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Introduction

Introduction
The floods of 2010 brought widespread havoc and
devastation to Pakistan, affecting more than 20 million
people (more than one-tenth of the country’s population),
with over 1,980 reported deaths and nearly 2,946 injured.1
About 1.6 million homes were destroyed and thousands
of acres of crops and agricultural lands were damaged.
The overall damage to the economy has been estimated
at six percent of GDP.2 The microfinance sector, which
seeks to serve low-income and vulnerable groups, was
also affected by this disaster. According to the Floods
Damage and Needs Assessment Report prepared jointly
by the World Bank (WB) and Asian Development Bank
(ADB), the estimated physical damage to the branch
infrastructure of microfinance providers (MFPs) amounted
to PKR 34 million, while loan losses were estimated at over
PKR 2.6 billion out of a total portfolio of PKR 7.9 billion
(total industry assets at the end of 2009 were PKR 35.4
billion3 and the outstanding loan portfolio at the end of
June 2010 was PKR 25.1 billion) deployed in the floodaffected districts.
This report documents the 2010 flood responses of
various actors working in the microfinance sector,
including
financial
service
providers,
support
organizations, donors, and policymakers, and is part of the
Pakistan
Microfinance
Network’s
(PMN)
Flood
Management Initiative sponsored by the Citi Foundation.
The report will draw out the important lessons learnt during
this crisis and provide a set of policy recommendations for
improving the sector’s ability to deal with natural disasters
in the future.

1 World Bank and Asian Development Bank. 2010. Floods Damage and Needs Assessment.
2 Ibid
3 Pakistan Microfinance Network. 2010. Pakistan Microfinance Review 2009.
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Framework of Analysis
This report studies the roles of different players involved in
the microfinance sector, including financial service providers,
support organizations, donors, and policymakers, by
documenting their respective initiatives and responses,
and reviewing the strategies they adopted in response to
the disaster. It will examine which strategies worked and
which did not, assess the impact on the sector, and outline
the lessons learnt.
This study is based on information gathered through a
series of interviews with relevant stakeholders4 and also
includes the results of focus-group discussions (FGDs)
with selected clients of microfinance service providers
affected by the floods. This report presents a qualitative
assessment of the impact of the floods. The following
analysis is subjective in nature and is not based on any
rigorous quantitative methods.
At the policy level, the study examines the response of the
Ministry of Finance (MoF) and the State Bank of Pakistan
(SBP) in terms of relief measures taken to cushion the
impact of the natural disaster on the microfinance sector.
Information has also been solicited from some of the
donor agencies involved in the microfinance sector on
their initiatives in tandem with government programmes
or separately.
At the meso/sector level, measures taken by industry-level
organizations such as the Pakistan Poverty Alleviation
Fund (PPAF) and PMN have been examined. At the MFP
level, the focus has been on the MFPs hit hardest by the
floods. Interviews sought out information on some
specific aspects of post-disaster microfinance such as
products, dealing with delinquent loans, and staff
training.
At the client level, FGDs were held with MFP clients in five
of the worst hit districts in Pakistan; two in Sindh and
Punjab each, and one from Khyber Pakhtunkhwa (KPK).
The districts covered included Khairpur and Ghotki from
Sindh, Rajanpur and Dera Ghazi Khan (DG Khan) from
southern Punjab, and Nowshera from KPK. The details of
the five FGDs conducted are presented in ANNEX 3. In all
of the areas visited in Sindh and Punjab, agriculture was
the predominant economic activity. The major economic
activity and cropping patterns of households in each of

4 The details of interviewed stakeholders are presented in ANNEX 2.
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these villages in Sindh, Punjab, and KPK are given in
ANNEX 3.
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FIGURE 1: Flood-affected districts and districts visited for FGDs
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Source: United Nations Office for the Coordination of Humanitarian Affairs (UN OCHA)
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State of the Microfinance
Sector: Post-floods
The floods of 2010 started with heavy rainfall in
Balochistan and KPK, with subsequent flooding in the
major river system engulfing rest of the country over the
next 3 months. In terms of physical damage to
infrastructure, the estimated loss to the microfinance
sector was reported as PKR 34 million among MFPs.5 A
total of 86 out of 625 branches located in the affected
areas were partially or completely damaged. Of these,
more than 70 percent were located in Sindh. The total
losses to the microfinance sector in terms of estimated
non-performing loans (NPLs) in the flood-affected areas
have been calculated at PKR 2.6 billion.6
The distribution of these NPLs by MFP type shows that the
highest losses were reported by microfinance banks
(MFBs) at PKR 1.77 billion, while microfinance institutions
(MFIs)/rural support programmes (RSPs) reported loan
losses amounting to PKR 848 million. The distribution of
estimated loan losses by sector (FIGURE 2) shows that
agriculture suffered the brunt of the impact, representing
73 percent of total estimated NPLs. The livestock sector
made up another five percent. The analysis clearly shows
that the rural portfolio of MFPs took the main hit as a result
of this natural calamity.

The total fresh financing requirement estimated for the
flood-affected areas amounted to PKR 5 billion with MFBs
requiring PKR 3.16 billion and MFIs/RSPs requiring PKR
1.84 billion. The sectoral distribution of fresh credit
requirement shows that the agricultural sector had the
highest share at 51 percent (FIGURE 3).
FIGURE 3: Distribution of fresh credit requirement by sector
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FIGURE 2: Distribution of loan losses by sector
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At the institutional level, the larger MFBs/RSPs operating
at the national level suffered greater losses compared to
smaller organizations working on a regional scale. In terms
of initial reported losses, the organizations suffering the
heaviest losses included Khushhali Bank (KB), the First Microfinance Bank (FMFB), and the National Rural Support
Programme (NRSP). The Sarhad Rural Support Programme
(SRSP) suffered the heaviest losses in KPK.7
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The losses reported by Khushhali Bank, the largest MFB in
Pakistan operating in all provinces, through an initial
damage assessment exercise of its branch network in
flood-affected areas, amounted to PKR 600 million for 45
thousand clients. Around 30–40 districts experienced the

5 In Pakistan, microfinance providers are classified in three categories; microfinance banks (MFBs), rural support programmes, and microfinance institutions. Detailed
definitions are presented in ANNEX 1.
6 In terms of the loan losses assessed by each of the individual MFPs operating in the flood affected areas, it is important to note that no standardized template for
damage assessment was used by reporting MFPs.
7 Prior to the floods of July 2010 (as of June 2010), these four MFPs represented around 50 percent of the total microfinance sector in terms of active clients and gross loan
portfolio outstanding.
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highest impact with a concentration in southern Punjab
and Sindh. The net damages resulting from the massive
floods were revised downwards to around PKR 100 million
a few months afterwards, with only a third of that affected
portfolio being recovered, to date.

mainly in peri-urban areas in Peshawar and Nowshera
Districts. The flood situation affected 30 percent of its
overall portfolio which comprised 1,600 of its clients and
amounted to estimated losses of PKR 8 million. By December,
2010, PKR 1.5 million had been recovered.

