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The Café was jointly organized by the International Network of Alternative Financial Institutions (INAFI-Philippines) and the John J. Carroll Institute on Church and Social Issues (JJCICSI) with funding support from the Interchurch Organization for Development Co-operation (ICCO) thru Oikocredit. 

Cafés are meeting places for conversation, this one wondered why microfinance seems to be thriving in the global financial crisis while “giants” are now seeking governments to come in and bail them out.  As Gani Serrano of the Philippine Rural Reconstruction Movement (PRRM) posed: “What is the secret?”
The conversation sought to surface how microfinance will hurdle the crisis and continue its objective of poverty alleviation and empowerment of women.  The conversation proceeded on two strands: 
· the consequences of the global financial crisis on microfinance and  its  thrust of empowering women; and
· the prospects of microfinance in creating jobs amidst the crisis.
We invite you to join the continuing conversation…
The first strand: Consequences of the global financial crisis on microfinance and in its thrust of empowering women
Ms. Zone Narito of the Women’s Institute in Sustainable Action (WISE Act) highly appreciated the forum for placing women’s empowerment at the center stage of microfinance, a far cry from circa 1998 when microfinance was considered “gender-neutral.” 

She noted that the crisis affects microfinance players differently. Microfinance providers are now facing greater demand for their services as more people would like to access their services but for smaller amounts.  On the other hand, women microfinance end users, despite devoting more time and effort in their enterprises, are suffering from decreasing incomes, thus decreasing their purchasing power and eventually decreasing their consumption.  Programs for gender mainstreaming are doubly challenged because many women no longer have enough time to attend seminars and workshops since they have to work harder and for longer hours.  

Ms Zone Narito elaborated on the partnership of Wise Act and the Women’s Rural Bank as a model for women’s empowerment through microfinance.  Their empowerment framework is a trio of financial services, non-financial complementary services, and structures for participation. The bank provides financial services for women such as small loans, savings and capital build up, social protection mechanisms, and maternity benefits. It also developed other products to respond to special needs of women clients for medication, emergency, house repairs, commodity and loans for special occasions. The NGO provides the non-financial services which include leadership trainings, capacity building for entrepreneurship and financial management, marketing assistance, health, nutrition and other social services, awareness-raising on gender issues, provision of women-friendly technologies, and social preparation for private discipline. Structures for participation include the provision of ample material resources and bigger loans to enable clients towards independence and exit from the program, and installing participatory mechanism which allows for greater voice of the clients and promotes women’s genuine engagement in decision-making through policy formulation and program development.  

Ms. Narito emphasized the need for gender and development mainstreaming in the microfinance sector .( link  On Microifnance and Women Empowerment Amidst the Global Financial Crisis by Zone Narito)

Ms. Rebecca Gaddi of PRRM lauded the Wise Act–Women’s Rural Bank model and added the need for government support to such initiatives, especially to be able to motivate women to slowly invest in bigger enterprises. 

Ms. Jane Manucdoc  from Alalay sa Kaunlaran, Inc. (ASKI) shared their experience in empowering women which was given a Lifetime Achievement Award for Gender Excellence by an international network. 
Women’s empowerment is at the center stage of the Microfinance Café, but is it at the center stage of MFIs?

Ms. Lisa Dacanay of the Institute for Social Entrepreneurship in Asia (ISEA) observed that on the whole, GAD mainstreaming remains an agenda that needs to be undertaken by most MFIs.  She welcomed the initiatives of WISE Act and the Microfinance Council of the Philippines, Inc. (MCPI), but pointed to challenges and some ways forward in making GAD a mainstream agenda of the microfinance sector in the Philippines.  

Ms. Dacanay continued that it is necessary for gender advocates to have an effective social marketing strategy to convince microfinance institutions that it is to their strategic interest to actually mainstream gender and development.   Since most microfinance clients are women, there is a natural interest among development-oriented MFIs to want to empower women.  But they need to be assisted how such could be done effectively in a GAD-responsive way, and how such could improve their performance as development-oriented MFIs.

