 Delineating Roles within the Sector – Dr. Ishrat Hussain

Keynote Address at  the Microfinance Network Roundtable held at Islamabad on July 8, 2011
Dr. Ishrat Husain, former Governor State Bank of Pakistan and Dean of the Institute of Business Administration, kindly agreed to give to keynote address at the roundtable. He focused his speech on delineating the respective roles of the various actors in the sector as he felt that encroachment by any stakeholder onto the domain of another led to an entangled landscape.

Dr. Husain went on to speak of the role of the microfinance industry in Pakistan where the distinction between the microfinance banks and microfinance institutions was deliberately designed to maintain a wedge between deposit mobilizers and social mobilizers to safeguard the poor against charlatans. The idea was to ensure that nobody but licensed deposit-takers could take money from the poor. 

Incidentally, he also mentioned that Pakistan was the first to make regulation for the sector. Bangladesh and India were against regulations at that stage as it was felt that regulation would hamper the growth of the sector. The State Bank view was that maintaining the distinction between banks and non-governmental organizations was important. There can, however, be a synergetic relationship between deposit-mobilizers and social-mobilizers, such as between Kashf Foundation and Kashf Microfinance Bank.

The role of the network or networks in general has become increasingly expansive as relationships between players is no longer linear. Networks create a great deal of value for their members by providing much-needed services. Researches in particular are essential to reveal realities and are ‘public good services for the sector’.

Every time there is a new wave of politicians, they look for quick-win solutions – popular moves that may be based solely on perceptions. Educating policy-makers is thus, important. The Pakistan Poverty Alleviation Fund (PPAF) which already serves as a funding agency can also act as an intermediary between the sector and the government. 

The sector is also faced with the question of whether or not to access commercial borrowing and would commercial borrowing negatively impact the social objectives of microfinance. The Indian example has certainly put a damper on rapid expansion through commercial borrowing. The duty of the government is to augment the income earning capacity of the poor and transfer payments, like the Benazir Income Support Programme, alone will not achieve that. Subsidized microfinance, particularly micro-credit, may do that provided the government does not interfere with the selection process.

Dr. Husain stated he was not in favour of commercial funding as effective interest rates were already very high. In his opinion, time bound subsidized loans are a possible solution. He was of the view that provision of subsidy to the extent that it offsets or mitigates the cost of  mobilizing, screening and selecting the prospective clients and  the administrative costs of supervision, monitoring and evaluation  which are much higher in the microfinance sector was justifiable. In this schema there would be no market distortions as the basic financial interest rate of the provision of services to the poor would stay the same and the subsidy would basically cover the higher costs associated with the differences in the delivery mechanism. Moreover, as alternative delivery channels (such as branchless banking) develop or the economies of scale and scope set in the subsidies can be reduced proportionately or phased out eventually. Social  collateral has relatively higher up front costs which are compensated by better quality of assets  created and repayment record of the Microfinance borrowers compared to the commercial banking.
Speaking briefly on the findings of the PMN researches, he said that the real value of the loan should at least remain the same as it was in the beginning of the process for an individual borrower, that is the purchasing power should be maintained. Thus, loan sizes should be indexed.

Graduating clients is a problem for the sector as commercial banks want collaterals and are generally risk averse. Clients’ needs are not met by the small sized microcredit loans, while banks remain reluctant to lend to start-up SMEs. Thus, clients are being squeezed from both ends. 

Multiple borrowing should be considered arising out of the egitimate need for additional  funds required to expand the business  and the capacity to generate income to repay the loan should be the relevant indicator of creditworthiness. There is nothing wrong with multiple borrowing intrinsically unless the money is being used to pay of previous loans, thereby creating a debt trap. 

It is possible that the sector will stifle the growth of successful businesses if organizations begin to close avenues of funding for the clients who may got stuck because of low ceilings of Microfinance loans.
Dr. Ishrat Husain also spoke about the State Bank of Pakistan’s deliberate strategy of deciding on clear stages of evolution for the microfinance sector and stated that currently the sector in Pakistan is in a phase requiring capacity building support. UKAid is playing an integral role in the capacity building which is commendable. The Institute of Business Administration (IBA) is also planning to offer a microfinance specialization in the MBA programme to help fill the management gap.

