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SECTOR OVERVIEW 

A. Background

1. Despite significant global economic growth over the last few decades, a large percentage
of the population in Asia and the Pacific lives below the poverty line and cannot access basic
financial services. An estimated 1.2 billion people in the region still live below the poverty line of
$3.10 per day.1 An estimated 2 billion adults remain unbanked globally, with Asia and the Pacific
accounting for more than 55%.2

2. Historically, banks have not typically serviced lower-income customers, primarily because
of the perception of higher risk, small loan amounts, lack of proper identification, and absence of
credit history and collateral. Individuals and microenterprises therefore borrow from family and
friends, or money lenders that charge usurious rates. Microfinance has been a critical tool in
addressing this market gap and reducing poverty by providing a range of financial products—
including loans, savings, insurance and money transfers—to low-income people, particularly
women. Microfinance started in the 1970s by pioneering financial institutions such as Grameen
Bank of Bangladesh and has expanded through various channels, including non-governmental
organizations (NGOs), microfinance institutions (MFIs), and banks. In 2016, 1,112 MFIs reporting
to MIX Market reached 132 million low-income clients with a loan portfolio of $102 billion.3 Annual
growth of 9.4% was recorded in the loan portfolio, and 9.6% in the number of borrowers. The
global portfolio at risk (PAR) exceeding 30 days (>30) was 4.7% in 2016, based on data provided
by the reporting MFIs to MIX Market.4

3. The microfinance industries across Asia and the Pacific are diverse, varying in maturity
and size; market growth and development have been impacted by regulatory frameworks, as well
as specific national economic and political contexts. Improvements in technology and innovation
(such as digital finance) and the maturity of clients and resulting changing client needs have also
contributed to diversification. In aggregate, South Asia, East Asia and the Pacific, and Central
Asia (reported together with Eastern Europe) recorded a $49.3 billion loan portfolio (48% of the
reported global data), with 99.2 million borrowers (75% of the reported global data). South Asia
had 59% of the borrowers globally, and the highest growth in terms of total loans (23.5%). Female
borrowers continue to be the primary target in the microfinance sector across the globe (84% of
reported borrowers in 2016). East Asia and the Pacific had the highest proportion of female
borrowers (94%), closely followed by South Asia (92%) (footnote 4).

4. Despite rapid progress in the rate of financial inclusion and growth of certain MFIs, the
need for continued expansion across most microfinance markets remains high. In 2017, growth
of the micro, small and medium-sized enterprise sector is estimated at 10%–15% globally, and
25%–30% in Asia and the Pacific. About 84% of respondents in responsAbility's survey described
the level of unmet financing demand in developing countries as vast.5 Approximately 52%–64%

1  Measured at 2011 purchasing power parity. Asian Development Bank (ADB). 2016. Key Indicators for Asia and the 
Pacific 2016. Manila.  

2  East Asia and the Pacific account for 24%, South Asia for 31%, and Central Asia (lodged with Europe) for 5% of 
unbanked adults. A. Demirguc-Kunt et al. 2015. The Global Findex Database 2014: Measuring Financial Inclusion 
around the World. World Bank Policy Research Working Paper 7255. Washington, DC.  
http://documents.worldbank.org/curated/en/187761468179367706/pdf/WPS7255.pdf#page=3 

3  There are several thousand MFIs worldwide, but most do not report data.  
4  Convergences. 2017. Microfinance Barometer 2017. http://www.convergences.org/wp-

content/uploads/2017/09/BMF_2017_EN_FINAL-2.pdf  
5  P. Hailey, D. Brassel and U. Janett. 2016. Micro and SME Finance Market Outlook 2017: A Survey. Public Paper 04. 
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of the 60–70 million microenterprises in Asia and the Pacific are unserved or underserved, 
translating to an estimated credit gap of $400 billion to $500 billion.6 
 

B.  Impediments to Growth  
 
5. Many elements are needed to support the development and growth of a healthy 
microfinance industry, including a sound and transparent legal and regulatory environment. There 
is progress globally in enacting national regulations and policies around financial inclusion, 
although change is gradual.7 National identification systems—such as India’s national biometric 
identification card, Aadhaar— and digital finance platforms have helped advance access to 
financial services. Credit bureaus contribute to industry transparency and prevention of client 
overindebtedness. Customer protection principles, financial literacy and well-designed products 
help protect and expand access to credit for lower-income borrowers.  
 
