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Success Factors of Microfinance

ADbstract

This master thesis is about the success factarsarbfinance. The goal of this research is to
help investors in their search to find financiadlystainable regions where they can invest
their money. This research should be seen as @lmedo determine when a project can be
successful or not. In their research they can &guut with the help of this master thesis if the
success factors are present and how they can moiughe outcome.

We have chosen microfinance as the subject ofrélsisarch because microfinance is seen as
the tool to fight poverty. A lot of research is @oon the impact of microfinance and the way
it helps the poor to escape the poverty line. Batasuldn’t find any information what the
success factors are to make a microfinance praejedt. So we think there is a research gap
on this subject. We have decided to conduct rekeancthe regional and national success
factors of microfinance. This means that we wantktow which regional and national
conditions a country needs to have to make the afm@nce institution (MFI) or
microfinance project a success. In this researcluseethe definition of microcredit summit
(2007) to define microfinance; “Microfinance aremgrams extending small loans, and other
financial services such as savings, to very poapleefor self-employment projects that
generate income, allowing them to care for theneselbnd their families”. In this thesis we
define success as: “the client is able to turmtierofinance loan in a successful business and
in this way he/she is able to pay the loan andasteback to the microfinance institution”.
We describe success of microfinance projects gsrgepeople with a loan to make a success
out of their business so they are able to pay dhe kand interest back to the microfinance
institution. For success we look at the percentaig@eople that have paid the loan and
interest rate back to the investor (repayment rai&e definition for success factors is
according to Biehl (2007)factors that are influencing the success or faiafrprojects”. In our
research we use the definition of Biehl for sucdassors.

To fulfill this research goal a research questi@sviormulated. The research question of this
master thesis isWhat are the success factors, on national and regidevel, which can
influence the success of a microfinance projdaiZanswer the research question a literature
research about the success factors for MFIs has de®e. The success factors found in the
literature can be divided into three groups, tha@ad@nd cultural factors, the political factors
and the economic factors. For the social and allfactors we found the following factors as
success factors; level of education, influenceebgion and percentage male / female. For the
political factors we found the following factors stsccess factors; level of corruption, country

/ politically stability, freedom of markets, andvgonment policy. For the economic factors
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we found the following factors as success factotsyest rate, poverty rate, inflation rate, and

infrastructure.

We analyzed two existing microfinance projects ifrida to see how the success factors
found in the literature are influencing the outcoofighese projects. We want to know what
the impact of the success factors is on the outcofrihe project. We want to see if all
success factors have to be present to make thematof a project successful. After
analyzing the Alfred Lakwo project in Uganda, weirid that three factors have a negative
influence and two factors do not have any (oréljttinfluence on the MFI, but still the
outcome of the project is successful. Thereforecare conclude from this project that not all
success factors have to be positive to make threomg of a project successful. We found the
same outcome for the microfinance institution TcAum Mozambique. There are two
negative success factors and two neutral factorstfe project in Mozambique with a
successful outcome. So we can also conclude fraosnpitoject that the outcome can be
positive with negative and neutral success factibrsan be concluded that not all success
factors are found positive with the microfinancejpcts. So we can conclude from this that

not all factors have to be positive to create &sssful outcome for a microfinance project.

The research goal of this master thesis is to iiyetite national success factors for MFIs.
Investors can with the help of this research idgiitie success factors, in their search to find
financially sustainable regions where they can shwieeir money. The investors should keep
in mind that not all the success factors in a aguhtave to be positive for a MFI to be

successful.
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Foreword

Microfinance is a booming subject all over the worEspecially since the United nations
announced 2005 as the international year of Minesfce. Therefore, we decided to write our
master thesis about this subject. We had to wnigethiesis in a short time scope, therefore we
want to thank our supervisor, Mr. H. Stek, for nmakit able to finish this thesis within this
time period and for his cooperation in the process.

We have written the research design, introductiorthie research, methodology and the
success factor analysis together. To make a digtmm this thesis, we decided to look at the
projects separately. Lianne Dingemanse analyzed #k&vo project in Uganda and llana

Samson the Tchuma project in Mozambique.

