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“Let us be clear: micro finance is not the charity. It is 

the way to extend the same rights and resources to 

low income households that are available to 

everyone else. It is recognition that poor people are 

the solution, not the problem. It is way to build their 

ideas, energy and vision. It is a way to grow 

productive enterprise and to allow communities to 

prosper”  

(Kofi Annan)  
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Abstract  
 
Fighting poverty is one of the core objectives of the Millennium Development Goals 

(MDG).Micro Finance is the best way to eradicate poverty and to empower people. Micro 

finance is the newly emerging financial industry. It has the target market of more than 1.8 

billion people in the whole world. The emphasis of this study is to analyze the prospects of 

micro finance industry in Pakistan. Our research stresses the need of the diverse micro 

financial services in order to make the micro finance banks sustainable and profitable while 

serving the diverse needs of the poor. MFI’s should be distinguished from the NGOs as they 

are not just charity organizations. The diverse products will mitigate the risk and at the same 

time gives a variety of services and choices to the clients. Today the reason of the loss of the 

most of the micro finance institutions is that they offer very few products dominantly micro 

credit. The study has reviewed the success factors of Kashf, a successful MFI in Pakistan and 

has developed its recommendations on the basis of this analysis that can be implemented on 

the other MFI’s. There is a demand for diverse micro financial services in Pakistan and just by 

meeting a very small group, Kashf has become profitable. So, if there are more innovations in 

the product development, this sector can become sustainable. Future of micro finance is bright 

in Pakistan. 

 

Key words:  Micro finance, economically active poor, Pakistan, Poverty lending approach, 
financial system approach services,  
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Chapter1 
Settings 
 
1.1. PROBLEM BACKGROUND 
 
Almost a decade has passed that the micro finance institutions have started working properly 

after the micro finance ordinance of 2001 in Pakistan. A number of the Bank’s emerged in the 

market providing micro financial services in different cities of Pakistan. Some Non 

Governmental Organizations (NGO’s) and their support programmes upgraded themselves 

and started delivering micro loans to the different clusters of the population as part of their 

service. But most of them confined themselves to the micro credit only. Majorly, these NGOs 

and the Microfinance Institutions were working under the umbrella of the govt. 

 

Despite the acknowledgement of the government regarding the vitality of these institutions for 

the uplift of poor segments of the society, the financial status of these institutions remain far 

from satisfactory. There are a number of reasons why these institutions could not incorporate 

within them a fast track toward economic prosperity and profitability. The chief cause behind 

the slow growth of microfinance institutions in Pakistan is that most of them look ahead 

towards governmental agencies and domestic/international donors in order to maintain their 

operating efficiency. Such economic dependency is detrimental for the growth of the 

microfinance sector since the basic motivation behind the creation of microfinance institutions 

was to generate income opportunities for members of low income classes residing either in 

rural or urban areas. MFI´s advanced these loans for capacity building of the masses on 

reasonable interest rates. Majority of such microfinance schemes are supported mainly either 

by the government or donors i.e. both domestic as well as international. But despite the 

pampering received through different sources, these microfinance institutions are plagued 

with the inability to cater to their operating expenses incurred during their operating activities. 

One of the main reasons for this is that these microfinance institutions have not devised a 

mechanism to support their existence and survival. Since the micro finance institutions offer 
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loans to people of the deprived class at reasonable rates, apart from this the default share of 

these loans is also high. Resultantly these MFI´s are faced with the dilemma as to how to 

survive independently. The days of the present era demand from these MFI´s to adopt a major 

shift in their traditional way of operating especially when catering to a target market whose 

economic status is vulnerable. In this scenario these MFI´s need to incorporate a wide variety 

of products to their portfolio for e.g. deposit accounts, insurance services etc. By the addition 

of more products these MFI´s would be able not only to generate profits through prudent 

investment endeavours which will eventually aid these MFI´s to meet their operational 

expenses but will also contribute towards enhancing the financial literacy of the members of 

the deprived class. 

 
1.1.1 WHAT IS SUSTAINABILITY? 
 

Sustainability is term normally used in the field of ecology but it does not mean that 

sustainability is not needed in other fields of life. Here by sustainability we mean 

organizational sustainability which is explained by (Balazs Sator, 2006) as, 

 

• Sustainability is a capacity, potential, ability rather than a given fact. 

• The capacity of an organization to fulfil its mission and reach its vision. 

• More than survival: growth, development, impact. 

• A perceived indicator of success of an organization. 

 

According to Balazs Sator in his report on organizational development and organizational 

sustainability the elements which responsible for NGO’s sustainability are, 

 

INSTITUTIONAL SUSTAINABILITY: Capacity to provide for the strategic framework, 

effective leadership and efficient organizational background for the NGO. 

PROGRAM SUSTAINABILITY: The capacity to provide for the best possible services and 

programs making and impact, improve the lives of beneficiaries with the resources available. 

FINANCIAL SUSTAINABILITY: Capacity to generate the resources necessary to achieve 

institutional and program sustainability.  
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1.2. DEFINITION OF MICROFINANCE: 
Micro Finance is defined as formal scheme designed to improve the well being of poor 

through better access to saving and services loans (Schreiner, 2000).  

Micro finance is the tool that can bring the positive change in the life of the poor people of 

Pakistan. Micro finance is more than simply credit. 

ADB´s micro finance development strategy defines microfinance as providing a broad range 

of financial services, such as; 

• Deposits 

• loans 

• Payment services 

• Money transfers 

• Insurance to poor and low income households and their micro-enterprises. 

 

ADB´s definition of micro finance is not restricted to the poor; it includes low income 

households (ADB, 2008). 

 

 According to the ‘’Pakistan Microfinance Network’’, an institution involved in the research 

and development of microfinance in Pakistan, microfinance is a composition of not only  

micro credit but includes a whole range of financial services such as deposits, remittances, 

insurance and micro leasing (PMN, 2006).  

 

According to Robinson, Marguerite (2001), “microfinance refers to small-scale financial 

services primarily credit and savings provided to people who farm or fish or herd; who 

operate small enterprises or micro enterprises where goods are produced, recycled, repaired, 

or sold; who provide services; who work for wages or commissions; who gain income from 

renting out small amounts of land, vehicles, draft animals, or machinery and tools; and to 

other individuals and groups at the local levels of developing countries, both rural and urban. 

Many such households have multiple sources of income”. 
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1.3. MICROFINANCE INSTITUTION (MFI) 
According to the definition on ‘’Microfinance Gateway’’ an MFI is the organization that 

offers financial services to the low-income people (Microfinance gateway, 2008). 

There is a wide range of micro financial institutions. Mostly when we talk about these, 

financial NGO`s come into the mind. These financial NGO’s provide micro credit and micro 

finance services too and in most cases these financial NGO’s are not allowed to capture 

saving deposits from general public. Many NGO’s provide other financial services along with 

the micro finance and similarly some commercial bank are also providing micro finance along 

with their routine financial activities so because of these micro finance services which are 

quite bit part of the whole of the activities of these commercial banks we can call these as a 

micro finance institutions (Rehman, 2007). There are some other MFI´s that can be 

considered in the business of micro finance. These institutions are the community based 

financial intermediaries such as credit union; cooperative housing societies and some other 

are owned and managed by the local entrepreneur and municipalities. This type of institution 

is varying from country to country (Rehman, 2007). 

 

1.4. SIGNIFICANCE OF MICROFINANCE INSTITUTIONS: 

The microfinance institutions have a pivotal role to play in a society marked by economic 

classes. By providing small loans to poor people, these institutions attempt to provide 

remedies to the woes of the deprived class. Apart from this, it is through these institutions that 

poor people are able to avail small loan facilities on reasonable terms and interest rates. In the 

absence of these institutions the poor people are more likely to fall prey to the exploitation of 

money lenders, who are more likely to exploit the poor masses by providing loans on 

enormously high rates. As a result the problems of the poor class are likely to be multiplied 

instead of being nullified. According to Robinson, Marguerite (2001), poor people are 

exploited by informal money lenders who provide loans at high costs which can range from 

ten to more than a hundred percent. 
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1.5. LEADING VIEWS ON MICROFINANCE:  
According to Marguerite (2001), there are two leading approaches to microfinance: 

• Poverty lending approach. 

• Financial systems approach. 

Both these approaches tend to provide the availability of financial services for the poor, 

despite having consonance in their goals, each approach tends to adopt a different modus 

operandi for the achievement of their desired aim. We look at how these two approaches tend 

to operate: 

 

1.5. 1 POVERTY LENDING APPROACH: 

According to Robinson & Marguerite (2001), the basis focus of the poverty lending approach 

is the reduction of poverty through institutions which receive funds from donors or 

governmental authorities. The basic aim of the poverty lending approach is to reach the 

poorest of the poor. In poverty lending approach to microfinance saving is only limited to a 

trivial status i.e. only as a compulsion for receiving credit. Institutions adopting the poverty 

lending approach are not sustainable, the reason being that the interest rate on their loans is 

too low for the recovery of even their costs. These institutions also do not cater to the demand 

for micro saving services among the poor. The focus of poverty lending approach is upon 

micro-credit not microfinance. 

 

1.5.2 FINANCIAL SYSTEMS APPROACH: 

According to Robinson, Marguerite (2001), the financial systems approach focuses on 

financial intermediation between the poor borrowers and savers on commercial basis. This 

approach lays its emphasis on the institutional self-sufficiency. The world has witnessed the 

emergence of many commercial microfinance intermediaries in the past decades. These 

commercial microfinance intermediaries provide credit and saving services to the 

economically active poor. The loans of these institutions are financed by savings, commercial 

debts and through profitable investments. The financial systems approach represents a more 

globally acceptable model of microfinance. 
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1.6. MICROFINANCE APPROACH PREVALENT IN PAKISTAN: 
The concept of micro credit emerged in Pakistan during the 1970´s and pioneered by    

Dr.Abdul Hameed Khan. Despite the initiation of several rural support programmes and banks 

sponsored by the government of Pakistan, Microfinance has not been able to realize its true 

goals in Pakistan. One of the chief reasons behind this dilemma is that most of these rural 

support programmes and banks had adopted poverty lending approach. Recently a bank such 

as Khushhali bank, a microfinance institution which till the devastating earthquake of 

October, 2005 was practising the poverty lending approach has started to transform to the 

financial systems approach. Apart from Khushhali bank many other institutions have followed 

suit but still much is needed for a successful transition from poverty lending approach to the 

financial systems approach. A major reason is the inability of these institutions to undergo a 

successful diversification of their products. 

 

1.7. PURPOSE OF THE STUDY: 

The purpose of our thesis is to analyze the non-profitable micro credit industry of Pakistan. 

