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1. INTRODUCTION
Recent years have seen an increasing focus on
the sustainability and financial performance of
microfinance providers (MFPs)1 globally. However,
few would disagree that microfinance is essentially
a double-bottom line industry – sustainability is not
the end in itself; rather it is the means to achieving
social goals. These goals can differ: some MFPs
may have a vision of poverty alleviation, others of
women empowerment, while yet others may be
working for increasing access to formal financial
services.

FIGURE 1: “MANAGING FOR RESULTS”

Despite the long standing understanding that social
goals and objectives lie at the heart of microfinance,
it is only in recent years that an organized attempt
has been made to define social performance (SP)
and answer questions about its measurement
and management. More and more microfinance
stakeholders now believe that unless an MFP’s
systems, activities and outputs are deliberately
geared towards its social vision, it is difficult to
make the impact that the institution is aiming at.
In other words, like financial performance, social
performance needs to be actively managed and
monitored by institutions if they are to achieve
their social objectives. For an MFP, performance
management thus means focusing simultaneously
on its financial and social bottom lines.

Source: www.sptf.info

1.1

DEFINING SOCIAL PERFORMANCE

It is challenging to define social performance
for the microfinance industry given the diversity
of social missions its practitioners pursue.

Performance is not incidental
What is explicitly defined and
measured is what is managed
Need to define desired
performance
Need to measure results against
desired performance

Mission

Social
Performance

Financial
Performance
Performance Management

Nonetheless, the Social Performance Task Force
(SPTF)2 has endeavored to provide a definition that
takes into account this diversity while providing a
common understanding of what is meant by social
performance:
Social Performance is the effective
translation of an institution’s social
goals into practice in line with accepted
social values; these include sustainably
serving increasing numbers of poor and
excluded people, improving the quality
and appropriateness of financial services,
improving the economic and social
conditions of clients, and ensuring social
responsibility to clients, employees and the
community they serve.
Thus the meaning of ‘social’ in the context of a
microfinance provider (MFP) stems from what it
sets out to achieve in its mission and vision, and

Includes all bank and non-bank microfinance institutions.
The Social Performance Task Force (SPTF) consists of over 800 leaders from all over the world from every microfinance stakeholder group: practitioners,
donors and investors (multilateral, bilateral, and private), national and regional networks, technical assistance providers, rating agencies, academics and
researchers, and others. Created in March 2005, the Task Force has been charged with clearly defining social performance and addressing questions
about measuring and managing social performance. For more information on the SPTF and its work, please visit its website: www.sptf.info
1
2

1
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‘social performance’ refers to how well the MFP
manages this social mission i.e. whether it designs
its program, activities, processes, products and
services, policies and systems in alignment with its
social mission and goals.

This framework focuses on capturing information at
various steps along the social performance pathway
(see Figure 2). The essence of this approach is that
although impact is hard to measure and attribute,
if an institution consciously gears its operations

FIGURE 2: SOCIAL PERFORMANCE REPORTING FRAMEWORK
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1.2 MEASURING SOCIAL PERFORMANCE
It is recognized by all managers that performance
can only be understood and improved if it is
measured. Financial performance indicators are
recorded, measured and tracked over time by
all MFPs and this information is used to inform
management decisions. Similarly, in a double
bottom line industry, it is equally important that
mechanisms to measure social performance be
introduced and institutionalized.

towards its social goals, it is likely to achieve the
impact it seeks to create.
The 22 indicators shown in Figure 2 are the core
social performance indicators selected by the SPTF
through a consultative process, and make up the
MIX Standards report template. MFPs are required
to complete this MIX Standards template when
reporting on their social performance3.

The SPTF, in collaboration with the Microfinance
Information eXchange (MIX), has developed a
social performance reporting framework for MFPs.

3

For the 2011 social performance reporting cycle and onwards, the MIX standards template will be modified and include a revised set of indicators.

2
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1.3

SOCIAL PERFORMANCE 			
REPORTING BY PMN MEMBERS

The Pakistan Microfinance Network (PMN) has
been working to build information around the
reporting framework within its membership and
initiate the process of reporting to the MIX on these
social indicators. In 2009, 21 members of the PMN
submitted their social performance reports to the
MIX. However, there is considerable variation in
institutions’ ability to report on all indicators. This
limitation mostly comes from non-availability of
required data. In some cases, data is collected but
not fed into an information system and thus remain
inaccessible.
This is the first social performance report on
Pakistan’s microfinance sector. It draws upon
member MFPs’ data submitted to the MIX to bring
forth a picture of the sector’s status in terms of
social goals and objectives. The objective of this
initiative is to promote social transparency and
institutionalize it within the sector as has been
done with financial transparency. This report will
also provide a snapshot of where the sector stands
today in terms of its social goals.
All data has been self reported by members. A deskbased consistency check has been carried out by the
PMN staff to verify reported data but no validation
has been conducted at the field level.

3
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2. MICROFINANCE IN PAKISTAN –
AN OVERVIEW
The microfinance industry in Pakistan, by global
comparison, is still small in terms of both outreach
and asset base. Microfinance started gaining
prominence in the country in the 1990s, when it
started being recognized as a key component of
the mainstream financial sector by the government
and central bank. A handful of institutions had
begun to offer microcredit using the group based
methodology, with some starting off as pilots
replicating the Grameen model4 in urban localities.
Gradually, microfinance saw growth and began to
be recognized as an important tool for expanding
financial inclusion for the poorer, vulnerable
sections of the population. The sector underwent
a major shift in early 2000s with the establishment
of Khushhali Bank, the first specialized microfinance
bank and the setting up of an apex funding body,
the Pakistan Poverty Alleviation Fund (PPAF)5.
This was followed by the Microfinance Ordinance
in 2001, which opened up space for commercial
players in the sector. The National Microfinance
Strategy formulated by the central bank in 2007
and approved by the government further gave
momentum to the sector and set its current
landscape.
By September 2010, combined outreach for
microfinance providers in Pakistan was reported at
2.07 million microcredit clients, with an outstanding
gross loan portfolio (GLP) of PKR 26.4 billion.
Recovering from a delinquency crisis which affected

one of the biggest providers of microfinance in late
2008, the following periods have seen minor, though
steady growth in outreach. The combined Portfolio
at Risk (PAR> 30 days) for the industry was reported
at around 2 percent, with write offs at 3.6 percent of
sector GLP in 2009. The estimated potential market
is at 27.4 million microcredit clients – showing
considerable potential for expansion.
The combined assets of the microfinance sector
in Pakistan were PKR 35.4 billion in 2009, with
growth of 6.75 percent, and advances comprising
the bulk of the industry’s assets. These assets are
largely backed by debt, especially for the non-bank
microfinance providers with debt to equity ratio for
the country’s industry at 3.3. Both Return on Assets
(ROA) and Return on Equity (ROE) remain negative
at -6 and -23 percent respectively and portfolio
yield remained low at around 26 percent: the
industry has yet to achieve financial and operational
sustainability.
Currently, about 50 organizations are operating in
the country. However sizes of MFPs vary – with the
top five MFPs accounting for 76 percent of total
country outreach of microcredit. The largest MFP
has 400,000+ clients, while some of the smallest
have less than 500. The penetration landscape is also
quite diverse, with some urban centers becoming
more competitive while entire regions elsewhere
remain untapped.

The Grameen model emerged from the poor-focused grassroots institution, Grameen Bank, started by Professor Mohammed Yunus in Bangladesh
in the late 1970s. It essentially uses ‘social’ collateral by lending to groups of poor or low income individuals who collectively take responsibility for
repayment of loans.
5
As an apex fund, PPAF disburses loans, provides grants on a cost-sharing basis and supports capacity building activities to microfinance institutions
(MFIs) and other poverty alleviation organizations operating in Pakistan.
4

4
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FIGURE 3: MICROFINANCE GROWTH IN PAKISTAN (2OO82010)
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Micro-savings and micro-insurance have largely
stayed in the background in Pakistan’s microfinance
industry in the past. However, 2009 and 2010 saw
considerable growth in both due to a deposit
mobilization focus on the part of microfinance
banks (MFBs), and increasing importance given to
micro-insurance by some practitioners. With 2.95
million micro savers, (PKR 9.78 billion in value of
savings) and 3.3 million micro insurance policy
holders (with PKR 44 billion in sum insured) by
September 2010, the industry is beginning to
embrace a more broad based approach to offering
financial services to target clients, rather than just
focusing on microcredit.
Institutions offering microfinance in Pakistan vary
by structure. They can be categorized into four peer
groups: microfinance banks (MFBs), microfinance
institutions (MFIs), rural support programs (RSPs)
and ‘other’ microfinance providers (see Box 1
for definitions). This grouping has been used for
analysis of the social performance data in Section 3.
Most institutions use the group based lending
model, although individual lending has been
gaining some ground in recent years, especially
with MFBs. The environment in which MFPs operate
in Pakistan continues to evolve to support a
growing sector – 2009 saw the launch of an industry
wide consumer protection initiative6 and 2010 the
roll out of a pilot microfinance credit bureau. This
Bureau will be expanded to the national level and
is expected to play a significant role in reducing
the credit risk by providing a means for minimizing
client duplication by reducing informational
asymmetries and improving client discipline. 201112 will see set up of a third party grievance redress
system for clients of microfinance.

