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SECTOR OVERVIEW 
 
A. Background and Trends  
 
1. Demand for microfinance. Poverty remains a major concern despite a substantial 
reduction in global extreme poverty (set at $1.90 per day) from 36% in 1990 to 9% in 2017. Based 
on the $3.20 per day poverty line of lower middle-income countries, 24% or 1.8 billion of the global 
population lived below this threshold as of 2017 and are considered poor.1 Globally, South Asia 
has the second highest incidence of poverty, at 52.4% (nearly 905 million people living below 
$3.20 per day) in 2014.2  
 
2. Before the pandemic, developing Asia was steadily reducing the poverty rate. If the 
coronavirus disease (COVID-19) pandemic had not happened, 732 million people were projected 
to be living on less than $3.20 per day across developing Asia3 in 2020.4 With the COVID-19 
pandemic prompting various levels of containment measures worldwide and adversely impacting 
economies to a massive extent, the number of poor is estimated to increase by an additional 
162 million throughout the region.5  

 
3. Financial inclusion (generally defined as making financial products and services 
accessible and affordable to all individuals in a responsible and sustainable manner) is a key 
enabler in reducing poverty. However, according to the 2017 Global Findex Database, about 
1.7 billion adults in the world remain unbanked, with no account at a financial services provider.6 
In 2017, about 44% of adults in developing economies7 reported borrowing money in the past 
year. About 29% relied on informal sources (e.g., family and friends), while fewer (15%) borrowed 
from financial institutions or via a credit card. Only 8% of adults in South Asia borrowed from 
formal sources; Pakistan (3%), India (8%), and Bangladesh (9%) are among the countries where 
people least borrowed from formal channels. Accessing financial services from formal channels 
was even lower among women in South Asia, at 6% in 2017.8  
 
4. Microfinance market snapshot. Microfinance institutions (MFIs) have steadily increased 
their lending to an estimated worldwide gross loan portfolio of $124.1 billion as of 2018. Almost 
140 million borrowers benefited from the services of MFIs in 2018—primarily women (80%), with 
65% from rural areas—proportions that have remained stable since 2010. South Asia, with an 
estimated gross loan portfolio of $36.8 billion, dominates global microfinance in terms of client 
outreach, as it has the largest number of end borrowers (85.6 million in 2018, 89% women) and 
is growing faster than other regions (+13.8% from 2017 to 2018). It also has the top two markets 
in terms of the number of borrowers—India and Bangladesh.9 Despite steady growth in the loan 

 
1  World Bank. 2020. Poverty and Shared Prosperity 2020: Reversals of Fortune. Washington, DC. 
2  Footnote 1, p. 63. The World Bank report has no poverty estimates for South Asia after 2014 because of the absence 

of population coverage. 
3  Analysis for developing Asia was based on information from 35 Asian Development Bank (ADB) developing member 

countries for which data needed for poverty and inequality calculations were available. 
4  ADB. 2021. Key Indicators for Asia and the Pacific 2021. Manila. 
5  Y. Sawada and L.R. Sumulong. 2021. Macroeconomic Impact of COVID-19 in Developing Asia. ADBI Working Paper 

Series. No. 1251. Tokyo: Asian Development Bank Institute. 
6  A. Demirgüç-Kunt et al. 2018. The Global Findex Database 2017: Measuring Financial Inclusion and the Fintech 

Revolution. Washington, DC: World Bank.  
7  This refers to low- and middle-income economies as classified by the World Bank. 
8  World Bank. 2018. The Global Findex Database 2017 (online database accessed 2 December 2021).  
9  Convergences. 2019. Global Microfinance Figures: What Are the Trends? Microfinance Barometer 2019. pp.2–3. 