In an initial damage assessment, PKR 800 million worth of
damage had been documented by FMFB, which was
reduced to PKR 260 million by the end of August, 2010 for
around 17,000 clients. It was able to recover PKR 195
million, while PKR 11 million was rescheduled.

In terms of active borrowers, the microfinance sector in
Pakistan had grown at an average quarterly rate of five
percent during the last three and a half years prior to the
floods. The gross loan portfolio (GLP) had grown at
6.5 percent in the corresponding period implying an
increase in the average loan size/balance. The number of
active borrowers just before the floods (June 2010) was
close to 1.9 million while the GLP amounted to just over
PKR 25 billion. Data available for the four quarters
following the floods (Oct 2010–Sep 2011) shows a
significant decline in the growth of microcredit in terms of
both active borrowers and GLP, which declined to
0.3 percent and 2.4 percent, respectively. As of September
2011, the sector stood at close to 2.1 million active
borrowers and a GLP of around PKR 27 billion.

The NRSP is the largest of the rural support programmes in
the country having an outreach in 52 districts of Pakistan.
Among a variety of rural development interventions, the
NRSP provides access to microcredit services in rural areas.
In the aftermath of the 2010 floods, NRSP organized a
damage assessment of its microfinance portfolio at the
community organization level which was then
aggregated at the district level.
The SRSP, operating in 13 districts of KPK suffered losses

TABLE 1: State of the microfinance sector in Pakistan
Pre-flood
Status
as on June 2010

Post-flood

Average quarterly
growth 2007–2010*

Status
as on Sep. 2011

Average quarterly
growth 2010–2011**

Microcredit
Active borrowers

1,975,820

5.1

2,070,969

0.3

Gross loan portfolio (PKR million)

25,082

6.5

27,049

2.4

Average loan balance (PKR)

12,695

1.2

13,061

2.2

2,834,916

4.2

3,430,983

5.9

Value of savings (PKR million)

9,566

10

11,554

8.2

Average saving balance (PKR)

3,374

6.3

3,368

2.4

3,813,594

23.3***

3,005,344

- 4.8

53,706

25.4***

38,540

- 6.3

Micro-savings
Active savers

Micro-insurance***
No. of policyholders
Sum insured (PKR million)
* January 2007–June 2010.
** October 2010–September 2011.
*** April 2007–June 2010.
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The preliminary analysis of the micro-insurance segment
shows that growth in the number of policyholders and the
sum insured has declined drastically in the post-flood
period, compared to double-digit rates of growth
experienced prior to the floods. The number of policyholders had fallen from over 3.8 million at the end of June
2010 to just over three million by September 2011. The
sum insured decreased from PKR 53.7 billion to
PKR 38.5 billion in the same period. This is a significant
reduction and is analyzed in the ensuing analysis.

FIGURE 4: Micro credit - average quarterly growth rate
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Average loan balance
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6.5

Gross loan portfolio

Recommendations

Lessons
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FIGURE 6: Micro insurance - average quarterly growth rate
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On the other hand, micro-savings experienced a higher
rate of growth in the post floods period at close to
6 percent per quarter in the post-floods period, compared
to 4.2 percent in the pre-flood period. The number of
active savers stood at over 3.4 million at the close of
September 2011, a jump of 0.6 million from June 2010. The
growth in the value of savings, however, was marginally
lower in the post-floods scenario (8.2 percent vs.
10 percent). This indicates that microfinance clients are
viewing savings as an important risk-hedging tool
following the large-scale devastation brought about by
the floods.
FIGURE 5: Micro saving - average quarterly growth rate
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In terms of the provincial breakdown of the increase in
active borrowers in the pre and post-flood period, the
highest increase was recorded in the province of Sindh
where the number of active borrowers increased by over
103 thousand. This represents the overwhelming majority of
90 percent of the total increase in active borrowers in the
entire country.8 In Punjab, the increase was 31,823
borrowers (over 27 percent of the total increase), in
Baluchistan, it was over 4,000 borrowers (3.6 percent of
the total), while KPK and Gilgit Baltistan saw a decline of
14,903 (13 percent) and 7,871 (6.9 percent) borrowers,
respectively.
However, this aggregate sector analysis masks considerable
variations in the growth performance of different types of
MFPs.9 This must be considered to get a more complete
picture. FIGURES 7 and 8 present a comparison of growth
rates in terms of active borrowers and GLP by type

8 A preliminary analysis indicates that this increase in microcredit outreach in Sindh was driven by one MFP, Khushhali Bank. In addition, lending to clients in
flood-affected districts contributed around 65 percent of the increase in active borrowers in this province, in the post-flood period.
9 This includes MFBs, RSPs, and MFIs.
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The MFBs increased their market share (in terms of active
borrowers) of 37 percent just before the floods (as of the
end of June 2010) to 43 percent in September 2011. The
RSPs and MFIs experienced a decline in their share during
the same period, from 28 percent to 23 percent, and
28 percent to 26 percent, respectively. The sharp increase
in MFB market share can possibly be attributed to the
relatively higher rates of growth enjoyed by MFBs in the
last two years.

FIGURE 7: Growth in active borrowers by MFP type (%)
FIGURE 9: Share of active borrowers by MFP type (%)
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FIGURE 8: Growth in gross loan portfolio (GLP) by MFP type (%)
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On the savings side, MFBs and RSPs both contributed to
positive overall growth in terms of the number of active
savers and the value of savings in the post-flood period11,
with the MFBs enjoying much higher growth than their
RSP counterparts (16 percent vs. four percent, and two
percent vs. 0.1 percent, respectively). The growth in MFB
savings in the post-flood period actually surpassed their
growth during the pre-flood period, indicating that they
had embarked upon a more aggressive deposit
mobilization campaign.