Since the micro credit industry focuses only on a single product for the market. On the 

contrary a microfinance industry focuses on a number of products for the market. Currently 

the micro credit industry in Pakistan is based upon the poverty lending approach. This 

approach is unable to generate the desired benefits and hence all the micro credit banks are in 

a state of loss and dependent on the donor agencies and governmental bodies to run their state 

of affairs. This dissertation tends to probe an approach (financial systems approach) and the 

ways that how Pakistani micro credit industry can be transformed to a profitable microfinance 

industry. 

 
1.8. RESEARCH QUESTION: 
 
What is the importance of Diversified Micro financial Services for making an MFI sustainable 

while fulfilling the Poor’s needs? 

 

The Figure 1.1 below depicts that diversified micro financial services are of great significant 

for both i.e. micro financial institutions and the clients (poor). By diversified financial 
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services serves the micro financial institutions and the clients (poor) simultaneously for the 

fulfilment of their financial needs.  On one hand the micro financial institutions benefit i.e. in 

the form of increased market share and profits. On the other hand the clients (poor) benefit i.e. 

through their increased satisfaction of their needs and up gradation of their life style. 

Resultantly economy triggers up and the society starts to transform towards a state of 

sustainability. 

 

 

 

 

Figure 1.1        

Our research is a journey from micro credit to the micro finance institutions. The current 

growing Micro Finance industry of Pakistan is not sustainable or profitable. The industry is 

running mainly with its core product i.e. Micro credit and hence is not profitable. Many of the 

NGO transformed MFIs and some micro finance banks are still leveraged by the govt. The 

current vulnerable situation of the micro finance industry is due the only prevailing product 
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(micro credit). The above figure is the objective of our research that Pakistani MFIs can 

become sustainable by offering diversified products while serving the unprivileged people 

(target market). This will reduce their operating expenses and finally they can become 

profitable. 

 

 

 

 

 

1.9. OUTLINE OF RESEARCH: 
An outline of our research is given below which will be based on 6 chapters. 

 
Chapter one gives an introduction about the current Poverty situation and different factors 

responsible for it. 

 

Chapter two explains the methodology that would be used in our research. 

 

Chapters three will be building a theoretical framework explaining Microfinance is a catalyst 

for the economically active poor .this chapter also explains the two leading theories about the 

micro finance. 
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Chapter four is specifically related to Microfinance and Pakistan. First it starts with the 

economy of Pakistan whose state shows that Microfinance can play an important role for it. 

Then it will explain the current situation of microfinance in Pakistan, who is the major 

players? What have they achieved and then what is the sustainability and efficiency of these 

Pakistani MFIs.  This question will lead us to the next chapter. 

 

Chapter five, where the diverse microfinance services including different type saving products 

will be discussed and how they can help improve the current situations.  

 

In the last chapter, in the light of previous discussion about the micro finance services in 

Pakistan, suggestions and recommendations are presented in details in order to overcome on 

these issues.  
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Chapter 2 

Methodology 
 
 
2.1 RESEARCH APPROACH: 
The objective of this study is to identifying the reasons that why micro finance institutions are 

at loss in Pakistan and this loss can be covered if the MFIs adopt financial system approach 

and provide diverse micro financial services while expanding their portfolios. According to 

(Ghauri, 2005, page3) “Research is a process of planning, executing and investigating in order 

to find answers to our specific questions. In order to get reliable answers to our questions, we 

need to do this investigation in a systematic manner, so that it is easier for others to 

understand the logic of and believe in our report” 

 

There are three approaches, which can be used in any research inductive, deductive and the 

combination of the two.  

 

“By deduction we mean that we draw conclusions through logical reasoning. In this case, it 

need not be true in reality, but it is logical. The researcher in this type builds/deduces 

hypothesis from the existing knowledge (literature), which can be subject to the empirical 

scrutiny (testing) and thus can be accepted or rejected.”(Ghauri, 2005, page 15)  

 

Deductive approach important in a context that it uses the existing data and knowledge which 

is already been tested and hypothesized. In this study we analyze different school of thoughts. 

We study different variables associated to the problem and also relation between them. 

 “This not only helps the researcher to better formulate and understand the research problem, 

but also broaden the base from which scientific conclusion can be drawn. In other words, the 

verification process is more rapid and the reliability of the information and conclusion is 

greatly enhanced.” (Ghauri, 2005, page95) 

As primary data is not available so this research will be secondary in nature and hence 

deductive approach will be applied here. We will be relying on the published data, papers and 
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will discuss the current programs of the MFIs. In this way we can access a large amount of 

data in a short span of time. We have the choice among different schools of thoughts. We can 

accept and reject the theories on the basis of different ideologies. 

 

2.2 DATA COLLECTION: 
Mostly secondary data is used to increase awareness regarding the problem at hand. In our 

case we focussed upon the secondary data sources i.e. books, journals, articles and web 

sources etc. We tried our best to contact with the micro finance institutions in Pakistan in 

order to get the primary data but we could not get the data so we relied upon the secondary 

data. Even then we tried to get some numeric data of the MFIs to get a clear picture of the 

profitability status. This data helped us lead towards the reasons why some MFIs ranked 

profitable while others not so profitable. Further more this data can help deduce reasons of 

inefficiency and administrative flaws in the system.  

 

 The choice of secondary data was done with extreme carefulness and expedience, which is a 

basis for any prudent research. The figures were taken from reliable data sources like Pakistan 

micro finance network, which is the most reliable organization and publishes a lot of research 

reports on the topic. The institute has engaged scholars and researchers working on micro 

finance specifically in to Pakistani context. Similarly, many of the figures related to the 

Pakistan and Pakistani economy were taken from Civil Investigations Authority of United 

States, which is a very independent source. Since, many of the governmental sources are not 

very reliable and are made to make fool of the Pakistani population, so it was tired that they 

be used only where no other data is available. The reliability of the governmental 

organizations data sources in Pakistan can be judged by a simple example that the 

government’s figures represented in the fiscal year budget are so much different than the 

figures represented by the United Nations or other International organizations. The articles 

were chosen from the international Journals. For this purpose the data sources like Elin and 

Google scholar were used. Further more the difference between the scholarly and non 

scholarly articles was seriously considered. And in this regard the articles with long in depth 

analysis on the topics with narrowly focused reports were chosen. The authors associated with 

research departments of the universities or with hand on experience usually expert in the 

related field were regarded useful in this context.  
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2.3 SECONDARY DATA: 
The secondary data provides ready to be used information regarding an issue or event. This 

can be gathered by journals, articles, research papers, magazines, statistics reports, catalogues 

and books (Ghauri & Gronhaug, 2005). 
The use of secondary data has a number of benefits: 

• Time conservation. 

• Better quality of material due to expert people involvement. 

• Easy to compare. 

Churchill (1999:215) mentioned, “Do not bypass secondary data. Begin with secondary data, 

and only when the secondary data are exhausted or show diminishing returns, proceed to 

primary data”. During the study different literature about micro finance will be analyzed. This 

study will provide different views of different writers. This will provide a wide range of 

opinion and it will clear the picture and will bring us more closely to the solution of the 

research problem. Along with this books of the leading writers will be consulted to extract the 

depth of the knowledge. University database is also a good source to access online books and 

the articles. This research also includes the information from the micro finance institutions of 

Pakistan and some leading MFIs of the world.  

2.4. HOW THE ANALYSIS WAS DONE: 

The main idea behind conducting analysis is to see that what the possibilities in our research 

are? In the analysis we will go through a systematic approach starting from looking in to our 

target markets, its needs and then discussing the specific problems and constraints through 

which our micro financial Institutions are going through in Pakistan. We will follow the 

trends country wise as well as region wise. We will divide the different regions of Pakistan in 

to different provincial categories and then see what are the current pros and cons. The 

innovation in the micro financial sector and their success will be analysed and then we will 

offer new alternatives and products that are in demand or successful in the regions having 

similarities in needs, attitudes, culture.  The organizational behaviour of the MFIs will also be 

touched in this regards. 
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Chapter 3 

Theoretical Framework 

 
3.1 MICROFINANCE AND THE POVERTY 
Financial developments were concerned about the formal institutions in the “formal market’’.  

(Perkins, 2006). The traditional banking services were not accessible to the poor because of 

the risk, high costs and low repayments.  But what about the one billion poor who live below 

one dollar a day? (Morduch, 1999). The poor had no other option except to borrow from 

informal money lenders, relatives and “pawnbrokers” who often charged high interest rates 

making them poorer (Perkins, 2006), (Todaro, 2006), (Stigtliz 1986, p. 351). To fill in the gap 

left by formal financial institutions a relatively new concept ‘’Micro financing’’ came up with 

sole objective to make credit available to extreme poor giving them the opportunity to 

contribute in the economic growth.  After the World War II, Governments also tried to help 

the poor farmers through credit programs run by their agriculture banks (Adams and Pischke, 

1992), (Aghion and Morduch, 2005). But these programs could not sustain due to heavy 

subsidized interest rates and due to political factors the credit access remained the influential 

only (Aghion and Morduch, 2005). The history of the small scale and micro-lending may go 

to nineteenth century when small scale “credit cooperatives” were established in Germany 

(Huppi and Feder, 1990).  But the Grameen Bank of Bangladesh is considered to be the 

beginning of the modern Micro financing (Aghion and Morduch, 2005).  

 

3.2. DIFFERENCE BETWEEN CONVENTIONAL BANKING AND 
MICROFINANCE BANKING: 
 
The main difference between a conventional banking institute and microfinance institute is of 

their approach towards their customers. The main difference is of their target market. A 

microfinance institute is opened with the main aim of targeting the poor and providing its 

services to that part of the community which is vulnerable to poverty. Now days it also 

include small and medium enterprises. Where as, a conventional banking institute has a bigger 
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target market. It covers all the clusters of the community. Its main aim is profitability and 

other things are set aside. Increasingly, formal financial institutions are recognizing the 

benefits of serving poorer clients but these institutions are only going there because they are 

recognizing that they can also get profits from the poor. Another difference between the 

commercial and microfinance banking is of group lending with only social collateral. 

Commercial banks have developed products that are targeting the poor but they also demand 

physical collateral whereas the microfinance institutions rely on social collateral.   

Micro credit is based on a separate set of principles, which are distinguished from general 

financing or credit (Sapovadia, 2006), Micro credit emphasizes building capacity of a micro 

entrepreneur (Sapovadia, March 2007), employment generation, trust building (Sapovadia, 

February 2007), and help to the micro entrepreneur on initiation and during difficult times. 

Micro credit is a tool for socioeconomic development (Sapovadia, 2006). 

 
3.3 DIFFERENCE BETWEEN MICRO CREDIT AND MICROFINANCE 
  
Microfinance is the provision of a wider range of financial services to the very poor and 

Micro credit is one of the services offered by microfinance Institutes. As mentioned in the 

definition of Microfinance. Micro credit is very small loan given to the poor which are 

considered unbankable. These people are usually unemployed or poor entrepreneurs. They 

lack collateral, steady employment and a verifiable credit history and therefore cannot meet 

even the most minimal qualifications to gain access to traditional credit. Micro credit is a part 

of microfinance, which is the provision of a wider range of financial services to the very poor. 