Paris. 

http://www.adb.org/Documents/RRPs/?id=44934-030-4
https://openknowledge.worldbank.org/bitstream/handle/10986/34496/9781464816024.pdf
https://www.adb.org/sites/default/files/publication/720461/ki2021.pdf
https://www.adb.org/sites/default/files/publication/696296/adbi-wp1251.pdf
https://globalfindex.worldbank.org/sites/globalfindex/files/2018-04/2017%20Findex%20full%20report_0.pdf
https://globalfindex.worldbank.org/sites/globalfindex/files/2018-04/2017%20Findex%20full%20report_0.pdf
https://globalfindex.worldbank.org/sites/globalfindex/files/2018-08/Global%20Findex%20Database.xlsx
http://www.convergences.org/wp-content/uploads/2019/09/Microfinance-Barometer-2019_web-1.pdf
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portfolio and the number of borrowers served, a large percentage of the population, especially 
from the lower income segment, remain unserved by financial institutions.  
 
5. Key trends. Since the 2010 Andhra Pradesh (India) crisis,10 microfinance industry 
regulators and practitioners have become more vigilant about strengthening regulatory oversight, 
promoting transparency, and responsible and ethical lending. Initiatives to promote an enabling 
policy and regulatory environment have brought more maturity and stability to the sector, 
particularly in India, Pakistan, and the Philippines.11 However, many countries still have 
developing regulatory frameworks and policies for microfinance that could benefit from the One 
ADB approach. 
 
6. Closely related to strengthening the sector is the support of credit bureaus, which are still 
unavailable or not yet functioning for microfinance in many countries. In Asia, India and Pakistan 
are among the key microfinance markets where MFIs have access to credit bureaus—allowing 
transparency at the client level and curbing the risk of overindebtedness. The sector has also 
gained support from microfinance associations and self-regulatory organizations (e.g., the 
MicroFinance Institutions Network (MFIN) and Sa-Dhan (India), the Pakistan Microfinance 
Network (PMN), the Cambodia Microfinance Association (CMA), and the Microfinance Council of 
the Philippines (MCPI), which are working to drive policy initiatives for a more inclusive and 
enabling sector environment, supporting the development of and adherence to responsible 
lending practices, and providing activities and linkages to enhance the institutional capacity of 
their members.  
 
7. Microfinance is also rapidly adapting to technology changes. Many MFIs are taking steps 
to strengthen their operational and technical digitalization capacities while focusing on improving 
clients’ awareness of and literacy on digital services to boost user uptake. The 2017 Global Findex 
report associated recent progress in financial inclusion with the integration of digital technology in 
account ownership and payment schemes (i.e., biometric identification cards in the case of India) 
and access to financial services through mobile phones and the internet.12 Digital transformation 
efforts were boosted during the COVID-19 pandemic as MFIs provided contactless financial 
services even during lockdown periods. 
 
8. As MFIs mature and sustain their growth, the next strategic move is to diversify, reaching 
new customer segments such as micro and small enterprises (MSEs). Typically, after completing 
the initial loan cycles, microfinance borrowers take varying loans depending on their business 
needs and individual capacity. Eventually, they graduate from joint liability group-based loans to 
take higher loans that meet their working capital requirements. MSEs face a credit gap as they 
tend to be eligible for higher loans but are still too small and not cost-efficient for commercial 
banks to lend to. Some nonbank financial institutions (NBFIs) are tapping into this segment 
through individual lending methods. In Bangladesh, for example, the top 20 MFIs had Tk528 
billion (about $6.31 billion) in outstanding loans to 5.18 million MSE borrowers as of June 2018. 
NBFIs in India and the Philippines are also expanding to this market segment. 

 

 
10  Andhra Pradesh emerged as a major microfinance market in India in 2010. The rising microfinance penetration and 

stiffer competition led to client overindebtedness and rise in defaults which needed large scale reforms. To address 
the concerns in the sector, the Andhra Pradesh Microfinance Institutions (Regulation of Money Lending) Bill was 
introduced in October 2010 that led to several regulatory reforms and operational improvements. 

11  The Economist Intelligence Unit. 2016. Global Microscope 2016: The Enabling Environment for Financial Inclusion. 
London. 

