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Client protection is a critical component of a stable
financial system, particularly when dealing with vulnerable
and low-income populations. What did we learn in the past
decade, what will the next decade of client protection look
like and how can we harness these insights in achieving
responsible and client-centric global financial inclusion?

MICROFINANCE AS A FORCE FOR GOOD?
Microfinance goes back as far as money and commerce and
underwent a major rise from the 1970s onwards, led by Yunus’
work in Bangladesh. The 1990s saw recognition of microfinance
as a strategy for poverty alleviation. With popularity of
microfinance rising, rivalry between competing microfinance
institutions (MFIs) rose alongside in some geographies. With
limited governance, these geographies witnessed rapid growth
(figure 1), unethical collections, illegal operational practices
(such as taking savings), poor governance, high interest rates,
excess salaries at the top and/or profiteering.
Figure 1 – Growth rates of MFIs 2004-2008

bureaus and the need for financial literacy training were being
promoted as well as improved legislation. In 2009, The SMART
Campaign was launched as a global campaign committed to
create an environment in which financial services are delivered
safely and responsibly to low-income clients. The urgency of
these initiatives was strikingly clear.

THE RISE OF THE CLIENT PROTECTION PRINCIPLES
The SMART Campaign soon became a broader umbrella for
consumer protection cooperation for the evolving universe of
providers serving low-income clients. With the launch of the
Client Protection Principles, the industry adopted a common
language and a solid, pragmatic foundation to make products
and practices safer globally. From 2013 onwards, MFIs could
require an evaluation by a licensed Certification Body to
validate their adherence to the Client Protection Standards. To
date, the SMART Campaign certification programme has
enabled more than 135 certified financial institutions in over 40
countries to demonstrate adherence to the Client Protection
Principles2. But above all, the professionalisation, open
attitude to improve and continuous innovation of MFIs were key
to better embed client needs in product and service delivery.
After one decade of driving responsible standards in the
industry, the SMART Campaign closes and will house its work
under long time partners Social Performance Task Force (SPTF)
and CERISE. The Client Protection Standards have been fully
integrated into the SPTF’s Universal Standards for Social
Performance Management (USSPM) from the start.
The SMART Certification Program, however, will be winding
down after April 30, 2021. Licensed Certification Bodies will
provide continuity to the SMART Certification Program by
offering innovative products under their own brands. The SPTF
will work closely with these organisations and verify
transparency and comparability with the Universal Standards.

The Andhra Pradesh crisis made it painfully clear that
microfinance was by no means a guaranteed force for good. On
the contrary, media reports cited links between MFI practices
and some suicides in one of India’s poorest and most populated
states Andhra Pradesh. Loan collections for MFIs in the state
dropped dramatically and some MFIs had to absorb large losses
and some even became illiquid and insolvent1. Similar examples
of high interest rates, corruption and over-indebtedness
emerged in Nicaragua, Morocco, Bosnia-Herzegovina,
Bangladesh and Pakistan between the late 2000s and early
2010s.

ACTIAM’s risk management experiences
ACTIAM launched its first two institutional microfinance funds
(AIMF I and AIMF II) in 2007 and 2008 respectively and was soon
challenged with the risks of providing credit to low income
people. In various countries such as Peru, India and Cambodia,
the industry showed high levels of over-indebtedness. In other
countries such as Mexico, Kenya and Uzbekistan, the MFIs
charged high levels of interest to the clients of MFIs. As a
result, the Funds limited exposure in Mexico and Kenya, and
took no exposure in Uzbekistan. Additionally, two important
crises emerged in which repayments of end clients sharply
dropped: The No Pago (No Payment) movement in Nicaragua
and the malpractices in the Andra Pradesh state in India. In
Nicaragua, AIMF I needed to write off an equity stake. ACTIAM
and DWM identified risks in Andra Pradesh before the actual
repayment crisis started. ACTIAM IC indicated a strong
preference for exposure on MFIs, which mainly served states
with a lower microfinance penetration. As a result, the Andra
Pradesh crisis had no impact on the Funds.

IMPLEMENTING A RESPONSIBLE FINANCE AGENDA
TO IMPROVE SOCIAL AND FINANCIAL PERFORMANCE
Going forward, the microfinance industry therefore needed to
be serious about implementing a responsible finance agenda.
MFIs, policy makers, donors, investors, and the global
microfinance community joined forces to ensure appropriate
governance, operational policies, and incentive structures at all
levels, with appropriate client safeguards, to offer high-quality
services (CGAP, 2010).

