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Concept Paper

Business Policy Roundtable on
"Impraving Oufreach and Possibde Solutions to Enterprise Financing™

Preamble

This concept paper serves az basie for intiating dialogus on issues related to increase in
microfinance cutreach and possible solufions for imgrovemnent in micro-snterpize financing.
Thizs paper has been prepared in corgultation with the privaie secior slakehiolders through
two focus group mestings organized by the Center for Intemational Private Enterprise
[CIPE) in May this year in Karachi and |<lamabad respectively.

The Business Policy Roundtzkle beng organized on August 1, 2007 & aimed o provide
a plafform for the microfinance insfifutons fo discuss the impediments in increasing
instiuticnal cutreach and deepening of the micro fnancng into the masses. Additicnally,
paricpants will also discuss ofer points such as improvement i the reguisiony framewors;
product and process inmovation; relationship management and monitoring; and gathesing
refiable market intelligencs data as thege are vitally imporiant to the growih of microfinance
gecior in Pakizian.

In wiew of the significance of the subjsc, the Govenor, Siate Bank of Pakistan [SBF) made
a presentafion in February 2007 to the Prime Mnicter. Thic paper also containg a tabulation
of 8P’z recommendations and those that were discussed at the CIPE foous group mestings.
Thig roundtable will slzo provide an cpportunity for the pevate secior o discuss the way
forward in the implementation process of these joint recommendations.

Challenges

In Pakizizm about one thind of fofsl pooulation and about 26% of the potential MEE cusfomers
are un-banked. This situation, coupled with low [sracy rate and lack of access o nformation
tix the masses on the availability of microfinance makes the challenge more complicated
for the stakeholders o beng such potendial customers into the mainsiream economic
actvities.

Az 3 glen fowards manstneaming of te unbanked, Prime Minister has aoproved a strategy
presenied by the Siale Bamk of Pakistan for monsasing the size of MSE fnancing from one

million borrowers to three million borrowess by the year 2010,

The growth of this ssctor depends on the financial viskdity and commercial sustainabiliy,
hience if iz aleo vital that microfinance industry should find avenues fo operate on terms
which are beneficial to the siakeholders.

Capacity constramizs of the microfinance ingtituticns swch as trained hurman resource,
technology utilization and mnovatve delivery channels to fap the widgely scatisred dusies,
are akso being considersd as @ major challenges to this secion.

1 Shale Bank of Pakistse: 2007 - S3F Gowesnor's preseniation So Prime Miister
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Current Qutreach of Microfinance and Market Characienstics in Pakistan
The curent awtreach is dependent on @ network of only six microfinance kanks, 3 handful
of specialized NGOz, a national rural suppart program and a leaging company.

Wit an estimated market of 25-30 million borrowers™ e above institutions are providing
gervices o a litde over one million bomowers of which MPBE are ouireaching io the largest
segment followed by the rural support programs and MPLs, Whersas share of NGOs and
commercial instiutions i relatively smaller.

In Pakistan, the microfinance market has dual characteristics. In the urban areas fe market
ig fragmented and most borrowers are in the informal sector, hence assessing the risks
asoociied with lending in this market ane r:hallmg'rgl% [ the ofer hand in the rural ares
the market is primanly agriculturs and livestock, offering marginal coporiunities beyond
the farming secior.

Impediments — Feedback from the Focus Groups
Followng narrative provides a condensed version of feedback captured through CIPE's
focus group meetings on microfmance.

The fiocus groun paricipants agresd that there iz huge untapped market in the MSE secior
and that the MSE sector offere more sustamakle growth potential and emgloyment to
marginalized populations, incheding women and those with no or litle formal fraining or
education. Furthermaore, a large number of polential cusiomess in the MSE sector ars
capakle of using the cedit responsily and wil offsr fair retums o the lenders as feir share
of profits. Last, recovery percentages i this secior have been encouragingly posiiive to
date.

The challenges faced by the microfmancs sector can be grouped a5 extermal ar miemal
and comverting external challenges o enabling faciors needs a joint effort of all the
sizxeholders. Whersss addressing the intemal challenges enails Broadening the vision of
siakehalders towards the pofential market by focusing on micro enterprise development,
improwed access fo information to potential borrowers, redefining the business policies,
product slignment and capacity buiking.

