin America,
Eastern Europe, and Central Asildarough its investment products, ResponsAbilitaldas
people in developingountries and emerging markets to have access itiketeainformation
and other servicegmportant for their development in areas such asrafinance, SME

financing, fair trade, and independent media (Respbility, 2009).

Like other industry trendsetters, ResponsAbilitg la@veloped their own social performance
tool: The ResponsAbility Development Effectiven&ssting (rADER). They use rADER to

assess the development relevance of what an MH, dgeasking — among other things —

'2 CERISE SPI
13 Most of this data is obtained from the annual Sldeerformance Report of ResponsAbility-2009. CHRIS
also an important source of information.
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whether it is focused on poorer groups of cliemtisat proportion of clients in rural areas it

serves, and how it goes about checking to see whelilents may be overindebted.

rADER covers 19 indicators in five categories (ResAbility, 2009 report).

1. Mission and objectives: Alignment of MFI's migsiand strategy to the social dimension;

use of analytical systems to capture level of pgvamong clients

2. Products and services: Variety of financial prddwand services offered; fair pricing

3. Operational systems and processes: Approprisdasfdnternal systems and workflows in

terms of enabling responsible management of empiyaients and the Environment

4. Access to financial services: Number and typenicfoenterprises reached; access to

savings facilities

5. Contribution to local economic development: UeafdPoverty in the country; economic
sectors financed; proportion of rural populatiod amomen in MFI's clientele

Although ResponsAbility will report on rADER’s rdssifor the first time in the Social
Performance Report of 2010 (ResponsAbility, 20@®rs, | find their current indicators and
methodology highly adoptive and relevamtany MIV on the verge of implementing such

programmes particularly newcomewdy reasons for this proposal are detailed below:

10.2.1 Cost-effective methodology

Some social performance management methodologisreedesignated investment officer
to visit the partner MFIs and collect data durifgeit visit. While this method can be
beneficial in terms of producing rich and qualitgtal as well as reinforcing understanding
between MIV and MFI officials, it can be very expem hence travelling and lodging cost

among other expenses.

Having examined their sources of data, it transpiteat the Swiss based company,
ResponsAbility obtains most of their social perfamoe data from existing MIS such as MFlIs
quarterly and annual declarations. Whilst it migbtexpensive to put in place such system,
once implemented, data will become easily accessithereby trimming down cost

significantly.
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10.2.2 Highly desirable reporting format that guarantees clarity, thoroughness and

simplicity
Disparities in reporting styles and formats chaasé the microfinance industry. Arguably
most institutions use narrative reporting style le/lothers use tabular reporting method. The
former (narrative style) is often criticized foreating a greater volume of reporting and
makes it difficult to ascertain whether all relevamformation has been disclosed
(Transparency International, 2008). Therefore whstablishing a reporting template, it is
important to consider one through which the infaioracan be imparted to stakeholders in
the most efficient and effective manner. One wagahg this is by using a tabular approach
ideal for combining both brevity and clarity, thieyeincreasing transparency and at the same
time making the message disclosed in a more usgrdly for all stakeholders.
ResponsAbility offers exemplary practice in thisedtion by combining tables, charts and
succinct explanatory notes. Where necessary, cht@ries or case studies are added for

complementary purpose, but in their briefest forms.

10.2.3 Quantitatively measurable indicators with less complicated calculations

Researchers usually use two types of investiggttmcesses. First is quantitative research,
which employs numerical indicators to ascertain ttedative size of a particular
communication phenomenon. The second type of ilgag&in process is qualitative research,
which employs symbols and words to indicate thesgmee or absence of phenomena or
categorize them into different types (Matveev Alex@02). While responsibility recognizes
the fact that both methods can be mutually reimfgrctheir social performance reporting

focuses on quantitatively measurable indicatorspaasAbility, 2009).

