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l. INTRODUCTION

The Foundation for International Community Assis&(FINCA) is delighted to send this final
report documenting FINCA International’s accomphisnts made over the 4 year project
entitled “Bottom-Up, Free Enterprise Solutions Eording Poverty.”

The various benefits of free enterprise have beshdocumented by the John Templeton
Foundation. Despite recent challenges in the firhmearkets, most economists agree that
market liberalization is generally positive, bringieconomic improvements to the greatest
number of people. Free markets are more efficieam state-controlled economies, leading to
increased profits to poor nations when they foqusheir comparative advantage. Markets create
jobs and wealth, ultimately reaching the poor & fibrm of higher wages, improved social safety
nets and a stable economic environment.

This project proposed thaee enterprise from the bottom-ugepresented by the global
microfinancé movement—has already created the largest andubigiitous enterprise-based
solution to poverty in human history. Since the 18980’s, hundreds of microcredit programs,
collectively channeling several billions of dollansloan capital, have already doubled the
incomes of over 100 million of the world’s pooréasmilies. Moreover, this movement, and its
financial and social impact, is fast expanding.e Microcredit Summit Report revealed that
microfinance institutions are now reaching 106 imillclients around the world each yéaThis
is precisely the “missing half” of the story thaNIEA wants to help the Templeton Foundation
tell in order to convincingly make its case for trensformative potential of free enterprise to
end poverty.

FINCA International is a microfinance organizatitiat supports “bottom up” free enterprise by
providing financial services to poor microentref@ers in order to help create jobs and improve
livelihoods. Currently, FINCA International servegents in 21 countries throughout Africa,
Eurasia, the Greater Middle East, and Latin Amei&milar to the rest of the microfinance
industry, FINCA has seen extensive growth in tts¢ lew years, expanding its outreach from
approximately 380,000 clients at the onset of pihggect in 2005, to nearly 725,000 clients at the
close of the project in 2009, representing nead@@% growth over four years.

The collective impact of the wealth creation getestahrough FINCA’s work not only affects
microentrepreneurs themselves, but millions ofagnts’ family members. In serving and
empowering our clients, FINCA also demonstratethéorest of the world the tremendous
“double bottom line” value generated by microfinanQuantifying the financial and social
returns to making a loan to individuals long igriblegy traditional lenders requires assessing not
only the economic benefits to clients, but also plax social benefits like enhanced decision-
making power and educational opportunities forntkefamilies.

! The business or policy of making microloans to ingrished entrepreneurs. Also calmétrolending. and
microfinance. These loans can start as low as $50-100 per berrow

2 The Microcredit Summit Campaign, State of the Caigip Report 2009.
http://www.microcreditsummit.org/state_of the caigpareport/



FINCA research conducted over the past 6 years shimat microfinance leads to higher
incomes among poor microentrepreneurs, helps tdejebs in local communities, and leads to
other benefits such as children staying in schadlimmproved health among family members.
Over the course of this project FINCA conducted ovel6,000 interviews with poor and

very poor clients residing in 33 countries aroundhe world on four continents. FINCA has
worked to overcome the many barriers to measuhagffects of “bottom-up free enterprise” by
creating a “clearing house for microfinance res@area specialized entity designeddatalyze

a strategic breakthrough in public awareness of] &mding for, the global microfinance
movement.

Thanks to the generous support of the John Templdandation, FINCA has pioneered social
data collection best practices through a reseaaimblogy that measures the standard of living
and social well-being of self-employed microentegp@urs around the world. Moreover,
FINCA's revolutionary approach to, and thought ke@thip in, measuring its clients’ standard of
living has spurred the industry to prioritize thadlection, storage, and analysis of social
performance data. We are delighted to share thjegits successes with you through this final
report.

. PROGRESS AGAINST OBJECTIVES

The “Bottom-Up, Free Enterprise Solutions for EmgdRoverty” project included four
components, each linked synergistically with theeothree: (1) Strengthen Poverty Research
Capacity, (2) Data Warehousing, (3) Annual Rese8sahposia, and (4) Microfinance Industry
Advocacy. For each of these four components, we kagcribed our progress against
objectives and the areas in which FINCA has exdedean industry leader and catalyst.

Component 1: Strengthen Poverty Research Capacity

Since 2003, the Templeton Foundation has supp&ite@A in cost-effective data gathering on
our clients through the use of the FINCA Client éssment Tool (FCAT). The FCAT is a
comprehensive 30-45 minute survey used to coligetmationally comparable information
about clients’ business activities, financial prody expenditures, assets, household
demographics, and satisfaction with FINCA. Providanreliable profile of existing and new
clients, it presents a snapshot of FINCA'’s clieartd the impact that FINCA is having on their
lives. Researchers interview clients and inputeasps directly into a handheld Personal Digital
Assistant (PDA) device, allowing for easy data apling and analysis at FINCA headquarters.
(See Appendix 1 for a copy of the 2009 FINCA Clidssessment Tool).

Under this component, FINCA successfully expande&IiNCA Client Assessment Fellowship
program to ramp up data collection within its netikvof 21 Affiliates, while also working with
other “replicator” microfinance institutions to itnethem on data collection and expand social
performance measurement within the industry. Overcourse of this project, oveé6,000

client interviews were conductetdy more thari00 Client Assessment Research Fellows

33 countriesthroughout the world, consisting ofer four million data points collected that
depict the social and financial status of our ¢Beand their familiesTable 1 below shows
where the research was carried out.



