
Microfinance 
- part of an integrated solution 
Lisa Jackinsky 

MICROFINANCE HAS PROVEN 
t o  be an effective tool in the fight 
against poverty. Access t o  financial 
services that are otherwise 
unavailable o r  prohibitive enables 
many of the enterprising poor t o  
expand their businesses, increase 
household income, pay for family 
necessities, and employ others in the 
community. And as clients graduate t o  
larger loans, their thriving businesses 
create a spiral of escalating impact. 

The microfinance industry is now 
united and energised around the goal 
of rapidly and massively scaling up 
microfinance services t o  reach vast 
numbers of the world's poorest. 

Recognising i t s  transformative 
power for the lives of the poor. 
World Vision has focused heavily on 
microfinance. our total loan 
portfoiio growing by an average of 
42% in each of the past four years. 
World Vision-affiliated microfinance 
institutions (MFls) operating in 46 
countries around the world have a 
combined loan portfolio of US$ 1 15 
million, with 98% of loans repaid. 

Impact evaluations have verified that 
people are better off after receiving 
these 1oans.A study of a US Govern- 
ment grant that funded World Vision's 
MFls in Tanzania, Uganda and Peru. 
conducted by George Washington 
University, showed increased 
spending on education, improved 
health status and diet, increased 
savings and business earnings, and an 
improved sense of empowerment 
among clients.' 

The need for integration 

This i s  very good news. But 
microfinance alone is not enough. For 
maximum impact, it must be part of 
an integrated solution t o  poverty. 

A holistic and integrated approach t o  
development recognises that people's 

Rose Mueni of Kongcmi, a poor area near Nairobi, Kenyo, received a KADET laan 
and set up her business Modern Typing Services. On a good day, she types same 
10 documents (invoices, letters, resumes, etc.). She also teaches students to type. 
She dreams of expanding her business and opening Kangemi's first cybcr cafe. 

physical, emotional, social, intellectual, 
spiritual, and economic needs are 
inter-connected. Working on a 
community basis t o  provide such 
necessities as clean water, education. 
food security, health care, peace-
building and spiritual nurture 
multiplies the impact to all members 
of the community. Microfinance is  an 
essential part of this integrated model 
since it addresses the economics of 
poverty and enables communities to 
sustain their development over the 
long term. 

What about the devastating impact of 
HIVIAIDS! What  about weather 
fluctuations that destroy the 
livelihoods of rural families! What 
about people in remote locations, o r  
those at the lowest income levels who 
can't afford the risk of taking a loan! 
There is evidence that people facing 

these major challenges have benefited 
from microfinance as part of an 
integrated approach. 

Microfinance and HIVIAIDS. The 
HIVIAIDS pandemic has a widespread 
and devastating impact on the 
economics of a community. Bread-
winners become debilitated, lose 
capacity t o  provide for their families. 
and must be cared for by others. 
Children are orphaned with little o r  
no source of income. Local economies 
shrivel as businesses close, jobs are 
lost, and available goods and services 
diminish. 

Providing microfinance integrated 
with an HIVIAIDS response can 
reduce such economic vulnerabilities. 
In Uganda, World Vision's MFI affiliate 
MED-Net works in partnership with 
World Vision Uganda t o  integrate 
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HlVlAlDS training with microfinance 
operations. Care and Education 
Training Teams (CETTs), made up of 
microfinance clients selected by their 
peers, receive intensive training in 
HIVIAIDS prevention and care. The 
CETTs members facilitate linkages 
with AIDS service providers and share 
information with those in their groups 
and with the wider community. 

World Vision's MFI affiliate in Malawi. 
Finance Trust for the Self-Employed 
(FITSE), also provides HIVIAIDS 
education t o  i t s  clients using a 
methodology developed by Freedom 
from Hunger. According t o  an 
evaluation conducted by JillDonahue, 
clients felt they had increased 
knowledge of HIVIAIDS. 
demonstrated a change in attitude 
toward people living with HIVIAIDS 
(PLWHA), and felt they were better 
able t o  care for PLWHA and orphans. 
In addition,"business income enabled 
clients t o  respond t o  crises, t o  pay for 
school fees for the children under 
their care and t o  cover food, medicine 
and hospital expenses when a family 
member is  bed-ridden."' 