In order to reflect their large geographical sgreand to ensure a greater level of detail,
Information disclosed in charts and tables is Uguadgregated by country, region, social
groups and overall investment portfolio applyinggorious and yet simple statistical
calculations/formulae. As one scholar asserts,tyipis of approach is crucial to eliminating or
minimizing subjectivity of judgment (Kealey & Praioe, 1996 cited from Matveev Alexei
2002). Since impact of microfinance is plagued tsysubjective judgement and normative
underpinning, focusing on quantitatively measurabtiicators can help minimise potential
bias thereby increasing reliability of gatheredadpairamount for decision making. It also

makes cross-checking of information by an indepentdedy less complicated.
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10.3 Conclusion

Building social performance initiatives that addresvestor and public concerns requires
MIVs to communicate and be more transparent aldmit efforts with all stakeholders. This
is something the industry is very good at doinge Tdunch of ECHOS of Incofin, the recent
introduction of rADER of ResponsAbility represeritgeresting initiatives for the social
investment sector. In that it characterises a tnemd of in-house tools to address the diverse
array of MIVs’' objectives. These developments itlepoint to the needs for individual
MIVs to design their own tools tailored to theiresfic objectives rather than using off-the
shelf tools. On the other hand, the developmenhefSPI-Investor tool, a joint initiative of
Cerise and Oikocredit demonstrates the importarfca oollaborative approach between

investors and the academic community using resgaagrams.

In view of the growing trend in Corporate SocialsBensibility, it is vital for new MIVs and

their partner MFIs abroad to seriously start comsid) it now. It is better to embrace it now
and gain experience from it while it is still volany. Amongst the benefits of corporate social
responsibility is that it helps to minimise corngpi, a practice that bedevils many

communities in the developing world.

While monitoring against some indicators can beeutatken by direct observation of the
MIVs’' internal Management Information Systems (MI8)rough quarterly and annual
returns, a number of indicators, particularly thaseasuring client protection require direct
feedback from clients and local communities. Tlais be undertaken through field surveys by
investment officers or external agents. To ensuiaity of data regarding indebtedness and
bad recovery practices, it is important to seekagegent directly with microfinance clients.
Such engagement should not only be directed tdiegislients but also to client who already
left the scheme or prospective clients. Qualityadzdn be obtained from both groups as to
why they have left the scheme or why they are aestb join.

Although basic indicators are suggested here,dlevance of these indicators, and others not
presented, will vary between MIVs. The final sal@ctof indicators should be determined in
consultation with all pertinent departments stgrtwmith the social performance committee

and externally with partner MFIs.
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10.4 Selected Recommendations

In addition to the proposed indicators and besttaras derived from the approach of
ResponsAbility and other industry leaders, thigisaaepresent a carefully selected
recommendations which if followed can help easgaditties that MIVs may encounter when

implementing social performance management.

10.4.1 Establish clear performance targets and a baseline

Those investors who measure socio-economic andraemaental returns stress the
importance of developing a “baseline” against whmimeasure net impact at the end of the
investment period. The baseline is simply an assest of the relevant performance

indicators before the investment is made (ElizalBdtiine, 2009).

10.4.2 Concentrate on only a few simple performance indicators

Most of the literature | came across warn strietbput the danger of collecting too much of
data and overloading both investees and their wstiiff extensive measurement task. As the
performance measurement process becomes more bandenit inevitably becomes more
costly, less timely, and more likely to fail altdlyer if processes are not kept to a minimum.
Each indicator should be clearly defined, and arnomformat for their collection should be
developed. Only information that can be easily gadll, tabulated and used to draw simple,
meaningful conclusions should be used for sociatfop@mance monitoring purposes
Extraneous information and non-standard formatsilshioe avoided (Rosenberg 2009; IFAD
2002a).

This view was echoed by Mr Gregory Claudy during imtgrview with him “Collecting data
can be a very expensive and time-consuming task. While social performance measurement is
mandatory, it should be kept to minimal by using readily available or easily accessible data. It is
also vital to develop a relationship, characterised by trust and transparency with partner MFls. One
way of achieving this is by conducting evaluation prior to investing” (My interview with Mr
Gregory Claudy, May, 2010). | totally share thisw as it clearly reflects the 'Know your
client principle’, an important guiding principleithin mainstream banking, often applied

when conducting due diligence.

