


 
Foreword 

 
The poor people are vulnerable and their vulnerabilities increase when facing the adversity of natural 
clamaties.  Natural disasters usually hit the poor the hardest and determine their vulnerabilities and 
coping capacities. The Asian tsunami was one such natural disaster that claimed a huge number of 
human lives, caused a massive destruction of infrastructure, and damaged the total livelihood 
process.  
 
Almost a year have passed since the Asian tsunamis struck many Asian countries, especially Sri 
Lanka, Southern India, Indonesia, Thailand, and the Philippines, and left a trail of devastation. 
Although both local and global responses were immediate, and the relief and rehabilitation process is 
on-going, INAFI Asia thinks that it has the responsibility to explore the wider context of the Asian 
tsunami and how the disaster has determined the vulnerabilities and coping capacities of its member 
organizations and their constituents. Restoration of livelihood of the victims of the tsunami is a great 
challenge for policy makers, donors, and service providers, in particular MFIs and NGOs.  
 
INAFI Asia is keen to know about process of restoration of livelihood in post tsunami situation. 
Therefore, as part of a knowledge building exercise, INAFI Asia organized Asia International 
conference on post tsunami situations. The theme of the conference is “The Asian Tsunamis: 
Microfinance and Restoration of Livelihood–Issues, Challenges, and Possible Options.” As a 
possible outcome of the conference, INAFI Asia wanted to explore and establish an integrated 
approach to livelihood restoration management through the microfinance lens because it is INAFI’s 
mandate to serve its members as well as their clients in all possible ways and means so that they can 
overcome the multitasked challenges posed by the Asian tsunamis. Many have already succeeded in 
learning what to do and how to face the challenge, but there may be something more to learn more, 
especially from the microfinance perspective. With a view to address these issue INAFI Asia had 
assigned Mr. Herman. W.M. Abels, Consultant- Blue Rhino, The Netherlands to undertake an 
explorative study to take stock of the relief and rehabilitation works undertaken in post tsunami. This 
study tries to focus glimpses of the issues, concerns, challenges, mis-match, role of different actors, 
pre-qualification of undertaking of both donors, policy maker, and service providers in undertaking 
relief and rehabilitation activities leading to the restoration of livelihoods.  
 
I hope this explorative study will inform us about different steps of post natural disaster activities 
starting from emergency relief to the rebuilding livelihood process. This study will also aware us what 
roles of different actors and co-ordination are needed in order avoid overlapping of resources, ensure 
maximum benefit of the victims, and fair allocation of resources. 
 
INAFI Asia is grateful to Herman W.P. Abels for taking responsibility to carrying out this explorative 
study, unless this study is done, the conference would have not been succeeded in bringing issues 
that considered to be central theme of the conference. Therefore, my thanks are due to him also. I 
would like to thank Ms. Theresa Condor for reading and editing this paper.  
 
I would like to extend my profound gratitude and respect to the members of the Board of Trustees of 
INAFI Asia for their encouragement and supports. I am also indebted to the staff member of INAFI 
Dhaka team.  
 
Finally, I am indebted to the Novib for providing financial support to conduct this 
On behalf of INAFI 
 
 
 
Atiqun Nabi 
Executive Director       November 2005 
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MICROFINANCE AND POST-EMERGENCY LIVELIHOODS 
SOME CRITICAL OBSERVATIONS1 

 
 

Herman W.M. Abels 
Blue Rhino Consult 

 
1. Definitions in relief work 
 
In relief or emergency work three phases can be identified. 
1. Direct relief: provision of food, water, shelter, medication; immediate support to 
victims with the purpose of saving lives.  
2. Recovery work: clearing of debris, building of semi-permanent shelter, public 
health and sanitation; rebuilding lives. 
3. Rehabilitation of income earning capacities; rebuilding livelihoods. 
In this paper I will use the phrase transition points to indicate the sequence of moving 
from the first phase to the second to the third. 
 
Relief is generally provided by specialised agencies as well as development 
organisations, both donors and NGOs. The specialised agencies, international and 
national, tend to focus on the first phase, remain involved in the second, and then 
gradually withdraw from the emergency scene. Rebuilding livelihoods is not an area they 
specialise in. Development agencies mostly become involved in the second phase to help 
rebuild lives, make a head start in the third phase and then split up: international 
agencies slowly withdraw, whereas local NGOs stay behind to continue rebuilding 
livelihoods. 
 
In short, then, each relief phase has a different constellation of actors who bring in 
different levels of concerns and competencies. This obviously is a very rough sketch and 
there probably are exceptions to this pattern. Still, it serves the purpose of providing a 
useful context for the points I would like to share with you. 
 
2. Characteristics of emergencies 
 

If we compare the two main disasters that recently hit Asia, the tsunami and the 
earthquake in Pakistan, we can see quite different characteristics. 
1. The tsunami had an extremely short first phase. The tidal wave took its victims 
instantly and then withdrew. The saving lives period did not last more than three to four 
weeks. In Pakistan this phase will last much longer due to inaccessibility of the affected 
regions and the approaching harsh winter climate. 
2. Whatever saving lives work had to be done after the tsunami was mostly done 
by local and national actors, including government agencies and the private sector. In 
Pakistan local and national actors do not seem to be able to provide sufficient support to 
save lives, hence their call for international support.  
In short, then, one disaster can be of a quite different nature than another. 
 