 

3.4 IMPACT OF MICROFINANCE ON POVERTY: 
Microfinance has helped poor in increasing their income levels and improvements in other 

social indicators. In case of Lusaka, an impact study by Copestake et al. (2001) report there 

was increase in their business and house income of borrowers who were able to repay the first 

loan. Aghion and Morduch (2005) show how a loan of $150 changed the life of poor woman 

and after ten loans she built a toilet and was looking forward to do much. Microfinance has 

changed lives of thousands of poor just as this woman which is yet to be captured by studies. 

There are so many examples in this regards. According to Goldberg, apart from these income 

increases there were social gains of the microfinance programs like the increase in education 

of children, nutrition of babies and empowerment of women (Goldberg, 2005). 
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In the early1970’s, Microfinance started as a revolution in countries of Latin America and 

South Asia with independent initiatives. Now there are more than one thousand micro finance 

institutions over 100 countries, 73% are NGO’s, 13.6% are credit unions 7.8% are banks and 

rest are saving unions. And about 65 million people are served by the micro finance 

institutions these days. (Morduch, 2005) 

 

3.5 MICROFINANCE CLIENTS: 
Microfinance clients are poor and vulnerable non-poor who have a relatively stable source of 

income (microfinance gateway, 2008). The clients of microfinance can be divided in to 2 

main categories, ‘’Rural’’ and ‘’Urban’’ clients. But the common character between them is 

that they are low income persons who do not have access to the formal financial institutions 

and they are typically self-employed. Usually, they have household-based enterprises 

(microfinance gateway, 2008) (Rehman, 2007). 

 

The most common business in which rural clients are typically involved is, food processing 

including diary, fruits, vegetable and others. This category also constitutes small farmers and 

petty trade. Whereas, in urban clients are shopkeepers, service providers, artisans, street 

vendors, etc.  

       

Poor can not access to the conventional financial institutions for many reasons including 

income. The poorer you are it is less likely that you will have access to these services whereas 

the informal financial institutions are too expensive for the poor. For this specific under-

served segment microfinance services are offered and they are the real clients of microfinance 

services. 

 

At the house hold level most impact assessment studies have found that borrowers of the 

micro finance institutions experience positive impacts on income, asset accumulation and 

consumption.  

According to a report printed in ‘’The Times’’ magazine the clients have experienced positive 

increase in their income and the increase was more significant for women than for men. 

Clients experienced improved relationships with suppliers of inputs for their business, 
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increased household consumptions, improved quality of their children education, increased 

income and improved employment generations. 

 

3.6 MICRO FINANCE FOR THE ECONOMICALLY ACTIVE POOR: 
Poor people need shelter, clothes and food. The services of the micro finance institutions are 

aimed at the economically active poor. The people who are already involved in some ventures 

and they need some leverage and that are the micro finance which seems to be a catalyst to 

boost their activities. The economically active poor have some financial literacy. They know 

how to diversify their portfolios, how to save and where to invest. To such people micro 

finance is useful which increases their income and improves their lives. (Robinson, 2005) 

 

According to (Hirschland, 2005) impoverished people do not have any assets even they do not 

have irregular incomes. For this group direct aid like food, clothing and shelter are much 

appropriates not the micro financial services. He further divides the poor people in categories. 

First impoverished people who do not even feed their families. second poor who have 

irregular incomes and they are financially active. They are engaged in some ventures. These 

groups need micro credit to stimulate or accelerate their financial activities. Third group he 

defined is Upper poor, they have small but regular cash flows they even can save but due to 

their living conditions they are considered below poverty line. Fourth group is Near poor they 

consistently meet minimum standards of living like food and health services but they do not 

have excess funds to face unseen problems like prolong illness, pregnancy or death of a 

partner. 

 
3.7 USE OF MICRO LOANS AT THE LOWER LEVELS OF THE 
ECONOMICALLY ACTIVE POOR (PHILIPPINE CASE): 
 
“AA lives in squatters’ village in Manila (the Philippines). She and her four adult children 

inhabit a shelter built from scrap materials. AA and the other family members go early each 

morning to a garbage dump where they obtain glass jars that they make into kerosene lamps 

to sell. AA received a loan of $133 from Opportunity International for this enterprise. Before 

she received the loan, AA had to search through the garbage at the dump to find jars; the jars 

she found were dirt-encrusted, and she had to scrub them before the lids could be painted, the 

wicks added, and metal handles attached. With the loan, however, AA can afford to buy jars 
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that have already been washed by other informal sector workers at the dump. When AA began 

the enterprise using dirty jars, her household could make only 150 lamps a day; starting with 

clean jars, they can produce more than 300 lamps a day. They earn an average daily profit of 

$30 from their lamp making enterprise, substantially more than they earned before AA 

received her loan (Countdown 2005, The Newsletter of the Micro credit Summit Campaign 

1(2): 12, 1997.)” (Robinson, 2001) 

 

3.8 MAIN MICRO FINANCING PROGRAMS: 
 The Grameen Bank and BancoSol, two microfinance leaders lend to groups. This group-

lending mechanism helped in lowering the information costs and costs involved in selection 

process (Morduch, 1999). Both the programmes don’t need any collateral from the borrowers. 

Infect the group-lending mechanism make the members responsible for the repayment of the 

loan. Jain has named this mechanism as “social collateral” (Jain, 1996). Not all the authors 

agree that this group-lending mechanism really works for the repayment of loans. Hermes and 

Lensink (2007) argue that group-lending-systems have the advantage of overcoming the 

problems of “moral hazard” and “adverse selection” (Hermes and Lensink , 2007). 

 

Adverse Selection is a problem that is faced by the microfinance sector where in joint liability 

contracts, banks and households have incomplete information. In this framework all parties 

are incompletely informed about the others. Banks do not know the risk characteristics of the 

households and the households do not know the risk characteristics of other households. 

(Natarajan, 2004). 

 

How group lending works good for repayment of the loans?  Because borrowers repay their 

own loan and then they are also responsible for the loan of the whole group. So, if any group 

member defaults they will also be responsible. 

 

According to (Natarajan2004) this joint responsibility can be viewed as a form of ex-post 

pledge able income that is used as collateral rather than any traditional assets, such as 

jewellery or real estate that may be used as collateral. As a result we would expect that group 

members select their potential members carefully so as to reduce their expected costs. 
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Moral hazard refers to the problem where the credit is not invested in the portfolio for which 

it was sanctioned. The loans normally granted for the purpose are not invested accordingly. If 

the loan was delivered for agri. or livestock it was used to repay the loan of another bank or 

the person. Also in the case of moral hazards the group members keep their eyes opened and 

see where other group member is investing his credit. According to Natarajan, it is always 

better that the group members be selected by the group rather than the bank as the bank does 

not know every person where as the group member know and they select them carefully as it 

is a joint liability. 

 

The Rakyat Indonesia and Kredit Desa, Indonesia, another two main microfinance programs 

lend to the individuals and are financially sustainable (Morduch, 1999). Rakyat focus on 

clients who are “better-off” while Kredit Desa gives loans to the poorest. Many similar micro 

financing programmes were replicated in many developing countries and even in the 

development countries. According to According to Hermes and Lensink the number of 

microfinance programmes increased from 618 to 3133 in just a period of ten years (Hermes 

and Lensink, 2007) 

 

3.9 SUSTAINABILITY OF THE MICRO FINANCE PROGRAMS: 
The sustainability of Microfinance programmes with or without subsidies still remains a 

question among the economists and researchers. In the past soon after World War II, various 

government efforts to support the poor through subsidized interest rates could not be sustained 

and eventually these programmes were wrapped up (Adams and Pischke, 1992),  (Aghion and 

Morduch, 2005).  Most of the microfinance programmes are not sustainable and heavily 

depend upon external findings. Morduch studied that only one percent of these are sustainable 

and rest will either close or keep relying on subsidies (Morduch, 1999).  Now the question is 

that should a microfinance programme be given subsidies in the form of low interest rates by 

the government and external funding by the donors and what if the donors decided to stop 

their funding.  If subsidies are worthy for poverty alleviation then other investments then it is 

better to continue with them. Reaching poor is an expensive job. The formal Institutions left 

the poor because poor didn’t approach themselves and the financial institution were not ready 

to outreach poor because of high cost. The microfinance tried to outreach the poor which has 

its financial costs. In these circumstances, external funding is justifiable. But still the 
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microfinance programs which are sustainable for able to attract more borrowers and in turn 

able to offer more loan products (Zeller and Meyer, 2002). 

 

Increased access to credit for the poor on a long term and sustainable basis can bring 

significant benefits, MFIs must continue to work to improve efficiency levels, and to increase 

scale. The role of economies of scale works same for micro financial services as for other 

products. By reaching higher scale, MFIs will bring down the cost of providing loans, and the 

benefits will be transferred to the poor in terms improved loan products, better access to loans, 

and lower borrowing costs. Operational efficiency is very important here. 

  

According to (Ledgerwood, 1998) the key factors that contribute to the success and 

sustainability of the many micro financial institutions are, 

 

• Favourable macro economic conditions, 

• Managed growth, 

• Deposit mobilization, 

• And cost control 

 

During the 1980’s Microfinance mainly comprised of an integrated package of credit and 

training and hence the institutions were relying on donor agencies and subsidies but with the  

concept of making these institutions sustainable, these institutions are recognising the need for 

saving services to their clients and to access market funding sources (Ledger wood, 1998). 

This recognition is a very positive step to make these institutions stand on their on feet 

without any assistance from donors or government sector. The only thing to be kept in 

consideration is to recognise what are the market needs and is it possible to convert these 

needs in to demand? 

 

 According to (Maria Otero, 2005, page 4) in her paper on `Creating financial system to serve 

poor majority` she stated ``If microfinance institutions want to make a real impact, they have 

to be permanent`` i.e. that viability of these institutions is important. They should be 

sustainable because when they will be there people will be benefited from them. As these are 
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reliable and authentic source of funding to them. She also described the common traits of the 

leading micro finance banks of the world. 

 
• They know who are their customers and to develop products according to the need of 

the target market. They provide range of the micro financial products including 

savings and lending, home improvement loans, insurance money transfer and 

consumer loans. 

 
• They are self sufficient. They earn, meet their expenses and expand their out reach. 

They reharvest their earnings. 

 
• They are well aware of the market competition and environmental challenges and 

make decisions according to their competitive environments to attract customers. 

 

• They have low delinquency rates less than 5%. They have set provisions against bad 
loans. 

