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Microfinance promise to serve low-income or disadvantaged beneficiaries
excluded from the formal banking sector in a financially sustainable way (thus to
achieve the so called “double bottom line” of financial and social performance)
built excitement around the development of a global industry. However, for a
long time an anti-subsidy position embedded in the international key donor
community have shown little concern of social performance data and information
on beneficiaries profiles in terms of various dimension of social and financial
exclusion. Until recently, most of the emphasis of microfinance advocates has
been devoted to MFIs financial performance following the “win-win” proposition,
according to which financial viability should be sufficient to show social impact, a
view that is supported by a controversial evidence and is based on a selective
understanding of conceptual facts.

Nevertheless, several initiatives recently translated into the Social Performance
Task Force (SPTF) attempt to explore social aspects of microfinance providing a
new definition of social performance more focused on the whole process leading
to a social impact.

Aim of this paper is to measure European MFIs social performance according to a
core set of common indicators developed by the SPTF but using data collected in
2010 by the European Microfinance Network (EMN) on a sample of 170
microfinance actors operating in 21 countries out of 27 European Union (EU)
member countries, current EU candidate countries and countries belonging to the
European Free Trade Area (EFTA).

The reference framework followed in the current social performance analysis
examines the whole process of translating MFIs mission into social impact and
includes the analysis of three connected dimensions of the social performance
process corresponding to different set of indicators: the intent of the MFI, the
effectiveness of the internal system and activities in achieving its targets, MFI
outputs and eventually its capacity to positively affect clients life and achieve
social goals.
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Measuring the Social Performance of Microfinancein Europe

Fabrizio Bottf and Marcella Cor8&i

Introduction

Microfinance promise to serve low-income or disadaged beneficiaries excluded
from the formal banking sector in a financially &ilsable way (thus to achieve the so
called “double bottom line” of financial and sociperformance) built excitement
around the development of a global industry. Howefar a long time an anti-subsidy
position embedded in the international key donanmmainity have shown little concern
of social performance data and information on berzfes profiles in terms of various
dimension of social and financial exclusion. Umgtently, most of the emphasis of
microfinance advocates has been devoted to MF&ndial performance following the
“win-win” proposition, according to which financialiability should be sufficient to
show social impact, a view that is supported bgrroversial evidence and is based on

a selective understanding of conceptual facts.

Nevertheless, several initiatives recently tramslanto the Social Performance Task
Force (SPTF) attempt to explore social aspects of microfinapeeviding a new
definition of social performance more focused om Whole process leading to a social

impact.

Aim of this paper is to measure European MFIs $gm&ormance according to a core
set of common indicators developed by the SPTRubirtg data collected in 2010 by
the European Microfinance Network (EMN) on a sampiel 70 microfinance actors
operating in 21 countries out of 27 European Urfleld) member countries, current EU

candidate countries and countries belonging t&Etim@pean Free Trade Area (EFTA).

* Dipartimento di Economia, Finanza e Statisticaniversita degli Studi di Perugia.

* Dipartimento di Scienze Statistiche - “Sapienzaivérsita di Roma and CERMi.

1 The Social Performance Task Force has been craat2€05 by CGAP, the Argidius Foundation, and Hoed
Foundation with the task to bring together différantors carrying out social performance initiasivie order to
exploit synergies, define social performance aratidy a common framework for social performanceamegement,
reporting and rating.

2 The Social Performance Task Force defines soei@pnance as “the effective translation of aniintbn's social
mission into practice in line with accepted sosialues that relate to serving larger numbers ofr @oml excluded
people; improving the quality and appropriatendsinancial services; creating benefits for clierdad improving
social responsibility of an MFIL."



The reference framework followed in the currentiglopgerformance analysis examines
the whole process of translating MFIs mission istial impact and includes the
analysis of three connected dimensions of the bperdformance process corresponding
to different set of indicators: the intent of thecFMthe effectiveness of the internal
system and activities in achieving its targets, M#&iputs and eventually its capacity to
positively affect clients life and achieve sociab(g.