Post Floods

10 It is pertinent to mention here that a small part of the decline in the outreach of RSPs can be attributed to the shift of a number of NRSP clients to the NRSP Bank
(licensed as an MFB under SBP supervision) in ten districts of southern Punjab during the second quarter of 2011. This may have resulted in a slight underestimation
(overestimation) of growth in RSP (MFB) outreach, in terms of active borrowers and GLP.
11 Under the current regulatory framework, only SBP-regulated MFBs are legally entitled to accept and intermediate deposits from the public. Non-MFB providers (RSPs
and MFIs) can only mobilize savings from their members/clients to place with licensed commercial banks.
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assertion needs to be substantiated with an in-depth
empirical analysis, which is beyond the scope of this
report.

FIGURE 10: Growth in active savers by MFP type (%)
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FIGURE 12: Growth in no. of policy holders by MFP type (%)
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FIGURE 11: Growth in value of savings by MFP type (%)
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FIGURE 13: Growth in sum insured by MFP type (%)
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In terms of micro-insurance, only MFBs recorded positive
growth in the post-flood period. The number of policyholders grew at a quarterly rate of 2.2 percent, much lower
than the 17.5 percent average growth observed in the
pre-flood period. The sharp decline experienced by RSPs
in the growth of policyholder numbers and the amounts
insured can be attributed to the decline in both indicators
for NRSP in the second quarter of 2011, which has been,
and continues to be the largest provider of microinsurance services in the country. This sharp fall in NRSP’s
micro-insurance coverage can perhaps be ascribed to a
large number of policyholders submitting claims against
their policies in the post-flood period. However, this

8
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Post-flood Responses and Measures
Policy-level Support
In Pakistan, the MoF has been responsible for providing a
policy framework for the country’s banking and financial
sector. It works in conjunction with the SBP, which is
directly responsible for regulating and supervising the
country’s banking system, and the Securities and
Exchange Commission of Pakistan (SECP), which is
mandated with regulating non-banking financial
intermediaries.
In response to the floods of 2010, the MoF and the SBP
took a broader approach at the banking/financial sector
by forming committees on agriculture, small and medium
enterprise (SMEs), and microfinance for
i)

Programme (RFSDP), awarded in 2002. However, this
proposal did not materialize and no direct subsidy was
channelled to the affected MFPs by the Government.12
In its major flood-related relief measure, the SBP
supported MFBs by relaxing regulatory policy. Under this
relaxation given through Microfinance Department (MFD)
Circular No. 4 dated November 2, 2010, the central bank
allowed MFBs to reschedule/restructure loans in floodaffected areas where the probability of recovery existed. In
addition, MFBs were permitted to defer the provisioning
of restructured/rescheduled loans which had become
non-performing in flood-affected districts up to
December 31, 2011. The measure was taken to provide
immediate relief to borrowers in flood-affected areas.

estimating loan losses;

Donor-driven Initiatives
ii) determining the requirements for expected fresh
credit in flood-affected areas;
iii) proposing suitable incentives.
Formed on August 20, 2010, these committees provided
their recommendations in early September. They
recommended a strategy that focused on promoting
credit discipline, targeted relief to financial institutions, and
avoided support for adverse selection. This includes writeoffs of existing loans where prospects of recovery were
slim, restructuring/rescheduling lending where clients
demonstrated a capacity to repay but required initial
relief, the provision of refinance facilities for fresh lending,
and a subsidy on associated financial charges.
Keeping in view the budgetary constraints of the
Government at that time, not all of the recommendations
of the committee on microfinance could be implemented.
The SBP proposed that unutilized funds be used to fund
the interest rate subsidy and credit guarantee schemes to
the borrowers of agriculture, SMEs, and microfinance in
order to kick-start fresh financing in flood-affected areas.
These unutilized funds included USD 70 million from the
ADB-funded
Microfinance
Sector
Development
Programme (MSDP) awarded in 2000, and another ADBfunded project, the Rural Finance Sector Development

Following the floods of 2010, the major activity undertaken by the donor community was the preparation of the
Damage and Needs Assessment Report. This exercise was
undertaken by the WB and ADB who prepared estimates
of flood-related losses at the national and sectorial level,
where a total of 17 important sectors were identified and
assessed for damages. One of the sectors studied included
the financial sector where damages to the microfinance
sector were included as part of the broader
financial/banking sector. In the aftermath of the floods,
most donor-driven responses focused on providing
support for relief activities, and very few interventions
were designed specifically for the microfinance sector.
In terms of the support provided to the microfinance
sector, the Citi Foundation gave grant funding amounting
to USD 120,000 for three projects specific to the microfinance sector. The first project provided USD 30,000 in
grant funding to the PMN to carry out a number of activities
at the sector level. The first activity completed under this
initiative was a roundtable to assess the damages of the
floods to the microfinance sector. This was followed by a
two-day training workshop on best practices for dealing
with the risks of natural disasters. It was given by an
International Finance Corporation (IFC) trainer to the

12 However, refinance facilities were provided to banks/DFIs for agricultural production/working capital finance to farmers and SMEs in districts affected by the floods.
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the middle management staff of MFBs. The second project
funded by Citi was a USD 70,000 rehabilitation
programme for MFI entrepreneurs affected by the floods
and was implemented through the PPAF. Under this
project,
125
entrepreneurs
comprising
the
disadvantaged, women, and the ultra-poor were selected
from District Thatta. They were given training to restart
their businesses for sustainable livelihoods. This was
followed by a transfer of income-generating assets to
these entrepreneurs to get their businesses started.
The third grant-funding project of USD 20,000 was given
to Akhuwat for promoting women entrepreneurship in
District Rajanpur, which was affected by the floods. This
programme was part of Citi’s regular corporate social
responsibility (CSR) work, while the other two projects
were formulated in response to the specific needs of the
flood situation.
The WB initiated a technical assistance project called the
“Gender and Microfinance Study” valued at USD 120,000
that had a component targeting women entrepreneurs
affected by the floods of 2010. The WB is also the largest
donor providing funding for the PPAF’s microfinance
programme, whose partner organizations are already
working in the microfinance sector. The WB has emerged
as one of the largest donors for microfinance funding in
Pakistan and has given a large share of funding to its
flagship microfinance project PPAF; under the PPAF III
Project, a total of USD 40 million has been allocated for the
microfinance programme. This project has helped
enhance the capacity of PPAF and MFIs, as well as improve
access to finance in the rural areas of Pakistan.
Prior to the floods, a number of donor-based funds were
also available with the SBP for supporting the microfinance sector. These included:
• The Financial Inclusion Program;
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- Risk Mitigation Fund
- Credit line
- Emergency Livelihood Restoration Fund
(ELRF)