 

Fig. 3.1  

Two leading Approaches 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:( Misra, 2005, page 5) 
3.10 SUPPLY LENDING & POVERTY LENDING APPROACH: 

Poverty Lending Approach 

1. Poor can’t afford market rates. 
2. Need of services like training, 
health to supplement credit. 
3. Mobilisation of savings not a 
Core principle. 
4. Donor/Government funds 

required 

 

Financial Systems Approach 
 
1. Poor can afford market rates. 
2. Focus on full cost recovery and 
savings. 
3. Institutional sustainability as 
the core principle. 
4. Government role limited to 

Regulations 
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According to Marguerite Robinson 2001 (page 7), “poverty lending approach focuses on  

reducing poverty through credit and other services provided by institution that are funded by 

donor and governmental subsidies and other concessional funds”. The basic aim of the 

poverty lending approach is to reach the poor people through the service of credit.  Marguerite 

Robinson 2001, further state that saving is not given any significance in the poverty lending 

approach. In the poverty lending approach the role of saving is of a trivial nature i.e. 

mandatory saving is only considered as a pre-condition for the purpose of receiving a loan, 

other than this role there is no other role for the saving to play in the poverty lending 

approach. 

 

“If we are looking for one single action which will enable the poor to overcome their poverty, 

I would go for credit.” (Younas1 ) 

 

 According to (Hege Gulli) this approach claims that over all goal of the micro finance should 

be poverty reduction and empowerment. Financial stability of the institutions is worthless 

unless these institutions have any impact on the lives of the poor. He further argues that in 

poverty lending approach subsidies and the donor funding is important. These funding are of 

vital importance in reaching the poor out reach as there will be a lot of delinquencies. The 

supply lending approach perceives credit as an important and effective tool for the poverty 

reduction. The target market is poorest of the poor. 

 

According to the development economists to enhance economy growth in the rural areas, the 

farmers needed credit to attain the production inputs. The supply lending approach is based 

upon the assumption that farmers are faced with shortage of capital and/or are devoid of 

access to financial resources. As a result these farmers look forward towards informal money 

lenders for funds. The reason for relying upon these sources is to organize funds for fulfilment 

of their needs especially during the cultivation season. Consequently they are exploited by the 

informal lenders who charge unreasonably high interest rates. In this scenario there is a need 

of a system that can provide farmers with funds at subsidized interest rates .There should be a 

system that is available to supply loans and inputs required for cultivation of improved 

varieties of crops at subsidized interest rates. For the achievement of this objective many rural 

1 This proverb  of  Dr. Younas was taken from the book of Hege Gulli page 4 (Questioning Conventional 
Wisdom) 
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financial institutions in Nepal were established for e.g. Agricultural Development Bank, credit 

cooperatives, Intensive Banking Programme, Production Credit for Rural Women, Micro 

credit Project for Women, etc. with the primary orientation to provide credit to farmers and 

were tied to specific agricultural packets or technologies (Dhakal, 2007). Institutions using the 

poverty lending approach are not sustainable in the long run because they charge subsidized 

rates on credit advanced, the interest rates charged by these institutions are not adequate 

enough to cover the operating expenses. (Robinson, 2001) 
 
 
 3.11 DEMAND DRIVEN AND FINANCIAL SYSTEM APPROACH: 
 
The financial system approach focuses on the commercial financial intermediation among 

poor borrowers and savers. It emphasizes on the institutional self sufficiency. Donor funds 

can not finance micro credit programs on global scale. The sustainable micro finance 

intermediaries have been working for many years successfully. They provide micro credit and 

saving services to the economically active poor. They finance their loans by savings and 

different commercial investments. Commercial micro finance is not for the starving 

borrowers, it’s not for the people who are illiterate, who do not have skills. Starving 

borrowers spend their loans for buying food and other things for their survival. On the other 

hand economically active poor spend their loans on their ventures and they have the capacity 

to repay the loans. (Robinson, 2001). 

 
Temporarily poverty lending approach succeeded in disbursing credit to the target groups but 

failed in the long run i.e. by achieving objectives of serving the rural poor and becoming 

sustainable credit institutions. The Grameen Bank model has been adopted and is used by 

many MFIs in many developing countries but sustainability of these MFIs has been 

questioned because they rely on funding and grants from donors which is relatively limited. 

Secondly interest rates on micro lending are too low to achieve cost recovery and thereby 

requiring frequent recapitalization for long-term operation. (Dhakal, 2007). 

 

The financial system approach focuses on demand of commercial financial services of the 

poor borrowers and savers. The transformation of NGOs into commercial MFI (Nirdhan, CSD 

- Centre for Self-reliance Development, DEPROSC – Development Project Services, 

Chhemek, and many financial intermediary NGOs) are the foremost examples of the financial 
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system model that is currently active in Nepal. The aim of the institutions operating under the 

financial systems approach provide the dual benefits i.e. these institutions not only provide 

easy access to credit at reasonable interest rates to economically active poor and micro-

entrepreneurs but also facilitate the provision of convenient and safe saving services to those 

who want to store cash and gain positive interest rate upon their investment. Since traditional 

micro credit institutions relied upon donors for the availability of funds. The aim of this 

model is to enable MFIs to reach self-sufficiency and expand outreach of services to low-

income clients profitably. 

 

“In our opinion, debt is not an effective tool for helping most people enhance their economic 

condition---be they operators of small farms or micro enterprises or poor women. In most 

cases lack of the formal loans is not the most pressing problem faced by these individuals.” 

(Adam & Pischke)  Micro finance and poverty, questioning the conventional wisdom (Hege 

Gulli, page 2) 
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Chapter 4 
The Pakistan Case 
 
4.1 PAKISTAN ECONOMY: 
Pakistan is a nation with diverse economic resources that include textile, chemicals, food 

processing, agriculture and other industries. It is the 25th largest economy in the world 

(NADRA, 2008). Currently, Pakistan’s estimated population is over 169 million inhabitants. 

Pakistan's urban population has expanded seven times between 1951 and 1998. And by the 

end of next decade the population is expected to exceed 176 million (NADRA, 2008).  

The major reasons that are keeping Pakistan as an underdeveloped country are decades of 

internal political disputes, low levels of foreign investment, and a costly, ongoing 

confrontation with neighboring India. According to CIA World fact book the major macro 

economic recovery has been generated because of the privatization of banking, increase in 

foreign assistance and renewed access to global markets (CIA, 2008). The government has 

made substantial macroeconomic reforms since 2000, most notably privatizing the banking 

sector. Poverty levels have decreased by 10% since 2001(NADRA, 2008).  

About 6 to 8% increase in the GDP of Pakistan was experienced between the years 2004 to 

year 2007 (CIA, 2008). It was a result of profits in the industrial and service sectors. 

Government has steadily raised development spending in recent years, including a 52% real 

increase in the budget allocation for development in fiscal year 2007 and it would definitely 

help in reducing poverty (NADRA, 2008). 

In the fiscal year 2007, as a result of low tax collection and increased spending of the 

government, the Gross domestic product target (GDP) of Pakistan exceeded from 4 percent. 

The top concern among the people was inflation as it raised to 11% in early 2008 from 7.7% 

in 2007. And the major reason behind was the rising world commodity prices. The Pak Rupee 

(Currency of Pakistan) has depreciated to enormous levels since there was emergency 

announced in the country but even after the revival of the democracy the situation has not 

changed but has worsened. 
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According to ‘’The Nation’’ Pakistan, Remaining in double digits, the inflation increased by 

11.3% during February over the same period of the last year because of surge in the prices of 

essential kitchen items. The official statistics showed that food and beverage inflation soared 

by 16.05% during February 2008 over a year ago, resultantly the general inflation measured 

by Consumer Price Index (CPI) registered a growth of 11.25%. A comparative look on 

previous fiscal year revealed that during the corresponding period of financial year 2006-07 

the general inflation based on CPI was 7.39 per cent as compared to the fiscal year 2005-06. 

The table below shows some figures, which represent the economic condition of Pakistan. It 

is tired to get the latest data possible. Most of the data is taken from the CIA world fact book 

about Pakistan which represents a reliable source but where possible the latest data was 

included. 

Table 4.1                                   Financial Indicator 

Fiscal year 1 July – 30 June 

Exchange rates Pak Rupee per US Dollar -67.0955 

 (31st may 2008 on www.xe.com) 

Budget Revenues:$23.17 billion 

Expense: $29.74 billion (2007est.)                                                    

Currency code Pakistani Rupee (PKR) 

Debt – external $40.32 billion (31Dec2007 est.) 

Economic Aid- recipient $1.66 billion (2005) 

Reserves of the foreign exchange $ 16.03 billion (31December 2007 est)  

Imports $ 30.99 billion f.o.b. (2007 est.) 

Exports $20.58 billion 2007 est) 

Current account balance -$6.477 billion (2007est.) 

Electricity – Production 89.82 billion kWh (2005) 

Inflation rate (consumer prices) 6.9% (2007 est.) 

Population poverty Line 24 % (FSY2005/ 2006) 

Unemployment Rate 7.5% (2007) 

Labour Force 49.18 million (2007) 

Reference: (CIA, 2008) CIA World Fact book of Pakistan. 
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4.2 HISTORY OF MICRO FINANCE IN PAKISTAN:  
 
As compared to the other countries micro finance is new in Pakistan, although the similar 

concept was initiated by Dr. Akhtar Hameed Khan but was unable to sustain it. On and off, 

some Non Governmental Organization’s played a vital role to keep this phenomenon alive 

and on going but due to limited resources and their out reach was limited. Although some 

regional NGO´s tried to sustained themselves, the best example is AKRSP. AKRSP did 

tremendous work in the rural area of Pakistan especially in the regions of Chitral and Gilgit. 

They involved the community in the development programmes. According to the Pakistan 

micro finance network 5.6 million households need micro financial services but the out reach 

is limited. The awareness about the microfinance was promoted after 1999 and came to full 

bloom after the micro finance ordinance of 2000. This ordinance gave a new concept for the 

micro financial sector in Pakistan. 
 
 
4.2.1 DR. AKHTAR HAMEED KHAN (1914-1999): 
 
Dr. Khan was one of the greatest social scientists ever to grace this Earth. Millions of people 

benefited from his Orangi Pilot Project (OPP) in Karachi, Pakistan and the ‘’Comilla Rural 

Academy’’ in East Pakistan (Now Bangladesh). He is recognized globally as one of the top 

social scientists of our age (Abadi, 2006). He gave the idea of the citizen empowerment 

through participation. His two pilot projects become the mile stone for different projects for 

the uplift of the society and also includes micro credit for artisans and the skilled workers.  

 
4.3 SOURCES OF THE MICRO FINANCE IN PAKISTAN: 
 
There are three different types of sources of micro finance arrangements in Pakistan.  
 
1. Informal sources  

2. Semi formal sources  

3. Formal sources   
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4.3.1 INFORMAL SOURCES: 
In Pakistan informal sources accounts 83% of the total credit supply. (Rehman, 2006) 

Normally there are three types of informal credit sources. 