1. European microfinance landscape

Regardless of its NGO roots, the European micrafirasector is characterized by a
large variety of players mostly as a result of anegal lack of specific national
regulatory environments, with the exceptions ofnée and Romania. Despite an
ongoing process of downscaling, there are far fewaaks (11.2% including savings
banks) relative to NGOs (27.3%) and NBFIs (17.48%kn if the former account for
22.4% and 28.6% of number and amount of loans diglolun 2009 respectively. Banks
are thus bigger on average and make relativelyefdaans, suggesting a greater focus
on less-disadvantaged populations. In contrast, 8l@i€burse 23.2% and 7.8% of the
overall portfolio in terms of number and value o&is respectively, offering smaller

loans to more beneficiaries.

The second most common type of microlenders iSdtieers” charter type: these MFIs
are mainly public or private entities (microfinanassociations and other religious
institutions) mostly found in Italy, rooted in thaecal context and closely connected to
target groups, which are responsible for the selegirocess (collection of information
and documents from potential clients, selectiorbofrowers to be presented to the
formal lender, provision of guarantees directlytimrough a third party) and for the
provision of non-financial services and/or busindsselopment services. Community
Development Finance Institutions (CDFI) are Britiemding NGOs with a specific
legal status in the UK providing a range of produciapital and other types of support)

to address financial exclusion.

Most institutions remain non-profits, but the prdpm has decreased from the previous
2006-2007 EMN survey consistently with the increlbgeesence of banks entering the
field.



Table 1. Main characteristics of the European micrance sector

% of European total

MFls n. loans value loans
(169) (69,266) (€ 783,375,048)
Charter type:
NGO or Foundation 27.3 23.2 7.8
Others 23.8 35.2 34.8
NBFI 17.4 10 5.1
Credit Union/Coop 8.4 1.6 0.6
CDFI 7.7 0.4 0.5
Bank 5.6 224 28.6
Savings Bank 5.6 1 12
Government body 4.2 6.2 10.6
Profit status:
Not for profit 63.9 59.6 42
Profit 36.1 40.4 58
Age (years):
New (0-4) 19.1 13.5 13.6
Young(5-8) 36.4 2 1
Mature(>8) 44.4 84.6 85.4
Size (GLP):
Small(<€2min) 69.7 12.2 5.5
Medium
(>€2min, <€8mlIn) 22 13 11
Large(>€8mln) 8.3 74.8 83.6

Authors’ calculation on EMN 2008-2009 Survey datha

The microfinance sector in Europe is relatively ygas the 55.6% of MFIs begun their
microlending activity 8 or less years ago. In pasta consequence of their lack of
maturity, lender size in terms of gross loan pdidf¢GLP) is still predominantly small,

as almost 70% of respondents have a GLP thatgghas €2min.

2. EMN Social Performance Indicators correspondence to SPSR reference

framewor k

We analyse European MFIs social performance aaogrtti the core set of common
indicators and framework developed by the SociafdP@ance Task Force using data
collected in 2009 for the European Microfinance iiek (EMN) “Overview of the

Microcredit Sector in EU 2008-2009” on a sampld@d® microfinance actors operating

in 21 European countries.

The reference framework and methodology followethansocial performance analysis,
as specified in the Social Performance Standard®egSPSR), examines the whole
process of translating MFIs mission into social atipand includes the analysis of

several connected dimensions of the social perfoce@athway corresponding to areas
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covered by different set of indicators: the intehtthe MFI, the effectiveness of the
internal system and activities in achieving itgg&s, MFI outputs and eventually its

capacity to positively affect clients life and a@he social goals.

Figure 1. EMN Social Performance Indicators in 8IeSR reference framework
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Data collected on European MFIs involved in theveur through anad hoc
questionnaire allow focusing on just part of thérerset of 22 core indicators included
in the Social Performance Standard Report yet entblinvestigate spheres of the

social performance issue relevant to a young anarmyc sector as the European one.

In what follows we present a revised set of stasiglan order to fit the EMN indicators
into the SPTF framework, taking into account thecsicities of European MFIs.

3. MFlIsintent: mission and social goals
3.1 MFIsmission statements

According to MFIs mission statements, main goals Eefropean microcredit are
microenterprise promotion (70.4%) and job creat{68.7%), despite a considerable
share of respondents focus on social inclusion @meerty, and financial inclusion.
SME promotion (20.8%), women (33.9%) and minoritgpewerment (29%) concern
less than half of responding MFIs (See Figure 2).



An exact comparison with previous survey data tspossible as two new options were
introduced: women and minority empowerment. Orgation were also allowed to
select as many options as they deemed appliedr detttheir programme mission.
However, MFIs in Europe seem to maintain their @rerfitial concern on enterprise

promotion and job creation.

