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LMDF in figures 

2010 2015

5.4 17.6Total net assest value (in million euros)

Microfinance portfolio (in million euros)1.8 15.9

319 Number of partner MFIs

Number of micro-entrepreneurs

Number of countries

5,700 30,764

6 17



LMDF - a unique approach to 
investing for social change
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LMDF is a fully regulated investment fund with two innovative and possibly unique 
features.

Firstly, its investment strategy is focused primarily on emerging microfinance 
institutions (Tier 2 MFIs) which show a strong commitment towards the economic 
development of their end clients, but which need additional funding to help them 
grow to maturity and fulfil their initial promise.  This strategy contrasts with that of 
other microfinance funds, which tend in the main to direct their investments towards 
Tier 1 MFIs which have already reached maturity.

Its second distinctive feature is its shareholder structure, which is designed to 
respond to the demands of investors who share a common interest in social or 
impact investing, but have differing expectations in terms of financial risks and 
rewards. LMDF’s shareholder structure, with its three distinct shareholder classes, 
enables diverse investors to come together in partnership, be they public entities, 
institutions or private individuals, who share the common goal of investing for social 
change.

It is clear that the social objectives targeted by LMDF can only be achieved from 
a position of financial stability.  After five years of activity in the wake of one of the 
worst financial crises in history, LMDF now has a solid financial track record which 
is easily demonstrable using generally accepted financial measures.  Investors 
are accustomed to receiving regular financial information and audited financial 
statements which enable them to assess financial performance.

The measurement of any Fund’s social performance is necessarily more challenging, 
as the industry struggles to establish accepted standards of social performance 
measurement.  This special report therefore seeks to identify some key social 
performance measures, review LMDF’s track record against these measures and 
draw conclusions on LMDF’s past performance and guidance for the future.

It also addresses a number of questions raised frequently by our investors, including 
how LMDF addresses some of the challenging issues of the microfinance sector, 
such as over-indebtedness, mission drift and interest rates.  

We trust that this report makes interesting reading.

Kenneth Hay
Chairman



Five years of driving
social impact

Social performance is the degree to which 
an organization is able to translate its 
vision and mission—in other words, its 
impact objectives—into its operations and 
day-to-day decision making. LMDF is an 
investment fund created at the end of 2009 
with a strong vision. This report is a review 
of our performance, measured against our 
objectives, after five years of operation.

The Fund’s social impact objectives
The first part revisits the Fund’s objectives: 
Its vision and mission—in other words, what 
we mean when we talk about microfinance 
and our unique focus on emerging 
microfinance institutions. 

LMDF is an investment fund whose primary 
objective is to address the pressing question 
of poverty and inequality in an increasingly 
interconnected world. The Fund’s principal 
action is its investments. In other words, it 
is an expression of confidence in a social 
business (or microfinance institution) which 
delivers tangible benefits to the poor. 

In its mission statement, the Fund is explicit 
about its investment strategy: Facilitate the 
growth of promising emerging microfinance 
institutions that address the financial needs 
of marginalized communities and individuals 
in developing countries. Three important 
notions underpin our understanding of 
microfinance: (1) the productive use of micro-
credit; (2) the objective to reduce exclusion, 
particularly where unmet needs are largest; 
and (3) the need for financial services beyond 
micro-credit.

At the same time, LMDF needs to be 
an attractive investment proposition to 
different types of investors. The challenge 
is to balance stable financial returns 
to shareholders with the provision of 

responsible financial services to the poor. 

How the Fund and its partners operate
The second part of this report looks at how 
our vision and mission translate into action. 
The report looks at the unique partnership 
with the non-governmental organization 
ADA, how social performance is considered 
in the investment process, the importance 
we attach to building long-term relationships 
with investees and the way our vision 
and mission is anchored in the Fund’s 
shareholder structure and governance.

The collaboration with ADA, a leading NGO 
active in microfinance, is described through 
concrete examples: The consideration for 
social performance when we establish 
interest rates and negotiate contracts 
with microfinance institutions (MFIs), the 
consideration of poverty levels in the 
selection of portfolio countries and the 
complementary tools—beyond investments—
ADA can use in strengthening emerging 
MFIs.

The investment process is the heart of any 
investment fund: How deals are selected, 
what is considered in a due diligence 
process and what happens in the post-
investment monitoring phase. For each of 
the six steps—from the identification of 
target countries to monitoring of investees—
we describe how social performance 
considerations influence the decision 
making. 

LMDF is an investment fund whose 
primary objective is to address the 
pressing question of poverty and 
inequality in an increasingly inter-
connected world.
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The section ends with a reminder of 
LMDF’s unique public-private shareholder 
structure and how this structure influences 
social performance considerations in the 
governance. Class A (public) shares are 
effectively “impact first,” meaning that Class 
A shareholders care first and foremost about 
the social objectives of the Fund. Although 
minority in terms of capital invested, they 
have special governance rights ensuring 
that their interests are always considered. 
Institutional and private individual investors 
balance the “impact first” approach through 
the importance they attach to adequate risk 
exposure and financial returns.

If LMDF does not meet the expectations 
of private investors it would simply be 
unable to attract sufficient funding to fulfil 
its mission. So at the heart of LMDF’s 
governance is the balance between different 
interests in view of a common goal. 

What has really been achieved?
The third part of this report looks at results: 
Does LMDF’s portfolio of investments live 
up to its impact objectives and working 
processes? The challenge in this section is 
that each microfinance institution financed 

by the Fund is different in many ways—its 
vision and mission, target clients, way to 
operate, legal structure and governance 
and regulatory framework—just to name a 
few dimensions. So how do we comparably 
assess the social performance of LMDF’s 
portfolio as a whole?

The approach taken in this report is to 
identify a set of measurable indicators 
derived from the Fund’s vision and mission. 
The indicators fall into two main areas: (1) 
The extent of the Fund’s focus on poverty 
and exclusion and (2) the quality of services 
MFIs provide and their responsibility 
to clients and employees. In choosing 
indicators, a preference was given to those 
for which benchmarks are available. 

The results are encouraging. LMDF is 
performing strongly regarding poverty focus, 
both in terms of the countries where we are 
active but also the MFIs we chose to finance. 

LMDF is performing strongly regar-
ding poverty focus, both in terms of 
the countries where we are active 
but also the MFIs we chose to 
finance.

Member of a women’s self-help group receiving small loans in Mali



Financing of smallholder agriculture and 
women is relatively high compared to other 
microfinance investment funds.  MFIs in 
LMDF’s portfolio offer a broad range of 
services, which they provide efficiently. Most 
subscribe to the Client Protection Principles, 
a set of emerging standards in microfinance 
establishing what constitutes fair and 
equitable treatment of clients. 

The area where investees are, on average, 
not performing strongly is the treatment of 
employees (measured by staff turnover). 
Here the indicator lies slightly below but 
close to the industry average.

The quantitative review of LMDF’s portfolio 
is complemented by case studies covering 
important topics in microfinance. A first 
and significant step in the transition from 
micro-credit to microfinance is the provision 
of savings products. The case study of 
PILARH OPDF, partner of LMDF in Honduras, 
illustrates the importance of savings for 
women and youth. 

The second case study looks at the issue 
of over-indebtedness. INMAA, a partner 
MFI in Morocco, withstood a severe crisis 
when many of its clients had excessive levels 
of debt. INMAA’s response to the crisis 
includes more transparency, stricter analysis 
of repayment capacity, financial education 
and a strict implementation of the Client 
Protection Principles.
A third case study looks at the intersection 
between environmental issues and 
microfinance. The case study describes 
Fondesurco’s ambitions to become the 

leading green microfinance institution in 
Peru. 

The report also features an interview with 
Alex Silva, partner at Omtrix, about the 
Higher Education Finance Fund, a venture to 
expand micro-credit to enhance access to 
higher education for the children of micro-
entrepreneurs.

Finally, we examine the lessons learned in 
the areas of mission drift, governance and 
the responsibility of funders.

This is the Fund’s first social performance 
report. The analysis, coming as we celebrate 
our fifth anniversary, encourages us to go 
further, address the weaknesses we have 
identified and further improve the Fund’s 
social performance in the future. 

The main avenues that we have identified to 
improve reporting and transparency of social 
performance are outlined in the last section 
of this report. 

I take this opportunity to thank the LMDF 
team that has worked on this report, 
particularly Anca Vasiliu for her initial 
analytical work; David Gorjon for compiling 
and analysing the data and writing the 
case studies; and Jennifer Urbain for her 
dedication to ensuring that the design of the 
report lives up to our high standards. 

We hope you enjoy reading this report!

