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Abstract

The terms outreach and sustainability are usedainyrfields of study. The terms are among the mostroonly
raised concepts in microfinance literature as vilHe purpose of this article is therefore, to idtroe the terms
and their application to the academic communityhef finance discipline. The article emphasizesciivecepts,
the measures and existing schools of taught witiarce to outreach and sustainability in microfinance
institutions.
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1. Concept and M easur es of Outreach in Microfinance I nstitutions

Outreachis the depth and width of the major services ofrofinance institutions such as: credit provision,
savings mobilization, micro insurance, money transdnd payment services. It is a hybrid measwaeatsesses
the extent to which a Rural Financial Institutié®H) has succeeded in reaching its target cliemtistae degree
to which the RFI has met the clients’ demand foafficial services Yaron (1997).

(Anne-Lucie et.al, 2005); Yaron, (1997); (Okumu02Z) describe outreach as efforts to extend micaoite
services to the people who are underserved by diahimstitutions. They further describe that oatile can be
measured in terms dfreadth— number of clients served and volume of serviées, (total savings on deposit
and total outstanding portfolio) — depth— the socioeconomic level of clients that MFIs teac

According to Rhyne, (1998), the two most usual espef outreach — of reaching out to the poor He t
literature are its depth and breadbepth of outreach refers to the poverty level of clies&sved, whereas
breadthof outreach refers to the scale of operations d¥l&h

The concept of depth and width of outreach is stillely used in microfinance literature as a measofr
performance of the institutions in terms of outteddowever, Schreiner, (2001), cited in Woller &ahreiner, (
p. 20); argue that outreach should be measurestimstof depth, worth to users, cost to users, widtigth, and
scope. The author proposes this six dimension agprof outreach measures in attempt to fit theeawtn vs.
sustainability debate within the traditional ecomorost- benefit framework. The author further agthat the
six dimensions are the components of the socialevtiiat is supposed to be created by MFIs. Theoadgfines
the six dimensions as follows:

« Depth of outreach: the average loan size broken down by size dimassiverage loan size by itself
is a blunt and possibly inaccurate measure of deptmore useful way to use average loan size is to
break it down into its seven distinct dimensionache of which, as Schreiner demonstrates, can be
measured: dollars disbursed, average balance, teemmaturity, dollars per installment, time between
installments, number of installments, and dollaargeof borrowed resources. Smaller values alonly eac
dimension generally mean smaller loans and poareotyers.

« Worth to users: the clients’ willingness to pay which can be meaduby dropout rate. Repeated
purchases are the best and straightforward wayeefnring worth.

* Cost to users: Cost of outreach: the interest rate charged omsl@ad client transaction costs. In lieu of
actual interest rates, the portfolio yield is a @genand widely available proxy. In lieu of actual
transaction costs (admittedly very difficult toiesite), proxies may be used, such as the avenage ti
spent in meetings per week, the average time asigraie required to travel to conduct financial
transactions, the average time spent completingldha application, or the average time elapsed
between the loan application and loan disbursement.

e Width of outreach: The number and percentage change of clients sefv@da more complete
understanding of breadth, the number and percentagege of clients served should be broken down
by major products lines or product types, such rasrprise loans, consumption loans, savings, and
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insurance.

* Length of outreach: Financial self-sufficiency or some other indicatdrfinancial performance, such
as return on equity, profit margin, or return oBeds, in addition to indicators that suggest instihal
sustainability, such as operational self-sufficignmumber of years of operation, average yearlyngha
in equity (regardless of source), average yearsh ¢mw, portfolio-at-risk, loan write-offs, or ciasner
satisfaction indices. Additional indicators exgligirecognize that financial self-sufficiency isither
necessary nor sufficient for institutional sustiligy, and they give other relevant factors weigt
assessing length of outreach.