One suggestion which may be worth considering is for MFI resource institutions to dedicate a loan window with a support program that would give incentives and provide capacity development for MFIs to set up GAD-responsive programs.  This idea is similar to what the Foundation for a Sustainable Society Inc (FSSI) is doing to mainstream the environment as an agenda among MFIs.   In doing so, it is important to define user-friendly ways of how the progress for mainstreaming GAD could be measured.  

Q: Has your organization mainstreamed Gender and Development?  If yes, what are your GAD initiatives and programs? If not, what are the issues and barriers and how do you propose to address these?

But does microfinance really empower women and the poor?  How can it continue to do so during the crisis?
Professor Chua of the Asian Institute of Management (AIM) mentioned that anecdotes from interactions with MFIs seem to point to an increasing delinquency rate, indicating that MFI clients are being affected by the financial crisis This may be because the financial crisis hits the microentrepreneur at two levels – increasing competition as more and more people turn to microenterprise activity as a replacement for lost incomes and decreasing purchasing power as households earn less and tighten their belts and reduce spending.

Prof. Chua also mentioned a longitudinal study with baseline control groups that tried to assess the impact of microfinance on women clients. The impact variables tracked included changes in income, household and enterprise assets, and access to health and education.   They did a baseline of new clients and non-clients in 1997 and followed up these same groups in 1999. The study had two control groups of 150 respondents each for clients and non clients.  After two years, the comparison results did not conclusively show that the female microfinance clients were better off than the non-clients along the tracked variables.  In certain instances, the female microfinance clients were worse off than the non-clients.  It should be noted that the study was during the 1997 financial crisis and may reflect the negative consequences of risk taking through borrowing during times of crisis. 

He also suggested for microfinance institutions that even during times when there is no crisis, increasing incomes may not be the only measurement for impact.  And perhaps microfinance institutions may be shortchanging itself by only using income increases as a measure of success. Aside from investing in microenterprise activities, savings and borrowings are used in smoothing consumption.  The benefits of consumption smoothing do not show up as increasing incomes but certainly have a positive impact on the health of family members.  

Despite that, he presented data showing the importance of microfinance in smoothing consumption of poor families and as a coping mechanism of women in times of crisis.  He reiterated that microfinance services will be very relevant during these times. 

Chua: The FGD results of one study from female clients in Bay asked these women to identify major crises they had faced in the past and how they tried to cope. One coping strategy is to seek employment. Among those classified as very poor in the study, there was more frequent mention of seeking employment as a coping strategy.  This was followed by borrowing.  While access to loans was an important coping strategy during crisis, the ability to pay back the loans under the usual terms and conditions may be an issue.  Therefore, and you need to understand how the clients can pay back. The challenge to microfinance institutions is to be prepared to continue to provide financial services in light of a crisis. 

Prof. Chua observed that most microfinance institutions still hold very high percentage and very rigid compulsory saving schemes which may have to be reviewed in times of crisis to free up access to some of these savings. Drawing down on savings is also a coping mechanism along with borrowing.  Coping with crisis requires a household to draw on its assets and inevitably depletes these assets.  Households are further impaired if they are forced to liquidate their earning assets (such as stocks of goods in a store).  Thus, having savings or access to borrowings when a crisis hits may help a household from impairing its earning capacity.