10.4.3 Allocate sufficient resources to ensure ongoing management
Social performance management is not a one-offgacinstead, it should be embedded in

the core strategy of MIVs and integrated in thegular internal procedures. Therefore an
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MIV serious about performance measurement mustatkosufficient resources in terms of
time, headcount (technical assistance or MIV’'s dwuman resources) and finance to ensure

progressive management.

10.4.4 Report financial, socio-economic, and social/environmental benefits separately

It transpires that some MIVs are keeping thesestygdereporting separately. ResponsAbility
of Switzerland reports its social performance safgdy. Oikocredit is another example of an
MIV that have dedicated social performance rep@hile this is a good practice as it

demonstrates a strong commitment, it is also aomedcpractice.

10.4.5 Do not outsource your social performance management

It was revealed in one of my interviews with oneéMkepresentative that it is imperative for
MIVs to maintain at least some aspects of theiiadqoerformance management internally
instead of outsourcing everything. Among the MI\sltto such good practice are Oikocredit,
Incofin and ResponsAbility. In fact, these MIVs rage their social performance processes. |
therefore recommend any MIV considering puttinglace social performance management

to show great responsibility.

10.4.6 Be a trend setter and not just a “trend sitter”

When | asked David Dewez of Incofin if he can sharéh me their major breakthrough in
pushing social performance to the forefront, hisvar was the creation of their very own
social performance software, ECHOS. This innowatipproach does not only give them an
edge in an industry where those who can demondtratesocial values set to win the hearts
and minds of socially conscious investors but alsmwvs them to become part of a group that

genuinely offers exemplary practices to emulate.

MIVs can be innovative in their social performaray@roach. There are various ways of
doing this. For example, an MIV can choose to measertain social or environmental
dimensions ignored by the others. For example, sbtiés may wish to support MFIs in

riskier tiers or territories instead of focusingyoan less riskier ones.

10.4.7 Be daring and venturous

Given the required capacity and the necessary ieahrknow-how, geographical
diversification is undoubtedly a clever move fosimesses to consider if they want to exploit
unsaturated markets as well as new market nichegher parts of the world. Therefore
venturing out in notoriously risky countries likeall may not only demonstrate an MIVs
geographical outreach by trying to rich forgotteyumtries blight by political or geological
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vulnerability but also demonstrates their shrewdimess strategy if the underlying risk is
mitigated properly, thereby making such businessture fruitful. A social performance
dimension that shows the support of MFIs in HaitDarfur in Sudan will certainly carry a
heavy weight crucial in contributing to the overaults of an MIV’s rating when it comes to

outreach.

10.5 How to start the implementation processi4

10.5.1 A proposed methodology - a practical guide for action

1) The research team and/or social performance cosanitt team up and agree on sets of
social performance dimensions and indicators. digggartmental consultation might be

necessary to ensure general consensus.

2) To send letter to partner MFIs to gather their tieas. This letter should clearly articulate
the reason for embarking on such a project and mgsdrtantly the benefits that can be
derived from implementing effective social perfomoa measurement and reporting.
MFIs managers should be asked to comment on eattte afimensions, sub-dimensions,
and indicators in terms of relevancy, data avdilgband accessibility and general

practicality.

3) The introductory letter would yield better feedbadk it contains the following

guestionnaire:

a. From a general point of view, do you think thisnfigwork is relevant? Can it be useful
for your organisation?
b. Would you have incentive to use this framework?

c. Would you have the time and information to fillthre necessary questionnaire (a sample
guestionnaire might be attached at this stage?)

d. Indicator by indicator, how would you rate the x@ece of each of them in terms of

availability of the information, reliability, anduglity for measuring social performance?

e. Would you suggest alternative or additional indics®

4) Allow at least one month to receive feedback frartqer MFIs

4 Most the information relating to the implementatjarocess is obtained from CERISE - Manfred
Zeller, Cécile Lapenu Martin Greeley -2003
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5)

6)

7)
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Upon receipt of the feedback from partner MFIs,rsearch team would collaborate with
the internal Social Performance Committee to agbesspportunities and any constraints
for developing a cost effective and reliable ofesssnent of social performance of its

partner MFIs

The committee and the research team to producematy report of the proposed

dimension and indicators.