3.  Developments in funding markets 
  
These different characteristics do not appear to play a significant role when it comes to 
fundraising for relief interventions. The tsunami led to an unprecedented private funding 
drive all over the world, particularly in North Western Europe. Ten times the average 
amounts of contributions were collected by fundraisers. This can only be explained by 
analysing the appeal of the tsunami disaster. It was the first ever catastrophe of this 
kind, it happened during the Christmas holidays so many could watch the TV footage 

                                          
1 Prepared for INAFI Asia Tsunami Microfinance Conference, Sri Lanka, November 2005 
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live, and many had friends or relatives on holiday in the affected areas in Sri Lanka and 
Thailand.  
 
The appeal made by fundraisers was essentially an emotional one: give us money to 
save lives. However, by the time the fundraising campaign was in full force, that saving 
lives phase was already over. The first transition point was passed already. In an 
emotional setting donators give whatever they can give: in cash and in kind. And 
because the cash was raised for saving lives purposes, it is not easy to spend that 
money for rebuilding livelihoods, as we will see. Quite a substantial part of contributions 
in kind were of a nature or quality that made them rather useless. In the port of 
Colombo today you can still see tens, if not hundreds of containers with useless goods: 
ski outfits, pre-fab building material unfit for the climate or conditions, stacks of 
medicine nobody knows what to do with, food items that do not fit the local diet, and so 
on and so forth. The port authority refuses to clear all the rubbish, which seems the right 
thing to do, but it does lead to disappointment on the part of donators. Refusing their 
valuable contributions is regarded as not being grateful or, worse, as a sign of 
incompetence on the part of local authorities.   
 
This sentiment is on the rise in Western funding markets. This feel-good factor leads to a 
tendency for the donator to become more important than the victim. In the wake of the 
tsunami fundraising campaigns many do-gooders decided to ignore the established relief 
and development agencies and privatise their support, particularly as regards Sri Lanka. 
And whilst some are doing commendable if not excellent work, across the board there is 
some reason for caution. Whereas established agencies are bound to respect all kinds of 
industry rules and regulations and codes of conduct, these privatised charities can do 
whatever they like. And the results often show what that means: building expensive 
orphanages only to find out that there are no orphans, building schools where there are 
no pupils, sending boats that are not seaworthy, and so on and so forth. And nobody is 
to question the purpose of it all, as criticism is considered bad manners on the part of 
the receivers. What counts in the world of these privatised charities is intention, not 
results. 
 
Established agencies are somewhat caught in the middle by this sweep of do-it-yourself 
support. On the one hand they feel slightly embarrassed about the lack of 
professionalism they see all around them, but on the other they feel uncomfortable to 
address this issue in public. First, they have contributed to these sentiments by 
individualisation and simplification of their own public messages. Ten years ago they 
were calling attention to the root causes of poverty; now they ask for your 10 euro per 
month to send young Fatimah to school in Bangladesh. They used to criticise fundraising 
techniques introduced by Foster Parents Plan; now they apply the very same techniques. 
Not all, and not all the way, but the personal touch has become a major fundraising and 
marketing consideration. Second, this private initiative drive is often supported by their 
own governments on the grounds that it helps to strengthen public support for 
emergency and development work. In Holland the major government-dependent donor 
agencies had to open their organisations for accommodation of all such private 
initiatives.  
 
4. Consequences for post-emergency work 
 
a. Misfit between supply of and demand for funds 
Nearly all tsunami funds were raised for activities in the first two phases of the relief 
chain: saving lives and rebuilding lives. Consequently it had to be spent on these kinds 
of activities. However, aid workers investigating needs on the ground as of mid January 
were hearing wherever they went that victims and affected communities had one 
common priority: they wanted support to rebuild their livelihoods. With that in place they 
could take care of the rest themselves, rebuild their lives and make a new start. As we 
know, livelihood building is not a one-off kind of intervention. It requires careful planning 
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and preparation, serious market research, provision of business development services, 
and so on. One cannot fly in to rebuild livelihoods, as it were, and then take the next 
plane out again.  
 