People's physical, 
emotional, social, 
intellectual, spiritual 
and economic needs 
are inter-connected 

Even microfinance alone in high-
prevalence HlVlAlDS areas seems t o  
have a significant impact. The Kenya 
Agency for Development of Enter-
prises and Technology (KADET). 
World Vision's MFI affiliate in Kenya, 
found that 45% of clients interviewed 
care for orphans. Microfinance clients 
often become the community's social 
security safety net, caring for those 
infected and affected by HIVIAIDS. 

Micmfinance and disarter recovery. 
Poor people live on the economic 
margins, strained in their capacity t o  
meet livelihood needs. Disaster, be it 
natural o r  man-made, can bring tragic 
results.The immediate and necessary 
humanitarian response is t o  provide 
the essentials of clean water, shelter, 
food aid and health care. But when 
livelihoods are lost, such as in the 

devastating tsunami in Asia, it is  crucial 
t o  build a continuum of economic 
development activities that will 
support and not undermine the local 
economy. These may include cash o r  
food for work, cash o r  in-kind grants 
t o  restart businesses, reconstruction 
of economic infrastructure, vocational 
training and microfinance. This 
continuum can enable people t o  move 
from dependency t o  dignity. 

Even in times of disaster there are 
usually opportunities for economic 
activity, however small; the key is  t o  
diversify income sources. In Ethiopia, 
repeated drought and chronic food 
shortages have left many people 
destitute and vulnerable. World 
Vision's Ethiopian MFI affiliate. 
Wisdom, began lending in areas that 
were severely affected by the drought 
yet were supported by Worldvision's 
integrated delivery of services. An 
impact evaluation conducted through 
johns Hopkins University' revealed 
some encouraging findings. 
Microfinance clients had more 
sources of income available t o  them 
than non-clients, allowing them to  
better cope with problems o r  
disasters. Moreover, female 
client-headed households seemed t o  
benefit more from access t o  loans 
compared t o  male clients. Those 
within their homes had better diets 
and their children showed a 
decreased prevalence of malnutrition. 
They were also significantly less likely 
t o  receive food aid than male clients, 
suggesting that "microfinance 
programmes moy decrease the need 
for extended food aid which is both 
costly and unsustainable". 

Microfinance and  t he  poorest. 
Many of the world's poorest live in 
rural areas. Because of the high 
operating costs. MFls can find it 
difficult t o  lend t o  these highly 
dispersed and extremely vulnerable 
populations while at the same time 
covering the costs of doing business. 
For their part, very low-income 
families cannot usually afford the risk 
of taking a loan. 

To reach the most vulnerable 
households, in the course of its wider 
transformational development work 
World Vision organises community 

savings groups, made up of people 
interested in starting a business. Each 
member saves an agreed amount 
(which may be tiny) and contributes 
this regularly to a group fund. 
Members borrow from the fund t o  
start up o r  expand their tiny 
businesses.With loans as small as $10 
(much too small for an MFI t o  manage 
sustainably), these savings groups serve 
as incubators for business start-ups. 

As businesses grow, members find 
that their capital needs begin t o  
exceed the lending capacity of the 
group. That is  where the MFI comes in 
- when client demand and loan 
revenue potential are large enough t o  
allow the MFI t o  operate sustainably. 
Group members graduate from the 
savings group t o  become MFI clients. 
Integrating microfinance with organ- 
ised savings groups enables a combined 
effort to reach people at deeper levels 
of poverty and creates an economic 
ladder for their families and comm-
unities to climb toward success. 

Studies abound of the impact of 

microfinance on the lives of the poor. 

Yet in the context of the devastating 

realicy of HIVIAIDS,frequent disasters, 

and entrenched poverty, microfinance 

alone is not enough. An integrated 

response is  required. Linking micro- 

finance with other interventions 

multiplies impact and produces 

sustainable results for clients, their 

children and communities. W 
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lnternational Year of Microcredit 2005 

- celebrating success 

Christina Barrineau 

RESPONSE TO T H E  U N I T E D  
Nations lnternational Year of 
Microcredit 2005 has exceeded all 
expectations and demonstrated the 
immense world-wide demand for 
increased access t o  financial services. 

Microfinance i s  a powerful and 
invaluable too l  for low-income 
people, providing credit, savings, 
insurance, remittances, pension plans 
and other financial services. Given 
access t o  microfinance, people can 
build assets, increase income, stabilise 
consumption levels and protect 
themselves from potential losses. 
Through the marked success of the 
Year, microfinance has been 
recognised as an effective way t o  help 
meet the Millennium Development 
Goals (MDGs) and achieve sustainable 
development worldwide. 