The final stage in this process is to organiselftekting. This can be conducted by a
member of the research team or an Investment Otfigeneans of a visit to the partner
MFIs.



11 CONCLUSION OF STUDY

While MIVs have common mission to take crucial raklifting the poor people out of
poverty, they are all different in terms of opewatil structure, market segments and
geographical outreach. These varying features miafeey difficult for the industry to reach a
common approach towards measuring, monitoring arahaging social performance.
However, in recent years, the microfinance indussrypreoccupied trying to perfect and
standardize effective tools for measuring sociafquemances. While there are still numerous
challenges ahead, significant progress has beeavachin this endeavour. This is manifested
more at MFI level, hence the countless social perémce tools that are now available for

practitioners to pick and choose from.

These positive results demonstrate that thera effecient structure within the microfinance
industry where different stakeholders groups carkviogether successfully to achieve their
varying goals. The experience gained at micro l@witrofinance Institutions) so far will not

go in vain; it can be used as a catalyst to addhessocial performance of MIVs.

Most of the literature | came across firmly empbkasthe urgency of developing more
appropriate tools for MIVs in respond to increasaalj from investors for transparency. As
an ever-increasing number and diversity of govemtmefunders, and institutions with
various motivations become interested in microfegrnit is more urgent than ever to have
more transparency on social performance (CGAP 20&lch transparency will not
necessarily force everyone into having the saméalsobjectives, but will ensure that all

actors are accountable for what they promise testors among other stakeholders.

Although being transparent to investors is cruc@e must understand that investors’
perception cannot be changed over night. Certaingy of socially conscious investors may
always wish to continue with their investment aiti®s irrespective of changes in market or
social conditions. However, this may prove to tbatary for profit oriented investors whose

goal is for profit maximization.
As clarified by Kramer and Cooch, the extent to ckhpeople care about certain issues is

what motivates them to invest. Some investors peatgemphasis on the financial return,

others on another aspect of social or environmeméct. Therefore even if every aspect of
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social impact could be quantified, each componemilevhave to be weighted differently for
different investors. It is extremely difficult tougntify or monetizemany social and
environmental impacts; and even if a formula foluway these impacts is developed, the
methodology is likely to be complex, tied to sulipe assumptions, and therefore open to
guestions (Mark Kramer and Sarah Cooch, 2006). & hssertions suggest that MIVs should
keep social reporting minimal, relevant and re@liddy doing so, both MIVs and MFIs can
allocate fairly their resources and time to otlssues deemed necessary in the quest to satisfy

shareholder interest.

Credibility of information is a key towards achirgi a satisfactory social performance
reporting. Therefore a modest measurement, basetbwnassumptions and armonclad
methodology, is likely to carry more weight thar ttlaim of a larger impact supported by
complex or unstated assumptions (Mark Kramer amdrS@ooch, 2006).The more visible the
results, the more likely funders are to learn frsumcesses and failures, and to take corrective
actions when needed. Clarity of goal at the onset key to successful implementation of
social performance reporting. Therefore MIVs shalgdide from the beginning what exactly
they want to accomplish and what to measure. Wtitdh a task might be shouldered by the
internal social performance committee of the orgation, it is important to involve all the
departments of the MIV in order to ensure succéssftegration of the new social

performance procedures and processes with thengxmes in other departments.

One social performance advocate suggests thatl sowafinancial performance may never
share equal footings and each should be valuedaepa using conventional quantitative
measures for financial performance and the comioimaif both qualitative and quantitative
measures for social and environmental benefitghif assertion holds firmly, qualitative
reporting through documenting and reporting clistdries for Microfinance institution’s

annual reporting will continue to be an importaattf social performance reporting.