0
June 2008
Policy Holders

June 2009

June 2010
Sum Insured

The central bank continues to provide a favorable
regulatory environment and is active in a number

This initiative was launched with all PMN members signing off on a voluntary code of conduct for consumer protection and envisages implementation
at four levels: a) sector-wide dissemination of the code b) standardization of price disclosure c) monitoring the implementation of the code, and d)
setting up a sector level grievance redressal system.
6

5
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of industry-wide initiatives, especially relating to
funds for the industry. It has created space for nonindustry players to explore the microfinance market
through regulations on areas such as branchless
banking: a phenomenon with potential to drastically
change the industry’s landscape. The past few years
have also seen the entry of some international MFPs
in the country, showing that Pakistan is seen as a
promising market for microfinance.

Box 1: Peer Group Definitions
Microfinance Bank (MFB): A commercial bank
licensed and prudentially regulated by the central
bank to exclusively offer microfinance services. The
Microfinance Institutions Ordinance was passed
in 2001 and MFBs are licensed under this with the
central bank. MFBs are the only peer group which
can intermediate deposits from the public.
Rural Support Program (RSP):
A multi
dimensional Non Governmental Organization
(NGO) which has a purely rural focus in operations
and offers microfinance services as one of several
programs designed around social goals targeting
rural populations. RSPs are registered with and
supervised by the Securities and Exchange
Commission of Pakistan (SECP) as non profit
organizations under Section 42 of the Companies
Ordinance 1984.
Microfinance Institution (MFI): A non-bank, nongovernment organization providing microfinance
services only; MFIs are also registered with and
supervised by the SECP under the Companies
Ordinance 1984.
Other Microfinance Provider (Other): An Other
MFP is differentiated from an MFI by its multi
dimensional focus: it offers microfinance as one
of several services designed to bring about social
uplift of its target population. In addition to the
SECP, these organizations are registered under a
variety of regulations including the Societies Act
and the Trust Act.

6

SOCIAL PERFORMANCE REPORT 2009

3. ANALYSIS OF THE SECTOR’S
SOCIAL PERFORMANCE
This section uses members’ social performance
reports to the MIX for FY09 to provide an analysis
of some key indicators. Indicators on which a
sufficient number of MFPs did not report have not
been included.

reported their data for the reporting period. The
reporting MFPs by peer group include the following:

Social Performance data for 2009 was received up
to September 2010 from 21 out of the 26 members
of the PMN. Reporting periods varied for different
institutions, with December being the reporting
year-end for 10 members, and June as year-end for
the remaining. The data is self-reported and was
subjected to consistency checks as prescribed by
the MIX to ensure consistency and minimize errors.
However, no validation has been made for accuracy
or verification purposes.

A look at mission statements of MFPs clearly shows
that microfinance is a double bottom line industry.
Nearly all institutions have some social ideals
built into their mission and there are common
themes across them. Expanding access to finance,
reducing poverty, empowerment of communities
and women, improvements in the socio economic
conditions of the low income households and
expanding opportunities emerge as the most
popular social objectives (Figure 4).

Five out of eight MFBs, eight out of nine MFIs, three
out of four RSPs and all MFPs in the ‘Other’ category

Interestingly, mission statements of the microfinance
banks are relatively more focused on expanding

MFIs

MFBs
First MicroFinance Bank Ltd.
(FMFBL)
Kashf Microfinance Bank
(KMFB)
Khushhali Bank Ltd. (KBL)
Pak-Oman Microfinance
Bank (POMFB)
Tameer MicroFinance Bank
(TMFB)

Akhuwat
ASA - Pakistan (ASA-P)
Asasah
Center for Women’s
Cooperative Development
(CWCD)
Community Support
Concern (CSC)

3.1 VISION AND MISSION

RSPs
National Rural Support
Programme (NRSP)
Punjab Rural Support
Programme (PRSP)
Thardeep Rural
Development Programme
(TRDP)

Other MFPs
BRAC - Pakistan (BRAC-P)
Jinnah Welfare Society (JWS)
Orix Leasing Pakistan (OLP)
Rural Community
Development Society (RCDS)
Sungi Development
Foundation (SDF)

Development Action for
Mobilization and
Emancipation (DAMEN)
Kashf Foundation (KF)
Sindh Agriculture and
Forestry Worker’s
Coordinating Organization
(SAFWCO)

7

SOCIAL PERFORMANCE REPORT 2009

access to quality financial services to low income
population and as a result improve their quality of
life, economically and socially. Themes of poverty
alleviation, empowerment of the ‘marginalized’
and expanding economic opportunities emerged
as more common amongst the non-bank MFPs,
especially the multidimensional organizations.
Social mobilization and organizing the poor is a
common goal of all rural support programmes.
A focus on women is quite common in the sector
as well. Surprisingly, very few institutions actually
mention microfinance or microcredit specifically in
their missions as the main tool for achieving their
social mission.
FIGURE 4: COMMON SOCIAL OBJECTIVES

development and financial inclusion (Figure 5).
It seems that although internationally the debate
has shifted from poverty reduction to financial
inclusion, the domestic microfinance providers still
consider themselves as having a key role to play in
alleviating poverty.
FIGURE 5: RANKING OF DEVELOPMENT OBJECTIVES
Other
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These broad themes translate into a range of
development objectives for service providers.
The most common objective is growth of existing
businesses, with 19 of the 21 institutions reporting
this as one of their key purposes. This is closely
followed by poverty reduction and gender equality,
with 17 MFPs citing each of these as one of their
objectives. Even across different peer groups, this
distribution seems to hold. Collectively, multidimensional programs cited a broader range of
development objectives, whereas the specialized
MFIs and MFBs concentrate on a smaller and more
focused range, mostly involving small enterprise

MFIs

RSPs

Others

TARGET MARKET

When MFPs set out to fulfill their conceived missions,
it is important to identify the target population they
will serve. This helps focus their efforts and optimize
the limited resources available. Providing services
that are relevant, client oriented and effective in
serving an organization’s mission requires a clear
understanding of the population that an MFP aims
to reach. This section gives an overview of the
sector’s target market in terms of location, gender,
poverty and size of enterprise.

3.2.1 Location and Gender
In terms of location and gender, limited number
of target groups seems to be served with an MFP
targeting, on average, roughly three groups.
Women seem to be the most popular, closely
followed by clients living in urban/semi-urban areas.
This phenomenon applies across all peer groups.
The third most popular target group is clients living
in rural areas – even though RSPs hold a major share
in the market, non-RSP institutions also target this
group. For both MFBs and MFIs, women and urban/
semi-urban client markets were the most popular,

8
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closely followed by rural client markets. For RSPs,
rural client markets were popular targeted segments,
followed by women, and surprisingly, urban client
markets as well (given that their charters focus on
‘rural’ development). For the ‘Other’ MFP category,
women are the targeted, closely followed by both
urban/semi-urban and rural markets (Figure 6).

to find that definitions of these bands are quite
similar across institutions. Most institutions that
target ‘poor clients’ define them as those living
below the US$ 2/day threshold. Other definitions
include a) those living below the national poverty
line b) those below the taxable income threshold
(PKR 150k per annum) c) as defined by the central

FIGURE 6: TARGETED MARKET SEGMENTS

By Peer Group
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3.2.2 Poverty
In terms of poverty level of targeted clients, 13 of
the 21 institutions reported targeting more than
one segment of the poor. The most common target
market for the sector in terms of income is ‘low
income clients’, closely followed by ‘poor clients’.
Only three institutions reported as targeting ‘very
poor clients’. Within peer groups, MFBs are largely
focused on the low income, with only two focusing
on the poor. MFIs and RSPs are largely targeting
both poor and low income clients. It was interesting

bank (income below PKR 300k per annum).
Institutions that target the ‘very poor’ either define
these clients as those living below the US$ 1/day
threshold or the bottom half of the population
below the national poverty line (see Box 2 for
discussion on the national poverty line in Pakistan).

9
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Box 2: The Poverty Line Debate - Some Food For
Thought!
The poverty line in Pakistan stands at PKR 944.47 per
adult per month (2005/06) calculated on the basis of
calorie consumption. Since 2005/06 there has been
no official revision of the poverty line despite a highly
inflationary environment, stagnating economy and
two major natural disasters in the country.

FIGURE A: COMPARISON OF NATIONAL POVERTY RATES
IN THE REGION

Afghanistan
Bangladesh
Nepal
India

Figure A shows Pakistan’s poverty scenario in
comparison to other developing countries in the
region.* Pakistan seems to have a comparatively lower
poverty rate; however, many argue that this is also a
consequence of having a poverty line that is ‘too low’.
If international definitions of poverty were applied, a
much larger population would be considered poor.
This issue of defining poverty has important policy
implications for a country like Pakistan where large
sums of public and donor money are allocated to
development programs aimed at the poor. Effective

Pakistan
Sri Lanka
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Source: CIA World Factbook

policymaking can be seriously handicapped in the
absence of clear, reliable and up-to-date data on
poverty in Pakistan.