NGOs and foundations showed a prevalent focus amlsanclusion and poverty

reduction (86% of them), while Community Bank Fio@h Institutions (CBFI), Credit

Unions and Cooperatives combine it with microenisg promotion (respectively
61.1% and 85.7%). Most of savings banks missiotestants concentrated on job
creation (90.9%). Government bodies promoting nui@dit programmes are mainly
concerned with SME promotion (75%) and Banks witicroenterprise promotion

(88.9%).

Figure 2. MFIs mission statements

Microenterprise promotion 70.4%

Job creation 7%

Social inclusion and poverty reduction 1%
Financial Inclusion

SME promotion

Women empowerment

Minority empowerment

Other

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

Authors’ calculation on EMN 2008-2009 Survey datha

Smaller loan sizes are usually associated to aegredentation towards disadvantaged
target groups. In terms of mission statements, Ntds focused on social inclusion and
poverty and “others” exhibited average loan balanoelow the European average in
2009.



3.2Target Market

People excluded from mainstream financial marketsmen, ethnic minorities and
migrants are the most common target groups in Eyregile almost one third of

respondents do not apply any client-specific fofrtacgeting.

Targeting policy has proven to have a significanpact on MFIs efficiency while it
appears to have no impact on productivity. Cligreesfic targeting policies in general
restrict potential borrowers and thus worsen MHst cefficiency. More explicitly,
targeting poor or disadvantaged groups of clientaare expensive (in terms of cost per
borrower) and worsens operating efficiency by lingitthe scope of diversification and
the possibility of disbursing larger loans withpest to more relaxed forms of targeting

(like not having a specific targeting policy af)lGonzalez, 2010).

Figure 3. Target market
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Authors’ calculation on EMN 2006-2007 and 2008-2@28vey database.

3.3 Enterprises supported

According to the age of enterprises, European Méiig to mostly serve those in start-

up phase.



Despite enterprises with 5 employees or fewer wezanost served business size, those
with five to nine employees grew by 15% with regpec2007 data (EMN, 2008 and
2010) suggesting a gradual shift to larger regestdrusiness.

A still remarkable share of responding MFIs lend uiregistered informal sector
business, especially in Bulgaria (22.5%) and It0%), even if the proportion is
declining with respect to the previous EMN surv@2%).

Figure 4. Types of enterprises supported
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Authors’ calculation on EMN 2006-2007 and 2008-2@28vey database.

4. Internal system and activities: range of products and services (financial and non

financial)
4.1 Financial products and services offered

All the MFIs participating to the EMN Survey proednicroloans of €25,000 or less to
microenterprises of 9 or fewer employees accordingthe definition agreed at

European level.

A combination of regulatory framework restrictioaecting non-banking institutions
provision of financial services in most Europeanurdoes, a pre-existing well
developed financial sector and the relative youmg @&f operating MFIs make

microenterprises loans and credit-related actwitdominates portfolios. Financial
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services different from microcredit are provided their clients by only 34.3% of
respondents: debt counselling is offered by mamamzations in Bulgaria, Hungary
and Italy, and in general by NGOs. Spanish saviraggks and their foundations cross-
sell financial products to their clients (EMN, 201@nly 38 MFIs provide personal
microcredit loans, even if some cases collecteithén“other” category may well apply
to personal lending (anti-usury, emergency and ihguans). Personal loans are
different from microcredit because they are notemded for the creation or
development of a microenterprise, but they supppeécific needs or unexpected
expenses of people excluded from the mainstreaandial system with the aim to
reintegrate them and prevent over-indebtednesks3aavings banks and credit unions
in general play a dominant role in the provision saivings products, while it is
interesting to highlight the involvement of Govemmh bodies as money transfer

services promoter.

4.2 Non-financial services offered

Only a small share of European MFIs is dedicatetdusively to microfinance (24.3%).
The large majority of participants are mainly inved with Business Development
Services (BDS, 35.5%), and entrepreneurship trgin5.4%). Lower shares are
focused on business incubators (15.4%) and finaecacation programmes (13%),

while 17% are traditional banks.