The concept of social performance is still in isliest stages, thus we are yet to see more and
more new methodologies. While some might be differenost of them are expected to be
similar in practice since they share common sowofcmspiration, notable the SPI tools of
Cerise and CGAP-Grameen-Ford Progress out of Bolsalex. This development process

need to be accompanied with a periodic review/stityilar to this one, as information
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relating to progress will always need to be colddcto show the current state of practice, to

inform and reassure new entrants to this field twethey are practitioners or investors.

Dissemination of project results or any relevarfiorimation can help bring successful
outcomes to the doorstep of industry practitionangl most importantly it can pave the way
towards standardization. Improvements in sociaigperance measurement and reporting will
become necessary, and ultimately more standardesgukcially in anticipation that social
investors will become more educated and will nogemtake for granted the positive

development impact of micro credit (European Fuh8autheast Europe, 2009).

Behind the enigmatic concept of social performalee the idea that with so many good
ideas in the industry there is no need to reintleatwheel. By working together and sharing
experience, surely the entire microfinance comnyundan embrace, nurture and integrate
social performance in their core internal procedurere quickly. Therefore if carried out
efficiently and effectively, dissemination of reislcan bring not only challenges encountered
by a certain group of MIVs to the attention of athevithin the industry, but also the type of

approaches that have been adopted to deal with them

| believe that the ethical promise that underphms $ocial performance of MIVs cannot be
fully realised without the commitment of MIVs tooskly collaborate with their partner MFlIs
to eschew malicious practices of certain loan efficn the field. Although the reputation of
microfinance may not be subverted because of thegreant behaviour of a tiny group of so
called practitioners, it can cast a shadow of conawer its credibility in the long-run, as

those who genuinely care for the poor will stantaise awkward questions.

In an attempt to address these unwelcome practicdstake place miles away from the
MIVs’ head offices, the industry should consideeating a watchdog committee entrusted
with the sole responsibility of addressing such io@ls practices. The industry should
commit the watchdog committee to publish full imf@tion on such practices as well as
measures taken to deal with them. The proposedhd@atris achievable and can be situated
well within the framework of the Client Protectidtrinciples. Since MIVs hold significant
stake in their partner MFIs, they can use thisugrfltial position as a muscle to not only
penalise MFIs accused of such heinous act buth@goprevent it from occurring in the first

place
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Although the growth of microfinance shows no signabating despite the current global
economic crises, however, an important cautionare ns that the vagary nature of the
economic conditions in the developing world makbs twulnerability of microfinance
unparalleled to any industry. Failed harvests dudrought, natural and man made disasters,
widespread corruption practices are all too familigherefore it is paramount for MIVs to
take all these factors on board when consideringuwing abroad. Operating successfully
under these kinds of circumstances requires agtariness acumen that is deeply rooted in
a pre-emptive risk strategy capable of mitigatimffecent eventualities. Information relating
to the social and financial performance of theirtper MFIs abroad is central to such

strategy.

MIVs with partners in countries where corruptiorrasnpant must be careful in the way they
advocate their ethical policies. While considerilmgal conditions, they should always
maintain their original values of integrity and iassheir partners to adapt gradually to their
company’s cultural settings and core mission. Ga dkher hand, an important lesson for
many MFIs in the field is that they should not tadvantage of their weak local, political,
legal and socio-economic situations to conceahallvalues associated with transparency. To
this end, | point to the need for extending thelbeek loop to the microfinance institutions in
the field and their clients through seminars andksioops.

Social performance management is more than theatals or information technology you
use. It's about how you use the available toolsiafamation to effect change throughout
your organisation, operations and staff, and hagehchanges translate your social mission
into practice (Anita Campion, Chris Linder and Kaxihe E. Knotts, 2008). Furthermore,
poverty manifests itself in different forms, thuakmg it very difficult to measure with tools
and systems. While such devices are useful anglegran important role towards
documenting and reporting the effectiveness of pgg\adleviation measures, they cannot be
compared with the emotion and empathy that shouildegpractitioners to understand the

daily plight of poverty.