• The Rural Finance Sector Development Programme;
• The Improving Access to Financial Services Fund
(IAFSF).
Under the Department For International Development
(DFID)-funded Financial Inclusion Program, the SBP
received GBP 10 million to set up a “Microfinance Credit
Guarantee Facility” (MCGF), to incentivize commercial
banks to provide wholesale funds to the microfinance
sector for on-lending to the poor and marginalized
segments of society.
TABLE 2: Donor support to the SBP for the microfinance sector
Type
Direct subsidies
Institutional Strengthening Fund

Amount
(PKR million)
2603
306

Microfinance Sector Development
Programme

1037

Emergency Livelihood Restoration
Fund

1220

Improving Access to Financial
Services Fund
Financing/credit lines/credit guarantees
Microfinance Sector Development
Programme
Credit Guarantee Scheme
Microcredit Guarantee Fund
Technical assistance
Total

Donors

ADB and
DFID

40
5161
4300

136.21

ADB and
DFID

725
70.3

DFID

7834.3

Source: Ministry of Finance

• The Microfinance Sector Development Program, which
was targeted at Khushhali Bank through the following
components;
- Microfinance Social Development Fund
(endowment)
- Deposit Protection Fund
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The details of total funding available under these various
programmes are presented in TABLE 2. All such funds
intended for the development of the microfinance sector
targeted institutional capacity and facilitated access to
wholesale funding from the market by providing credit
guarantees. In this context, these funds provided some
cushion to help avert any adverse impact on the sector.
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Sector-level Measures
At the sector level, the PPAF and the PMN are working in
collaboration with various donors and stakeholders to
promote and build MFI capacity in Pakistan. Being an apex
wholesaler of funds to civil society organizations, the PPAF
has historically played an important role in expanding the
outreach of microcredit in the country through RSPs and
MFIs. In terms of active clients, the share of PPAF-funded
borrowers stands at approximately half of total active
clients. As the national association for retail microfinance
providers in Pakistan, the PMN currently has 26 MFP
members and has been working to promote the effective
provision of financial services to the poor.
The PPAF has been a key player in providing financial
support for capacity building grants to MFPs in Pakistan. It
had funds amounting to USD 111 million from donors
including the WB and the International Fund for
Agricultural Development (IFAD), for use by non-MFB
financial service providers. It has utilized USD 81 million to
date. The remaining amount has to be disbursed within
the next two years.
In terms of responses to the floods, the PPAF took an
active part in relief activities undertaken immediately
after the floods. It generated PKR 965 million for relief
activities and carried out relief work in 22 districts,
reaching a total of 519,155 affectees. Their relief activities
focused on the provision of shelter, food items, medical
camps, and clean drinking water to flood-affected
communities across the country. For its microcredit
programme, the PPAF adopted a wait-and-see policy as its
partner organizations approached it for assistance. It
created two four-member teams to visit flood-affected
localities of Sindh in districts Jacobabad, Dadu, Shahdadkot,
and Shikarpur; and of Southern Punjab (districts Multan,
Muzaffargarh, DG Khan, and Rajanpur) for five days each
during October–November 2010. These teams held
meetings with partner organizations, communities, and
affected microcredit clients to evaluate the flood losses of
partner organizations. Based on these teams’
recommendations, the PPAF allowed the rescheduling of
repayments worth PKR 500 million of partner
organizations. It also extended the disbursement of new
funds for on-lending and gave cash grants for business
revival projects, based on poverty scorecards.
The PMN undertook a number of initiatives specific to the
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microfinance sector in the wake of the floods. For the
WB/ADB Damage and Needs Assessment exercise, the
PMN consolidated the losses of all MFPs, excluding MFBs
for which the SBP was responsible. These were discussed
at length at a half-day roundtable titled, “The Implications
of the 2010 Floods on the Microfinance Sector”, organized
in collaboration with the Consultative Group to Assist the
Poor (CGAP) and the IFC to bring all sector stakeholders
together to discuss the extent of damage, present
international experiences in post-disaster microfinance,
and harmonize key messages for the way forward.
Another activity under PMN’s Flood Management
Initiative was a one-day workshop titled “Post-Flood
Microfinance Product Development” in December, 2010.
The workshop was conducted in collaboration with
Grameen Foundation, USA and the IFC, and was funded by
the Citi Foundation and DFID. It provided MFPs with
insights into what type of products were needed postdisaster along the entire spectrum of financial services i.e.
credit, savings, insurance, transfer payments, and other
microfinance services that are needed particularly by
flood-affected persons. In addition, the need for repairing
destroyed housing was discussed, in particular, the role of
MFPs in providing housing improvement credit.
The third in the series of activities undertaken as part of
the Flood Management Initiative was the organization of a
three-day seminar and workshop on risk management
(RM) in July, 2011, where the development of the Toolkit
for Risk Management for MFIs was shared. The series on
RM translated into a publication that included all relevant
risk categories such as credit, market, liquidity, and
operational risk.