External challenges as ideniified by the stakeholders in the two focus grown discussions
broadly includs: evolving policy emvironment and marke! infrastructure; wdocumentsd
gegment of the economy; higher enterprize vuinerability to sociceconomic confingencies,
primarily due to lack of fizcal proteciion avalable to the MSEs against cutfroat competition
and potentially exploitative praciices of the local conglomeraies and infemational busnesses;
lack of access to fechnology; unavalabdly of the full range of fnancial ssrvices to the
gector; and the non-commercial atiiteds of entreprensurs iowards their businessss and
especially towards loans.

2 Miowsichc JareMar 2007 - Pakiztn Microfnancs Mebeork
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Armong the internzl challenges the faremost ans:

@
@
EI

@
EI

inadequate flow of cheap funds to private secior institutions;
limited cufrsach;

instiutions” general inahbility to assess and thersfore mitigats the rigk factors of
siamdard practices i finance and banking,

lending crientation;

incompatiility of comventional kanking procssses and products with microfnance
niesds;

constraint o compete for guslly human resources withm the overall financial
services industry with scance funds;

inadeguate wes of technology, espedally in the financial services delvery process
and customer relationship management;

and lack of effective alliances along the microfinance product development,
defvery, and relationship management value chaing.

Conclusion

The feedback fram the focus group concludes that the microfinance programs in Pakistan
hawe reached a point that warants consalidstion, if outreach has to be increased within a
short pesiod of fime fo meet the stiff challenge of mulliplying by three folds. Smutaneously,
seues such 250 deepening the microfinance system into the MSE sactor; creating an
enabling ermvironment both for the enterprises and microfinance banks and institulions;
develozing home grown models for MPLs to suite Paxistan's norms, processss, and products
{0 achieve higher organizational and financial stability; and strengthening coordination
[value chains) betwsen various stakehaolders for higher synergy for all are ought to be
addressed fo ensure the wider impact of microfinance in the country.
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_ Annexure-|
Recommendations

Following k= a compendium of recommendations by the State Bank of Pakiztan which were
drawm from joint working of the Pakistan Microfinance Networx (PMM) and Consultaiive
Grou fo Assist Poor [CGAP) and also feedback recsived throwsh the: two focus groups
organized by the Center for Intemational Private Enterprize (CIPE) in May in Karachi and
lzlzmakad respectively.

Area Siate Bank of Pakistan Focus Group
* Foous on impeoving aceess tofinance | o Limited and costlier funds.
— e kay to povery reducion Firancialy N . ) .
wsustsinable rodel wil inder e growth | | Fligh idkden cost of cperations - the
of the MF Sector rger the numker of customers, the
prospects arzater the cost of documentation and
# Demard for formal microfinance | mainierance.
industry will ke there as morey lendes . p p
charge h_igher intere_st ral_:e? relative to :m;:?;aghr;:tfermq :[:‘nn}::;k;gm :
Sustanailty farmal microfinance indus:ry The numksr of cusiomers increases, the
+ Susiainakilily comes through effective | operating cost increases by a larger
st repovery that calls for pricing loans | eroecrtion to revenue, becauss the proft
irs line with the irarsaction cosis which | s same on PER 1000,000 if it is given o
corlld vary from client to client ard fom | one customer or to ter customers.
oFie Fegion fo another However, the operating cost multiplies
by the mumiser of cuskomers.
* Private micofinance banks instiulions
lack accass to competitive funding
* Dring Khushali Bark (KE) wnder MF1 | = Segdaiors donot ofier a level playing
Crdmance 2001 to offizr a level playing | fizld for MFBs. vs. scheduled financial
fizld to all MFEs and fo enhance ¥Bs | instiulions, which is an ineedimend fo
compslitiveness K3 fo be sold o a | therkusmess growth. For inslance, mark-
sirabegic pariner and Govermmend toexit | wp on NBP Rozgar scheme is $0%
frorn its shareholding KE fo erhance its | subsigized by the SE7; however, no such
cperatobal effidenciss and align s prices | facdity is avalakle fo others,
in corrfoemnity with its cost strechare K3 1o - - )
gty e e s o f e | 7, A0oT31e g e
Measures | available liauidity bo increase outreach. classification of 3 -
* Mlowng MFls # 20 mobilize depasit | mopths defaul Butin the aas= of mico-
and rase funding against its own Balance | Jgaes, the limit is only one month.
sheet Consigering the hardships facad by
« Allowing it corporate flexibility to | MSEs, especialy in managing their cash
segregate business [nes of MFls and o | flows, this needs to be addressed)
seak blended financing with grant
component for cparations in dificull termin
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State Bank of Pakistan

