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Abstrakt
Tato práce se zabývá komercializací mikrofinancí. Konkrétně jedním z
jejích možných negativních dopadů – tzv. Mission driftem. Mikrofinance by se
daly popsat jako finanční nástroj, který umožňuje poskytování bankovních služeb,
většinou malých půjček, chudým lidem, žijícím v místech kam tradiční bankovní
sektor nedosahuje. Komercializace mikrofinančních institucí znamená, že tyto
instituce začnou vyhledávat komerční zdroje financování. K tomu většinou
dochází, když se například některá mikrofinanční nezisková organizace přemění
na regulovaný komerční subjekt.
Mission drift je pak situace, kdy se mikrofinanční instituce komercializují
a zároveň při tom ztrácí zájem o nejchudší klienty, protože se snaží plnit jiné cíle
jako například zvýšení profitu. Proto říkáme, že se tyto instituce odklání (drift) od
své původní mise (mission), kterou je obvykle boj s chudobou. K dnešnímu dni
nebylo na toto téma provedeno mnoho výzkumu. Navíc se odborníci, zabývající
se mikrofinancemi, a lidé pracující v mikrofinancích, nemohou shodnout ani na
tom, zda vůbec tento jev existuje. Hlavním cílem této práce tedy je blíže
prozkoumat existenci mission driftu s využitím dat z databáze MIX. K tomuto
zkoumání je použita kombinace regresní analýzy a analýzy historického vývoje
pozorovaných mikrofinančních institucí.

Klíčová slova
Mikrofinance, Mikrofinanční instituce, MFI, Komercializace, Mission drift,
Chudoba, OLS model, regrese

Abstract
This thesis is focused on commercialization in microfinance. Particularly
on one of its possible negative impacts - the mission drift. Microfinance could be
described as a useful financial tool that makes it possible to provide banking
services, usually small loans and deposits, to rural poor people who live in places
where it is hard to access the traditional banking sector. Commercialization of
microfinance institutions means that the MFIs seek for commercial ways of
funding. This usually happens when, for instance, some of the microfinance
NGOs transforms into regulated commercial entity.
Mission drift is then a situation when the microfinance institutions (MFIs)
commercialize and abandon some of their poorest clients in order to pursuit some
non-social goal such as sustainability or profitability. Therefore the MFIs drift
from their original mission which is usually to fight the poverty. So far, there has
not been conducted a lot of research on this topic. Furthermore, neither the
microfinance experts agree with each other about the existence of mission drift.
Therefore the main goal of this thesis is to closer inspect the mission drift on data
from the MIX database. To do this we have used the regression analysis,
combined with analysis of historical performance of the observed MFIs.

Keywords
Microfinance, Microfinance institution, MFI, Commercialization, Mission drift,
Poverty, OLS model, regression
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Introduction
Fighting the poverty got a new dimension during the last thirty years. The
poor from low income countries are no longer uniformly understood as nonbankable clients. The reason of this change in perceiving the poor lies in
microfinance. Microfinance institutions (MFIs), headed by the famous Grameen
Bank, brought new methods of financing the poor and successfully overcame
several bottlenecks of serving them, such as the lack of collateral.
The problem is that these microfinance institutions alone do not dispose
with enough funds to saturate the immense demand for such financial services for
the poor in low income countries. The reason for this lack of funds lies in the way
of funding microfinance. These institutions usually do not have the access to
commercial ways of funding, i.e. they often hardly attract the commercial
investors who dispose with the necessary funds. This is one of the reasons why
some of the microfinance institutions decided to transform themselves into
regulated entities and started to attract commercial funds, i.e. they began the
process of commercialization.
However, there are many microfinance experts and practitioners, headed
by prof. Yunus of the Grameen Bank, who strongly disagree with the
commercialization of microfinance. They argue that this change may bring more
than just new possibilities of funding. The problem, they see, lies in the concern
that these newly transformed institutions get also a new goal besides the
commercial funding - the sustainability (profitability). However reasonable this
new goal may sound, the microfinance institutions were founded in order to fight
the poverty, i.e. to serve the poorest clients. Therefore the critics of
commercialization worry that this original goal can be sometimes in conflict with
the new one (sustainability). The critics claim that possible impact of this conflict
is that the institutions shift from their original mission and focus on relatively less
poor customers. This shift is called the Mission drift.
The goal of this thesis is to closer inspect the commercialization and to
analyze the mission drift on the latest available data.

The first chapter defines microfinance, describes its history and evolution
in the last thirty years and looks at the methods it uses. Moreover we will inspect
15

some bottlenecks of serving the poor and show how they are handled by the
microfinance methods. Finally we will look into importance of women for the
microfinance institutions in the first chapter.
Second chapter is devoted to commercialization of microfinance. We will
particularly describe the ways of funding the MFIs and the transformation of
microfinance which is connected to it. Furthermore we will look at what attracts
the investors in microfinance. And last but not least we will inspect the conflict
between MFIs’ social mission and the commercialization, i.e. the mission drift.
The last, third, chapter is the main part of this thesis. We will look at the
recent trends and development of several important factors related to the mission
drift and analyze them, using simple econometric model on the latest available
data. Our aim is to find some evidence in the data that would prove the existence
of the mission drift or that it does not constitute any threat for the poorest people
in the low income countries.

16

1 General Overview of Microfinance
Microfinance could be described as a useful financial tool that makes it
possible to provide banking services, usually small loans and deposits, to rural
poor people who live in places where it is hard to access the traditional banking
sector. According to Armendáriz & Morduch (2010), it is estimated that there are
between 1 and 2 billion people lacking access to such (even elementary) formal
financial services.

Therefore we can broadly define microfinance simply as

financial services for the poor.1 So what makes it different from other financial
services for the poor? The answer is that microfinance demonstrated that even the
poorest people can be reliable clients of banks.2
Microfinance institutions (MFIs) provide mostly small short term loans with
regular high frequency repayment schedules without typical form of collateral.
The clients of MFIs are mostly from the poorest part of population and they
usually seek for credit in order to set up a small business of their own.
This chapter begins with brief history and evolution of microfinance in the
last thirty years, then it shows some of the methods and approaches the MFIs are
using and finally it focuses on the importance of women clients for microfinance
and vice versa.

1.1

Brief History and Evolution
The origins of microfinance are connected with Professor Muhammad

Yunus, the founder and former director of the Grameen Bank of Bangladesh.
Mr. Yunus and the bank were very influential for the development of
microfinance so we firstly focus on this bank before we describe the global
microfinance development.

1
2

Gonzalez a Rosenberg, „The State of Microfinance - Outreach, Profitability and Poverty“, p.1.
Cull, Demirguc-Kunt, a Morduch, „Microfinance meets the market“, p.3.
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1.2

Origins of Microfinance – the Grameen Bank
“The Grameen Bank, long the flagship of the microfinance movement, has

consistently been upheld as a pinnacle of stability, self-sufficiency, and
effectiveness in using microfinance as a tool for lifting households from poverty.”
(McIntosh and Wydick, 2004)3

The Grameen Bank is pioneering institution of Microfinance and its
founder, prof. Yunus, was awarded the Nobel Peace Prize in 2006. We will now
take a closer look at it in order to make the importance of this institution and its
impact on other MFIs clearer.
In 2009, the Grameen Bank had 6,4 million clients and there is no doubt
that it has positively influenced great number of lives of the poor. But more
importantly, it had a great impact on perception of the poverty reduction and
shape of the microfinance.4

The history of Grameen Bank dates back to the 1970s when Mr.Yunus
returned to Bangladesh after finishing his studies in the USA. He was concerned
about the situation of poor people in the country and developed a plan of
systematic lending, of amounts about $10 or $20, to poor men and women there.
It took him some time of improving but he finally developed a model that
worked. Hulme (2008) describes that Mr.Yunus based his “Grameen model” on
the following points. He was lending to rural poor women who were organized
into groups, consisting of five members, where all members had responsibility
for the loans of each other. Furthermore, in compare to the government
institution and NGOs providing loans, he charged higher interest rates, forcing
his clients to make compulsory savings (called microsavings) every week. In
general, he focused on simple, standardized products which required regular,
small repayments.5 Here we can find the origins of the commonly used
principles in microfinance such as the already mentioned small size and group
based loans.
3

McIntosh a Wydick, „Competition and microfinance“, p. 273.
Hulme, „The Story of the Grameen Bank“, p.3.
5
Ibid.
4
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As the Bank was growing in 1980s it needed more funds. The solution
for next ten years was in donor support. Particularly in the “Grameen Bank
Donor Consortium“, which was financed mostly from foreign aid agencies in
Bangladesh.6
The Grameen Bank kept on growing and it reached over million clients
by 1999. But what is more important - the Grameen Bank model has started
being internationally replicated during the 1980s. Firstly through the bank
management visits abroad, but later there were established regular programmes
for replicators.7 This trend holds until today although there are some other
similar programmes for replicators. But the Grameen bank model is still the
most frequently used one when some of the MFIs intend to extend their services
to the microfinance.8

To get the whole picture of Grameen Bank, we must remark here that it
went through a crisis and faced some serious criticism in 2000 which led to
reshaping of the bank’s strategy Grameen I to a new “program” called Grameen
II. This new “program” has put Grameen Bank back on track and it was able to
attract 2,5 million new customers, double its loan portfolio and triple the
deposits it held in only three years, resulting in steep increase of profits from
about USD 1 million in 2002 to incredible USD 7 million in 2005.9

We will now leave the Grameen Bank and focus on the global
development of microfinance.

1.3

Microfinance Evolution
In 1970s, it was commonly believed that serving the poor in low-income

countries means to put extensive subsidies into the financial institutions
providing these services.10 These subsidized institutions were usually

6

Hulme, „The Story of the Grameen Bank“, p.5.
Ibid., p. 6.
8
Komera, „Provision of Microfinance Services“, p. 3.
9
Hulme, “The Story of the Grameen Bank,”Hulme, „The Story of the Grameen Bank“, p. 8.
10
Cull, Demirguc-Kunt, a Morduch, „Microfinance meets the market“, p. 3.
7
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government banks which focused on farmers. Cull et al. (2008) describes that
most of these “… state-run banks were driven by political imperatives, and so
they charged interest rates well below market rates and even then collected loan
repayments only half-heartedly.”11 The low efficiency together with the bank’s
focus on lending solely to farmers, whose business has a risky nature, caused
that these institution were inefficient, costly and most importantly ineffective in
reaching the poor. Important change came in 1980s. The change lied in shift of
the MFIs focus from farmers to urban (or village) people who were usually
having small stores, making handicrafts, etc.12
There were three important consequences of this shift. First, that “…nonfarm businesses tend to be less vulnerable to the vagaries of weather and crop
prices, and they can generate income on a fairly steady basis.”13 Second, that
the default rates of the top MFIs substantially declined to less than 2%.14 And
the most important, third consequence, was that this shift meant not only a
change in the focus of MFIs business but furthermore it helped to overcome the
false assumption that serving the poor must be always heavily subsidized.15
The last “step” in the evolution of microfinance is its commercialization.
A simple way how to describe the process of commercialization is, according to
one of its definitions, that an MFI looks for commercial ways of funding in order
to finance its functioning. That change is often a result of transformation of the
MFIs. This whole thesis is focused on this “commercial phase” of microfinance
so we will get back to it in a more detailed way in chapter two.