The mismatch manifests itself in three ways. First, emergency funds have to be spent 
quickly, generally within 24 months. That is not an enabling timeframe for livelihoods 
building. Second, emergency funds are to be exclusively used for supporting emergency 
victims, not other poor or vulnerable people. This limitation creates serious problems in 
terms of social equitability if applied to livelihoods strategies, for instance as regards 
harijans in India and IDPs in Sri Lanka and Indonesia. Third, emergency funds are rarely 
deemed appropriate for larger investments as well as credit operations. That, however, 
is exactly what is needed in livelihoods strategies. Donor agencies serious about 
rebuilding livelihoods have the ability to bend or amend these rules, and quite a few do 
so, but this only carries so far. Essentially they have to stick to the industry rules and 
regulations that govern emergency interventions. 
 
b. Misfit between competencies offered and required 
As the tsunami disaster rapidly left little work to do in the field of saving lives, most 
agencies quickly moved to the second phase: rebuilding lives. In general they have two 
preferred instruments in the field of making a start in the domain of livelihoods. The first 
is the cash for work instrument, a pretty straightforward intervention strategy. You pay 
people a modest daily wage to clear debris and to repair roads and public facilities. The 
flow of cash supposedly helps rejuvenate the local economy. But even this simple 
instrument can have negative side effects if applied wrongly, particularly when it comes 
to the first golden industry rule of cash for work schemes: set the daily wage slightly 
below local market rates. Some agencies decided to pay well above the local rates for 
the sentimental rather than economic consideration that affected communities needed 
cash. Then they decided to ignore the second golden rule: only involve victims. As there 
were not enough victims around to do all the work, people from surrounding 
communities were hired. And this came to breach the third golden rule: involve only one 
person per family. Within the affected community, agencies can enforce this policy, but 
they cannot track the involvement of family members from the surrounding villages 
since they have no staff deployed there. What ultimately can happen is this; non-
affected families participate with three to four family members and in the process walk 
away from their traditional employment or income earning activities, leaving these 
traditional sectors to perish. 
  
This will likely not happen too often but it just goes to show that not all emergency 
workers are competent to design and run livelihoods programmes. It is not their trade. 
This example came from the few post-tsunami evaluation reports that have been 
published to date, covering the India, Thailand, Sri Lanka and Indonesia programmes of 
CARE International, World Vision International and Oxfam UK. In all fairness, it must be 
added that the agency most directly accused of this type of incompetence contested the 
evaluation’s findings.  We have seen no response from the evaluators and it remains to 
be seen to what extent these findings were justified. 
 
The second preferred intervention is cash for recovery of productive assets. Again, at 
face value a simple instrument. Fishermen need new boats and fishing gear, farmers 
need new farming tools and some support to clean their land, and shopkeepers need to 
rebuild and restock their shops. In actual practice, this has been rather a poor show, 
particularly in the case of boats. Along the coast of Sri Lanka we can now see hundreds 
of new boats lying idle. They are either not seaworthy or cannot be taken to the sea as 
jetties still need to be repaired. In other cases the engine and fishing gear have not been 
provided. Fishermen use these boats for lagoon fishing with two negative side-effects: 
traditional lagoon fishermen are out-competed and lose their occupation, and the fish in 
the lagoons disappear thanks to over-fishing.   
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It is not my purpose to point fingers at certain actors for such idiosyncrasies, but it does 
underline that those involved in such livelihood activities do not necessarily bring 
sufficient competencies to the table. As a result, aid can have detrimental effects. In the 
process new victims can actually be created, such as the traditional lagoon fishermen.   
 
5. Conditions for successful livelihoods interventions 
 
If aid is to be provided beyond the second transition point in relief work, that is, if 
rebuilding livelihoods becomes the main focus, various conditions need to be met to be 
successful. 
 
a. Local knowledge and expertise  
No single actor can hope to achieve anything of lasting substance in the area of 
livelihoods if no substantial knowledge and expertise is in place in a broad range of 
areas, starting with knowledge of markets and of producers, buyers and suppliers that 
operate in these markets, and of goods and services that move in these markets. One 
needs to know what will sell under what conditions and against which prices before 
recommending farmers to start producing. As a rule of thumb, emergency and donor 
agencies lack that intimate knowledge. So where you would expect them to be rather 
cautious about moving into livelihoods, some move in head over heels nonetheless. 
When other actors want them to account for what they have achieved, chances are they 
have disappeared from the scene already or just shrug their shoulders. 
 
Next to market expertise, substantial knowledge of socio-cultural patterns in affected 
communities is a prerequisite. This is particularly relevant in the tsunami case due to the 
high number of affected fishermen. Fishing communities have generally developed rather 
intricate and unique patterns of boat ownership, internal barter mechanisms and 
divisions of tasks. Just walking in and distributing new boats to those who have lost 
them without further probing into these patterns, likely ends in a strong bias in favour of 
the stronger community members which may create social equitability problems.  
 
b. Application of the right kind of capital and support 
This may perhaps sound obligatory, but the cash for work example mentioned above 
shows that this is not always a general wisdom all actors adhere to in practice. More in 
general, spending pressure, which was and is quite extreme in the tsunami case, creates 
a constant threat to do things the wrong way. It pushes aid agencies to go against their 
own better judgement, to short-cut standard procedures such as undertaking detailed 
needs assessments or involving victims and their communities in a participatory manner. 
The evaluation reports mentioned give examples of cases where such procedures were 
largely ignored or were only executed ritually. It is not only the spending pressure that 
can cause problems, but also the kind of capital applied. Relief work is grant driven; it 
cannot easily accommodate investments in the form of loans or equity, even if such 
instruments would be superior in particular cases. The essence of a grant is that 
propriety rights are waived. After the grant has been made, the grant maker has lost 
control over the application of the monies. The grant maker cannot recall the grant in 
case of improper use thereof. And whereas this is not a real problem in case of saving 
lives kind of activities, it can constitute serious problems if larger assets are to be 
financed on a grant basis. Livelihoods work in post-emergency situations to a large 
extent is about asset creation. 
 