L. Dingemanse (1552880) 4
I.H. Samson (1551396)



Success Factors of Microfinance

Table of contents

Table of contents

1. Introduction to theresearch

Methodol ogy

2.1 Research goal

2.2 Type of resear ch
2.3 Resear ch Question

24 Management situation

Success Factor Analysis

31 Success factors

3.1.1 Social and Cultural Success Factors

10
10
10
10
12
13
13

3.1.2 Political Success Factors

22

3.1.3 Economical Success Factors

27

3.1 Conclusion of the success factors

The success factors for the Alwi Parish project in Uganda

41 Background Information about the project

4.2 Background infor mation about Uganda and the Nebbi district
4.3 Success factor s of the project analyzed

4.3.1 Social and Cultural Success Factors

32
34

35
37

4.3.2 Political Success Factors

40

4.3.3 Economical Success Factors

43

4.4 Conclusion of the L akwo microfinance proj ect

The success factors for the Tchuma project in Mozambique

51 Background information on Tchuma

5.2 Background information about M ozambique

53 Analyzing the success factorsfor Tchuma in Mozambique

5.3.1 Social and cultural success factors

47
49
49
51
52

5.3.2 Economical success factors

54

5.3.3 Political success factors

58

54 Conclusion of the Tchuma microfinance project

Conclusions

Limitations and suggestions for Future Research

References

L. Dingemanse (1552880)
I.H. Samson (1551396)

60
62
65
66

18

37

52



Success Factors of Microfinance

1. Introduction totheresearch

Microfinance emerged in the 1970s as social inrmgabegan to offer financial services to
the working poor. Those people were during thaeteconsidered “un-bankable” because of
their lack of collateral. Since three decades ther@ change in the banking industry which
made loans for poor people possible. The most famstary on microfinance is that of
Muhammad Yunus, who is a professor on the UniverdiBangladesh. He started giving out
small loans to poor people and went on foundingnithe-famous Grameen Bank. In 2003 the
Grameen Bank has almost 3.1 million clients foriaramloan. Over the last fifteen years the
Grameen Bank was an example for microfinance utgiits and many followed the footstep
of the bank (Kaushik, 2006). The mission of ther@an Foundation and Grameen Bank is
to empower the world's poorest people to lift thelwss out of poverty with dignity through
access to financial services and to informatiora(fB&en Foundation, 2007). The Grameen
Foundation helps people, mostly women, with loéingncial services and technology to start
self-sustaining businesses to escape poverty. @imea the opportunity, not only did clients
of Microfinance Institutions (MFIs) expand theirdinesses and increase their incomes, but
their high repayment rates demonstrated that tloe @ capable of transforming their own
lives given the chance. Microfinance was born. 8itieen, microfinance has become one of
the most sustainable and effective tools in thatfiggainst global poverty (Unitus, 2007).
Next to the fact that microfinance is a very efiieetool, microfinance is also a very flexible
tool that can be adapted in every environment, asethe local needs and economic and

financial situation (Segrado, 2005).

Several definitions of Microfinance are providedtie literature; The Grameen Foundation
(2007) defines microfinance as “providing smallisausually less than $200, to individuals,
usually women, to establish or expand a small-setaining business”. Microfinance are
programs extending small loans, and other finareéavices such as savings, to very poor
people for self-employment projects that generateome, allowing them to care for
themselves and their families (Microcredit Sumrald07). The term microfinance refers to
the provision of financial services to low-incoméents, including the self-employed
(Ledgerwood, 2000). Barr (2005) defines microfirams “a form of financial development
that is primarily focused on alleviating povertydhgh providing financial services to the
poor”. Gow (2001) defines micro credit is a systefhrproviding credit to those people who

cannot borrow money from the usual formal sourdesredit because they are too poor and
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have no collateral. They are usually women, andthiéy borrow from traditional
moneylenders, are exploited and then becomeopéne continuing cycle of poverty.

Before continuing reading this research it is int@or to know which definition of
microfinance we use. We feel that the definition microcredit summit (2007) fits our
research the most and we will continue with thinikgon. This definition covers the poor,
the small loans and the self-employment. Thesdhase important aspects for our research
because we want to know what the success fact@sfaar a microfinance project. A
microfinance project includes poor people that inecesmall loans so they can extend their
business or set-up a business. A microfinance grggea project in a certain region where the
microfinance institutions provide several loanghe people in that region to help them to
expand or set-up their business. The definitionthef Grameen Bank is focused on the
empowerment of women. The definition of Ledgerwalogs not include the poor and small
loans aspect. The definition of Barr is focusedablaviating poverty. The definition of Gow
does not cover the self-employment. So for thisoeawe use the definition of microcredit
summit (2007) and we define microfinance as; “Mitrance are programs extending small
loans, and other financial services such as sayvinggery poor people for self-employment
projects that generate income, allowing them tce dar themselves and their families”
(Microcredit Summit, 2007).

Microfinance loans can dramatically change livesgbyng poor people the means to break
out of the poverty trap. A small loan can allowapperson to buy an animal, tool, or other
productive asset needed to start or grow her owgimbas and gain a foothold against poverty.
As an entrepreneur’s business grows, so does bl standing, the family’s well-being, and
the educational opportunities available for chitd(&rameen Foundation, 2007). Poor people
were seen as un-bankable because they do not hawllateral as a security for the loan.
Formal banking sources found this risk to high lse poor people only have the informal
sources for their loans. As you have read eanfighis chapter Muhammad Yunus was the
first person to help the poor people in receiviogns. Nowadays microfinance is a booming
subject all over the world. Especially since theiteh nations announced 2005 as the
international year of Microfinance (Year of micreedit, 2007). Furthermore, in 2006 the
Nobel Peace Prize committee announced that thedamemt to jointly Bangladesh economist
Muhammad Yunus and his Grameen Bank as one ofitimegr groups helping to overcome
poverty, especially in developing nations (Christi€entury, 2006). We have chosen

microfinance as the subject of this research beceusrofinance is seen as the tool to fight

L. Dingemanse (1552880) 7
I.H. Samson (1551396)



Success Factors of Microfinance

poverty. A lot of research is done on the impaainafrofinance and the way it helps the poor
to escape the poverty line. But we couldn’t findamunformation about what the success
factors are to make a microfinance project worklyGyxome information about the success
factors for MFIs on institutional level. So we tkithere is a research gap on this subject. We
have decided to conduct research on the regiombhational success factors of microfinance.
This means that we want to know which regional aational conditions a country needs to

have to make the MFI or microfinance project a sssc

Before we continue we first have to describe whatdefine as success. We describe success
of microfinance projects as helping people witloanl to make a success out of their business
so they are able to pay the loan and interest tiathe microfinance institution. For success
we only look at the percentage of people that hgaid the loan and interest rate back to the
investor. We do not look at the improvement of financial situation of the clients because
this is a management study and it is only intemgstor the investors to know the percentage
of the loans and interest that have been paid bdok we define Success as: “the client is
able to turn the microfinance loan in a successiidiness and in this way he/she is able to
pay the loan and interest back to the microfinansgtution”. Now we are moving defining
success factors and critical success factors. Aaogto Barat (1992) critical success factors
are events and conditions in “a few areas whiclolabsly must go right in order for the
business to succeed. This means that these suect®s are critical and necessary for this
business. Kotler (1999) adds to this that critsiadcess factors are not only the strengths but
also the weaknesses that almost critically affacb@anization’s success. In this research we
are not analyzing “critical success factors” buticsess factors”. The definition of success
factors is according to Biehl (2007Jattors that are influencing the success or failafe
projects”. This means the difference between the two is thatcritical success factors are
necessary or almost critical, whereas the sucagerg are influencing the outcome of a
project or business, but are not necessary to Naeedecided to focus only on the success
factors, because this research is to help investdteir search to find financially sustainable
regions where they can invest their money. Andrtd these sustainable regions it can be the

case that not all success factors are presentardFl is still able to operate in this region.