FIGURE 7: TARGET MARKETS – BY POVERTY LEVEL
By Peer Group
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3.2.3 Types of Enterprises
In terms of the types of enterprises that the sector
works with, all institutions target micro enterprises
whereas nearly 62 percent also target small
enterprises. No institution targets medium or large
sized enterprises7 (Figure 8).
FIGURE 8: TARGET MARKETS – BY SIZE OF ENTERPRISE
By Peer Groups
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Since work on documenting and reporting on
social performance began, one of the challenging
areas has been poverty data. Surprisingly, for a
sector where many institutions cite it as their main
objective, very few have a poverty assessment
strategy in place or have reliable data on the poverty
profile of their clients. It is often assumed that
since we are lending to the ‘poor’, we are meeting our
objective. However, it has been seen globally that
data collected through objective, benchmarked
tools on the poverty profile of microfinance clients
tends to take these very institutions by surprise
and many find that they are not reaching as many
poor as they had thought. MFPs around the world
are thus beginning to look at this issue more closely
and moving towards incorporating simple poverty
assessment and client tracking tools that allow
them to better reach their target clients, assess their
progress and manage this social objective.
This section looks at MFPs in Pakistan to provide
insights into how they are currently managing their
most cited social goal of poverty alleviation.

Large

3.3.1 Client Targeting
3.3

POVERTY

Poverty reduction emerged as the second most
popular development objective for MFPs in Pakistan.
It is also a goal that is associated with microfinance
in the mainstream media and development circles
globally. Although debate has ensued on how
effective a tool it is in alleviating poverty, the fact
remains that MFPs aim to increase incomes of
the poor and thus help them improve their living
standards.

Most MFPs report as targeting the poor and/or
the low income segments of the population. To
ensure that they are indeed serving their identified
target segment(s), it is important to use the right
tools to gauge the loan applicant’s income level
and effectively employ this information in decision
making. Key statistics on targeting are:
1. Nearly all MFPs report measuring incomes of
entering/recently joined clients.

The State Bank of Pakistan through its amended Prudential Regulations for Microfinance Banks (August 2009) allows microfinance banks to lend a
maximum loan size up to PKR 150,000 to a single borrower with household annual income (net of business expenses) up to PKR 300,000.
The State Bank of Pakistan’s Prudential Regulations regarding Small and Medium Enterprises (SMEs) defines an SME as an entity, ideally not a public
limited company, employing no more than 250 persons (manufacturing) and 50 persons (trade/services) and also fulfills one of the following criteria:
i) A trade/services concern with total assets at cost excluding land and buildings up to PKR 50 million.
ii) A manufacturing concern with total assets at cost excluding land and building up to PKR 100 million.
iii) Any concern (trade, services or manufacturing) with net sales not exceeding PKR 300 million as per latest financial statements.
Large scale enterprises would, by default be those that have resources above the limits prescribed for SMEs.
7
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2. A majority of institutions use household income
to measure poverty. Other measures employed
include food security indices, housing indices,
participatory wealth ranking and own indices.
3. The most common definition of poverty is US$
2/day, followed by the use of US$ 1/day, national
poverty line and others (such as below taxable
income or as defined by the central bank).
4. A significant number of MFPs are able to report
on the poverty level of entering/newly joined
clients. Five institutions report that over 90
percent of their entering clients are below the
poverty line. A much smaller proportion of
clients are in the bottom half (below 50 percent)
of the poverty line.

Methods for Measuring Poverty
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FIGURE 9: CLIENT TARGETING DATA
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TABLE 1: POVERTY PROFILE OF ENTERING/RECENTLY JOINED CLIENTS
Profile of entering/recently joined clients below the PL
Less than 10%

10 to 30%

30 to 60%

60 to 90%

Greater than
90%

No data

No. of MFBs8

0

2

1

0

1

2

No. of MFIs

0

0

1

2

4

1

No. of RSPs

0

0

0

0

0

3

No. of Other MFPs

0

1

2

1

0

1

TOTAL MFPs

0

3

4

3

5

7

Percentage of clients below PL

Profile of entering/recently joined clients below 50 percent of the PL
Percentage of clients below 50
percent of PL

Less than 10%

10% to 30%

30% to 60%

60% to 90%

Greater than
90%

No data

No. of MFBs

2

1

0

0

0

2

No. of MFIs

0

2

1

0

1

4

No. of RSPs

0

0

0

0

0

3

No. of Other MFPs

1

2

0

0

0

1

TOTAL MFPs

3

5

1

0

1

10

3.3.2 Tracking Poverty
For institutions that aim to reduce poverty, it is
vital to track the poverty level of their clients. This
would allow institutions to judge how well they are
achieving their social objective of poverty reduction
and better understand their clients’ needs.
Currently, very few MFPs are tracking the poverty
level of clients who have been with them for three
or five years. A majority of these are unable to
report data on whether clients that have been with
the program for a certain period are still below the
poverty line or whether the program has helped
them move above a poverty threshold.

Despite the stated poverty goals of MFPs, reliable
and actionable data on poverty is not being
collected or collated by these institutions at
this point. Tools in use are subjective and make
local or international benchmarking difficult.
Data gaps, especially in terms of tracking client
poverty, are significant. Although historically it
has been accepted that poverty measurement and
quantification is a challenging task, there are tools
available today that can assist MFPs in collecting
and analyzing meaningful data on poverty. This is a
social bottom line that needs to be managed more
explicitly by the sector.

FMFBL reported the percentage of their entering/recently joined clients below the PL in two different brackets, as they use two different methods for
capturing poverty level of clients. The total number of MFBs in this row hence adds up to six.
8
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When looking at overall outreach for the sector,
an indicator of high importance for developing
countries like Pakistan is the ratio of female clients
within the total. As we saw in Section 2.2 on
target markets, ‘women’ is the most popular target
market segment for MFPs operating in the country.
This section looks at various gender indicators to
understand how institutions are managing their
objectives relating to women.

3.4.1 Outreach
Out of the total microcredit clients in Pakistan, 56.2
percent are women (see Box 3 for discussion on
comparisons with other regions). As microfinance
outreach has grown over the past few years, so
has the share of female clients in terms of active
borrowers and savers (Figure 10). For microcredit,
increase in female borrowers continues but appears
to be slowing down. On the contrary, female microsavers appear to have been gaining momentum
in 2009. However, other indicators that are of
significance are the Gross Loan Portfolio and the
Value of Savings: at year end 2009, while women
constituted 53 percent of total active borrowers,
they held 45 percent of the outstanding Gross Loan
Portfolio amount suggesting that loan sizes are
generally smaller for females compared with males.
Likewise, while women made up 38 percent of
total active savers, they held only 14 percent of the
Value of Savings. Interestingly, although women
were identified as the most popular target market
segment by 18 of 21 institutions, only five MFPs
account for 75 percent9 of female outreach.

FIGURE 10: TRENDS IN MICROFINANCE OUTREACH TO
WOMEN (2006-2009)
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Pakistan Microfinance Network - 2009.
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3.4.2 Empowerment Services

Box 3: Outreach to Women Globally
Comparing the overall percentage of women
microcredit clients in Pakistan to the regional
average as well as other regions of the world
provides a broader perspective. Table B gives the
share of women microcredit clients across different
regions.
TABLE B: PERCENTAGE OF WOMEN BORROWERS
ACROSS VARIOUS REGIONS OF THE WORLD

Region
Africa

% of Women
Borrowers
42.9%

East Asia and the Pacific

27.2%

Eastern Europe and Central
Asia

42.9%

Latin America and the
Caribbean

48.2%

Middle East and North Africa

53.0%

South Asia

91.5%

Pakistan

56.2%

*Source: MIX Market

With the regional average for women clients in
South Asia being 91.5 percent of total, Pakistan’s
ratio (56.2 percent) seems low. That said, the ratio
of women borrowers in Pakistan is still higher
compared to other regions of the world. South
Asia seems to have a very high ratio, unseen in
regions elsewhere, mainly due to a strong women
development focus in this region.

While women seems to be the most favored target
group amongst MFPs, it is also useful to see which
MFPs take their commitment to them a step forward
and provide additional services. These services
mostly take the form of trainings for women clients
and can cover a wide range of topics, aiming at
empowering them in one or more ways. Detailed
analysis of provision of these services in Pakistan’s
microfinance sector is given in Section 3.9.4 on
women empowerment services as a part of nonfinancial services.