In short, in post-emergency situations it may be hard to apply the right package of 
financial and other services. Preferable financial instruments may not be available and 
there may be over-supply of other instruments at the same time. This makes it difficult 
to strike the right balance between cash and kind and between grants and loans or 
equity. 
   
c. Endurance 
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A third prerequisite is that the actor is supposed to remain involved for a considerable 
span of time. In livelihood interventions one cannot enter a scene, distribute grants and 
withdraw again. Yet that is what frequently happens. Emergency agencies have a 
particularly short span of attention. They are under strong, and in the case of the 
tsunami, extreme spending pressure. In combination with industry requirements to 
spend their money, quickly this can be a potential recipe for failures down the line. 
Fortunately, perhaps, emergency agencies are not very active in rebuilding livelihoods. 
Regular donor agencies are better placed to become involved. On the one hand they face 
the same restrictions, the need to spend quickly and on victims only, but on the other 
they can compensate for that by drawing from their regular development budgets.  
 
But donor agencies also have to deal with one of the other two prerequisites mentioned 
above: intimate knowledge of markets, people and products. Many of them take this 
hurdle by relying heavily on the implementation capacities of local NGOs.      
 
5. Local capacities in place: NGOs and MFIs 
 
From the foregoing we may conclude that local NGOs and MFIs are potentially best 
positioned to undertake relief work beyond the second transition point: rebuilding 
livelihoods. The word potential needs some emphasis here, as these capacities cannot be 
taken for granted. I will explain that by way of some statements. 
 
a. Rebuilding livelihoods is not about microfinance 
Most NGOs and MFIs active in livelihoods building predominantly do so through 
microfinance programmes. Particularly in South Asia this sector is well developed. 
Bangladesh and India are the largest microfinance markets in the world and per capita 
outreach figures in Sri Lanka are impressive as well. In general, microfinance is about 
financial service delivery, requiring grassroots banking skills. In South Asia microfinance 
is strongly embedded in a developmental context, so development skills are required as 
well.  
 
The problem now is this one: in fairly stable situations the combination of banking and 
development skills are the basic ingredients to run a successful microfinance 
programme. The NGO or MFIs takes care of financial service delivery, may throw in 
some additional capacity building activities, and the market takes it from there. Farmers 
and fishermen utilise the loans for strengthening their production capacity and thereafter 
sell the produce to either middlemen coming at their doorsteps or through their own 
associations, societies, cooperatives or self-help groups. This last link is lacking in post-
emergency situations. The fisherman may catch his fish if he is lucky enough to have a 
suitable boat at his disposal, but will find that his catch will perish in a few hours as 
cooling and drying facilities have collapsed, as roads have vanished along with means of 
transportation, and because the local market place has vanished as well. Giving him a 
boat and a loan to buy an engine and fishing gear will not solve his problems: he cannot 
sell his produce, hence not repay his loan or rebuild his livelihood. The same holds true 
for affected farmers: if their land has been rehabilitated and if they have secured new 
tools and farm inputs, such as seeds and fertilizers, they can start producing again. But 
at harvest time they will find that the processing, packaging, storage and transportation 
infrastructure is still in a state of collapse, so they cannot sell their crops and rebuild 
their livelihoods.  
 
b. Rebuilding livelihoods is about marketing, first and foremost 
In other words, NGOs and MFIs aspiring to help rebuild livelihoods need considerable 
expertise in marketing. They should in fact be able to asses the whole value chain and 
intervene where necessary - that is, where existing facilities have collapsed. This covers 
both the pre-production parts in the value chain, such as land clearance and provision of 
production tools and inputs, but even more so the post-production parts in the same 
chain: processing, storage, packaging, transportation and marketing. The only part that 
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NGOs and MFIs should not concern themselves with too much is the actual production. 
Farmers know how to farm and fishermen know how to fish already. 
 
In actual fact most NGOs and MFIs have limited experience with such business 
development services (BDS), though some have made impressive inroads, especially in 
South Asia where financial service delivery is increasingly matched with additional 
marketing support. And it is good to see that organisations such as SEEDS, Dhan and 
Sewa Lanka have placed BDS at the heart of their post-tsunami livelihoods strategies. 
But doing that does not automatically bring about positive outcomes. In Sri Lanka some 
months ago I saw a brand new rice storage facility kindly donated by a German donor 
agency. Strangely, however, the place was empty. What happened is that both the 
donor and the NGO forgot to bring in the working capital to pay the farmers in cash for 
their produce. And because farmers desperately need cash at harvest time to pay off 
seasonal debt and purchase new farm inputs, they were obliged to sell at low prices to 
middlemen instead of at higher prices to their own cooperative. Assuming that this 
problem will be addressed in the next farming cycle, it still goes to underscore that BDS 
capacities can not be taken for granted.  
 