1.4

Serving extremely poor clients – bottlenecks and

methods to overcome them
Many of the MFI´s clients in low income countries are small
entrepreneurs. There is a paradox in serving such small entrepreneurs in low
income countries related to one of the elementary ”laws” in economics – the
principle of diminishing returns to capital. This principle is derived from the
11

Hulme, „The Story of the Grameen Bank“, p.4.
Cull, Demirguc-Kunt, and Morduch, “Microfinance meets the market,” p. 3
13
Ibid.
14
Ibid.
15
Ibid.
12
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assumption of concavity of production function and it basically says that
entrepreneurs who have only little capital should be earning higher returns from
their investments in compare to entrepreneurs with significantly more capital.
“Poorer enterprises should thus be able to pay banks higher interest rates than
richer enterprises. Money should flow from rich depositors to poor
entrepreneurs.”16 We can put this situation graphically:

FIGURE 1.1

Source: Armendáriz and Morduch (2010), p.6

In other words, according to this principle, it is surprising that the
commercial banks in low income countries do not pay a lot of attention to such
poorer entrepreneurs seeking for credit.
The following subheads focus on explaining why this happens.

1.4.1 Bottlenecks
This part of the thesis describes main problems with lending to extremely
poor people in low income countries. Most of the following problems are related
to lack of information about borrowers and lack, if there is any, of collateral
such borrowers can offer. There are two main bottlenecks that MFIs face when
lending to its clients.
16

Armendáriz a Morduch, The Economics of Microfinance, p. 6.
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The first one is moral hazard. The problem here is that the lender, an
MFI, is usually unable to sufficiently evaluate whether the choices borrower
makes lead safely to serve the purpose the borrower needed credit for. Imagine a
borrower who, “on his way” to serve the purpose he needs credit for, chooses to
make riskier decisions than he claimed to the MFI. As a result, his probability of
defaulting increases and thus he should be charged with higher interest rate but
the MFI does not know about this change therefore it cannot charge him the
sufficient interest rate. Consequent problem is that the possibility for MFI to
collect collateral, in case of default, remains unchanged (i.e. usually rather
small). Thus the borrower who cannot offer sufficient or any collateral, when
lending credit, does not face full consequences of his actions.17

The second bottleneck is adverse selection. This problem is caused by
lack of MFIs information about the borrowers and their projects. Therefore it
cannot properly evaluate the risks and also distinguish risk-averse borrowers
from the risk-seeking ones. This situation results in setting one level of interests
rates for all borrowers which is often excessively high. Therefore the safer, riskaverse borrowers cross-subsidize the risk-seeking borrowers.18 If this happens,
the exceedingly high interest rates might then discourage more risk-averse
borrowers, i.e. usually the ones most desirable for MFIs, from taking loans and
the bank’s client portfolio becomes more difficult to balance.
In general, it is hard for the MFIs to determine the right level of interest
rates with respect to risk it is facing from its clients because “if the bank raises
its interest rates as a response to perceived risks, it may end up exacerbating
incentive problems to such a degree that profits fall rather than rise.”19

Talking about the interest rates, it could be interesting to mention their
level in the real world and look at how high these interest rates usually are in
compare to the MFIs’ main substitutes – the loan sharks. Dieckmann (2008)
found that loan sharks, who often operate in the same regions as MFIs, charge
up to 1000% p.a. which is several times more than MFIs who charge “only”

17

Based on: Ibid., p. 58.
Ibid., p. 41.
19
Ibid., p. 58.
18

22

between 15% and 70% p.a.20 It might still seem to be very costly for borrowers
to lend from MFIs but it is not easy to lower the interest rates because
administrative cost consumes up to two thirds of the interest revenues and there
is often also need for quite high risk provisions.21 Nevertheless, there are some
efforts to lower the interest rates, but they often point the wrong cause as
described in the following quotation from Paul (2010). “Usury laws and other
methods of setting interest rate ceilings have been popular in MFI host
countries. Unfortunately, interest rate ceilings set by host country governments
strike at the symptom, and not the cause of the problem, because they do not
address the operating costs that are the source of high interest rates.”22

Both of the previously mentioned bottlenecks, the moral hazard and
adverse selection, are related to lack of collateral (or insufficient collateral).

There is one more important particularity in serving poor clients in low
income countries. It is the size of loans and the frequency of repayment
schedules. Figure 1.2 shows average loan in different regions in 2006.

FIGURE 1.2
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Dieckmann, „Microfinance“, p. 1.
Ibid., p. 1, 2.
22
Paul, „Bridging the Gap to the Microfinance Promise“, p. 6.
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To get a better picture about the loans in low income countries, we can
look at the figure 1.3 that shows that majority of borrowers (63%) live in South
Asia and Africa, so that the average loan is on average usually less than USD
270.

FIGURE 1.3

Borrowers per region
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FIGURE 1.4

Average loan size in South Asia, MENA and Africa,
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So what are the costs of such loans? It was already mentioned that the
MFIs charge quite high interest, in compare to “western standard” rates, but up
to two-thirds of the interest revenue cover the administrative costs. Moreover, if
24

we take a look on the data from 2006 provided by The MIX, including 973
MFIs, we find out that the cost per borrower was on average USD 13723. So we
have average costs per borrower of USD 137 in compare to USD 151 as 70 %
interest24 p.a. charged on the average loan of USD 216. But if, in this case, the
interest would be lower than 63,4%, the loan becomes loss making.
We will now focus on MFIs efforts to overcome these problems.

1.4.2 MFIs methods
The solution to the two main bottlenecks mentioned above, moral hazard
and adverse selection, would be in overcoming the typical lack or absence of
collateral (in case of poor borrowers in low-income countries).25
So what are the innovative methods that make microfinance so powerful
tool? And are they able to overcome the above mentioned bottlenecks?

The methods it uses have been mostly developed during the last thirty
years. We will now closer describe the most influential ones of them.

The most important improvement is the group lending with joint
responsibility. The MFIs do not take the typical forms of collateral from the
borrowers.26 It is obvious that every bank needs some kind of insurance that
prevents borrowers from paying back less or none of the loans. The group
lending provides such kind of “insurance” for MFIs. “From the standpoint of
economic theory, the group-lending contract addresses the … information
imperfections that cause moral hazard and adverse selection.”27

So how does it work? MFIs do not lend to an individual but usually to a
group of five to twenty people. The loans are small and at first only one member

23

MFIs from East Asia nad Pacific, Eastern Europe and Central Asia, Latin America and the
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of the group gets the loan. Then, if the first borrower does not default, the MFI
extends the credit to additional members of the group.28 Members of the group
guarantee for each other, so that if one member faces a problem with repaying,
the others must help him or in an extreme case to repay the whole installment for
him. “This procedure creates an incentive for the group to monitor each other’s
behavior and to ensure borrower discipline”29. The whole situation is depicted
on figure 1.5.
The success or failure of the first group is then sometimes crucial for the
rest of potential borrowers living in the first group’s area because some MFIs
leave the area in case of the first group’s failure. Moreover, it is important for
the borrowers to have a good repayment history because the MFIs often value
reliable clients and next time, these clients need credit, they offer them a greater
amount of it. Numerically, the first loan can get about USD 100 but the
following loans can be even several times higher, if the borrower proves to be
reliable.30 In other words, the MFI does not need a lot of information about its
borrowers as the group lending enables it “… to transfer (in whole or part) onto
customers the responsibility for jobs usually undertaken by lenders. These jobs
include screening potential customers, monitoring their efforts, and enforcing
contracts.”31
Armendáriz a Morduch (2010) mention an important assumption related
to group lending – the borrowers are expected not to lack good information
about each other. If they would lack such information, it would be better for the
MFIs to use other type of contracts as there would be no advantage in using the
group lending.

Repayment schedule is another key factor in microfinance. The schedule
is important as it helps the MFI’s customers to manage cash flows and
consequently it allows the MFI to get to its customers’ resources before they can
spend them. To be more specific, the repayment frequency is usually once a
week or once a month. The reason for this quite frequent collection of

28

Dieckmann, „Microfinance“, p. 4.
Ibid.
30
Ibid.
31
Armendáriz a Morduch, The Economics of Microfinance, p. 128.
29

26

installments is to allow the borrowers repay their loans in manageable bids, i.e.
to divide the installments into small pieces, so that they are bearable for the
clients. Moreover, these bids should be small enough to enable the clients repay
them from other funds than revenues from the given investment project32
But the weekly/monthly meetings between the group members and the
MFI have another feature as they allow the MFIs to “… monitor the repayment
status of each debtor publicly, which increases the transparency within the
group.”33 Dieckmann (2008) further explains that this minimizes the costs of
screening the debts and creates a pressure inside the group which supports the
members’ incentives to monitor each other’s status.34
It is interesting to mention the possibility of group formed by relatives
which makes even greater pressure not to fail as it would mean not only struggle
with the MFI but more importantly it could jeopardy the relations among the
group members (relatives).

FIGURE 1.5: GROUP LENDING

Source: Adapted from Dieckmann (2008), Deutsche Bank Research
32
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On the other hand, the risks and mainly the costs of the joint-liability fall mostly
on the risk-averse members of the group as they are the ones who will probably,
in case of problem, subsidize their risk-seeking partners.35

Finally, women play an important role in microfinance, thus we will
focus on them in the last subhead of this chapter.

1.5

Women participation among clients
It might be surprising fact, but women form most of the microfinance

clients. For example, in the case of the Grameen Bank women represent 97% of
the bank’s clients. Globally, at the end of 2009, women formed 81.7% (i.e.
104,694,115) of the poorest microfinance clients.36 If we take a look at figure 1.5
we can see that there has been an enormous increase of the women borrowers
between 1999 and 2009.

FIGURE 1.6

Source: Reed (2011), STATE OF THE MICROCREDIT SUMMIT CAMPAIGN
REPORT 2011

35
36

Giné et al., „Microfinance games“, p. 4.
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Reed (2011) found that the increase in women borrowers was from 10,3
million in 1999 to 104,7 million in 2009 which means an incredible 919 %
increase in ten years and 94,4 million new women clients.37
So what makes women preferred clients? Dieckmann (2008) explains
that women are usually more reliable customers because they have stronger
social and family ties, i.e. their investment strategy is often more conservative
and thus less risky for the MFIs.38 Armendáriz a Morduch (2010) adds another
reasonable argument pointing out that 70 % of the poor people39 in the world are
women.
Therefore it is not that surprising that some institutions (mostly some
NGOs) focus exclusively on serving women.
Furthermore, it appears that women are also “… the main brokers of
children’s health and education (…) [, so] that enhancing opportunities for
women can be good for both efficiency and intrahousehold equity.” 40
The last argument for MFIs to prefer women borrowers is that the cost of
monitoring them are often relatively lower due to their family ties which limit
their mobility.41
We will get back to this topic in chapter two where we will inspect
impacts of commercialization on MFIs client portfolio.

The following second chapter focus on commercialization and how (if) it
reshapes the MFIs goals and methods to achieve them.
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2 Commercialization of Microfinance
More and more investors are getting involved in the so called “Socially
responsible investments” (SRIs). The difference between commercial and social
responsible investment is in the presence of double bottom line in case of the
SRI. This simply means that the SRIs are also motivated by the financial return
but besides that they also consider social consequences.42 This is why we refer to
the double bottom. Investing to microfinance belongs to SRI by its definition.
When we look at the data between 1995 and 2007, depicted in figures 2.1 and
2.2, we will see a sharp change in SRI development.
FIGURE 2.1
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Numerically, the US SRIs grew by 258% between 1995 and 2005 and by
34% between 2005 and 2010. The European SRIs were increasing even faster
because they have more than quadrupled between 2006 and 2009. But for all
that, there is still large demand for financial services left unsaturated. It is
estimated that there is from 40% to 80% of population without access to formal
sector financial services in most of the poor countries.43 The reason I have
mentioned these numbers here is that it is estimated that the MFIs lack about
USD 30 billion a year in order to at least partially fill this gap. Thus some
researches think that capital markets, if allowed to develop, could provide this
funds.44 In simple words, the capital markets are becoming more and more
important for MFIs.45 The question is: How will the MFIs reach the capital
markets or other commercial ways of funding? The answer might be: Through
the commercialization …

2.1

Commercialization
What is commercialization? There are several definitions of this term.

