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1. Introduction & Portfolio highlights
We have the pleasure to present the first additional Eye4Impact report of the
ACTIAM Institutional Microfinance Funds I and II (AIMF I and II) to our investors.
Following the start of the Funds in 2007 and 2008 respectively and now nearing the
end of both funds, we feel it is the right moment to make up an “impact balance”.
In addition to the four Eye4Impact reports (2012-2015), we would like to assess the
progress that has been made by the Funds over time.

Put investors’ money to work
The objective of this report is to provide a more detailed insight into the impact
generated by AIMF I and II. With the total commitment of EUR 320 million (AIMF I:
160.5; AIMF II: 159.5) ACTIAM Impact Investing was able to invest EUR 705 million in
Microfinance Institutions in developing and emerging economies, investing each euro
more than twice. In addition, considering that MFIs provide loans with an average
tenor of 6 months to microfinance clients, these MFIs were able to on-lend every
euro invested in AIMF I and/or II several times.

AIMF I Highlights
The official launch of the fund took place in 2007. To date, the fund has invested in
123 financial institutions in developing and emerging economies. The fund provides
access to finance to almost 1.6 mln micro entrepreneurs by having invested EUR 355
million. In 2013, 66% of Gross Loan Portfolio of the institutions was invested in micro
enterprises. By the end of 2014, MFIs adherence to the Principles for Investors in
Inclusive Finance increased by 22% on average when compared to four years earlier.

AIMF II Highlights
The official launch of the fund took place in 2008. To date, the fund has invested in
106 financial institutions in developing and emerging economies. The fund provides
access to finance to over 802,812 micro entrepreneurs by having invested EUR 350
million. In 2013, 69% of Gross Loan Portfolio of the institutions was invested in micro
enterprises. By the end of 2014, MFIs adherence to the Principles for Investors in
Inclusive Finance increased by 19% on average when compared to four years earlier.

Structure of the report
This report first pays attention to the non-financial objectives and methodology of
measuring the potential impact of the Funds. This is followed by an in-depth review
at trends over time following from the Eye4Impacts 2012-2014 (based on 2011-2013
data). Finally, the report looks into selected indicators of which ACTIAM Impact
Investing believes they are worthwhile to further explore as they might provide an
insight into the impact generated by the Funds.
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2. Impact Measurement Methodology
In the early years of microfinance, it was generally assumed that microfinance was
the best approach to help people out of poverty. ACTIAM Impact Investing launched
the first Microfinance Fund in the Impact Investing arena with a dedicated focus on
institutional investors. The goal was to put large amounts of capital to work for
reaching positive outcomes. Even though the impact objectives were not yet very
specific in the beginning, over time, the Fund Manager aimed to generate real and
measurable social impact by:
o Improving access to finance for low income people in developing and emerging
economies;
o Enhancing MFI clients’ capacity to manage their financial affairs in a responsible
way;
o Prompting MFIs to improve the quality of their reporting on financial and
nonfinancial performance according to generally agreed upon standards; and
o Prompting MFIs to increase their transparency and optimally protect the
interests of their clients.
This chapter describes how data is collected in order to assess progress of the above
formulated Fund objectives. Section 2.2 and 2.3 describe the content and the
process of coming to these impact reports in order to report progress to our
investors. To conclude, the final section pays attention to the response rates by MFIs
and thereby, to which extent the reported results are representative for the actual
Funds results.

2.1

Data collection
The responsibility and impact efforts developed over the course of the years. This
process was started by expressing the responsibility and impact premises of the
Fund in a more nuanced and detailed manner. Qualitatively, this resulted in more
specific impact statements. In addition to the above mentioned objectives,
responsibility is a key feature with regard to the business of ACTIAM. All portfolio
MFIs shall therefore at a minimum, comply with the ACTIAM Fundamental
Investment Principles and should operate in line with applicable international
standards. In order to track the data concerning these objectives, a social scorecard
was developed with which we can track social performance of the Fund. Based on
this scorecard, we have published an annual Eye4Impact report since 2012. In the
process of doing so, Investment Manager Developing World Markets (DWM) developed
a database in which all impact indicators are stored and can be analysed.

2.2

Impact & Responsibility Reporting Content
ACTIAM Impact Investing reports on the social output
indicators of the Institutional Microfinance Funds – as
a basis for analysing outcomes and potential impact.
The Eye4Impact report provides an overview of the
cumulative borrower outreach, key regional indicators
such as division between male/female, rural/urban,
the average loan size and portfolio outstanding.
Furthermore, the seven principles for investing in
inclusive finance are discussed. Finally, a trend or
development in the field of Microfinance is highlighted
and discussed in the report. In cooperation with
Microfinance Finance Institutions (MFIs) and our
investment manager Developing World Markets (DWM),
we publish an annual Eye4Impact report since 2012.
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2.3

Reporting Process
In order to publish the Eye4Impact report, several process steps are followed, which
are described in the sections below.

2.3.1

SOCIAL SCORECARDS
The first step to follow in order to realise an annual Eye4Impact report, is the
distribution of social scorecards to the MFIs by Investment Manager DWM. The
scorecards are then filled out by the MFIs. In many instances, the MFIs appoint
specialised members who fill them out. Possible findings are analysed during credit
committees. The social scorecard consists of about 60 questions and form the
foundation for the social data reported to Fund Manager ACTIAM.