6. One of the greatest challenges for the microfinance industry is accessing funding to 
support growth and meet the demands of their clients. Most MFIs are not deposit-taking 
institutions. With diminishing donor and grant funding, diversification of funding sources is 
required. Attracting commercial funding can be difficult, especially for smaller institutions. Many 
domestic financial institutions are reluctant to lend to MFIs, unless there are government-specified 
targets with financial penalties for non-compliance. While impact funds, and bilateral and 
multilateral development finance banks provide loans to MFIs, the financing gap remains quite 
large. Additionally, most of these funds are denominated in foreign currency, which increases the 
risk for MFIs, unless the risk can be hedged in an MFI’s specific market. Therefore, access to 
diversified and affordable commercial sources of financing, including capital markets, is critical to 
expanding MFI operations and reaching more low-income borrowers. 
 
C. Selected Key Markets and Target Countries for Growth 

 

7. The following listing of target countries is not exclusive—expansion to other countries will 
be considered if certain criteria can be met and/or a partner financial institution is identified. 
 
8. India. India is a leading regional MFI market. Over the years, and particularly following the 
Andhra Pradesh crisis in 2010,8 the Government of India and the Reserve Bank of India (RBI) 
made several concentrated efforts to strengthen the regulatory framework and promote financial 
inclusion, including the following key steps: (i) brought MFIs under RBI regulation and created a 
separate category of nonbank financial company (NBFC) MFIs, with a distinct set of guidelines; 
(ii) mandated priority sector-lending targets;9 (iii) enabled NBFCs to become business 
correspondents of banks to deliver doorstep financial services; and (iv) launched MUDRA Bank 
in 2015 to provide refinance and other support to financial institutions engaged in inclusive 

                                                      
6  P. Stein, O. P. Ardic, and M. Hommes2013. Closing the Credit Gap for Formal and Informal Micro, Small, and Medium 

Enterprises. Washington, DC: International Finance Corporation. 
7  Economist Intelligence Unit. 2016. Global Microscope 2016: The Enabling Environment for Financial Inclusion. New 

York: MIF/IDB, Accion and the Metlife Foundation.  
8  Andhra Pradesh was one of the first states in India where microfinance originated, and emerged as the largest MFI 

market in 2010. Leading up to the crisis, there was rapid growth in the market with borrower overindebtedness, weak 
regulation, and some questionable lending and collection practices. With concerns about the ability of low-income 
borrowers to service mounting debts, the Andhra Pradesh Microfinance Institutions (Regulation of Money Lending) 
Bill was introduced in October 2010, which impacted the collection of existing loans by MFIs and origination of new 
loans in the state. The Andhra Pradesh crisis led to several regulatory reforms and operational improvements.    

9  The Reserve Bank of India (RBI) obligates commercial banks to lend at least 40% of their adjusted net bank credit 
from the previous year to specified priority sectors, with a focus on underserved and rural borrowers. 
https://rbi.org.in/Scripts/BS_ViewMasCirculardetails.aspx?id=9857.  

http://www.ifc.org/wps/wcm/connect/4d6e6400416896c09494b79e78015671/Closing+the+Credit+Gap+Report-FinalLatest.pdf?MOD=AJPERES
http://www.ifc.org/wps/wcm/connect/4d6e6400416896c09494b79e78015671/Closing+the+Credit+Gap+Report-FinalLatest.pdf?MOD=AJPERES
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finance.10 The introduction of the Aadhaar identification card (para. 5) has helped with “know your 
customer” checks and is facilitating expansion of credit through digital finance. The sector has 
two strong microfinance networks, both self-regulatory organizations, and sharing of information 
through developed credit bureaus is mandatory. Despite the progress made in the microfinance 
sector in India, and the successful Pradhan Mantri Jan Dhan Yojana (Prime Minister’s People 
Money Scheme), access to finance remains a key issue;11 only approximately 15.71% of men 
and 11.42% of women access credit through formal channels, based on the percentage of people 
borrowing money.12  In terms of funding needs, an annual aggregate demand of Rs2.4 trillion for 
households in rural and urban areas is estimated.13  
 