One of the most remarkable features of the Europei@nocredit is its relative low

incidence on the microlenders overall businessvigtin terms of sales volume: for
almost half of the respondents (48%), microlendingount for less than 25% of their
activity portfolio. For 35% of respondents, micradieng is rather the prominent activity
representing more than 75% of overall portfolio. dxgst the latter group of MFIs,

Bulgarian and Romanian organization are predomjrganén their original orientation

towards SME loans.

4.3 The provision of Business Development Services (BDS)

The crucial role played by training services archiecal support to microenterprises in
Europe is showed by the significant supply of BassiDevelopment Services (BDS) to
MFIs clients: only 17.8% of surveyed institutions kot provide BDS at all, while the
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remaining majority provide access to them on a adsgoy basis, on request, in
identified cases, or by referring to external pdevs (for 17.2% of surveyed MFIs the

share of participating clients is more than 90%l@nts).

Figure 5. Business Development Services (BDS)
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Authors’ calculation on EMN 2006-2007 and 2008-2@28vey database.

5. Internal system and activities: policies and compliance
5.1 Staff issues

European MFIs general small-scale also involvesttii@ number of staff members
employed: the selected micro-lending institutioesaavhole employ slightly more than
3,000 people, and an average of 20 members per KKdpite the two largest
organization in terms of staff employ 611 and 508nhers (respectivelyfrance

Initiative andADIE in France).

Institutions with 5 or less employees represen®%3of the surveyed MFIs, while only
a smaller share of 14.8% employ 20 or more pedpteh staff size categories are
declining if compared with 2007 (respectively -9.3%d -0.6%) showing a remarkable
increase (+4.6%) of middle staff size MFIs (6-20pévgees). The majority of MFIs

amongst the latter group of those with larger stsiffe are non-bank financial
institutions (39.1%) and government bodies (21.A%4th a profit legal status (66.6%),

and almost 40% of them are in Bulgaria and Romania.



It is also crucial to stress the collaboration lofi@st 18,000 volunteers in microlending
activities (in 84% of responding MFIs, a substdritarease with respect to half of the
previous survey participants), especially in FrafwbereFrance Initiativeand ADIE
rely on respectively 14,000 and 1,530 volunteeus atso an important savings bank as
Fédération Nationale des Caissed’Epargne count on 70 volunteers), UK (840 for
Prince’s Scottish Youth Business Tju#taly (11 out 32 surveyed MFIs count on 10 or
more volunteers). The use of volunteers is almésenat in more mature national
industries as those in Bulgaria, Hungary, and Ramasnd in Germany and Spain
where predominant microlenders institutional tygesspectively government bodies
and savings bank) tend to count on hired staff.

Total number of full-time loan officers working imicrolending and related BDS
programmes is above 2,000 people and represeriistastial share of MFIs staff as a
result of remarkable data showed B$K ABV (1,000),ADIE (181), OTP Bank Nyrt.
(150), andALMI Foretagspartnern(135) with respect to the European average (5 loan

officers per MFIs without mentioned outliers).

Of the paid staff working in European MFIs, 56% aemen and 13% are ethnic
minorities or migrants: in IrelandFifst-step microfinanceand Norway women are
80% of the workforce while the gender balance isweé0% in Belgium, Croatia, and
Latvia (only 26% of women in staff); it is worth tirag that in Sweden (Microcrédit
Solidaire Suisse) and Croatia ethnic minorities amgrants represent respectively half

and one third of the workforce.

6. Output and outcomes
6.1 Geographic outreach

MFIs operating in rural environment are assumedbedess productive and efficient
given the higher operating costs and staff effagsociated to serving population in
remote areas with poor quality infrastructures, aadow scope for cost compression in
low population density areas. Recent evidence orest the above-mentioned
common hypotheses by showing a higher productieftyural MFIs with respect to
urban, as a result of a less disperse target gigmulation of the former, even if global
data are mostly driven by high population densigyedoping country as India and
Cambogia (Gonzalez, 2008).
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As showed in Fig. 3, European MFIs maintain a piegaurban focus, despite MFIs
targeting clients in rural context increased by ®&8th respect to the previous EMN
survey. According to EMN (2010), Bulgaria (3 otiti® MFIs exclusively dedicated to
rural populations where poverty is widespread)ofist, Croatia and Latvia are the
countries with the highest incidence of rural im&ttions. On the other end, a complete

focus on urban environment emerges in Belgium afidland Germany.