2.3.2

VERIFICATION
All portfolio-related data is cross-checked against the financial database of the
Investment Manager (GLP breakdown, PAR number, number of clients and loans
etc). Endorsement/Certification concerning Client Protection Principles is crosschecked against the Smart Campaign website. As part of the vetting process, if any
metric looks strange, the investment managers reaches out to the Relationship
Manager of the specific MFI for further explanation.

2.3.3

DUE DILIGENCE VISITS
In addition, over 150 due diligence visits to the portfolio’s MFIs took place over the
last two years. Micro entrepreneur client visits are an integral part of the due
diligence performed by DWM. A randomly selected sample of loan files are checked
and client visits are conducted during a branch visit. Although the sample size
cannot be statistically representative relative to the total client universe MFIs serve,
DWM focuses on the procedural points of the origination, underwriting and
monitoring process.

2.4

Response Rates
The total response rate for 2013 was 93% (83 out of 89). Out of the 6 nonrespondents 4 were no longer clients past April 2014 (scorecards are received
around May); 1 of them was in a workout process. In cases where it is deemed
reasonable, DWM follows up with the MFI until scorecards are received. In extreme
cases, this might lead to escalation to the management.
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3. Eye4Impact Trends Over Time
The Funds invest in microfinance institutions that provide access to finance to poor
and low income people across the world. They focus on the development and
delivery of financial products and services for deprived communities, thereby
contributing to the development of an inclusive financial sector in the developing
world. In doing so, the funds simultaneously strive for realisation of market-rate
financial returns and capital appreciation for its investors and their beneficiaries.
The Eye4Impact is partly comprised of data on the Fund outreach, of which 2013
data is provided in the following section. The second part focuses on a responsible
way of achieving these results. In paragraph 3.2, the results on the Principles for
Investors in Inclusive Finance are therefore presented, showing the progress on the
implementation of responsible lending practices by the MFIs over a three-year time
span.

3.1

Outreach for AIMF I & II
Over the years, the Institutional Microfinance Funds I & II have invested over EUR
700 million in MFIs in developing and emerging economies. In order to be able to
comment on the effect of these investments, the number of clients reached 1 is one
of the selected indicators. It refers to the number of people having an (increased)
level of access to financial services and thereby often an improved ability to provide
direction to their own financial responsibilities and possibilities.

Figure 1 – AIMF I & II
Client Outreach

The following pages provide one world map per Fund in which portfolio composition
details are provided based on last year’s Eye4Impact data. The maps provide details
on the number of MFIs financed in the region, the average loan size provided to
microfinance clients, the division between female and male clients and between
rural and urban outreach. Finally the relative percentage of the Fund allocation in
the specific region is presented as well as the share of client outreach that can be
traced back to equity stakes in the MFIs.

1 For your reference, the corresponding calculations are attached in Appendix 1.

Figure 2 – Key
Regional Facts
AIMF I (2013)
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Figure 3 - Key
Regional Facts
AIMF II (2013)

3.2

The Principles for Investors in Inclusive Finance
The ACTIAM Institutional Microfinance Funds focus on contributing to the development
of an inclusive financial sector. This is achieved by improving access to affordable and
responsible financial products and services to poor and vulnerable populations. ACTIAM
attaches importance to the impact results as presented in the previous chapter
whereby the access to finance was enlarged. As a responsible investor, it is therefore
important to us whether these results are realised in a responsible manner. The
Principles for Investors in Inclusive Finance (PIIF) provide a framework for responsible
investment in inclusive finance and were established in January 2011. Based on its
investment beliefs, ACTIAM Impact Investing was one of the first signatories to the PIIF.
The trends of AIMF I and AIMF II related to these principles are discussed in more detail.

3.2.1

RANGE OF SERVICES
In the early days of microfinance, Microfinance Institutions (MFIs) mainly offered
microcredit products. Along with UNEP, ACTIAM believes that “an inclusive financial
sector allows poor and low income people to access credit, insurance, remittances and
savings products”. UNEP adds that “in many countries, the financial sectors do not
provide these services to the lower income people. An inclusive financial sector will
support the full participation of the lower income levels of the population” (UNEP,
20072). In addition to providing a full range of financial services, we believe in the
potential of offering non-financial services. The graphs below show the percentage of
AIMF I and AIMF II MFIs that provide or facilitate non-financial products and/or services
on a regular basis, in addition to providing access to financial services to its clients.
These non-financial products can consist of the following:
o Enterprise services offered and/or business development skills
o Educational Services Offered - Financial literacy training
o Educational Services Offered - Basic health/nutrition education
o Health Services Offered - Basic medical services
o Non-financial Services Offered - Scholarship aid
o Non-financial Services Offered - Emergency aid

Figure 4 –Range
of services for
AIMF I (left) and
AIMF II (right)

Overall, we see a positive trend for both funds with regard to an extension of the
product range MFIs offer to their microfinance clients. In 2013, on average for both
Microfinance Funds, 18% of the MFIs offered business development assistance and 17%
training in enterprise skill development. Around 10% of MFIs in AIMF I and II provided
basic health education or nutrition education as well as basic medical care to its
clients. In terms of additional products, 26% of the MFIs issued debit and/or credit
cards, 17% accepts payments by check, 36% offers loan insurance, 3% agricultural
insurance products and 27% of the MFIs offered life insurance products. 11% of MFIs
offered mobile banking services in 2013, 8% micro leasing and 43% remittance services.
ACTIAM will continue to stimulate to expansion of financial as well as non-financial
products offerings by MFIs.
2

UNEP (2007), http://www.unep.org/training/programmes/Instructor%20Version/Part_2/Activities/External_
Drivers/Finance/Core/About_Microfinance_and_Microcredit.pdf
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3.2.2

CLIENT PROTECTION
For ACTIAM, properly servicing our clients is a key focus area. In relation to
microfinance – servicing often poor and vulnerable people - this is an even a more
important and sensitive issue. In the previous decade, the Client Protection Principles
were formulated in order to prevent loosing track of client interest within
microfinance.