Simple one is that management of an MFI embraces market based business
principles. But this is a very wide definition. More specific one is that “…an
institution is seeking to operate using commercial source of funding (i.e. with no
direct or indirect subsidy element)”46 This is how we will understand
commercialization in this thesis.
There are a many various types of the MFIs in different stages of
commercialization. Some of them are regulated and financially sustainable, for
example the microfinance banks, and some of them are heavily dependent on
subsidies. Meehan (2004) divided the MFIs according to commercialization as
depicted on figure 2.3.
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FIGURE 2.3

Source: Meehan (2004), p. 7

It is obvious that the institutions in the first two tiers, marked as formal
institutions, are more attractive for commercial investors. To be more specific,
the first tier consists of the top, mostly regulated, MFIs. Second tier consists of
younger MFIs which are often in the process of transformation into regulated
MFIs. Third tier is made up mainly by NGOs which often lack access to
sufficient funding. The last, fourth tier consists of institutions which are not
focused mainly on microfinance. There is one more thing apparent from the
figure 2.3. – it appears that there is a positive correlation between
commercialization and profitability. Strictly speaking, only about 2% of the
MFIs are sustainable and able to make some profit. One might object that
profitability is not and should not be the main objective of the MFIs. But the
point is that this proves that it is possible for some MFIs to serve the poorest
32

people on this planet and make some profit at the same time. Nevertheless this
connection between commercialization and profit causes a lot of disagreement
among microfinance experts. Some of them fear that commercialization may
lead to the shift from the poorest clients in order to achieve greater sustainability
and higher profit. This shift is called the mission drift. We will closer inspect
this phenomenon at the end of this chapter and in the next chapter.

It was already mentioned that commercialization is by definition related
to the MFIs funding. So what are the possibilities of the MFIs funding?

2.2

Funding of the MFIs
There are number of funding possibilities for the MFIs. Adrian Gonzales,

a researcher from The MIX, examined funding of microfinance using the latest
data from The MIX database. Among other things, he made a classification of
the funders’ profiles. Based on his classification, funders were divided to five
categories, i.e. Development financial institution (DFI), Government, Financial
institution, Fund and others.47 The classification well describes the individual
funders profiles thus we will use it in this text. We can take a closer look at these
categories in box 2.1.

BOX 2.1
Classification of MFI Funders

DFI: Development Financial Institution - A financial institution owned by foreign
government(s) that raises private capital to finance projects with development objectives.
Examples include Asian Development Bank or IFC.

Government
 Bi/Multilateral: A bilateral or multilateral aid agency owned by foreign governments, like
Agencia Española de Cooperación Internacional or International Fund for International
Development.

47

Gonzalez, „Microfinance Funders Profiles“.
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 Development Program: A foreign government program or other public program with
development objectives. Examples include FONDESIF – Bolivia, National Livelihood
Support Fund – Philippines, or Social Security Corporation - Jordan.
 Government: A national administration, department, or agency of any sovereign nation. Most
cases involve the local ministry of economy or finance.
 Central Bank: A domestic central bank.

Financial Institution
 Commercial Bank: A bank or other regulated financial institution where private entities are
majority shareholders. Some examples of commercial banks considered include: ABN
AMRO, AXIS Bank, Citibank, or HSBC.
 Cooperative: A financial institution owned by its members, not external shareholders.
 Public Bank: A bank or other regulated financial institution where the national government is
a majority shareholder. Examples include the Republic of Srpska Investment-Development
Bank and State Bank of Mauritius.

Fund
 Blended Value: A fund that offers below-market returns to socially-focused investors and
provides a mix of debt and equity finance to MFIs. These funds are generally managed by
non-profit organizations.
 Commercial Fixed Income: A fund that seeks a close to money market return from fixed
income investments. Examples include Minlam Microfinance Fund and Deutsche Bank Startup Fund.
 Holding Company: A company that provides mainly equity finance and technical assistance
to start-up microfinance banks. It usually holds a predominant stake in its investees and is
generally accessible by private invitation only. The most common holding in the sample was
ProCredit Holding AG.
 Mutual Fund: A fund that seeks a close to money market return primarily from fixed income
investments. Mutual funds publish their NAV on a monthly basis and are regulated by market
authorities (undertakings for collective investment regulations). Examples include Dexia
Microcredit Fund and responsAbility Global Microfinance Fund.
 NGO/Foundation Fund: A fund managed by a nonprofit or foundation that specifically
targets MFI investments. Examples include Oikocredit Nederland Fonds and PlaNet
Microfund.
 Private Equity: A fund that provides mainly equity finance and seeks a market return with a
long time horizon. Most private equity funds are driven by commercial organizations with a
strong development emphasis. For example: MicroVentures and Shorecap International Ltd.
 Structured MF Vehicle: A fund that offers microfinance investors a range of asset-backed
securities with different risk and return profiles. These are generally classified as CDOs, and
their assets are comprised only by a static pool of fixed income investments (pool of loans to
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MFIs). Examples include BlueOrchard Microfinance Securities I and Microfinance Securities
XXEB.

Other
 Corporation: A registered legal entity. In the case of this survey, corporations do not include
governments, non profits, funds or financial institutions.
 Individual: A person or persons.
 NGO/Foundation: A nonprofit corporation or other nonprofit entity. Common names in this
category include ECLOF, Friends of WWB, and Grameen Foundation.

Source: Adapted from Gonzales (2010a)

We can see that the variety of funders is quite rich, consisting of both
public and private investors same as of commercial and non-commercial funders
(e.g. donors). The most advanced way of funding MFIs is probably the
Structured MF Vehicle (MIV). There are more types of the MIVs but they all
rely mainly on the provision of debt finance to MFIs and the ten largest MIVs
serve about 67% of the market.48
Gonzales (2010a) was particularly examining the possibilities of funding
new start-up MFIs. Doing this, he found that the financial resources are quite
unequally distributed between the MFIs he was inspecting. Strictly speaking, he
found that about 10% of the observed MFIs receive roughly 76% of all
microfinance funding.49So what are the determining factors for MFIs to reach
the funding it needs?

There are more points of view on the options of financing the MFIs have.
We will look at two of them. The first one is from Meehan (2004), who arranged
MFIs according to their stage of commercialization (see figure 2.3) and type of
financing they can reach at the particular level of development. The types of
financing are divided into public, internal and private. The private financing
consist obviously of the most commercial ways of funding. We can take a look
at this sorting in table 2.1.

48
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TABLE 2.1
Type of Financing

Tier 4

Tier 3

Tier 2

Tier 1

Start-

Break-

Profitable

Commercial

up

Even

NGO

NGO

NGO

FI

NGO

FI

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

X

Return

Public Financing (Donors, Apex,
Foundations)
Grants
Below-Market
Loans
Guarantees/Q-E
Internal
Compulsory
Savings

X

Voluntary Savings

X

Retained Earnings

X

X

X

X

X

Commercial Loans

X

X

X

X

Guarantee Funds

X

X

X

X

Private
a) Debt

Bonds

X

X

Securitization

X

X

Inter-bank

X

Borrowings
b) QuasiEquity

X

X

X

X

X

c) Equity
Socially
Responsible Equity
Commercial Equity

X

X

X

X

Note: FI stands for financial institution and refers to any kind of licensed or
legally recognized structure.
Source: Adapted from Meehan (2004)
The table clearly shows that the stage of commercialization matters when
the MFIs look for funding because the more commercialized MFIs have greater
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choice of funding sources. Therefore we can say that there is a positive
correlation between the commercialization and number of funding possibilities.
The inequality in funding is not only between the types of the MFIs,
based on the level of commercialization, but also between regions the MFIs are
operating in. This “geographic” inequality is quite serious problem because
when we look at Africa and Asia50 which are home of about 93% of the world’s
poorest families, we will see that the MFIs in these regions receive 20% or less
of all the funds, i.e. disproportionately less than MFIs in other regions.51
The second point of view on financing possibilities is from Gonzales
(2010a), who went even deeper with his analysis and tried to inspect relation
between several important indicators (i.e. the assets, deposit mobilization, age of
the MFI, profitability and portfolio quality) and the forms of funding of the
MFIs and created probable scenarios of the match between the MFIs and
funders. We can take a look at these “match scenarios” in table 2.2.

TABLE 2.2

Source: Gonzales (2010a), p. 8

50

By Asia is meant the whole Asia except the Central Asia
Meehan, „Tapping financial markets for microfinance“, p. 10., note: By other regions is meant
particularly Latin America, Central Asia and Eastern Europe
51
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Therefore Gonzales (2010a) found that the foreign or more mainstream
financial players, usually representing the more commercial and sophisticated ways of
funding, are much more likely to fund larger and (or) more mature MFIs. On the other
hand the smaller MFIs often use local funders which are usually situated close to the
MFIs and thus have the best knowledge of them.52 There is one else very important
conclusion Gonzales (2010a) came to, he found that the funders react quite flexibly and
that with even slight improvements in size, age, or profitability grows quickly the
choice of potential funds.53
Thus, to conclude the two points of view, we can see that the best choice of
funders is usually privilege of the larger, more mature and often also more
commercialized MFIs.

When we take a look at the numbers, we will see that the estimate of overall
market demand for microfinance services was USD 275 billion, while the market supply
was only about USD 25 billion in 2006.54 Thus the question is how to fill this huge USD
250 billion gap? Based on the findings above, the possible answer could be: Through
the commercialization which could offer the MFIs much greater range of potential
funds. Therefore another question is how to attract the potential investors to
microfinance and more importantly, why should these investors put their money into
microfinance?

2.3

What attracts the investors to the microfinance
Before we begin inspecting investors’ motivation to invest to MFIs, we

should ask whether it actually happens, i.e. does microfinance grow? The answer
is simple: Yes, it does. To be more specific, microfinance grows really fast. Thus
there are even concerns whether it does not grow too fast. For instance the MFIs
reporting to the MIX market experienced on average 21% increase in number of
borrowers per year and their loan grew by 34% annually between 2003 and
2008.55 The concerns about the speed of growth are mostly associated with
portfolio quality of the MFIs. But Gonzales (2010b) found that these concerns
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are relevant only in a few cases of rather extremely high speed of growth and
that there is still space for most of the MFIs to grow.56
So what attracts the investors to microfinance? Meehan (2004) quite
thoroughly inspected the investors’ motivation to invest to MFIs. Therefore we
will now look closer at her findings in the following sub chapters.

2.3.1 What is microfinance like as an investment opportunity?
There are not many characterization of microfinance as investment
opportunity. Meehan (2004) wrote a “brief qualitative characterization of
microfinance” in 2004. There is surely space for a much deeper characterization
of microfinance as an investment opportunity but this is not what we are
focusing on in this text, so that the Meehan’s characterization is sufficient for
getting the picture of the microfinance from the investors’ perspective. The
characterization describes microfinance in four points. We can take a look at it
in box 2.2.

BOX 2.2
Brief qualitative characterization of microfinance


Investor Category: Microfinance is primarily an emerging market opportunity.
Within the emerging markets, it represents a sub-sector of small-sized financial
institutions.



Industry Profile: Microfinance for the poor is a high-growth, niche industry with
tremendous opportunity for future growth and product innovation. Competition is
currently limited or non-existent in most markets, particularly in Asia and Africa,
creating a unique short-term growth opportunity for microfinance service providers
to capitalize on the industry’s attractive returns. The industry has a more than 15year documented track record of strong asset quality globally, better than other
financial asset classes, with poverty-focused institutions performing strongly. Over
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the last five years, “winners” have begun to emerge from the industry’s fragmented
marketplace, setting standards for best practice.


Attractive Risk-Return Profile: “Microfinance debt offers a better return than
monetary instruments (an estimated additional 150 to 200 basis points).”
Systematic, or market risk, is mitigated by lower volatility than traditional
emerging market equities or bonds and weak correlation to political, economic or
climatic events. Specific, or company risk, is mitigated by high solvency, backed
by high quality portfolios with strong diversity.