Retail-level Responses
Immediately following the floods, some of the retail MFPs
examined were involved in carrying out relief work. The
FMFB was not directly involved in relief work, but its sister
concern, the Aga Khan Development Network (AKDN),
carried out relief activities and made use of FMFB’s staff
and infrastructure. The two RSPs, NRSP and SRSP, are
integrated rural development programmes with parallel
development and microfinance programmes. They were
involved directly in the relief phase following the floods. NRSP
took part in relief activities providing tents to homeless
people and initiated a number of other relief activities
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in collaboration with other organizations. The SRSP
distributed non-food items (blankets and clothes) to
flood-affected people and also set up free medical camps
in some of the flood-affected areas.
In terms of the relief measures provided to their floodaffected clients, the MFPs examined in this study used
mainly loan rescheduling to cushion the adverse effects of
the natural disaster on their clients, some of whom were
severely hit and lost their homes and livelihoods. A more
detailed discussion on this is provided in the following
client-level analysis. The two MFBs, Khushhali Bank and
FMFB (which are regulated by the SBP), carried out
rescheduling of their loans in the most chronically
affected of the flood-hit districts, under guidelines
provided by the SBP. The RSPs, on the other hand, adopted
a slightly different strategy to deal with the post-flood
situation. The higher management of NRSP held a series of
meetings at the community-level to gauge problems and
the concern and willingness of affected communities to
repay loans. Based on these consultations, the NRSP
decided not to reschedule any of its loan portfolio, but
offered instead to give new loans within five days to its
flood-affected clients who repaid their earlier loans. Moreover, the condition for a ten percent compulsory saving
for the new loan cycle was waived. The SRSP did not
reschedule any of its flood-affected portfolio.
All four MFPs studied provided new loans to their floodaffected clients to enable them to restart their businesses,
with the exception of the SRSP. Another important
intervention that an MFP can make in a post-natural disaster situation is the design and provision of emergency
loan products to enable their clients to deal with the
liquidity crunch following the destruction of their
livelihoods.
In this regard, none of the MFPs worked on new product
development. Only the SRSP launched a new microinsurance product on a pilot basis, which provides life and
permanent disability indemnity for an annual premium of
PKR 700. The pilot phase is almost complete and there are
plans to upscale the offering of this product.
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Client-level Analysis
Most of the households in the flood-affected communities
visited in Sindh and Punjab were small subsistence
farmers. The average reported land holding for interview
groups ranged from five acres for both the Kingri and
Sobhodero tehsils13 of Khairpur, nine acres for Ghotki,
seven acres for Rajanpur, and nine acres for DG Khan. The
majority of these were landless tenant farmers and were
therefore unable to access finance from conventional
banks/specialized banks like the Zarai Taraqiati Bank
Limited. (ZTBL). Cotton and sugar cane were the major
crops produced by the communities in Sindh and Punjab,
although banana plantations were also found to be
important in the Kingri tehsil of Khairpur. Following the
floods, the cotton crop in all of these districts was
completely destroyed. Sugar cane is more resilient to
water and suffered only partial damage.
In the selected districts, families and households that were
severely hit by the floods had lost their means of
livelihood and their homes. With the exception of
Nowshera, most of the visited communities were living in
katcha areas, which are defined as areas that are settled
temporarily as river flows change. Therefore, such areas
are usually at a greater risk of flooding in the event of
heavy rainfall or flooding. Most of the communities living
in these areas also lost their katcha homes, which were
swept away by rising flood waters. The loss of livestock, on
the other hand, was quite limited in these flood-affected
communities; most managed to move their animals to
safer ground. Most livestock losses that did occur were due
to disease outbreaks. Stored animal fodder was also lost
and led to cases of animal malnutrition in some areas.
In most of the rural communities, the affected households
lost their stored wheat rations for the whole season, which
put them under stress in terms of food security. Some
households in the Kingri tehsil of Khairpur resorted to
migrating to other areas to live with relatives. Households
in Rajanpur took immediate refuge on nearby higher
ground. Most families in Punjab complained about tube
well and peter engine damage, leading to a scarcity of
drinking water. In Nowshera, the loss of assets such as
shops and entrepreneur businesses such as tailoring
services, were also reported.

13 Under Pakistan’s current administrative structure, a tehsil refers to a sub-administrative division within a district.
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In Khairpur, families took refuge at government schools or
health centres. Almost all districts reported a lack of
resources for their health care; doctors, nurses, and in
particular, medicines, were hard to find. There was utter
confusion and chaos in the days following the floods and
everyday life had come to a halt.
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the floods. The bigger share of support came from the
government in the form of food rations such as rice,
wheat, and lentils. Many families sold their livestock at half
or one-third of their pre-disaster value in order to survive.
In Khairpur, buffaloes were sold for PKR 30,000, which
otherwise would have cost PKR 100,000. In Ghotki,
buffaloes were sold for as low as PKR 10,000.

BOX 1: Economic impact of natural disasters on poor
households and coping strategies adopted

In DG Khan and Ghotki, some of the male members of
affected households took up additional employment or
day work that allowed them to earn PKR 150–200 per day.
A majority of affected families in all three provinces
reported contracting new loans of PKR 10,000–20,000
from local money lenders to meet their immediate needs.
In the case of Khairpur, the loans were in cash and in kind
(seed and fertilizer) amounting to PKR 50,000–100,000. In
Nowshera, some families received remittances from
relatives or took loans from neighbours.

There are many ways in which the finances of poor
households are normally impacted by natural disasters.
Members of households may lose their ability to sustain
their livelihoods; they may be cut-off from their customers, or
their products and services might become geographically
inaccessible. Furthermore, disasters cause damage to
income-generating assets e.g. crops, livestock, tools of
trade, or other assets, which can impact them in the
long-run, too if they are not quickly replaced.

In terms of financial support, the government-provided
Watan cards have been lifesavers for many flood-affected
families. Watan cards provide disaster-affected relief funds
disbursed by the government via the United Bank Ltd.
(UBL). There is an initial instalment of PKR 20,000, followed
by two other instalments spread over a specified time
period. In Sobhodero tehsil of Khairpur, the first
instalment was received by households after two to three
months. However, just two Watan cards were issued in the
village of Fatehullah Gumro in Tehsil Kingri in Khairpur14.
In Punjab, Rajanpur district documented the most issued
Watan cards in October, 2010. However in DG Khan, two to
three people received two instalments of PKR 40,000. In
Nowshera, the first Watan card was issued seven months
after the floods.