Kaspar Wansleben 
Executive Director

This is the Fund’s first social perfor-
mance report. The analysis, coming 
as we celebrate our fifth anniversary, 
encourages us to go further, address 
the weaknesses we have identified 
and further improve the Fund’s social 
performance in the future. 
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What do we care about?

Mission

In order to realize its Vision, LMDF

Vision

LMDF aims to contribute to the alleviation of poverty by supporting 

organizations that empower people and stimulate entrepreneurship, with 

a particular focus on the most excluded. The Fund facilitates access 

to responsible finance by building sustainable links between investors, 

microfinance institutions and ultimate beneficiaries.

•	 Constitutes an attractive investment proposition by balancing stable 
financial returns to investors with the provision of responsible financial 
services to the poor. 

•	 Specializes in facilitating the growth of promising emerging 
microfinance institutions which address the financial needs of 
marginalized communities and individuals in developing countries. 

•	 Enables the development of micro-entrepreneurs in areas where 
unmet needs are largest, particularly among women, youth and rural 
populations. 

•	 Is accessible to public, institutional and retail investors and is 
accountable for reaching both social and financial objectives, and 
transparent in its reporting. 



The term ‘micro’ in microfinance is derived 
from the fact that transaction amounts are 
smaller compared to the amounts found in 
traditional financial intermediation. However, 
micro may mean very different things to dif-
ferent microfinance institutions and investors, 
ranging from loans of several tens of thou-
sands of euros to small companies to loans 
of less than 100 euros to a self-help group of 
African women. 

Microfinance, as understood by LMDF, has 
three important notions:

1. In the granting of microcredits, consider-
ation needs to be taken  of the productive 
nature of the activity financed so that in a 
normal scenario, the micro-entrepreneur 
can pay back the loan from his or her 
income from that activity; 

2. Microfinance contributes to the allevia-
tion of poverty by reducing the exclusion 
and uncertainty poor people face in their 
daily lives. This exclusion from formal 
financial services—and hence our invest-

ment focus—is most prevalent among the 
poor(est), women, youth, and people liv-
ing in rural areas in developing countries; 

3. Lastly, microfinance goes beyond micro-
credit, since microfinance is more than 
simply the provision of micro loans to 
the poor. It also includes providing poor 
people with a variety of well-designed 
financial products and services that help 
them to address their day-to-day needs. 
This includes savings, money transfer 
services, and micro-insurance, amongst 
other innovative microfinance products. 

The third section of this report analyses in 
detail how LMDF fares if we hold ourselves 
accountable to these notions. The follow-
ing graphs indicate a few important points 
for LMDF: relatively low average microloan 
amounts, suggesting a focus on poorer 
people; a clear investment focus on develop-
ing countries; a predominantly productive use 
of microcredit; the importance of agricultural 
loans; and the high percentage of women 
among the ultimate beneficiaries.

What does the ‘micro’ in microfinance mean?
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ACTIVE MICRO-ENTREPRENEURS 
FINANCED BY LMDF

Source: LMDF analysis of weighted average data provided 
by partner MFIs from 2010 - 2015

Source: LMDF analysis of weighted average data provided 
by partner MFIs from 2010 - 2015
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LMDF’s investment focus is on emerging and 
promising microfinance institutions that create 
positive social impact. The term “emerging 
microfinance institutions” implies some track 
record, which LMDF recognizes as a proven 
business model and that the MFI has reached or 
is close to reaching financial break-even. In line 
with our vision and mission, each MFI also needs 
to have a strong social vision and mission focused 
on positive impact for its ultimate clients. 

The term “promising” is more oriented towards the 
future and what we hope to achieve by investing 
in MFIs. We hope to contribute to the growth of 
a social business model in order to allow more 
clients to benefit and the MFI to become fully 
sustainable. We also hope to create institutions 
with proven track records that continue to innovate 
to address the multiple social challenges they see 
in the environment in which they operate. 

Where does our investment focus situate the 
Fund in a larger microfinance context? In 2013, 
LMDF joined forces with other investors and 
MicroRate, a microfinance information service 
provider, to work on a definition of different 
segments of microfinance institutions. The 
work took place within an Action Group of the 
European Microfinance Platform and resulted in a 
definition of the maturity of MFIs in three tiers: Tier 
1 (mature MFIs), Tier 2 (emerging MFIs) and Tier 3 
(developing MFIs). 

Global data (from the MIX Market information 
platform) suggests that ca. 15% of all MFIs are 

mature MFIs, ca. 25% are emerging MFIs and 
the remaining 60% are developing MFIs. The 
data also suggests that emerging MFIs tend to 
reach deeper into poorer segments of clients by 
targeting populations with lower loan amounts 
(less than half of the loan average of mature MFIs). 
Additionally, emerging MFIs are likely to be found 
in regions less developed in terms of financial 
inclusion.

The definition and resulting data have helped 
LMDF to clarify its investment focus. In spring 
2014, the Fund adjusted its Prospectus and 
incorporated the definition published by the 
European Microfinance Platform. It is clear 
that LMDF’s social mission can be better 
accomplished by investing in emerging (Tier 
2) MFIs with a strong social vision and mission 
and which have reached an intermediate level 
of maturity in size, sustainability, governance 
and transparency. The Fund may also finance 
developing (Tier 3) MFIs if these MFIs are likely to 
quickly graduate to become Tier 2s. 

Emerging microfinance institutions in which the 
Fund invested in 2010 have generally fared well. 
Annual growth of 18% in terms of loan portfolio 
and 17% in terms of end-clients during the last five 
years suggest that LMDF’s model is working.

Why do we focus on emerging 
microfinance institutions?
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Annual growth of 18% in terms of 
loan portfolio and 17% in terms 
of end-clients during the last five 
years suggest that LMDF’s model is 
working.
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“We strongly feel that poor fami-
lies in rural areas face significant 
challenges to develop their liveli-
hoods. A lack of funds to start or 
expand their business is caused 
by little access to appropriate 
funding from traditional banks.”

Prom Mary, Chairman of CBIRD, Cambodia



LMDF’s world in four stories

Jefferson Padilla, 
Fundación Alternativa, Ecuador

Jefferson is a 19-year-old entrepreneur who has 
been able to create his own business by raising 
and selling chickens. After completing military 
service in his province, he realized the need to 
financially support his family. With support of 
Fundación Alternativa and its programme “Em-
prendamos,” he received training for setting up 
his business. Now Jefferson, who expects to be 
a generator of jobs in his community, can see a 
bright future ahead. 

Blanca Santana, Pro Mujer, Nicaragua

Blanca, a mother of six children, has been able 
to begin her own bakery with the support of Pro 
Mujer. Today, Blanca runs a family business, 
which employs her six children. In addition to 
the benefits from the microcredit, she is plan-
ning to remodel her bakery, construct a two-
story house and plan for three of her children to 
attend college.

0% 20% 40% 60% 80% 100%

Latin America Africa Asia

V. High High Medium Low 

Men

Small commerce Agriculture Production Other 

Women 

Regional allocation

Allocation by level of human development

Allocation by gender

Allocation by activity

Source: LMDF analysis as at 31 December 2014, on the basis of unaudited data provided by partner MFIs.

LMDF‘S INVESTMENT PORTFOLIO



Sreymom Om,  Maxima in Cambodia 

Sreymom is a 23-year-old entrepreneur, mar-
ried with one daughter. She lives in a village 
on an island of the Mekong River about fifteen 
kilometres from Phnom Penh. Her husband 
works in a factory that produces bean curd 
skin. Five years ago, she started her silk weav-
ing business. She was able to borrow some 
money in order to purchase raw silk. Now, 
thanks to Maxima, Sreymom has been able to 
retain extra capital to improve her business and 
increase her household income.

Abdelfadel Lhoussaine, INMAA, Morocco

Abdelfadel, who is married with two children, 
is a 39-year-old micro-entrepreneur from the 
village of Zaouite Tizgui in the city of Tinghir. 
Thanks to his experience in the tourism industry 
and the microcredit loan received from INMAA, 
he was able to create his own hostel and 
restaurant, Restaurant Petite Gorge. He works 
mostly with organized tour groups and uses the 
Internet for reservations.

14-15



Client of the MFI Fondesurco in Peru who has received a loan for the acquisition of an energy efficient oven
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The Luxembourg Fund Labelling Agency 
(LuxFLAG) is an independent international 
labelling agency specially focused on the 
responsible investing sector. 

The primary objective of the LuxFLAG 
Microfinance Label is to reassure investors 
that the microfinance funds actually do what 
they claim to do: invest in microfinance. Each 
fund needs to invest, directly or indirectly, 
at least 50% of its total assets in the 
microfinance sector.

LMDF has endorsed the transparency the 
label brings for investors since 2011. The label 
ensures that the Fund is actually invested in 
microfinance and that this is done by meeting 
internationally recognized standards. 