Table 1: Organizations participating in FCAT Reseach

Country Organization Years conducted
Afghanistan FINCA Afghanistan 2006
Armenia FINCA Armenia 2006, 2008
Azerbaijan FINCA Azerbaijan 2006, 2008
Brazil CrediAMIGO 2007, 2008
Cambodia Thaneakea Phum or TPC 2007
Colombia Microempresas de Antioquia 2008
Democratic Republic of Congg FINCA DR Congo 2007
Ecuador FINCA Ecuador 2007, 2008
Egypt Dakahlya Businessmen’s 2007
Association for Community
Development (DBACD)
El Salvador FINCA EIl Salvador 2006, 2008
Georgia FINCA Georgia 2006, 2008
Guatemala FINCA Guatemala 2007, 2008
Guatemala Friendship Bridge 2006, 2007, 2008
Haiti FINCA Haiti 2007
Honduras FINCA Honduras 2006, 2008
India Microcredit Foundation of 2008
India
India SKS Foundation Ultra-Poor | 2008
Program
Jordan FINCA Jordan 2008
Kenya Yehu 2006
Kosovo FINCA Kosovo 2007
Kyrgyzstan FINCA Kyrgyzstan 2006, 2008
Malawi FINCA Malawi 2007
Mali Savings for Change 2007
Mexico FINCA Mexico 2006, 2007, 2008
Mozambique Caixa Comunitaria de 2008
Microfinangas or CCOM
Nicaragua FINCA Nicaragua 2007, 2008
Peru FINCA Peru 2006, 2008
Russia FINCA Russia 2007
Rwanda Rwanda Microfinance 2008
Limited (RML)
Tajikistan FINCA Tajikistan 2006, 2008
Tanzania FINCA Tanzania 2006, 2008
Uganda FINCA Uganda 2007
Ukraine HOPE Ukraine 2008
Zambia FINCA Zambia 2007

All of the replicator MFIs that FINCA worked withalte missions and visions in line with

FINCA'’s, and either offer innovative services, &trghronically underserved demographics or




have pioneered operations in countries with immeesel for microfinance services. Many of
these replicator MFIs, trained in the FCAT methodgl have continued to work with modified
client assessment tools and intern surveyors tetoact their own social performance
management system.

Each summer, the client data is analyzed and dicpaating Affiliates and replicator MFls
receive both a preliminary and final report basedh® key findingsFifty-one presentations

were delivered to field staff and managemerntighlighting preliminary descriptive analyses of
the data. The data is then further checked forracguand validity and analyzed by FINCA'’s
Research Team Headquarters in Washington, DC.aA dabtwenty-five Affiliate-level and

two regional reports have been disseminated to trentire FINCA Network , exploring
additional analysis carried out by FINCA'’s reseatedim (see Appendices 2 and 3 for examples
of an Affiliate-level and regional report). Threeepentations were also made to FINCA staff
and Management Team at Headquarters highlightimirfgs across the Network.

Both the financial and social indicators collectesihg the FCAT provide FINCA and the
microfinance industry as a whole with a more corhprsive understanding of how
microenterprise supports poverty alleviation arotivelworld. The data collected not only
documents how free-enterprise helps the poor, Isatreow the poor use microfinance services
to help themselves and how microfinance servicasetter serve their needa. full

description of FINCA's research findings is include in section 1l of this report.

As a leader in social performance measurement, RIN€Committed to ensuring that the FCAT
continues to accurately measure client povert0@7, the FCAT survey underwent a rigorous
testing and questions were reworked to be moraggeQuestions were redesigned to agree
with those used in international surveys - the hgvStandards Measurement Surveys and
Demographic and Health Surveys, among others khaad-INCA could directly compare
standard of living along a variety of dimensionshte measures from the surveys. Since then,
the FCAT has undergone similar review on a yeaalsiss Although minor, these updates ensure
that FINCA's survey questions and data collecti@thndology continue to be in-step with
industry best practice and continue to meet rigeiatistical standards. The most recent
version of the FCAT, updated in 2009, can not drdypenchmarked to leading international
surveys, but is also tailored to local contexts neHNCA works.

In the spirit of catalyzing the strengthening af thdustry’s research capacity, FINCA has
focused much of our efforts over the last four gear thedevelopment of rigorous research
methodologies and reporting standardshat complement the comprehensive nature of the
FCAT. Each summer, Fellows undergo a five-day ingjirat FINCA Headquarters in
Washington, DC, The training includes the followicantent modules:

-Module 1: Introduction to FINCA and Client Assesnt Data Collection

-Module 2: Interviewing Best Practices

-Module 3: Surveying with a Personal Digital Asarg (PDA)

-Module 4: Data Cleaning and Management

-Module 5: Quantitative Data Analysis and Repaytin



FINCA has also taken adopted a “two stage clustenpding approach” in order to ensure that
sampling plans are developed according to stringesit practice requirements. This
methodology, evaluated for validity and approvedalprominent member of the academic
community, gives every client an equal probabiitypeing surveyed. Moreover, the
development of an easily maneuverable sampling lEmpllows for the random generation of
a client sample and ensures as much as possiblalitpaograms use the same methodology to
select their sample.

Building on the success of FINCA'’s Client Assesstiigol, in late 2007 the Research Team
responded to requests from the field to expand AN@ssessment capacity to inclutieee
Customer Relationship Management (CRM) Tools: (1) tandard of Living, (2) Client
Retention, and (3) Loyalty and Satisfaction, whiclwere piloted across three continents in
FINCA'’s programs in Kyrgyzstan, Mexico and Uganda (See Appendices 4, 5, and 6, for
copies of each tool). The three tools can be adit@red as stand-along surveys and be tailored
to meet local needs, facilitating faster and dedahquiries. In addition, by implementing these
surveys together, FINCA can better acquire, redaith partner with FINCA clients to create
superior value for the organization and our clients

FINCA also developed @RM Training Toolkit that was launched at the Q1 Latin America
Regional Meeting in February, 2009 and at the Q3 Easia Regional Meeting in

September, 2009The Toolkit will be launched in Africa in early 201(For Toolkit Table of
Contents, see Appendix 7). The Toolkit is a resetocbuild local Affiliate capacity to collect
on-going social data from clients on a regular ©iadtimately enabling them to better use data
to understand their clients. In addition to theethCRM surveys, the Toolkit offers a step-by-
step plan to initiating the CRM process accordmbest-practice, while accounting for many of
the real-life challenges that Affiliates are likeb/face working in the field.