3.4.3 Employment within MFPs
It is often useful to look at an institution’s internal
policies as regards to women, especially when it
views gender issues as core to its mission and target
market. It helps gauge the extent of commitment
to the values upheld at the MFP – an organization
that values its female human resources and
provides them equal opportunities is more likely to
treat women as a target group more seriously. Here
we look at women’s participation in MFP staff and
governance.
Representation in Governance: The representation
of women on MFP Board of Directors is quite low.
While Board members are not employees, they
form the most important body for an institution
as far as its vision/mission drive and key decisions
are concerned. While the average number of Board
members for MFPs in Pakistan is nine, on average
only two out of these nine are women, showing that
there is small presence of women at the governance
level.
Share in Management and Staff: Of the total
microfinance staff in the country, less than onethird is women. Figure 11 shows the proportion
of women at various organizational levels. It
appears that the largest proportion of women is
concentrated at the loan officer level, with their
ratios thinning as we go up the staff hierarchical
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ladder. This suggests that i) avenues for professional
growth are not as open as they should be for an
equal opportunity employer (gender aspect), and ii)
women at executive levels may not be attracted to
the microfinance sector as a lucrative career option.
Moreover, even at the loan officer level, there seems
to be a preference for male staff over female.

through the organization’s operations. Nearly all
those that have some policy to identify enterprises
with some environment related risk chose to raise
awareness of clients on environmental impact as
well as train/educate clients on environmental
improvements.

FIGURE 11: PROPORTION OF WOMEN WORKING IN
DIFFERENT CAPACITIES WITHIN MFPS

3.5.2 Policy for Internal Practice
Compared to policies for clients, fewer institutions
reported having a formal, written policy on
responsibility to the environment for internal
practices but nearly half claim to have an informal
policy reflected through their operations. Policies
encompass practices such as minimizing use
of conventional electricity and paper, adopting
alternative fuels and reducing the use of water.
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FIGURE 12: MFPS WITH AN ENVIRONMENT POLICY
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Businesses today, irrespective of being single or
double bottom line, are expected to act responsibly
when it comes to the environment. Microfinance
is no different. This section looks at some policy
indicators that reflect MFPs’ commitment to the
environment. These include having a policy in place
for internal purposes as well as for the enterprises
that MFPs fund, and key features of these policies.
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3.5.1 Policy for Clients
Over half of the reporting institutions have either
a formal written policy on responsibility to the
environment in place or an informal policy reflected
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3.6

CLIENT PROTECTION

FIGURE 13: PERCENTAGE OF MFPS REPORTING ON PROCEDURES
RELATED TO CLIENT PROTECTION PRINCIPLES

Internationally, there has been increasing stress
on client protection (CP) initiatives for clients of
microfinance for a number of reasons, a few of
which are:

Measures for ensuring
Ethical Staff Behavior
Meaures to ensure Privacy
of Client Information

1. Clients of microfinance tend to be poor, and are
often semi-literate which adds responsibility on
part of the MFP to protect and educate them.
2. As microfinance markets become competitive,
unhealthy practices can emerge especially at
the field level which not only harm clients but
also the reputation of microfinance as a whole.
This can lead to government intervention
resulting in imposition of stringent regulations
in order to curb such practices. However, in the
case of microfinance, regulations of this nature
often do more harm than good; and invariably
detract from the basic goal of microfinance by
impeding the creativity and flexibility required
for provision of such services.
From the dual perspective of being responsible
to clients and avoiding regulations that stifle the
sector, the global microfinance sector has agreed
to adhere to some basic CP principles (Figure 13).
These principles translate into certain key measures
that MFPs need to take to ensure a client friendly
environment, in which client rights are upheld and
they are protected and supported. This section
provides a summary of MFP client protection
measures in place10.
Figure 13 shows that a significant number of MFPs
have policies in place to address various client
protection needs. The CP principle adopted by
most organizations is transparent pricing, followed
by a commitment to avoid over-indebtedness.

Existence of a Complaint
Handling System
Measures to Avoid
Over-indebtedness
Commitment to Transparent &
Responsible Pricing/Governance

0% 10% 20% 30% 40% 50% 60% 70% 80%

Percentage of MFPs

Transparent and Responsible Pricing: Three
indicators on social responsibility to clients measure
MFPs’ commitment to responsible and transparent
pricing:
•

17 out of 21 MFP report that all their staff is
trained to communicate effectively with clients,
ensuring that they understand the product, the
terms of the contract, their rights and obligations;
and that communications techniques address
literacy limitations (e.g., reading contracts out to
clients, providing materials in local languages).

•

16 out of 21 MFPs reported that they fully
disclose prices, terms and conditions of all
financial products to their client prior to sale. This
includes interest charges, insurance premiums,
minimum saving balances, all fees, penalties,
linked compulsory products, third party fees, and
whether any of these can change over time.

•

12 out of 21 MFPs report that they do not charge
clients for their own inefficiency. Their pricing
and efficiency compare favorably to peers and
competitors.

The analysis presented here is not intended to rate institutions’ performance against the PMN’s Code of Conduct for Consumer Protection. Its scope is
limited to the MIX’ Social Performance Indicators under the area of ‘Social Responsibility to Clients’ (under Section 1 of the report) against which MFPs
have reported in the MIX Standards report.
10
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In terms of pricing transparency, an important factor
is whether interest rates disclosed to clients are
calculated on a flat or declining method (see Box
4 for discussion on this issue). In Pakistan, the flat
interest rate method seems to be more common,
especially among the MFI and Other MFP peer
groups. Even for MFBs and RSPs, while the majority
reported as using the declining balance method,
two out of five MFBs and one out of three RSPs
reported as using ‘both declining and flat’ methods,
suggesting that some loan products are amortized
with the declining balance method and others with
flat (Figure 14).
FIGURE 14: MFPS’ METHOD OF STATING INTEREST RATE

15%

30%

Flat Interest Method

55%

Declining Balance Method

Both Declining and Flat

Overall, this CP principle seems to be the most
formalized, with 71 percent MFPs having policies in
place to support it.
Avoiding Over-indebtedness: Eighteen out of
21 MFPs report that their loan approval process
evaluates borrower repayment capacity including
over indebtedness. Furthermore, loan approval
does not rely solely on guarantees (whether peer
guarantees, co-signers or collateral) as a substitute
for good capacity analysis. However, only 7 out
of 21 MFPs report that their productivity targets
and incentive systems reward grows only if portfolio
quality is high and do not create biases in favor of
lending too much to one client. The difference in
number of MFPs reporting on these indicators
suggests that although repayment capacity is
an important consideration, it is not backed by
incentives that would make it important in practice.
Overall, 60 percent of MFPs report as having some

Box 4: Disclosing Costs to Clients – Loan
Amortization: Flat vs. Declining?
An important factor that determines the
transparency of a MFP’s product price is how
it chooses to amortize the loan amount on the
specified interest rate charged to clients. While
there is much debate on the effective interest rate
(EIR), difficulty surrounding its calculation, and
whether MFPs should be regulated to disclose
this, fortunately, there is consensus over whether
amortization should be calculated by the flat
rate method or declining balance. The difference
between the two is simple: the flat rate method
calculates interest payments over the total principal
at the beginning of the loan amount, while
declining balance calculates interest payments
over the ‘remaining’ principal balance at the time of
each payment. While it is easier to implement the
flat rate system (all installments are equal), it ends
up costing the client almost double of what the
declining balance method would cost, if applied to
the same nominal interest rate. For this reason, the
declining balance method of calculating interest
payments is considered as the better option.
This is common knowledge in the broader financial
sector across the world. However, microfinance
institutions have historically preferred the flat rate
method, possibly due to the ease of calculation
and communication to the semi-literate client. In
Pakistan too, the flat interest rate method seems to
be more popular.
For the sake of transparency on costs, it is
recommended that the sector as a whole shift
to use of the declining balance method. These
recommendations have already been formalized
in some countries, for example in Bangladesh,* the
Microcredit Regulatory Authority (MRA) in a circular
in late 2010 asked all MFIs operating in Bangladesh to
amortize loans using the declining balance method.
*Source: http://www.mra.gov.bd/images/mra_files/Circular /
policyofinterestrate_v2_211110.pdf

kind of measures in place to avoid over-indebting
their clients.

18

SOCIAL PERFORMANCE REPORT 2009

Complaint handling: Eleven out of 21 MFPs
reported as having an active complaint recording
and handling mechanism in place with dedicated
staff resources, for clients.
Client privacy: Eleven out of 21 MFPs reported that
clients are told how their information will be used, and
do not allow any external use of client data without
their consent.
Ensuring ethical staff behavior: Ten out of 21
MFPs report that acceptable and unacceptable debt
collection practices are clearly spelt out in a code of
ethics, book of staff rules or debt collection manual.
In addition, half of the MFPs report that their
institutional culture and human resource systems
value and reward high standards of ethical behavior.
These two indicators combined show that 50
percent of MFPs report as having explicit measures
in place to ensure their staff adheres to acceptable
moral and ethical practices and standards of
behavior.