• Commercial lenders 

• Landlords 

• Relatives and the family members 

Almost every village in Pakistan has at least one informal committee. It collects regular 

savings and offers loans to members in a similar management arrangement to ROSCAS 

(Rotating Savings and Credit Associations).If compared to the other sources of the micro 

finance interest rates prevailing ranges from 50% to 120%. (BWT, 2008). 

 
4.3.2 SEMI FORMAL SOURCES:  
There are very significant amounts of NGOs working in Pakistan. It is estimated that the 

registered NGOs ranges from 12000 to 20000 which is two third of the NGO’s working in the 

urban areas. Most of the rural NGO’s work in a single community or a village based group 

registered as a community based organization. About 100 of NGO, s that provides micro 

finance and half of this number have an out reaches beyond the immediate community. NGOs 

are the pioneers and the primary promoters of the micro finance services in the Pakistan. 

These NGOs are operating in the urban and the rural areas of the country. Rural support 

programs consist of the National rural support program (NRSP) Sarhad Rural Support 

Program (SRSP) and many others which constitute the informal sector of the micro credit in 

Pakistan NRSP have the largest with 293,000 members. 
 
4.3.3 FORMAL SOURCES: 
“In Pakistan, There are 21 domestic schedule bank of which 2 are state owned 4 specialized 

banks, 18 foreign banks, 4 DFI, s 16 Private investment bank and a number of leasing 

companies. Only few of these financial institutions are attempting to develop micro financing 

programs” (Rehman, 2007). The Bank of Khyber and the First Women Bank provide 

microfinance services to low-income clients, directly through their branches, or they provide 

funds the funds to partner MFIs. The microfinance ordinances of 2000 and 2001 by State 

Bank of Pakistan allowed for the establishment of two specialized microfinance institutions, 

the Khushhali Bank, retail microfinance bank which is jointly owned by public and private 

banks, and the First Microfinance Bank Limited, established from the transformation of the 

microfinance activities of the Aga Khan Rural Support Program. Orix Leasing and Network 
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Leasing are two leasing companies that are involved in microfinance by providing leasing 

products to low-income clients. From the last few years the formal sector is developing in a 

much better way as no on private and foreign banks have entered the market. 

 

4.4 MICRO FINANCE INSTITUTIONS IN PAKISTAN: 
The micro finance industry is relatively new. Still it is under development. In 1970’s 

subsidized micro credit was provided in rural areas but failed to reach the poor due to the 

unsustainable system due to the diversion of the funds to the high income groups. In 1980’s 

AKRSP was established to build the community based organization and infrastructure, and 

assist in resource mobilization through credit .The success of AKRSP leads to other RSP’s 

(Rural Support Program). These RSP’s provide credit lines from commercial banks to provide 

micro credit to low income people in rural areas. (OPP) Orangi pilot project targeted the 

entrepreneurs in the Karachi regions. In 1990 NGO’s specialized in Micro Finance started 

operations. Their outreach was limited due narrow institutional base. Under the umbrella of 

Govt. was created the first retail micro finance bank (Khushhali Bank) to promote the micro 

finance activities in Pakistan. Previously micro financing was done by the NGO’s and the 

NGO transformed microfinance institutions. Their services were provided in the selected 

areas or to the specific community. 36.35% of the rural population in Pakistanis considered 

poor, while urban poverty is 22.4% (1999 data). Since 2000 there was revolution in the micro 

financial industry.  

 
These are the Micro Finance Banks are running successfully throughout the country and have 

become very popular with the low-income group of people providing assistance to those who 

require financial assistance for small enterprises. 

 

• The First Micro Finance Bank Limited  

• Karakuram Bank  

• Network Micro Finance Bank  

• Pak Oman Micro Finance Bank  

• Khushali Bank  

• Tameer Microfinance Bank Limited  
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• Rozgar Micro Finance Bank, Karachi  

 

Among all these Micro Finance Banks, Khushhali bank is most popular because of being 

government based and due to its largest branch network in the country, which is more than 

hundred. 

 

According to the CIA World fact book, Pakistan’s government spent over 1 trillion Rupees, 

which is equivalent to about $16.7 billion US Dollars, on poverty alleviation programs during 

the past four years. As a result it cut poverty from 35 percent in 2000-01 to 24 percent in the 

year 2006. The main issue is of reducing poverty in the rural areas as development there has 

been far slower as compared to the major urban areas. 

 

 In Pakistan almost all small or large MFIs are running in loss. The operating expenses are too 

high due to high expenses per client. Economy of scale is needed in this scenario. But why is 

this problem there in Pakistan when there is so much poverty. The problem here is that most 

of the Pakistani MFIs are offering only Credit as a solution where as people need other 

services like leasing, savings, insurance etc. Pakistan has a big population which is poor. And 

bigger populations mean potential for more services. But in case of Pakistan the requirements 

of poor has not been considered. How can a person take credit when he needs insurance for 

his business or house? All these services are needed as a process. First a person takes credit to 

open his business. On the same time or later stages he needs to save to invest again or to 

secure his business he needs insurance. Similarly when his living condition betters, he needs 

services like health insurance, educational loan services etc.  According to the Pakistan 

Microfinance Networks report ‘’Shadows of Growth’’ 2006, only one MFI KASHF was 

declared profitable. It has more than 13,300 clients which proves that it is on a better scale 

according to Gows scale, mentioned above, which explains that a successful MFI must have 

more than 10,000 clients. Other MFIs in Pakistan has also more than 10,000 clients but on the 

frontier of profitability they were not very successful because they just distributed a lot of 

loans to people which did not need those services. So here comes the problem of moral 

hazards and adverse selection. If there are other services offered to the clients they would 

have taken that and not invested the loan money for agricultural purposes for the marriage of 

the daughter. The main reason of the profitability of Kashf is the diverse products and 
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services base offered to its clients. It is NGO transformed microfinance bank and has 

experience of more than 10 years. The oldest is NRSP who has been serving for 13 years. 

Kashf has only 11% of the operating expense as compared to the gross portfolio size. The 

highest is of the RMFB which is 47% but it is a new bank with one year of age. If the 

operating expenses of these institutions come under 10% they would become profitable, 

because most of the share goes to the recovery expense. The best solution is to add diverse 

micro financial products. Why Kashf is so successful in reducing its operating expenses and 

increasing its profits will be discussed in the following chapter. 

 

4.5 PERFORMANCE OF MFIS IN PAKISTAN: 
The underlined table represent the performance of micro financial institutes in Pakistan on the 

basis of its clients, operating costs, loan portfolio and net income or losses. 

 

Table 4.2 (Performance of MFI´S) 

MFI’s No. of 
active 
clients 

Gross 
Loan 
Portfolio 

Operating 
Expense 

Operating 
Expense per 
client 

Net 
Income/Loss 

000 000   000 
       

KB 236,917 2,147,612 613,039 2,58756864 (545,625) 

TMFB 20,038 526,097 181,127 9,03917557 (57,111) 

FMFB 52,308 686,909 146,088 2,7928424 (44,248) 

RMFB 4,363 40,49 19,053 4,36694935 (16,938) 

KASHF 133,69 1,530,321 173,888 1,30068068 63,815 

NRSP 190,846 1,993,573 300,098 1,57246157 (77,744) 

Data source: The table has been taken from Pakistan Micro Finance Review 2006, 

‘’Shades of Growth’’. The column of operating expense per client was added by us. 

 

The table above shows the performance of some leading micro finance banks and institutions 

of the country. Almost all small or large organizations are at loss except KASHF. The main 

 40 



 

     Diverse Micro Financial services 
     
reason of the profitability of Kashf is the diverse products and services base offered to its 

clients. It is NGO transformed microfinance bank and has experience of more than 10 years. 

The oldest is NRSP who has been serving for 13 years. Kashf has only 11% of the operating 

expense as compared to the gross portfolio size. The highest is of the RMFB which is 47% 

but it is a new bank with one year of age. If the operating expenses of these institutions come 

under 10% they would become profitable, because most of the share goes to the recovery 

expense. The best solution is to add diverse micro financial products. Why Kashf is so 

successful in reducing its operating expenses and increasing its profits will be discussed in the 

following chapter. 

 

4.6 MFIS IN SOUTH ASIA: EFFICIENCY AND SUSTAINABILITY: 
Pakistan belongs to South Asian region with other countries like India and Bangladesh. They 

share many things common in culture, religion, social behaviours, attitudes and even 

problems. Having the same kind of employment opportunities, problems like poverty and 

other legal and governmental systems, we were motivated to have a comparison of MFIs in 

this region. Further more, Bangladesh, which is a pioneer in the microfinance industry and 

Grameen from Bangladesh which has developed models that are benchmark for other Asian 

as well as Non Asian countries, are to be compared to know the real situation in the region 

and specifically in Pakistan. 

 

The history of microfinance in South Asia goes back to the late 1970’s with the establishment 

of Grameen Bank in Bangladesh. International donor agencies, Non-governmental 

Organizations and research institutions have played a great role for development of 

microfinance in this part of the world (Qayyum and Munir, 2006). Bangladesh Rural 

Advancement Committee (BRAC), an NGO from Bangladesh together with Grameen Bank 

are the two institutions with a greater global influence and their working models are the 

benchmarks for other MFIs in developing countries (Remenyi, 1997). 

 

A study to estimate the efficiency and sustainability of microfinance institution working in the 

South Asian countries such as Bangladesh, Pakistan and India was conducted. This study was 

based on performance indicators which can be divided into outreach indicators, Institutional 
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Characteristics, Financing Structure, Overall Financial, Performance, Efficiency Indicators, 

Productivity Indicators, and Risk and Liquidity Indicators (Qayyum and Munir, 2006). 

 

Results showed that the indicators of efficiency were worse for Pakistani MFIs as compared 

to the other two countries. Further more MFIs in Pakistan have negative average rate of return 

on assets and has less than one operational self sufficiency ratio. Three MFI’s Annesa, BARC 

and Grameen Bank, belonging to Bangladesh, and two MFI’s, Bodhana and the Pushtikar 

from India were found efficient. No MFI from Pakistan was found operating on the efficient 

frontier (Qayyum and Munir, 2006). 

 

For sustainability Analysis Gow’s standard was used according to which only those 

Microfinance Institutes are sustainable which have more than 10,000 active borrowers (Gow, 

2006). Taking it as a standard criterion it can be concluded that most of the MFI’s from South 

Asia are not sustainable. Some of the MFI’s like Annesa from Bangladesh and the Pushtikar 

from India are operating efficiently but do not meet this criterion of sustainability because the 

number of borrowers is less than 10,000 (Qayyum and Munir, 2006). 

 

Other than the reasons explained above one of the reason of the MFIs which lack efficiency 

and sustainability is the unavailability of sufficient product line demanded by the clients. This 

is discussed in later stages and the innovative products launched by the successful 

Bangladeshi as well as other MFIs are also explained. 