Double Bottom Line: Microfinance not only offers an attractive financial riskreturn profile, it also offers a significant social return. Microfinance is widely
recognized as one of the most effective poverty reduction tools. While this may not
be a primary consideration for all commercial investors, it will remain important
for SRIs.

Source: Adapted from Meehan (2004)

Therefore, microfinance is an emerging market opportunity with great
potential to grow. Moreover, the MFIs face weak competition and they often
have high quality portfolios, offering attractive risk/return profile. Last but not
least the MFIs exist to fight the poverty therefore it is important for the SRIs.

2.3.2 Pros and cons of investing to microfinance
There might be written a whole paper analyzing the pros and cons of
investing to microfinance. Therefore we will just briefly mention only several of
them.

2.3.2.1 Why to invest in microfinance?
From the investors’ point of view, microfinance can be a great tool for
portfolio risk diversification. The reason of it is based on several studies which
examined the correlation between the MFIs and the global markets. For instance
40

Krauss and Walter (2008) found no statistically significant relationship between
the MFIs, they observed, and the global markets. 57 Another evidence of this trait
of MFIs could be found in the recent financial crisis in 2008. On average the
MFIs did not experience any substantial portfsolio losses at the time of the 2008
worldwide financial crisis.58 Moreover the comparison of MFIs and other
institutions and banks from the emerging markets shows “… highly significantly
less sensitivity with global capital markets in terms of income and assets.“59
Therefore investing into MFIs could be helpful in diversifying the risks
connected to “global market” part of the investors’ portfolios.
On the other hand, the MFIs might be quite resistant to the global
markets but this does not hold for the domestic markets. Krauss and Walter
(2008) found high correlation between the GDP of MFIs’ domestic country and
several important indicators of the MFIs’ performance.60 Thus the origins of
MFIs also play an important role in the investors’ selection of right MFI to
invest.

Among other reasons in favor of investing to microfinance is of course
the social mission of MFIs. Nevertheless we realize that this is hardly the main
reason for a typical profit maximizing investor to put his money into
microfinance. But there are still the SRIs.

The last argument for investing to microfinance, we will mention in this
text, is the quite high profit rates in case of some of the MFIs. By some of the
MFIs we mean the top MFIs, i.e. the most developed, whose profit rates are high
enough to have a chance to attract even the regular profit maximizing investors.
That means that the rest of the MFIs with lower profit rates must rely on social
investors.61
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2.3.2.2 Why NOT to invest in microfinance?
Meehan (2004) created a list of top 10 reasons why the commercial
investors should not invest in microfinance. We will not quote them all in this
text but there are at least three definitely worth mentioning.

First one applies only to the few MFIs which have already issued shares.
The problem for investors here is that the MFI shares are usually hard, or
impossible, to trade62 in a liquid market. Moreover this non-tradability of MFI
shares makes them hard to efficiently price and thus to report the net asset value
of investments on a regular basis

63

One would think that this might discourage

most of the potential investors. But the opposite is actually true. The IPO was
usually very successful and the issue was often over-subscribed, for instance in
case of Banco Compartamos thirteen times.

Second reason is related to the type of the MFI investments. The problem
is that the typical asset investment strategies are often incompatible with them.
Meehan (2004) gives as an example that MFIs will probably form only a small
part of an asset manager’s portfolio, so that the usefulness of MFIs to diversify
portfolio is rather limited.64

Last reason we will mention in this text is related to the difference
between the asset managers and the creators of the social investment criterions.
The problem is that those who are responsible for investments in some investing
company or institution are usually not paid for meeting the social criterions, so
that they have only limited incentive to regard them when creating investment
strategies. And the situation is even more complicated because the MFIs
professionals often do not speak the same language as the asset managers which
results in difficult establishing of the values of MFI investments.65
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2.4

How can an MFI become commercialized
In this sub chapter, we will look closer at MFIs transformation. By MFIs

transformation is usually meant the transformation of microfinance NGO into
regulated commercial entity, i.e. the process of commercialization. But there are
more types of transformation. We will now describe their types and benefits of
the transformation, i.e. we will try to answer why should the MFIs want to
transform.
First transformation of MFI took place almost 20 years ago, in 1992,
when Bolivian BancoSol transformed into a commercial bank. According to
Hishigsuren (2006) there are four types of transformation. First type is from
microfinance NGO into NBFI or commercial bank, i.e. into a regulated
commercial entity as in the case of the BancoSol. Second type is when
traditional regulated institution, such as large retail bank, comes into the
microfinance market. Third type is the creation of commercial MFI. And the last
type is when MFI merges with a commercial bank or merger of two or more
MFIs.66 (For more details and examples of particular MFIs in each type of
transformation see Hishigsuren (2006)) So now the question is: Why would the
MFIs want to transform?
There are multiple reasons for it. Most of the transformed MFIs appear to
be better off67 after the transformation as “[t]hey have found new shareholders,
increased their equity capital and improved governance, institutional
sustainability and outreach to the poor.”68 Therefore the transformation also
seems to have a positive effect on the poor. Furthermore, based on the sub
chapter 2.2 about funding of microfinance, we can say that the MFIs have
greater chance to reach commercial funds and thus decrease or eliminate their
dependence on subsidies and grants.
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Hishigsuren Gaamaa, „Transformation of Micro-financeOperations from NGO toRegulated
MFI“, p. 6.
67
But we must note here that Hishigsuren (2006) found that not all microfinance NGOs need to
transform. Namely the BRAC and ASA, both large NGOs from Bangladesh which already run
efficiently and do not intend to transform themselves into regulated commercial entities.
68
Hishigsuren Gaamaa, „Transformation of Micro-financeOperations from NGO toRegulated
MFI“, p. 39.
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Therefore the transformation seems to be a step in the right direction in
the MFI’s development. Thus we should ask whether most of the MFIs really
transform or at least intend to do so.
Hishigsuren (2006) found in his study that only a few MFIs, he
observed, had actually transformed. Therefore he was asking how come that
more MFIs is not transforming. He found the explanation in difficulty of the
process of institutional transformation because there are many factors which
MFIs need to take carefully into account before deciding whether to transform.
Thus his conclusion was that the MFIs will decide to transform only if there are
favorable external and internal environments.69
There is one more concern with the transformation. Some microfinance
experts, especially the critics of commercialization, fear that the transformation
may lead to the mission drift, i.e. that the transformed MFI shift its strategy from
serving the poorest customers and alleviating poverty to more commercial goals
such as sustainability and stable profit. We will inspect this concern closer in the
following sub chapter 2.5 and chapter 3.

2.5

Social mission vs. commercial funding
The name of this sub chapter refers to the already mentioned suspicion of

conflict between the commercial funding and fulfillment of social mission, i.e.
the mission drift. There is probably not any official definition of the mission
drift. Most of the researchers and other authors who refer to the mission drift
describe it as a negative impact of effort to be sustainable and (or) profitable.
This effort is often connected to the MFI transformation, i.e. to the
commercialization. The mission drift is then a situation when “… commercial
MIFs target relatively better-off customers and face trade-offs between the
objectives of profitability and outreach of the poor.”70

There have been written several analyses on the mission drift. But
different researchers use different measures of it. And the results are also often
69
70

Ibid., p. 40.
Armendáriz a Morduch, The Economics of Microfinance, p. 243.
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different. Therefore we will now look at some of these papers, dealing with
mission drift, and see what conclusions they came to.

2.5.1 Research on mission drift
Cull et. Al (2009) inspected separately “financially self-sustainable
individual lenders” and “typical larger and older institutions”. The results show
that the first group of MFIs did not stop or decreased lending to the relatively
poorer clients and women. Therefore these MFIs seem to be capable to meet
simultaneously both profit and social goals. On the other hand the second
observed group of MFIs did not prove to have the same ability as they had
problems achieving deep outreach and profitability at the same time.71
Another research on the topic was conducted by Armenedáriz and Szafarz
(2009). They constructed a model predicting mission drift as an impact of
combination of specific parameters (e.g. weight that the MFI gives to serving
women) and other country specific parameters related to the cost of reaching the
poorest. They came to a conclusion that when the cost of serving the poor is not too
high the MFIs are not likely to shift from their mission. Second conclusion of their
research is that average loan alone is not a sufficient measure of mission drift.
Therefore labeling some MFI as “mission-drifter” based only on the average loan
size can be misleading. This research is one of the first ever conducted on the
mission drift and the authors intentionally used the simplest methods possible in
order to make several suggestions to future deeper examination of the topic and
recommended using other particular indicators and methods.72

The last research we will mention here was conducted by Mersland and

Strøm (2009). They did descriptive and econometric analysis using panel data
estimations on mission drift. Their data covered 379 MFIs from 74 countries for
the period from 1998 to 2008. Among other, they used increase in average loan as a
measure of mission drift. Their conclusion was that there was not sufficient
evidence of mission drift in their data.

71
72

Cull, Demirguc-Kunt, a Morduch, „Microfinance tradeoffs“, p. 7.
Armendáriz a Szafarz, A., „Microfinance mission drift?“, p. 22 and 23.
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Therefore we can see that the evidence of mission drift is rather limited
and only one of the studies revealed its existence in the case of the “typical larger
and older institutions”. Thus more research on the topic is needed. Nevertheless
there are still many experts, led by prof. Yunus of the Grameen Bank, who claim,
that the commercialization leads to the mission drift. So when we assume that
mission drift really happens, what can be (or is) actually done in order to preserve
the MFIs original mission of poverty alleviation?

2.5.2 Code of conduct
There is no question that the non-commercial ways of funding are
insufficient for filling the funding gap mentioned at the beginning of this chapter
and in sub chapter 2.2. Thus the question is how to guarantee preservation of the
social mission when this funding gap is to be filled using the commercial funds.
Dieckmann (2008) suggests that a possible solution could be the introduction of
code of conduct for foreign investors. “In April 2008, the first steps towards such
a code of conduct were already made with the Pocantico declaration, which was
signed by, among others, CGAP and Deutsche Bank. This declaration stipulates a
set of core principles that aim at balancing social and financial return
considerations and constitutes a good starting point towards a code of
conduct.”73

Either way, there is still not enough research done on the mission drift.
Therefore we will try to inspect the presence mission drift using data from the
Mix database in the following chapter 3.

73

Dieckmann, „Microfinance“, p. 4.
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3 Mission Drift
This chapter is devoted to examination of mission drift. Before we get to
the analysis itself, we will firstly explain what data were used for our analysis
and describe our goals and methodology.

3.1

Data collection
We will use data from The Microfinance Information eXchange database

(The MIX). The latest publicly available data are from 2009 and cover over
1100 various types of MFIs from different countries. Moreover we will also use
older available data from 2001 to 2008 in order to examine historical
performance of the observed MFIs.

Since we assume that mission drift is mainly the possible impact of the
commercialization, we have further filtered the original data and selected two
sub samples of ten most commercialized MFIs74 and ten less commercialized
MFIs75 according to their type and number of active borrowers. Further
description of this step is following. When we look back on figure 2.3 in chapter
2 we will see that it is possible to divide the MFIs into four tiers according to the
commercialization. Therefore the first subsample of the MFIs consists of the
first tier MFIs, i.e. of the 2% most commercialized MFIs, particularly regulated
microfinance banks and NBFIs. And the second subsample of MFIs consists of
second and third tier MFIs (prevailingly of the third tier, i.e. the NGOs).

3.2

Goals and Methodology
Armenáriz & Morduch (2010) found that most NGOs and commercial

microfinance banks “… appear to serve different markets and to operate
fundamentally different ways. [And furthermore that] …the data show that the

74
75

i.e. mostly regulated microfinance banks and regulated NBFIs
i.e.mostly non-regulated NGOs
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push for commercialization is apt to have important consequences on who is
served and how.“76 Moreover the microfinance banks usually serve more
customers than NGOs and they also tend to spend significantly more per
customer over the year77.Therefore our first goal is to examine whether there
was a different recent development between the two observed sub samples of
MFIs. Our second goal is more general - to inspect whether the observed MFIs
tend to drift from their original mission.