LMDF and the LuxFLAG Microfinance Label

For the last four years, LMDF has received the LuxFLAG 
Microfinance Label, confirming its commitment to microfinance
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Access to credit and financial services is challenging in rural areas - here an MFI client in rural Cambodia 
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How do we work?

An innovative partnership

It is difficult to understand the Luxembourg 
Microfinance and Development Fund without 
due consideration of its initiator, promoter, 
shareholder and investment advisor Appui 
au developpement autonome a.s.b.l. – ADA. 
ADA is the leading Luxembourg non-gov-
ernmental organization active in micro- and 
inclusive finance. ADA’s Luxmint financing 
programme started in 2000 and served as a 
test case to illustrate the potential for debt, 
guarantee and equity investments in microfi-
nance institutions. Luxmint financed 19 MFIs 
in Asia, Africa and Latin America and part of 
the investment portfolio was contributed in 
kind to LMDF on incorporation at the end of 
2009.

ADA has a team solely dedicated to LMDF, 
but it is also more than just an investment 
advisor. ADA is active in the development of 
MFIs through innovation, capacity building 
and peer to peer learning, as well as sector 
level interventions that address regulatory 
or legal frameworks. It also has specific ex-

pertise in Western Africa. ADA’s work as an 
investment advisor benefits from synergies 
through the information and networks the 
other activities create.

In the following we look at four concrete 
examples of how LMDF’s functioning is influ-
enced by the partnership with ADA:

Pricing policy
LMDF’s pricing policy includes a social 
factor to adjust interest rates up or down 
depending on social vision, mission and 
performance of MFIs. The pricing policy de-
termines the interest rate LMDF charges on 
loans to MFIs. Apart from “classical” consid-
erations such as the Fund’s own return tar-
gets, the risk profile of an MFI and the pricing 
derived from markets, ADA and LMDF have 
agreed on a social factor that adjusts the 
pricing upwards or downwards depending on 

ADA

LMDF

Investment
sourcing

Due diligence Monitoring

Investment decisions

Risk management & compliance

Treasury & FX hedging

Fundraising & investor relations

ADA has a team solely dedicated to 
LMDF, but is also more than just an 
investment advisor. 



the social performance of the MFI.

Country strategy
LMDF’s investment strategy is to provide 
financing to MFIs operating in countries with 
significant development potential and high 
incidences of poverty. ADA and LMDF have 
agreed to include two “unusual” indicators in 
the country selection process: The Human 
Development Index (HDI) and the Microfinance 
Index of Market Outreach and Saturation (MI-
MOSA, published by Planet Rating). The HDI is 
a balanced indicator of the overall development 
of any country. LMDF aims to mostly invest in 
countries belonging to the lower half of the in-
dex. MIMOSA is an assessment of microfinance 
market capacity. LMDF takes into account 
these MIMOSA scores, which indicate under-
developed microfinance markets, in order to 
avoid allocating investments in overheated and 
saturated markets in which excess lending can 
lead to issues such as over-indebtedness.  

Social covenants
As socially responsible microfinance investors, 
ADA and LMDF are committed to pushing for 
the use of reasonable social covenants that 
contribute to the improvement of social perfor-

mance and responsible finance of partner MFIs. 
Ensuring that the end-clients are not harmed 
and actually benefit from access to appropri-
ate and well-designed financial products and 
services is the ultimate goal of LMDF’s social 
covenants.

Technical assistance
The collaboration between ADA and LMDF 
allows us to not only provide MFIs with the 
financial resources needed to expand their 
microfinance activities, but also provide techni-
cal assistance that enables them to achieve the 
level of professionalism and expertise required 
to expand their social business. Technical assis-
tance is vital for both emerging and developing 
MFIs, which form the focus of the investment 
activities. 

Although unusual at first glance, the partnership 
between a regulated investment fund structure 
and an NGOs makes sense if one considers 
the complementarity of competences required 
to balance the expectations of shareholders 
with the objective to expand the boundaries of 
financial services for the benefit of marginal-
ized communities and individuals.

Women driven community bank in Nicaragua facilitated by Pro Mujer
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The Fund’s social performance is determined 
by the way in which its vision and mission is 
reflected in day-to-day decision making. And 
the most important decisions an investment 
fund makes are investment decisions. 

We have therefore analysed how social per-
formance is considered in the different steps 
of the investment process.

Step 1: Identification of target countries 
The country selection strategy agreed 
between ADA and LMDF takes into account 
the human development of portfolio coun-
tries. The aim is to focus investments where 
they are needed most: in countries with a 
low level of human development and hence 
high incidences of poverty (measured by the 
UNDP Human Development Index). 

The strategy also considers the maturity 
of the microfinance market with the aim to 
focus on markets that are not fully developed 
and where it is likely to find a large number of 
emerging MFIs. 

The Fund also considers country risks, legal 
and regulatory frameworks and foreign ex-
change in the selection process.

Step 2: MFI screening
The screening to identify potential MFIs 
starts with our focus on emerging MFIs. 
We then consider the ‘outreach’ a potential 
partner has: What is its vision and mission? 
Who is the typical client? What is the poverty 
focus? Does the MFI work in rural areas? 
How is the gender split of the client base? 
Who are the important stakeholders of the 
institution? Is it for or not-for-profit? … The 
list of questions is long and complemented 
by considerations of financial performance 
and position, as well as operational efficiency 

and governance.

Step 3: Due diligence
Due diligence takes place where the micro-
finance institution operates. Interviews are 
conducted with management, and field visits, 
including to end-clients, complement the 
analysis.

Social performance plays an important part 
at this stage through the confirmation of the 
initial analysis. Detailed data may be avail-
able on the client base and social impact 
the MFI has. The discussions with manage-
ment and the board also serve to assess 
the importance individuals attach to social 
performance.

Does the MFI have dedicated staff and 
systems to monitor its performance? Is there 
a coherent link between its vision / mission 
and operations? Has it committed to inter-
national standards? How is the quality of 
reporting on social performance and external 
verification mechanisms? Is the quality and 
pricing of products in line with client needs? 
… Again a long list of questions to consider 
during the in-depth analysis of MFIs.

Step 4: Negotiation
Although negotiations of the terms and 
conditions of any transaction have probably 
started earlier, they usually intensify after 
due diligence. Strengths and weaknesses 
have been analysed and included in potential 
contractual covenants. 

LMDF systematically includes at least one 
social covenant in its contracts. The cov-
enant is adapted to each MFI’s unique 
situation, but usually follows one objective: 
to support and strengthen an ongoing social 
performance process of the MFI. 

How is social performance considered 
in the investment process?



Depending on the situation, this may take 
very different forms: a focus on a specific 
client segment, undergoing a social rating, 
complying with international standards on 
social performance, etc.

Step 5: Investment decision
Investment decisions are made by LMDF’s 
Investment Committee or Board of Direc-
tors depending on the characteristics of the 
transaction. The committee challenges the 
investment file presented and considers to 
what extent the investment complies with the 
Fund’s vision and mission. 

Step 6: Monitoring 
Partner MFIs regularly send reports contain-
ing relevant social and financial performance 
indicators. Social performance is considered 
as part of the work each analyst conducts 
quarterly and through the annual visit to 
review locally the progress made.

Due to LMDF’s long-term investment ap-
proach, MFIs often remain for many years in 
the investment portfolio. This results in an 
ongoing dialogue on strategic and operation-
al challenges, including social performance.

Country selecton: Human development and market potential

MFI screening: Emerging MFIs with strong social mission. 
Poverty, youth, rural and gender focus

MFI due diligence: Social performance analysis

Negotiation: Inclusion of social covenants in terms and conditions

Investment decisions: Challenging social performance analysis

Monitoring: Regular reporting / checks of social performance

SOCIAL PERFORMANCE IN THE INVESTMENT PROCESS
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Cacao farmer and client of the MFI Fundación Alternativa in Ecuador



Development takes time. A Fund whose 
vision is to contribute to the alleviation of 
poverty cannot measure success or failure in 
days or months.

This is why the Fund strives to establish 
long-term relationships with MFIs that have 
the potential to create significant positive 
impact among their target clients. 

In practical terms, the Fund needs to provide 
partner MFIs with appropriate financing that 
meets their needs, sustained by clear and 

balanced legal agreements with reasonable 
financial and social covenants, as well as 
fair processes for resolving disputes. The 
Fund must also provide financing, particu-
larly to smaller MFIs, which gives MFIs the 
time required to make a step forward while 
maintaining an adequate liquidity profile in 
the interest of the Fund’s shareholders. 