FINCA continues to leverage the FCAT Fellowship &RM pilot to implement client
assessment studies around the wdflNICA Affiliates in the Democratic Republic of Congp,
Mexico and Nicaragua have taken the initiative todad the FINCA Network in the

collection of panel data’ Historically, the microfinance sector has beentaiin its ability to
assess its programs because it has not had theityapaaccurately measure impact over time.
By collecting the same data over several periagiearchers are able to estimate the effects of
FINCA'’s program and products by identifying treridat have developed after the
implementation of the program. The collection oh@ladata will also allow the industry to
address numerous issues in the statistical or eapanalysis of the data, such as taking into
consideration omitted variables.

Component 2: Data Warehousing

As FINCA began collecting data on its clients tlgbhahe FCAT in 2003, we soon realized that
the volume of information gathered on our clientauld quickly become a flood of information
that could overwhelm FINCA'’s data storage, procegsand analysis capacity. Data collected
but not used is a waste of time and resourcesa hat takes months to process, analyze and

® Please note that the DRC, Mexico and Nicaraguan€Assessments were not funded by the John Tesmplet
Foundation.



report back to Country Directors is also of quesdiale utility. In order to be the most useful,
FINCA realized that the data must be availablesad time to people making program decisions.

Under this component, FINCA proposed to solve @iaananagement problem by developing
data warehouses that could not only store all @icttent data collected, but also offer a real time
means for FINCA to query client information and esggate data points to quickly discern
important client trends. This strategy ensuresttimticcelerated flow of data (made possible
through the activities of Component 1) is efficlgrdtored, processed, analyzed, and reported
out in a timely fashion. FINCA's first objective this component was to createiaternal data
warehouse for storing important social performashata about all of our clients across all of our
21 Affiliates. Secondly, FINCA proposed to work wihe Microfinance Information eXchange
(MIX), a scoring and reporting agency for the mfarance industry, to develop axternaldata
warehouse that would house information from MFtuad the world, providing a wealth of
social performance information to the microfinanmu#ustry, including donors, investors,
researchers, and other industry stakeholders.

Internal Data Warehouse

The FINCA Research Team worked with BaseLine Caimguand Actualize Consulting, both
experts in data warehouse and business analyticedbgies, to design the internal social
performance warehousghe Structured Query Language (SQL) data warehouséSQL

Server 2005) currently holds millions of data poing from thousands of FINCA Client
Assessment Tool client interviews realized from 2@0to 2009,along with social performance
data from additional research projects. The arctute includesundreds of tables that allow

for the easy creation of static reportsin addition to key documentation such as a bssine
requirements guide and a data dictionary. The FINR&&earch Team has also been extensively
trained on the architecture of the data warehoodeoavns an in-depth manual on its operations.

With the Social Performance Data WareholdBCA has the capacity to pull clean, secure,
reliable data that can easily provide data for quesons that were previously unanswerable.
The normalized trend analyses and the powerfuki®timaking tools available through the
warehouse allow us to easily focus on trend amglysading and lagging indicator
categorization, among other analyses. We haveapacity for hundreds of indicators in a
single record and are no longer restricted byith&dtions of other data analysis software.
Moreover, the warehouse has vastly freed up vaduiabiman capital previously allocated to
manually combining and sorting data. The easibeasible data comparisons allow FINCA to
better tailor financial products to meet the negfdspecific clients.

FINCA'’s social data warehouse also allows us twipiewa greater level of relationship
complexity between data points. Specifically, thdEA Research Team has begun to examine
relationships between client standard of livingj(@ccess to water, household expenditures,
health care and insurance), client business (mglagees, type of businesses) and demographic
information (e.g. gender, age, marital status, atioc and literacy) on every person that lives in
the client household, providing a level of granifeand complexity which has heretofore been
inaccessible. By gaining a comprehensive understgraf the entire household, rather than just
one client, FINCA expects to better enable cli¢ntsucceed with their loan disbursements
beyond the client, ultimately impacting a broadexup of people.



The new level of detail that FINCA is able to presas a result of the data warehouse initiative
has proven beneficial for operations both at tHéGA Headquarters and Affiliate levelsor

the first time, FINCA Headquarters has the capacityto understand how clients are
progressing, across hundreds of indicators. Moreovgethe data is comparable across time
and Affiliate within the Network, providing a compr ehensive snapshot of FINCA'’s

outreach.

We expect that the information processed may Bveh more value for Affiliates, as it shows
them the precise expenditures, education levetgudps, business experience, and business
style, etc. of their clients. This information da@ leveraged to help clients target their
businesses, help them meet health care insuraeds,na undertake new initiatives to speed
business development and target even poorer clients

Industry Outreach: External Data Warehouse

FINCA’s commitment to the storage and processingpafal performance data reaches far
beyond the capacity of FINCA's data. In an attetoptonsolidate efforts and maximize synergy,
FINCA partnered with the Social Performance Task Foce (SPTF) and the Microfinance
Information eXchange (MIX) to push forward the agerda of developing a coherent and
social performance framework.The MIX, identified as the appropriate industryatiaghouse
for social performance reporting, developed the&@derformance Standards Report to collect
information on the 22 core indicators selectedigy$PTF to measure social performance (See
Appendix 8 for the Social Performance StandardsoRgpro date, 192 microfinance institutions
are reporting on social performance to the MIX Maylncluding 11 MFIs from Africa, 39 from
Asia, 44 from Eastern Europe and Central Asia r@hfLatin American, and 20 from the
Middle East and North Africa.