3.2.1 Two hypotheses
We will focus particularly on two hypotheses. First one is based on
frequent opinion of critics of commercialization who often say that the
commercialized MFIs provide substantially higher average loans than the
nonprofit MFIs, which focus on the poorest clients.78 We will try to inspect the
possible influence of change in the average loan size, and also the
appropriateness of average loan size as a measure of mission drift, through our
first hypothesis which assumes that the more commercialized an MFI is, the
higher average loan balance per borrower it will have.
Besides what was mentioned above, we will use the average loan size as
a measure of mission drift for the following reason. Serving a lot of smaller
loans increases the transaction costs therefore we assume that increase in the
average loan might indicate that an MFI is shifting its focus on less poor
customers, particularly on male clients because women are proven to be more
risk averse than men and they also tend to seek smaller loans.

79

Therefore the

second part of our first hypothesis will be that the more average loan increases,
the more relatively “less poor” customers will occur in the MFIs’ client’s
portfolio.
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The second hypothesis is connected to this difference between male and
female clients – we will try to examine whether there is a negative impact of
commercialization for women borrowers, i.e. whether the more commercialized
MFIs shift their focus on male clients.
Besides the already mentioned fact that women are more risk averse, we
base this hypothesis on another fact - over 70% of the poorest people in the
world are women, meaning that if mission drift means to shift from the poorest
clients it might also, in some cases, mean shifting from female to male clients.

3.2.2 Methodology
We will use the methodology. Firstly, we will do a linear regression,
using the ordinary least square method (OLS) on the latest available data (2009),
using the whole available data set, in order to determine significant variables for
each hypothesis. Secondly, we look at recent development and trends of these
selected significant variables and compare the results between the two observed
sub samples of data – the highly commercialized MFIs and the less or noncommercialized MFIs.

It was already mentioned that the previous research have found that
female customers are usually a bit different than the male customers. Therefore
in order to ensure accuracy of the following analysis, we have added a dummy
variable into our data, based on division of the observed MFIs on “Female”
clients focused MFIs (FMFIs) and on the rest of the MFIs which do not focus
prevailingly or exclusively on women (NMFIs). The FMFIs are particularly
MFIs exclusively focused on women, i.e. with 100% share of women in their
client portfolio and the NMFIs are all other MFIs. To be more specific, we have
“split” the data for purposes of the Chow test and also for purposes of deeper
analysis. The resulting dummy variable puts FMFIs equal to 1 and NMFIs equal
to 0.
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3.3

First hypothesis: Change in Average loan balance per

borrower
The first hypothesis assumes that the more commercialized an MFI is,
the higher average loan balance per borrower it will have and the less desirable
will be the poorest clients for the MFI. Average loan balance per borrower is
“Gross Loan Portfolio “as a share of “Number of Active Borrowers“, i.e.:

, i.e. it is basically an average size
of loan.
Among other conduced researches, Mersland and Strøm (2009) use
similar indicator - increase in the average loan - as one of the possible measures
of the mission drift. On the other hand, Armenáriz & Morduch (2010) criticize
use of the average loan as a mission drift measure and says particularly that
“[l]arger average loan size do not mean that the institution is abandoning its
poorest customers – in fact, the opposite may be true. “80 So we will try to
examine our data and find out how appropriate this measure actually is.

When we look at the observed MFIs, we will see that the average loan
size was almost steadily rising during the observed period, i.e. from 2001 to
2009. Figure 3.1 shows average and median values of all observed MFIs.

80

Ibid., p. 252.
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FIGURE 3.1

Average Loan - all available data
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FIGURE 3.2
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NGOs
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The picture is quite similar in case of Top 10 commercialized MFIs and
Top 10 NGOs. Figure 3.2 shows that both observed sub samples of MFIs had
also prevailingly rising trend between 2001 and 2009. Furthermore, it obvious
from the graph that there was not a big difference in the average size of loans of
the selected highly commercialized MFIs and of the selected NGOs. So does the
slight difference suggest that increase in average loan size is recently rather
common development of all MFIs and thus it really does not mean shift from the
poorest clients, as Murdoch (2010) found?
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Before we try to answer this question, it might be helpful to look in
greater detail on two highly commercialized MFIs, the Equity bank of Kenya,
which has conducted IPO in 2006 and the Banco Compartamos, which has also
conducted IPO but one year later in 2007, and compare their level of average
loan size to that of two largest81 observed NGOs, the ASA and BURO
Bangladesh. Figure 3.3 shows the recent development in case of the four MFIs.

FIGURE 3.3

Average Loan -Equity Bank vs. ASA
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Source: Own calculations on data from The MIX

There is a bit more visible difference between these two types of MFIs,
each representing its subsample. So what could be the reason of this difference?
During the observed period, the ASA had on average 86% and the BURO
Bangladesh 87 % of women in its client portfolio in compare to the Equity Bank
with just about 48% and the Banco Compartamos with 98%. In general, the ten
selected highly commercialized MFIs had on average about 69% of women in its
client portfolio in compare to 78% in case of the ten selected NGOs. It was
already mentioned that women seek smaller loans thus it might be one of the
reasons the two NGOs and Banco Compartamos provided relatively smaller
average loans between 2001 and 2009.
There is an important change in the Equity Bank development visible
from the figure 3.3. It has conducted IPO in 2006 and this year seems to be a
81

In terms of number of active borrowers

52

break point in the data – since then the average loan size has more than doubled.
So if we consider IPO as a big step towards commercialization this change in
development might indicate some change in Equity Banks development,
probably connected to the IPO. On the other hand, the Banco Compartamos also
conducted IPO but we cannot see the same increasing development in its case.
Therefore, at this point, we can only speculate about the impacts of the IPO on
the MFIs behavior.

The original question of the first hypothesis was whether the increase in
average loan size also means to shift from the poorest clients. We have already
seen that the observed data show an increasing trend in average loan size, so that
the remaining part of the question is whether the MFIs also shift from the
poorest clients. To inspect this problem closer, we will use OLS model on our
data and try to examine how (if) is the average loan balance per borrower
influenced by profit, interest rate, outreach and costs. We must note here that
there is one serious problem with the variables in our following model. Based on
nature of our data82, there is high probability of endogeneity bias of the
variables. We are not able to overcome this issue but the model will be still
suitable to provide us three important outputs. These three outputs are the Chow
test, correlation between the variables and also give us some information about
which variables are significant.

Before we look at the model itself, we will try to explain the choice of
explanatory variables. First one is the profitability. We have already said in the
previous chapter, that the ability to make profit is connected with
commercialization. Thus we will be interested in what is the correlation between
average loan, which we assumed to be also connected to commercialization, and
profit like.
Second one is the interest rate. We chose is based on Armenáriz &
Morduch (2010) who found that “…less wealthy households appear to be more
sensitive to interest rates than relatively wealthier households. In the line with

82

because that the profit, cost, and risk variables are determined simultaneously with average loan.
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this finding, there is a risk that branches that increased their interest rates
would see their customer bases shift away from relatively poorer clients.”83
The third one is outreach, which is of our interest because we want to
find out what is the correlation between average loan size and size of an MFI (in
terms of the number of active borrowers), and also between the average loan and
the share of women borrowers like.
The last explanatory variable is the cost per borrower. We have selected
this variable based on a fact that it is proven that the MFIs tend to pass higher
cost of serving the poor customers onto these customers.84 So we will be again
interested in the correlation here.

The OLS model is following:

,
where:





Where the coefficient

represents the intercept and the coefficients

represent slopes of particular coefficients. Therefore if some of the

,

is

>0, then it means that the particular indicator is positively correlated with the
average loan and conversely if some of the

,

is <0, then it means that

the particular indicator is negatively correlated with the average loan. The
indicators of each explanatory variable will be explained in greater detail further
in the text.

We have firstly conducted the OLS analysis on the whole data set and
checked for presence of structural difference with respect to our dummy

83
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variable, putting FMFIs equal to 1 and NMFIs equal to 0, using the Chow test.
The test did not reveal existence of such structural difference, so that we can
inspect the data together for FMFIs and NMFIs.
The last step before we get to interpretation of our model is to verify the
OLS model assumptions. All assumptions hold except for the assumption of
homoscedasticity, i.e. based on the White’s test of heteroskedasticity we have
denied the null hypothesis of homoscedasticity. The heteroskedasticity is most
probably caused by the nature of our data (observations) because our data are
actually groups that differ in size. Therefore we will have to use White’s "robust
standard errors" (White standard errors) in order to fix this assumption. It will
not change the estimates, but will give us standard errors that are correct under
the heteroskedasticity. But this approach has its cost, we will have to pay for the
fixed homoscedasticity -our estimates will be not efficient any more.

We obtained the following estimates of our coefficients:

TABLE 3.1
Coefficient Std. Error t-ratio p-value significance
1392.14
475.618 2.9270 0.00352
***
Constant
3559.61
884.37 4.0250 0.00006
***
ROA
559.068
<0.00001
***
Yield on gross portfolio -2873.4
5.1396
-7.86966e- 5.82281e0.17691
# of active borrowers
05
05
1.3515
Share of women
-548.416
402.975
0.17392
1.3609
borrowers
5.39623
1.91241 2.8217 0.00490
***
Cost per borrower
Note: *Significant at the 10 % level; **Significant at the 5 % level;
***Significant at the 1 % level
Source: own calculations on data from The MIX
(For graphical visualization see annex 1)

Another important indicator of the model is R-squared which measures
quality of the model85. Particularly it tells us how much of the variation in
Average Loan size is possible to describe using our explanatory variables. The

85

Particularly about the “goodness of fit” of the model
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model is able to explain approximately 54% variability in the Average Loan
size, but we must be careful with the interpretation of this model due to the
already mentioned endogeneity bias. So what does the model tell us?
There are three significant variables in the model – ROA, Yield on gross
portfolio and Cost per borrower. The ROA and cost per borrower, representing
profit and costs, are positively correlated86 with the average loan size. It is the
opposite with the Yield on gross portfolio and Share of women borrowers, which
are negatively correlated87 with the average loan size. The endogeneity bias
prevents us from deducing any clearer results from the OLS model, so that we
will have to look closer on the recent development of the four significant
variables, in order to find whether they have any deeper relation with the
average loan size and thus whether they can help us to confirm or deny our first
hypothesis.

3.3.1 ROA vs. Average loan
We begin with the return of assets, which is positively correlated with the
average loan size. The ROA measures how good an MFI is in making profit,
particularly how well it uses its assets in order to generate profits and thus it is
also a measure of sustainability, particularly it is a profit/sustainability ratio. The
formula for its calculation is following:

In our case this indicator is useful for comparing the profitability and
financial sustainability of a financial institution to that of other similar financial
institutions in the same industry (i.e. microfinance).
We can put the ROA development in the observed period graphically and
compare it to the average loan development in the same period.

86
87

Based on the OLS estimates of their coefficients
Based on the OLS estimates of their coefficients
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FIGURE 3.4

Roa vs. Average Loan - Average of all data
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FIGURE 3.5
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Figure 3.4, showing the average values of all observed MFIs, does not
confirm the positive correlation between the two observed variables. In fact it
prevailingly shows exactly the opposite, i.e. negative correlation, because for
most of the observed time the ROA was rising at the same time when the
average loan was falling and wise versa. Figure 3.5, showing the median values
of all observed MFIs, partly shows some positive correlation but since 2006 it
seems to be the same as in case of the average values, i.e. negatively correlated
ROA and average loan size. The question is whether the, for instance, increase
of ROA helped to cause the decline in average loan size or whether it was the
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other way round. We will try to find the answer looking at the same graphs for
the top ten commercialized MFIs and NGOs.