Microfinance can create long lasting impact in édeenomic and social lives of the clients. If
microfinance is a success they should be able @atereconomic growth through loans,

donations and expanding services (Epstein, 2008@reT are also the financial and human
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constraints on the success of a MicroFinance uigtit (MFI) in a country. First you have the
financial resources to provide loans and pay aad the staff. Secondly, they need educated
people who are willing to work at reasonable sakaas officers and mangers for the MFI. If
an MFI must spend a significant amount of money timeé to develop a capable staff this
may cause constraints for the success of the M#drparticular country. In this research we
are only going to look at the factors at regionalasional level where investors do not have
any influence on, but these factors can have dnente on the MFI. The factors at MFI level
which can be influenced do not fit in out reseascbpe. A lot of research is already been
done on the impact of institutional factors on tlwécome of a microfinance project, therefore
we decided that the institutional factors alreadyehbeen covered. For this reason we only
look at regional and national level because we dotlnis is a research gap on this subject.
This is important for our research because we Wwaptovide a guideline for the investors on
the success factors. We are interested in the ingfabe condition on regional and national
level instead of the institutional factors. Thresswamptions have to be met to make
microfinance a success. First the finance has tatgeted. The finance has to reach directly
the individuals and their communities. Secondllgas to be impact effectively on the labour
market and community and third, it has to be finalhc sustainable. The loans have to be
paid back. The goal of this research is to helsters in their search to find financially
sustainable regions where they can invest theireyoihis research should be seen as a
guideline to determine when a project can be ssfakesr not. In their research they can
figure out with the help of this master thesishié tsuccess factors are present and how they

can influence the outcome.

First we are going to look into literature to findt which the most important success factors
are. Secondly, we are going to analyze two existimgrofinance projects to see what the
success factors are in these projects. We wamdw kvhat the impact of the success factors
is on the outcome of the project. We want to seadliuccess factors have to be present to
make the outcome of a project successful. The firsject is by Alfred Lakwo in Uganda.
The second project is from the MFI Tchuma in Mozajub. Both outcomes of the projects
are successful. The goal of the projects is to dtigate if al success factors have to be

positive to create a successful outcome of a miwaote project.
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2. M ethodology

21  Research goal

As explained in the previous chapter our reseaodl  to identify the success factors for
MFIs on regional and national level. This reseascto help investors in their search to find
financially sustainable regions where they can stwbeir money. This research should be
seen as a guideline to determine when a projecbeauccessful or not. In their research they
can figure out with the help of this master thakihe success factors are present and how

they can influence the outcome of their microfirepcoject.

2.2  Typeof research

The type of research we want to conduct is an eqbtay study (Cooper and Schindler,
1998). This because of the fact that we do not afdgcribe or define the subject of
microfinance, but we also want to analyze relatigps (e.g. between the success factors in
MFIs and microfinance projects). Explanatory reskagoes beyond the description and
attempts to explain the reasons for the phenomdmorthis case the success factors of
microfinance). In the literature analysis we malse wf secondary data in the form of
academic articles, articles which are publishethieyWorld Bank and International Monetary
Fund, and data available on the website of the 8VBdnk, IMF, Grameen Bank, and other
microfinance websites. In the second part we wanarialyze two existing microfinance
projects. With this analysis we want to find outhkre are differences between the success
factors found in the literature and the succes®fadound in the two projects.

2.3  Research Question

Based upon the literature found and the researah g@ formulated the following research
guestion:
“What are the success factors, on national and regitevel, which can influence the

success of a microfinance project?”

According to Barat (1992) critical success factars events and conditions in “a few areas

which absolutely must go right in order for the ibess to succeed. This means that these
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success factors are critical and necessary fortihssness. Kotler (1999) adds to this that
critical success factors are not only the strengthisalso the weaknesses that almost critically
affect an organization’s success. In this reseavehare not analyzing “critical success
factors” but “success factors”. The definition ofceess factors is according to Biehl (2007)
“factors that are influencing the success or failofeprojects”. This means the difference
between the two is that the critical success fackwe necessary or almost critical, whereas
the success factors are influencing the outconeebject or business, but are not necessary

to have.

Sub guestions:
1. What are the success factors for microfinance mtsjdound in the literature®ur

research goal is to identify the success factargviels in a country. MFIs are then
able to see if a country they want to invest in bagain factors which can have an

influence on the microfinance project.

2. In which way do these success factors influenceofimnance projects?t is important
to know in which way the success factors foundun @search have an influence on
MFIs and microfinance projects. MFIs need to knbthé success factors can have a

positive or negative influence on the projects.

3. In what way do the success factors found in therditire influence the two
microfinance projects used in this researcAfter the literature analysis we are
analyzing two microfinance projects in Mozambiqueel &Jganda. With this analysis
we want determine what the influences are of thecesss factors found in the

literature on the two projects in Africa.

4. Do all the success factors need to have a positifleence for a project to be
successfulVith the analysis of the success factors in therafiltance projects we
want to determine if all factors have to be positig create a successful outcome of a

project.
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24  Management situation

For this master thesis we want to investigate wimatational and regional factors are which
influence the success of the microfinance projlecthis way investigators can be aware what
the success factors are, which can make a sucoéesd there microfinance project. We will
look at the national and regional success factbesamuntry and in this way this research can
help investors in their search to find financiadlystainable regions where they can invest
their money.

Furthermore, we will look at two microfinance proie to investigate what the influences are
of the success factors found in the literaturehentivo projects in Africa. With the analysis of
the success factors in the microfinance projectsvaet to determine if all factors have to be

positive to create a successful outcome of a projec
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3. Success Factor Analysis

In this chapter a literature study is conductedsancess factors in microfinance on the
national and regional level. The research is basethe regional and national success factors
economy, politics, and social/cultural. MFIs caentlfy with the help of this research which
national/regional success factors can have aneinfie on the MFI or microfinance project,

and thus if the investment in this region/countag la bigger change to be a success.