Ms. Dacanay agreed with Prof. Chua that microfinance will also be affected by the global financial crisis.  From among social entrepreneurs in the microfinance sector whom she has had informal interactions with during the past few weeks, there are indications and anecdotes that show this.  A social enterprise that assisted the growing of a network of sari-sari stores to act as lead stores to clusters of 50-200 sari-sari stores reports that the sales of their lead stores are down by about 50-65% (e.g. from P20,000/day to P7-10,000/day).  A manager of one of the biggest MFIs in the country (with loan portfolio above P1 billion) shared that their PAR (portfolio at risk) has gone up from 1.6% to 2%.  Given that 65% of their clients are into sari-sari stores and trading, she surmised that such may be an indication of the growing difficulty of clients to either collect debts from their customers or to dedicate their loans for their business and not use it for other needs.  The microfinance loan portfolio of a  cooperative in Quezon City that used to be P23 million in 2008 is now down to P16 million.  The general manager of the cooperative estimates that among their sari-sari store clients (comprising 50% of their total portfolio), about 30% have closed down with the remaining 70% availing of reduced loan amounts. He also estimates that 4 out of 10 among their clients’ family members have lost their jobs, and among the skilled workers in the community who are self-employed (such as carpenters or mechanics), the number of days they are employed has gone down from 5 days/week to 3 days/week.  

Ms. Dacanay further explained that development practitioners among microfinance institutions are not just interested in providing financial services but are wanting to improve the quality of life of the poor. If MFIs are serious about that agenda, they need to make a systematic effort to study the effects of the global economic crisis not just on their institutions, but on their clients, and to develop programs that would provide for their needs during the crisis. How should MFIs deal with their clients who used to be good with their repayments prior to the crisis but because of the crisis are lapsing with their repayments? There may be room not only for restructuring schemes but also the provision of basic social services that their families need to cope with the crisis.  In dealing with the crisis, she proposed the principle of “walang iwanan”  or working with the clients to beat the odds.  One idea is for microfinance institutions to invest in creating social enterprises that will employ clients who are losing their jobs and are engaged in businesses that are closing down.  Maybe this can be done as a program with local governments.  From a strategic development perspective, there are many social enterprises that can be set up in cooperation with local governments to improve the delivery of services at the local level (e.g. health, education, housing, waste management etc.).  These social enterprises are not only going to provide much needed services and employment during the crisis, but would contribute to long term solutions for improving the quality of life of the poor and making local governance more responsive.    
Mr. Serrano asked Prof. Chua on what would be his most definitive statement regarding microfinance and its relationship to poverty. He also raised the point that there seems to be some excessive claims of what microfinance can do and how this can be cut down to size. Lastly, he mentioned financing, which translates into debt and posed: microfinance may add up to the indebtedness of the poor.
Prof. Chua explained that having access to financial services, savings and insurance are beneficial; this provides them with more choices. Some impact studies, however, show that the results have been mixed. There are studies which say that access to financial services have allowed them to reduce and manage their vulnerabilities. Survey after survey and testimonies from microfinance clients indicate that their lives have been better; they are able to send their kids to school, etc. However, it is not clear if what they spent for the schooling of their children came directly from the loan they obtained or from the profit they have acquired from venturing into a micro-enterprise. He suspects that it is a combination of both. The microfinance sector now accepts this fact, unlike before when the sector was trying to downplay this. 

Prof. Chua agreed that the issue of growing indebtedness of the poor has to be looked into because it may not have been highlighted before. He added that the challenge for MFIs is to come up with new products that are responsive to the needs of the times, and reduce the costs of operations. 

Q:  How are your women clients being affected by the crisis? What are your initiatives in mitigating the effects of the present financial crisis on your women clients? Do you have any “out-of-the-box” proposals for the sector?
Second strand: the prospects of microfinance in creating jobs amidst the crisis
Prof. Chua is not very keen on the prospects of microfinance in job generation – if job generation is defined as wage employment. He presented data showing the limitations of microfinance in wage employment generation.  Number of jobs generated by microenterprises ranged from 1 to 3 (including the microenterprise operator).  But he affirmed the important role of microfinance in consumption smoothing and helping the poor cope with the crisis through micro-enterprise, mostly self-employment or family employment.