The increasing commercialisation of microfinancenes with a very high social price tag,
therefore causing a major concern to the indushy #s reputation. Such concerns are
illustrated by the Compartamos issue in Mexico. Whi@s microfinance NGO became a

private sector financial institution, its directobecame multi-millionaires overnight. For
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many observers this was distasteful, as people lveldonegotiated public grants to establish
an MFI, and who charged high rates of interestaan$ to low-income people (under the
banner of poverty reduction), converted the ressigenerated by grants and high charges

into private fortunes (Thankom Arun and David Hulr@08).

The over indebtedness is a major concern and dgrbertackled at it its roots. If allowed to
permeate in communities, it can seriously hindevetigpment and mask any social
performance. For example the developing world’sorit reliance on donor finances is a
major contributor to various unsuccessful businesstures. Such funds often fall into the
hands of either corrupt individuals or those whiklthe necessary skills to utilise the funds in
a sustainable way. A remedy to this fruitless apph of distribution of capital would be a
comprehensive intervention packaged with relevacitnical assistance for capacity building
and training. For MIVs to make a difference in tives of the poor, they should supply more
than just a capital. Any breakthrough in this pregm approach will depend on their
innovativeness and their willingness to learn fribra experiences of donor organisation and

other reputable microfinance practitioners.

11.1 Suggestion for further research

11.1.1 The spatial constellation of microfinance investment vehicle

The spatial constellation of Microfinance Investiarehicle that spans across various
international boundaries deserves more attentibe. ilhnmense opportunities and constraints
that characterise the structure of Microfinanceebtinent Vehicle should be examined in
detail.

11.1.2 Feedback from microfinance clients

Despite the launch of the Client Protection Priteggn recent years, there is barely a forum
where microfinance clients (the underlying clieafsMFIs) can participate in decisions that
affect their livelihoods. An in-depth research intoderstanding clients’ concerns and how
these very clients can be drawn closer to the mecimaking table can be beneficial to the
industry. The study should look into how the viewtgas and experiences expressed by this
vulnerable stakeholder group can be taken intoideretion in the development of an MIV’s

strategy.
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12 Appendix

Appendix 1

Social Performance Indicators of

ResponsAbility Social Investments AG, Switzerland

Microfinance

Indicator

Calculation

Source

Total number of borrowers (millions)

Total number of all borrowers across all
MFIs

MFIs' quarterly declarations

Total number of savers (millions)

Total number of all savers across all
MFIs

MFIs' annual declarations

Total outstanding MFI credit portfolio
(UsD millions)

sum of outstanding credit portfolio
across all MFIs

MFIs' quarterly declarations

Total client savings managed by MFIs
(USD millions)

Sum of clients' savings across all MFIs

MFIs' annual declarations

Average outstanding credit per
borrower (USD)

Unweighted average of all credits per
borrower across all MFLs

MFIs' quarterly declarations

Average savings per saver (UsD)

Unweighted average of all savings per
saving account across all MFIs

MFIs' annual declarations

Microfinance clients by gender

Percentage of MFI clients made up by
men, women, and legal entities
respectively (unweighted average
across all MFIs)

MFIs' annual declarations

Microfinance clients by place of
residence

Percentage of MFI clients living in urban
and rural environments respectively
(unweighted average across all MFIs)

MFIs' annual declarations

Number of employees of MFIs

Number of employees across all MFIs

MFIs' annual declarations

Number of microfinance clients
reached

Fraction of MFI's credit portfolio
refinanced by responsAbility, multiplied
by MFI's total number of borrowers
(aggregated across all MFIs)

MFIs' quarterly declarations

Number of family members reached
{millions)

Number of borrowers of an MFI
multiplied by average number of people

Extrapolation based on number of
microfinance clients reached,

per household in country of investment

demographic data supplied by World
Bank and UNDP, and proprietary data

Scale of MFIs by gross loan portfolio

Institutional scale is measured by the
size of an institution's loan portfolio in
US dollars (USD). The measure of scale
is regionalized to reflect differences in
income levels across regions.