Rﬂ"mﬂ?
{Contd..}

+ [Daveloping it capacties to beder
reach unkankskis areas throwgh mokile
banking

* |mcentve through dfferent capial
requisemants- Lower for smaller disirics.
higher where MFEs reguime higher [oan
caling par bormrwar

» Sef performance criteria for MFEs to
gain access o clearing house as

memiers 35 well 35 having access o
ATM Switches for their clisats

* To evaluate the pnrsahilﬁr:' of ghving
schaduled kark status to MFBs = o
enakie makiizaton of refluions depost
* Encoursge sething up of islamic
microfinance kanks and Shariak
cormplant products

+ Nndify exizfing guideinss 0 supooet
irtroducton of new business fnes and
produss

Ingtifutional

+ HResvicl subsidies anly for poorer ang
resource deficit regions, capacity
erhancament, innovaton and g'r-:-w‘.h
rather then nommal oesrational costs

*  |madequate (regulatory and ekvsical)
in&ﬁimm f-gfﬁe ".?-'E-IIEE. tﬂ-ﬁ:ﬁh
effectively and efficiently. E.a. lack of
backward and forward linkages, |aok of
rnatket inteligance (data) especialy of
the barrowers and their businesses,
lirnited sources of funts mokdization, e
* |makility fo eficiendly identify and
assess viabie MSE customers, hence
loze many opportunities of selling
microfinance products ard sarices
profitakly.

# |ack of credible information om
potanfial borrowers

#  Limiled infrastuciure to suppor miceo
barking acivibies such 3= branch nefwork
and resource mobilization efc.
*  Suksidy [ Tecknica! assistance will
continue to be reguired for building
instiluticmal capacily and mfrastruciure

Centar for International Private Entarpriss




Area State Bank of Pakistan Focus Group

+ Enswe crganizations build strong in | = Inakiliy fo attract, develop, and retsin
hm&eu'a'ﬂiﬂgkmi develop maragement | professionals dus to irancal consaints
traming frack ai recognized centers | and lack of competitive carser grospects
(personal opinion of the facilitaior)
+ MFH fizld siaff lack professional skl

ard standard methodologies. Instead,
they operate on thumi ade basis while

Human takig some lzads from their couniemarts
Rescurce it tha informal sechor
Gompetznes

# Skl =etis mot availakle because no
formnal, focused training or certification in
micro-inancing exists.

+ WFBs strain to pay compefitive
salaries unfil they start making
comgarable grofits.

Some additional recommendations from SBP

(=1 (=)

' 5BP to allow the subordinated debt as fier || capital for the MFBs
' MFBs to undertake the market research for designing the saving producis for their

cusfomers- govermment to assist their capacity building through the PPAF

=1

! Procedures to access fo wholesale deposit windows of the commercial banks

Regure sustainability

) Partially guarantee private debi fransactions of MFBz MFz (source funds from Khushhal
Pakiztan Fumd-FRAF fo provide Guarantes for raising commencial debt only for visbls
and financially sustainabls institutions)

Some additional recommendations from CIPE Focus Groups

Institutionzl outreach

Limited potentials (exeensive) o extend nstifutional cutreach, thereby expandng
the number of MSE customers.

Mo outreach - If is relaBvely low compared fo the number of potenfial micro-enterprises!
entreprenswrs, especially in the rural arsas and with women eniregraneurs.
Huge (exiremely disperzed) informal seciorn

Private money lenders hold the market, even though lending at higher cost.

Analysis of the Underlying Causes

Mon-availability of home grown modsls des to lack of rezearch and development
culture.

MSE s=ctor is operaling in unstruciursd environment

Entreprenswrs are naive of predent modern busness praciicss and processes
MSEs are vunerable due to lack of due market protection and linkages, as mads
availakle in other countries

Microfinance providers and intzrmediaries are hesstant to share ther individual
lzarning and exchange non-critical information on a wider basis.

Center for International Private Enterprisea -]




Legend

CGAR
CIPE

MFB
MF
MESE
NGO
PN
PRAF
sae

Center for International Private Enterprise

Consuliative Group to Assist Poar

Cenier for Intemational Private Enfemprice
Khushhali Barik

Microfinance Banks

Microfinance Irstitutions

Micro and Small Enterprizes
Mon-Governmental Crganization
Fakiztan Meorofinance Network

Fakistan Poverty Alleviztion Fund

Sizte Bank of Pakistan
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