 

4.7 THE NEED OF THE DIVERSE MICRO FINANCIAL SERVICES: 
Since 2000, there have been tremendous improvements in the micro finance sector of Pakistan 

as microfinance ordinance was introduced. Micro finance is tool for poverty alleviation and 

directly deals with the unprivileged population of poor countries. The financial needs of the 

people, whether rich or poor are heterogenic in nature. We have to look in this matter both 

from socio economic and marketing point of view. ‘’Micro finance’’ is a consumption of not 

only ‘’micro credit’’ but also includes a whole range of financial services such as deposits, 

remittances, insurance and micro leasing, which can not be ignored. In, Pakistan all most all 

the financial institutions in one way or other are providing the same product and that is micro 

credit. There is no development in innovating new products. Till 2007 not many new products 
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were added in the portfolios of the micro finance banks. It was mainly because of the lack of 

the experience and in depth knowledge about the industry and market. All the institutions 

practised the precedents. Now as the large number of the micro finance banks and institutions 

have entered the industry, so a sense of realization has been inculcated in them. The 

competition between the organizations and demand from the customers have urged the 

institutions to start new credit and saving product lines. This was due to the entrance of the 

private micro finance banks in the industry. As the investors are professional people. They 

want to earn the profits and that is why new products were added to their portfolios. Currently 

there is hardly any district in Pakistan where MFIs are not working. The largest provider of 

the micro credit is KB (Khushhali Bank) with more than 100 branches and service centres in 

most of the cities of Pakistan. KB had also started to deliver commercial bank services in 

some of their branches as pilot project.  
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Chapter 5 
Analysis 
 
5.1 TARGET MARKET: 
For selecting a target market the MFIs need to select their objectives and devise ways to reach 

the target groups which results in the sustainability of the MFIs. The market must be chosen 

keeping in view the potential demands. Organizations that do not focuses on their targets and 

objectives, as a result they are unable to design the appropriate products for the specific 

targeted market. Eventually, they fails in their operations resultantly they are at loss. The 

objectives of the MFIs should be clear. What they are producing and for whom they are 

producing. MFIs should produce the products keeping in view the poverty level of the people. 

It can be defined by keeping in view the characteristics of the target groups i.e. poverty level, 

ethnicity, caste, religion, etc. then the MFIs make the clear sketch to whom they want to serve 

and they want to serve in the competitive environment, why people buy their services? What 

make their financial products more attractive? (Ledgerwood, 1998)  
 

5.2 OBJECTIVES OF THE MICRO FINANCE INSTITUTIONS: 
Market selection depends upon the objectives of the micro finance institution and demand of 

the micro financial products. There are unserved and underserved clients in all the countries. 

The supply side or the poverty lending approach does not cater these unserved or underserved 

people on the continuous basis. Institutions who are working on the financial system approach 

need to supply these people with suitable services depending upon their needs. 

The goal of the MFIs which serves as the development organizations is to fulfil the needs of 

unserved and underserved people. (Ledgerwood, 1998) describes these objectives as, 

• To reduce poverty 

• To empower women or other disadvantaged population groups 

• To create employment 
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• To help existing businesses grow or diversify their activities 

• To encourage the development of new businesses 

Two main objectives of the MFIs serving in any country are 

• OUTREACH 

It is to serve those people who have been deprived previously or are underserved. (Women, 

poor and indigenous and rural poor). 

• SUSTAINABILITY 

It is to generate enough revenues to cover the expenses for providing the financial services. 

The main theme of the financial system approach is the sustainability. (Ledgerwood, 1998) 

 

5.3 CONSTRAINTS OF THE MICRO FINANCE IN PAKISTAN: 
 
Only 10% of the total recipients of the microfinance in Pakistan are in the outreach of MFIs. 

By the beginning of this decade the govt. started this program to alleviate poverty. How much 

the micro finance has eradicated poverty from Pakistan, this would be another discussion but 

at least unprivileged people knew about the micro finance. In Pakistan the only reliable source 

of finance to the poor is MFI, as many MFIs working in Pakistan have adopted poverty 

lending approach and hence they are not profitable.  Govt. can not leverage every financial 

institution in order to keep it sustainable. The statistics and current trends of the industry 

shows that with the only credit product the micro finance institutions can not be sustainable. 

According to the SRSP (Sarhad Rural Support Program) survey rural areas of the NWFP 

province are not much fertile due to which the formal financial institutions have avoided 

serving in the region (SRSP, 2008). The reason being, low and the scattered population, poor 

infrastructure, limited social services like education and the health, lack of the information 

barriers and limited risk diversification activities, seasonality of agri-production and 

sensitivity of the natural disasters. 

 

The micro credit delivered by most of the MFI is community based. They make consortium of 

the people who live in the same locality and must know each other and each member of the 

group is responsible for the repayment of all members of the group members. Problem arises 

when the time of the repayment arrives some of the group members by that time had moved to 

other cities. Other members had no capacity to repay their loans so the whole group become 

defaulter and can not borrow next time. 
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5.4 IMPACTS: 
When the MFIs have not done the market analysis and have no clear objectives. They can not 

be sustainable as explained earlier. Most of the Pakistani MFIs are working on the doctrine of 

poverty lending approach. They just give the credits without viewing the needs of the people, 

so most of their portfolios are at risk. 

 
 5.4.1 MORAL HAZARDS: 

The main problem in the micro credit is the compliance of the credit .It is not invested in the 

portfolio for which it was sanctioned. The loans normally granted for the purpose are not 

invested accordingly. If the loan was delivered for agriculture or livestock it was used to 

repay the loan of another bank or the person.  

 

5.4.2MANDATORY SAVINGS: 

In order to sanction a micro loan .The group which is going to take the loan has to open a 

saving account at the bank which is mandatory. Normally the saving amount is 10% of the 

loan. These savings are of no benefit to the customers; rather they are of benefit to the bank. 

When the group or a member of the group becomes defaulter their savings are used as a tool 

to repay the loan. Hence savings acts as hidden collateral.  

 

5.4.3 CASH FLOWS: 

In order to deliver the micro loans cash flows are conducted by the bank officers. These cash 

flows interpret the client’s cash flows (revenues and expenses).The reason is the repeated 

borrowers or people who are aware  of the program they provide incorrect information. As 

this information can not be verified so they do not present a true picture of the client’s 

revenues. People who have already taken the loans from other sources come under the burden 

of heavy loans and are unable to repay them. 

 

5.4.4 SOCIAL COLLATERAL: 

Unlike conventional banks micro finance banks have social collateral (personal guaranties).At 

the  time when loans are sanctioned the members give cross guarantees that they know each 

other and are responsible for each others loan payments. When the group becomes defaulter, 
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their savings are adjusted in the loan, in this way the savings of the serious prospects are lost. 

This practice seriously hits the program and also kills the doctrine of social collateral. 

 
 5.5 INSUFFICIENT ACCESS TO SERVICES: 
 
The only widely available product (micro credit) is not sufficient enough to cope with the 

financial need of the target market. As mentioned above limited services at the disposal 

amalgamates in the moral hazards. The loans taken for the specific purpose are not utilized 

properly. As KASHF introduces the emergency loans such loans should be introduced too 

meet the need of the people. In many areas there are no services available or institutions have 

not yet started their operations. These situations prevail in the urban areas as well but the 

situations are more critical in the rural where there is an insufficient or complete lack of basic 

infrastructure. There is a lack of skills and the absence of the support for the human resource 

development for the poor prevents them for diversifying their household income. Much of the 

investment is required for public services. Without these diverse services micro finance has 

less then desired impact. 

 
5.6 MICRO FINANCE OUT REACH: 
 
In the year 2005 the total out reach of the microfinance client was 597,000 and in year 2006 

this number grew to 835,000 which show a 40% increment. In this growth the major share 

was of the NGO transformed micro finance institutions. As many financial institutions 

suffered a huge loss after the earthquake of 2005. They are changing their structures, turning 

from group lending to the individual lending, adding more lending products and saving 

products. (Pakistan Micro Finance Review 2005-2006) 

 

We know the investors need profit on their investment. When private banks have entered in 

the microfinance industry of Pakistan new products start emerging because investors don’t 

want to put their eggs in one basket. Uzair A. Hanafi who was executive director of the 

Khushhali bank once visited Mianwali branch where Yasir (one of the writer) was deployed, 

in their conversation Yasir suggested him that we should add new products to our portfolio, 

he said, `` you want to change the structure of the bank`` but now when he is the president of 

Pak Oman micro finance bank he is working with not only number of micro financial 

products but have also started utility bill deposit services to fetch further revenue. I now think 
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Uzair Hanafi has started thinking rationally and he is learning from his experiences at the 

Khushhali Bank or this change was introduced by his Omani investors. 

 

There are some economic stressors which shatter the life of the people in Pakistani society.  

These include construction of the house, marriage of the children, and death of the bread 

earner, prolong illness of a family member, business loss and birth of the children. Some 

incidents are natural and with the passage of the time as person grows up occur as the 

marriage, birth of children. The incidents which are most pinching are death, business loss 

and prolong illness and some other unseen problems. These unseen problems cause economic 

stresses to the unprivileged people. What we urge that these life cycle conditions and unseen 

problems should be addressed by the institutions in the developing micro finance industry of 

Pakistan. As currently there is only one dominant credit which does not cater all these needs 

discussed above. So people take micro loans at the times of the emergency i.e. loan taken for 

the agri. inputs is spent of wedding or death anniversary. At the time of repayment of the loan 

the client take loan from another institution or from informal sources at 10% per month and 

further deteriorates his financial condition. This is the main reason that micro finance 

institutions in Pakistan are not profitable. 
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Fig.5.1  

OVERVIEW OF MICROFINANCE IN PAKISTAN DURING 2005-2006: 

 
Source: Pakistan Micro Finance review, 2006 

 

The map above is actually the snapshot of the micro finance activities in the country. Two 

year comparison of the growth in the provinces is given. The major population is concentrated 

in the Punjab province and most of the MFI’s are working in this province. Due to the 

difficulties in the recovery there is 7% decline in the business, as the institutions have stuck 

the portfolios. People in this province are well aware of the program and that they also know 

that the loan is without collateral due to this reason there are doing defaults wilfully and is a 

moral hazards. Almost all the districts of Punjab enjoy micro credit services. In Azad Kashmir 

there are very few institutions as compared to the other parts of Pakistan. In Azad Kashmir, 

the industry is not much successful with only micro credit as its product. As per our 

experiences Khushhali Bank never went in to profits in this region. Another reason is because 

of the earthquake of 2005. According to (Hidayat, 2005) Micro credit further indulges the 

people after earth quake of 2005. The researchers observed that the delay in repayment of the 
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affected areas was 52% higher than that in the unaffected areas (Hidayat, 2005). Most of the 

Loans were waived off as per governments’ effort to provide relief to the people of the region. 