12  According to the Findex survey, 1 billion financially excluded adults own a mobile phone and about 480 million have 
internet access. 

https://www.eiu.com/public/topical_report.aspx?campaignid=Microscope2016
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9. The effects of climate change, including natural disasters, also affect microfinance clients. 
By 2030, climate change could push more than 120 million additional people into poverty.13 It is 
estimated that at least 1.6 billion people will be living in substandard housing conditions by 2025, 
vulnerable to climate change and natural disasters.14 MFIs offer specific loan products, such as 
green finance and home improvement, complemented by trainings and technology solutions to 
support communities to be more disaster-resilient and ensure that basic needs are met. Improved 
housing and access to water would also increase the post-disaster recovery of this sector and 
contribute to productivity, since microfinance and MSE clients are likely to use their homes for 
their business projects. 
 
B. Impediments to Growth  
 
10. Although the number of financially sustainable MFIs is increasing, the availability of 
funding to support growth and capacity building remains vital—even for commercially viable MFIs. 
Most MFIs are not deposit-taking institutions, and commercial banks remain risk-averse and 
reluctant to be exposed to this sector. Many countries have few incentives for banks to induce 
lending to the sector. A financing gap remains although impact funds, and bilateral and multilateral 
development banks, provide loans to MFIs. Additionally, these funds are pro-cyclical and tend to 
withdraw rapidly in the case of event-driven credit stress. Moreover, many funds are denominated 
in foreign currency, which increases the risk for MFIs, unless it can be hedged in an MFI’s market. 
Therefore, access to diversified and commercially priced local currency denominated commercial 
sources of financing, including capital markets, is critical to prudent expansion of MFI operations 
and reaching more low-income borrowers. 
 
11. Concern about regulatory uncertainties and political interference also affect sector growth. 
National and local government loan waivers affect clients’ repayment discipline. In such instances, 
MFIs, as well as funders, reduce their exposure to manage risk. 
 

Selected Key Markets and Target Countries for Growth 
Country Microfinance Industry At A Glance 

Bangladesh 
(data as of 30 June 2019)a 

Gross loan portfolio: Tk787.6 billion ($9.3 billion) 
Borrowers: 25.8 million  
Microfinance providers: NGOs, Grameen Bank, state-owned and private commercial 
banks, specialized programs implemented by the government  
Regulatory agency: Microcredit Regulatory Authority (MRA) 

Cambodia 
(data as of 31 December 
2020)b  

Gross loan portfolio: KR27.5 trillion ($6.8 billion) 
Borrowers: 1.9 million 
Microfinance providers: MFIs (deposit taking and non-deposit taking) 
Regulatory agency: National Bank of Cambodia 

India 
(data as of 30 June 2021)c 

Gross loan portfolio: ₹2.4 trillion ($32 billion) 
Borrowers: 56.8 million  
Microfinance providers: banks, NBFI-MFIs, small finance banks, NBFIs  
Regulatory agency: Reserve Bank of India 

Indonesia 
(data as of 31 December 
2019)d 

Gross loan portfolio: Rp28.9 trillion ($2.1 billion) 
Borrowers: 12.9 million 
Microfinance providers: banks, cooperatives, fintech companies, and venture capital 
companies 
Regulatory agency: Financial Services Authority (OJK) 

 
13  Action Aid. 2021. Climate Change and Poverty. London. 
14 J. Woetzel, et al. 2014. A Blueprint for Addressing the Global Affordable Housing Challenge. McKinsey Global 

Institute. New York.  

https://www.actionaid.org.uk/our-work/emergencies-disasters-humanitarian-response/climate-change-and-poverty
https://asiandevbank.sharepoint.com/teams/org_psfi_mfi/Shared%20Documents/L%20-%20MFP%20Working%20Documents/MFP%20RRP%20Documents/Final%20RRP%20Package/ICS%20Edits/mckinsey.com/global-themes/urbanization/tackling-the-worlds-affordable-housing-challenge
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Country Microfinance Industry At A Glance 