c. Rebuilding assets requires political leverage 
When NGOs and MFIs indeed have mastered the trade of BDS, they will most likely 
stumble on a next obstacle. Moving into processing and marketing implies that they may 
step on certain toes. In coastal areas drying facilities often are locally run by fishing 
communities, but ice production is more of an industrial process run by larger 
entrepreneurs. They do not necessarily appreciate NGOs and MFIs moving in on their 
turf and capturing part of their traditional business. The same may apply to owners of 
fleets of multi-day fishing boats, fleets of cooling trucks, or owners of larger commercial 
processing and storage facilities. NGOs therefore need some political leverage to keep 
disgruntled entrepreneurs at bay and to prevent retaliation at the client level. 
 
In Sri Lanka another form of political leverage is required. The Northern part of the 
island has been effectively cut off from the main markets in Colombo through land and 
sea blocks. To move products from Jaffna to Colombo means that all loads have to be 
off-loaded and searched when entering the LTTE administered region, and another time 
100 miles down the road when re-entering the government administered part. For 
carrying perishable goods, such as fish, this is an obstacle, even if the fish is iced. So to 
speed up the checking process, some leverage is needed.      
 
6. Financial requirements 
 
We assume that the larger NGOs and MFIs have all the required skills and capacities in 
place and are ready to start rebuilding lives. They have designed appropriate 
programmes and written corresponding funding requests. We also assume that their 
programme design is based on a carefully balanced package of grants (where needed) 
and loans (where possible).   
 
Now the NGO starts approaching donor agencies, particularly those that have 
participated in the tsunami funding drive and have money to spend, and moreover those 
that have a tradition of working with NGOs. Chances are that initial response could be 
like this: 
• We are not too sure about your programme because we do not like the credit 
component. These people are victims and it is unethical to convert grants into loans, or 
they simply cannot handle loans. Or we cannot handle the inclusion of loans in our 
processing procedures as it complicate things. 
• Or, the other way around, we are not too sure about your programme because it 
includes grants. We have been told that it is unwise to combine grants with loans as it 
will confuse the clients and probably your own staff as well. Moreover, combining grants 
with loans shows that you do not follow best practices in microfinance. 



 9

• Or, the best of all, we don’t like it for both reasons: the inclusion of grants and 
the inclusion of loans. 
This last message can actually come from one and the same funding agency, albeit from 
different staff members. The emergency experts may not be very keen on loans and the 
microfinance staff not very keen on grants. This is not a very common message, 
fortunately, because most agencies manage to keep these discussions in the house; yet 
it happens.  
 
Either way, what normally follows is a sort of compromise. The NGO starts re-writing 
parts of the plan accommodating all kinds of donor concerns and in the process may 
take out that which made it unique. The proposal may lose its strength and become a 
middle-of-the-road kind of thing. Original budgets may be scrutinised and cut, without 
lowering outreach targets. The NGO may have to do more with less. After that initial 
bargaining a new playing field is opened; now the donor and the NGO have to agree on 
reporting formats. Generally the donor has standard formats ready that are based on 
quantitative targets in the context of saving lives or rebuilding lives activities. They may 
be fairly irrelevant for rebuilding livelihoods. Nonetheless, as procedures are streamlined 
and no exceptions can be made, the NGO has to start working with the formats. Lastly, 
whatever the NGO intended to achieve in, say, four years now has to be compressed into 
24 months because the funding line will expire after that.  
 
You will probably recognise the process and in all fairness, not all donor agencies display 
this kind of inflexibility while quite some NGOs and MFIs are strong enough to bargain 
their way through the negotiations successfully without giving in too much on the 
essentials of their programmes. After all, post-disaster livelihoods work is as much a 
buyers’ as it is a sellers’ market due to the limited high calibre implementation capacity 
on the ground.  
 
What we need to further look into is this cash or credit discussion since both positions, 
cash only versus credit only, are equally rigid and ill-advised. To do that, I have to 
briefly take you away from the tsunami and give a small overview of conceptual thinking 
in microfinance.  
 
7. Microfinance paradigms 
  
a. Financial systems approach 
This became the predominant microfinance concept on the supply side, the donor and 
investment community, in the last decade. It essentially means that microfinance 
operations have to be completely self-financing, including costs of capital, inflation, 
provisioning and depreciation. Its rationale was the assumption that so many millions of 
poor needed access to financial services, that it would be impossible to reach them if 
growth of the sector would depend on grants and subsidies. There simply was not 
enough of that. The concept was promoted by the microfinance donor consortium CGAP. 
In fact, it is a consortium that is made up of multilateral and bilateral donor agencies 
only. Private agencies cannot be members, with the exception of the Ford Foundation 
and perhaps some others as well. Still, the way CGAP operated ensured that nearly all 
donor agencies felt obliged to at least pay some attention to what it said, or paid at least 
some lip service to it to please their respective government agencies.  
 