3.7

MEASURING CLIENT RETENTION

Client dropout rate of an MFP can indicate
many things, foremost amongst which is client
satisfaction. It is also considered an important
social performance (SP) indicator and can help
institutions better understand the appropriateness
and relevance of their services, especially if
supplemented with client exit surveys. This section
takes a look at the client retention rate of MFPs and
whether this information is used for meaningful
analysis by organizations.

(Total number of borrowers at the
beginning of the reporting period +
Number of new borrowers during the
period – Total number of borrowers at
the end of the reporting period) / Total
number of borrowers at the beginning of
the reporting period11.
Figure 15 shows the dropout rates for MFPs in
Pakistan that were able to provide the required
data. Four institutions did not have information on
number of new borrowers during the period and thus
their ratios could not be calculated. The question
of what is an acceptable dropout rate is hard to
answer. Preliminary analysis by the MIX for Asia data
showed that average dropout rate was 41 percent12
but the data set is considered too small (and for one
period only) to offer any judgment on whether this
should be treated as a benchmark or not13.

FIGURE 15: DROPOUT RATES BY MFP
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Dropout rate is defined as the percentage of clients
who had no transaction on credit with the MFI for over
12 months, and is calculated as:

This formula does not differentiate between new and rejoining clients.
Source: http://www.microfinancefocus.com/liveblog/2010/10/13/social-performance-management-%E2%80%93-ensuring-inclusion/
13
Please see the Research and Discussion paper by the Pakistan Poverty Alleviation Fund on ‘Client Attrition in Microfinance: Experience and Practice’
for a detailed analysis of issues related to dropout rates in microfinance and some case studies from the Pakistani sector.
11
12
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Box 5: Measures of Client Retention
Dropout rates are important in microfinance as they show the strength of a client’s relationship with the respective
MFPs. Monitoring trends in these exit rates can yield important insights on an institution’s performance and
products, and should comprise an important part of market research for the MFPs.
Microfinance think tanks have developed a number of ways of calculating this crucial indicator, with differences in
formulae reflecting the underlying lack of consensus over the definition for drop out clients. The formulae mostly
used are given below:
Accion formula
Dr = (X0+NC-X1)/X0
This is a simple formula, which can be calculated even with a simple MIS. Its limitation lies in its inability to be used
for new MFPs, and also for a high growth phase of older ones.
CGAP formulae
Dr = 1-[FS (within y days)/TS]
This is a complicated formula requiring a strong MIS. It is moreover narrow in approach as it only considers clients
taking repeat loans as clients and the rest as dropouts, even though they may still be availing other services and
hence should not be included in drop out calculations.
Dr = [X0+NC-X1]/Average (X0…X1)
This formula is similar to the Accion formula, but is more representative as it also covers drops outs among newly
recruited clients.
Waterfield formula
Dr = 1-[(X1-Cs)/(X0+NC-Cs)]
This formula focuses on clients with the same (continuing) loans and is a valuable indicator for institutions capable
of generating this information.
M-CRIL formula
Dr = (X0+NC-X1)/(X0+NC)
This formula has been adapted from the Schreiner Formula, and considers dropouts from the present as well as old
periods. However it tends to result in a more ‘liberal’ dropout rate from the institutions perspective.
Legend:
Dr – Dropout rate
X0 – Total number of clients at the beginning of the period
X1 – Total number of clients at the end of the period
NC – New clients (having joined during the period)
FS – Number of repeat loans made during the reference period
TS – Number of repaid loans (serviced) in the reference period
Cs – Clients with the same (continuing) loan during the period
Source: Micro-Credit Ratings International Limited. Technical Note 1 (revised): ‘Estimating Client Exit Rate’. Gurgaon, India. 2007.
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Although dropout rates seem high, only eight
MFPs reported that they regularly conduct a formal
analysis of exiting clients, either through feedback
or an exit survey (Figure 16). MFPs, however, do
have a general understanding of external factors
that are affecting exit rates. The most commonly
cited reasons for an increase in dropouts included
deteriorating law and order and political unrest
in the country, unstable economy, escalating
inflation and the power shortages. Reasons that are
more endogenous include access to liquidity and
increasing competition within MFPs.
FIGURE 16: FREQUENCY OF CLIENT EXIT SURVEYS

products, and help in understanding client needs.
Such assessments can also chart changes in client
needs as they clients mature or the economy shifts,
and help in increasing client retention and reaching
new ones.

3.8

PRODUCTS AND SERVICES: 		
FINANCIAL

Microfinance refers to a range of financial services
for the low income and poor households. These
include savings, insurance and money transfer
services along with credit. This section summarizes
the different financial products offered by MFPs in
Pakistan.
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Unlike client retention analysis, all institutions
report the use of market research to identify the
needs of existing and potential clients. Only seven
MFPs use this on a regular basis whereas the rest
only use formal market research occasionally. Given
that development of new products emerged as the
most popular reason for using market research, it
is understandable that institutions only engage
in this exercise when looking at new products or
services. However, a large number of institutions (14
out of 21) also cited the use of market research for
client satisfaction assessment. This is something that
needs to be undertaken on a more regular basis as
it can inform decisions MFPs make regarding their

Products: By virtue of being an MFP, all reporting
organizations offer microcredit services. However,
the number and kinds of credit products vary across
institutions. Due to the different needs of clients, it
is important for MFPs to develop a product mix that
accounts for these needs. In addition, increasing
competition and maturing markets require MFPs
to go beyond the ‘cookie cutter’ approach and
differentiate their products to serve different market
segments and customer demands. Figure 17 shows
the range of microcredit services available to clients
in Pakistan.
Seven MFPs offer only one kind of microcredit
service – the microenterprise loan, which is by far
the most popular. Generally, MFBs offer the most
number of microcredit products. TMFB offers
the largest microcredit product range, which
consists of seven products, followed by FMFBL
(six) and Akhuwat (five). Product-wise loans for
microenterprises are by far the most common, with
all 21 reporting organizations offering these. Next
is agricultural microcredit, with eight institutions
offering it, followed by six MFPs offering other
loans, which include loans for livestock, motorbikes,
transport loans for low-salaried workers, wedding
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loans for women, emergency loans and loans that
aim for social uplift. Loans for social uplift include
specialized loans for low salaried employees and
micro-pensioners, interest-free loans for the ultra
poor and ‘liberation loans’ which can be used for
repayment of loans taken from money lenders on
exorbitant interest rates. This range suggests that
product differentiation in credit is under way and
MFPs are beginning to offer products beyond the
typical microenterprise loan.
Products such as housing loans, loans for household
needs, loans for education and lines of credit are
offered by few institutions. A number of products
that target different audiences also help diversify
loan portfolios for MFPs.
FIGURE 17: CREDIT SERVICES OFFERED BY MFPS
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While it is important to offer a pertinent product mix
to clients, it is also important to maintain an optimal
balance between the range of products and the
institution’s capacity to manage information, clients
and staff to ensure effective provision of services to
clients.

and strategy, including the number and kinds
of products it can offer. The most common
lending models are group and individual. Other
methodologies include village banking, variations
on the group methodology, and wholesale lending
to independent organizations for onward lending
to communities.
In Pakistan, ten out of 21 MFPs employ more than
one lending methodology – varying methodology
with products. The most common lending
methodology is the solidarity group model, with 17
out of 21 MFPs reporting as using it, closely followed
by individual lending (13 out of 21 MFPs) which
has caught on as a popular methodology more
recently with the advent of MFBs. Generally; MFIs,
RSPs and Other MFPs engage in individual lending
in addition to the group method. Ten out of 21
MFPs use both the solidarity group and individual
lending methodologies.
Two out of 21 MFPs – KMFB and BRAC – both recent
entrants to the sector, employ only the individual
lending methodology. KF and NRSP – both mature
players in microfinance, have completely moved
away from solidarity group lending to a ‘group
based methodology with individual repayment
responsibility’. This is an interesting phenomenon
for the sector, as it appears to be slowly moving away
from purely solidarity group lending techniques.
Figure 18 shows the popularity of different lending
methodologies by overall sector and by peer group.
It shows that Village Banking14 is an upcoming
methodology in addition to ‘group-based individual’
lending and wholesale lending (clubbed as the
‘Other’ lending methodology).

Lending methodologies: An MFP’s lending
methodology has significant impact on operations

Village Banking is similar to wholesale lending – it involves lending in bulk to village offices, which are responsible for onward lending to village
residents.
14
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FIGURE 18: LENDING METHODOLOGIES BY SECTOR AND
PEER GROUPS

Eleven out of 21 reporting MFPs offer savings
services. The ability to offer this service is largely
determined by the legal status of an MFP: all MFBs,
by virtue of being regulated banks, are allowed
to intermediate15 client deposits, and thus all five
reporting MFBs take deposits. RSPs, MFIs and Other
MFPs, by law, can only mobilize16 deposits. All
reporting RSPs mobilize deposits, but only Asasah
amongst the MFIs; while RCDS and SDF amongst
Other MFPs, offer this service. Figure 19 depicts
savings offerings by MFPs in Pakistan by sector and
peer groups.