NWFP shows some improvements but it is only because of the increase in the out reach. 

MFI’s opened new branches and hence increased the number of clients and the loan portfolio. 

Some of the districts of the NWFP are fertile for micro credit but Northern areas also demand 

micro insurance and saving products. There is a huge decline in the Baluchistan due to the 

political instability in the province over the past three years. In Sind province there is 

tremendous improvement. Sind and Punjab are much fertile for micro credits, as these two 

provinces have agriculture rich lands. People in the rural areas are engaged in the mostly agri. 

related businesses and in the urban areas they are mostly engaged in the small businesses 

mostly cottage industry. And there businesses are running is profits and for them theses loans 

even at higher rates are useful. There is a big need of diversified products as the people 

belong to different occupations and are quite well aware of the current services. 

 
5.7 INNOVATIONS IN MICROFINANCE SECTOR: 
 
The Performance Indicators report compiled by the Pakistan Micro financing Network (PMN) 

is an innovative and proactive initiative not seen in many other Asian countries. It provides a 

vehicle to Innovations – Pakistan Banking with the Poor share best practices and standards 

while ensuring great transparency in the microfinance sector. It includes an individual 

analysis of each member’s performance over time reinforces the practicality and relevance of 

the exercise.  

 

The Bank of Khyber (BOK), A Private commercial bank has hired highly experienced staff 

from the micro financial and development sector and in this way combined local development 

knowledge with the strength of a commercial bank.  

 

UPAP, the urban arm of the NRSP, innovated by replicating and modifying the Grameen 

Bank methodology. Loan purposes are flexible to support consumption and productive uses. 

Moreover, UPAP applies daily interest rates with repayment schedules tailored to the 

repayment capacity of the clients, for example, a group client could repay its loan earlier than 

the rest of the group.  
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Kashf Foundation is one of the benchmarks in the Micro financial sector of Pakistan. It has 

done extensive research and developed products that were actually needed and demanded by 

the poor.  A very good example is of one of its products called ‘’Emergency Loan’’ which is 

extremely flexible, functioning like a credit card. The clients may access up to Rs.2, 000 in 

times of financial distress. The repayments schedule is quite flexible and is made in small 

instalments over a period of six months with interest applied. Kashf is also offering life 

insurance to its borrowers, through a partnership with a private insurance company NJI (New 

Jubilee Insurance Company), covering the client and the primary breadwinner in the family. 

Such policies are made available by paying a premium of Rs.100 that cover burial costs and 

repayment of outstanding loans to Kashf in the event of accidental death. Kashf foundation 

has also established a very standardized model that allows the extension of products and 

operating procedures to a larger population and to a larger geographical area.  

 

The Financial Sector Strengthening Programme (FSSP) is a program started by the Swiss 

Agency for Development Cooperation (SDC) and its objective is to assist the microfinance 

sector to provide services to small and medium enterprises (SME’s) and the disadvantaged 

poor on a sustainable basis. The FSSP is a unique source of technical and financial assistance 

provided by a donor to the whole microfinance sector. In addition, SDC has provided support 

to the development of micro leasing products and providers through support to Network 

Leasing, Orix Leasing and other leasing companies operating in Pakistan. The Leasing to 

Small and Micro Scale Enterprises Program (LMSE) project aims to increase earning and 

employment in the MSE sector in NWFP and Northern Areas (N.A’s) through an 

improvement in access to leasing services on a sustainable basis. There is no requirement for 

collateral and the leasing company does not require additional security because the lessor 

retains ownership of the leased asset. 

 

 5.8 KASHF AS A BENCHMARK: 
As discussed in chapter 4 that the only profitable micro financial institution in Pakistan was 

Kashf. It has clientele of more than 100,000 clients. The main reason of its profitability is its 

products which are relatively diverse than the other institutions. Kashf is operating in five 

different product lines which are, 
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• General Loan 

• Emergency Loan 

• Home Improvement Loan 

• Business Surmaya Loan (working capital loan) 

• Insurance 

 5.8.1 GENERAL LOANS: 

Loans are provided generally to poor house holds to alleviate poverty. It is a group based loan 

with normally a group of 25 people. It is sanctioned in seven days to the first time borrowers 

and in 24 hours in case of the repeating borrowers. Their purpose is not specific .we can say it 

is a micro personal loan but they are delivered to the clients who have some cash flows and 

who are earning some thing. 

5.8.2 EMERGENCY LOANS: 

This is most distinguished product and is provided in the financially volatile periods. Clients 

can use this loan to pay school fees of children, utility bills and other unplanned expenditures. 

Timely access gives relief especially to the women. It is a client friendly product due to ease 

of the availability. 

 5.8.3 HOME IMPROVEMENT LOANS: 

Home improvement loan was introduced in 2006. The aim of this program is home 

improvement and renovation. It increases the asset value of their homes and improves living 

standards. People benefit from this loan in different ways. Some people use the house for the 

rental purposes while other uses it as a shed for their cattle. 

 5.8.4 BUSINESS SURMAYA LOANS: 

 Loans below 500,000 can not be accessed by the formal sources. These are working capital 

loans. These loans are for the small entrepreneurs. KASHF target these small entrepreneurs 

through business loans. To get this facility it is necessary that borrower must have two years 

of experience in that venture. Generally these loans are sanctioned in less than five days.  
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5.8.5 INSURANCE: 

KASHF was pioneer to start insurance services to the poor. This is provided to the client and 

the spouse at minimum premium. The insurance covers the outstanding loan in case of the 

death of the borrower and some amount is given at the time of the funeral. This service is very 

helpful for the clients at the time of emergencies and they do not have to borrow money from 

the informal sources. 

Table5.2 

                        KASHF’S LIFE/ACCIDENT INSURANCE PRODUCT  
ACCESS  COMPULSORY  
Coverage  Accidental or natural death of the borrower  
Benefits  Rs. 7,500 (US$125) to cover funeral expenses, 

plus the outstanding loan amount is written off  
Premium  1.5% of loan amount  
Method Of Premium Collection  Payable at the branch at the time of loan 

disbursement or to the team leader of the loan 
group  

Claims Process  Documents to be presented to the branch proving 
the client’s death (death certificate or cemetery 
slip). Benefits paid same day or the day after a 
client’s death  

Documentation  Records of the premium payment are entered into 
the borrower’s book and acknowledged by the 
client through a thumbprint  

 
Source: Elizabeth Mcguinness, Volodymyr Tounytsky, ‘’ The Demand For Micro insurance 
In Pakistan’’ March 2006, Microfinance Opportunities. (Mcguinness, 2006) 
 
 
Although at the moment Kashf does not have any deposit products but to secure its loans it 

has introduced the insurance services. It was a good initiative and it secured both clients and 

the lender. As the target market of the micro finance institutions comprises of the unprivileged 

and they face economic stresses. It gives opportunities to the MFIs to add more products to 

cater their client needs and on the other hand securing them of the possible future risk. 

  

5.9 DIVERSIFIED PRODUCT LINES:  
Taking Kashf as role models and some other leading microfinance institutions in the world 

the kinds of product lines that could be offered and which can improve the current scenario of 

micro financial institutions in Pakistan, according to our suggestion are, 
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 5.9.1 MICRO INSURANCE: 

“Micro-insurance is a financial arrangement to protect low-income people against specific 

perils in exchange for regular premium payments proportionate to the likelihood and cost of 

the risk involved’’ (Churchill 2006). It can be delivered through a variety of different 

channels, including small community-based schemes, credit unions or other types of 

microfinance institutions, but also by enormous multinational insurance companies, etc. 

According to the Ledgerwood many group lending programmes offer insurance schemes. We 

have the example of the Grameen bank where each member is required to deposit one percent 

of the loan amount as an insurance fund. This fund serves as a shield against any loss if the 

client is not able to pay the loan due to illness or the death of the customer then this micro 

insurance is used to repay the loan and also helps the family in the burial expenses. 

5.9.2 MICRO SAVINGS: 

Saving products benefit low income people and entrepreneurs. It helps them to build assets 

and provide security at the time of the financial distress. It also constitutes an additional 

source of income. MFIs must formulate themselves to become regulated entities to accept 

saving deposits. Products like Term finance certificates, ranging from 3 months to 1 year is a 

good example of saving products. The World Bank’s world wide inventory of micro finance 

institutions found that many sustainable institutions rely heavily on the saving mobilization. 

 

5.9.2.1 COMPULSORY SAVINGS: 

Compulsory savings are the funds which are contributed by the borrowers as a preliminary 

condition to receive the loans. Compulsory savings are of no use to the clients rather they are 

use to the banks. Normally the 

y are taken in the group lending. In Pakistan they are normally 10% of the loan amount. 

Sometimes they are used to repay the default amount of the group. 

 

5.9.2.2 VOLUNTARY SAVINGS: 

They are not obligatory as part of assessing the credit services. They are provided to the 

borrowers and the non borrowers. Who can deposit according to their cash flows and the 

needs. (Ledgerwood, 1997) As described in the earlier chapters that poor with irregular cash 
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flows have some irregular excess cash. If the MFIs provide the saving services, these people 

can deposit their money and the interest on the principle will motivate them to save more. 

 
5.9.3 MICRO LEASING: 
 “Financial leasing is a contractual arrangement between two parties, which allows one party 

(the lessee) to use an asset owned by the other (the lessor) in exchange for specified periodic 

payments. The lessee uses the asset and pays rental to the lessor, who legally owns it” 

(Gallardo, 1997). Grameen bank Bangladesh started micro leasing in 1992. In 1994, the 

leasing facilities were delivered from all the zones. By the end of 1997 bank leased 8411 

items. Financial leasing which is adopted by Grameen bank can be a model for the MFIs in 

Pakistan. The leased item should be self liquidating and it must generate some revenue to 

repay its instalments and also give some revenues to the lessee. Swing machines for women, 

rickshaw, engines and other such instruments which generate employment for the clients. 

 

5.9.4 ORGANIZATIONAL STRUCTURE, PROCEDURES AND PROCESSES: 

Organizational structure can be defined as centralized, decentralized, horizontal or vertical. 

Different organizational structures have different characteristics and they support different 

objectives. Organizational structure, procedures and processes have a great importance for the 

efficiency of a Micro finance Institution. For example Grameen’s efficiency lies in its 

decentralization (Goheer, 2005). Decentralization is the process of dispersing decision-

making governance closer to the people or citizen. It includes the dispersal of administration 

or governance in almost every field of life including MFIs. 