What are the Client Protection Principles?
“The Client Protection Principles (CPPS) are the minimum standards that clients should expect
to receive when doing business with a microfinance institution. These principles were distilled
from the path-breaking work by providers, international networks, and national microfinance
associations to develop pro-client codes of conduct and practices. There is consensus within the
microfinance industry that providers of financial services should adhere to these core principles”
(Smart Campaign, 2014). The Principles are formulated by The Smart Campaign. The Smart
Campaign is a global effort to unite microfinance leaders around a common goal: to keep clients
as the driving force of the industry.
Reference for more information on the CPPs and an explanation of each principle:
http://www.smartcampaign.org/about/smart-microfinance-and-the-client-protection-principles

ACTIAM Impact Investing strongly encourages MFIs to endorse the Client Protection
Principles (CPP) - and equally important - to make them operational. Compliance and
implementation of client protection measures is included in the loan agreement with
MFIs. There is no Technical Assistance (TA) budget for the ACTIAM Institutional
Microfinance Funds. Nevertheless, our investment manager does assist MFIs in
implementing the CPP through ongoing conversations with the MFIs. This is, however,
an informal process. The following graphs provide an overview of the extent to which
MFIs adopt and adhere to the CPP.

Figure 5 – Client
Protection measures
from AIMF I (left)
and AIMF II (right)

In 2013, one of the MFIs has not shown any interest in endorsing the CPP, however it
has implemented some of the principles. In the case of another MFI, it does not regard
itself as a direct microfinance service provider but as a wholesaler. Therefore, it
considers the constant tracking of the CPPs an incremental cost. In practice, most CPPs
are implemented.
Client protection is at the core of each investment decision made by ACTIAM Impact
Investing. We will continuously assess our Fund performance concerning these minimum
standards and besides that, keep track of industry standards along the way.
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3.2.3

COOPERATION ON OVER-INDEBTEDNESS
In the 2014 Banana Skins report by the Centre for the Study of Financial Innovation,
over-indebtedness has been rated as the number one risk in the Microfinance Industry.
ACTIAM Impact Investing recognises this risk and is in favour of supporting the industry
in such a way that appropriate tools and measures to mitigate over-indebtedness are
developed. One of the key tools to prevent over-indebtedness is cooperation with other
MFIs and credit bureaus in order to strengthen the credit process. In the following
figure, the number of MFIs that assess the capacity of the client to repay the loan as a
standard practice are presented. This includes regular coordination with other MFIs
and/or credit bureau in order to assess existing debts.

Figure 6 –
Cooperation and
liaising with credit
bureaus of AIMF I
(left) and AIMF II
(right)

In more mature and saturated microfinance markets, borrowers have been able to take
out loans in excess of their repayment capacities. In response to this challenge, credit
reporting systems (credit bureaus) help to ensure financial stability. According to the
World Bank’s Getting Credit Index a noticeable change of the credit bureau coverage is
observed, especially in emerging markets. This change was mainly driven by the
broader use of credit bureaus, more stringent adherence to client protection policies
and enhancements in the regulatory environments. ACTIAM Impact Investing believes in
the risk mitigating function of credit bureaus and the information they provide. In
2012, ACTIAM Impact Investing started an active dialogue with the International
Finance Corporation (IFC), part of the World Bank, on the current credit reporting
environment for microfinance institutions (MFIs). We actively stimulate MFIs to deliver
client credit data to credit bureaus and to subtract and use essential information from
them in the lending process. Furthermore, its actual use in prudent lending policies is
key. ACTIAM Impact Investing and DWM encourage and support the actual
implementation of such policies, for example by requiring clear guidelines on the
client’s total debt exposure as a percentage of free disposable income. Accurate and
timely credit information becomes even more important in markets with persistent
over-indebtedness risk. In many countries oversight and regulation of MFIs is growing,
bringing more MFIs under formal oversight of the regulatory bodies and thus requiring
them to be a part of the credit information sharing system. Both the IFC and several
MFIs notice that the attitude among microfinance borrowers is also changing.
Microfinance clients realize they are being monitored and that their financial behaviour
influences the MFI’s credit decisions.
With the help of, amongst others, the ‘Microfinance Index of Market Outreach and
Saturation’ tool provided by Planet Rating, ACTIAM can take over-indebtedness risks
into consideration in the investment selection process. It is satisfying to see that the
MFIs in the AIMF I and II portfolios made a transition and are now all cooperating with
other MFIs and credit bureaus. Several challenges remain ahead however. These include
coverage of smaller non-regulated entities and the price and verification of data. Also
in countries where solid reporting systems are in place, it is important to remain alert
with regard to the level of default rates. While credit bureau systems for microfinance
is work in progress, we plan to keep a close watch on further developments. We
continue our dialogue with Microfinance institutions and microfinance networks in
order to aim to strengthen our own decision making process.
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3.2.4

TRANSPARENCY
This measure indicates to what extent the organisation actively discloses and promotes
client understanding of loan terms and all costs in a language that takes into
consideration literacy levels of clients. ACTIAM believes this is important for an MFI in
order to operate in the interest of the client. Being transparent, an organisation fully
discloses effective interest rates, all costs, prices and terms and conditions of all
financial products to its clients prior to sale. In addition, the organisation provides
clients with financial literacy training. The graphs below indicate the percentage of
MFIs fully adhering to these transparency principles.