During its five years of operation, the Fund 
has financed 40 MFIs in Africa, Asia and 
Latin America through 64 transactions. It is 
reassuring to note that 78% of those MFIs 
are still in LMDF’s portfolio today and that 
the Fund can measure progress by looking at 
the relationship with each MFI, which has so 
far typically lasted three years.

Why are long-term relationships with 
MFIs important?
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LMDF has financed 40 MFIs through 
64 transactions. Today, 78% of those 
MFIs still form part of the portfolio.

DURATION OF RELATIONSHIPS WITH MFIs 2010  - 2015 

Source: LMDF analysis 



24-25

“LMDF understands that if the 
conditions attached to the financ-
ing are not in line with the needs 
of the microfinance institution, it 
becomes very difficult for those 
microfinance institutions to 
reach poor clients.”

Gloria Ruiz, General Manager, Pro Mujer, Nicaragua



LMDF has been structured to harness the 
financial resources of public, institutional and 
private individual investors for the develop-
ment of emerging MFIs. Class A shares 
(public investors) play a special role to keep 
LMDF’s vision and mission safe. 

Two important mechanisms have been put 
in place to that effect: a higher voting power 
and the right to propose the majority of the 
members of the board of directors. On the 
other hand, Class A shares serve as first-
loss capital for private individual investors 
subscribing to Class C shares. The resulting 
high risk profile implies that this share class 
is “impact first.” 

Institutional investors benefit from a higher 
return allocation at each NAV calculation: 
The equivalent of a 1% preferential return 
is allocated each quarter to Class B shares 
before other share classes. Finally, Class C 
shares offer a unique opportunity for indi-

vidual investors to engage in microfinance 
while benefitting from a low-risk exposure 
and regular liquidity.

The composition of LMDF’s board and 
investment committee, both of which include 
independent directors show that in practice 
each share class is well represented. LMDF 
balances the interests of the different types 
of shareholders in day-to-day decision mak-
ing processes (social impact, liquidity, risks, 
returns, etc.), while maintaining a coherent 
investment approach. 

How is social performance reflected in 
LMDF’s governance?

0

2

4

6

8

10

12

14

16

18

Class A Share capital (public investors)
Class B Share capital (institutional investors)Class C Share capital (private individual investors)

06
/2

01
0

12
/2

01
0

06
/2

01
1

12
/2

01
1

06
/2

01
2

12
/2

01
2

06
/2

01
3

12
/2

01
3

12
/2

01
4

06
/2

01
4

Source: LMDF analysis 2010 - 2015

LMDF’S CAPITAL BY SHARE CLASS 2010 - 2015 (IN MILLION EURO)

These features taken together allow 
LMDF to pursue an investment 
strategy in which social performance 
features prominently while remaining 
an attractive investment fund for 
different types of shareholder.
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SHARE CLASS REPRESENTATION IN LMDF’S GOVERNANCE
 
BOARD OF DIRECTORS   INVESTMENT COMMITTEE

Class A 

Class B

Executive

Independent

Class A Share capital (public investors)
Class B Share capital (institutional investors)Class C Share capital (private individual investors)

Class A 

Class B
Independent

Class A 

Class B

Executive

Independent

Class A Share capital (public investors)
Class B Share capital (institutional investors)Class C Share capital (private individual investors)

Class A 

Class B
Independent

Source: LMDF analysis

Directors and committee members rep-
resenting Class A shares have significant 
presence in the key decision-making bodies 
to ensure that social performance aspects 
are considered.

All these features taken together allow LMDF 
to pursue an investment strategy in which 
social performance is featured prominently, 
but still constitutes an attractive investment 
fund for all three types of shareholders.

Source: LMDF analysis

MFI clients in Mali waiting for the start of the self-help group meeting



Why are interest rates in microfinance so high?

What stands out is that operating 
expenses are the largest determinant 
of the interest rate that borrowers end 
up paying, accounting for two-thirds 
of the total rate.

The question of why interest rates in micro-
finance are so high comes up often in 
discussions with investors. That is why this 
special section provides a comprehensive 
analysis of interest rates in microfinance from 
the perspectives of two key stakeholders: (1) 
the microfinance institutions and (2) the micro-
entrepreneurs. 

1) MFIs’ Perspective: Financial sustainability is 
important

MFIs are social businesses and strive to 
operate in a financially sustainable manner. 
This implies that interest rates on microloans 
must cover MFIs’ costs of providing the loans, 
re-financing the portfolio and providing for bad 
loans. In addition the pricing should include 
a reasonable profit margin to finance future 
growth.  

In LMDF’s case the average interest rate 
charged by a partner MFI is 29.6%, broken 
down into operating expenses (20.1%), re-
financing costs (7.5%), provisions on non-
performing loans (2.5%) and, on average, a 
small loss (-0.5%). 

What stands out is that operating expenses are 
the largest determinant of the interest rate that 
borrowers end up paying, accounting for two-
thirds of the total rate. So why are operating 
expenses so high? 

One important reason is that business models 

of MFIs are based on proximity to their clients 
who operate mostly in the informal economy. 
Clients are often visited on a weekly basis. 
Second, MFIs of limited size need to amortize 
necessary fixed costs such as IT systems, 
management or branches over a large number 
of very small transactions.

These two challenges have not prevented MFIs 
from making significant progress in reducing 
their operating costs, often by reaching 
economies of scale or using technological 
advances such as mobile money or agency 
banking models.

The second cost item is refinancing costs—the 
interest that MFIs have to pay when raising 
funds in the form of savings from clients or 
funds lent from local banks and international 
investors. 

The third cost item is loan loss expense, 
which, on average, represents 2.5% of the total 
interest rate. This percentage reflects the loans 
that the MFIs have to write off as irrecoverable.

Pro�t / Loss

Operating expenses

Cost of �nancing

Risk costs & provisions

Total 29.6%

Source: LMDF analysis of weighted average data 
provided by partner MFIs as at 30/09/2014



Why are interest rates in microfinance so high?
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Two important considerations need to be made 
when explaining interest rates for end-clients 
through the cost structure of MFIs: (1) What is 
a reasonable profit margin for an MFI, or when 
does it exploit its clients for its own interests?  
(2) Does an MFI operate as efficiently as it 
should if costs are borne by the end clients 
through the interest rate charged?

We are confident that the answer to these 
questions, in the case of LMDF, is that MFIs do 
not generate excessive profits on the back of 
the poor and that operational efficiency is on 
average very good (refer to the third section of 
this report for more evidence on this).

2) Micro-entrepreneurs’ Perspective: The 
case for diversity, reducing vulnerability and 
reliability

Pricing in microfinance is complex and it is 
insufficient to look at the supply side only. 
This second perspective looks at what we 
know about the demand side, i.e. how micro-
entrepreneurs use microfinance, why they 
accept to pay—what appears to us to as—
high interest rates and what alternatives are 
available to them.

Answers can be found in three fundamental 
needs that drive the financial activities of the 
poor: First, poor people with limited access 
to formal financial providers crucially need a 
diversity of financial services and providers. 
Diverse services, formal (MFIs, banks, etc.) 
and informal (family, friends, colleagues, 
money lenders, etc.), help match irregular, 
unpredictable and low incomes with daily 
needs (food, shelter, education, health, etc.). 

The continued existence of money-lenders, 
even in environments where there is ample 
access to microfinance, illustrates the 
importance of a diversity of providers. Money 
lenders are probably much more expensive 

than microfinance in terms of interest charged 
but they are accessible and do not require 
lengthy forms and loan documentation to be 
filled out. They are also likely to be located just 
around the corner—and hence complement 
the offering of an MFI, which may be located 
further away and may only be accessible 
through periodic visits from loan officers.

Second, poor households are most vulnerable 
if faced with emergencies. If the household 
wants to avoid making enormous sacrifices 
such the fire-sale of assets, poor people need 
flexible financial products to cope with their 
exposure to risks. Here, savings and insurance 
services are particularly important.

Third, poor people need reliable financial 
services.  Within the countless uncertainties 
and exclusions which characterize poverty, 
access to reliable and fair financial services is 
very important and matters much more than 
the price.

Beyond these three fundamental needs, we 
should not forget the nature of the informal 
economy in which micro-entrepreneurs 
operate. The fact that even after paying back a 
microloan with a relatively “high” interest rate 
poor people are still able to make some money 
should imply that the rate of return on the cash 
they invested in their businesses is remarkably 
high. One often overlooked fact is that for most 
of these activities, the principal input is the 
time and skills of the micro-entrepreneur him/
herself. 

Within the countless uncertainties 
and exclusions which characterize 
poverty, access to reliable and fair 
financial services is very important 
and matters much more than the 
price.