9. As of June 2017, the overall microfinance industry in India had a loan portfolio of Rs1.07 
trillion,14 with NBFC-MFIs accounting for 31%, and providing microcredit to around 27.5 million 
clients. Traditionally, the industry has deployed loans using a joint liability group lending model. 
Clients are maturing and their demands have changed, and financial institutions have broadened 
their product offerings (e.g., by providing house improvement loans and energy efficiency loans 
on an individual basis rather than through a group). The industry performed well—the PAR >30 
averaged less than 1% from 2010 until the introduction of demonetization in late 2016 (it was 
0.45% in September 2016).15 Following demonetization, collection efficiencies of MFIs declined 
from more than 99% historically to as low as 50% in some states because of the non-availability 
of cash for repayments.16 There has been significant improvement in the performance of many 
MFIs, and rating agencies estimate that by end of 2017, most MFIs will return to industry norms.17 
The PAR >30 as of June 2017 was 7.46% for NBFC-MFIs. 
 
10. MFIs need to develop multiple sources of funding, given that they typically do not take 
deposits. Larger MFIs have obtained debt and equity from development financial institutions, 
international commercial banks, and private equity funds, and some have tapped domestic capital 
markets.18  For small and mid-sized MFIs, access to finance remains problematic. Domestic banks 
rely mostly on an MFI’s independent credit rating as a key tool to assess repayment ability and 
loan pricing. The credit rating is also dependent on the size and scale of an institution, with the 
result that these entities face challenges in securing needed quantities of affordable funding. Only 
38% of funding for mid-size MFIs and 14% for smaller MFIs is through commercial bank 

                                                      
10  Micro Units Development and Refinance Agency Limited (MUDRA) is a public sector financial institution launched 

on 8 April 2015 by Prime Minister Narendra Modi. It provides refinance, credit guarantees and other development 
support to banks, MFIs, NBFCs and other lending institutions, which are lending to micro and small enterprises. 

11 Government of India, Ministry of Finance. Progress Report: Beneficiaries as of 20.09.2017. 
https://www.pmjdy.gov.in/account. As of 20 September 2017, more than 302.6 million accounts have been opened 
under the program. 

12 World Bank. Data Bank Gender Statistics http://databank.worldbank.org/data/reports.aspx?source=gender-
statistics#selectedDimension_GS_Ctry accessed 20 September 2017  

13  Bharat Financial Inclusion Ltd. 2016. Annual Report 2016: Most Efficient MFI on the Globe. http://www.bfil.co.in/wp-
content/uploads/2016/07/SKS.Annual.Report.2016.pdf 

14 The overall microfinance industry data encompasses NBFC-MFIs and other key lenders such as banks, SFBs, 
NBFCs and non-profit MFIs. 

15 On 8 November 2016, the government announced the demonetization of all Rs500 and Rs1,000 banknotes. This 
action was intended to curtail the shadow economy and the use of illicit and counterfeit cash to fund illegal 
activities. More than Rs15 trillion in banknotes was withdrawn from circulation corresponding to 86% of India’s 
currency in circulation   

16  CARE Ratings. 2017. Impact of Demonetization on Microfinance Sector. Research (January 06, 2017). 
http://www.careratings.com/upload/NewsFiles/SplAnalysis/Impact%20of%20Demonetization%20on%20Microfinan
ce%20Sector.pdf   

17  Telephone conference with CRISIL, an Indian rating agency, on 10 August 2017. 
18  Securitization in FY2017 was Rs75 billion. Care Ratings. 2017. Securitization Volumes Touches A New Peak in 

2017. Ratings — Structured Finance (12 May 2017). Mumbai 

https://www.pmjdy.gov.in/account
http://databank.worldbank.org/data/reports.aspx?source=gender-statistics#selectedDimension_GS_Ctry
http://databank.worldbank.org/data/reports.aspx?source=gender-statistics#selectedDimension_GS_Ctry
http://www.careratings.com/upload/NewsFiles/SplAnalysis/Impact%20of%20Demonetization%20on%20Microfinance%20Sector.pdf
http://www.careratings.com/upload/NewsFiles/SplAnalysis/Impact%20of%20Demonetization%20on%20Microfinance%20Sector.pdf
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borrowing.19 Ratings are also essential for capital market issuances in terms of market appetite 
and pricing; most MFIs have ratings too low to access capital markets on a stand-alone basis.  
 