Large:

Africa, Asia, ECA, MENA: >8 million
LAC: >15 million

Medium:

Africa, Asia, ECA, MENA: 2 million - 8
million

LAC: 4 million - 15 million

small:

Africa, Asia, ECA, MENA: <2 million
LAC: <4 million

Classification as per MicroBanking
Bulletin, MFIs' quarterly declarations

MFI's target clients

MFIs are split into four categories based
on the average balance of loans served
in relation to GNI per capita (Depth =
average loan balance per borrower/GNI
per capita).

Low end:

Depth <20% OR average loan size
<UsD 150

Broad:

Depth between 20% and 149%

High end:

Depth between 150% and 250%

Small business:

Depth above 250%

Classification as per MicroBanking
Bulletin, MFIs' quarterly declarations
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Economic sectors financed

Credit portfolios are spread among the
following sectors: agriculture,
manufacturing/industrial production,
commerce, services, other sectors. The
percentage by volume is calculated.

Classification as per MicroBanking
Bulletin, MFIs' quarterly declarations

Lending methodology

Credit portfolios are spread among
following lending methodologies:
individuals, small salidarity groups (up
to 10 people), large solidarity
groups/village banking (more than 10
people). The percentage by volume is
calculated.

MFIs' annual declarations

Loan products

Credit portfolios are spread among the
following loan products: micro/small
enterprise loans, consumer loans,
housing loans, other loan products.

MFIs' annual declarations

Average interest rate

The portfolio yield is taken as a proxy
for interest rates charged by MFIs and
simply averaged across all MFIs.

MFIs' annual declarations

SME Financing

Indicator

Calculation

Source

Indicators in development

Fair Trade

Indicator

Calculation

Source

Total number of members of
cooperatives

sum of members of all cooperatives

Annual declaration

Number of farmers reached through rA
investments

responsAbility investment as a
percentage of cooperative's total sales,
multiplied by number of cooperative
members (aggregated across all
cooperatives)

Annual declaration

Independent Media

Indicator

Calculation

Source

Media users reached in millions

Fraction of Media Development Loan
Fund (MDLF) credits arranged by
responsAbility, multiplied by number of
media users reached through MDLF

Social Dashboard, MDLF. Annual
Update
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Appendix 2

Over the past several years, consensus has entbedgutoviders of financial services to low
income clients should adhere to the following Sixecprinciples:

1.

Avoidance of overindebtedness

2.

Transparent pricing. The pricing, terms and coodgiof financial products (includin
interest charges, insurance premiums and all fe#ld)e transparent and will be
adequately disclosed in a form understandablei¢otsl

Q

Appropriate collection practices. Debt-collectiaagtices of providers will not be
abusive or coercive.

Ethical staff behaviour. Staff of financial servipeviders will comply with high
ethical standards in their interaction with micnafince clients, and such providers w
ensure that adequate safeguards are in placedct @etd correct corruption or
mistreatment of clients.

Mechanisms for redress of grievances. Providerdshaile timely and responsive
mechanisms in place for complaints and problemluésa for their clients.

Privacy of client data. The privacy of individudienit data will be respected, and su
data cannot be used for other purposes withoutxpeess permission of the client.

(Source: Cited from ACCION International 2008).

Appendix 3

Given the complexity of social performance manag@mnieis advisable to approach such
endeavour with some core beliefs embedded in theecef the MIVs social strategy.
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Hear the constituent voice

Exercise rigor within reason

Assess not for assessment’s sake

Design assessment and strategy together

Don't let assessment sit on a shelf

Collaborate, don’t dictate

Build off and build up

Borrow, don’t reinvent

e e A L -l o A L

Foster learning culture
9

Source: http://www.iamfi.com/documents/MaximizingREV.pdf
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Source: IFAD 2010



Appendix 5

Funding framework of MIV

‘ Financing

Source: ALFI, MicroRate and Symbiotics, December 2008.