« Scope of outreach: The number of different types of loan, savingsuiance and other products
offered broken down by product lines or producetyp

Yaron (1992); (Babandi 2011), suggest that sevEarent measures could be used to measure outiafaah
MFI: i) the value of outstanding loan portfolio aaderage value of loans extended; ii) the amourgaefngs
and average value of savings accounts; iii) théetsaof financial services offered; iv) the numlmdrbranches
and village posts/units; v) percentage of the tatehl population served; vi) the annual growthMifl assets
over recent years in real terms; and vii) womepdsticipation.This approach of outreach measure is almost
similar with the one proposed by Schreiner (20@bjve in that number (i) and (ii) are almost thmedo mean
width and depth of outreach; number (iii) mean gcopoutreach; number (iv), (v), (vii) are talkiafpout the
depth of outreach; and number (vi) is almost theesaoncept with length and width of outreach.

Yaron et al. (1997), proposed the condensed apprémcoutreach measure as follows: (i) clients ataff
outreach; (ii) loan outreach; and (iii) savingsreath. Almost similar but more detail concept optiieof
outreach, as discussed above, are pinpointed bieiBeh, (2002); (Paxton, 2001), as cited in Ded2@07), as
follows:

* The extent of gender composition ( more women giggtion means deeper outreach)

e The urban — rural composition of clients ( the manal, the deeper the outreach)

e Household characteristics ( female headed, largesdiwld size, high dependency ratio, and older
population represent vulnerable groups and if redéhdicates depth of outreach)

e Educational status (illiteracy and low level of edtion indicate vulnerability)

The Two Schools of Taught Regarding Depth and Width of Outreach
The objective of almost all microfinance institut®is improving the wellbeing of the poor throudteit
services; however, there is some disagreementeritérature with regard to the best way of achigvihis
objective and relative benefits of depth and brieaditoutreach. In this connection, (Letenah 200288) states,
“The different perspective on which the MF perforoa is measured has created two opposing but hawing
same goals schools of taught about the microfinamdestry. The first one is called welfarists ahé second
one is institutionalist.” Robinson (2001:22); sgthat microfinance in 1990s was marked by the magbate
between the leading views, the financial systenmmagrh and the poverty lending approach. The twjpma
concepts in this definition, the financial systeapproach and the poverty lending approach, arevelgmt to
width and depth of outreach, respectively.
The pro-poar microfinance approach would rather reach out éopthorest individuals of the society, advocating
thus that depth of outreach is more important &dneving the social objective of microfinance. Tgreponents
of the depth of outreach approach suggest thahtineased transaction cost due to providing sroat$ to very
poor should be covered by subsidies. That meaeasjetty poor should get credit at very low interas¢ or even
interest free loans just in almost similar wayegef work. To this end, Robinson (2001), argues tredit is to
be supplied to the poor mainly targeting the paooéshe poor at below market interest rate. (Late2009 p.
289), describes the views of welfarists as thatassbility can be achieved without financial sel§ufficiency.
He further points out that the welfarists assumeod® as social investors who don’t expect monetaiyrn as
opposed to those of private investors in commefaials. The financial systems approach emphasge -
scale outreach to the economically active poor edmorepay loans and interest from their earningd,thereby
become self — sufficient. Regarding the views eftitio comps, (Schreiner. 1999, 1), describes &l
The poverty approach targets very poor clients vane very costly to serve. Like relief efforts, it
measures success by how well it fulfils the neddhe poorest in the short term. In the poverty
approach, donations cover the shortfall betweerenene from clients and the cost of supply. The self-
sustainability approach targets less-poor clients the fringes of the formal financial system. Like
development efforts, it measures success by havit wepands the frontier of the mainstream economy
in the long term (Von Pischke, 1991). In the setftainability approach, donations cover start-ustso