11. Bangladesh. Bangladesh has one of the longest histories with microfinance. It is home to 
the largest and best-known MFIs in the world, including Grameen Bank and BRAC. As of June 
2016, there were 680 licensed MFIs (most are NGOs) in Bangladesh with an aggregate 
outstanding gross loan portfolio of Tk11.62 billion (a 17.2% increase from the previous year), with 
30.6 million active borrowers. 20 PAR >30 was estimated to be below 3% as of June 2016.21 The 
yearly unmet demand is estimated to be approximately $5 billion,22 because only 9.8% women 
and 10% of men have accessed formal credit (footnote 12). There is increasing demand for 
commercial borrowings as grants and other concessionary funding have decreased, and public 
savings as a source of funding is still prohibited.23 Less than 30% of current funding sources of 
the MFIs is from the commercial banking sector.24  
 
12. The sector is regulated by the Microcredit Regulatory Authority (MRA) under the 
Microcredit Regulatory Authority Act of 2006. In August 2017, the MRA and Bangladesh Bank 
(central bank) agreed to establish a Microfinance Credit Information Bureau that will facilitate 
exchange of borrower information among MFIs. The industry has reengineered products and 
support services, and many MFIs now offer flexible, individual deposit services to their members. 
Some MFIs have shifted from the group liability model and are offering individual lending products 
(the individual portfolio is estimated at 25% of the total loan portfolio).25  
 
13. Pakistan. Pakistan’s microfinance sector is evolving, and includes MFIs (mostly NGOs), 
Rural Support Programs, and microfinance banks. Currently 11 microfinance banks are licensed 
under the Microfinance Institutions Ordinance, 2001. The establishment of a new regulatory 
framework for non-bank microfinance institutions in 2015 is expected to result in NGOs 
transforming into non-bank MFIs. Although the microfinance sector grew by about 21% in 2015, 
with close to 4 million borrowers,26 the state of financial inclusion is weak, with only 0.3% of 
women and 2.6% of men having accessed credit through formal financial services (footnote 12). 

 
14. The Pakistan Microfinance Network plays an active and important role in the sector. 
Currently 44 microfinance providers report to the network. The total reported gross loan portfolio 
was PRs90 billion as of the end of 2015 (about 40% growth from 2014), with a PAR>30 of 1.5%. 
The group lending methodology is still dominant, but individual lending products are being 
increasingly offered (accounting for 27% of the total portfolio on average at the end of 2015). 
Pakistan has a microfinance credit information bureau. MFIs source funding through deposits, 
donors and to a limited extent domestic banks. The Pakistan Microfinance Network forecasts a 
substantial funding gap of over $3 billion, to reach 10 million borrowers by 2020 (footnote 26).  
 

                                                      
19 Microfinance Institutions Network. 2017. Micrometer No. 21. http://mfinindia.org/wp-

content/uploads/2017/05/Micrometer-Issue-21_Q4-FY-16-17_23rd-May_Public.pdf  
20 Credit and Development Forum.  http://www.cdfbd.org/new/page.php?scat_id=161. Information from MRA during a 

mission to Bangladesh in April 2017.  
21 Discussions with stakeholders during visit to Bangladesh in April 2017. 
22  Based on discussions with stakeholders during visit to Bangladesh in April 2017. 
23 There has been only one MFI capital markets transaction to date (2005, BRAC securitization). 
24 Scheduled commercial banks are expected to set aside at least 20% of their capital for lending to the agriculture 

sector, which banks typically fulfil by indirect lending to NGO-MFIs, given the poor reach of banks in rural districts. 
25 Products include (i) general microcredit for income generation, (ii) microenterprise loans, (iii) agriculture and seasonal 

loans, (iv) migration loans, and (v) loans for disaster management. 
26  Pakistan Microfinance Network. 2015. Pakistan Microfinance Review 2015. Islamabad. 