‘ Repayment and Interest
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Appendix 6A

Name and position of Interviewees
+» Allinterviews took place in Luxembourg between 04. 05.2010 & 30.06.2010

NAME PLACE OF WORK POSITION TYPE OF Interview

Gregory CLAUDY Bank of Fortuna, Luxembourg | Director Formal - open
ended

David DEWEZ Incofin Investment Senior Investment Formal - open
Management Manager ended

R

¢ Informal consultation (panel discussion) with ADA and LMDF staff to ensure better
understanding of topic and expectations from an MIV’s perspective.

Between February 2010 and June 2010

NAME PLACE OF WORK POSITION

Axel De Ville ADA, Luxembourg Executive Director
Ming-Yee Hsu ADA, Luxembourg Investment Officer
Marilene OBERLIN ADA, Luxembourg Programme Assistant
Quentin LECUYER ADA, Luxembourg Investment Officer
Kaspar WANSLEBEN LMDF, Luxembourg Executive Director
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Appendix 6B

Interview Questionnaire - Targeting MIVs

Interviewer: Mustapha Choi, student at the University of Lmb®urg

Subject: Social Performance Management of MIVs

1. Could you please introduce yourself and your orggtron?

2. What does the term Social Performance mean to you?

3. What are your social performance objectives and tio@s your organisation seek to
achieve them?

4. How do you communicate your social performancdd&eholders? Is this process
satisfactory? If no, what measures are you talongiprove it?

5. Which stakeholder group is more important for yad avhy when it comes to Social
performance? Please rank in order of importance:

a. lnvestor
b. The industry/public
c. Client

6. How should MIVs promote their social performanceé#an investor interest?

7. Could you please explain how Social Performanceare$/initiatives are being
coordinated and disseminated within your orgaresadind between your partner MFIs.
Do such initiatives interact with your other proaess particularly your financial
performance procedures?

8. What would you say are the major achievementsspeaet of Social Performance for
your organisation so far?

9. What Indicators do you currently use and why? Do find them reliable and effective?
How do they defer from others?

10.Is there any gap between these tools and publiecapon? If any, what steps is your
organisation taking to address such gaps?

11.Do you consult these indicators when making investindecisions? If yes, how
instrumental are they in your decision making pssfe
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12.What are the major challenges in the developmelafptton and implementation of
Indicators within your organisation?

13.Have you ever received any feedback from invesioeny stakeholder group regarding
your current Social Performance reporting? If yesat kind of feedback and what did
you learn from it?

14.What will happen in the future in respect of Soélatformance concept development?

Will it become standardised as financial perfornre@h€an you detail any progress made
by your organisation in an attempt to realise awuthertaking?

Interview Questionnaire - Targeting Investors

Interviewer: Mustapha Choi, student at the University of Luxenmgo

Subject: The Importance of Social Performance Managemeni frovestors’ perspective

1. Could you please introduce yourself and the orgdiois that your are representing?

2. What does the term Social Performance mean to Mou”important is it for you
why?

3. In order of importance, where would you exercisedbncept of social performance
in respect of the following stakeholder groups?

e Investor
e MIV
e Client

4. Why did your institution invest in LMDF? How woulsbu differentiate these types of
funds with conventional ones?

5. Does your institution invest in similar funds wghbcial objectives? If yes, did you
receive a report on social performance and werehappy with it and why?

6. What benefits would your organisation obtain froati@l Performance reporting?
7. Would you use such reports to determine any fuhwestment and why?

8. Would you give any feedback to LMDF in future otceir social performance
reporting had been implemented?
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9. How should MIVs promote their social performancg#n investor interest?

10.1s Social Performance monitoring important for youd why? If yes, what
information would you consider satisfactory to detee if your investment will
contribute to the socio-economic development ofraiicance beneficiaries?
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