\
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The Social Performance Standards Report measures thoprocess-based and client level
indicators of social performance in order to measuwu the entire process by which social
impact is created.The framework begins with the intent of an ingidn and measures the
effectiveness of its internal systems and actiwitiremeeting these objectives, as well as the
outputs and outcomes related to these objectiviisnalely, the framework aims to measure a
MFI's success in positively effecting changes ie lies of its clients.

Part | of the Social Performance Standards Repoltides 13 indicators that depict a MFI's
mission, products and services offered, socialaesibility to clients and to staff. Part Il is
slightly more complex and includes 6 indicatord ihastrate employment outreach, social
responsibility to community and to environment, @hddren education. The 3-indicator
Poverty Measurement is significantly more compled & used to measure the social
performance of a MFI. While MFIs are encouragetefmort on the framework in its entirety,

few MFIs have the comprehensive client assessnaatricessary to do so, and are allowed to



complete a partial repofEINCA looks forward to being one of the few initial participants
with the capacity to report on 100% of the metricancluded in the framework.

In November and December 2007, three FINCA Affdgjoined over 50 microfinance
institutions in the pilot test of the SPTF’s socradicators. Since its successful test, the
microfinance community has been abuzz with disamsgegarding the industry’s newfound
social performance data warehouse and Report. FIBi@iAthe MIX have been broadcasted at a
number of prominent events including #henual Small Enterprise Education and

Promotion (SEEP) Network Conference Powering Connections- regarded by many as

the premier venue for microfinance and microenterpise practitioners to share their major
activities with the industry (2007, 2008, 2009FINCA has also presented in conjunction with
MIX at the Imp-Act Consortium training on SocialrRemance and the Women Advancing
Microfinance (WAM) plenary discussion. In June 2008 was also awarded a generous grant
by the Michael & Susan Dell Foundation to substdiytunderwrite the first three years of its
Social Performance Standards Development Program.

In an exhibition of its ongoing commitment to sdg@arformance at all levels of operations, the
FINCA Board of Directors has sent out a directiveall 21 FINCA Affiliates to measure the
poverty levels of our clients. With data from approately 20,000 clients on record from six
years of FCAT client assessment research, FINCé&iational is in the process of populating
the MIX’s social reporting framework and provididgta to the MIX on their mission, products
and services offered, social responsibility tordiseand staff, and client outreach. FINCA is
extremely honored to participate in the enhancemkfihancial and social performance
transparency on the part of MFIs and looks forwardontinuing to hold the industry to its
commitment to social performance measurement.

Component 3: Annual Research Symposia

In this component, FINCA set out to leverage thigue insight that the Client Assessment
Research Fellows obtain during their five to terekgecarrying out in-depth client interviews in
the field. Through the FCAT reporting template\ERA already received detailed analysis on
key findings from the assessments. However, we dhtpencourage Fellows to continue
reflecting on their field experience, to revisiettlatabases, and prepare a research monograph
that documents additional key insights. In ordeddcso, FINCA developed a monograph
competition that culminates in an Annual MicroficarResearch Symposium. In addition to
attracting attention to microfinance-related reskavithin academic circles, this was the ideal
forum in which to foster further interest in miareince among students. Through this initiative,
we hoped to expand the public’s understanding gpdegiation of the microfinance’s

industry’s need to further explore the concrete snemment of social performance.

FINCA proudly cosponsoredfour Microfinance Research Symposiantitled: From Field

to Function: Harnessing Social Data to Empower Chgawith the following distinguished
university programs: Johns Hopkins School of Adwahimternational Studies (SAIS) (2006),
Master of Science in Foreign Service (MSFS) progaai@eorgetown University (2007, 2008),
and the International Development Program (IDEV3ALS (2009). Each Symposium saw
successive growth in attendance rates, with a odtaearly600 students, industry leaders,

and practitioners participating in thought-provokin g discussiorregarding the microfinance



market, adaptation to clients’ needs, and apprtnaeasures of impact. Between 2008 and
2009 alone, the symposium saw a 40% increasednds#hce rate3.hree career events were
carried out in conjunction with Women Advancing Microfinance (WAM), including two
“Careers in Microfinance” panel discussions and frareer fairs.

Each year, student researchers are given the ajitgrto use FINCA's client data to evaluate
FINCA'’s programs and the microfinance industry wide variety of unique way&ach year,
dozens of monograph proposals are submitted and eated by a panel of external
reviewersselected from academia, microfinance, and the tangernational development
community. The competition has increased signifigamwith over five times as many
submissions from one year to the next. Reviewentscpzate in the scoring process and winning
papers are selected for excellence in the choiddraatment of the research topic, research
methods, data analysis, findings and conclusi@wring criteria are included below:

Scoring Weight Area
10 1) Quality of the Executive Summary
10 2) Number and Quality of the Citations
3) Soundness and Clarity of the Research
10
Methodology
10 4) Soundness and Clarity of the Findings
10 5) Quality of the Conclusion
6) Clarity and Applicability of the
10 .
Recommendations
40 7) Overall Quality
Total = 100