Over-indebtedness and high interest rate levels had a negative
impact on the reputation of the microfinance industry and
deterred concerned investors since one of the early premises
was to elevate poor populations out of poverty. ACTIAM and
DWM addressed these issues by introducing a social assessment

Before the Andhra Pradesh crisis, MFIs already showed
willingness to professionalise and had already begun a process
that lead them to report their interest rates publicly through a
third party: Microfinance Transparency. Furthermore, credit

Fund manager ACTIAM and investment advisor DWM identified risks in
Andhra Pradesh before the actual repayment crisis started. ACTIAM and DWM
indicated a strong preference for exposure on MFIs, which mainly served
states with a lower microfinance penetration. As a result, the Andhra Pradesh
crisis had no impact on the ACTIAM managed Funds.
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Fund manager ACTIAM and investment advisor DWM promote SMART
certification and per yearend 2019, 38% of portfolio companies were
certified.
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framework as part of the due diligence including the use of
client protection requirements in the loan documentation.
Another problem that occurred was fraud cases at MFIs.
Despite the Funds’ selection of high-quality tier 1 and 2 MFIs
and extensive due diligence, top management of two MFIs in
the portfolio were involved in a large-scale fraud that was not
detected by auditors or rating agencies. Both MFIs were NGOs
that operated under soft regulation, which made the fraud
possible. Consequently, ACTIAM and DWM now invest primarily
in regulated MFIs. Lessons learned positively impact social as
well as financial return due to improved risk management.

THE NEXT DECADE OF CONSUMER PROTECTION
Over the past decade, around 1 billion unbanked adults gained
access to an account at a financial institution or through a
mobile money provider. About 1.7 billion adults remain
unbanked (World Bank, 2017). What are some of the key
challenges and opportunities to realise responsible and clientcentric global financial inclusion within the next decade?
Overcoming COVID-19 induced client
protection risks
With COVID-19 bringing unprecedented
insecurity in global financial markets,
businesses closures and limited physical
contact, client protection comes under
increased pressure. Especially as the
pandemic shifts from an acute to a chronic
challenge, there is work to be done. From
public to private investors, the industry
largely committed to provide much-needed
liquidity and flexible financing terms so that
MFIs can continue to serve clients and in the
long-term, businesses and economies can be
successfully rebuilt. At the same time,
investors engage with MFIs to limit and
harness the risk of increasing over
indebtedness and to continue treating
clients fair and respectful. Several client
surveys have been performed over the past
months in order to grasp feedback from endclients as well.
Deliver products and services that matter
Financial inclusion growth opportunities will
be the greatest in markets that embrace
technology-led innovation, and which have a
clear and supportive policy framework for
financial
stability.
So-called
fintech
solutions can help in offering simplified
financial solutions that meet the specific
needs of their customers at an affordable
cost. New channels can open doors for
previously unserved customers and digital
technology can streamline the lending
process, enabling greater transaction
volumes at reduced costs. It is key to embed
the client voice in the product structuring
process and algorithms can make that
process easier and more efficient (Figure 2
(EY, 2017)).
Including all adults by adopting new banking
models
Digital financial services can conveniently
and affordably connect entrepreneurs with
banks, employees, suppliers, and new
markets. They can facilitate peer-to-peer
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transactions (including remittances). And
they can allow governments to reach
households and firms in a timely fashion. By
developing
creative
credit
profiling
techniques, financially excluded individuals
and MSMEs that do not have a financial track
record, can be included. All these
advantages take on added value during the
response to the COVID-19 crisis. However,
attempting to quickly scale up digital
financial services in the short timeframe
during which a crisis response needs to be
formulated, is not merely challenging but
potentially also risky. The risks to stability
and integrity (including from operational
constraints, cyberattacks, fraud, moneylaundering, data, and privacy issues that are
always present) may worsen if the use of
digital financial services is scaled up in times
of crisis (IMF, 2020). In addition, there
should be ample attention to a digital divide
and do not leave behind those who cannot
afford mobile devices. The opportunities of
a touch-tech service delivery model that
combines fintech innovation with a humancentered approach to delivering impactful
financial services could pave the way
forward.
Remain strong industry in evolving client
protection requirements
Standards that reflect social norms and
expectations of an evolving industry must be
dynamic (SMART Campaign, 2020). Client
protection principles will therefore continue
to evolve as new providers, products, and
business models change the nature and
extent of risks and benefits to clients.
Extensive collaboration with all industry
stakeholders with MFIs in a key position,
made the implementation of the client
protection principles a success over the past
decade. Input and effort from all these
perspectives is needed again in order to
continuously evolve the principles and to
remain a meaningful market standard.

ACTIAM’s integrated approach
ACTIAM adopts an integrated approach whereby risk
(including ESG and reputational risk), return and impact are
central to our fund management practices. We have clear
minimum requirements and strive to find the right balance
for optimising those three aspects. This is evident
throughout the investment process of the ACTIAM Financial
Inclusion Fund and drives our client relation activities and
industry collaborations. As such we can enhance our
positive impact and financial returns.
Investment process
We invest in those MFIs that show positive results on risk,
return and impact and together with investment advisor
DWM, we engage with MFIs on client protection through
conversations, due diligence assessments, responsible
covenants and contractual obligations. Due to our inhouse
knowledge, we ask questions in order to grasp not only the
intent of policy documents but also find out about the true
intentions and practices of MFIs. Whereas DWM executes on
the ground due diligence, we regularly go to the field
ourselves.