1 In most literature and in this paper as well, térens poverty lending or poverty approach, pro er@md welfarists are all
to mean the same thing and used interchangeablyrased in relation to depth of outreach; whergastitutionalists,
sustainability advocators and Self - sustainabdfiproach are the same and raised in relatidmetaidth of outreach.
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and fund experiments meant to find innovations thdtice the cost of supply so much that revenue
from clients can cover costs in the long term.
Therefore, the proponents of sustainable microfiraare more interested in opening access to a naitge of
un-served or underserved clients. The concerni®@tthool of taught is on the extent of coveragieeeiin terms
of dollar value and/or the number of clients. Theestion of who should be covered or reached istimet
primary area of interest for this group. Navajaale2000), states, “Breadth matters since the pommany but
the aid dollars are few. According to the breadibid, the microfinance industry should have largales
outreach in order to make a difference in the werfabverty levels. Some argue that shallow depth loa
compensated by the breadth of outreach or that éven more important than depth.” To this end,gébe,
2009), describes the two approaches as follows:
Both camps have a lot in common, including the doeef in poverty reduction as the ultimate
objective. The difference between the two campisstéth the definition of the poor ... while the
institutionalists take the poor as the economicalttive poor (Robinson, 2001) or diverse group of
vulnerable households (Matin et.al. 1999), the aredfs understand the poor as those who struggle on
the margin of survival (Woller et.al 1999), the pest of the poor, in other words, those at or bethes
50" percentile of the national poverty line of a caynt
According to Hulme and Mosley (1996), cited in (MeyNagarajan and Dunn, 2000), serving heterogeneou
clientele has advantage over homogeneous or omyvénry poor. By serving different groups of clients
microfinance institutions can withstand adverseckbaand diversify risks related to the credit. ©Op of that,
the costs and expenses incurred by reaching thyeposr via tiny loans can be covered by the prafhitained
from reaching the wealthier clients. Furthermorbemnever microfinance institutions become eagetttonaself
— sufficiency and work towards that end, their aingtbility become apparent and as a result they temeach
wide variety of clients including the very poorthre long run than those who serve solely the veor phrough
uncertain subsidised loans. They further arguergeathing the non — poor clients enable them ttqiaate in
various programs and even job creating investmgpoiunities for the very poor.
Having clear demarcation between width and depthutrfieach is somewhat difficult. On top of thatmiay not
be as such easy to exactly identify who is the podre served as a measure of depth of outreadhisimegard,
(Okumu 2007), in his study of “Microfinance Industin Uganda: Sustainability, Outreach, and Regoilgti
states:
The concept of outreach is vague as it has proeemet difficult to assess, because it includes
quantitative as well as qualitative aspects. Initidd, the clients that are the subject of assesdgraee
difficult to identify and to obtain their statusoF example when assessing outreach, should it be
measured in terms of the number of clients who ssctiee financial services in general or only the
number of the poor accessing the financial serddéonly the poor accessing the financial services
should be considered, how can they be identified?
A given microfinance institution may increase thaltv of outreach by maintaining its depth or it caso
increase depth by maintaining its width given thare is availability of loanable funds and effiwg in
resources utilization. Woller and Schreirfer p. 12),argue that the two concepts, financial self- sidficy
(width of outreach) and depth of outreach, are matually exclusive, only that achieving the lateak®es it
harder, all else equal, achieving the former. Tiheings of their study suggest that the two aritjp
obtainable given that there is adoption of appadpristrategy such as use of high lending rate, ngaki
productive use of loan officers, paying approprisdtaries, and keeping administrative costs logetieer with
institutional commitment, management leadershigation of appropriate performance incentives, éffec
targeting, product and technologic innovation, &ffee training, or plain hard work. By doing so,cén be
possible to compensate the costs and expensesddduarreaching the dispersed very poor particylerirural
area by the increased width.
The authors of this article believe in reachingyathle active poor (the poor with already starteclsimusiness
or objectively proven willingness to run a smalklmess and able to provide feasible business pladdes not
have financial capacity) via microfinance servicéshe destitute that does not have even propsideatial
location and worry about his/her daily basic neisdsrovided with the credit service, he/she mayiufa daily
consumption; not for productive purpose as histfiamate goal is daily subsistence.
This group of poor need to be assisted by othemmeé welfare programs rather than microfinancerises
particularly credit. The belief here is that it naged a sort of trade-off between the depth anthvatioutreach;
that means, on one hand, not going further dowthdalestitute that does not have the knowhow afycay out
a business, living subsistence life, and needdaidasic needs. On the other hand, disregardingettwith
certain assets that can be used as a collateralboaan be able to borrow from regular banks. &fwee, the
middle portion would be feasible for microfinancedit.
Here it does not mean that the very poor shoufdicoe with food aid and other welfare program#hea this
group should be given various trainings on how doyout business, how to spend their time on prtigdeic

43



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) H-,i,l
\Vol.5, No.21, 2014 IIS E

activities, identifying and indicating certain jilems that match their context (what to do indixdtly and in

group as a business.) They may be provided withl $o@as gradually looking at their ability and lrilgness to

be engaged in business activity. In this connact&hreiner (1999, p. 9), raises the two viewsuifeach as,
“The poverty approach places a very high weightttom poorest and little or no weight on anyone else.
contrast, the self-sustainability approach is meiléing to make trade-offs between the poorest #mal less-

poor.”