In addition to monetary awards, the authors ofwrning papers are invited to present their
findings at FINCA’s Annual Research Symposium, veltep experts in the field provide
commentary and questions in the form of a paneudsion. Distinguished speakers and
panelists who participated in the Symposia incluieector of the SAIS International
Development program and renowned developmentalogaist, Dr. Francis Fukuyama; Dr.
John Hatch, Founder of FINCA; John Kline, Professfidnternational Business Diplomacy and
former Director of the MSFS program at Georgetovw8csool of Foreign Service; Lawrence
Yanovitch, former Senior Program Officer for FineiServices for the Poor, Bill & Melinda
Gates Foundation; Dr. Michael Morfit of the Intetinaal Development Program at
Georgetown’s School of Foreign Service; Peter WrRxigsident at Wall's Street Advisor
Services and former Executive Director of the MDamdet; Rupert Scofield, President and
CEO of FINCA International; William Tucker, Execu# Director at the SEEP Network. All
presentations and select video clips of the evenpasted on FINCA'$/icrofinance Research
Symposiavebsite (see link), and have generated a signifiesponse in the community.
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The electronic posting of the
event offers long-term and
widespread access to the
Symposium’s discussion for
those who were not able to attend
the event itself. Also, materials
have been distributed through
FINCA'’s e-newsletter and to the
online community of supporters
on Facebook, MySpace and
Twitter, bolstering continued
discussion on research in
microfinance and the other
themes covered. The success of
this electronic networking
inspired FINCA to rely solely on
an electronic dissemination of
FINCA'’s research publication.

! "# S# % &

FINCA is extremely excited to recognize the yearsftnard work and support of

microfinance research in our publication,Inspiring a New Generation: FINCA's Research
Fellows Program and Insights from the First Four Yaes. Encompassing the work of
numerous authors and produced with the suppow@ttbnsultants, FINCA'’s publication
features the winning monographs from 2006 to 20092006, the winning monographs
highlighted: “Identifying Complementary ProgramsMaximize Impact” by Julie Humberstone
and Jennifer Singer, “The Varying Economic Impédad¥iacrofinance” by Brock Smith, and
“Microfinance and Poverty Alleviation: MeasuringetEffectiveness of Village Banking in
Haiti” by Sara Murphy. The 2007 winning monograjpiduded: “Microfinance in Eurasia —
the Gender Dynamic” by Aviva Kitnick and Sheela éhhlia, and “Mission Alignment and
Poverty Outreach: Case Studies in Latin AmericaMayiellen Jewers.2008 monographs
showcased: “Analysis of Job Creation within the Blag Sector” by Thomaz Almeida,
“Fighting Poverty through Microfinance — Analysistbe FINCA Client Assessment in Latin
America” by Ya-Ting Chuang, and “Cross-SectionabAsis of FINCA Client Data” by Jordan
van Rijn. Finally, the 2009 winning monographs utgd: “Prevention through Prediction: A
Quantitative Approach to Target Client Churn” bydkaLiassou, “Those Who Leave and
Those Who Remain: A Review of client Exit in FINGAexico” by Benjamin Rae, and
“Capitalizing on Remittances: FINCA Latin AmericachRemittance Product Design” by Yulya
Spantchak.

* Please note that the original titles are beingl iis¢his report.

® Each year there are three winning monographs. Memyéhe third winning 2007 paper, “Combining Ctealith
Care: Integrating Health Services and Microfinanog’Lauren Kunis is not included Inspiring a New
Generation: FINCA'’s Research Fellows Program ansidghts from the First Four Year$his paper focuses on
non-FINCA data from a replicator MFI in Peru, owdrich we have no ownership. We regret the neceséitlye
omission, and wish to take this opportunity to oagain congratulate the author.

® Monographs and authors are listed in the orderich they appear imbpiring a New Generation: FINCA’s
Research Fellows Program and Insights from thetFsur Y ears.



The publication also shares FINCA's story of theedlepment of the FINCA Client Assessment
Tool and the microfinance industry’s efforts to qdately measure the second double bottom
line—social performance. This long-awaited complatalso includes an inspired forward
written by John Hatch, Founder, FINCA Internatioaadl is available in Appendix 9 as well as
electronically atnspiring a New Generatiofsee link).

By encouraging the further analysis of social penfance data by students and young
professionals, FINCA provided a forum for hundreéipractitioners and other industry
stakeholders to dialogue about the importance eégp data collection and analysis.
Specifically, through our Annual Research Sympasid our publicationnspiring a New
Generation FINCA is confident that we have not only furthebieur understanding of our
clients, but inspired others in the industry torsHassons learned. Only through the continual
expansion of its research capacities will the niinemce industry successfully expand its
ability to demonstrate the impact that its servicas on our clients.

Component 4: Microfinance Industry Advocacy

FINCA has long been a leading advocate for the p@ivenicrofinance to eradicate poverty and
create change from the bottom up. We understandeée to actively campaign for
disseminating research findings to, and sharinglzetes with, policymakers, think tanks,
corporations, investors, donors, students, reseeschnd the general public. Despite the fact
that microfinance has demonstrated itself to beadribe most effective instruments to leverage
individuals out of poverty, it remains starved éapital. This component was dedicated to
advocacy work in four main categories in orderxtpaand appreciation for bottom-up free
enterprise: academic, donor and investor, govertjraed industryEvery year since the

launch of this project, FINCA has surpassed targetfor presentations made at conferences
and forums as well as those for meetings with keyoficy makers and investorsThese
achievements have only spurred FINCA to continusdiyhigher standards for itself.

DESCRIPTION Year 1 Year 2 Year 3 Total
Outreach
Microfinance workshops at universities
(class presentations, presentations at 26 30 39 95

conferences and forusm, and career fairs)
Presentations at industry conferences and

forums ! > 15 21
Meetings with key policymakers 19 17 17 53
Meetings with key investors 16 20 83 124
TOTAL OUTREACH 68 2 159 299

Academic Advocacy

During the project, FINCA management has taught fou microfinance courses at

prestigious universities in Washington, DC.During the first quarter of this grant, FINCA
Founder John Hatch taught a course to twelve destictudents at Johns Hopkins SAIS.
Although Mr. Hatch has since retired, his legacy bantinued on. In the fall of 2007, Rupert
Scofield, FINCA President and CEO, began teachmgralergraduate microfinance course and
Andreé Simon, Deputy Director, taught an advancemlafinance course to graduate students,
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both at Georgetown University. By the end of batbf@ssors’ courses, students were able to
describe the role of microfinance in the finansi@lvices sector; the profile of the average
microfinance client; the range of providers of rofanance services; the role of government in
developing microfinance; and the principles of miftrance performance management. Both
Mr. Scofield and Ms. Simon continue sharing thejpertise with inspired youth at Georgetown
University. See Appendix 10 for a copy of Mr. Setdis syllabus for the course.