FIGURE 3.6
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FIGURE 3.7
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We can see from the figures 3.6 and 3.7, that neither in case of the ten
selected highly commercialized MFIs nor in case of the ten selected NGOs is
clearly visible positive correlation between ROA and average loan size.
Nevertheless, in case of the ten selected highly commercialized MFIs there
seems to be a strong rising trend in the ROA, on average about 20% annually,
which is obviously not present in the graph with the NGOs, which rose on
average about 3% annually. So we may say that it appears that during the
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observed period there was positively correlated rising trend between the ROA
and average loan size in case of the ten selected highly commercialized MFIs.
This might confirm that the commercialization is correlated with the profit as the
ROA of the commercialized MFIs steadily rose between 2001 and 2009 and it
was conversely rather fluctuating in case of the less (or non) commercialized
NGOs. Of course this applies only for our small case study in this text but the
small subsamples, we used, represent larger samples of our data.
Either way, there is obviously not a clear general relation between the
ROA and average loan size, because the average loan size was mostly steadily
increasing during the observed period in case of all observed samples and data
but the ROA was in most cases rather fluctuating and we could see that the
positively correlated trend was only in case of the ten selected highly
commercialized MFIs.

3.3.2 Yield on gross portfolio vs. Average Loan
The next significant variable is yield on gross portfolio. We must note
here that our data was available since 2003, so that we have shorter observed
period in case of the yield on gross portfolio than in case of the other significant
variables where we have data covering time between 2001 and 2009. Armenáriz
& Morduch (2010) describes the yield on gross portfolio as a ratio used to asses
revenues and more importantly also as a measure of average interest rate
charged to borrowers by the MFIs. The formula for its calculation is following:

As a measure of average interest rate it is also inherently a measure of
average risk the MFI faces from its clients.
The average loan size and the yield on gross portfolio are negatively
correlated. It was already mentioned that the poorest households are sensitive on
increase in the yield on gross portfolio, i.e. increase of the interest rates, and that
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too high interest rates may in some cases cause drift of the client portfolio away
from the poorest customers, i.e. it might be related to the mission drift. 88
When we look at the average and median development of yield on gross
portfolio during the observed period, we will see that it was rather decreasing,
averaging 34%. Figure 3.8 confirms the finding of the OLS model that for most
of the observed period there was a negative correlation between average loan
size and the yield on gross portfolio. The decreasing trend of yield on gross
portfolio suggest that if some observed MFIs experienced decrease of the
poorest customers in their client portfolio, it was probably not caused by change
in the yield on gross portfolio, which was rather decreasing. This is also
supported by the fact that average number of borrowers was in case of the
observed MFIs almost steadily rising between 2003 and 2009.

FIGURE 3.8
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USD

1 500

38%
36%
34%
32%
30%
28%

1 000
500
0
2003

2004

2005

2006

2007

2008

2009

Average loan balance per borrower
Yield on gross portfolio (nominal)

Source: Own calculations on data from The MIX

88

Armendáriz a Morduch, The Economics of Microfinance, p. 253.

60

FIGURE 3.9
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So now the question is whether there is any difference between the yield
on gross portfolio of the highly commercialized MFIs and the NGOs. Figure 3.9
shows that the observed selected NGOs had the same trend as average of all
data, i.e. decreasing yield on gross portfolio. The situation is a bit different in
case of the selected highly commercialized MFIs, where we can see change in
2007 towards stable increase. But overall has the yield on gross portfolio also
decreased in compare to the observed time before 2007. There is one MFI
which significantly exceeds the yield on gross portfolio values of the other
MFIs. It is the Mexican Banco Compartamos, whose yield on gross portfolio
was on average 82% during the observed period. But it is important to say that
this MFI showed also decreasing trend in this variable during the observed
period, so that in terms of trend, it does not differ from the other observed MFIs.
We must again remark that due to the endogeneity bias of our data we are
unable to say whether the decrease in yield of gross portfolio caused the increase
in average loan or conversely, but our data sample shows clearly that the yield
on gross portfolio had rather decreasing tendency during the observed period, so
that the observed MFIs should not experience decline in number of the poorest
clients because of change in the yield on gross portfolio.
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3.3.3 Cost per borrower vs. Average Loan
The last significant variable is the cost per borrower, which is positively
correlated with the average loan. It was calculated using the following formula:

We must note here that the cost per borrower could be possibly
influenced by the length of maturity because longer maturity usually also means
higher costs because of the higher risk it represents. But there is unfortunately no
data available for the maturity or at least average maturity of loans of the
observed MFIs, so that we were unable to inspect this possibility. So, in case of
the cost per borrower, we will focus on whether our data confirm the findings of
the previously mentioned research that NGOs spend significantly less per
customer over the years, in compare to the microfinance banks. Our data for the
ten selected NGOs and more commercialized MFIs data are depicted on figures
3.10 and 3.11.

FIGURE 3.10

Cost per borrower vs. Average Loan Average of the top commercialized MFIs
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FIGURE 3.11

Cost per borrower vs. Average Loan Average of the top NGOs
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The two figures show that the average loan size was growing much faster
than the cost per borrower, which was rather stable. There is some difference
between the NGOs and the more commercialized MFIs. Strictly speaking, the
average cost of borrowers of the top ten commercialized MFIs were during the
observed period on average 63% higher in compare to that of the NGOs. The
average values are in the following table 3.2.
TABLE 3.2 – Average cost per borrower (in USD)
Year
Top 10
MFIs
Top 10
NGOs

2001

2002

2003

2004

2005

2006

2007

2008

2009

45

48

47

55

62

66

68

73

65

29

26

26

29

37

40

46

48

49

Note: The values in this table were rounded to zero digits
Source: Own calculations on data from The MIX

One example for all is the comparison of the Kenyan Equity bank and
Mexican Banco Compartamos, representing the highly commercialized MFIs
and the ASA and BURO Bangladesh, representing the NGOs. We have already
compared these two MFIs above and we should remind that the Equity bank has
conducted IPO in 2006 which appeared to a breaking point in the average loan
size data of this MFI. The comparison is depicted on figure 3.12.
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FIGURE 3.12
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It is obvious that there is a huge difference between these two types of
MFIs. The equity bank and the Banco Compartamos had on average 21 times
higher cost per borrower than ASA. The Equity Bank’s cost per borrower was
quite stable since the IPO in 2006 and so did the Banco Compartamos’s, so that
neither in case of cost per borrower is clearly visible any significant impact of
the IPO. Nevertheless the main reason why we have been looking on these four
MFIs is to demonstrate that our data confirm the previous evidence of difference
in cost per borrower between the NGOs and the more commercialized
microfinance banks and regulated NBFIs.

3.3.4 Summary and conclusion of the first hypothesis
Our data clearly shows trend of growing average loan balance per
borrower. In this hypothesis, we were inspecting, whether this trend of
increasing average loan size also means decrease of the poorest customers in the
client portfolio of the observed MFIs. In order to do this, we have inspected four
indicators and compared their recent performance with the average loan
development in the same observed period. Altogether we have found that the
development of ROA suggest that commercialization is really connected to the
profit, which is what many critics of commercialization see as the main problem
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due to the possibility of abandoning the poorest customer on the way to pursue
higher profitability. On the other hand, the average interest rates, measured by
the yield on gross portfolio, had mostly decreasing tendency during the observed
period. This finding suggests that if some of the observed MFIs decreased
number of the poorest clients which are proven to be very sensitive on increase
of interest rates, it was most likely not because of the change of the yield on
gross portfolio. The last indicator, we have inspected, was the cost per borrower.
Our main finding here is that our data mostly confirm the previous researches as
we have found that the NGOs have on average lower cost per borrower than the
more commercialized MFIs, especially the microfinance banks.
To conclude it, if we would assume that the critics of commercialization
are right and that pursuing profit, which is connected to the commercialization
really have some negative effect on the poorest customers and moreover when
we would add an assumption from Mersland and Strøm (2009) that the increase
of average loan is a good measure of the mission drift, we could say that our data
has confirmed that the more commercialized MFIs fulfill all the conditions for
the mission drift. On the other hand the other observed indicators, especially the
declining interest rates suggests that Armenáriz & Morduch (2010) may be also
right and that the for- profit orientation alone is not enough to say that there is a
mission drift and furthermore that the higher average loan connected with the
more commercialized MFIs might rather suggest that they are serving a different
market than the NGOs than that they have to be abandoning the poorest clients.
All in all our research and the small case studies may not be sufficient to confirm
the first hypothesis that with the increasing average loan comes abandoning of
the poorest customers. So the main finding of examining this first hypothesis is
that we have confirmed a different behavior of the highly commercialized MFIs
and the less commercialized MFIs, mainly NGOs and also that we have
observed stable increasing trend in the average loan.
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3.4

Second hypothesis: Change in share of women

borrowers in the MFI’ client portfolios
In the second hypothesis, we will look into what influence the
commercialization has on women borrowers. Particularly, we will try to inspect
whether the more commercialized MFIs shift their focus on male clients rather
than on, often poorer, female clients. More precisely defined, the hypothesis
assumes that the more commercialized an MFI is, the less women clients it will
have in its client portfolio.
There were conducted several other researches, using similar measures as
the share of women borrowers as a possible measure of mission drift. Namely,
Mersland and Strøm (2009) use as another measure of the mission drift “the less
emphasis on lending to female customers”. They particularly argue that “[i]f
mission drift is the case among MFIs, one should expect MFIs to place less
weight … to women.”89 And among other authors, we can quote for example
Armendáriz et. Al (2009) who also confirm that “ … another indicator to assess
if MFIs are being faithful to their poverty-reduction mission is related to gender“90,
i.e. for instance the share of women borrowers.

So will be looking for some evidence in our data, proving that the
observed MFIs tended to decrease share of women borrowers during the
observed period.
The first step of our analysis will be looking at the recent development of
the share of women borrowers in case of the observed MFIs, which is depicted
on the following figures 3.13, 3.14.

89
90

Mersland a Strøm, „Microfinance Mission Drift?“, p. 20.
Armendáriz a Szafarz, A., „Microfinance mission drift?“, p. 9.
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FIGURE 3.13
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FIGURE 3.14
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We can see that overall there was a decreasing trend in the share of
women borrowers. To be more specific, all observed MFIs were on average
decreasing per 1% annually. The selected highly commercialized MFIs had quite
steady development with slight tendency to increase since 2004, averaging 1,8%
increase per year. The selected NGOs were a bit fluctuating until 2003 but then
had also quite steady development, decreasing by approximately 1% a year
between 2004 and 2009. This is quite unexpected finding because, based on the
assumption of our hypothesis, we would rather expect the selected NGOs to
have a steady level of the share of women borrowers in their client portfolios
and conversely the selected highly commercialized MFIs were expected, in
67

terms of the suspicion for the mission drift represented by assumed decrease of
women clients, to have steady or slightly decreasing share of women borrowers
during the observed period. To get a better picture, we can again look in greater
detail at four of the observed MFIs, representing both, the highly
commercialized MFIs and the NGOs. We have, similarly as before, selected two
highly commercialized MFIs, which have both conducted IPO91, and two
biggest92 NGOs from our data sample. Particularly we have selected Banco
Compartamos and Equity Bank from the commercialized MFIs and ASA and
BURO Bangladesh from the NGOs. Their recent development is depicted on
figure 3.15.

FIGURE 3.15
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The graph shows that the two commercialized MFIs had quite stable
level of share of women borrowers. Neither the IPO appears to have any
significant effect on the share of women borrowers. But the situation is a bit
different with one of the NGOs, the ASA. There were data available only for
five years in case of the BURO Bangladesh but this five years show very
constant values, so that it seems that this MFI did not experience any significant
increase or decrease in the share of women borrowers. But in case of the ASA
91

There are more MFIs which have also conducted IPO in our data sample but their IPO was done
after 2009, so that we cannot observe any effect of it from our data.
92
In terms of number of active borrowers
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there was a bit more interesting development as the share of women borrowers
was firstly declining and then, from 2007, rising back to approximately 2005
level. Strictly speaking, the ASA’s share of women borrowers was on average
decreasing by 1% a year. Therefore in case of the more commercialized MFIs, it
seems that the two selected MFIs confirm the stable trend, we could see on
figure 3.14. The NGOs seem to have a bit more fluctuating development and
also to differ among each other, so that we will now look at the recent
development of all ten selected NGOs between 2004 and 2009, which are the
years between which the previous figures and data showed the fluctuation.