Recommended reading:

For those interested further in the question of 
interest rates in microfinance and how poor 
people manage money, we recommend the 
following books (in Luxembourg available at 
the Maison de la Microfinance):

•	 Banerjee, A. and Duflo, E. (2011): Poor  
Economics 
 
 
 
 
 
 
 
 
 
 
 

 

•	 Collins, D., Morduch, J., Rutherford, S., 
and Ruthven, O. (2009): Portfolios of the 
Poor

•	 Rutherford, S. (1999): The Poor and Their 
Money

•	 Ledgerwood, J. (2013): The New Micro-
finance Handbook

Micro-entrepreneur running an electronics repair shop in Cambodia
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Micro-entrepreneur running a small vegetable stall in the market in Bamako, Mali - Small traders need MFIs to provide working capital loans



What are social performance standards in

microfinance?

The microfinance industry has jointly de-
veloped a number of standards and core 
management practices to define what 
constitutes “strong” Social Performance 
Management (SPM). LMDF has participated 
in and supported several initiatives that have 
created social performance standards both 
for microfinance institutions and investors in 
microfinance. 

In an earlier section of this report, the Fund 
has explained its approach to encouraging 
partner MFIs to integrate social performance 
management in their operations. Ultimately, 
better management of social performance 
and the emergence of a wider body of indus-
try benchmark data will help the sector to live 
up to its social mission.

The Principles for Investors in Inclusive 
Finance (PRI-PIIF) 

The United Nations-backed Principles for 
Responsible Investment (PRI) were devel-
oped by an international group of institutional 
investors reflecting the increasing relevance 
of environmental, social and corporate gov-
ernance issues to investment practices. 

As a sub-set, investors in inclusive finance 
developed the Principles for Investors in 
Inclusive Finance (PIIF) to promote seven 

fundamental principles:

1. Expanding the range of financial servic-
es available to low-income people;

2. Integrating client protection into all poli-
cies and practices;

3. Treating investees fairly, with clear and 
balanced contracts, and dispute resolu-
tion procedures;

4. Integrating ESG factors into policies and 
reporting;

5. Promoting transparency in all operations;
6. Pursuing balanced long-term returns 

that reflect the interests of clients, retail 
providers and end investors; and

7. Working together to develop common 
investor standards on inclusive finance.

Standards applicable to investment funds

LMDF is a signatory to the principles and 
has been reporting annually on its com-
pliance through the PRI inclusive finance 
assessment process
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Universal Standards on Social Perfor-
mance Management

The Universal Standards for Social Perfor-
mance Management, gathered by the Social 
Performance Task Force, are organized into 
six dimensions, each dimension contains 
multiple standards. A standard is a simple 
statement of what the institution should do to 
manage social performance. 

For each of these standards, there are 
several “Essential Practices,” which detail 
how to achieve the standard. The Universal 
Standards contain all of the Smart Cam-
paign’s client protection standards.

The Client Protection Principles

1. Appropriate product design and delivery
2. Prevention of over-indebtedness

3. Transparency
4. Responsible pricing
5. Fair and respectful treatment of clients
6. Privacy of client data
7. Mechanisms for complaint resolution 

The seven Client Protection Principles (CPPs) 
are minimum standards clients should expect 
to receive when doing business with an MFI. 
These principles provide MFIs with set guide-
lines needed to deliver transparent, respect-
ful, and prudent financial services to their 
clients. By endorsing the CPPs, MFIs provide 
a positive signal that they take client’s basic 
interests seriously. An external certification 
process can validate the implementation of 
CPPs in an MFI’s governance and opera-
tions.

Standards applicable to microfinance institutions

Tools helping MFIs to measure Social Performance 

The Social Performance Indicators 
(SPI4)  is a social audit tool, launched by 
CERISE (Comité d’Echanges de Réflexion et 
d’Information sur les Systèmes d’Epargne-
crédit), which evaluates MFIs’ ability to 
achieve their social mission by allowing them 
to measure the level of implementation of 
the Universal Standards, including the Smart 
Campaign’s Client Protection Principles.

The Progress out of Poverty Index (PPI) 
is a poverty measurement tool for organiza-

tions and businesses with a mission to serve 
the poor. The PPI can be easily put in place 
by socially motivated MFIs to measure their 
commitment to poverty alleviation. Though 
10 questions about a household’s character-
istics and asset ownership, MFIs can identify 
the clients who are more likely to be poor and 
track changes in clients’ poverty levels over 
time.

Social Ratings or Integrated Ratings

Social ratings are an external assessment by 
a knowledgeable entity of the social per-
formance of an MFI. Today most financial 
ratings in microfinance incorporate “social 
risks” caused by insufficient social perfor-
mance management. 

LMDF uses the Universal Standards on 
Social Performance Management to as-
sess the social performance of microfi-
nance institutions

LMDF considers the Smart Campaign’s 
Client Protection Principles as funda-
mental practices to ensure fair treatment 
of the clients of microfinance institutions 

LMDF encourages partner MFIs to use 
social ratings, social performance and 
poverty assessment tools by including 
an MFI’s commitment as a condition in 
the agreement governing the relationship



Client of the MFI Gata Daku in Mindanao, one of the poorest regions in the Philippines



What has been achieved?

Social performance measurement in the 
microfinance industry has evolved significantly. 
Methodologies and standards have emerged 
to allow us to better assess the social perfor-
mance of MFIs and microfinance investment 
funds. Despite the progress made, evaluating 
social—and most recently environmental—per-
formance of partner MFIs poses many chal-
lenges and dilemmas. 

MFIs in Africa, Asia and Latin America have a 
broad range of business models and operate 
in different circumstances and environments. 
Most importantly, not all MFIs have the same 
vision and missions, and they often pursue 
very different social goals. 

In this report, LMDF analyses its own portfo-
lio of microfinance institutions through a very 
specific social performance lens derived from 
its vision and mission. The following set of indi-
cators has been identified balancing simplicity 
and comparability while respecting individual 
business models of MFIs. The objective was 
that they can be applied across all partner 

MFIs financed by LMDF during the last years. 

The social performance review of the invest-
ment portfolio considers two broad dimen-
sions: (1) The Fund’s focus on poverty and 
orientation of investments towards the final 
beneficiaries who are most excluded and (2) 
that whatever financial service is provided, it 
needs to be provided in a responsible manner 
and in respect of clients and employees. 

For each of the two dimensions, four measur-
able indicators were identified, if possible in 
conjuction with benchmark levels. The analysis 
includes all MFIs for which LMDF obtains 
regular non-financial data (25 out of 31 in 14 
out of 17 countries). The difference is mainly 
explained by indirect investments, i.e. financ-
ing vehicles which in turn re-finance MFIs and 
for which we have no standardized data on the 
underlying portfolio. The calculations of the in-
dicators follow, wherever possible, international 
standards such as the CGAP Microfinance 
Investment Vehicles Disclosure Guidelines.
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    Poverty and exclusion dimension: Quality of services and responsibility 
to clients and staff dimensions:

Poverty and human develop-
ment at country level 

Fair and equitable treatment of 
clients

Poverty focus of microfinance 
institutions 

Offering of appropriate pro-
ducts and services

Dedication to rural areas and 
financing of agriculture

Efficiency and cost-effective-
ness in delivering services

Focus on women
Treating employees well and crea-
ting a good work environment

Portfolio review



Poverty and exclusion focus

Poverty and exclusion focus
Country Number of 

clients
Human Deve-

lopment Index
Average loan 
size (in EUR)

Average of 
National Loan 

Size Ratio

Average % of 
agriculture in 
loan portfolio

Average % of 
women

Africa
Mali 59,440 0.407 81 9% 51% 93%
Morocco 20,655 0.617 362 8% 19% 56%

Niger 91,406 0.337 198 29% 44% 64%

Togo 5,362 0.473 1,242 141% 1% 41%
Africa 186,863 0.490 449 39% 27% 73%
Asia

Cambodia 7,744 0.584 1,052 49% 58% 80%
Philippines 27,524 0.660 150 4% 23% 79%

Asia 35,268 0.622 601 26% 40% 80%
Latin America

Argentina 9,847 0.808 285 2% 0% 100%
Ecuador 30,069 0.711 1,927 24% 23% 52%
El Salvador 19,835 0.662 1,519 25% 12% 55%
Guatemala 13,174 0.628 504 12% 1% 78%
Honduras 8,783 0.617 656 17% 57% 42%
Nicaragua 56,099 0.614 283 8% 1% 95%
Peru 12,750 0.737 2,553 28% 68% 39%
Uruguay 16,585 0.790 584 4% 0% 32%

Latin America 167,142 0.690 1,288 18% 21% 68%
LMDF average 389,273 0.635 986 24% 26% 72%

LMDF’s vision is to contribute to the alleviation of poverty. Its mission is to support 
emerging MFIs who reach the most excluded, especially rural populations, women and 
youth. Four indicators are used in analysing the Fund’s portfolio: the countries in which 
we invest, the relative poverty focus of the MFIs we finance, the consideration of rural 
populations and agriculture in the work of the MFIs and the importance of women.