Pakistan 
(data as of 30 June 2021)e 

Gross loan portfolio: PRs355.7 billion ($2.2 billion) 
Borrowers: 8 million 
Microfinance providers: microfinance banks and nonbank microfinance companies 
Regulatory agency: State Bank of Pakistan (for microfinance banks), Securities and 
Exchange Commission of Pakistan (for nonbank microfinance companies) 

Philippines 
(data as of 31 December 
2020)f 

Gross loan portfolio: ₱365.1 billion ($7.6 billion)  
Borrowers: 17 million  
Microfinance providers: banks, microfinance NGOs, cooperatives 
Regulatory agency: Bangko Sentral ng Pilipinas (for banks), Microfinance NGO 
Regulatory Council (for microfinance NGOs), Cooperative Development Authority (for 
cooperatives) 

MFI = microfinance institution, NBFI = nonbank financial institution, NBFI-MFI = microfinance licensed NBFI, NGO = 
nongovernment organization, OJK = Otoritas Jasa Keuangan. 
a  Microcredit Regulatory Authority. 2019. NGO-MFIs in Bangladesh: A Statistical Publication. June 2019. Dhaka.  
b    National Bank of Cambodia. 2021. Annual Supervision Report 2020. Phnom Penh. 
c    MicroFinance Institutions Network. 2021. Micrometer. No. 38 (data as on 30 June). Gurugram. 
d  Data shared by an MFI client  to the Asian Development Bank. 
e    Pakistan Microfinance Network. 2021. MicroWatch: A Quarterly Update on Microfinance Outreach in Pakistan. No. 60 

(Q2 [April–June]). Islamabad. 
f   Bangko Sentral ng Pilipinas. 2020. Financial Inclusion in the Philippines: Dashboard as of Fourth Quarter 2020. 

Manila. 
Source: Asian Development Bank. 

 
12. Bangladesh. The microfinance sector in Bangladesh has made a significant 
transformation from group-based, limited-scale microcredit operations to a broader and diversified 
product suite including loans for the ultra-poor, microenterprise loans, housing loans, water and 
sanitation programs, calamity loans, and disaster management programs for more widespread 
and sustainable development impacts. The sector has endured numerous challenges caused by 
natural calamities, proving its resiliency. It has seen sustained growth, aided by the shift to 
digitalization, which plays a significant role in narrowing the gender gap in financial inclusion.15 
 
13. Cambodia. Disproportionate financial access persists between rural and urban areas in 
Cambodia.16 The central bank is promoting digitalization in financial services and financial literacy, 
especially among the rural population, to increase the use of formal financial services. External 
groups, including international funding agencies,17 are monitoring reports of overindebtedness in 
some microfinance borrower segments.18 Despite this concern, international funding agencies 
such as the International Finance Corporation continue to invest in MFIs in Cambodia and support 
lending to productive small businesses.19  
 
14. India. The microfinance sector in India is one of the largest in the world, with a loan 
portfolio of $32 billion, backed by a strong policy and regulatory agenda. Microfinance qualifies 
for priority sector lending compliance for commercial banks, mandated by the central bank, 
promoting credit flow to the sector.20 India’s microfinance sector is also rapidly adopting 
technology, driving growth and innovation. During the pandemic, the industry has seen 