3.1 Success factors

In the literature we found several authors who dibedhe success factors which can have an
influence on MFIs and microfinance projects. Finse will discuss the different success
factors of these authors. Second, we will makelecgen of these success factors based on
the arguments and literature provided by the asthbastly, we will analyze the success
factors selected on national and regional levelthadevel of influence on a MFI.

Karmakar (1999) defines four sectors of factorscivhinay have an influence on MFIs. These
sectors are:
1. Social factors: population growth, literacy ratpsyverty, education, inequality (e.g.
castes), media, and labor unrest.
2. Economical factors: monetary/fiscal policies, itita, GNP/GDP, infrastructure,
taxation policies, and balance of payments.
3. Technological factors: communication, transportpais, basic research, and Bio
technology.
4. Political factors: Centre-State relations, stajilitypes of politics, international
relations and law order.
Sebstad and Chen (1996) also defined factors akessdor microfinance. They divided those
factors in the following groups: First there is thditical, social and cultural environment of
the country. These measures include governmenumaon, business corruption, political
stability and gender bias. The second group isett@nomic environment of the country.
These measures include the economic stability ef dbuntry, the infrastructure and the
competition of the local business. On these meadine MFI have little ability to change or

control. If a country is political or economicalsiable this may effect the decision of a MFI
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entering the country. If they do enter such a cqutiitey have to develop a good strategy and
structure to deal with these constraints.

Furthermore, Zohir and Matin (2004) conducted reean the wider impact of microfinance
and the influences of factors on microfinance migeThe authors defined several groups
which are overlapping. In the economic group thetdis are: Inequality, Poverty, GDP,
Labor market, financial market, Product market, &xfdastructure. In the political group the
factors are: Mobilization, Civil rights, and inflnees on politics. And the last group are the
social and cultural factors, which include: Edusatigender, systems of beliefs, and religion.
Lastly, we found the microfinance contribution mbdé Epstein and Crane (2005). In this
model the authors state several groups of factbishacan have an influence or contribution
on microfinance. They have the political, sociadl @ultural environment factors, which are:
gender bias, poverty level woman violence, edunatiorruption, and government stability.
And the second group are the competition and ecanstmucture factors, which are: inflation

rate, infrastructure, and interest rate.

After careful analysis of the models of Karmaka®99d), Zohir and Matin (2004), Epstein
(2005) and Sebstad and Chen (1996) we made aisaledtregional and national success
factors which can have an influence on MFIs andrafiitcance projects. We decided to
conduct a literature research on the success fastated below. The arguments why we have

chosen for these factors are described below.

Regional and National Success Factors:

e Social / cultural success factortnfluence of religion, level of education, and

percentage male/female.

» Political success factar§reedom of markets, government policy, countriitipal

stability, and level of corruption.

» Economic success factodsiterest rate, inflation rate, poverty rate, asfiructure, and

labor market stability.
We have chosen for these factors after carefulyaisabf the models of Karmakar (1999),
Zohir and Matin (2004), Epstein (2005) and Sebstad Chen (1996), and other literature

sources.

The World Bank (2007) discusses the fact that deoto be effective, development processes

to reduce poverty must be created with an undedsigrof the culture, or while taking the

L. Dingemanse (1552880) 14
I.H. Samson (1551396)



Success Factors of Microfinance

culture into account, for two reasons: First, adtinfluences what is valued in a society; in
particular, it shapes the 'ends’ of developmertt dna valuable to the poor. Second, culture
influences how individuals, communities, informahda formal institutions respond to
developmental changes, so knowledge of culture(a)means to effective poverty reduction.
Furthermore Zohir and Matin (2004) provide some examples otural impacts of social
intermediation that could have an affect on thaadatomain of our framework includes for
instance attitude towards acceptable age of womewlgiage, domestic violence, dowry,
hygiene, or even the perception of and behavion wiitsiders. According to the authors it
could also influence gender norms and roles withenhousehold and beyond or bring about
changes in the ways in which the functions of comityuorganizations is perceived and
understoodTherefore, it is important that the social and walt group of success factors is
analyzed, to find out if the factors in this grdugve an influence on MFIs and microfinance
projects. Within the culture group, the authorsdiicussed the point of gender, gender bias,
inequality, and woman violence. We decided to cawesse factors into a broad group of
percentage male/female. When analyzing the sucfaeser percentage male/female the
aspects of gender inequality, gender bias and wonwence will be covered, because these
factors are all connected to each other. How tfesers are connected to each other will be
shown in the analysis of this success factor.

The success factor Influence of religion will belgmed and will cover the factors systems of
beliefs and religion. Lastly, the success factoudzadion is a factor which all four authors
pointed out as important, we agree on the impoeasfcthe education factor and thus this
factor will be included in our research. Karmake®99) also discusses the factors media and
labor unrest within the social group. Labor unrisstmore a political success factor and
therefore placed in this group (which will be dissed later). Media is a success factor which
can have an influence on large companies and matittimals, but the media will not spent
attention to the little businesses of microfinaotients, and even if they do these businesses

will not be affected by the media. For this reas@ndo not cover this aspect in our research.

Donaghue (2004) argues that a favorable macroedenemvironment and the liberalization
of the financial sector are key enabling factorsthe transformation of village units and
regional areas. A macroeconomic policy frameworthvexcessive government deficits too
often crowds out credit to the private sector astan excessively tight macroeconomic policy
too often chokes off economic growth and privatended for credit. General institutional

weaknesses in a country can impede its developmentuding poor public sector
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governance, limited effectiveness of the courts a@axdessive or corrupt bureaucratic
procedures (United Nations, 2006). Robinson (199dg to this that starting up a MFI,
requires an enabling macro-economy, an approptiegal and regulatory environment,
reasonable level of political stability, and suleademographic conditions. Because of these
arguments and the success factors analyzed by Karna999), Zohir and Matin (2004),
Epstein (2005) and Sebstad and Chen (1996), iecsddd that political success factors are
important for this research and need to be included

Within the second group, the political successdiagtthe authors discuss corruption. We
agree with the authors that this is an importantoiawhich can have an influence on the
success of an MFI and therefore we included thpeetsin our research. Furthermore, we will
discuss the country/political stability, freedom mwiarkets and government policy. These
factors will be cover government stability, inflwémg politics, political mobilization, civil

rights, centre-state relations, types of politinggernational relations, and law order.