CGAP proclaimed industry leadership and as this was acknowledged by its own 
members, the predominance of the financial systems approach was established. What it 
meant in practice was this. First, donors were discouraged from continuing to finance 
operational losses of MFIs. The grant instrument had to be applied selectively. Second, 
donors were encouraged to demand that the NGOs they cooperated with would spin off 
their microfinance activities into separate legal entities, which would then assume formal 
status as an MFI. Financial service delivery has to be detached from any other form of 
service delivery such as health, sanitation or education. Third, performance became 
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increasingly formulated in financial terms only. What mattered at the end of the day was 
profitability. Fourth, it promoted some MFIs into icons by giving them best practice 
status. Henceforward the concept of best practices became fossilised. The idea was that 
under rather different conditions and in quite different settings the same performance 
standards would be valid.  
 
b. Commercialisation of microfinance 
During the last two or three years the concept of financial systems was intensified into a 
new one: commercialisation of microfinance. This takes the discussion a step further. 
Not only do MFIs have to be profitable, they also have to integrate in formal financial 
markets. That means that they have to be regulated and supervised. That is to ensure 
that public savings are only captured by regulated players, just as in more advanced 
markets. A second new feature was to encourage formal banks to scale down and 
embrace microfinance. Apparently patience with MFIs was running out as regards their 
capacity to reach the many millions that need to be serviced, so a stronger class of 
players had to be brought in.  
 
c. The double bottom line concept 
This concentration on financial target setting and commercialisation obviously raised 
questions. Essentially the question was: whose self-sufficiency are we actually concerned 
about; that of the client or that of the institution? Or is it justified that in order to 
become self-sufficient, MFIs abandon poorer and remote clients in favour of urban 
commerce and trade? To that CGAP came forward with a brilliant additional concept, the 
double bottom line. It simply stated that it was possible to be self-sufficient and service 
the poorest as well; to achieve both objectives in one stroke. Those who were unable to 
do so were basically under-achievers as practice has shown that it can be done. We have 
never seen a lot of those experiences analysed in great detail but this claim has gone 
remarkably unchallenged.  
 
8. The results of these paradigms in practice 
 
That being the setting at the conceptual level, let us now see what it led to in practice. 
 
a. Donor response 
If you talk with CGAP staff, and I have done so frequently, you cannot escape the 
impression that they are highly competent and also very flexible people. If you would 
suggest that some of their recommendations would seem to have limited validity in 
certain cases or settings, they would be the first to agree and generously offer that you 
should not take everything literally and that donors should not stop making their own 
assessments in such cases and settings.  
 
And that is exactly where it went wrong: donors do take everything that comes out of 
CGAP literally and generally show little flexibility. Discussion with donor staff often ends 
with some oblique reference to this or that CGAP recommendation. Those 
recommendations have taken away the need for donors to think for themselves and 
apply creativity and ingenuity in cases and settings that cannot possibly be covered by 
those recommendations, such as in post-disaster environments. Again, not all donors are 
alike and quite a few are creative and hang on to their own assessment capacity. Yet, 
even they feel obliged to not deviate too far from the line that has been drawn.  
 
Picture a flight of geese. The first goose, CGAP, can pretty well move wherever it wants 
to fly. The others, however, the member organisations, feel obliged to follow. When 
turning around, the leading goose may shout at the ranks that they do not have to follow 
him and can go wherever they want to fly as well. But that is not what geese do. Their 
DNA string makes them follow rather than lead. 
 
b. Practitioner response 
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Response on the side of the NGOs and MFIs has been quite mixed. Most Latin American 
MFIs have little problems with the commercialisation paradigm since they were on that 
track already after funding agencies abandoned them massively in the early and mid 
nineties. That in the process the rural areas have been largely abandoned in favour of 
urban trade, that in the process interest rates have sky-rocketed because of high costs 
of capital and high operational costs, is not their problem since clients keep paying the 
rates. That in the process the developmental context that gave birth to these MFIs has 
been left behind is not their problem either. The donor community abandoned them, 
leaving them no option but to go commercial, so the same donor community should not 
start crying over spilled milk now. I exaggerate a bit, but this is indeed what the 
response comes down to. 
 
In Asia, particularly here in South Asia, the response was one of benign lack of interest. 
Particularly in Bangladesh and India many MFIs had come to the point of being able to 
live without donor agencies in the first place, so what would they care what came out of 
Washington, DC, the seat of CGAP? Large scale of operations in combination with low 
operational costs and low costs of capital had made them self-sufficient already whilst 
being able to maintain relatively low interest rates. Typically, in India and Bangladesh 
many NGOs just shrugged their shoulders when recommended to spin off their 
microfinance operations as the recommendation did not come with any powerful 
incentive. They maintained their NGO status all along. And they kept combining financial 
with other services and they kept combining financial services with grant-based capacity 
building activities. Basically they ignored most of what came from CGAP; they couldn’t 
care less. 
 
c. Conceptual versus practical mainstreams 
But now a new situation occurs. In post-emergency settings self-sufficient MFIs and 
NGOs may need donor support once more, but now it may look as if they talk to 
strangers. While Asian NGOs benignly disregarded the financial systems and 
commercialisation drives that went on, they now find that quite a number of donor 
agencies have come to endorse these concepts. I am not suggesting that this represent 
irreconcilable differences, because they aren’t, but the pattern will occur more 
frequently. A conceptual distance is becoming institutionalised. 
 