Poverty and human development at country level

LMDF aims to work in countries where the provision of financial ser-
vices is needed the most.

Indicator used Human Development Index (HDI) as computed annually by the United 
Nations Development Program and which provides a vision of the 
overall human development of a country.

Microfinance 
benchmark

Not available.

Where LMDF 
stands

The Fund invests in a substantial number of countries with medium 
and low human development. 71% of LMDF’s portfolio is invested in 
countries in the bottom half of the HDI. Among the portfolio countries 
are countries ranking at the very bottom of the Human Development 
Index (Togo, Niger, Mali).

Source: LMDF analysis as at 30/09/2014, on the basis of unaudited data provided by partner MFIs, UNDP.
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Poverty focus of microfinance institutions

LMDF aims to finance MFIs that reach poor segments of the popula-
tion.

Indicator used National loan size ratio (NLR) calculated by dividing the average loan 
size of each MFI by the GDP per capita in the country. The incor-
poration of the GDP renders the result comparable across different 
countries and regions. The lower the percentage, the smaller the loan 
size is compared to the average wealth of the country and the higher 
the poverty focus.

Microfinance 
benchmark

According to MicroRate (2014), the median ratios of NLR for Sub-Sa-
haran Africa, East Asia and Latin America are 85%, 21% and 43%, 
respectively. Markets are typically divided into lower, medium and 
upper market niches. The upper market niche is above 150% NLR, 
the medium between 150% and 50%, while the lower market niche is 
found below 50% NLR.

Where LMDF 
stands

The figures show that LMDF serves MFIs with an average NLR of 
39% in Africa, 26% in Asia and 18% in Latin America. This situates 
the average for each region except Asia significantly below global 
benchmarks and clearly in the lower market segment. Overall, the 
indicator provides evidence that LMDF’s portfolio is invested in MFIs 
serving relatively poorer clients.

Dedication to rural areas and financing of agriculture

LMDF’s mission statement includes particular mention of populations 
in rural areas. In rural areas financing of smallholder agriculture is 
among the biggest challenges. 

Indicator used The share of agriculture in each MFI’s loan portfolio.

Microfinance 
benchmark

Not available.

Where LMDF 
stands

LMDF has been playing a significant role by supporting partner MFIs 
that favour financing agriculture. The results show that 27%, 40% 
and 21% of partner MFI portfolios in Africa, Asia and Latin America 
finance agriculture. But significant differences exist between MFIs 
and countries.

Focus on women

LMDF specifically targets the financial inclusion of women. 

Indicator used Share of women among clients.

Microfinance 
benchmark

According to a Symbiotics survey (2014), Microfinance Investment 
Vehicles (MIVs) supported MFIs, that on average, have 66% of female 
clients in their portfolios.

Where LMDF 
stands

The total average of female clients of LMDF’s partner MFIs accounted 
for 72%, which is 8% above the industry average.



Quality of services and responsibility to 
clients and staff

Quality of services and responsibility to clients and staff

Country Adoption of Client 
Protection Prin-

ciples

% of MFIs offering 
savings services

Average of Social 
Efficiency Index

Average of Staff 
Turnover

Africa
Mali 100% 100% 3 4%
Morocco 100% 0% 31 12%
Niger 100% 100% 3 4%
Togo 100% 100% 12 3%

Africa 100% 60% 16 7%
Asia

Cambodia 100% 0% 20 22%
Philippines 100% 100% 17 6%

Asia 100% 50% 18 14%
Latin America

Argentina 100% 0% 40 30%
Ecuador 67% 33% 33 19%
El Salvador 100% 33% 60 15%
Guatemala 100% 0% 21 30%
Honduras 100% 100% 25 4%
Nicaragua 100% 0% 39 34%
Peru 50% 50% 27 22%
Uruguay 100% 0% 28 33%

Latin America 86% 29% 37 22%
LMDF average 91% 39% 29 17%

Facilitating responsible microfinance is LMDF’s mission. In this group of four indicators 
we evaluate whether MFIs provide their products in a responsible manner with regards to 
clients and their own employees. 

Fair and equitable treatment of clients

The first principle when working with marginalized people is to ensure 
that no harm is done and each client, no matter how poor or unedu-
cated, is treated fairly.

Indicator used Client Protection Principles (CPP), a set of principles ensuring fair 
treatment of clients. MFIs can endorse the CPP. 

Microfinance 
benchmark

Not available.

Where LMDF 
stands

91% of LMDF’s partner MFIs have endorsed the CPP.

Source: LMDF analysis as at 30/09/2014, on the basis of unaudited data provided by partner MFIs, Smart Campaign.
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Offering of appropriate products and services

Poor people require access to well-designed financial products to 
manage their finances efficiently. This specifically includes services 
beyond credit.

Indicator used Whether MFIs offer savings services to clients or not. 

Microfinance 
benchmark

According to a Symbiotics survey (2014), 42% of MFIs financed by 
Microfinance Investment Vehicles (MIVs) are offering savings.

Where LMDF 
stands

39% of the MFIs in LMDF’s portfolio were offering savings products, 
below but close to the industry average. This result must be seen in 
the context of LMDF’s focus on emerging MFIs, which may often not 
yet have a licence to collect savings.

Efficiency and cost-effectiveness in delivering services
s

Providing services efficiently is a significant challenge in microfi-
nance, which has significantly higher operational expenses compared 
to traditional financial services. Since clients need to pay operating 
expenses in the form of interest, fees and commissions, MFIs should 
operate as efficiently as possible.

Indicator used Social Efficiency Index (calculated by multiplying the operating 
expense ratio with the cost per borrower) is a proxy for how efficiently 
the institution is providing loans. 

Microfinance 
benchmark

According to MicroRate (2014), the median ratios for each region are: 
Africa, 44; Asia, 11; and Latin America, 38. Performance of leading 
MFIs (MicroRate 50) is divided into four categories based on the 
score: less than 30, MFIs with excellent social efficiency; 30 to 50, 
good social efficiency; 50 to 100, moderate social efficiency; and over 
100, poor social efficiency.

Where LMDF 
stands

Africa’s score of 16, Asia’s score of 19 and Latin America’s score of 
37 provide evidence that LMDF supports MFIs which have, on ave-
rage, excellent to good social efficiency.

Treating employees well and creating a good work environment

Many MFIs work in challenging environments and their focus on fi-
nancial and social objectives often adds to the complexity employees 
have to handle. Satisfied staff is therefore important to be able to 
realize an MFI’s objectives.

Indicator used Average of Staff turnover, which serves as a proxy of how satisfied 
the MFIs’ staff are with their jobs.

Microfinance 
benchmark

According to MicroRate (2014), the median ratios for each region are: 
Africa, 11%; Asia, 13%; and Latin America, 19%.

Where LMDF 
stands

Africa’s score of 7%, Asia’s score of 15% and Latin America’s score 
of 22% means that MFIs financed by LMDF have difficulties retaining 
staff and—by deduction—offering attractive work environments. It 
is worth noting that the indicator varies significantly between MFIs, 
countries and regions.



Reviewing and comparing the social perfor-
mance of MFIs financed by LMDF is meth-
odologically challenging and, when drawing 
conclusions, some limitations must be kept 
in mind. We see two main limitations: (1) 
The possible weakness of the link between 
what we would like to measure and the use 
of proxy indicators to actually measure (for 
example, the offering of savings services to 
indicate appropriate products and services) 
and (2) the heterogeneous picture we obtain 
between MFIs, countries and regions. Keep-
ing those limitations in mind, we can draw 
some broad conclusions.

The Fund’s poverty and exclusion focus is 
clearly confirmed by the country selection, 
client focus of MFIs financed and the rela-
tively high share of women and agricultural 
finance in the portfolio. 

In terms of the quality of services, MFIs show 
above average social efficiency, meaning 
interest charged to clients is not wasted 
on inefficient structures. Surprisingly, the 

smaller and emerging MFIs on which LMDF 
focuses provide a variety of financial services 
comparable to the industry as a whole. The 
fact that not all MFIs have subscribed to the 
Client Protection Principles and that staff 
turnover is significant indicates challenges in 
those two areas. 

This may partly be explained by the fact 
that LMDF’s partner MFIs tend to be smaller 
organizations. For smaller organizations it 
is sometimes more challenging to follow 
international developments such as the 
SMART Campaign promoting adoption of the 
principles. A focus on poverty often implies 
exposing your employees to less safe or re-
mote areas, something which may not always 
be conducive to staff satisfaction.