For the last group, Ledgerwood (2000) discussedattethat economic policies do have an
influence on the ability of an MFI to provide efteely financial services. Economic policies
can affect the inflation rate, the growth of themamy, or the degree of openness of the
markets which will have a direct influence on theerest rate of the MFI loans. This all also
has an effect on the successfulness of the midregeneurs for their business and the ability
to utilize financial services. The investment ofetlgovernment into the financial
infrastructure, the scale and depth of the povamty the access to social services all affect the
way a microfinance organization operates their ress. Because of poor roads micro
entrepreneurs are not able to reach the marketkhhservices or the school for their children.
All these activities are affected to their use iofahcial services. The report of the United
Nations (2006) supports this. In this report iaigued that when the financial sector is weak,
MFIs will have limited opportunities to tap into mestic or international funds and credit for
households and small firms are likely to developrenslowly and on a more limited basis.
The less robust the domestic financial sector amal more fragmented its supportive
infrastructure, the more likely it is that micradimce institutions will rely on government and
international donors and the credit enhancemerisdffer. For these reasons and the success
factors discussed by Karmakar (1999), Zohir andiMg004), Epstein (2005) and Sebstad
and Chen (1996), it is decided that economic suctaagors can have an influence on MFIs

and microfinance projects.
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Therefore, in this last group of factors, the ecoimal factors, we will discuss the labor
market stability. This factor will cover the facsorlabor unrest, labor market, and
unemployment as discussed by the authors. Furthierrtite factors infrastructure, inflation
rate, interest rate, and poverty rate will be aredy In our opinion the factors financial
market, GDP, monetary/ fiscal policy, taxation p@s and economical stability are covered

in the political success factors country/politistbility and government policy.

Lastly, Karmakar (1999) discusses a fourth groupitén success factor model, namely
technological success factors. We decided thafabimrs communication and transport fall
into the group of infrastructure. Export is exclddieom our research with the reason that
microfinance loan are very small loans with whidfe tpeople can set up very small
businesses. The people sell their products in enntlarket in their own village or in the
nearest bigger village. This means that these pengler get involved into export, their
business is simply too small. Furthermore, the esscfactors basic research and bio
technology are also excluded from our researchause bio technology and basic research
are research and development activities of the rgowent of a country for country
development and growth. These activities only reweglect able effect on microfinance and
the businesses of microfinance clients. Furthermtrese aspects are also covered in the
factor of government policies, and for these reasbis decided to exclude these factors from

our research.
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3.1.1 Social and Cultural Success Factors

Within this paragraph of the research the socia amltural success factors are analyzed.
These success factors are: influence of religia@vell of education, and percentage
male/female. The goal is to identify if these sbaiad cultural factors analyzed are success
factors which can have an influence on MFIs andafiicance projects, and in which way the

social and cultural factors can have an influentd/i&ls and microfinance projects.

Influence of religion

While some cultural barriers are reinforced by légal system, others are based on deeply
rooted social traditions that influence how pedpéat each other in society (United Nations,
2006). Microfinance is a very flexible tool thaincae adapted in every environment, based on
the local needs and economic and financial sitoafir this reason Segrado (2005) argues
that microfinance can easily be adapted to ceraltural environments, such as countries
characterized by a majority of Muslims that folltke Islamic law. The author discusses the
fact that microfinance in Islamic countries canseen as the maximization of social benefits
as opposed to profit maximization, through the tio@aof healthier financial institutions that
can provide effective financial services. In thigywmicrofinance can be adapted towards the
religious beliefs of this culture. Based on thesetd found, it can thus be said that when
starting up a MFI or microfinance project there aoelimitations based on religion. It is only
important to adapt the values of the project tovidlees and beliefs of that particular culture.
This means that religion is a success factor, mradaptation of the MFIs towards the
culture of the country or region is necessary dns the religion is influencing the MFI or

microfinance project. But when the adaptation isedproperly the MFI can grow successful.

Level of education

Limited literacy, particularly financial literacys often cited as a significant constraint on
demand. People with limited literacy skills arecagenerally unaware of their rights and can
be intimidated by banking systems and procedures iticlude complex contracts and
documentation they cannot read and do not undergtanited Nations, 2006). Furthermore,
when discussing level of education, children’s edion is an important part of this subject.
Microfinance does not directly target children’suedtion, but it affects this subject in an
indirect way. Holvoet (2002) argues that “crediteza the household and might influence

several of the factors that determine children’sicadion, including the overall financial
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budget as well as the individual parent’'s buddes, time allocation, the individual parent’s
degree of participation in household decision mgkiand the perceptions regarding the
importance of children’s education”. Queagebeur amarthi (2005) state that “Recent
theoretical models portrayed human capital investnzs a primary engine of economic
growth”. Education, therefore, is a crucial elemémtpoverty alleviation and economic
growth on the macro level as well as on the houselevel. However, even though poor
households want their children to be educated, nedrtpem do not send their children to
school. This because the lack of financial meamsisnportant factor in this decision, many
poor households do not have the funds to pay fercthsts of schooling for their children.
Even when there are no school-fees charged scigoadinally involves indirect costs, such as
expenses for uniforms, books, and transport. Theefite of microfinance therefore reach
beyond the microfinance client himself; it incremdbe educational opportunities of the
client’s children, which could result in a less demed future.