Moreover, disasters may cause damage to houses or
household assets that require large sums of money to
replace or repair. In addition, the prices of essential
commodities such as food and fuel rise as a result of
increased demand in the face of reduced supply.
Lastly, health-related concerns and epidemics are also likely
to arise in a post-disaster scenario. This can require
excessive medical expenses. Furthermore, if breadwinners
are injured, succumb to illness, or need to tend to family
members that require care, they will lose out on
daily/monthly wages.
In terms of the coping strategies of poor households, “low
stress”, “medium stress” or “high stress” strategies are
adopted to combat bad economic conditions. Low stress
refers to halting regular savings, curtailing consumption,
and perhaps the short-term migration of one or more
family members to other locations for daily wages, or
taking loans from relatives or neighbours. Medium stress
includes strategies such as using savings, selling less
essential household assets, and taking loans. High stress
strategies include selling productive assets and defaulting
on loans.

The major relief provided to affected households by their
MFPs was the rescheduling of their loans. The clients of
FMFB residing in the flood-affected Sobhodero tehsil of
district Khairpur in Sindh got their loans rescheduled.
However, their counterparts (Khushhali Bank clients) in the
neighbouring tehsil of Kingri did not get any rescheduling
from their parent MFP as their MFP did not consider it
necessary. The FGD conducted in that village confirmed
that the level of damage there did not warrant loan
rescheduling.

Source: Mathison, Stuart. 2003. Microfinance and Disaster Management. The
Foundation for Development Cooperation.

On average, all districts reported the need of assistance by
agencies for a period of six to seven months in the wake of

In Punjab, flood-affected clients of NRSP in Rajanpur and
DG Khan Districts received food rations comprising two

14 The economic situation of households in this village was markedly better than that of their counterparts in tehsil Sobhodero in the same district (Khairpur).
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muan wheat flour, four kilograms of ghee, lentils, and
biscuits from the RSP. They also received blankets, animal
feed, and temporary shelter. In terms of financial support,
these households did not get any loans rescheduled.
However, communities in these two districts of southern
Punjab got refinancing from NRSP on the repayment of
old loans.
In KPK, flood-affected clients of SRSP in Nowshera District
received in-kind assistance from their MFP, which included
blankets, tents, beds, and food items. A few select female
clients also received cash grants amounting to PKR 20,000
for business revival.
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Effectiveness of Response
This section will provide an analysis of the effectiveness of
the previously noted responses in mitigating some of the
negative fallouts on the microfinance sector from the
large-scale devastation caused by the floods. The
effectiveness will be examined in terms of the growth
performance of the sector as a whole, as well as by the type
of MFP, and will also encompass the impact on client lives.
At the policy level, the SBP put forward a proposal to the
MoF to divert USD 70 million of funds that were available
with the central bank. These funds had originated from
the ADB-sponsored MSDP and RFSDP. The idea was to use
these funds to cover the interest rate subsidy and credit
guarantee schemes for the borrowers of agriculture, SMEs,
and microfinance, to restart fresh borrowing. However, the
proposal could not be implemented for the microfinance
segment and no direct subsidy was channelled to any
MFP. It is noteworthy that, in line with international best
practices, no blanket write-offs were allowed to the
regulated bank MFPs by the SBP. The same was the case
with RSPs and MFIs by their apex funder, the PPAF. This
played an important role in maintaining credit discipline
in the sector.
In an important relief measure extended to the MFBs by
their regulator, the SBP allowed them to
reschedule/restructure their loans in the flood-affected
areas. They were, in addition, given a relaxation in
provisioning against the rescheduled portfolio, which was
to remain exempt from the statutory provisioning
requirements for a period of over one year – up to
December 2011. This measure proved helpful in providing
immediate relief to the flood-affected borrowers of these
MFBs who were able to cope better with the sudden loss
of their livelihoods. Client-level discussions held with the
flood-affected borrowers of MFBs in the worst-hit districts
of Sindh confirmed that the rescheduling of loans to the
next cropping cycle provided affected households with
the necessary breathing space to rebuild their lives and
livelihoods.
The relaxation in provisioning against their rescheduled
portfolio provided the MFBs with some cushion to absorb
losses and continue with fresh lending in the floodaffected areas. The analysis in the preceding ‘state of the

sector’ section clearly shows that growth in the microfinance sector in the post-flood period has been driven by
the expansion in lending by the MFBs. This is in contrast
with their non-bank MFI/RSP counterparts who recorded
negative rates of growth in terms of active borrowers and
GLP. The analysis also shows that MFBs experienced higher
growth in terms of numbers of active savers in the postflood period, although in terms of absolute numbers of
savers, the RSPs had the highest share of all groups of
MFPs. This indicates that the floods may have provided a
greater impetus to the drive of the MFBs to increase the
share of deposits in their funding mix for achieving a
higher growth trajectory. Data from the audited accounts
of the MFBs for the year ended 2010 show that the
average share of deposits in the funding structure of MFBs
increased from 40 percent to 48 percent at the end of 2009
(Pakistan Microfinance Review, 2010). The availability of
audited accounts for the year ended 2011 will confirm
whether or not this assertion has been correct.
Some of the donor-funded programmes available with
the SBP prior to the floods have historically played a key
role in fuelling the growth and development of the sector.
The DFID sponsored MCGF provides incentives to
commercial banks and development finance institutions
(DFIs) to fund MFPs. During FY 2011, a total amount of PKR
2.52 billion was disbursed under this facility to three
MFPs,15 with one of the flood affected MFPs – the NRSP
receiving PKR 1.2 billion. Under the Institutional
Strengthening Fund (ISF)—which provides grants to MFPs
for capacity building initiatives like human resource
development, improving governance and internal
controls, and business development and product
innovation—funds amounting to PKR 493 million were
committed during FY 2011 of which 58 percent were also
disbursed during that year.16 For the smaller MFIs, the
main wholesaler of funds, the PPAF, provided relief in the
form of restructuring portfolios worth PKR 500 million to
some of its severely hit partner organizations.
With regard to disaster preparedness and planning and
damage assessment, interviews with concerned stakeholders including government, donors, and practitioners
generally indicated that the industry had weak capacity in
this area. It was felt that there was an urgent need to invest