Conclusions of the quantitative analysis

The Fund’s poverty and exclusion 
focus is clearly confirmed by the 
country selection, client focus of MFIs 
financed and the relatively high share 
of women and agricultural finance in 
the portfolio. 

Client of the MFI ASUSU in Niger, one of the poorest countries of the world



Beyond microcredit: the importance 
of savings products for women, 
children and youth

In Honduras the lack of employment oppor-
tunities have encouraged youth and adults, 
mainly male, to migrate in search of better 
living conditions. Migrants frequently leave 
behind their families, lands or businesses. 
As a result, rural areas in western Hondu-
ras have become communities populated 
predominantly by senior citizens, women and 
children. 

In this context, Local Projects and Initiatives 
for Regional Self-development in Honduras 
(PILARH OPDF), active since 2008, has been 
implementing a savings products project that 
aims to help women acting as the heads of 
households who have limited access to fi-
nancial products to manage their income and 
money sent from overseas, to allow them to 
grow into entrepreneurs and to provide their 
children with access to education.

PILARH OPDF targets women and their chil-
dren over a life cycle of thirty years through 
four independent but complementary sav-
ings products, each of which has a specific 
purpose and is accompanied by incentives 
that encourage clients to reinforce their sav-
ing habits. For instance, the “Baby savings 
accounts,” designed especially for pregnant 

women and the newest family member, come 
with baby accessories and medical services. 

Additionally, two savings accounts are of-
fered that aim to promote the importance 
of education and reduce the dropout rate: 
the “School savings accounts,” which is for 
children between 6 and 12 years old attend-
ing primary school, and the “Educational 
savings accounts,” for teenagers between 
13 and 17 years old. Both savings accounts 
come with incentives in the form of school 
supplies to promote the habit of saving from 
an early age. 

PILARH OPDF has also developed an “En-
trepreneur savings account” for young adults 
between 18 and 30 years old that helps them 
create their own jobs and avoid migrating 
because of unemployment. This savings 
account incentivizes them with technical 
training and gives them to have access to an 
entrepreneur credit product called “Credi-
Joven.”

After two years of implementation, more than 
500 families have been supported by PILARH 
OPDF savings products, and about 2,150 
young adults have become active savers in 
five of the poorest departments of Honduras. 
Moreover, 63 young entrepreneurs have put 
their business plans into practice through the 
financing offered by PILARH OPDF. 

This savings project has shown that poor 
households urgently need a variety of fi-
nancial products to help them manage their 
money. 

The importance of savings products in 
Honduras - the case of PILARH OPDF
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This savings project has shown that 
poor households urgently need a 
variety of financial products to help 
them manage their money.



Supporting an ethical and 
responsible microfinance sector 
through the prevention of clients’ 
over-indebtedness

Behind the phenomenon of over-indebtedness 
in microfinance, there is an ethical problem that 
raises many moral concerns, since pushing 
poor people into unbearable debts may in-
crease the possibility of keeping them trapped 
in the vicious cycle of poverty. Preventing 
microfinance clients’ exposure to excessive 
debts is extremely important and a central part 
of what responsible microfinance is about. Put-
ting clients first is essential not only to improve 
the confidence in the microfinance sector, but 
most importantly to avoid harming the clients 
MFIs intend to serve. 

The 2008 Moroccan microfinance crisis has 
taught MFIs valuable lessons of the conse-
quences that pushing poor clients to borrow 
more than they are able to repay can have 
on the MFI’s sustainability. A case in point is 
the Institution Marocaine d’Appui à la Micro-
Entreprise (INMAA), a responsible MFI active in 

the South of Morocco that established several 
measures to ensure the appropriate protection 
of its clients. For example, INMAA conducts 
in-depth analysis of its clients’ repayment 
capacities before disbursing loans, including 
mandatory consultation of the credit bureau. 
INMAA has also been strengthening its trans-
parency by clearly disclosing to its clients the 
total interest payable, both in amount and per-
centage of the loan contracts and the payment 
cards. Additionally, the prices of its financial 
products are visible on the MFTransparency 
website, an organization that promotes trans-
parent pricing in the microfinance industry. 
Moreover, to treat their clients respectfully, 
INMAA has been training its staff and loan 
officers on how to behave ethically when col-
lecting loans, along with adapting its IT system 
to its needs. 

This includes a measure to maintain the 
confidentiality of its clients’ information by 
creating personal, secure passwords for each 
loan officer, giving them access only to their 
own clients. Knowing that a credit operation is 
based on two parties—the MFI and its clients—
INMAA has provided its customers with finan-
cial education to increase awareness on their 
debt limits and avoid being over-indebted. This 
measure is compulsory and part of the process 
for awarding two credit products: financial 
solutions for youth and cooperatives.

In 2009, to meet the minimum standards that 
its clients should receive, INMAA endorsed the 
Client Protection Principles (CPP). Nowadays, 
the 7 principles of the Smart Campaign can 
be seen printed on posters in all its offices. As 
its medium-term objective, this Moroccan MFI 
aims to obtain the CPP certification as a way 
to keep serving Moroccan micro-enterprises 
responsibly and ethically while providing them 
with financial services and local support.

Prevention of over-indebtedness in 
Morocco - the case of INMAA

Preventing microfinance clients’ 
exposure to excessive debts is extre-
mely important and a central part 
of what responsible microfinance is 
about.
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“[…] more than financing, we 
see each other as strategic part-
ners that we can rely on for future 
projects and not only increase 
the credit portfolio, but also to 
advance the social development 
of the local coffee producers.”

Frank Jesus Fuentes, General Manager of Crediflorida, Peru



Financing access to energy efficient 
products to enable low-income people 
in rural areas to improve their lives

In Peru, approximately four million people in 
rural areas do not have access to electricity. 
This reality has pushed poor households to use 
traditional, costly and highly polluting biomass 
fuels such as charcoal, wood or dung as their 
main source of energy for cooking and heating. 
In this context, increasing access to more effi-

cient and environmentally friendly technologies 
can help meet poor people’s energy needs, 
while at the same time reducing household 
expenditures, boosting income-generating 
activities and reducing their health and environ-
mental risk exposure.

MFIs are well placed to supply green financial 
products, since they understand the needs of 
their clients and are able to deliver the equip-
ment required in remote rural areas. As a re-
sult, ‘Green MFIs’ have been making significant 
efforts to incorporate flexible financial solutions 
for the acquisition of energy efficient products. 
An outstanding example is Fondesurco, a 
Peruvian MFI with a strong focus on agricul-
ture, which offers financing for the purchase of 
solar water heaters and energy efficient ovens 

through its project FondeEnergía. Both prod-
ucts combine environmental benefits, such as 
reduced emission of greenhouse gases, with 
economic advantages for clients. 
For instance, solar thermal water heaters are 
designed to provide households and small 
enterprises located in rural areas with hot 
water. Environmental and economic benefits 
are gained through reducing consumption of 
wood, gas or electricity used to heat water. 
Households can save between 8 and 20 Pe-
ruvian nuevo soles per week (2–6 EUR), which 
can be used to improve the education of their 
children, homes, or personal hygiene. 

Small enterprises such as hotels can, by using 
the thermal water heaters, increase revenues 
and add more value to their guests while 
reducing energy costs. The improved cooking 
ovens, which use energy more efficiently than 
traditional cooking methods, benefit house-
holds by preserving the health of families as 
they are designed to lower emission of harmful 
gases.

Since the end of 2013, FondeEnergía green 
products have been offered in all Fondesurco’s 
branches. As at September 2014, it has grant-
ed 633 green loans. This is equivalent to 652 
pieces of equipment, of which 375 are energy 
efficient ovens and 277 solar water heaters. 
This translates into 1,615 beneficiaries, taking 
into account all members of the families. 

Moreover, Fondesurco is planning to add more 
environmentally friendly energy alternatives, 
such as photovoltaic powered low-energy 
lamps, energy efficient kitchens and solar dry-
ers for agricultural use, to its range of products. 
Its objective is not only to diversify its product 
line by closing the energy gap of its clients, but 
also to move towards a triple bottom line: eco-
nomic, social and environmental performance 
as the three pillars of its sustainability.

Microfinance and energy efficiency in 
Peru - the case of Fondesurco

MFIs are well placed to supply 
green financial products, since they 
understand the needs of their clients.
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LMDF enables the development of micro-entrepreneurs in areas where unmet needs are largest, particularly among women, youth an rural populations



Broadening access to education through 
microfinance - the case of HEFF

Addressing financial inclusion of 
youth: LMDF ventures into education 
loans in microfinance

Young people represent the world’s future 
workforce. Over 1.8 billion adolescents and 
youth make up one quarter of the world’s 
population. 