The level of education has a 10% influence level tba outcome of the success of
microfinance according to Baptista et al (2006)ptda et al. have done research at the
development of microfinance at the Cape Verde incaf With the education level they mean
number of years schooling. The average number afsyl®r men is 7.4 years and for women
is 5 years. Baptista et al. also found a positelationship between the size of the micro
enterprise and level of education. This is explaity the fact that well-educated micro-
entrepreneurs have better developed technical skiiness knowledge, ambition and self-
confidence. They are also less reluctant to expglummaselves to the risk that comes with large
loans because they have a better understandifg dfibctioning of the credit market and the
availability of alternative financing sources.

As Baptista et al. (2006) argue the level of edooahas a positive influence on the success
of microfinance. Basic knowledge of reading andnting is necessary (for calculating the
weekly repayments with interest etc.) Furthermdraying a basic literacy level helps the
people in exploiting their business and generatimaney to pay the loan back. This basic
knowledge of literacy is mostly gained through eation. Also the benefits of microfinance
reach beyond the microfinance client him or hergetis because generating money through
microfinance increases the educational opportunitie the client’s children, which could
result in a less burdened future. Because of tbetlfet the level of education does have an
influence on MFIs and microfinance projects, it dsnconcluded that the level of education

is a success factor for MFIs and microfinance ptsje
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Per centage male/female

The World Bank (2007) says that gender inequaldws economic growth and increases the
difficulty of overcoming poverty. Women’s empowenmnteis especially important for
determining a country’s demographic trends. Thesads affect its economic success and
environmental sustainability. Earlier research fbuthat the outcome of microfinance
participation differs by gender. According to Pd#nhd Khandler (1998) the flow of
consumption expenditure increases 18 taka (Takheiurrency of Bangladesh) for every
100 taka by woman, this differs with the men beeahgy only show an increase of 11 taka
for every 100 taka. Pitt et al. (2003) also clamattthe credit provided by woman improves
their health and nutrition situation while the dtedrovided by men does not show a
significant effect. Gow (2001) agrees with thesateshents. He says that “woman have
proven to be good credit risks, while generally rhame not been faithful repayers of loans”.
Recent data by Pearson (2001) shows that a gropencentage of women are head of the
households and that the family is dependent omtbmen for income. This explains the
eager and responsibility of the women to make mara conduct in microfinance loans to
do business. According to a study by Hashemi €1996) the importance of a women'’s
contribution to family support is the most impottaariable from the effect of women on the
impact of microfinance. Hashemi et al used eigldicgators in the research from women
empowerment: women’s economic contribution to ttwaidehold, ability to make large
purchases, ability to make small purchases, invoér@ in major decisions, ownership of
productive assets, political awareness and freelom family domination. Kabeer (2001),
claims that a micro loan increases the bargainihgtson of women in their households,
which motivates them to make a success out of thesiness. Moreover, as FINCA (2007)
argues, "It has been proven time after time thereimsing the incomes of poor mothers result
in an almost immediate improvement in the dietha&fiit children. The greatest benefit is that,
when a woman's income grows, the first thing shesds to send her children to school. And
when a child is educated, he or she has betterrappiies to live outside of poverty”. It
therefore can be said that when starting up a MHhiorofinance project, it is helpful to start
this business in a region or country where womarbacoming more and more emancipated.
This because MFI want to provide loans especialyvbman, and in regions or countries
where woman still have a minority role their hustauor fathers will never allow them to
start their own business, and a MFI is not ablgrtav. Because of the fact that the percentage
male/female has an influence on MFIs and microfoesprojects, it can be concluded that the

percentage male/female is a success factor for Biftdsmicrofinance projects.
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Summary social / cultural successfactors

After analyzing the social and cultural factorsesétd, it can be concluded that influence of
religion, level of education, and percentage maila#le are important success factors which
can have an influence on MFIs and microfinancegutsj

The first factor we describe is religion. We foutitht there are no limitations based on
religion when starting up a microfinance projettslonly important to adapt the values of the
project to the values and beliefs of that particulature. The second factor of the social and
cultural factors we describe in this research éslével of education. We found that there is
some basic knowledge required to make a microfiegroject work. This is because of the
fact that people who acquire for microfinance lo@ed to have basic knowledge of reading
and accounting. Furthermore, having a basic litelaeel helps the people in exploiting their
business and generating money to pay the loan bHo&. third and last factor is the
percentage male / female in the region of the rfiltance project. We found that it is helpful
to start up a microfinance project in a region vehevomen become more and more
emancipated. This because MFI want to provide l@mp&cially to women, and in regions or
countries where woman still have a minority roleitthusbands or fathers will never allow

them to start their own business, and a MFI isafobe to grow.
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3.1.2 Political Success Factors

Within this paragraph the political success factns analyzed. These success factors are:
freedom of markets, government policy, countryAiai stability, and level of corruption.
The goal is to identify if these political fact@salyzed are success factors which can have an
influence on MFIs and microfinance projects, anevinich way the political factors can have

an influence on MFIs and microfinance projects.

Country / Palitically Stability

Vanroose (2007) argues that microfinance tendsetwesmore clients in economically
instable environments (this is an indicator of ttiéerence between MFIs and formal
financial institutions). The author argues thastis the case because financial instability
renders people familiar with the higher interedesathat such MFIs frequently ask. The
formal banking sector may be more reluctant to j®¥inancial services in instable areas to
the poorer sections of the population, therefoagitey a bigger market potential for MFlIs.
War can have a large impact on the stability ofoantry and thus the economical and
environmental stability. War can have a wide raggmpact and potential damage not only to
the borrowers and the MFIs, but also to the wideciad, economical and political
environment. War directly has an impact on both tieerowers and the MFIs. On the
borrowers side war can immobilize their livelihoadtivities and can result in lower income
that could translate in lower capacity for saviagsl loan repayment. As this takes place, on
the MFI side, the decreasing revenues can affeqirifitability and can stunt the growth of
outreach (Rivera, 2003). Barr (2005) argues thatsMfan thrive in weak legal and other
formal institutional environments because theydarglo not have to rely on such formal
institutions to operate.