http://mfinindia.org/wp-content/uploads/2017/05/Micrometer-Issue-21_Q4-FY-16-17_23rd-May_Public.pdf
http://mfinindia.org/wp-content/uploads/2017/05/Micrometer-Issue-21_Q4-FY-16-17_23rd-May_Public.pdf
http://www.cdfbd.org/new/page.php?scat_id=161
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15. Myanmar. Myanmar’s microfinance sector is at a very early stage of development and 
institutions are comparatively small. The microfinance legal framework was developed with the 
enactment of the Microfinance Business Law in November 2011. There are 170 licensed MFIs as 
of February 2017 under the supervision of the Ministry of Finance; NGOs also have a major role 
in the sector. Currently, PACT Global Microfinance Fund is the largest and oldest microfinance 
provider in Myanmar with 1.17 million clients and a loan portfolio close to $158 million. Other MFIs 
are significantly smaller. Reported portfolio quality is good and nonperforming loans are estimated 
to be below 1% as of June 2016. The sector is heavily regulated by the Ministry of Finance, 
including interest rate caps for lending and borrowing.27 There is no credit bureau. The dominant 
model is peer group lending with a savings component. Only 11.8% of women and 19.5% of men 
have access to formal finance (footnote 12). The sector faces challenges in finding funding to 
meet demand because of the small capital base and other country risk-related issues. Most 
commercial banks are hesitant to provide funding, and the lack of affordable foreign currency 
hedging instruments also limits funding. The funding requirement is estimated at $1 billion per 
year, 28% of which is now met.28 
 
16. People’s Republic of China. Despite government efforts, the financial inclusion market 
remains fragmented. The largest financial services provider to the low-income population, 
especially in rural areas, is the Postal Savings Bank of China with close to 40,000 branches and 
an outstanding loan portfolio of CNY3,340.45 billion at the end of 2016. As of June 2017, there 
were more than 8,600 non-deposit taking, microcredit companies catering to individual micro-
borrowers with an aggregate outstanding loan portfolio of CNY960.82 billion. With some 
exceptions, most institutions are only allowed to operate within a certain province. No credit 
bureau caters to the microfinance sector. MFIs fund themselves mostly through local commercial 
banks.29 Several recently established online payment platforms support access to finance, 
including Ant Financial Services Group, an affiliate company of the Alibaba group. Only 8.7% of 
women and 10.4% of men have access to formal finance (footnote 12). Unmet micro, small and 
medium-sized enterprise credit demand is estimated to be $300 billion.30  
 
17. Sri Lanka. The microfinance sector is fragmented and reporting is limited; service 
providers include a few larger nonbank financial institutions, small cooperatives, NGOs, and 
specialized banks. The 2016 Microfinance Act is expected to support a shift from NGOs to 
formalized providers. The existing credit bureau does not include data from MFI borrowers. With 
diminishing government and donor funding, MFIs are actively looking for commercial funding 
sources. As of the end of July 2016, 37 MFIs reported to the Lanka Microfinance Practitioners 
Association. The outstanding portfolio was SLRs70.3 billion. About 17.3% of women and 18.5% 
of men have access to credit through formal channels (footnote 12), with people in rural areas 
and MSEs facing more difficulties accessing funds. Intellecap estimates 2.6 million low-income 
households are unbanked or underserved. 31  

                                                      
27  MFI lending rates are capped at 30% per year. All MFI borrowing needs to be approved by the FRD. 
28  Information provided by PACT Global Microfinance Fund during a mission to Myanmar in November 2016. 
29  Borrowing cannot exceed 50% of capital, and must be sourced from not more than two commercial banks. 
30 SME Finance Forum. IFC Enterprise Finance Gap Database. https://www.smefinanceforum.org/data-sites/ifc-

enterprise-finance-gap (accessed 27 September 2017).  
31 V. Kangovi, and S. Sinha. Microfinance sector in Sri Lanka: Opportunities and growth strategies. Intellecap Thought 

Note. July 2016. https://www.microfinancegateway.org/library/microfinance-sector-sri-lanka-opportunities-and-
growth-strategies 

https://www.smefinanceforum.org/data-sites/ifc-enterprise-finance-gap
https://www.smefinanceforum.org/data-sites/ifc-enterprise-finance-gap
https://www.microfinancegateway.org/library/microfinance-sector-sri-lanka-opportunities-and-growth-strategies
https://www.microfinancegateway.org/library/microfinance-sector-sri-lanka-opportunities-and-growth-strategies