2. The Concept and M easur es of Sustainability

2.1. The Concept of Sustainability

The term sustainability is commonly used in manlyeotfields such as environmental science, developme
economics, and agricultural sector developmentiqudatly in the developing world where agricultusethe
major economic sector or covers the vast sharéqn@fGDP of the countries. It is also common ternthia
microfinance industry. In the context of microfiman it is used interchangeably with self — sufficig, financial
self - sufficiency, profitability, financial sustability, viability, financial efficiency, Ledgervaml, (1999);
Johnson and Rogley, (1997); Hulme and Mosley (1,986jisten et.al, (1995); Yaron (1992).

Bell and Morse, (1999), cited in (Degefe, 2007)firdl the term in the context of microfinance as;
“Sustainability of institutions refers to the lonrgterm availability of the means required for thad — term
achievement of goals.” In this definition sustaiiligbrefers to the institution’s ability to contire as a going
concern by providing financial services to a widege of clients who are disregarded by the rediancial
institutions. The goal achievement in this casesduean attaining the major objective for which ithsitutions
are established, poverty alleviation.

According to UNESCAP, (2006:15), cited in (Okumw02), sustainability is defined as the ability bet
organization to meet the cost of the operations lmitd enough reserves for capitalization. Navagas
(2000:335); Rhyne, (1998), relate sustainabilityhwpermanent existence and achieving the stateectig,
poverty alleviation. They further describe susthility as not an end by itself, rather a means roead of
improved social welfare. This means that, the snshdlity of institutions enables them to provide tfinancial
services for wide range of clients on a continubasis and exert sustained effort on the povergvition
endeavour for which they are established.

Chaves and Gonzalez - Vega, (1996), assert thedisability is the institution’s ability to grow anprovide
financial services on continuous basis by the fignresources that they have or by borrowing frother
financial or non — financial institutions basedroarket interest rate. Here again, the argumettiexfe authors
is that the institutions should provide the finah@ervices particularly credit by being free framy subsidy.
The concern here is that subsidies may not be ragaitibut the institutions are supposed to be coatin
Therefore, if there is subsidy injection to theafiigial system of the institutions, their abilitylie sustainable
become under question as subsidies may cease atpmnt in time.

Sustainability in simple terms refers to the longrm continuation of the microfinance program rafitee project
activities have been discontinued. It entails dggropriate systems and processes have been plac that
will enable the microfinance services to be avédlain a continuous basis and the clients contioukenefit
from these services in a routine manner. This alsald mean that the program would meet the needbeof
members through resources raised on their owngitrerither from among themselves or external ssurtn
this connection, Rhyne (1998), states that sudtéenmstitutions enable continuity of services withder
outreach to many people, which is the main objectof MFIs service. The new microfinance agenda
increasingly emphasize on the need to achieveirability of microfinance institution.

Sustainable means repeatable. Sustainability has fages: the sustainability of an institution anthe
sustainability of a transaction. Sustainable trefisas are repeatable. Sustainable institution® hb& structure
and incentives to repeat transactions, Schreir8g)L

Institutional Sustainability

According to Yaron (1997), institutional sustairdbiis necessary to attain a high level of finaci
sustainability and outreach. Institutional susthilitg is possible where there is:

a. A responsive organizational structure which enages participation;

b. A system and a procedure which are client fatusicient flow of information, and sufficientansparency;
¢. A management team capable of translating themzgtion’s objective into action;

d. A system to secure appropriate human, finamgidltechnical resources;

e. Motivated and skilled staff with the ability &fficiently execute and continuously refine and ioye the
operational methodology to better meet the orgaioizal need.