MFIs can thrive very well in unstable countries,etifer this is economical or politically
unstable. But as Rivera (2003) says MFIs in ardarevthey are affected directly by war (not
the aftermath) are not functioning well. Thus wa canclude that MFIs can be successful in
unstable regions/countries, as long as these regiomtries are not affected directly by war.
But the country and political stability do have anfluence on MFIs and microfinance
projects, therefore, it can be concluded that thentry / political stability is a success factor

for MFIs and microfinance projects.
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Freedom of markets

The World Bank (2007) promotes market liberalizatmupled with privatization. Opening
up national markets to international trade promategobal partnership for development, as
well as ensures the success of privatization prograPrivatization works best when part of
larger reforms, which opens markets to internatiomade and promotes competition.
Exposure to competitive international trade is avgrdul stimulus for efficiency, which in
turn, contributes to economic growth and risingomes. Therefore, it is vital that the
liberalization of markets is prioritized in order foster economic growth and reduce poverty
immediately. Vanroose (2007) discusses the fadtltheralization (or privatization) of the
financial sector helps foster the emergence of dafitance. She says that “increased
competition, supported by entries of foreign bamkakes commercial banks refocus on their
core business, reducing downscaling efforts and ttreating a market niche for MFIs”.
Ledgerwood (2000) argues that transition economid®ther in situations of liberalization,
situations of conflict or political unrest, wheraisting systems of social networks have
broken down and need to be reestablished, postiaddiconcerns for MFIs. She says that
“transition economies, by definition, are beginnitaydevelop private sector markets and
businesses. Often most microfinance clients arefamoiliar with business transactions and
are generally not entrepreneurial in nature”. Femtiore, Ledgerwood (2000) discusses the
fact that an MFI needs to operate in a country imctv the financial sector has been
liberalized to mobilize savings effectively. Thizciudes abolishing interest rate ceilings and
foreign exchange controls, admitting new entrants the market, as well as establishing
reasonable capital requirements.

We can conclude that liberalization and privatmatare favorable for MFIs. This because of
the fact that the increased competition, suppotigdentries of foreign banks, makes
commercial banks refocus on their core businesiiciag downscaling efforts and thus
creating a market niche for MFIs, as Vanroose (20@iscussed. Furthermore, the
liberalization of financial markets helps MFIs toobilize their savings more effectively.
Because of the fact that the freedom of marketsamasifluence on MFIs and microfinance
projects, it can be concluded that the freedom afkets is a success factor for MFIs and

microfinance projects.

Government policies
Arun (2005) concluded that in many countries, thEl$Mare not usually included under the

financial regulation legislations which restriceth to access deposits from the public. He
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argues that “most of the governments had followddissez-faireapproach in regulating
microfinance institutions which has affected thessitutions to obtain long-term source of
capital at a reduced cost”. In his article Arun (8P discusses the aspect that some
governments are concerned about the high intee#¢ss when the government handles a
laissez-faire approach, but it shows that non-wewient by the government has helped the
microfinance institutions immensely in their eastages. Most of the countries had legally
permissible lower levels of interest rates, whioh @t enough for a sustainable operation by
microfinance institution and which compels them ¢tperate as non-governmental
organizations. Furthermore, Arun (2005) discus$es the governments are also keen to
regulate the MFI's to protect depositor's intergsyticularly in the case of those MFI's
which are already taking deposits.

Barr (2005) discusses the fact that microfinancghtibe an important financial development
strategy in the face of weak, incompetent, or qurrgovernance, and in post-conflict
reconstruction efforts. He says that “bad goverearen hinder microfinance’s growth, and
on the other hand good governmental policies adytaian, and should be used to advance
microfinance”.Mosley et al. (2004) add to this that the civic Whedge literature leads them
to suggest that civic knowledge increases trustgavernment, increases support for
democratic values, and increases political padiogm. They argue: “The more knowledge
citizens have of civic affairs, the less likely yrere to experience a generalized mistrust of, or
alienation from, public life”.

As Arun (2005) discusses thiaissez-faire approach towards microfinance of dve
governments have helped the MFIs to go throughaal gbart up phase, because they could
define and implement their strategy in their ownywdthout government interruptions. On
the other hand some government interruptions aiek rare needed for microfinance, to
prevent for example corruption and high interes¢gaBecause of the fact that government
policies have an influence on MFIs and microfinapeejects, it can be concluded that the

government policies are a success factor for MRtsraicrofinance projects.

Level of Corruption

The World Bank (2007) has identified corruptioreasong the greatest obstacles to economic
and social development. It undermines developmentdistorting the rule of law and
weakening the institutional foundation on which m@mic growth depends. They argue that
“the harmful effects of corruption are especialgvere on the poor, who are hardest hit by

economic decline, are most reliant on the provisibpublic services, and are least capable of
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paying the extra costs associated with briberyydyrand the misappropriation of economic
privileges”. Blackburn et al. (2006) discuss thetfinat there is overwhelming evidence of a
significant negative relationship between the iaaice of corruption and economic growth.
According to them, the principal mechanism throwghich corruption affects growth is a
change in private investment; an improvement in toeruption index by one standard
deviation is estimated to increase investment byash as 3 percent of output.

Savavian (2001) argues that the effect of corrmptin micro enterprises can be harmful on
both the sector and individual firm level. Policigmt restrain the development of a micro
enterprise sector have also implications for theepy reduction. The author says that
“corruption may also cause a loss of efficiencyifatividual firms because it may force firms
to incur a number of unproductive costs, therelaglileg to a welfare reducing allocation of
resources”.

It therefore can be concluded that corruption caveha negative effect on MFIs. When there
is too much corruption in a country or region, timay have an effect on the business of the
clients of MFIs. When their business is affecteal ituch by corruption, they may not be able
to repay their loans on time or not al all, whiohturn affects the MFI. Because of the fact
that the level of corruption has a negative infeceeon MFIs and microfinance projects, it can
be concluded that the level of corruption is a ssscfactor for MFIs and microfinance

projects.