Sector
20

No. of Responses

15

10

5

0

Solidarity
group lending

Individual
lending

Other

Village
banking

Amongst MFPs offering savings services, MFBs
offer the greatest breadth of products, followed by
RSPs showing a limited range of products (Figure
20). The MFI and Other MFPs offering savings offer
voluntary savings only.
All MFBs offer fixed term deposits, making this the
most popular savings product offered by them.
This is followed by checking accounts, special
purpose savings accounts and voluntary savings
– the latter two being offered by 60 percent of
MFBs. In contrast, voluntary savings are the most
popular offering amongst RSPs, with all reporting
institutions offering them.

By Peer Group
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3.8.2 Savings
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In general, the MFB peer group is the only one
offering a comprehensive range of savings products
(as this peer group is the only one allowed to do so
under central bank regulation).
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Intermediation: Public deposits are used to finance an organization’s loan portfolio. Only the central bank -- State Bank of Pakistan (SBP) regulated
institutions (includes MFBs only) can accept and intermediate deposits from the general public.
16
Mobilization: MFPs not regulated by the SBP (includes MFIs, RSPs and Others) can neither hold nor intermediate deposits from the public. These
organizations however, can mobilize savings from their clients to place onwards with licensed commercial banks.
15
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FIGURE 19: MFPS OFFERING SAVINGS SERVICES BY
SECTOR AND PEER GROUPS

FIGURE 20: POPULAR SAVINGS SERVICES17 OFFERED BY
MFBS AND RSPS
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3.8.3 Insurance
Sixteen out of 21 (76 percent) reporting MFPs offer
insurance products to their clients. MFPs offering
them make it compulsory18 for clients to purchase
insurance – it is clubbed with microcredit. Figure
21 depicts this breakdown for the overall sector in

Special purpose
savings accounts
Other
0

20

40

60
% of RSPs

Pakistan, as well as within peer groups, showing
that all peer groups actively offer micro-insurance
products. However, looking at the kinds of insurance
products provided in Figure 22, credit life insurance
appears to be the only product offered by most
MFPs. In case of the MFI peer group, it is the only
kind of micro-insurance being provided.

The Other category within savings services offered refers to annuity savings and accounts with fund draw-able options other than checks.
Most MFPs make it compulsory to purchase all kinds of insurance they provide, with one exception – TMFB, which offers three kinds out of which
credit life is compulsory and the remaining two optional.
17
18
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FIGURE 21: INSURANCE PROVISION BY SECTOR AND PEER
GROUPS

FIGURE 22: TYPES OF INSURANCE PRODUCTS OFFERED BY
SECTOR AND BY PEER GROUPS
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Health insurance is the second kind of microinsurance service available, with only five MFPs
offering it. Four of them make it compulsory
for microcredit clients to purchase it. Only SDF
provides compulsory life insurance, and TMFB
offers voluntary ‘life, disability and critical illness
insurance’, termed as Other insurance product in
Figure 22.

KBL, both offering three. Figure 24 gives the kinds
of additional financial services offered. In contrast
to the MFBs, the RSP and Other MFP peer groups
offer only one additional service – that of savings
facilitation. Due to this reason, this service is the
most popular one for the sector, being offered by
seven MFPs (see Figure 24). All the other services
listed are only offered by MFBs, with mobile banking
and debit/credit cards being offered by only TMFB.

FIGURE 23: MFPS OFFERING ADDITIONAL FINANCIAL
PRODUCTS BY SECTOR AND PEER GROUPS

By Peer Group
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There seems to be much that can be done by
the sector in terms of health, life and agriculture
insurance provision, given their potential in helping
clients cope with shocks and risks.

3.8.4 Other Financial Services
The majority of MFPs in Pakistan do not offer financial
services other than mentioned in the previous subsections. Eight MFPs, however, reported that they
offer some additional financial services (Figure 23).
These include services such as savings facilitation,
mobile banking, debit/credit cards and remittances
etc.
Looking at the kinds of additional financial services
provided, the largest and most varied product mix
comes from the MFB peer group, with TMFB offering
five other financial services, followed by FMFBL and
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FIGURE 24: POPULAR ADDITIONAL FINANCIAL SERVICES
PROVIDED BY MFPS
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3.9

PRODUCTS AND SERVICES: 		
NON-FINANCIAL

FIGURE 25: MFPS OFFERING ENTERPRISE SERVICES BY
SECTOR AND PEER GROUPS
Sector

Offering non-financial services to clients, mostly
done free of charge, is an effective way to achieve
social goals for institutions and helps to address the
knowledge and skills gaps that may be present in
communities. Although there is a plethora of aspects
that can be addressed through such services,
they can be grouped into four main categories for
microfinance: enterprise services, education, health
and women empowerment. This section describes
the non-financial services being offered by MFPs in
Pakistan.
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3.9.1 Enterprise Services

Sixty-seven percent of reporting MFPs (14 of 21)
offer enterprise services. Out of these, the majority
are MFIs, followed by Other MFPs. Two MFPs
reported that they plan to start offerings enterprise
services in the future, while five MFPs do not offer
these services (see Figure 25).
It appears that enterprise skills development services
are more popular amongst MFPs compared
with business development services (Figure 26).
Although many practitioners cite these support
services as important for clients, they are high
cost interventions and are hard to sustain without
donor support. That said, MFPs are experimenting
with ways in which to provide these services to their
clients as these feed into their social bottom line.

6

No. of MFPs

Broadly, enterprise services refer to services that
help enhance the business skills of entrepreneurs
or offer practical linkages that can benefit their
businesses. The first main type of enterprise services
are related to skills development, and can include
vocational trainings and technical/management
skill courses specifically tailored to microenterprises.
The second type includes business development
services, including information, training, business
advice, consulting and marketing services, technical
assistance and business linkages.
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FIGURE 26: KINDS OF ENTERPRISE SERVICES OFFERED
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3.9.2 Education Services
Education services can have a wide scope in terms
of the kind of education being provided to a target
group, as well as in scale. The range and focus of
education services offered by an MFP is largely
determined by its goals, and scale is more a factor
of capacity and resources. 67 percent of MFPs (14
FIGURE 27: MFPS OFFERING EDUCATION SERVICES BY
SECTOR AND PEER GROUPS

Sector

33%

Offered
Not Offered

out of 21) offer some form of education service –
the RSP and Other MFP peer groups appear to be
the most proactive in this area, followed by MFIs,
while only one bank – FMFBL – offers any education
related service (Figure 27).
Various kinds of education programs can be
offered by MFPs depending on target market and
social mandate. Amongst reporting MFPs, children
and youth education is the most popular type of
education service, with one third of MFPs offering
it (Figure 28). Financial literacy is the second most
popular, and is a pertinent theme with MFPs due
to the semi- and illiteracy within target groups and
a potential to have a direct impact on improving
operations through such programs. The third
most offered service is basic/health and nutrition
education. None of the reporting MFPs, however,
offer occupational safety and workplace health
training programs.

67%

FIGURE 28: KINDS OF EDUCATION SERVICES OFFERED
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3.9.3 Health Related Services
Amongst non-financial services, health related
services are offered by the least number of
institutions. 11 out of 21 of MFPs offer these services.
One MFI plans to start in the near future, while no
MFB offers any health service at present or plans to
start in the future (Figure 29).

Kinds of health related services offered by MFPs
include i) basic medical services, involving basic
nursing, basic medical support and vaccination
services; and ii) special medical services for women
and children, including services such as basic
reproductive health and pre- and post-natal care for

FIGURE 29: MFPS OFFERING HEALTH RELATED SERVICES
BY SECTOR AND PEER GROUPS

FIGURE 30: KINDS OF HEALTH RELATED SERVICES
OFFERED
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pregnant women. Both types of services are offered
by eight MFPs, with peer group breakdowns shown
in Figure 30. One MFP i.e. SDF reports offering relief
medical camps in emergency situations and raising
awareness on health, hygiene and various health
issues on a regular basis.
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3.9.4 Women Empowerment Services
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Women empowerment services appear to be the
most popular non-financial service amongst MFPs.
16 reporting MFPs offer some services geared
towards women empowerment. One MFP is
planning to offer these services (Figure 31).
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Perhaps the strong interest shown by many MFPs
is due to the women development focus that
microfinance took in its infancy in Pakistan and
still continues to do so. This focus on women
development logically translates into the popularity
of non-financial services targeting women.
The most popular kind of women empowerment
service offered by MFPs is business training to
enhance women’s market opportunities, offered
by 14 MFPs – a relevant choice as this leads to
FIGURE 31: MFPS OFFERING WOMEN EMPOWERMENT
SERVICES BY SECTOR AND PEER GROUPS
Sector

Offered

19%
5%

Not offered but planning
to in the future
Not offered

76%

By Peer Group

women becoming better at business, better clients,
and ultimately helps MFPs achieve their gender
focused social missions. The second and third most
popular services in this category include women’s
rights education and gender issues, and training of
rights and responsibilities for group based clients,
respectively (Figure 32). MFPs offering the most
kinds of women empowerment services include
CSC, RCDS – offering five kinds, following by KF,
NRSP, TRDP, SAFWCO and SDF, all offering four kinds.