In addition to the many hours spent teaching to then classes, Mr. Hatch, Mr. Scofield, Ms.
Simon, and many other FINCA staff have taken itruffeemselves to reach out to students
across the country in a variety of forums, inclydijob treks,” guest lectures, and student-
oriented microfinance workshops, and conferencesl ¢ypes. Each year, FINCA dedicates
more staff hours to stimulating young minds, insieg from approximately 26 university
workshops in Y1 of the grant to over 39 in ihousands of students have been inspired by
their words in a variety of venues, from presentatins to small groups in FINCA'’s
conference room in Washington, DC to microfinanceanference venues at universities in
front of hundreds of individuals.

Under the guidance of the Templeton FoundationJAN Research Team has also been very
active in bringing interns to work closely on resd#eand policy activities. In 2005, the
Research Team launched a student intern initi&tnosvn as Data Analyst Interns. These
researchers work remotely to analyze FINCA'’s cldgtia collected through the FCAT to
highlight key issues of interest, such as clientfgecurity, education levels, or daily
expenditures. In the first semester alone, FINGA&Sf mentored 30 students in the analysis of
client dataSince then, over 100 interns have volunteered thoarisds of hours of time to
promote poverty outreach in microfinance.

In the spirit of student advocacy, every fall FING#ites its summer FCAT Research Fellows
to participate in a presentation to staff and keymhers of management at FINCA International
headquarters in Washington, DC. During the firssgm, Fellows present their key findings in
a brown bag session to the staff at large. In ¢oersd closed session, the Fellows meet with
FINCA’s management team, including President an@@&ipert Scofield and Founder John
Hatch, for an in-depth discussion. They are givendpportunity not only to discuss their
findings, but to reflect on the experience of beangINCA Research Fellow. Presentations are
also distributed throughout FINCA'’s Affiliates sell staff can review results from each of the
assessment locations.

Beginning in 2005 the Research Team also beganimgpviith more formalized teams of
students, or “capstone” teams. Throughout the y&dRCA has had the pleasure of working
with over ten teams from prestigious universitiasjuding the Heinz School of Public
Management at Carnegie Mellon University, the Ursitg of California Los Angeles’
Anderson School of Business, Georgetown’s McDondbgfool of Business, and the Wharton
School of Business at the University of Pennsylaaihese teams work closely with FINCA
Research staff to develop and realize projectarthér FINCA’s mission. Capstone projects
vary considerably depending on FINCA'’s needs a$ agethe strengths and interests of the
capstone team members. However, some highlighiisdedhe validation of the FCAT by
testing which indicators were the most rigoroupriedicting poverty levels and measuring
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improvements in client well-being and the operadi@ation of customer relationship
management at FINCA.

FINCA's role in academic advocacy does not end withcompletion of a Fellowship or
internship position. Instead, FINCA has continuemtking closely with students as they return
to their colleges and universities to help enshat their enthusiasm for microfinance spreads to
fellow students and faculty. In response to requiEstn many former interns and students in
the area, in 2006 FINCA developed a website exjyreesigned to generate student interest
and participation in the microfinance movement. iftiermation available on the website
aimed to empower university and youth groups tabecmore involved in the microfinance
community through instructive tools on how to stampus groups and links to microfinance
organizations and events. Since then, FINCA hagedbclosely with student groups from
around the nation to replicate Georgetown Univegisinicrofinance club’s extremely
successful model. Participating colleges and usities include Harvard University, the George
Washington University, the College of William andai, Boston College, and Pepperdine
University, among others.

Research Fellows, interns, and microfinance cli#h& lseen significant recognition for their
efforts inside and outside of their academic comitrag) In 2006, Roberto Valdez’'s work as a
FCAT Fellow was featured in the University of Arimds School of Public Administration and
Policy, Eller College of Management’s monthly nesttdr. In October 2007, another former
FCAT Fellow joined Natalie Portman, FINCAAMbassador of Hop®n her University Tour,
sharing his experience as a FINCA Fellow at an eae@olumbia University.

In 2008 FINCA offered Fellows an exciting opportiyrto share their experiences from the field
with thousands of supporters through the “Blogdnogn the Field” initiative. Eight Fellows
were recruited to submit at least four blog repdusng their time abroad, giving new and
potential stakeholders a fresh window into FINCArsthe-ground efforts. Content was based
on the Fellows’ personal experiences, with the gbalroviding personal insights on working in
a developing country, and did not include the raépgrof data from the FCAT interviews. The
semblance of a two-way conversation between sta#tersoand young, credible, and energetic
ambassadors for FINCA benefited both the next geiwer of leaders in the microfinance and
broader social action sectors, as well as FINCAiendommunity of supporters. Blogs can be
found online aBlogs from the Fieldsee link).

Donor, Investor, Government and Industry Advocacy

In addition to engaging students in the microfiradiscussion, FINCA has continued to play
an active role in the microfinance industry anddiegelopment community. In 2005, Anne
Trenolone, Senior Policy Advisor/Public Policy Mgea, was nameBINCA'’s “microfinance
industry advocate.” In this role she was tasked with following key pglirends with
microfinance initiatives and uniting governmentiatls, private leaders, investors, and donors
round these issues.