To bridge this growing gap, Asian MFIs have two options: either give in to the new 
paradigms or oppose them. Doing nothing, benign indifference, is not a suitable option 
for the future.  
 
When you look at it more closely, you will observe that the gap represents some 
remarkable peculiarities. First, as the Latino MFIs don’t mind the new paradigm and the 
Asian MFIs ignore it, the actual conceptual battle ground is Africa. While the 
commercialisation drive is put down the throats of many African MFIs who are not strong 
enough as of yet to ignore the pressure, they could use some help from their Asian peers 
to hold their ground and keep fighting for affordable and appropriate service delivery to 
the poorest. That support is not forthcoming. Some active solidarity with pro-poor 
African practitioners could prevent the same development that happened in Latin 
America ten years ago: massive donor withdrawal driving the sector into full throttle 
commercial mode.  
 
Second and more fundamental, there is a remarkable difference between conceptual and 
practical mainstream in microfinance. While the protagonists of commercialisation 
appear to dominate the conceptual scene, the vast majority of microfinance clients are 
being serviced by non-commercialised service providers. Moreover these non-
commercialised MFIs consistently file higher growth rates and have a superior track 
record in reaching the poorest. So what we have is Asian leadership on the ground that 
does not translate into conceptual leadership as well.  
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9. Addressing the leadership issue 
 
In fact we are dealing with a stakeholder discussion here. Microfinance has many 
stakeholders: practitioners, support and donor agencies, rating and advisory firms, 
national governments, all kinds of investment funds and apex bodies, formal financial 
institutions and, first and foremost, microfinance clients. What is odd is that one group 
of stakeholder, the larger funding agencies, have come to dominate the conceptual 
arena, can claim industry leadership, and that this position goes unchallenged, even if it 
at times directly goes against the best interests of other stakeholders, particularly 
practitioners and clients.  
 
Commercialisation of service delivery cannot possibly be in the best interest of millions 
of poor clients who can only access financial services if the costs thereof are affordable 
and if provision thereof is embedded in a developmental context that also addresses 
capacity building and other concerns. So I would think that for those who subscribe to 
this analysis it is about time to rise to the challenge and make sure that their alternative 
microfinance concept, which is mainstream in practice already, will be internationally 
acknowledged and appreciated as a valid if not superior one. 
 
That will not come around by itself, but will require a concerted effort. Let us now see if 
such an effort can be put in motion in the field of post-emergency rebuilding of 
livelihoods. 
 
10. Summarising the issues 
 
a. Fundraising versus actual needs 
We have seen that most of the international tsunami fund raising campaign was 
focussed on saving lives and rebuilding lives propositions, whereas actual needs were 
rapidly identified by victims in terms of rebuilding livelihoods. We have also seen that 
this leads to complications as performance and investment criteria formulated for the 
first two domains are carried over into the third domain although actual requirements 
are quite different. 
 
This calls for some serious work. Major NGOs and MFIs with basic capacities in place to 
address the rebuilding livelihoods challenge could consider calling attention to this 
discrepancy and move fundraisers in Western markets to take that into account and 
include it in their public messages. 
 
b. Emotional appeal versus actual needs   
The same may work to limit the growing display of the feel good factor in fund raising for 
emergencies. At the end of the day emergencies are not about donators but about 
victims. MFIs and donor agencies could work together to bring back some realism in fund 
raising campaigns and provide credible alternatives to the appeal of privatised charities. 
This is a matter of public education and should not remain unaddressed for fear of 
diminishing public support or negatively affecting people’s willingness to donate. 
Emergency work, particularly beyond the second transition point, is extremely 
complicated and demanding. In the long run it doesn’t pay off to pretend otherwise or to 
simplify these complexities to the point where a reality check would not hold ground.  
 
c. Creativity versus fossilised best practices 
There are no best practices in post-disaster situations. Every disaster is different, poses 
different challenges and requires different solutions. One-size-fits-all or off-the-shelf 
remedies are therefore by definition fairly useless. Best practice concepts go against 
these basics and should consequently be disregarded. Likewise, many post-disaster 
manuals can be thrown out of the window as well. They may contain valuable lessons 
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but also take away the impetus to think, and that is exactly the most needed commodity 
in post-emergency livelihoods work: creativity and ingenuity. Besides, best practice 
promotion and manuals create a false sense of security that later on happens to be 
falsified over and again.  
 