3.10 SOCIAL PERFORMANCE 			
MANAGEMENT IN MFPS
An essential pre-requisite for successful and
effective integration of social performance
management (SPM) in an institution requires buyin and understanding of this process at the top
level. This includes not only senior management
but also the Board of Directors (BoD). Trickle down
of this buy-in within the staff requires appropriate
incentive structures and training. This section takes
a look at the efforts MFPs are making in creating this
top level buy-in and the subsequent transfer of this
buy-in within lower staff levels.

FIGURE 32: KINDS OF WOMEN EMPOWERMENT SERVICES
OFFERED
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3.10.1 Social Performance 			
Management and The Board
The Board of any institution provides clarity in
mission and ensures that the institution remains
true to this mission. Board members guide and
oversee the institution’s management in developing
appropriate policies and systems in pursuit of its
mission. With regards to SPM, Board members of
MFPs have an important responsibility to ensure
that the management pursues both the financial
and social bottom lines. It is sometimes felt that the
focus on social goals is weak in institutions that also
strive for financial returns. Board composition and
explicitly defining the role of the Board in terms of
these social goals can circumvent such mission drift.
Figure 33 shows that currently two mechanisms i.e.
incorporation of social performance in institution’s
FIGURE 33: REINFORCEMENT OF SOCIAL PERFORMANCE
AT BOARD LEVEL

Others

Within the non-profit sector, it is felt that since the
Board is made up of volunteers who take on this
responsibility from a social point of view, they thus
are highly focused on the achievement of social
goals and do not require any separate committee
for this purpose.

3.10.2 Social Performance Training
As mentioned previously, training of the different
levels of staff with regards to social performance
is an important pillar of institutionalizing SPM. It is
thus encouraging to note that 18 MFPs report that
their staff was trained in one area or another of SP
during the last year. Staff trained mostly belonged
to the top and middle management, and loan
officer categories. Three institutions also reported
training Board members.
FIGURE 34: MFPS REPORTING STAFF PARTICIPATION IN
SOCIAL PERFORMANCE TRAINING
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business and strategic plans and arranging visits of
Board members to clients and staff are more popular
in the sector from the point of view of reinforcing SP
at the Board level. In terms of peer groups, MFBs rely
mostly on business plans and, in case of one MFB,
social ratings to keep the Board informed about
their SP management; whereas MFIs combine this
with visits to clients and staff as well. Two MFIs
have also formed SP committees at the Board level.

There are two categories of training on SP: general
ones including mission and social goals, gender
sensitivity and poverty measurement; and specific
ones relating to operations and policies covering
prevention of over-indebtedness, complaint
handling and collection practices. Interestingly,
MFPs that are not delivering the general trainings
are nonetheless delivering the operational trainings
as these seem to be directly related to client
satisfaction and portfolio risk. Figure 35 shows
the popularity of the common topics covered in SP
training.
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FIGURE 35: AREAS OF TRAINING IN SPM

FIGURE 36: AREAS OF STAFF APPRAISAL W.R.T. SOCIAL
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3.10.3 Staff Incentives
For successful adoption of SPM, it is important to
back staff trainings with incentive and appraisal
systems that integrate targets related to social
goals along with financial targets. Fourteen out of
21 institutions report that they appraise their staff
on aspects of SP as well, whereas five plan to start in
the future. Most common areas for appraisal include
ability to attract new clients from the target market,
portfolio quality and quality of interaction with
clients. Client retention rates and women outreach,
are also important considerations (Figure 36).

On the flip side, some institutions chose to reward
achievements in SP through incentives. This
seems less common than the appraisal approach;
however, nine MFPs report having such a system in
place whereas six plan to introduce it in the future.
Areas that are commonly rewarded mirror those in
the appraisal system. Usually these incentives are
structured to reward the loan officers, middle and
top management.
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Box 6: Social Responsibility to Staff – HR Policies
The SP framework recognizes that by virtue of its role, an MFP has social responsibility towards a) its client b) its
staff c) the community it works in, and d) the environment. Human Resource (HR) policies define the relationship
between an institution and its employees. These policies need to be fair and protect the rights of staff. Some key
data related to HR policies in the microfinance sector in Pakistan are:
1.

HR policies of most institutions provide for clear market based salaries, medical insurance for all staff, no
differentiation in remuneration based on gender, ensuring safety of staff and participation in decisions that
affect them. Over 80 percent of institutions report having anti-discriminatory and anti-harassment policies in
place.

2.

Seven institutions have a pension system in place whereas only two allow their staff the right to organize in a
union.

Eighteen institutions currently monitor staff satisfaction whereas two are planning to start. The most common
mechanism of gauging staff satisfaction is through regular appraisals, followed by the use of periodic, structured
surveys. In addition, it is quite common to interview exiting staff. Thirteen institutions report having a system in
place for addressing staff grievances.
In terms of permanent versus contractual staff, there is a clear preference for hiring permanent staff in the sector.
TABLE C: PERCENTAGE OF PERMANENT STAFF
Percentage of Permanent Staff

Less than 30%

30 to 50%

50 to 70%

Greater than 70%

No. of MFBs

0

1

1

3

No. of MFIs

3

0

0

5

No. of RSPs

1

0

2

0

No. of Other MFPs

1

1

1

2

TOTAL MFPs

5

2

4

10

In terms of staff turnover, which is considered an indicator of staff satisfaction, the picture is fairly evenly distributed
with some MFPs experiencing rates as high as 78 percent while others with rates lower than five percent.
TABLE D: STAFF TURNOVER RATES
Staff Turnover Rate

Less than 10%

10% to 20%

20% to 30%

30% to 40%

Greater than 40%

No. of MFBs

1

0

2

1

1

No. of MFIs

2

1

2

1

1

No. of RSPs

2

0

0

0

1

No. of Other MFPs

3

0

1

0

1

TOTAL MFPs

8

1

5

2

4
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4. CONCLUSION
This report, being the first that documents social
performance of Pakistan’s microfinance sector,
reflects a commitment to promotion of transparency
not only in financial performance but also social
performance by the PMN members. The report
consolidates and analyzes social performance
indicators developed by the SPTF and the MIX.
Data clearly shows that microfinance providers
view their business as one with a double bottom
line. Social goals of institutions vary, with the banks
focusing more on provision of quality financial
services to the low income, entrepreneurship
development and income generation while the
non-profits have mandates that go beyond this
and include goals of poverty reduction, social
mobilization and expanding opportunities for
the marginalized. Similarly, the extent to which
institutions proactively manage their social
performance also varies. This seems to be a function
of capacity and institutional drive rather than type
of MFP. Target markets seem to be more or less
the same across institutions: most chose to target
those living on incomes close to US$ 2/day or
US$ 1/day. Women are targeted specifically, and
several institutions back up this focus with offering
empowerment services to clients as well.
An important sub-area in social performance
is adherence to client protection principles,
viewed as the least common denominator that all
institutions must work towards on the principle of
‘do no harm’. Data reported implies that MFPs in
Pakistan take these principles seriously and have
put in place policies to enforce them, especially
on issues such as price transparency and avoiding
over-indebtedness. Given the crises microfinance
sectors have undergone across the world since
2008 (Morocco, Nicaragua, Pakistan, Bosnia and
Herzegovina, and lately India), it is vital that these
measures be taken seriously and implemented

in their true spirit. With international efforts
underway to develop certification on principles of
client protection, we will see more independent
evaluations of where institutions stand against best
practices and what gaps need to be addressed.
Successful social performance management
requires a buy in and understanding of this process
at the top, especially the Board level. A perception
in the non-profit sector is that its Board is more
focused on the social bottom line as it is made up of
volunteers who take on this responsibility because
they want to contribute to a social cause. This may be
true but intentions need to translate into effective
practice and Board members of non-profits can
also benefit from orientation sessions and trainings
on how vision can be effectively translated into
practice. This holds true for all MFPs, irrespective
of their legal structure or size. Similarly, institutions
are training staff on social goals and objectives but
there seem to be gaps in backing these up with
appropriate staff incentives. Revisiting incentive
structures and appraisal systems to incorporate
targets related to social goals can balance growth
with better portfolio quality, reaching target clients
and maintaining healthy client relationships.
While on the one hand it was encouraging to note
the response rate within PMN members on the
indicators (21 out of 26 members reported), this
excitement is dampened by the data gaps and
quality of information that was reported. This is
a factor of a) most institutions reporting on the
indicators for the first time, and b) most institutions,
even if they collect the information, not maintaining
it in their database. These gaps were more visible
in some areas than others – for example, data on
poverty profiling of clients was sketchy at best. This is
surprising since most MFPs state poverty reduction
as a prime social goal, yet have no mechanism in
place for tracking poverty levels of their clients.
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Impact assessments are few and far between, and
often rely on small samples. Development of tools
such as the Progress out of Poverty Index (PPI) and
other simple poverty scorecards enable institutions
to collect quality data on poverty at a low cost. MFPs
in Pakistan can benefit by using these tools in terms
of better targeting and tracking improvements in
their clients’ lives.
In the absence of third party validation of this data,
the reported information may be questioned on
grounds of credibility. Although a valid critique,
it needs to be kept in view that this process has
only just begun globally and efforts are underway
to develop tools such as ratings and certification
that can provide the independent evaluation of
SP data that we currently have for financial data
through external audit. It is also in institutions’
own interest to view this as a learning opportunity
and objectively identify gaps in their operations in
terms of translating mission into practice.
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ANNEX 1: GLOSSARY OF TERMS
Active borrowers

The number of individuals who currently have an outstanding loan balance with a microfinance
provider or are primarily responsible for repaying any portion of the Gross Loan Portfolio.