15 See Pakistan Microfinance Review 2010 for details.
16 Around 20 percent of the committed funds went to two of the affected MFPs, the NRSP and FMFB.
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in capacity building initiatives to improve disaster
preparedness and planning at the MFP level to enable the
sector to respond to natural disasters more effectively.
Disaster contingency guidelines need to be put in place
for each type of MFP along with a standardized template
for damage assessment so that the losses reported and
refinancing requirements are based on a more sound
methodology instead of the ad-hoc measurements
adopted by the different MFPs in response to the 2010
flood. It is noteworthy to mention here that the SRSP has
developed sufficient capacity to deal with natural
disasters working in KPK, as the province has been more
prone to natural disasters.17 Other MFPs can learn from
the SRSP’s experience in designing and developing their
own disaster preparedness plans.
In terms of the impact on client lives in the post-flood
scenario, RSPs were able to deliver a more effective
response as they were able to offer a multitude of services
to their flood-affected clientele instead of just financial
services. They took part in the relief activities immediately
following the floods by distributing food rations,
medicines, clothing, and shelter, using their strong
on-ground presence in the rural areas. They leveraged
their strong long-term relationships with rural
communities to receive repayments on time which were
used for refinancing new loans. In comparison, their MFB
counterparts were only able to provide the rescheduling
of loans to their flood-affected clients. This role of the RSPs
needs to be analyzed within the context of their broader
rural development objectives. It is for this reason that their
role in the post-disaster scenario cannot be compared
directly to that of other MFPs.

17 The SRSP has a dedicated Development and Humanitarian Division which is equipped and trained to deal with natural disasters.
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Lessons Learnt
The natural disaster left MFPs with a liquidity crunch,
especially retail providers that had a high exposure in
agricultural financing with no available refinancing
facility. The MFPs were unable to design and develop new
loan products for their flood-affected clientele due to this
liquidity shortage. This analysis underscores the
importance of having a proper mechanism in place under
which funding shortfalls can be met following a natural
disaster. This will enable MFPs to continue lending to their
affected clients and develop innovative emergency
products to meet immediate post-disaster requirements.

Currently, there is very little awareness about how to
properly cope with natural disasters, especially recurring
ones. Client-level interviews show that flood-affected
households have a tendency to move again to katcha
areas or river banks following a flood, which increases
their vulnerability to future flooding episodes.
Awareness-raising about disaster preparedness and
management needs to be actively pursued at the client
level, especially in areas that are prone to recurrent natural
disasters so that losses from natural calamities can be
minimized.

Another lesson that emerges from our analysis is that
maintaining credit discipline in a post-disaster scenario is
vital for the continuity of the sector. The initial urge to
provide blanket write-offs must be resisted by all
providers. Loan write-offs should be dealt with on a caseby-case basis only, so that the incentive structures facing
borrowers are not distorted.

BOX 2: Global good practices in post-disaster microcredit
The following loan measures/policies can be regarded as
“good practices” for a retail service provider in the wake of a
natural disaster. MFIs should try to keep their response
reasonably simple, otherwise it may be difficult and costly
to administer.
No loan write-offs

Our findings demonstrate that the industry still has
limited capacity in dealing with large-scale natural
disasters. This capacity needs to be built upon through the
development of contingency guidelines and plans at the
MFP level. Staff training is also important. This is best
achieved during periods of normal operations rather than
immediately after a disaster. In this regard, the retail
providers in Pakistan can study in detail the experiences of
their counterparts in Bangladesh, who have developed
the capacity to effectively deal with large scale natural
disasters on a recurring basis.
At the client level, the floods of 2010 impacted mainly the
rural economy of the country where agricultural
production and livestock rearing are the main economic
activities. The floods destroyed thousands of acres of
standing crops in affected districts and disrupted the
livelihoods of a large segment of the rural population. The
majority of flood-affected clients of different MFPs was
involved in agriculture and were typically landless tenant
farmers/shareholder cultivators. As these groups are the
most vulnerable to any natural disaster, MFPs need to
make efforts to develop a broader range of services—such
as savings and insurance products—to enable them to
hedge their risks more effectively. Our analysis confirms
that standing crops are the most vulnerable form of asset
for small subsistence and landless tenant farmers. This
necessitates providing them with some sort of protection
in the form of crop insurance.

Writing-off loans has a number of drawbacks; 1) it has varying
benefits to different people, (those with larger loans receive greater
benefit) causing disharmony among customers; 2) it may cause
“repayment apathy” on future loans; 3) it can cause decapitalization
of the loan fund.

Rescheduling repayments
As a general rule, MFIs should expect continuing full repayment.
However, in some cases, rescheduling on a case-by-case basis for
individuals or groups can be considered. The repayments can be
made “interest only, or they might be suspended completely, or
they might even be returned to the client on a regular basis as a
support of household income”.

Emergency loans
These can be offered for restoring productive assets and essential
household assets. An assessment of the client’s asset losses can be
made after which the emergency loan can be applied where
standard cost structures should apply.

Revisit lending methodologies
Group lending methods have been known to incur heavy losses in
post-disaster scenarios. Therefore, MFIs can revisit this in the
aftermath of a disaster.

Reduced interest for disaster-affected clients
MFI can also consider granting a reduction in their interest rates in
post-disaster scenarios.

Source: Mathison, S. 2003. Microfinance and Disaster Management. The
Foundation for Development Cooperation.
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Recommendations
The preceding analysis demonstrates much room for
improvement in Pakistan to address recurring natural
disasters. The recommendations provided below can be
broadly categorized into i) policy-level interventions, ii)
actions at the MFP level and possible client-level initiatives.

Policy Level
• Contingency Disaster Fund
A disaster contingency fund should be established. The
emergency contingency fund should provide MFPs
with the required liquidity to continue with their
lending operations to enable a rapid response allowing
clients to re-establish income streams quickly and
purchase food and shelter, while reducing the risk of
delinquency. Monies from this fund can also be utilized
for developing new and innovative products to meet
the post-disaster requirements of affected clients.
Donors can be approached for providing financing and
seed money.
• Disaster Risk Management and Reduction (DRM/R)
Policies
Pre-disaster planning at the head office and branch
level in each MFP needs to be introduced. The PPAF,
PMN, SBP, or SECP could draft contingency guidelines
for MFPs under their respective domains. Donors might
be able to help them create such guidelines. Implementation and strategy placement are extremely
crucial and must be enforced at the state policy level.
The PMN and PPAF can create awareness of the benefits
of DRM/R policies. Similarly, a standardized damage
assessment format for each type of MFP should be put
in place so that they have proper guidelines available
for assessing their damages instead of relying on
ad-hoc measures. In addition, PMN can help arrange
exposure visit of local MFPs to Bangladesh to examine
the DRM/R practices of retail providers like Grameen,
BRAC & ASA.
• Infrastructure and Institutional Enhancement
MFPs need to focus not simply on rebuilding infrastruc
ture, but on institutional and process activities aimed at
integrated flood risk management. Greater attention
across all relevant sectors must be paid to prepared
ness planning, early warning, flood-proofing (as