Financial Sustainability
Financial sustainability means that the MFI is ableover all its present costs and the costs iedun growth,
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if it expands operations. It would mean that thel MFable to meet its operating expenses, its firrcosts
adjusted for inflation and costs incurred in growth

Financial sustainability is a tangible parametat aan be measured and monitored continually thr@ugét of
indicator such as return on performing assetsniiig cost ratio, loan loss provision ratio, opgtcost ratio,
donation and grants ratio, operating self - su#ficiy, financial self — sufficiency, and etc.

2.2. The M easur es of Sustainability
According to Degefe (2009), a microfinance instdntis financially viable if it can meet the cogrpunit of the
principal lent with the price it charges. In thigfidition, the author is emphasising on the abitifycost recovery
of microfinance institutions from the interest thelyarge. Of course, the issue raised by the aushihve basic
issue for microfinance institution that strives feustainability. All operating expenses and finahaosts
incurred by the institution during the accountiregipd for which the performance of the institutisrevaluated
should be recovered by the interest income it edfnsm the institutionalists’ point of view the ¢tosnd
expenses recovery does not include any subsidiasnel from any source. The idea here is thateifdbsts and
expenses are fully or partially recovered by subsidrom government or NGOs, that does not meanttiea
institutions are financially and operationally Viefthat means, they are not self sustainable.
Steinwand, (2001) in his study of Credit Risk Masagnt of Microfinance Institutions with referenae t
sustainability concluded that the key to finansiastainability is to charge an interest rate thdtigh enough to
cover operating costs, loan losses and interestagjustment expenses. Therefore, microfinancetinisths
must operate efficiently enough that reasonabfera@dble and competitive interest rates can begethto cover
these costs. These costs and expenses becomedniflaenever the microfinance institutions atteropividen
their scope of services to rural areas where tihentsl are scattered, with poor infrastructure, @uachte
collateral that needs frequent follow — up. Suctiated administrative and other related costs axpkrse
negatively affect the profitability of the institahs which in turn puts sustainability under quastiTo recover
such costs and expenses by charging higher intertesto the rural poor is unaffordable. This fianety enforce
certain microfinance institutions that are concdrabout sustainable services to move away fronnuta poor
and concentrate in the urban areas. The welfadistaot believe in such approach. The increaseds st
expenses due to the nature of existence of thd paoar should be absorbed by some outsider; it lman
government or donors, so that cheap loans can daded to the rural poor. In this regard, Wolénd
Schreiner( ), state as follows:
...but financial self-sufficiency has a potentiadwhside. The oft-expressed fear is that focus on
financial self-sufficiency will divert MFIs’ atteioh and resources away from their core objective of
poverty alleviation and away from their core pooanket. This fear is based on several factors. The
poor tends to be concentrated in harder-to-reactakareas characterized by weak and fragmented
markets for goods and services, dispersed populstiimited non-farm activities, and underdeveloped
infrastructures. These factors imply both relatyvkigh costs per dollar lent and relatively greatisk.
Other factors implying relatively high administnagi costs are the difficulties inherent in identifyi
and reaching poor persons and the heavy delegatith monitoring costs resulting from the lack of
physical collateral (Conning 1999). The lack of siegl collateral in turn implies higher credit riskn
short, delivering financial services to the poocc@mparatively costly and difficult, and is fraughith
risk, none of which bode well for long-term finaalcself-sufficiency. Hence the belief (or fear)ttha
financial self-sufficiency and depth of outreack arherently dichotomous
According to Johnson (1997), most of the well-kngevograms have been operating in subsidies espeaial
the beginning of their operation. In general, stadshow that it is possible to be financially seifficient, if
institutions are able to charge a high interes (asually more than the market interest rate). MWdetermining
the interest rate, several factors must be coremidek balance between what clients can afford ahdtwhe
lending organization needs to earn to cover fubtomust be considered when fixing interest raté dobkt
interest rates are a pre-condition not only fotanability but for exponential growth Ledgerwodi999).
According to Christen, (1995) successful Latin Aiven MFIs, who were able to pay high interest loamas
because they were generating extremely high rdtesturn from extra liquidity represented by lodinerefore,
to reach financial sustainability, MFIs have to rjfeaon effective interest rate that covers all €asturred in
providing financial services to the poor. Both s&voutreach and the quality and volume of lendiaig lsenefit
from positive real on lending rate that coverstthe risk and full administrative costs associatéti lending to
target group. A positive interest rate will enable MFI to pay competitive interest rates on degostiaying
competitive interest rates can simultaneously dateuboth savings mobilization and the volume ofdieg;
since additional deposits can be extended to chalion (1997). Charging such a high interest ratedor
borrowers may not be easy and also may not be tatdeio all people. It needs appropriate policyimmment
and staff commitment.
Financial self-sufficiency in microfinance is pdssi through many factors such as, decrease in éstnaitive
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costs, high rate of loan collection combined witbreased loan size, and the encouragement of anlusaving
(saving mobilization).