Figure 7 –
Transparency
conditions for AIMF I
(left) and AIMF II
(right)

The MFIs in the ACTIAM Institutional Microfinance Funds almost all fully adhere to the
above described transparency initiatives and have done so over the past years.
According to a recent study3 conducted by Ernst & Young and NPM (2015), regulation on
transparency is relatively well developed in most countries. In opposition, price setting
is mostly left to the market. The recent rise of credit bureaus discussed in the previous
section is helpful in this respect, although accessibility of these systems, especially to
smaller microfinance institutions remains a concern.
The microfinance sector is still developing, and so is the regulatory landscape.
Regulators and other authorities are struggling with the different shapes and sizes of
the organisations representing the microfinance sector. Besides regulation alone, the
study addresses enhancing financial literacy among clients and increasing accessibility
of credit information to microfinance institutions as key ingredients to reach effective
protection of clients. The researchers indicate it is encouraging to see that consumer
protection agencies and microfinance associations are becoming increasingly active
with respect to these transparency measures.
The role of ACTIAM Impact Investing is to continuously ask critical questions and
stimulate our Investment Managers to have constructive conversations with the MFIs. In
paragraph 3.6 an elaboration of the findings regarding transparency is provided as we
believe this is an essential and interesting topic to explore further.

3 Source: EY & NPM (2015), Client Protection in Microfinance: The current state of law and regulation.
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3.2.5

SOCIAL PERFORMANCE INCENTIVES
In order to build a strong MFI where all staff are dedicated to its mission and where a
range of valuable incentives are adopted, a 2011 Imp-Act Consortium study4 stresses
the importance of staff incentivising through a combination of group and individual
incentives, using a mix of financial and social performance indicators. Therefore we
also measure whether an organisation is actively encouraging or rewarding or provides
incentives to staff based on social performance or not. In addition, this includes
performance considering both financial and social performance. This can be realised,
for example, through creating a social forum and stimulating staff to do volunteer work
in the community.

Figure 8 – Social
performance
incentives for
AIMF I (left) and
AIMF II (right)

The graphs above show a transition of around half of the portfolio to all MFIs in the
portfolio adhering to both financial and social incentives.
3.2.6

RURAL PRESENCE
As stated in the introduction of this section, ACTIAM aims to contribute to the
development of an inclusive financial sector by, amongst others, expanding access to
services to poor and vulnerable populations. An important aspect in this respect is the
outreach of financial institutions to people in rural/remote areas. Traditionally, these
regions are often underserved due to the generally higher costs associated. The graphs
below indicate the percentage of MFIs having a client portfolio in which 50% or more of
outstanding portfolio is in agriculture and agri-related activities in rural areas as
defined by the national census authority.

Figure 9 – Rural
presence of AIMF I
(left) and AIMF II
(right)

“There are an estimated 500 million smallholder farmers in low- and middle-income
countries. And, despite some improvement in their access to general financial services,
relatively little progress has been made in financial services specific to their
4 Source: Imp-Act Consortium (2011), Staff Incentives: Integrating SPM into Microfinance Capacity Building
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agricultural activities” (CGAP5, 2013). Access to finance is a necessary condition for
improvements in agricultural production. This can lift at least some portion of farmers’
incomes into higher-value production activities, and thereby enable them to stabilise
their financial situation. In order to improve the supply of specialised agricultural
financial services, the sector needs to better understand farmers’ specific needs. In the
selection of investments, ACTIAM Impact Investing is in favour for MFIs who reach out to
the rural or otherwise excluded poor. As presented in the previous graphs, in 2013,
about two thirds of AIMF investments are provided to MFIs which are represented in
agriculture and agri-related activities in rural areas for at least 50 percent.
3.2.7

SAVINGS
Savings are an essential tool in guaranteeing a sustainable inclusive financial sector. On
the one hand, poor households can benefit greatly from having access to deposit
mechanisms as savings contribute to ease cash flow changes and increase security for
clients (PRI, 20146). On the other hand, it is an alternative source of finance for MFIs
that can help to achieve independence from donors and investors (MIX, 2011 7).
According to MIX (2011), only a limited number of MFIs offer savings products as they
are often not able to meet the regulatory requirements or as appropriate regulatory
regimes do not exist. Another reason could be that MFIs prefer to tap finances from
investors.
A safe way to store money could therefore be a valuable add-on to an MFI’s product
portfolio. As appears from the tables below, MFIs invested in through AIMF I and II are
increasingly offering savings products to their clients.

Figure 10 – Savings
products for AIMF I
(left) and AIMF II
(right)

Even though we signal a positive trend, there is still room for improvement for MFIs to
offer deposits. This has been one of the motivations to follow-up on AIMF I and II by
launching AIMF III in 2014. In addition, ACTIAM Impact Investing regards it her
responsibility to continuously remain alert concerning this topic and to stimulate MFIs –
through its Investment Manager - to cater to the need for savings products and to
stimulate MFIs to transform into deposit taking institutions.