6.2 Women outreach

A significant share of European organizations disetl their lending activity in 2008
(124 MFls, 73% of the EMN sample group) and in 200389 MFIs, 82%). A smaller

set of organization detailed their women outreaaviding the actual number of loans
disbursed to women in 2008 and 2009 (61.2% and64ekpectively). Lending rates to
women of the EMN survey respondents declined betvia8®8 (35.5%, 21,169 loans)
and 2009 (31.6%, 18,504 loans) and are substanbalbw microfinance benchmarks
in other regions of the world (Asia, Latin Ameriaad the Caribbean, and Africa). In
Fig. 6, European Microfinance data are compared/td Market data on Eastern

European and Central Asian MFIs for a matter ofggaphical proximity.

However, remarkable differences emerge across gesnwith the exceptions of the
two Latvian and Swiss participating MFIs providifgw loans (100% and 50% of
women clients respectively), in each of the exglde@ropean countries men are served
more than women with greater average loan balarBakyaria and Finland offer
remarkable number of loans to women (1,437 and|88ds respectively) while still
slightly privileging men in their overall loan ptotio (45% and 49% respectively).
Hungary, Croatia and Ireland perform below the BEkérage in terms of women

outreach, despite a considerable number of loam®toen of the former.

Most of the loans to women are disbursed by NGOk fanndations (6445 loans),
especially in France, Italy, Spain and Hungary, Bypdhon-bank financial institutions,

mostly in Eastern European countries.
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Figure 6. Women clients trends compared
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Authors’ calculation on EMN 2006-2007 and 2008-208@rvey database, and MIX Market Benchmarks for
European and Central Asia (ECA).

6.3 Migrant outreach

The number of loans disbursed to ethnic minoriiesigrant clients is still modest and
declined during the survey time interval: of the r@&ponding MFIs in 2009 (90 in
2008), 24.9% served the category of the immigratitaic minorities (27.6% in 2008).
According to MFIs institutional types, the largejordy of lending activity was carried

out by NGOs (70%), associations and private estitidtaly and Germany, and by few
banks.

7. European Microfinance potential trade-offs between social and financial

performance

Recent research efforts explored potential relah@gs between social and financial
performance challenging one of the most controgérssue in the microfinance debate
by suggesting the existence of selected synergteemrthan trade-offs between the two
major microfinance goals, despite some of the tesafle not statistically significant

owing to small samples to offer any final resolation the issue (Gonzalez, 2010;
Bédécarrats et al., 2009; Dewez and Neisa, 200&dfimnanza Rating, 2010).
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Across the above-mentioned studies, comparablecansistent results are only found
for the social performance area of non-financialvises provision: no trade-offs
between non-financial services and all areas ddnitnal performance explored are
reported. Some conflicting results involve on oa&d consumer protection and social
responsibility to staff, and on the other hand Mptstfolio quality. More broadly,
conclusive evidence are threaten by a lack ofsstedily significant results and small

reference samples.

7.1. Efficiency and Social performance

Potential efficiency trade-offs of a subset of tipeeviously described social
performance indicators may be examined with respe@n efficiency measure, the
operating expenses ratio, and a standard indiaaitdviFIls financial viability, the

Operating Self-Sufficiency ratio (OSS).

According to Pearson’s correlation coefficient iable 2, a trade-off between women or
migrant outreach, and the operating expenses mtierges in the European data,
despite limited responding MFIs on efficiency amgpith of outreach measures makes it

more difficult to generalize results on larger plagions.

Smaller loan balances are often associated to Métsised on disadvantaged
beneficiaries. For the selection of European Mk$ldsing their financial indicators,
smaller loans are more expensive and only MFIsullshg larger balances exhibit
better performance in terms of OSS. European MFdsiging smaller loan balances
are less efficient in terms of operating expensie emd less financially sustainable.

Table 2. Correlation between selected financial aadial performance indicators

= .

ﬁiit)r:i?;/c % Ethnic % Women | % Women
ALB (loans minority (loans value)| (n. loans)
(n. loans)

value)

Operating

Expenses -.347* .666** 714** .526** .560**

Ratio

Operational

Self- .327*

Sufficiency

**_Correlation is significant at the 0.01 level {@H#ed); *. Correlation is significant at the 0.@&&l (2-tailed)

Authors’ calculation on EMN 2006-2007 and 2008-2@18vey database.
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