Reducing transaction (administrative) cost

Innovative microfinance institutions have been ableeduce their transaction costs to some exi@ns has
been possible by bringing about rapid approval disdursement. In most cases, information requiceddan
approval is reduced and group (in Group based fimienace) or local agents are delegated to makentclie
selection (Otero and Rehyne, 1994).

MFIs shall be able to reduce their transaction césta level that keeps their sustainability. Itynteecome
possible to minimize the administrative cost siigaifitly, if financial institutions (FIs) can relynoNGOs or
SHOs (self help organizations) as intermediarie&déen the FIs and the groups or members Leviti€l§98).

Loan recovery rate

Loan repayment delinquency is recognized as themtiajeat to maintain the value of fund. A higheraf non-
repayment erodes the value of the loan portfolid @tuces income, which undermines the hope okstty
sustainability (Levistky, 1998). Most successfutrofinance institutions have a good record of repayt rate.
Gramean Bank for instance has loan recovery ra@8%f in 1994 (Sarah, 1997). Similarly in most bmahaged
MFls the loss amount 2-3% of the value of the didf It is indicated that, for viable MFI losselsadl not be
more than 5% of the value of loan portfolio (Lekits1998). Ibid

High repayment rate in some microfinance instittgsionas been associated with group formation, close
monitoring and follow-up. Groups have largely bexmsidered as a means of minimizing the risk diifai
through peer pressure. The practical role of giougnhancing repayment however has not yet beem.clain,
(1996) indicated that in many cases group memlyersat responsible for the repayment of unpaidddarthe
group. Rather the purpose of group is more to din Wie development of credit-responsive organinatio
culture by enabling routine repetition of identidahaviour by all members. During the weekly megtin
members have the obligation to do the same kiruesfge, which is meant to keep their commitmentifoely
repayment.

Further to the group formation, higher repaymerg haen possible through client centred system editcr
operation. The high repayment rate in some ingtitushows that poor people are credit worthy amhble of
paying their debt if the credits are based on theigd and if the system of operation considers thesiness
type. The time and patterns of repayment and timé seasons for loan disbursement should considger th
client’s situation and business. For instancehd tlient needs the loan for animal rearing, theayenent
schedule should not be designed to be in a weeldisb

Savings

Studies indicate that savings were the “forgottaif’lof rural finances Robinson (2001). Policy mekend
bankers in many parts of developing world have ldaaght to believe that the poor don't save, casawge, and
do not trust financial institutions, and prefer fforancial forms of savings. In the earlier periodgicro finance
programs were not effective in mobilizing savingpdsits and showed little interest in this regaredgerwood,
(1999) mentioned two major reasons for these. irekedne is the mistaken belief that the poor caisave, and
the second one is due to regulatory constrainicehse to mobilize deposits. Recent microfinangeegrnce
shows that even poor households would deposit theplus in MFIs provided that they get attractinerest
rate, convenience /location (priority and acce8silpi security (the safety of the saving optioand ease of
withdrawal.

To summarize the key to sustainability financiabyto charge an interest rate that is high enowghotver
operating costs, loan losses, and interest andstadgunt expenses. However, MFIs must operate aftigie
enough that reasonable, affordable and compeiittegest rates can be charged to cover these ddstsefore,
long — term sustainability requires MFIs to manadgéinquency, keep their cost of capital low (by iitimimg
savings), rotate their portfolio efficiently, kedéipeir operating costs to a minimum and most impilya set
interest rates to cover all these costs.