5 Source: CGAP (2013), Segmentation of Smallholder Households: Meeting the Range of Financial Needs in
Agricultural Families. Focus Note No. 85, April.
6 PRI (2014), Report on Progress in Inclusive Finance 2014.
7 Source: The Microfinance Information Exchange, Inc. (2011), Microfinance and Small Deposit Mobilization: Fact
or Fiction?
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4 Additional Impact Insights
The indicators as presented in the annual Eye4Impact are considered to be the most
essential responsibility and impact indicators. The database on which the eye4impact
and the trend analysis in the previous chapter are based, provides more opportunities
for exploring. ACTIAM now reports on several of these additional indicators for the first
time, following two tracks:
o
o

Section 4.1 provides selected indicators of which ACTIAM Impact Investing
believed it was worthwhile to further explore them as they might provide an
insight into the impact generated by the Funds.
Section 4.2 provides information on several selected indicators in relation to
over-indebtedness. As follows from the previous chapter, over-indebtedness is
considered to be the main risk in the microfinance industry. When multiple
MFIs compete in a given market, the targeted clients are at risk of taking on
additional borrowing beyond the point where they can meet debt service
payments without serious difficulty (MicroRate & Mix, 2012 8). An important and
standardised measure providing an indication of the level of over-indebtedness
is the percentage of portfolio at risk (PAR>30).

Please note that his chapter provides a first additional peek into the database and does
not provide a full overview of al impact indicators measured. We have tried to find
correlations between several indicators and the portfolio at risk. Other correlations are
out of scope in this report. Nevertheless, we welcome suggestions for future research.
As concerning most additional indicators only two years of data are gathered,
trustworthy correlations cannot be made. We do however, try to see if there is a
possible relationship between a set of indicators and leading to reasons for future
research. Finally, percentages are provided without accounting for the relative share of
a specific country in the portfolio.

4.1

Additional Impact Indicators
This section looks into a set of providing insight into potentially generated impact in
addition to the standard reporting set of indicators.

4.1.1

CLIENT FEEDBACK
One of the indicators looked into is the degree to which MFIs manage Client feedback
procedures. We believe a good policy and practice for client feedback are very
important in order to meet client’s needs and to be able to adopt to an ever-changing
environment. The table below provides details on the extent to which the Funds cater
to adopting client satisfaction assessments and client exit surveys.

Figure 11 –
client feedback
tools

Fund
AIMF I

AIMF II

Questionnaire Year

Client
satisfaction
assessment
Total % yes

Client
Exit survey
Total

% yes

2012

67

88,06%

67

76,12%

2013

54

87,04%

54

87,04%

2012

71

85,92%

71

74,65%

2013

61

85,25%

61

81,97%

8 MicroRate & MIX, 2012. The Tipping Point: over-indebtedness and investment in microfinance.
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As the microfinance industry matures, we believe it is important for MFIs to be (more)
sophisticated in their client relationship approaches. This is a point for discussion with
our investment manager.
4.1.2

MONITORING PROCEDURES
ACTIAM Impact Investing notices a general trend in the increase of the number of
impact measurement tools and in the rating and certification of non-financial results.
An example of a global microfinance related rating agency is Planet Rating. Planet
Rating is one of the initiatives consulted by ACTIAM in order to make responsible
investment decisions. Rating and evaluation agencies can also focus specifically on
environmental, social and governance (ESG) issues, or on ethical practices for instance.

Figure 12 –
Monitoring
procedures

Monitoring Procedures:
Commissioned external ESG Evaluation, Rating or Ethics Audit - by Portfolio
Questionnaire Year
Fund Name
Total %
2012
2013
Questionnaire Year

2013
(AIMF I & II)

AIMF I

67

52,24%

AIMF II

71

50,70%

AIMF I

54

48,15%

AIMF II

61

49,18%

Region Name

Total %

Central America & the Caribbean

17

29,41%

Central Asia & the Caucasus

36

50,00%

Eastern Europe & Russia

15

20,00%

2

0,00%

South America

22

68,18%

South and Southeast Asia

23

65,22%

Middle East & Africa

From figure 12 it appears that around 50 percent of the MFIs in AIMF I and II
commissioned an external ESG evaluation, rating or ethics audit. The table also
provides a more detailed breakdown by providing 2013 results per region. We notice
there are large regional differences. At the same time, ACTIAM Impact Investing
believes it remains to be seen to which extent external rating add value for clients
and/or investors.
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4.1.3

TRANSPARENCY
In paragraph 3.2.4 we provided an overview of AIMF I and II adherence to a full set of
transparency initiatives. ACTIAM Impact Investing attaches great importance to the
level of transparency offered by MFIs. We therefore felt it was interesting to peel down
this metric by looking at the specific transparency indicators.

Figure 13 –
Conditions of
Transparency

Transparency measures
Transparency measure

a. Discloses prices, interest rates,
terms, and conditions prior to sale:
Yes / No

Fund name

Questionnaire
year

Total

%

AIMF I

2012

67

98,51%

2013

54

98,15%

2012

71

94,37%

2013

61

95,08%

2012

67

100,00%

2013

54

100,00%

2012

71

98,59%

2013

61

98,36%

2012

67

100,00%

2013

54

98,15%

2012

71

98,59%

2013

61

96,72%

2012

67

56,72%

2013

54

55,56%

2012

71

56,34%

2013

61

54,10%

AIMF II
AIMF I

b. Includes the terms and rates of its
loans in its loan agreements: Yes / No

c. Trains staff to clearly communicate
the terms and rates of its products:
Yes / No