Client drop-out rate

Rate at which clients of an institution stop availing its services. Specifically, it is the percentage of
clients who have had no transaction on credit with the MFP for over twelve months.

Credit

Credit refers to any form of a loan – a financial service that offers liquidity at a present point in time
in exchange for an agreement to repay at a later date on predefined terms. For the purpose of this
report, credit refers to services comprising of:

Education

1.

Microcredit loans for microenterprises: loans whose purpose is to finance a microenterprise
(five or fewer employees).

2.

SME loans: loans whose purpose is to finance small or medium enterprises (greater than five
and less than 250 employees).

3.

Line of credit: a pre-established loan authorization with a specified borrowing limit extended
by a lending institution to an individual or business based on creditworthiness.

4.

Consumer loans for education: loans to finance the education of any household member.

5.

Housing loans: loan financing home purchase or improvement.

6.

Consumer loans for immediate household needs: loans mainly destined to finance
consumption and other household needs.

7.

Loans for agriculture: loans destined to activities linked to agriculture as well as livestock.

Education relates to all services with the aim of educating target groups. These services comprise
of:
1.

Financial literacy: training which addresses topics related to financial planning, savings,
investments, borrowings, budgets, interest rates, etc.

2.

Basic health/nutrition education: teaching sessions on topics such as breastfeeding, child
health and nutrition, family planning, reproductive health, etc.

3.

Children and youth education: educational programs and strategies geared toward children
and youth.

4.

Occupational safety and health in the workspace education: training that aims to inform local
entrepreneurs about how to ensure safer and healthier working conditions.
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Effective interest
rate

The actual interest rate that is in effect on a loan, after the effects of compounding have been
calculated (compounding means that interest is calculated not only on the original amount
borrowed but also on the accumulated interest of a prior period).

Enterprise services

These are services that bolster the capacity of an enterprise, and include:
1.

Enterprise skills development: includes vocational training, technical and management skills
courses to develop small-scale enterprises.

2.

Business development services: includes information, training, business advice, consulting
and marketing services, assistance with information and communications technology,
technical assistance and business links.

Enterprise

An organization created to generate income through provision of products and services.

Financial services

An umbrella term for various banking services. For this report, however, reference to these is
limited to:
1.

Debit card: a bankcard used to make an electronic withdrawal from funds on deposit in a
bank, as in purchasing goods or obtaining cash advances/ Credit card: a bankcard that may be
used repeatedly to borrow money or buy products and services on credit.

2.

Cell phones cards: a card used to directly lend out money through mobile phones and that
allows clients to store cash and repay their loans.

3.

Savings facilitation services: the MFI enables its clients to have savings in other institutions.

4.

Money transfer services: Money sent by expatriate migrant worker to their home country or
other payments in cash, check or electronic transfer, also made domestically.

5.

Payment by check: bill of exchange, or draft on a bank drawn against deposited funds to pay
a specified sum of money.

Full-time workers

Individuals working more than six hours a day, for more than eight months a year.

Health services

These are services performed by health care professionals or by others under their direction for
the purpose of promoting, maintaining, or restoring health. For the purpose of this report, these
include:
Basic medical services: basic nursing, basic medical support and vaccination services.
Special medical services for women and children: services such as infection/disease screening
tests and pre- and post- natal care for pregnant women.
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Insurance

Lending methodology

Insurance is a form of risk management primarily used to hedge against the risk of a contingent,
uncertain loss. It is usually purchased in the form of an insurance policy having a prescribed loss
coverage value. For the purpose of this report, insurance refers to:
1.

Credit life insurance: if the debtor dies prior to repayment of debt, the insurance policy pays
off the outstanding loan balance.

2.

Life insurance: insurance that guarantees a specific sum of money to a designated beneficiary
upon the death of the insured or to the insured if he or she lives beyond a certain age.

3.

House insurance: property insurance that covers losses occurring to one’s home, its contents,
loss of its use, or loss of other personal possessions of the homeowner.

4.

Agriculture insurance: coverage for crops in the event of loss or damage, and coverage for
domestic animals loss raised for home use or for profit, especially on a farm.

5.

Health insurance: covers medical treatment costs up to a prescribed extent in case of physical
injury or illness.

6.

Workplace insurance: insurance that covers medical costs and lost wages for employees
injured at work.

Operational technique employed by an institution to lend to borrowers. This can be of the
following kinds:
1.

Individual loans: a loan made to an individual borrower who is solely responsible for its
repayment.

2.

Solidarity group: a loan group made up of approximately three to ten people drawn from the
same community and where group members collectively guarantee loan repayment.

3.

Village banking: as in solidarity groups, loan repayment is guaranteed by collective
membership, but loan groups are bigger, made up of approximately 20 to 30 people (typically
women).

Mission statement

A formal, written expression of an organization’s mission that defines why it exists, what it does,
and for whom.

MIX Standards
report

A template designed by the MIX which contains a standard set of indicators for social performance
reporting. It is this template which is filled out by institutions reporting on their social performance
to the MIX.

Poverty levels: Very
poor

Individuals living below an absolute extreme poverty line. Common extreme poverty lines include:
1.

Persons in the bottom 50 percent of those living below the poverty line established by the
national government, or

2.

Persons living on less than US $1 per day: technically US$ 1.08/day per capita at 1993
Purchasing Power Parity (PPP), or on less than US$ 1.25/day at 2005 PPP.
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Poverty levels: Poor

Individuals living below a poverty line. Common poverty lines include:
1.

Persons living below the poverty line established by the national government, or

2.

Persons living on less than US$ 2/day in daily per-capita expenditures at 1993 PPP.

Poverty levels: Low
income

Individuals living above the poverty line but below the national average income. Updates on
poverty lines and PPP visit: www.povertytools.org

Regular service
point

Services which include MFP branches, mobile banking agencies or delivery services operating at
least one day a week. An area is considered to have no other MFP when a services point is located
at least 50 kilometers (or more than two hours) away.

Rural areas

Settled places outside towns and cities, such as villages and hamlets where most livelihoods are
farm-based. Farm includes crop and non-crop agriculture, livestock, fishing, etc.

Savings

Savings are part of an individual’s income that is not spend, and is hence saved. For the purpose
of this report, the term refers to savings services provided by institutions, including the following:
1.

Checking accounts: accounts which allow the holder to write checks against deposited funds.

2.

Voluntary savings: deposits are voluntary.

3.

Compulsory savings (cash collateral): savings are mandatory and used as cash collateral for
loans given out to saving individuals.

4.

Fixed term deposits: deposit that cannot be withdrawn before a date specified at the time of
deposit.

5.

Special purpose savings accounts: a deposit account for private individuals to accrue money
for a special purpose and receive interest on the deposited amount.

Semi-urban areas

Residential areas on the outskirts of a city or town with strong presence of a non-farm economy.

Staff turnover rate

Percentage of staff having left an organization during a reporting year. It is calculated as: Number
of departing full and part time employees over reporting period / Average number of full and part
time employees over reporting period.

Urban areas

Areas constituting a city or town with higher density of population in comparison to the
surrounding areas, where agriculture is not the main economic activity.
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Women Empowerment

This is the enabling of women to challenge and change gender inequalities in their households,
markets and communities. For the purpose of this report, women empowerment can be facilitated
through provision of services which largely seek to strengthen women as clients of microfinance.
These services include:
1.

Business training for women: specific training to promote women’s entrepreneurship. Besides
basic bookkeeping and business management skills it may include guidance in balancing
family and work responsibilities, group dynamics and leadership (in the case of group loans).

2.

Women leadership training: training aimed at increasing women’s confidence to work
productively, enhance their sense of self-empowerment related to control over their freedom
of movement and decision-making.

3.

Training on rights and responsibilities as leaders in participative models: develops the
leadership capacity among group members to promote the rotation of leadership roles.

4.

Women’s rights education/Gender issues (training for men and women): provides a forum for
dialogue on social and political issues, such as women’s rights and issues concerning gender
roles in the community and awareness to eliminate any form of violence and discrimination
against women.

5.

Counseling for women victims of violence: gives women victims of violence psychological
support and free legal advice.
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