The most commonly used methods of measuring financial sustainability are:
a. Sustainability Index (Sl): is expressed as a percent of total cost coverdddmyme in a given period. This
measure depicts the extent to which an MFI is &bleover all its operating and financial costs tsyaperating
income more stringently by its net income (inconfeeratax). Okumu (2007) presents this measure of
sustainability as:

OSS = [[(NLxAvLzxi) (1y)] +Z] = [FINCO + OPCO +LLP]
Where OSS is Operating Self — sustainability; Nlthe number of loans disbursed by the MFI durinfinee
period; AvLz is average Loan Size disbursed dutheysame period; i is nominal lending rate charggdhe
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MFI; y'is rate of default; Z is other income; FINCO igdncial cost; OPCO is operating cost; LLP is loass|
provision.
The above equation of OSS presented by Okumu thescthe ratio of all income (income from operatoml
other income other than operation) adjusted foauleto all costs and expenses. The author fugkemded the
above equation by substituting the NL by NSB + NRBNT. Where NSB stands for number of single
borrowers (those who borrowed once during the §ipectime), NRB stands for number of repeated hesro
and ANT stands for average number of times thatatgal borrower take loans in a defined period ardegnts
the new equation as follows:
0SS = [[(NSB + NRB * ANTxAvLzxi) (34] +Z] / [FINCO + OPCO +LLP]
b. Subsidy Dependency Index (SDI): focuses on the degree to which the program reliesxternal support for
its operation Chavers (1996).
The sustainability index focuses on the amountast covered by revenue, and doesn’t show how mineh t
program is dependent on external fund, whereaddyubependence index shows the extent of selfdaffcy
or dependency of the program. Financial self-soatality is achieved when return on equity, neany subsidy
received equals or exceeds the opportunity coshefequity fund. Subsidy dependency is the invefsself-
sustainability Yaron (1994).
A credit program or institution is self-sustaininghen income exceeds expenditures. When an instituti
providing credit receives a subsidy, it may be pabfe but unable to sustain that profitability.
Subsidies to credit institutions can take severahé:
*  below-market interest rates;
* losses absorbed by the government instead of #tiguithon;
e reimbursements of operating costs;
* exemptions from reserve requirements or forcedsitnaents
The Subsidy Dependence Index (SDI) is a finanaal developed to measure the reliance of an
institution on subsidies. The index measures howmihe average lending interest rate would have to
be increased to compensate for complete and immeedidsidy elimination. The lower the SDI, the
more sustainable the institution. According to Yar(l992a), the following formula is used to
determine SDI:
SDI = Subsidies = [Exm +Afeh+ K-P]
Revenues from lending (LPxi)

Where: E = average annual equity; m = market ister@e; A = average public debt; ¢ = interest debt
paid on public debt; p = reported annual accounpingfit; k = other subsidies; revenue grant and
discount on expenses; LP = average annual outsigtahin portfolio; i = lending interest rate

Reference

Anne-Lucie al.et (2006 Overview of the Outreach and Financial Perforrmammf Microfinance Institutions in
Africa: Feature Articles Microbanking Bulletin,
http://www.griequity.com/resources/industryandisgfieanceandmicrofinance/Africa_Data_Study.pdf.
Date visited 2 November 2012

Chaves, R.A. and Gonzalez - Vega, C. (198&sign of Successful Rural Financial Intermediati@vidence
from Indonesia, World Development 24(1) Core Performance Indicatd Microfinance
http://www.uncdf.org/sites/default/files/Downloaalficators.pdf date accessed 15/11/2012

Christen R. P. et.al (1995Maximizing the Outreach of Microenterprise Finano&nalysis of Successful
Microfinance ProgramsProgram and Operations Assessment Report 10, DISABshington D.C.

Conning, J. (1999utreach, Sustainability and Leverage in Monitoeed Peer—Monitored LendingJournal
of Development Economics

Degefe D. (2007)Microfinance in Ethiopia: Elixir or poisonPhD diss.