AIMF II
AIMF I
AIMF II
AIMF I

d. Provides financial literacy training
for clients: Yes / No

AIMF II

As appears from figure 13, overall, it can be stated that most MFIs disclose pricing
information (a), include this information in their loan agreements (b) and train staff to
communicate it to clients (c). In addition, just over half of portfolio MFIs provide
financial literacy training to their clients (d).
Figure 14 provides an even more detailed insight into the level of transparency by
presenting an overview of countries in which MFIs were not transparent for the full
100% concerning a certain transparency measure in 2013. Given that all portfolio MFIs
were 100 % transparent with respect to including the terms and rates of loans in the
loan agreements (b) during 2013, this transparency indicator was not included in the
table below. As the figure also shows, there are quite some regional differences, which
we believe might call for additional research in order to discuss possible measures in
impact investing network meetings.
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Specific countries scoring lower than 100% on specific transparency measures

Figure 14 –
Overview of
portfolio
countries without
full transparency 2013(per
condition)

Transparency measure
a. Discloses prices, interest rates, terms,
and conditions prior to sale: Yes / No
c. Trains staff to clearly communicate the
terms and rates of its products: Yes / No

d. Provides financial literacy training for
clients: Yes / No

4.1.4

Country

Total

%

Ecuador

5

80,00%

Georgia

8

75,00%

Cambodia

11

36,36%

Bolivia

6

66,67%

El Salvador

3

66,67%

India

8

75,00%

Peru

8

75,00%

Peru

11

81,82%

Mexico

5

20,00%

Georgia

8

25,00%

Azerbaijan

6

33,33%

Honduras

3

33,33%

GOVERNANCE
To analyse the governance of the MFIs, ACTIAM and DWM collected data on the
composition of the Board of Directors and the management team. We looked at the
number of independent board members, female board members and members with
experience in finance/capital markets. In addition, we analysed whether Management
or the Board of Directors held equity stakes in the MFI. Based on data from the years
2012 and 2013 we compared the data with the organisation’s portfolio at risk. A
meaningful relation between these factors and (an increasing) portfolio at risk could
not be found .
From our own experience however, we believe there is a relationship between the
quality of an MFIs governance and its portfolio at risk levels. Furthermore, the risk
department of the investment manager Developing World Markets has looked into this
topic. They concluded that in the AIMF I and II portfolio, bad governance was one of the
main causes of less performing MFIs or MFIs were certain issues were encountered.
Therefore, we plan to look further into this aspect in the future.
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4.2

Additional Impact indicators in Relation to Over-indebtedness
In order to address the number one risk within the microfinance industry, we decided
to take a closer look into several indicators in relation to over-indebtedness. As
mentioned in the introduction of this chapter, an important and standardised measure
providing an indication of the level of over-indebtedness is the percentage of portfolio
at risk (PAR>30). Each of the following sections look into portfolio at risk from a
different perspective.

4.2.1

OVER-INDEBTEDNESS PREVENTION
For our Institutional Microfinance Funds we have identified four main themes to
prevent over-indebtedness. These themes include:
1.
2.
3.
4.

The use of a credit bureau
Coordination with other MFIs
The use of explicit guidelines
Customer training or guidance

Region

% of combined
portfolios invested
in the region
17,10%

% of MFIs
coordinating
with other MFIs
68%

Central Asia & the Caucasus

34,15%

59%

1%

South America

24,20%

27%

3%

Middle East & Africa

0,80%

13%

3%

Central America & the Caribbean

6,90%

10%

4%

Eastern Europe & Russia

11,40%

5%

3%

South and Southeast Asia
Figure 15 –
Slightly lower
portfolio at risk
for MFIs coordinating with others
2012 & 2013

PAR>30
1%

From this analysis a possible relation between portfolio at risk levels and the number of
MFIs coordinating with other MFIs (2) is detected. For both funds, the portfolio at risk
levels were lower for MFIs coordinating with other MFIs over the years 2012 and 2013 as
can be seen in the table below. Due to the limited years of data collected so far, we
would once more like to mention we are not able to draw any definitive conclusions.
We therefore cannot state whether MFIs coordinating with others are per definition
more successful in limiting their portfolio at risk levels. We do believe this would make
sense and needs future research.
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4.2.2

OVER-INDEBTEDNESS IN RELATION TO CLIENTELE
ACTIAM Impact Investing believes it is interesting to have a further look into the
clientele of MFIs in our portfolio as certain opportunities and risk can be associated
with the different categories. Roughly, for both Institutional Microfinance Funds,
around 75% of the Gross Loan Portfolio (GLP) is represented by an individual lending
methodology, 15% by a solidarity group lending methodology and 10% by a village/ selfhelp group lending methodology. An individual lending methodology is a methodology
whereby a credit applicant is directly and solely contracted to the financial institution.
Solidarity group lending indicates a system in which small groups borrow collectively
and group members encourage one another to repay. A self-help group (SHG) is a
village-based financial intermediary committee. Only in this case, members make small
regular savings contributions over a few months until there is enough capital in the
group to start lending.
Each methodology type has its own constraints and opportunities. Individual loans are
often more expensive as they are often provided to business owners who require larger
and more flexible loans than what is available under the group structure. These
entrepreneurs constitute the base of the missing middle, often positioned just above
the poverty line. Providing these entrepreneurs with access to finance might therefore
enable them to grow into the Small and Medium Enterprise section. A section that is
the engine of economic growth in developed countries.
From the AIMF I and II dataset it appears that the number of investments with a
portfolio at risk is more than double for individual loans than for group loans. Group
loans on the other hand are typically small, and the standardisation of size, interest
rate and maturity might not be ideal for all members. Furthermore, social pressure is
seen as a positive and reinforcing aspect but can also have deteriorating effects on
group dynamics in case of payment difficulties. ACTIAM Impact Investing will consider
these results and the different pros and cons of each lending methodology in the
creation of new impact investing products.