While the MDGs do not include a 
specific financial sector access target, 
microfinance must be recognised as 
an 'integral part of development if 
domestic private sector growth and 
wealth creation for those in poverty 

are t o  be attained. Microfinance's 
power t o  catalyse positive change and 
development has made it a 
fundamental part of major internat- 
ional initiatives t o  achieve the MDGs. 

Theyear 's init iatives and 
key outcomes 

Created by U N  Member States t o  
assess the challenges that poor people 
confront in accessing financial 
services, the lnternational Year i s  a 
critical opportunity t o  highlight the 
enormous momentum behind and 
potential of microfinance. Under the 
guidance of global financial sector 
leaders as advisers and sponsors, the 
Year has successfully rallied the world 
t o  build inclusive financial sectors 
through several initiatives. 

No t iona l  Committees widely 
supported. The Year provided a 
platform t o  engage countries in 
aligning their financial sectors t o  
achieve the MDGs by 2015. A 
remarkable 10 1 countr ies pledged 
support by October 2005, forming 
National Committees o r  Focal Points 

Economic and Social Affairs; The Blue 
Book on Building Inclusive Finanoal 
Sectors' created an ~nnovative 
international dialogue among a unique 
array of financial sector experts t o  
address the question of why  so 
m a n y  bankable peop le  a re  
unbanked. The ground-breaking 
result is a companion guide to 
national dialogues that centres on 
creating and strengthening national 
strategies for financial inclusion. 

The D a t a  Project init ioted. 
Although there is  a broad consensus 
that microfinance is widely and 
increasingly used, there is  little hard 
data about who provides it, in what 
forms it is provided, who receives it 
and at what cost. In the second half of 
2004, the Year brought a small group 
of expert statisticians and researchers 
together with governments and the 
private sector t o  address current data 
gaps and anticipate future needs. 

As a result of this pioneering process, 
the World Bank and the UK's 
Department for lnternational 
Development (DFID), along with the 
lnternational Monetary Fund and the 
Central Bank of West African States 
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(BCEAO). have moved forward to 
develop critical new indicators on the 
quality of financial access, as a vital 
step tn dramatically extending the 
outreach of financ~al services to poor 
people around the world. 

Global Micro-entrepreneurship 
Awrrrds. In addition to addressing the 
serlocls task of increasing access ro 
finanaal services. the Year celebrated 
the passion. dedication. and 
tremendous hard work of poor and 
low-income entrepreneurs world- 
wide. To pay tribute. more than 30 
countries participated in the Global 
Micro-entrepreneurship Awards. 
bringing together thousands of 
rnicrofinance clients, students, private 
and public sector profess~onals, 
senior government officials, and UN 
staff. 

In November 2005, GMA contestants 
rang the opening bells of more than 

30 stock exchanges around the world, 
sending a strong message that 
inclusive financial sectors play a 
pivotal role in poverty eradication. 

Looking fornard 

The International Year of Microcredit 
marks a pivotal milestone in the 
evolution of microfinance. The 
foundation for critical developments 
in the field have been firmly 
established: poor clients, heads of 
state, the private sector, central banks, 
students, professors, NGOs and poor 
clients have joined together to propel 
rnicrofinance to  the forefront of 
development and the achievement of 
the MDGs. 

The road to building inclusive financial 
sectors around the world is long and 
arduous. but. as the Year has clearly 
demonstrated. we are poised to 
revolutionise access to finance for 
poor people everywhere. 

Access, In the words of John Bari 
Kalinga, a micro-entrepreneur In 
Kenya, means: "I want t o  eat by the 
sweot of my own brow. If I'm out 
beggmg on the street, rt  won't help my 
chiidren at all. I want my children to 
learn from me. I want them to say: 'My 
fother did this.' That is why I do all of 
this ... i'm building a foundation for the 
fiture." 

A young glrl'in Kosovo. with one o f  her family's prixed milk rows. After  the war. her fother received one cow as a grant, 
then when the  famrly wes back on i t s  fee? he took a micro-loan of 300 c u i w ~  to buy a second cow. He now has sir cows, 
I n d  Inrends to seek a new loon to  modernire blr barn and begin servlclng a comrnerciul dairy. 
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