Almost 90 per cent of all young people live in 
developing countries. Quality education is the 
most powerful tool that they can use to shape 
the social and economic development of their 
communities and their nations.

However, the cost of higher education in Latin 
America creates significant barriers of access 
of youth, especially for low-income popula-
tions.

As a response to this situation, the Higher 
Education Finance Fund (HEFF) was cre-
ated in 2011 following an initiative by Omtrix 
Inc, a microfinance assets manager based in 
Costa Rica and focused on innovation in Latin 
America.

We had the pleasure of interviewing Alex Silva, 
a senior partner at Omtrix, about HEFF:

Alex, why is HEFF a pioneer fund and what 
does it aim to achieve?

HEFF seeks to prove that higher education 
credit is a viable financial product, which can 
be offered through the microfinance industry 
to both increase access to higher education 
among poor, Latin American youths and intro-
duce a new product to the industry’s array of 
financial services.

Why higher education? Why combine it with 
microfinance institutions?

Higher education and access to financial 
services are human rights and powerful 
instruments for socio-economic development. 
Education is the key in helping a young person 
to break the poverty cycle to which he/she was 
sentenced.

Leveraging the outreach of MFIs to the base 
of the pyramid with a new financial product 
addressing the children of micro-entrepre-
neurs will create a double impact, social and 
economic, reaching the excluded poor and 
improving their lives with a financial return as 
the outcome.

How do you put the idea into practice?

HEFF provides funding and technical assis-
tance to MFIs that will offer higher education 
finance loans with terms that will make the 
product feasible and suitable for low-income 
students. We are addressing the students that 
are motivated and intellectually capable, but 
don’t have the financial resources to pay for 
higher education. 

Higher education and access to 
financial services are human rights 
and powerful instruments for socio-
economic development. 

Alex Silva
Partner, Omtrix Inc.
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Traditionally, the methodology for a student 
loan covers a high school diploma, university 
admission and collateral (usually a family mem-
ber). The unique feature of our model consists 
of approaching the labour market by targeting 
careers in high demand. As F. Roosevelt said, 
we cannot always build the future for our youth, 
but we can build our youth for the future. 

In this way, we are convinced that by address-
ing careers in high demand in the particular 
economic environment of each country, we 
can invest responsibly and prepare students—
and then collect the benefits afterwards from 
the doctor, teacher or engineer that they will 
become. 

Did the microfinance environment chal-
lenge the new model? What about steps 
into the future?

Designing the model in theory was a complex 
and innovative task, one that was needed 
in order to advance. HEFF is now rolling out 
pioneering credit products that are destined to 
finance higher education for youth from low-
income populations in Guatemala, Honduras, 
Costa Rica, the Dominican Republic, Bolivia, 
Peru and Paraguay.

Today the fund’s size reaches USD 34 million 
provided by different founding partners over 
the world. We are proud to have on our side a 
strategic investor in LMDF. Bringing innovation 
to MFI’s core business through this model to 
better serve the financial needs of the most 
excluded categories, youth, and lead to power-
ful social impact in their communities while 
generating a financial return was a focus of 
LMDF in its investment decisions. LMDF’s mis-
sion statement expresses the Fund’s particular 
attention on the most excluded.

HEFF enabled access to university and 
technical degrees for 564 students by the 
end of June 2014, covering a large demand in 
the market: careers in medicine, engineering 
and education.  We are proud to see that the 
education portfolio of MFIs is led by more than 

55% women. When you are contributing to the 
education of a young woman, you are contrib-
uting to the education of a generation. 

Regarding the challenges faced on the way, 
our great advantage was learning and adapting 
to the microfinance ecosystem even from im-
plementation. Up to now we made adjustments 
in the program’s implementation regarding 
Technical Assistance Resources, the inclusion 
of MFI’s management in preparatory sessions 
to guide the project,  and the commitment of 
senior management of MFIs to assure a suc-
cessful continuity of the project.

We are not reinventing the wheel. What we do 
is link the knowledge and information built in 
the last 20 years in the Latin America micro-
finance landscape with MFIs, investors and 
clients via our innovative initiatives designed 
to respond to each counterpart’s needs. Our 
great responsibility is to adapt, react and 
foresee the potential in the market to reach 
the balance between both social and financial 
objectives.

Due to the results obtained up to now we are 
confident that if successful, HEFF will become 
a model to be replicated on a larger scale in 
Latin America and other regions.

HEFF is now rolling out pioneering 
credit products that are destined to 
finance higher education for youth 
from low-income populations in 
Guatemala, Honduras, Costa Rica, 
the Dominican Republic, Bolivia, Peru 
and Paraguay.



Technical assistance in the area of agriculture provided by MFIs, allows end-clients to improve their productivity and as a consequence , send their childrend to school



A review of the LMDF’s social performance 
during the last five years would not be 
complete without a review of what has gone 
wrong. This report draws on numerous ex-
amples to illustrate what has been achieved. 
This section looks at the lessons learned 
from missteps.

Two failed institutions early on
Soon after its launch LMDF faced two de-
faults on loans to microfinance institutions 
(the latter one in March 2012). Apart from the 
financial consequences, both cases also had 
implications on how we assess MFIs from a 
social performance standpoint.

Both MFIs had a promising social perfor-
mance profile, addressing the needs of 
marginalized sections of the populations 
through a not-for-profit structure. Their failure 
negatively impacted clients who relied on 
the MFI to finance trading opportunities and 
expand their business. Both cases allowed 
us to draw a number of valuable lessons:

Mission drift
Both cases presented some signs of mission 
drift: that the MFI abandoned or side-lined 
its original vision and mission to pursue 
other goals. In one instance the desire to 
grow quickly and increase profitability was 
deemed easier to achieve by shifting the 
focus from financing income generating ac-
tivities of poor women to larger business. 

Governance matters
‘Governance matters’ is an often used 
phrase. The cases illustrate well why: Both 
not-for-profit boards lacked the skills and will 
to effectively control the executive. So when 
the mission drift occurred, few safeguards 
were put in place. Both Boards also had a 
high number of individuals conflict, mostly 
because of family relations.

Too much financing
Around the time LMDF started financing the 
MFIs, they had appeared on the radar of 
many other organizations, both local banks 
and international funders. As they became 
“fashionable,” the MFIs access to fund-
ing became easier. As a consequence both 
institutions probably received an excess of 
funding compared to their relative degree of 
maturity.
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Which lessons have been learned?

The failures negatively impacted 
clients who relied on the MFI to 
finance trading opportunities and 
expand their business. 



And what about the future?

This report covers three important areas for 
a social investment fund: (1) Our intentions or 
impact objectives; (2) how we translate those 
intentions into concrete action; and (3) what 
the outcomes are. In doing so it looks back 
five years to the present. In this last part, we 
look to the future at what might be exciting 
developments going forward.

1. Availability of data
Financial data comes in relatively standard-
ized form: A balance sheet is a balance sheet 
whether the MFI operates in Togo or Azerbai-
jan. Up till now there was little standardized 
data on social performance. The collective 
effort of the microfinance sector is changing 
the picture even as this report is published. 

The latest version of the Universal Standards 
on Social Performance and related tools 
such as the SPI 4 allow a broad range of 
MFIs to communicate on their work through 
a standardized dataset. This in turn will help 
us to better incorporate social performance 
considerations in our screening, due dili-
gence, investment decision and monitoring 
processes and ultimately report back to 
shareholders.

2. From impact objectives to actions and 
the importance of independent verification
LMDF’s overall impact objectives have 
been clear since the very start of the Fund. 
However, how we translate those goals into 

concrete action was less clear. Important 
milestones have been passed during the last 
five years, including the formulation of a con-
cise and clear vision and mission statement. 
Based on those milestones, we are now able 
to push the cohesion between objectives and 
concrete actions one step further, be it in the 
selection of new portfolio countries or MFIs. 
This report has been produced “in-house.” 
Going forward, as standards of measure-
ment develop and become more generally 
accepted, we expect that external assurance 
of our social performance will play a role, 
possibly very much like an audit verifying 
financial performance. 

3. Coherence between stakeholders
LMDF is a multi-stakeholder fund. We have 
three different types of shareholders; we 
work with service providers from the tra-
ditional financial sector and specialized 
microfinance actors. This implies complexity. 
Demonstrating how well the Fund’s social 
impact objectives are achieved may increas-
ingly serve as the thread that brings all stake-
holders together towards a common goal.

This report is a testament to our transpar-
ency and accountability towards our social 
goals. We hope potential and current share-
holders find it informative in that it sheds light 
on aspects which are key in understanding 
LMDF.

Demonstrating how well the Fund’s 
social impact objectives are achie-
ved may increasingly serve as the 
thread that brings all stakeholders 
together 
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