FIGURE 3.16
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The figure 3.16 shows that at least three of the observed NGOs had a bit
fluctuating development of the share of women borrowers during the observed
period. So what might have caused this slight fluctuation and modest overall
decline in share of women borrowers in case of most of the observed NGOs?

We will try to find answer on this question via deeper examination of the
share of women borrowers and specific factors which could have had some
impact on it during the observed period. To do this and also to test our second
hypothesis, we will use following OLS model with Share of women borrowers
in the MFIs client portfolio as explained variable. In simple words, we will be
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interested in relation between the share of women borrowers and profit, interest
rate and costs. We must again note here that, similarly as in the case of the first
hypothesis, there is a high probability of endogeneity bias93 of our model. And
same as before, we will be probably unable to overcome this issue but the model
will be still able to provide us at least the three outputs as before. Thus same as
in the previous model these three outputs will be the Chow test, correlation
between the variables and statistical significance of the explanatory variables.

Before we look at the model itself, we will try to explain the choice of
explanatory variables. First one is the profitability. It was already mentioned that
there is a connection between the commercialization and profitability, thus we
will be interested in what is the correlation between share of women borrowers
and profit like, i.e. whether the increase in profit also mean decrease of share of
women borrowers.
Second one is the interest rate. Women form a lot of the poorest clients
and that the poorest customers are sensitive to increase of interest rates thus we
will be concerned with the relation between the share of women borrowers and
the interest rate.
The last one is costs, particularly cost per borrower, which is of our
interest because women usually seek for smaller loans and therefore increase
MFIs transaction costs, so that we will be interested in the relation between the
cost per borrower and the share of women borrowers.

The OLS model is following:

, where:





93

Based mainly on nature of our data because that the profit, cost, and risk variables
are determined simultaneously with average loan.
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Where the coefficient

represents the intercept and the coefficients

represent slopes of particular coefficients. Therefore if some of the

,

is

>0, then it means that the particular indicator is positively correlated with the
share of women borrowers and conversely if some of the

,

is <0,

then it means that the particular indicator is negatively correlated with the share
of women borrowers.

We have firstly used the OLS model on the whole data set and checked
for presence of structural difference with respect to our dummy variable, putting
FMFIs equal to 1 and NMFIs equal to 0, in our data, using the Chow test. We
must note here that it actually makes no sense examining the FMFIs in this case
because they have stably 100% share of women customers in their client
portfolio, so that we can hardly see any impact or relation between the share of
women borrowers and the other three indicators. Thus the Chow test was made
mainly in order to formally confirm this assumption. The test revealed existence
of such structural difference, so that we will have to inspect the data separately
for the FMFIs and the NMFIs. Therefore, based on the reasons above, we will do
the following analysis only for the NMFIs.
Finally the last step before we get to interpretation of our model is to
verify the OLS model assumptions. And same as in case of the first OLS model,
all assumptions hold except for the assumption of homoscedasticity, i.e. based
on the White’s test of heteroskedasticity we have denied the null hypothesis of
homoscedasticity. The heteroskedasticity is again most probably caused by the
nature of our data (observations) because our data are actually groups that differ
in size. Therefore, same as above, we will have to use White’s "robust standard
errors" (White standard errors) in order to fix this assumption, which will not
change the estimates, but give us standard errors that are correct under the
heteroskedasticity. Thus our estimates will not be efficient any more.

We have the following estimates of our coefficients:
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TABLE 3.3
NMFIs
Coefficient Std. Error t-ratio p-value significance
0.446021 0.021825 20.436 <0.00001
***
Constant
-0.0198399 0.097819 -0.203 0.83933
ROA
***
Yield on gross portfolio 0.387999 0.055257 7.0217 <0.00001
-0.0001563 3.267e-05 -4.788 <0.00001
***
Cost per borrower
Note: *Significant at the 10 % level; **Significant at the 5 % level;
***Significant at the 1 % level
Source: own calculations on data from The MIX
(For graphical visualization see annex 2)

The R-squared, providing us with information about the quality of the
model94, is approximately 10%. This means that our model is able to explain
only about 10% variability in the share of women borrowers. But since we face
the problem of endogeneity bias, it is sufficient for us that the model provides us
with information about significant variables and about the correlations. So what
does the model tell us?
The model shows us two significant variables – the Yield on gross
portfolio and the Cost per borrower, representing interest rate and costs. Based
on the OLS estimates of their coefficients

and

we can see that the yield on

gross portfolio is positively correlated with the share of women borrowers and
the cost per borrower is negatively correlated with the share of women
borrowers. The endogeneity bias, similarly as in case of the first hypothesis,
prevents us from deducing any clearer results from the OLS model, so that we
will again have to look closer on the recent development of the four significant
variables, in order to find whether they have any deeper relation with the
average loan size and thus whether they can help us confirm or deny our second
hypothesis.

3.4.1 Yield on gross portfolio vs. Share of women borrowers
We begin with the yield on gross portfolio, which is positively correlated
with the share of women borrowers. It was already mentioned above that the
94

Particularly about the “goodness of fit” of the model
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yield on gross portfolio represents average interest rate. The positive correlation
is a bit surprising because, based on the fact that women are often the poorest
clients and that the increase of interest rates is proven to sometimes rather
discourage the poorest clients, we would expect it to be the correlated
negatively. But we should firstly look closer on the data before we come to any
conclusion. Figure 3.17 depicts comparison of recent development of the yield
on gross portfolio and the share of women borrowers.

FIGURE 3.17
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FIGURE 3.18
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We can quite clearly see the positive correlation from figure 3.17. On
average there was a 2% decline every year in the yield on gross portfolio
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recorded in our data during the observed period, meanwhile the average share of
women had very steady development, averaging approximately 61% annually.
The steady development is also visible from the difference between 2001 and
2009 which is less than 1%.
The yield on gross portfolio trended downwards between 2001 and
2009. This suggests that the level of interest rates should not be a factor
discouraging the poorest clients to take a loan, which confirms the pretty stable
development of share of women borrowers. So now the question is whether there
was any difference between the top selected NGOs and the top selected highly
commercialized MFIs. The FMFIs where excluded from both sub samples95.
Figures 3.18, 3.19 and 3.20, showing the recent development of the two sub
samples, will help us answer this question.

FIGURE 3.19
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95

Namely the SHARE and the SKS from the selected top commercialized MFIs and the Cashpor
MC form the top selected NGOs.
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FIGURE 3.20
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The picture is a bit more interesting in case of the two sub samples.
Figure 3.18 shows that both of them have visibly decreasing trend in the yield on
gross portfolio. Strictly speaking, the selected highly commercialized MFIs were
on average declining by almost 4% a year and the selected NGOs by 1,7% a
year. Thus we can see that the yield on gross portfolio was decreasing almost
twice as fast in case of the selected highly commercialized MFIs than in case of
the NGOs.
Furthermore, it is interesting that the two subsamples show on average
rather negative correlation between the share of women borrowers and the yield
on gross portfolio, based on the fact that the share of women borrowers of the
highly commercialized MFIs was on average increasing by almost 3% a year
and the selected NGOs were on average increasing approximately by 1,6%
annually. We must note here that the last number, for the NGOs, is a bit
misleading because it is probably influenced by development of ABA which had
been rapidly increasing its share of women borrowers between 1999 and 2006
from about 17% to almost 70% in 2006 and then settled on approximately 55%.
So if we exclude ABA from the observed NGOs, we will get rather slightly
decreasing trend. Therefore the yield on gross portfolio of the selected NGOs
was finally also rather negatively correlated with the share of women borrowers.
Though we face the already mentioned endogeneity bias, which prevents
us from making a clear statement whether the change in yield on gross portfolio
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had any obvious impact on the share of women borrowers or not,there might be
a reasonable explanation of the decreasing trend in both, yield on gross portfolio
and the share of women borrowers, in case of the selected NGOs. It might be
caused by the “cross-subsidization“ which basicaly means that some MFI
slightly shift its focus towards relatively less poor customers in order to get the
neccessary funds to serve a lot of poorer clients with relatively small average
loan.96 Therefore if we would assume that the relatively “wealthier”clients are
more often male clients and that it is exactly the opposite with the poorer clients,
i.e. that they are more often women, then we might understand the decreasing
interest rates (represented by the yield on gross portfolio) as a way to attract the
“wealthier”customers and the decreasing share of women borrowers might then
mean that some of the women clients are being substituted by male clients. But
this is definitely not a mission drift because the MFI act this way in order to be
able to fund a greater number of the poorest clients, so this action is not driven
by a profit or any other similar motive related to intentional shift from the
poorest clients.

To conclude it, we have not found any clear evidence that the
development of yield on gross portfolio could cause decrease of the share of
women borrowers. We observed rather increasing trend in share of women
borrowers, in case of the highly commercialized MFIs, and at the same time
decreasing trend of average interest rates, meaning that there is probably no
reason for the poorest customers to leave any MFI of this type because of change
in the interest rates during the observed period. On the other hand the observed
less commercialized NGOs had on avergae a bit decreasing trend in both, share
of women borrowers and the yield on gross portfolio. We assume that this can be
probably

more

likely

explained

by

the

above

explained

subsidization”than by presence of the mission drift in our data.

96

Armendáriz a Szafarz, A., „Microfinance mission drift?“, p. 2.
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“cross-

3.4.2 Cost per borrower vs. Share of women borrowers
The second of the two significant variables from our model is the cost
per borrower, which is negatively correlated with the share of women borrowers.
The negative correlation might be caused by the already mentioned fact that
women ussually seek for smaller loans and thus increase transaction costs of the
MFIs, so that we will examine this possibility in the following text. The recent
development of the observed MFIs is depicted on figure 3.21 and 3.22.

FIGURE 3.21
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FIGURE 3.22
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Source: Own calculations on data from The MIX

Both figures show increasing trend in cost per borrower during the
observed period. To be more specific, on average the cost per borrower rose by
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4% a year, between 2001 and 2009. Moreover, the figure 3.22 clearly shows that
the top selected commercialized MFIs had on average higher cost per borrower
than the selected NGOs. This observation confirms that the more
commercialized MFIs, especially microfinance banks, spend on average
markedly more per customer than other types of the MFIs, particularly than the
NGOs.
On the other hand the figure 3.21 does not show the negative correlation,
or at least clearly not in the last three observed years. We can look at more
detailed comparison of the share of women borrowers and the cost per borrower
in case of the two subsamples on the following figures 3.23 and 3.24.

FIGURE 3.23
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FIGURE 3.24
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We have already mentioned that the share of women borrowers had
increasing trend in case of the top selected highly commercialized MFIs and
rather decreasing trend97 in case of the selected NGOs. Therefore we have no
reason to suspect the observed highly commercialized MFIs that there would be
any impact of the cost per borrower reflected in decrease of the share of women
borrowers. The situation is a bit different in case of the selected NGOs.
Therefore we will now closer inspect the relation of the cost per borrower and
share of women borrowers in case of the selected NGOs, because the trends of
these two variables are negatively correlated. In other words we will be
interested whether there is an observable relationship between the cost per
borrower and the share of women borrowers suggesting any possible explanation
for the decrease of female customers in the NGOs client portfolios. Figure 3.25
depicts development of cost per borrower of the observed NGOs.
FIGURE 3.25
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97

When we exclude the ABA for the reasons explained above.
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We can see that, during the observed period, the most significantly
increasing trend was detected in case of three NGOs - WWB Cali, FMM
Bucaramanga and FMM Popayán. Therefore we must ask what was the
development of share of women borrowers like during the observed period in
case of these three NGOs? Figure 3.26 and 3.27 shows the comparison.