Read more >>>
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Note:
LATAM: Latin America
EEMEIA: Eastern Europe, Middle East, India and Africa
APAC: Asia-Pacific
CVG: Credit value gap

Figure 2 - Potentially US$200b in additional revenue for banks by better serving financially excluded individuals and MSMEs in 60 EMs
(EY, 2017)
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During the COVID-19 pandemic, we initiated a sector
statement early-on to express ongoing support and engaged
with DWM on assessing emerging client protection risks. DWM
was also on the forefront with a reporting template and
recently undertook a survey with BFA Global among endclients in order to make well-informed investment committee
decisions in support of continued responsible inclusion of
households and entrepreneurs.
With technology developing faster than the laws and
regulations, we carefully analyse new tech initiatives in
financial inclusion, considering both the positive and negative
implications for returns, potential for impact and fair and
transparent treatment of clients.
We apply new insights in our processes and support innovation
in our portfolio companies with a careful eye on client
wellbeing. At the moment, we are undergoing a transformation
of the impact strategy and impact management systems of the
Fund to even better reflect strengths and weaknesses and
outcomes.
Client relations
We structured microfinance and financial inclusion investment
products in such a way that they are suitable for institutional
investments. Thanks to the trust and pioneering of several
institutional investors, we were able to scale investments in
financial inclusion and thereby scale financial and social
returns. We believe that informing and educating investors on
the risks, opportunities and perks of financial inclusion in
relation to risk, return and impact is key for sector development
and mainstreaming of the industry. We therefore publish regular
thought leadership articles, organise study trips and provide
updates during client meetings.
Industry collaboration
Being part of the financial inclusion ecosystem as investors, we
strongly feel the responsibility to contribute to further
professionalisation of that ecosystem. One of the key topics in
that respect is client protection. We co-initiated the UN PRI
Principles for Investors in Inclusive Finance, engaged with the
SPTF and SMART Campaign to develop responsible guidelines a
set of responsible covenants.

DRIVING RESPONSIBLE FINANCIAL INCLUSION
Across the globe, the microfinance industry has proved that it
is possible to deliver financial services to low income
households at a large scale, free from any reliance on subsidies.
As a result, millions of households and entrepreneurs today
have access to credit, and increasingly to savings, insurance,
and money transfer services that they use to manage household
and enterprise finances more effectively.
It remains a priority to ensure that previously unreached lowincome population segments gain access to these services. The
full potential of microfinance, however, can only be achieved
when clients are sufficiently protected. Law and regulation play
an important role in this protection. Engagement and
commitment by all other industry stakeholders ranging from
MFIs to investors are crucial to make it work.
With COVID-19 detrimentally impacting the progress made on
all 17 SDGs over the past years, responsible and client-centric
financial inclusion as a key enabler to reach 7 of the 17 SDGs
only gains importance. With the ACTIAM Financial Inclusion
Fund we continue to support qualified and client-centric MFIs
to continuously support households, business and economies by
optimising risk, return and impact.

ACTIAM manages assets of almost €60
billion (ultimo March 2020), making us one of the
ten largest Dutch asset management companies. Our solid
(impact) strategies and sound performance track record will
help you to achieve your goals. We offer sustainable solutions to
insurance companies, pension funds, banks and distribution partners.
This is achieved through actively and passively managed investment
funds and mandates.

CONTACT
Marketing & Communications
 +31-20-543 6777
 marcom@actiam.nl
 www.actiam.com

Read more about ACTIAM or go directly to our fund overview.

Disclaimer
ACTIAM NV strives to provide accurate and actual information from reliable sources. However, ACTIAM cannot guarantee the accuracy and completeness of the
information that is given in this presentation (hereinafter called: the Information). The Information can contain technical or editorial inaccuracies or typographic
errors. ACTIAM does not give guarantees, explicitly or implicitly, with regard to the question if the Information is accurate, complete or up-to-date. ACTIAM NV is
not obliged to adjust the Information or to correct inaccuracies or errors. The recipients of this Information cannot derive rights from this Information. The
Information provided in this presentation is based on historical data and is no reliable source for predicting future values or rates. The Information is comparable
with, but possibly not identical to the information that is used by ACTIAM for internal purposes. ACTIAM does not guarantee that the quantitative yields /profits or
other results with regard to the provided Information will be the same as the potential profits and results according to the price models of ACTIAM NV. The discussion
of risks with regard to any Information cannot be considered as a complete enumeration of all recurring risks. The here mentioned Information shall not be
interpreted by the recipient as business, financial, investment, hedging, trade, legal, regulating, tax or accounting advice. The recipient of the Information himself
is responsible for using the Information. The decisions based on the Information are for the recipient´s expense and risk.

October 2020