 

Before offering services MFI must ensure that they have the institutional structure that allows 

them to mobilize savings legally and adequate institutional capacity is there.  Most of the 

MFIs that mobilize savings have organizational structure that is both extensive and 

decentralized. The governance structure of MFI´s is crucial for ensuring appropriate financial 

intermediation services between savers and borrowers. The MFI´s that mobilize savings are 

likely to have more professional governance structure, with greater representation from the 

private financial sector or membership than those whose sole business is disbursing loans 

(Ledgerwood, 1998 Page 160). 
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Grameen has a very transparent and simple system of loan disbursement which gives 

decision-making powers to the lowest relevant level, whether that is the branch, centre, or 

group, hence helping enforcement of decentralization. Due to the use of group-lending 

process, the transaction costs are reduced especially the costs related to targeting a lower 

socioeconomic demographic. Grameen is able to maintain a large target size because the 

group-lending process not only encourages peer pressure as a means of repayment 

enforcement, but also because the screening process is no longer concentrated in the hands of 

the bank, as it is in the traditional financial sector. Shifting the time-intensive burden of the 

screening process to the client reduces quite a bit of transaction cost and labour intensity 

(Goheer, 2005). 

 

Further more privately owned MFIs must ensure that they both are and perceived to be sound 

financial intermediaries. Relationship with well respected individuals, families and 

institutions such as religious organizations or larger holding companies can help strengthened 

the trust and confidence of the depositors. (Ledgerwood, 1998 Page 160). 

 

Human resources play a vital role in the providing successful services. Staff recruitment 

should focus on recruiting from the local region, who are familiar with customs and cultures 

and if applicable the dialect spoken in the region. Local staff tends to instil confidence in 

clients and make it easier for them to communicate with the MFI. Studies have found that a 

strong customer orientation and service culture attitudes are crucial ingredients for successful 

saving mobilization. (GTZ, 1997a) 

 

5.10. LIMITATIONS: 
The analysis was done by treating Pakistan as the target market and the concerns related to the 

country were taken under consideration. We will be able to meet a “double bottom line” of 

simultaneously pursuing profits and a humanitarian social mission.  The market penetration is 

just 10% currently. By adopting our research in this sector a positive impact can be achieved 

in the following. 

 

• Increase in income of the institution and market penetration 

• Increase in income of the clients 

 56 



 

     Diverse Micro Financial services 
     

• Change in consumption pattern of the clients as well as up gradation of their living 

standards. 

• Increase in the education expenditures 

• Improvement in the agricultural as well as other cottage industries revenues 

• Change in the health expenses 

• Increased women empowerment 

 
 
But to make these results possible we have some challenges that must be turned in to 

opportunities by ensuring Sustainability and effectiveness of the organization as a single 

entity as well as in each and every department (including HR and MIS), by developing 

products that are pro-poor and pro-women, by increasing the outreach and enhancing the 

scale, by taking diversified and new initiative and keep on innovating and exploring the 

market and its needs. 
 

5.11 ALTERNATIVES: 
 
5.11.1 FROM GROUP LENDING TO THE INDIVIDUAL LENDING: 

As discussed above in the constraints that there are limitations in the Grameen model which is 

adopted by most of the MFI´s all over the world. Micro lending should also include individual 

lending as non potential clients enter the system and they can not repay the loan due to which 

potential members suffer. They can not apply for the loan for the next time.  “Individual 

lending requires frequent and close contact with the individual clients. It is most often 

successful in the urban areas where client access is possible. Individual lending can also be 

successful in the rural areas, particularly through saving and credit cooperatives or credit 

unions. In both urban and rural areas individual lending is focused on financing production 

oriented businesses, whose operators are generally better off than the very poor.” 

(Ledgerwood, 1997 page 68).  
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5.11.2 LOW INCOME GOVT. CLIENTS SHOULD ALSO BE INCLUDED IN THE 

RECIPIENT LIST OF MFI´S: 

Low income govt. clients should also be allowed to take the facilities of the micro financial 

services. As they have regular cash flows and they have ability to pay back. In Pakistan some 

MFI´s have restrictions on the govt. employees to take the loans. 

 

5.11.3 ATM/CREDIT CARDS LIKE KISSAN CARD IN INDIA: 

The customers should be given the ATM cards as some MFI´s have started in India. It will be 

beneficial for the clients who have deposits in the micro finance banks to with draw money 

any time when they want. These cards allow borrowers to access a credit line when and where 

they need it. They can be used in purchasing of the goods. The use of the credit card is new in 

the micro finance industry, there are very few examples. It is also associated with the 

adequate infrastructure. Credit cards offer many advantages. They reduce operating expense, 

minimize administrative cost, and provide ease and access to the clients. (Ledgerwood, 1998) 

In Pakistan commercial banks are giving credit card / ATM cards facilities extensively. Over 

the past few years use of plastic money has increased in Pakistan. It will be beneficial for the 

MFIs to start the credit cards and ATM card facilities. 

  
5.11.4 EXPERIENCED BANKERS SHOULD BE HIRED BY THESE INSTITUTIONS: 

Most of the MFI´s do not have experienced bankers. High experienced persons should be 

inducted at the top and the middle level. NGO transformed MFI´s should also increase the 

banking knowledge of their employees. It will be beneficial for them to introduce new 

products and create a banking environment. When the professional peoples will be there they 

could be able to analyze the markets, demand from the clients. They could be able to devise 

better policies and set clear objectives to make their MFIs sustainable and profitable. 
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Chapter6 

Conclusion 
 

Micro finance should be treated as newly emerging part of Pakistani financial industry. It 

should give a variety of more financial services to low income people. Microfinance industry 

is at loss in Pakistan, in order to become profitable it has to follow financial systems 

approach. In this way the microfinance industry can justify its existence of being a profitable 

industry. 

DISCUSSION OF CONCLUSION: 
In this paper, we have tried to evaluate the importance of Diversified Micro financial Services 

for making an MFI sustainable while fulfilling the Poor’s needs. Analysis of the information 

and a case shows that the idea is successful in terms of sustainability of MFI´s as well as 

fulfilling Poor’s needs.  In the chapters above we have discussed the poverty lending approach 

and financial systems approach and their benefits. We discussed that the poverty lending 

approach is supply driven in nature where as financial system approach is demand driven and 

hence more reasonable to adopt by MFIs to be sustainable and profitable. A transition from 

poverty lending approach towards a financial systems approach is needed to achieve our 

purpose, i.e., Making an MFI sustainable while fulfilling the Poor’s needs, because this 

approach motivates introduction of diversified products and services, where as the former just 

stresses on the reducing the poverty by giving loans irrespective of the clients potential to 

make use of it in a better manner. 

 

Furthermore target market that is Pakistan and the characteristics of the society were reviewed 

because this is the main market of concern for our research. What are the needs and what kind 

of products would be suitable for this segment. The objectives of microfinance in Pakistan can 

only be achieved by focusing on the financial systems approach which can cover the 

diversified needs of the clients in the different trades of the society.  There is a demand for 

innovation in the product line as the clients demand more. There was a time when micro 
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credit was the times need but with the time and development of the society the needs have 

also developed and people demand other products like insurance, savings and other long term 

loans. The insufficiency of the diversified product lines is also a reason that the loans meant 

for income generation purposes are spent on other things and hence clients default when 

unable to produce income. 

 

Examples were taken from KASHF and other MFIs working successfully and which show 

that these institutions are moving forward into providing diverse financial services and their 

experiences help other institutions to improve and to be more efficient and more effective on 

the way to achieving the lofty goal of providing affordable, high quality services to the poor. 

Sustainability and profitability are difficult objectives to reach. MFIs must try innovative 

ways of reaching the market when it comes to specially designed products. Their successes 

provide lessons, as do their mistakes. So, their flexibility to continue adjusting as they learn 

new lessons is an important one. A not very detailed comparison of MFIs at the south Asian 

region was done so a broader study or a synthesis of several regional or country activities 

from other regions and other types of institutional and delivery mechanisms would be helpful. 

 

It is an effort to recommend that in a country like Pakistan financial systems approach must 

be applied by the MFIs to be sustainable and be less dependant on the donor agencies. This is 

only possible by introducing new product lines to the portfolio of the products and services 

offered by MFIs in Pakistan. The needs of the target market must be considered in this regards 

and since there is always a continuous evolution in the needs of the clients the products and 

services must be reviewed after some regular intervals and changes be made or new products 

be developed accordingly. 

 

The success of MFIs in other countries gives some important lessons for MFIs.  It shows that 

poor people have diverse credit needs.  MFIs have to provide different and flexible products 

to help poor get out of poverty.  A good institutional set-up and carefully designed product 

that is flexible enhances the capabilities of MFI. It is recommended that the product design 

and development by the MFIs be done after understanding the existing financial service 

behaviour and the attributes of the poor. The innovations made to the products must be 
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dynamic in nature that can adopt to the change sin their needs and time. It must also be 

content specific. 

 

During the last twenty years, there have been significant changes in both the understanding of 

the needs of the poor for financial services and of the provision of financial services for them. 

The poor has developed its needs for different financial services as he needs to maintain and 

improve his life style. The microfinance revolution during the 70’s showed that the poor are 

bankable and now there is a time to show that these poor people are not just the people who 

need only credit to fulfil their living needs but they have a need for a set of financial services 

which can be offered by the MFIs that meet the complex livelihood needs of the poor. 

 

LIMITATIONS OF THE STUDY: 
The results of our study have some limitations.  Since, in our study there is a lack of 

numerical data, the exact situation of the nature of the products was not possible. If we were 

able to find the data defining the success of each and every product, we would have been in a 

better position to suggest that which product is suitable for the sustainability of a MFI. Since 

some of the examples were taken from the international environment, so it is not always the 

case that the results would be true in every case. A lot of it has to do with the culture, tradition 

and social behaviours of the people and the region where they live. If a primary research in 

the market of result would show more exact results that show the true picture. 

 

SUGGESTION FOR FUTURE STUDIES: 
It is suggested that in future, the research must be more numerically analysed to find that 

which product suits the market. Every product must be analysed. Its efficiency and 

acceptability can only be judged by the financial statements of an MFI. So, it is also suggested 

that in the further study in the field must include the profit and loss, the number of the people 

accepting the product, the cost of reaching the client specifically for each product. By doing 

so the MFI would be in a better position to select the product that suits the region and exclude 

other products that are going in loss or not demanded. 
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HAVE WE ANSWERED THE RESEARCH QUESTION? 
I would go back to our research question once again. Our research question was ‘What is the 

importance of Diversified Micro financial Services for making an MFI sustainable while 

fulfilling the Poor’s needs?’ What we feel is that we were successful in answering the 

question in our research by showing that the MFIs which had a diversified line of their 

products were not only profitable but also fulfilling the needs of the people. As the study of 

KASHF, show that they had a range of product line that was in demand by the people of the 

region. The results were positive. The cost per client was less than the other MFI which had 

only credit as a product. Or in other words the operational expenses were less. The MFI is 

sustainable which proves that only a MFI with diversified micro financial services can lead it 

towards the path of sustainability while fulfilling the people needs. 
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