4.2.3

OVER-INDEBTEDNESS IN RELATION TO ECONOMIC SECTORS
AIMF I and II invest in a diverse range of economic sectors. First of all, a sector
overview of 2013 for both funds combined is provided in figure 16 below.

Figure 16 – Sector
breakdown AIMF
I & II (2013)

Traditionally, high risks are expected to be found in non-productive sectors such as
education or housing. Main risk sectors for AIMF I & II over the years 2012 and 2013
have proven to be trade & commerce, manufacturing, agriculture and the service
sector (see below).

Other

Trade/Comme…

Service Sector

Mortgage

Housing…

sector

2013

Manufacturing

PAR>30 per

2012

Education

portfolio with

Consumer

Percentage of
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3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
Agriculture

Figure 17 –

Agriculture
Consumer
Education
Housing…
Manufacturing
Mortgage
Service Sector
Trade/Comme…
Other

3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%

In relation to figure 17, we would like to zoom in on the consumer segment. Our
microfinance portfolios consist mainly of loans for productive economic activities (i.e.,
working capital and/or fixed-asset acquisition). ACTIAM has always paid close attention
to the level of consumer loans in an MFIs portfolio in relation to responsible lending
practices. Recently, for the newly launched Fund (AIMF III), this investment belief has
been supported by the intention to invest in MFIs that do not surpass our internal
threshold of 20 percent in consumer loans (i.e. loans that might add social value but no
direct or indirect economic value). In practice this means that a loan to pay for a
funeral or a wedding falls under the category of consumer finance, whereas a loan to
pay for education or affordable housing can be seen as relevant for (the improvement
of) the reproductive capacity of the borrower (or someone in her or his family). That
even counts for a loan to pay for the mandatory school uniform of the borrower’s
child(ren). Notwithstanding this, the small loans granted to people at risk of social
exclusion can be regarded as microcredit, only when such loans enable them to engage
in an economic activity. Examples of such loans could be for school fees, urgent
medical care, or basic needs like food during those difficult periods when income is
scarce. Here we would like to reiterate that especially with regard to consumer
lending, the implementation of responsible lending policies is of upmost importance.
4.2.4

OVER-INDEBTEDNESS IN RELATION TO ADDITIONAL PRODUCTS & SERVICES
Microfinance encompasses not only microloans but also other types of financial
services, such as savings and insurance, and non-financial services such as healthcare
and educational programs. By offering more diverse products and services, MFIs are
able to expand their outreach to poor and low-income clients. Offering these products
is promoted by the PIIF and supported by academic research 9. Interestingly, however,
we find on average that for almost all regions the PAR>30 is slightly higher for MFIs
offering additional products and services. South American MFIs are the exception to the
rule. As indicated in the introduction of this chapter, based on this initial research, we
cannot conclude on any causalities. We do believe it is interesting to have a further
look with regard to this topic.
Average PAR>30
No additional products
3,1%

Average PAR >30
With additional products

Central Asia & the Caucasus

1,3%

1,6%

Eastern Europe & Russia

1,5%

3,1%

NA

1,8%

South America

3,6%

3,1%

South and Southeast Asia

0,3%

2,3%

Average all regions

1,9%

2,7%

Region
Figure 18 –
Portfolio at
risk
related to the
offering of
additional
products
& services
(2012)

Central America & the Caribbean

Middle East & Africa

4,2%

9 E.g. the study by Banerjee, Karlan & Zinman(2014) pleading for greater access to savings and insurance products.
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4.2.5

OVER-INDEBTEDNESS IN RELATION TO LOAN SIZE
The figure below shows the relative share of the portfolio covering the region’s relative
investment in micro enterprises. The largest share of portfolio microfinance
investments can be found in South and Southeast Asia. An increase of more than 10
percent from 2012 to 2013 can be recognised. Central Asia & the Caucasus also cover
quarter of micro enterprise investments. The Countries invested in do not belong to
the very poorest, neither to the higher income countries. In general, regions with a
relatively higher income status, have more opportunities for financing small and
medium enterprises, whereas in the poorest regions, microfinance still often occurs in
the informal industry (IFC10, 2013).

Figure 19 –
Relative portFolio share to
Micro enterPrises AIMF I
& AIMF II

50%
45%
40%
35%
30%
25%
20%
15%
10%
5%
0%

Weighted average share of
loans to micro enterprises
2012
Weighted average share of
loans to micro enterprises
2013

In addition to figure 21 - not unexpectedly – in general the portfolio at risk is higher as
the average loan size increases. In our selection process we pay close attention the
ability of all client segments to repay the loan. Once a loan is due, the impact on an
MFIs portfolio is higher as the average loan size increases (figure 22).

Figure 20 –
Portfolio at
Risk per ALS
quartiles
2013

ALS (USD)

PAR>30 Legal status

0- 818

2.50%

Mainly NBFI and NGO

840- 1,380

2.70%

Mainly NBFI and NGO

1,431- 2,934

4.00%

Mainly NBFI and Bank an Joint Stock Company

>3,000

6.70%

Bank, NBFI, Cooperative/Credit Union and Holding Company

10 Source: International Finance Corporation (2013), Closing the Credit Gap for Formal and Informal Micro, Small,
and Medium Enterprises. IFC Advisory Services, August 2013.