Prof. Chua said that if we are talking about the potential of job generation from micro-enterprises financed by microfinance, we first have to discuss the meaning of “employment” generation. What do we mean by employment generation? If we expect wage employment generation, the statistics so far tell us to “forget it”. People engage in micro-enterprises for survival, not much for employment generation. We have to think about what it takes to generate one good paying job. How much growth can we push a “sari-sari store”? There are limitations. He presented 2005 private establishment survey data of the NSO on average wages of workers in private establishments.  The survey showed that for establishments with more than 20 workers, the reported average wage per employee per year was Php 170,000 compared to less than Php 60,000 for enterprises with less than 20 workers.  While the survey does not capture informal sector enterprises, it would be safe to conclude that average wages or earnings of microfinance clients would probably be even lower than the average for enterprises with less than 20 workers.
He advised the forum to take microenterprises for what they are. That they are attempts at income generating activities engaged in by poor people primarily as a coping mechanism because they have no alternatives. Poor people have no asset base, low asset quality, low skills, low education and low capital and the easiest thing they will go into is something that will make use of what they have – their labor.  Thus, most engage in vending and petty trades.  Because of the low capital intensity of these microenterprises, the rates of return are very high (which explains the ability and willingness to pay high interest rates).  However, the absolute amount of value added per enterprise is low. Microfinance provides people who have no capital with the means to engage in trading and selling (fish and vegetable vendors, sari-sari stores, etc.)
Prof. Chua further clarified: when we say job generation, maybe we should be aiming for employment generation that provides decent living wages.  It should not just be about self-employed job generation at the subsistence level.  But generating higher earning jobs require a lot of additional investments and technology. This cannot come from the majority of microenterprises.  In general, we should not expect significantly high value added for enterprises with low capital.
Neither do many microenterprises exhibit growth.  A multi-country survey of microenterprises found out that 43% were not growing or do not grow. Between spending money to send their children to school (so that the children can land higher paying jobs) and expanding their enterprises, some microfinance clients may prefer the former.  While this may be interpreted as a lack of ambition or entrepreneurial acumen, it may also be that these clients are just being realistic about the prospects for growth of their enterprises.  They realize that there are many constraints beyond their control.  We have to understand that many microenterprises in their current configurations don’t have potential for growth. 

 If it is wage employment that we want to push, it is really the bigger enterprises, more number of employers, more capital and more investment.  On the other hand, microfinance can be considered as a democratic way of providing access to capital. Statistics from the 2005 Labor Force Survey showed that by type of worker, there are about 10 million in the self-employed category.  Even after reducing the 10 million figure for those above the poverty line, there will still be a substantial number of self-employed persons in the work force with barely subsistence incomes.  For these people, having access to financial services is a significant coping mechanism.  
Microfinance continues to play an important role in consumption smoothing and helping the poor cope with crisis. 
Prof. Chua concluded that microfinance is here because of the failure of the mainstream financial system to meet the needs of the poor.  The financial crisis makes it even more challenging for microfinance institutions as they need to be more careful and selective. MFIs need to strike a balance of securing itself and continuing to provide services to the poor and those who will lose their jobs. 