FIGURE 3.26

Cost per borrower - selected NGOs
160
140
120

USD

100
80
60
40
20
0

2001 2002 2003 2004 2005 2006 2007 2008 2009
FMM Bucarmanga

FMM Popayán

WWB Cali

Source: Own calculations on data from The MIX
FIGURE 3.27
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Figure 3.27 shows that the three observed NGOs had rather decreasing
trend in share of women borrowers during the observed period. By comparing
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figures 3.26 and 3.27 is clear that the cost per borrower was growing much faster
and in much more stable way than was the share of women borrowers
decreasing. Therefore this comparison do not provide us with sufficient evidence
to tell anything more than that the cost per borrower may be a determining factor
for the quite big change in share of women borrowers but it is definitely not the
only determining factor and probably nor the most important one.
Nevertheless there might be two more possible explanations of the
decrease of share of women borrowers and increase of cost per borrower. The
average loan size of all these three NGOs was quite significantly increasing
during the observed period. Strictly speaking, it has more than tripled, averaging
19% increase a year, in case of the FMM Bucaramanga, more than doubled,
averaging 13% annually, in case of the FMM Popayán, and almost tripled,
averaging 14% increase a year, in case of the WWB Cali. This is quite unique
development of NGOs because the other observed NGOs do not show such
radical increase of average loan. Therefore the combination of these three
indicators might refer to above explained cross subsidization which would
simply mean that the NGOs faced too high cost per borrower and tried to reach
relatively wealthier customers (i.e. often male customers who on avergae prefer
higher loan size) in order to be capable financing the larger part of their client
portfolio - the poorer clients.
On the other hand, based on the critics of commercialization who claim
that the increasing average loan size also suggests presence of the mission drift,
it could be also explained by the shift from the original mission of the three
NGOs. The evidence for this argumentation may be seen in two traits of highly
commercialized MFIs which are fulfilled by the three NGOs. It is the much
higher average expense per borrower, represented by the cost per borrower and
the higher average loan size, both in compare to rest of the NGOs and other less
commercialized MFIs.

3.4.3 Summary and conclusion of the second hypothesis
The second hypothesis was assuming that the commercialization might
cause decrease of women borrowers in the MFIs client portfolios. The overall
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trend in the share of women borrowers was decreasing during the observed
period. But when we took a closer look at the data, we found that highly
commercialized MFIs show a different trend – slight increase. On the contrary,
the less commercialized NGOs had decreasing trend in the share of women
borrowers. Therefore we have no reason to suspect the observed highly
commercialized MFIs of shifting from women customers. These findings
actually denies our hypotheses thus we tried to closer examine our data and
figure out what were the reason for this development, especially of the selected
NGOs development.
We have selected two significant indicators, based on our simple
econometrical model, which should help us clarify the situation. These
indicators were yield on gross portfolio, which is basically the average interest
rate, and the cost per borrower. The first one is positively correlated with the
share of women borrowers. Moreover it had rather decreasing trend during the
observed period in case of all observed samples. Therefore we have no reason to
suspect the relation between this indicator and share of women borrower to be
the main cause of the overall decrease of share of women borrowers in case of
the observed NGOs. But the decreasing yield on gross portfolio may also
suggest that the NGOs were trying to attract relatively wealthier clients in order
to finance the original larger group of poorer clients, i.e. the explanation might
be the cross subsidization. Therefore we had not find any evidence suggesting
presence of the mission drift just from inspecting the yield on gross portfolio.
The second indicator was cost per borrower, which is negatively
correlated with the share of women borrowers. All observed MFIs, including the
two sub samples, had increasing cost per borrower between 2001 and 2009. This
increase was most substantial in case of the NGOs, particularly in case of three
of the observed NGOs. We considered two possible explanations of the
simultaneous increase of cost per borrower and slightly decreasing share of
women borrowers. First one was similar as in case of the yield on gross
portfolio, i.e. cross subsidization. Second one was the mission drift because,
based on the arguments of the critics of the commercialization, the observed
NGOs fulfill two important traits of mission drift – increasing average loan size
and expense per borrower, i.e. the cost per borrower. But we have found rather
weak evidence to blame the cost per borrower alone for the detected decrease of
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share of women borrowers. Therefore the cross subsidization appears to be more
reasonable explanation.
To sum it up, we have not found sufficient evidence in our data to
confirm the second hypothesis. Therefore, based on our findings, we reject it.

3.5

Findings of the study
We assumed that the presence of mission drift is measurable by

increasing average loan size and decreasing share of women in MFIs client
portfolios. Our data revealed that the overall development of both indicators
showed this “mission drift” behavior. Therefore the main question was whether
the commercialization makes the MFI´s behavior more for-profit oriented and
whether it also means to shift from the poorest clients.
Closer examination of different types of the MFIs revealed that the
situation is not that unambiguous. Based on two subsamples we have selected
from our data, we found that the highly commercialized MFIs did not have
decreasing share of women borrowers in the observed period. Therefore we had
a serious objection to our second hypothesis which assumed that
commercialization may be crowding out the often poorer women borrowers.
Moreover, our data showed that the less commercialized NGOs on average tend
to decrease number of women in their client portfolio. But the explanation for
this decline is more probably the cross subsidization than the mission drift.
Therefore, based on our findings, we have rejected the second hypothesis.
The development of average loan size was similar for all observed MFIs
during the observed period, i.e. on average stable increase. But the rest of the
findings, related to the first hypothesis, do not suggest clear proof of abandoning
the poorest clients in order to achieve higher profits. The main finding from the
examination of the first hypothesis is that we have confirmed a different
behavior of the highly commercialized MFIs and the less commercialized MFIs,
mainly NGOs and also that we have observed stable increasing trend in the
average loan rather than confirmation of the mission drift. Therefore we did not
find enough evidence in our data to confirm the first hypothesis.
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To conclude it, our analysis did not provide sufficient evidence to claim
that we have detected a mission drift in case of at least some of the observed
MFIs. The main findings are thus the observed difference of behavior between
the highly and less commercialized MFIs and the overall increasing trend of
average loan.
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Conclusion
Commercialization is definitely changing the shape of microfinance. Many
MFIs decided to transform from non-profit NGOs into regulated financial
intermediaries or similarly. Some of these transformed MFIs achieved significant
levels of profitability and proved themselves as reliable stably sustainable
institutions. The commercial investors noticed the change and started to fund
several of those MFIs. Besides that, commercialization helped to introduce other
commercial ways of funding to the MFIs.
Thus there is surely a positive effect of this development as it allows the
MFIs to extend their outreach on a larger pool of poor clients. Moreover it forces
some of the MFIs to increase their management effectiveness, allowing these
MFIs to operate a bit more smoothly. Last but not least the commercialization
enabled some of the MFIs to operate without substantial subsidies and therefore
made these MFIs much more independent. Thus the commercialization helps to
fill the huge gap between supply and demand of financial services for the poor in
the low-income countries. Furthermore some of the researchers suggest that MFIs
should be able to get more finance from the capital markets.
But that is just one side of the coin. Many microfinance experts,
researchers and practitioners, headed by founder of the pioneering MFI, the
Grameen Bank, prof. Yunus, see commercialization rather as a threat than a
positive way to extend the outreach. We have seen that the choice of funding,
including the commercial funding, increases with size and level of
commercialization of the MFIs. Thus there are many smaller and less
commercialized MFIs which typically do not reach the commercial ways until
they mature and get a bit more commercialized. Moreover there is a growing
suspicion that the commercialized MFIs abandon their poorest clients when
pursuing other, “commercial”, goals such as the sustainability, than their original
mission to reduce the poverty, i.e. mission drift. Therefore we were interested in
truthfulness of this suspicion in this thesis. To date, there was not done a lot of
research on the mission drift, so that we tried to analyze it ourselves.

We formulated two hypotheses, each concerning one measure of mission
drift which should indicate its presence. According to the critics of the
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commercialization, the presence of mission drift is measurable by increasing
average loan size and decreasing share of women in MFIs client portfolios.
Therefore we used these two indicators in our hypotheses.
Particularly, our first hypothesis assumed that the more commercialized an
MFI is, the higher average loan it will have and the less extremely poor clients it
will want in its client portfolio.
The second hypotheses was assuming that the more commercialized an
MFI is, the less women clients it will have in its client portfolio.
Our data revealed that the overall development of both indicators showed
this “mission drift” behavior, i.e. overall trends of increasing average loan and
decreasing share of women borrowers. Therefore the main question was whether
the commercialization makes the MFI´s behavior more for-profit oriented and
whether it means to shift from the poorest clients.
Our research did not find enough evidence for it. To be more specific, we
have rejected our second hypothesis and did not find sufficient proof to confirm
the first hypothesis.
Thus our main conclusion is that we have not confirmed presence of
mission drift in our data. Nevertheless we have found certain differences in the
behavior of the highly commercialized and the less commercialized MFIs. Among
others, that in the case of the highly commercialized MFIs on average did not
decrease the share of women borrower which denies our assumption that
commercialization has to be positively correlated with the share of women
borrowers.
To conclude it, our analysis did not provide sufficient evidence to claim
that we have detected the mission drift. Therefore the main findings of this thesis
are that we observed difference in the behavior of the highly and less
commercialized MFIs and that the average loan trended upward during the
observed period

.
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Annex
Annex 1: Output of the OLS model (First hypothesis)
Original model: OLS, using observations 1-1105 (n = 808)
(Missing or incomplete observations dropped: 297)
Dependent variable: Average loan balance
Adjustment: Heteroskedasticity-robust standard errors, variant HC1
Coefficient
1392.14

Std. Error
475.618

t-ratio
2.9270

p-value
0.00352

***

ROA

3559.61

884.37

4.0250

0.00006

***

Yield on gross
portfolio

-2873.4

559.068

-5.1396

<0.00001

***

-1.3515

0.17691

Constant

Number of active -7.86966e-05 5.82281e-05
borrowers
Share of Women
borrowers

-548.416

402.975

-1.3609

0.17392

Cost per
borrower

5.39623

1.91241

2.8217

0.00490

Mean dependent var
Sum squared resid
R-squared
F(5, 802)
Log-likelihood
Schwarz criterion

1264.856
3.35e+09
0.546255
40.17341
-7302.358
14644.88

S.D. dependent var
S.E. of regression
Adjusted R-squared
P-value(F)
Akaike criterion
Hannan-Quinn

90

***

3024.080
2043.378
0.543426
6.57e-37
14616.72
14627.53

Actual vs. fitted values:

Source: Own calculations on data from The MIX

Annex 2: Output of the OLS model (Second hypothesis)
Original model: OLS, using observations 1-789 (n = 707)
(Missing or incomplete observations dropped: 82)
Dependent variable: Share of Women borrowers
Adjustment: Heteroskedasticity-robust standard errors, variant HC1

Const

Coefficient
0.446021

Std. Error
0.0218253

t-ratio
20.4360

p-value
<0.00001

ROA

-0.0198399

0.0978185

-0.2028

0.83933

0.387999

0.0552569

7.0217

<0.00001

***

-4.7879

<0.00001

***

Yield on gross
portfolio
Cost per
borrower

-0.000156396 3.26648e-05

Mean dependent var
Sum squared resid
R-squared
F(3, 703)

0.534237
51.91601
0.102687
23.10427

S.D. dependent var
S.E. of regression
Adjusted R-squared
P-value(F)
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***

0.286270
0.271752
0.098858
2.84e-14

Log-likelihood
Schwarz criterion

-80.05845
186.3610

Akaike criterion
Hannan-Quinn

168.1169
175.1661

Actual vs. fitted values:

Source: Own calculations on data from The MIX
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