Since then, FINCA has fostered numerous relatigussivith donors, investors, and government

agencies committed to helping the world’s poorestepreneurs=INCA staff has presented
keynote addresses and served as panelists to shnelings and case studies at
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approximately 27 industry conferences and forum#n the past three yeaigscluding the

Annual SEEP Conference and Social Performance Fagie Meetings. Other FINCA staff
remain extremely engaged in leading microfinanggoizations in the industry. Katie
Torrington, FINCA’s Research & Customer Relatiopskianager, is the Co-facilitator of the
SEEP Network Social Performance Working Group (SB\A@ Alexi Taylor-Grosman,
Research & Customer Relationship Analyst, is aivachember of the SEEP Poverty Outreach
Working Group (POWG). Ms. Torrington was also Coatlof the Women Advancing
Microfinance (WAM) DC Steering Committee, of whintany FINCA staff is representatives.

The Chairman of FINCA International’s Board of Quters, Robert Hatch, has been especially
active in outreach to government officials and gelicymakers. FINCA representatives have
met withover 50 government officials and agency represeniaes,including Secretary of
State, Hillary Rodham Clinton, the United State®Agy for International Development
(USAID), and the British Government. Outreach ty Benors and investors has been a
particular focus for many FINCA representativestipalarly in Year 3 of the grant, when well
over 88 key meetings were held with representafivas the Bill & Melinda Gates Foundation,
Pricewaterhouse Coopers, MicroVest, and Deutsciné,Bamong others.

FINCA is confident that our active outreach to swi$, government officials, investors, donors,
and the microfinance industry, has helped publitieecause for microfinance. Moreover, we
have managed to mobilize significant amounts ofling for FINCA and for the industry at
large to support bottom-up social enterprise, iditig poverty research specifically. With the
support of other industry stakeholders, we areident that our voice will be heard and that
others will move to work with us to eradicate pdyeme entrepreneur at a time.

lll.  RESEARCH FINDINGS

Over the past six years, thanks to the Templetamé&ation’s support of comprehensive client
assessment research, FINCA has com@@&000 recordswith over 600 indicatorsin 33
countries around the world. In several countries FINCA hasn able to collect longitudinal
data —interviewing the same clients over a period of sexa years — to understand the impact
that FINCA has had on these very poor microentregues. This wealth of information has
allowed FINCA to get a full picture of who our dilits are and what impact microfinance is
having on their lives, leading to a number of iag#ing and important conclusions described
here.

1. FINCA is reaching the poor and very poor

FINCA uses household consumption levels colleatettie FCAT to evaluate clients’ living
standards, as depicted in Figure 1. As a netw@¥q 8f FINCA's clients interviewed in 2007
and 2008 spent less than or equal to 4 PPP’p8bhousehold member every day. An
additional 30% of households spend between 4 &EBUSD per household member per day,

" PPP-adjusted values have been adjusted for inienahdifferences in price levels (in order todmnparable
across countries). The amount of 2 PPP USD spemqreon per day is often used as an internatjpmagrty line:
households spending less than this are considesreitheer “severely poor” (0 to 1 PPP USD) or “madely poor”
(1 to 2 PPP USD). Households spending between 3d&P USD per person per day are generally caesides
“vulnerable non-poor.” Also, PPP adjusted valuegehaeen adjusted for international differencesriceplevels (in
order to be comparable across countries).
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meaning fully 2/3 of FINCA's clients worldwide spefess than $8 per day. In Africa, more
than 1/3 of FINCA's clients live on less than 2 RPED per day. In Haiti, the poorest
country in the network, 83% of FINCA's client baselives in severe poverty, spending less
than 1 PPD USD per day per household member.

Figure 1: Standard of Living of Respondents-Daily pr Capita Expenditures®

% of Clients % of Clients % of Clients % of Clients % of Clients % of Clients

DPCE < $1 $1<DPCE $2 $2 <DPCE $3 $3<DPCE $4 $4<DPCE $8 DPCE > $8

(PPP-adjusted) (PPP-adjusted) (PPP-adjusted) (PPP-adjusted) (PPP-adjusted) (PPP-adjusted)
DRC 2% 20% 27% 18% 25% 9%
Malawi 9% 21% 20% 12% 26% 12%
Tanzania 2% 13% 17% 20% 35% 13%
Uganda 10% 23% 17% 17% 20% 13%
Zambia 17% 30% 17% 11% 17% 8%
Ecuador 0% 2% % 12% 42% 38%
El Salvador 1% 1% 6% 11% 37% 44%
Guatemala 0% 5% 9% 13% 45% 28%
Haiti 83% 14% 3% 0% 0% 0%
Honduras 0% 2% 6% % 45% 40%
Mexico 0% 4% 8% 13% 49% 26%
Nicaragua 0% 4% 11% 14% 41% 30%
Armenia 0% 2% 1% 2% 22% 74%
Azerbaijan 1% 1% 1% 3% 25% 69%
Georgia 0% 0% 2% 3% 21% 74%
Kosovo 0% 0% 0% 1% 20% 80%
Kyrgyzstan 0% 0% 5% 10% 40% 45%
Russia 0% 0% 0% 1% % 92%
Tajikistan 0% 5% % 12% 37% 39%
Afghanistan 2% 11% 20% 16% 42% 9%
Jordan 0% 3% 6% 11% 38% 42%
Average share of DPCE
category vs. entire 6% 8% 9% 10% 30% 3%
sample

2. Clients spend most of their income on food

A closer examination of clients’ household expeamdis, feasible due to the extremely
comprehensive nature of the FCAT, allows us togbeihderstand where costs are primarily
spent. Figure 2 shows that on averaf®p of clients’ household expenditures were used to
purchase food In some countries, such as Honduras, this peagergoes as high as 50%,
indicating a lower standard of living.

With such a high percentage of daily income gomgurchase food, rising food prices or
fluctuations in income can often mean the diffeeehetween having enough to eat or going
hungry for FINCA's clients.