 
15 S. Ali and M. May. 2021. Bangladesh’s COVID-19 Response Is Taking Digital Finance to New Levels. Blog. 

7 October. Washington, DC: Consultative Group to Assist the Poor. 
16  National Bank of Cambodia. 2019. National Financial Inclusion Strategy, 2019–2025. Phnom Penh. 
17 The Dutch Development Bank (FMO) contracted Microfinance Opportunities (MFO) to conduct a Financial Diaries 

study on 258 MFI clients. 
18 Microfinance Opportunities. Over-Indebtedness in Cambodia: Findings from a Financial Diaries Study.  
19 Human Rights Watch. 2020. World Bank: Investigate Cambodia’s Micro-Loans. 14 December. 
20 The Reserve Bank of India obligates commercial banks to lend at least 40% of their adjusted net bank credit as of 

the preceding year to priority sectors including micro, small, and medium-sized enterprises. Reserve Bank of India. 
2020. Master Directions—Priority Sector Lending (PSL)—Targets and Classification. Notification RBI/FIDD/2020-
21/72. 4 September (updated on 26 October 2021). Mumbai. 

https://www.nbc.org.kh/download_files/supervision/sup_an_rep_eng/EN_Annual_Report_2020.pdf
https://mfinindia.org/assets/upload_image/publications/MicrometerSynopsis/Micrometer%20Q1_FY_21-22_Synopsis.pdf
https://pmn.org.pk/wp-content/uploads/2021/08/Microwatch-Issue-60.pdf
https://www.bsp.gov.ph/Media_And_Research/Financial%20Inclusion%20Dashboard/2020/FIDashboard_4Q2020.pdf
https://www.cgap.org/blog/bangladeshs-covid-19-response-taking-digital-finance-new-levels
https://www.nbc.org.kh/download_files/publication/blueprints_eng/Final_NFIS_in_English.pdf
https://www.microfinanceopportunities.org/mfo-news/news/over-indebtedness-in-cambodia-findings-from-a-financial-diaries-study/
https://www.hrw.org/node/377302/printable/print
https://www.rbi.org.in/Scripts/NotificationUser.aspx?Id=11959&Mode=0
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sustainable, though slower, growth, indicating its resilience. With the continued focus on financial 
inclusion in India, the industry is expected to remain bullish in the medium to long term. 

 

15. Indonesia. Financial inclusion in Indonesia remains considerably low.21 Most of the 
unbanked are in remote areas far from bank branches or microcredit agent networks. Therefore, 
digital solutions are the way forward for increasing financial inclusion in the country. The Financial 
Services Authority (OJK) launched the Indonesian Financial Services Sector Master Plan, 2021–
2025 to help overcome the short-term challenges of the COVID-19 pandemic and structural 
challenges in the national financial services sector, and one of the key priorities is accelerating 
digital transformation.22 
 
16. Pakistan. Pakistan’s growing microfinance sector remains a key government priority. 
Despite macroeconomic challenges and setbacks caused by COVID-19, the microfinance 
industry continues to experience growth in the active borrowers, gross loan portfolio, and savings 
mobilized. A growing number of microfinance providers now offer small and medium-sized 
enterprise loans, and the industry is adopting digitalization. Nonbank microfinance companies are 
shifting to for-profit orientation, with the goal of diverse access to funding.23 
 
17. Philippines. The Philippines has a developed microfinance industry and is promoting 
financial inclusion,24 although about 71% of adult Filipinos remain unbanked.25 According to the 
2019 Financial Inclusion Survey published by the central bank, people borrowing from formal 
sources and start-up businesses preferred microfinance NGOs over other financial institutions. 
Increasing account (savings and loans) penetration in rural areas has also been attributed to the 
strong presence of microfinance NGOs, demonstrating the significant role of microfinance in the 
country’s financial ecosystem. 
 
18. Group A countries. Financial inclusion in most Group A countries is primarily limited by 
geographic constraints and weak regulatory frameworks. In Bhutan, Nepal, and the Lao People’s 
Democratic Republic, people in urban areas are more financially included than people in rural 
areas.26 In Samoa, Solomon Islands, and Vanuatu, about 60% of the adult population is financially 
excluded.27 Gender gaps in these countries vary (i.e., men and women almost have equal 
financial access in the Lao People’s Democratic Republic and Cambodia,28 contrary to the Pacific 
countries). Microfinance providers in most Pacific countries are hence enacting policies 
exclusively for women.29 

 
21  According to Bank of Indonesia, about 83.1 million Indonesians were unbanked and 62.9 million micro, small, and 

medium-sized enterprises were unbanked as of 2019.   
22  Moody’s Analytics. 2021. OJK Sets Out Supervisory Priorities for 2021–2025. 15 January. 
23  Pakistan Microfinance Network. 2020. Pakistan Microfinance Review 2019: Annual State of the Industry Report. 