18

opposed to flood prevention), watershed management,
and on-farm technology changes.
• Higher Capital Requirement for MFPs
There is a need to ensure that MFPs are well-capitalized
to enable them to better withstand any future natural
calamities. In this regard, the SBP has already raised the
minimum paid-up capital requirement for MFBs to PKR
1 billion by 2013. PPAF has recently started providing
“equity grants” to MFPs and linked this with institutional
strengthening decisions. Given that there is no interest
rate cap, it is important for MFPs to build their retained
earnings by charging sustainable interest rates and
improving efficiency.

Retail Level
At the MFP level, the following areas need to be focused
upon for improving readiness levels to deal with natural
disasters:
• Innovative Disaster Microfinance Product
MFPs must endeavour to identify innovative new
products that mitigate client-level losses or insecurities
after a disaster scenario. In particular, MFPs can focus
on immediately releasing their clients’ savings
intermediated/mobilized by them in the aftermath of a
natural calamity, as is the practice of MFIs like BRAC and
ASA in Bangladesh. These savings can give affected
households the cushion they need to recover from the
sudden economic loss brought about by natural
disasters. In addition, MFPs need to have insurance
products and fast track remittance services in place.
Emergency loan products such as consumer loans,
housing repair, and working capital finance can also be
designed.
• Capacity Building of MFPs
It would be beneficial if institutional and staff capacities
of the MFPs are enhanced to cope with natural disas
ters. This will require the development of protocols for
disaster risk reduction and management at the MFP
level and the subsequent training of staff in operation
alizing these protocols.
• Portfolio Diversification
MFPs need to develop new product segments in
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different areas to diversify their portfolio risks,
especially those MFPs with high shares in agriculture
and livestock financing. In the event of a natural
disaster, the agricultural sector is usually the hardesthit. In addition, MFPs are also advised to increase the
geographical diversification of their loan portfolios so
that they suffer lower losses in the face of large-scale
natural calamities. They need to reduce their loan
portfolio in flood-prone areas, so location-wise assess
ments of borrowers are necessary in order to avoid
adverse selection.18

Client Level
• Advocacy/awareness Programmes
Post-flood awareness programmes should be
conducted to prepare people to adopt post-flood
preventive measures to minimize losses. In particular,
the MFPs need to educate their clients on the dangers
of living in areas more prone to natural disasters, like
riverbanks and katcha areas. MFPs can be useful in local
information flow, which is very important in disaster
recovery. Local branches may have good knowledge of
the location and impact on households. In this regard,
linkages could also be developed with the SBP’s
nationwide Financial Literacy Program to educate MFP
clients on the basics of disaster management and
mitigation.
• Crop Insurance
MFP clients need to be provided with crop insurance to
give them a cushion against the destruction of their
crops following a natural disaster. The scheme should
endeavour to provide comprehensive coverage at an
affordable cost so that small/subsistence farmers can
better mitigate the risks associated with crop produc
tion.

18 The NRSP has already decided to reduce its loan concentration in katcha areas, which are more flood-prone.
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Annex 1:
Microfinance Providers in Pakistan
Microfinance Bank (MFB)
A commercial bank licensed and prudentially regulated by the State Bank of Pakistan (SBP) to exclusively service the
microfinance market. The first MFB was established in 2000 under a presidential decree. Since then, seven MFBs have
been licensed under the Microfinance Institutions Ordinance, 2001. MFBs are legally empowered to accept and
intermediate deposits from the public.

Rural Support Programme (RSP)
A non-government organization (NGO) registered as a non-profit company under section 42 of the Companies
Ordinance. An RSP is differentiated from the microfinance institution (MFI) peer group based on the purely rural focus
of its credit operations. As a group, RSPs are registered with, and supervised by the Securities and Exchange
Commission of Pakistan (SECP).

Microfinance Institution (MFI)
A non-bank NGO providing microfinance services. Organizations in this group are registered under a variety of
regulations, including the Societies Act, Trust Act, and the Companies Ordinance. The MFI peer group includes local
and multinational NGOs such as BRAC-Pakistan and ASA-Pakistan.
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Annex 2:
List of Interviewed Stakeholders
Organization

Person interviewed

Designation

Government
Ms. Nazrat Bashir

Additional Secretary (investment)

Mr. Muhammad Asif

Assistant Economic Advisor (banking)

Syed Samar Husnain

Director, Agricultural Credit and Microfinance Department

Mr. Qazi Shoaib Ahmad

Senior Joint Director, Agricultural Credit and Microfinance
Department

Mr. Yasir Ashfaq

General Manager, Credit and Enterprise Development

MoF

SBP

Apex

PPAF

Mr. Asghar Ali Memon

Senior Manager, Credit and Enterprise Development

Mr. Saqib Siddique

Senior Manager, Credit and Enterprise Development

WB

Mr. Yasuhilo Yuge

Private Sector Specialist

Citi Foundation

Ms. Saba Karim

Head, Corporate Affairs

Khushhali Bank

Mr. Ghalib Nishtar

President

FMFB

Mr. Atif Malik

Group Head

NRSP

Mr. Agha Ali Javad

General Manager, Operations

SRSP

Mr. Wasiq Khan

Programme Manager, Microfinance

Donors

Retail microfinance providers
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Annex 3:
Details of Client-level FGDs
Province

Sindh

District

Tehsil

Village

Clients of

Khairpur

Sobhodero

Ghulam Nabi Bheleen

FMFB

Khairpur

Kingri

Fatehullah Gumro

Khushhali Bank

Ghotki

Ghotki

Sardar Khan Ghoto

Khushhali Bank

DG Khan

DG Khan

Basti Nath

NRSP

Rajanpur

Rajanpur

Basti Sind Gabol

NRSP

Nowshera

Nowshera

Chowki Mumraiz

SRSP

Punjab

KPK
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