d. Investment instruments: what is needed versus what is available 
Post-emergency livelihoods building requires a mix of financial and other support 
instruments. Good practitioners are able to define the perfect mix, in which case funding 
agencies should be careful to pretend to know better: they probably don’t. Whilst 
appreciating that donor agencies have to work within the confinements of the margins 
that come along with the fundraising, at times there appears to be room for bending 
these rules and regulations. Moreover, when such rules apparently do not make sense in 
all circumstances, there appears to be room for amendment. This room could be further 
explored. 
 
e. Microfinance versus livelihood strategies 
As we have seen, provision of loans can be an important instrument to recover lost 
assets and build from there. However, we have also seen that asset building may not 
work out if produce cannot be marketed and if value cannot be added. In post-tsunami 
environments where such value adding facilities have been destroyed, the provision of 
business development services seems to be pivotal. MFIs active in rebuilding livelihoods 
should develop a strong BDS focus in order to be effective. Donor agencies should 
support this focus. 
 
f. Concept versus practice  
South Asian MFIs could benefit from a better marketing and promotion of their unique 
achievements in microfinance, which are second to none on a global scale. This will not 
only contribute to globally strengthening the emphasis on pro-poor service delivery, it 
will also diminish the ongoing need to defend their practices from accusations of 
deviating from international standards. It is about time that Asian standards be 
internationally acknowledged rather than the other way around.  
 
11. A role for INAFI? 
 
In principle INAFI Asia is ideally positioned to play a firm role in working on all the 
recommendations mentioned above. It has a large and impressive membership base, it 
is well established in various Asian countries with national chapters and it has the ideas 
to move forward. Yet, the potential only occasionally manifests itself, such as in the case 
of this conference. Let us look at some of the mechanisms as play. 
 
a. Unity versus isolation 
Bring together a handful of INAFI members and you probably sit around the table with 
organisations easily representing a million clients, in any configuration. That represents 
some bargaining power. The reality is that the members do not often march together 
and there are good reasons for that. All major microfinance markets in Asia are distinctly 
different. Indian microfinance is different from Sri Lankan and Bangladeshi microfinance. 
As a result coalition building and common action is mainly pursued at a national level. 
This does service the purpose of addressing issues in these national contexts, but also 
makes it difficult to define a regional, let alone an international, agenda.  
 
What may help to overcome this obstacle is to clearly define Asian targets to start with. 
An obvious target is the Asia Development Bank, which also developed goose behaviour 
and came to promote the untested concept of commercialisation, even in countries 
where microfinance has taken a different route already, and with proven success. The 
ADB is not a retail financer; it works with and through Asian governments. INAFI 
members could set up an advocacy effort that targets the ADB directly but also indirectly 
through their own national governments. 
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b. Network versus member capacities   
Whereas INAFI members individually have considerable resources and competencies at 
their disposal, the network secretariat has not. It is competent and efficient but small. 
That requires a much higher level of member participation in order to mobilise the 
potential bargaining power of the network at large and to put it to use to bring about the 
policy and practice changes called for in various INAFI documents.  
 
The same holds true as regards coalition building in the donor community. Quite a few 
donor agencies feel uncomfortable with the commercialisation drive promoted by CGAP, 
so there is no lack of potential allies to put together a strong coalition to oppose this 
drive head-on. But such coalitions do not come around just like that. It requires 
concerted participation of members to pull this off. Just leaving it to the secretariat will 
not do the trick. 
 
c. Inter-member rivalry versus collective action    
As there is a good deal of inter-donor rivalry we also have to admit that there is a 
similarly good deal of inter-MFI or inter-member rivalry and competition. That is part of 
open markets where MFIs have the option of setting up shop in somebody else’s 
backyard.  
 
What I find surprising in all this is that MFIs neither have problems in accepting 
competition from peer MFIs originating from the same country nor have serious 
problems when donor agencies set up their own microfinance outfits in their midst, but 
hit the roof when an overseas MFI does exactly the same.  
 
I will not further dwell on this but mention it to make my point: as much as inter-donor 
rivalry does not prevent donor agencies from building effective coordination and 
cooperation mechanisms, one would expect inter-MFI rivalry not to stand in the way of 
doing the same.  
 
12. INAFI and post-emergency livelihoods 
 
My suggestion would be to document, analyse and publish the experience of INAFI 
members in post-tsunami rebuilding of livelihoods with various purposes: 
1. To make clear that every disaster is new and different and that in each and every 
case creativity and ingenuity are required to effectively and efficiently reach the 
objective of rebuilding livelihoods. 
2. To make clear that post-disaster livelihood programmes are best undertaken by 
organisations with a proven local track record and on the basis of a mix of various forms 
of investments, assistance and support. 
3. To make clear that such programmes need to go beyond traditional microfinance 
services and address the complete value chain to be effective.   
4. To make clear that partnering funding agencies are requested to take the 
necessary steps to raise funds for these purposes and ensure that funds are not withheld 
either by fairly irrelevant conceptual notions or by over-emotional sentiments in funding 
markets; that they act as partners rather then go-betweens. 
 
 
 
 
 
 
 
 
 



 15

 

 


	MICROFINANCE AND POST-EMERGENCY LIVELIHOODS