Hulme, D. and P. Mosley (1996jinance against Poverty (Volumes | & IDondon: Routledge

Jain, S.P. (1996), Managing Credit for the Rura@orld development 24 (1)

Jonson, S. and B. Rogaly (199F)icrofinance and Poverty Reductio@xfam Development Guidelines, Oxfam
and ActionAid: London

Ledgerwood, J. (199licrofinance Hand Book: Institutional and financiBlerspectivéVashington D.C. the
World Bank

Letenah E. (2009Rerformance Analysis of a Sample Microfinance tugtins of EthiopiaInternational NGO
Journal Vol. 4 (5), 288-289

Mark Schreiner (1999Aspects of Outreach: A Framework for DiscussiothefSocial Benefits of Microfinance
http://www.gdrc.org/icm/ppp/aspects.pdf date ased€)2 November 2012

Navajas, S. (2000)Microcredit and the Poorest of the Poor: Theory aBdidence from BoliviaWorld

a7



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) H-,i,l
\Vol.5, No.21, 2014 IIS E

Development, 28(2), pp. 333-346.

Okumu, (2007)the Microfinance Industry in Uganda: Sustainabili@utreach, and Regulation

Otero, M. Rhyne, E (1994)Principles and Institutions for Microenterprise éince, in New World of
Microenterprise Finance: Building Health Financihistitutions to the PooKumarian Press Inc.: West
Hartford.conn

Paxton J. (2002Depth of Outreach and its Relation to the Sustailitglof Microfinance Institutions. Savings
and Development, Giordaridell’Amore Foundation,

Rhyne, E. (1998): Th¥in and Yang of Microfinance: Reaching the Poor &uwdtainability In: MicroBanking
Bulletin, Issue 2, 1998

Robinson, M.S. (2001}he Microfinance Revolution: Sustainable Financetfe Poor The World Bank and
Open Society Institute: New York

Schreiner, M. (2001)Seven Aspects of Loan Sizdournal of Microfinance, 3(2), 27-48.

Schreiner, Mark, (2002)Evaluation and Microenterprise programs in the it States Journal of
Microfinance

Steinwand, D. (2001)The Alchemy of Microfinance: The Evolution of tihhednesian People's Credit Bank
(BPR) to 1999 and a Contemporary AnalyBisrlin.

UN Economic and Social Commission for Asia and Baeific (2006),Microfinance for Poverty Reduction:
building inclusive financial sectors in Asia andetRacific development papers No. 27, UN Economic
and Social Commission for Asia and the PacifiewNyork.

Woller, G.M. C. Dunford and W. Woodworth (1999here to microfinancetternational journal of economic
developmet 1(1).

Yaron .J (1992)successful rural finance institutionBiscussion paper no.150, The World Bank; Waslaingt
DC

Yaron, J. (1994)Successful Rural Finance Institutions. Finance Bedelopment

Yaron J. (1997) What makes rural finance institutions succe&Sfithe World Bank Research Observer. Vol.9,
No. 1

48



The I1ISTE is a pioneer in the Open-Access hosting service and academic event
management. The aim of the firm is Accelerating Global Knowledge Sharing.

More information about the firm can be found on the homepage:
http://www.iiste.org

CALL FOR JOURNAL PAPERS

There are more than 30 peer-reviewed academic journals hosted under the hosting
platform.

Prospective authors of journals can find the submission instruction on the
following page: http://www.iiste.org/journals/ All the journals articles are available
online to the readers all over the world without financial, legal, or technical barriers
other than those inseparable from gaining access to the internet itself. Paper version
of the journals is also available upon request of readers and authors.

MORE RESOURCES

Book publication information: http://www.iiste.org/book/

IISTE Knowledge Sharing Partners

EBSCO, Index Copernicus, Ulrich's Periodicals Directory, JournalTOCS, PKP Open
Archives Harvester, Bielefeld Academic Search Engine, Elektronische
Zeitschriftenbibliothek EZB, Open J-Gate, OCLC WorldCat, Universe Digtial
Library , NewJour, Google Scholar

e INDEX ({@‘ COPERNICUS

ros I NTERNATIONAL
INFORMATION SERVICES

@ vimsice soumaocs @

£z 8 Elektronische
@O0@ Zeitschriftenbibliothek

open

-

|

o » (..L()R( H()\\\L\I\H{SII\
— UniverseDigitalLibrary —



http://www.iiste.org/
http://www.iiste.org/journals/
http://www.iiste.org/book/