5 Concluding Remarks
The goal of this report was to provide a more detailed insight into the impact
generated by AIMF I and II, made possible by the commitments of our investors. In the
introduction, it has been discussed that total commitment of EUR 320 million (AIMF I:
160.5; AIMF II: 159.5) has enabled ACTIAM Impact Investing to invest EUR 705 million in
Microfinance Institutions in developing and emerging economies so far. In the second
and third chapter of this report, we provided a more detailed insight into the potential
impact generated by these investments.
Since 2012, the ACTIAM Impact Investing team has published an annual Eye4Impact
report in order to update fund participants on the progress of the non-financial mission
of the investments made. With reference to one of the main objectives of the Funds
“improve access to finance for low income people in developing and emerging
economies“ we can conclude that both funds generated impact by having provided
access to almost 2.4 million people ultimo 2014. With respect to the other Fund
objectives “prompt MFIs to increase their transparency and optimally protect the
interests of their clients”, “Enhancing MFI clients’ capacity to manage their financial
affairs in a responsible way”; and “prompt MFIs to improve the quality of their
reporting on financial and nonfinancial performance according to generally agreed
upon standards”, we explained to have adopted the Principles for Investors in Inclusive
Finance as one of the main tools to reach these objectives. These principles aim to
ensure client protection, transparency and financial inclusion.
AIMF I
PIIF related principles

AIMF II

2012

2015

2012

2015

Endorsing Client Protection Principles

68%

100%

67%

97%

Cooperating with other MFIs and credit bureaus

75%

100%

73%

100%

Fully transparent on loan terms and conditions to clients

93%

100%

96%

100%

Encourages, rewards or incentives for social performance

51%

100%

67%

100%

Providing access to financial and non-financial services

54%

100%

52%

87%

> 30 percent of portfolio in rural areas or agri activities

71%

75%

76%

68%

Offering savings

38%

31%

38%

47%

Following a comparison of the first eye4impact results with the most recent results of
2015, provided in the table above, the MFIs invested in, so far show positive transitions
by showing an improvement in adherence to the Principles for Responsible Investing in
Inclusive Finance.
In addition to an over-time trend analysis on key responsibility and impact indicators,
we have selected indicators of which we believed it was worthwhile to further explore
them as they might provide an insight into the impact generated by the Funds. First of
all we believe that it is important for MFIs to be (more) sophisticated in their client
relationship approaches, since around 80 percent of portfolio MFIs conduct client
satisfaction assessments and exit surveys and as the microfinance industry matures.
This is a point for discussion with our investment manager. Secondly, a possible relation
between portfolio at risk levels and the number of MFIs coordinating with other MFIs is
detected. Thirdly, while offering a broad range of products is promoted by the industry
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networks and supported by academic research11, it is interesting to see that for almost
all regions, portfolio at risk levels are slightly higher for MFIs offering additional
products and services. It might be worthwhile to have a closer look at this relation.
Another outcome is a noticeable higher level of portfolio at risk for individual loans
when compared to other lending methodologies. Providing this group of entrepreneurs
access to finance might enable them to grow into the Small and Medium Enterprise
segment. A segment that is considered to be the engine of economic growth in
developed countries. ACTIAM Impact Investing will consider these results and the
different pros and cons of each lending methodology in the creation of new impact
investing products. Finally, with regard to transparency initiatives, we detect quite
some regional differences, which we believe might call for additional research in order
to discuss possible measures in impact investing network meetings. Other indicators
calling for additional research include the relationship between portfolio at risk levels
and good governance as well as in relation to investing in specific economic sectors.
Of course, besides seeing positive developments and impact generated, we also realise
there are plenty of challenges ahead, in all sorts of areas. Moreover, providing
responsible financial services is not solely in the hands of the MFIs. ACTIAM Impact
Investing therefore continues to use its influence - individually with respect to MFIs and
collectively when it comes to industry issues - in order to improve the quality of
financial services for those who are financially excluded.

11 E.g. the study by Banerjee, Karlan & Zinman(2014) pleading for greater access to savings and insurance
products.

24

ENCLOSURE(S)

ENCLOSURE 1 – Outreach Calculations
For disbursements that occurred within the same outreach year the following
calculation is applied:
(Disbursement end of year- disbursement date)/365 days * (disbursement
amount/ALS)
For instance: we disbursed a EUR 369, 740 loan on January 31/2013 to MFI X
with a final maturity on 3/31/2014 and with a ALS of EUR 588. The calculation
will then be as follows:
=(12/31/2013-1/31/2013)/365*(369.740/588)
=334/365*(628)
=575 borrowers reached in 2013
To make it even more specific, the investment manager applies the following
3 scenarios, incorporating repeat borrower rate.
1. If both the loan disbursement and the year of calculation
(extensions/short term refinance) are within the same calendar year the
calculation is as follows: [( End of year of disbursement yearDisbursement date)/365]* [Disbursed amount /Average loan size for the
year]
2. If the loan is less than a year (disbursement and maturity year are the
same) and also the disbursement year is different from the year of
calculation (eliminating the first situation), then we take into account the
borrower repeat rate (1- repeat borrower rate)
3. If the loan is greater than a year and also the disbursement year is
different from the year of calculation (eliminating the first situation),
then we can take into account the borrower repeat rate (1- repeat
borrower rate).