8 The Daily Per Capita Expenditures (DPCE) of FINEBAT respondents are computed from expenditures
incurred by the household (rent, utilities, perdgmaducts, home repairs, furniture/appliancesthifm/shoes,
education, health, special events and leisure).vahee of the food produced and consumed in thadionid is
added to this sum. Expenditures are annualized,dhéded by 365 and by the number of household bermin
order to obtain the average daily sum spent by essppondent’s household for each of its members thieeyear.
This sum is then converted to PPP§2fjusted US$ in order to be comparable througmirias.
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3. Microfinance helps lift clients out of poverty

FINCA has begun collecting longitudinal data, whickcksthe same clientover a period of
several years. Such data allows FINCA to measowerhicrofinance is resulting in income
gains for clients.

For example, with data from one year only, theeeaanumber of potential reasons that clients’
daily per capita expenditures (DPCE) may have amed after receiving a loan from FINCA, as
depicted in Point A in Figure 3. This increase rbayattributed to the loan (Relationship 2), or
to a good harvest (Relationship 1) or an increaskemand (Relationship 3). However, by
tracking the same clients over time, we are belis to identify (pinpoint) the exact
relationship between the receipt of a FINCA load ehange in DPCE at Point B. This is a
major step forward for both FINCA and the microfica industry because for tfiest time we
can narrow or hone the possible outcomes of the datollected.We can progress from three
likely outcomes to one definitive outcome.

Figure 2: Food as a Share of Total Household Expeitdres
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Figure 3: Longitudinal Data — Daily per Capita Expenditures against Time with FINCA

DPCE

Time

Numerous economic and social trends identifiedhenganel data collected between 2007 and
2009 indicate that FINCA'’s products are resultingositive outcomes in the lives of our
clients. Figure 4 shows that the median DPCE f6iNCA client in Mexico, for example,
increased from 5.15 PPP USD in 2007 to 5.93 PPP id2D09, an average increase of .78
PPP USD. This suggests that, on average, cligiatstard of living increased according to time
with FINCA. Similarly, using the national povertiné as a measure of poverity,2007 66% of
clients interviewed in Mexico were poor (23% very por); this dropped to 52% in 2009
(12% very poor). These figures again lead to the conclusion tiatéceipt of a FINCA loan
has a positive impact on the standard of livinguf clients. Other measures of standard of
living show similar trends. In 2007, 53% of cliehtsd one to two rooms in his or her house,
while 47% of clients reported three or more rooftgs percentage increased to 49% in 2009.

4. Microfinance impacts the entire community

The FCAT data leads us to understand that theip@smpact of the microfinance revolution
reaches far beyond the client and his or her farfSilgce receiving a FINCA loan, clients have,
on average, grown their enterprise(s). The avenagaber of businesses owned by our clients
has increased: in 2007, 74% of clients reportedimgvane business, while 23% owned two or
more. However, ir2009, 39% of clients reported owning two or more bsinesses, an
increase of 16 percentage point$n addition,microfinance helps create jobs in local
communities. The data in Figure 5 shows that on average, cliarit4exico employed more
people in 2009 than in 200@n average network-wide, one new job is created lgach
FINCA client. These not only suggests an increase in the clistgadard of living, but the
enhancement of the local economy.
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Figure 4: Change in Client Daily per Capita Expendiures — Mexico

Figure 5: Employment of Others — Mexico
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5. Microfinance impacts clients in other positivevays such as education and health
Figure 6 below compares clients’ food secdrigcording to DPCE and region. It clearly
shows that food security varies across many indisatVhile general trends are similar across

o Respondents were asked to choose between the following response options:
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regions, the graph indicates that clients earnBig&y or less are most vulnerable to food
insecurity. As clients increase their incomes, fowcurity declines — even 1 additional dollar
per day can have a dramatic impact on client weihdp, moving clients from food insecure to
food secure.

The FINCA client assessment data collected fron620@®009 shows that microentrepreneurs
served by FINCA manage to keep approximately 92%oofsehold members between the ages
of six and fifteen in school. They also continuedgister improvements in their families’ food
security, health, housing, and social capital. &litsh only 19% of FINCA clients report
receiving health insurance coverage, 89% of cliegperted seeking treatment for a household
member that fell ill in the 30 days prior to théeirview. These improvements do not stop with
the family: as clients grow their businesses, maxpand the number of businesses that they
own and create new job opportunities for othethiencommunity. Microfinance has expansive
affects beyond the lives of the clients themselves.

Figure 6: Food Security by Daily Per Capita Expendures and Region
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Nonetheless, the need for additional ongoing supp@pparent. As indicated in Figure 7 on the
next page, 22% of all clients surveyed indicate thay either often of sometimes cannot
provide the household with enough food. Twelve getof clients rely on unimproved sources
of drinking water and4% of all clients interviewed do not have piped satation facilities.

. “We always ate enough of what | wanted.” (food security)

“We had enough food but not always the kinds | wanted.” (food insecurity-low)
. “Sometimes we did not have enough food.” (food insecurity-moderate)

. “Often we did not have enough food.” (food insecurity-severe)

AWNP
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Figure 7: Food Security & Access to Improved Drinkng Water
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Thanks to the work inspired by the Templeton FotindaFINCA has vastly expanded is
poverty research capacity. FINCA continues to fg@dmicrofinance industry in the use of cost-
effective Research Fellows to gather extensiverim&tion on our clients’ standard of living.
The rigorous methodology employed throughout tiseaech processes allows us to accurately
measure the impact that microfinance, and throydiottom-up free enterprise, has on the
reduction of poverty. We look forward to continuittgwork with other microfinance

institutions to leverage our many lessons learneatder to expand the microfinance’s capacity
to follow in our footsteps.
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