If the prospects of MFsI generating wage employment is limited, how will the sector proceed?
Ms. Dacanay agreed with Prof. Chua that the capacity of the informal sector to supply sustainable employment is very limited and that people go into income generating activities or microfinance self-initiatives precisely because they have nowhere to go. She advocates linking microfinance to social entrepreneurship to begin to look at the power of generating jobs for the poor. 
Ms. Dacanay conveyed that we have to accept the fact that entrepreneurs among the poor are a minority, just as they are a minority among the middle class and even the upper class. Unless we link microfinance work to social entrepreneurship or see MFIs as players in creating innovative enterprise models that would create jobs, provide critical economic services to link small producers to markets, and the like, the challenge of job generation is something that may not be possible. 
In connection with this, she affirmed the importance of doing subsector and value-chain analysis, or looking for economic subsectors where the poor are concentrated and have the potential for growth;  working with other players in these subsectors to unleash growth; and assisting the poor to take advantage of the growth in these subsectors. She underscored that microfinance institutions can be a significant in tandem with other social enterprises and support institutions. 
The advantage of microfinance institutions is that their social networks with the entrepreneurial poor are already there, and working creatively with them could result to the growth of many development- oriented businesses or social enterprises. She cited the experience of Microventures working with CARD partners to create Hapinoy in the Philippines where Hapinoy lead stores grew from among the smaller sari-sari stores.  It may also be possible for MFIs to experiment working with business corporations to create new social enterprises and cited the experience of Grameen Bank and Telenor, where they partnered to create Grameen Telecom and Grameen Phone in Bangladesh, in the process creating 100,000 jobs for village phone ladies  in addition to generating resources for Grameen Bank.
She expressed her hope that more MFIs could look at themselves as social enterprises that would develop innovative solutions to poverty and unemployment amidst the global economic crisis and help in resolving the development crisis that was there even before the global economic crisis.  In this regard, she saw the efforts of MFIs to incorporate Social Performance Management as a positive step towards this direction.   
But is the MFI sector resilient enough to weather the crisis and flexible enough to develop new models for solving the development crisis?  What is its role in the present situation?
Mr. Edgardo Garcia of Microfinance Council of the Philippines Inc. (MCPI) noted that the MFI major players are still on expansion mode and that the MFI level is confident of reaching more clients and expanding the loan portfolio even as clients are borrowing less and suffering from lower profit. He cited that the industry, which has a total portfolio of 15-16 Billion as of the end of 2008 is but a tiny portion of the country’s entire GDP estimated to be about 6-6.5 Trillion. He suggested that perhaps it is not fair to ask MFIs to create jobs because the microfinance sector will not be able to provide these jobs. It has to come from the formal sector. 
He reminded the forum of the bigger problems in the Philippines which negatively impact job creation.  He cited that primary reason as the failure of the Philippines to attract enough investments to produce jobs. The problem therefore, is investments, not microfinance. The question now is why the Philippines is not attracting enough investors, and the reasons include, that investors seek from government a level playing field, stable laws, predictable regulations and policies, functioning judicial system, and competent and honest officials. 

He updated the forum of the Social Performance Management (SPM) agenda of the MCPI where gender is included, that about 30% of the members have begun to understand the SPM and have incorporated them in their businesses. 

Ms. Rebecca Gaddi of PRRM sees the important role of MFIs in opening structures in order to provide more opportunity for the poor. 

Ms. Narito pointed out that microenterprises can only provide supplemental income. It is viewed mainly as such and that it doesn’t really alleviate poverty. The question would be on how to make these microenterprises more sustainable especially now that more people might go to the informal sector. 
Mr. Bryan McClelland asked how MFIs can assist social entrepreneurs who may have the resources but have not identified a particular outlet. He also explored the possibility of microfinance institutions serving as financial institutions to create businesses run as mainstream businesses that will bring in people to generate new products and jobs. He wondered how the people at the “bottom of the pyramid” can generate their own products and try to make a connection with businesses.  
Prof. Chua suggested that the challenge is to include the poor in the input side. He stressed the importance of identifying new alternatives while continuing to look at existing models. It should not be just about lending but more of thinking in to the mainstream business systems. 
Ms. Manucdoc from ASKI shared that there is a pilot project ongoing with the objective of bringing farmers’ produce to the Jollibee supply chain. Farmers from a municipality in Nueva Ecija were organized, were able to secure a 1 million peso loan and are now supplying rice to Jollibee. It is hoped that the volume will increase, so that the farmers can earn more income and generate employment. 

Ms. Dacanay added that microfinance institutions need to reinvent themselves by working towards developing  innovative models of social entrepreneurship.  This means not only working with NGOs and other social enterprises, but also with business corporations and local governments.  It is specially important that microfinance institutions work with other social enterprises and local governments to address the effects of the global economic crisis creatively, in ways that would have a strategic impact on improving the quality of life of the poor.  In dealing with scaling up impact, working with business corporations is important.  
It seems that there are already existing initiatives, albeit small and separate.  How will the MFI sector interlink and upscale these to create impact on poverty alleviation, job generation and sustainable development?
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