Islamabad.  
24  The Economist Intelligence Unit. 2020. Global Microscope 2020: The Role of Financial Inclusion in the COVID-19 

Response. London. 
25  Bangko Sentral ng Pilipinas. 2019. 2019 Financial Inclusion Survey. Manila. 
26  Alliance for Financial Inclusion. 2020. The Kingdom of Bhutan’s Financial Inclusion Journey. Kuala Lumpur; P.K. 

Shrestha. 2020. Changing Dimension of Financial Inclusion in Nepal: A Comparative Analysis. NRB Working paper 
No. 50. Kathmandu: Nepal Rastra Bank; R. Roesler and D. Fischer. n.d. Financial Inclusion in Laos and the Evolution 
of Village Bank Pung. Bonn: Deutsche Gesellschaft fur Internationale Zusammenarbeit (GIZ) 

27  Central Bank of Solomon Islands. 2021. Solomon Islands National Financial Inclusion Strategy 3 (2021–2025). 
Honiara; Reserve Bank of Vanuatu. 2018. Vanuatu National Financial Inclusion Strategy, 2018–2023. Port Vila; 
Central Bank of Samoa. 2017. National Financial Inclusion Strategy for Samoa, 2017–2020. Apia. 

28  Unlocking Public and Private Finance for the Poor (UNCDF). 2017. The Gender Gap in Financial Inclusion: What 
Can We Learn from Microfinance and Banking Data? News article. 4 September. 

29 J. Grider. 2016. The Gender Gap in Access to and Usage of Formal Financial Instruments: Evidence from Demand-
Side Surveys in Five Countries. 9 September. Suva: Pacific Financial Inclusion Program. 

https://www.moodysanalytics.com/regulatory-news/Jan-15-21-OJK-Sets-Out-Supervisory-Priorities-for-2021-2025
https://pmn.org.pk/wp-content/uploads/2020/11/PAKISTAN-MICROFINANCE-review-2019-10-12-Updated-Text-Oct-29.pdf
https://www.centerforfinancialinclusion.org/global-microscope-2020
https://www.centerforfinancialinclusion.org/global-microscope-2020
https://www.bsp.gov.ph/Inclusive%20Finance/Financial%20Inclusion%20Reports%20and%20Publications/2019/2019FISToplineReport.pdf
https://www.afi-global.org/publications/member-series-bhutan-the-kingdom-of-bhutans-financial-inclusion-journey/
https://www.nrb.org.np/contents/uploads/2020/07/NRB_Working_Paper-NRB-WP-50-Changing_Dimension_of_Financial_Inclusion_in_Nepal_A_Comparative_Analysis-Prakash_Kumar_Shrestha_PhD-1.pdf
https://www.giz.de/en/worldwide/41279.html
https://www.giz.de/en/worldwide/41279.html
https://www.cbsi.com.sb/wp-content/uploads/2021/04/Solomon-Islands-National-Financial-Inclusion-Strategy3-1.pdf
https://www.rbv.gov.vu/images/Financial_Inclusion/Vanuatu%20National%20Financial%20Inclusion%20Strategy%202018-2023.pdf
http://www.pfip.org/wp-content/uploads/2017/01/NFISS-web.pdf
https://www.uncdf.org/article/2705
https://www.uncdf.org/article/2705
http://www.pfip.org/wp-content/uploads/2016/09/PIRI-DSS-Gender-Blog.pdf
http://www.pfip.org/wp-content/uploads/2016/09/PIRI-DSS-Gender-Blog.pdf