Summary Political success factors
After analyzing the social and cultural factorsesétd, it can be concluded that influence of
religion, level of education, and percentage male#le are important success factors which

can have an influence on MFIs and microfinancegutsj

We found different political factors in the litevag¢ that could have a significant effect on a
“successful” outcome of a microfinance loan. Thstffactor is the country and politically
stability. We found that MFIs can thrive very wetil unstable countries, whether this is
economical or politically unstable. But on the othend MFIs in areas where they are
affected directly by war (not the aftermath) are fumctioning well. Thus we can conclude
that MFIs can be successful in unstable regionsfiri@s, as long as these regions/countries
are not affected directly by war. The second faahe freedom of markets in a country.
We found that liberalization and privatization #gorable for MFIs. This because of the fact

that increased competition creates a market nich®&IFls. Furthermore, the liberalization of
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financial markets helps MFIs to mobilize their a8 more effectively. The third factor we
describe in this research are the government pslidVe can conclude that the laissez-faire
approach towards microfinance of several governmkeate helped the MFIs to go through a
good start up phase, because they could definengidment their strategy in their own way
without government interruptions. On the other haohe government interruptions and rules
are needed for microfinance, to prevent for exangoieuption and high interest rates. The
fourth and last factor in this group is the levékorruption. We have found that corruption
can have a negative effect on MFIs. When thereasiiuch corruption in a country or region,
this may have an effect on the business of thatslief MFIs. When their business is affected
too much by corruption, they may not be able tayeieir loans on time or not al all, which

in turn affects the MFI.
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3.1.3 Economical Success Factors

In this paragraph the economic success factorsanadyzed. These success factors are:
Interest rate, inflation rate, poverty rate, infrasture, and labor market stability. The goal is
to identify if these economic factors analyzedsrecess factors which can have an influence
on MFIs and microfinance projects, and in which whg economic factors can have an

influence on MFIs and microfinance projects.

Interest rate

We have seen that most MFIs have interest rateshwdie very high compared to interest
rates which are charged on commercial loans. Fm4R006) argues that MFIs need to
charge prices high enough to cover costs. Thisnieessential practice for any business
enterprise that intends to continue its operatibagond the short-term. Thus, Fernando
(2006) says that many MFIs have thus adopted eastvery interest rates on micro credit. A
significant number of such institutions have belele & expand the depth and breadth of their
operations. The nominal interest rates charged st lFIs range from 30% to 70% a year
(on a reducing balance basis). The effective isterates are even higher because of
commissions and fees charged by MFIs. On the agnitres discussed that these high interest
rates have negative effects. In the report of thédd Nations (2006) it is argued thaey
may reduce profitable business opportunities fergbor, and they may reduce their ability to
accumulate assets. High interest rates may alsd le&xperienced or financially
unsophisticated poor or low-income borrowers intbtdraps. These factors together lead to
concerns that high interest rates are neither kpciar economically acceptable. Therefore
interest rate ceilings continue to exist and haeenbreintroduced in several countries.
However, Barr (2005) argues that in financially emeloped countries, micro credit can serve
to reduce prevailing high interest rates in thermfal sector through bringing increased levels
of competition.

As Fernando (2006) argues that high interest mtesecessary for MFIs to cover all cost, we
therefore can conclude that it must be possibleibts to charge higher interest rates than
commercial banks in the country/region where thaptwo start up. It is thus important that if
a country handles an interest rate ceiling, thisngemust not be too low. But on the other
hand MFIs should not handle interest rates whiehtao high, to prevent clients to come in a

debt trap. Because of the fact that the interdsthras an influence on MFIs and microfinance
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projects, it can be concluded that the interesé rigt a success factor for MFIs and

microfinance projects.

Poverty rate

On the website of Unitus (2007) it is stated thawepty is a macro problem, with causes as
wide as they are deep. Political instability, natudisasters, corruption, socio-economic
disparities and prejudice, lack of access to edmtatnd lack of infrastructure are just a few
of the key reasons that people all over the wamrkdpaor and remain poor. The world poverty
percentages are based on a report of the World Bankf 2006. This report states that “...
the original international poverty line of $1 a day1985, but PPP terms is now about $1.08 a
day”. But countries do all have their own poveitek, based on the poverty percentages and
national wealth situations in that country.

Karmakar (1999) argues that the poorest groupsimgEdesh are the most reliable to lend to.
The richest, those who have sufficient social, méxdd, economic, and political power to
obtain industrial loans, appear to be the worstoiding to a study by Mosley et. Al. (1998)
households who are living above the poverty linpegience a higher financial impact with a
loan then households who are below the poverty liimés research was conducted under 13
microfinance institutions in seven developing coiest

Based on the literature found we can concludetti@households who are living below the
poverty line (whether this is the world or natiormmdverty line) experience less financial
growth then the households who are living aboveptheerty line. According to the study by
Karmakar (1999) the poorest groups are the mastbtelhouseholds to lend to. According to
the study by Mosley (1998) the poorest groups egpee the slowest financial growth
because they have to come from a long way befagdkceed the poverty line. Based on the
literature we can say that the poorest are the mbable people to lend to, because they need
it the most and are the most driven to make it uecess. Because of the fact that the
poverty rate has an influence on MFIs and micrafagaprojects, it can be concluded that the

poverty rate is a success factor for MFIs and niiicance projects.

Labor market stability

By creating opportunities for work (by for exammleoviding micro credits), efficient labor
markets directly contribute to poverty reductionu8d labor market policies and programs
help workers manage risks associated with unempoyniost income, and poor working
conditions (World Bank, 2007). According to Mosl&yRock (2004) microcredit offered to
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the non-poor can have a significant effect on theepty rate in the region as well. Loans
offered to the non-poor create a labor markethHeramployees of the microfinance clients.

Labor market stability does not have a significafiect on the outcome of a microfinance
project. Therefore, it can be concluded that th®danarket stability is not a success factor.
Labor market is more a measure of the impact ofafiltance. Microfinance can create more
jobs in the region which has an influence on thdfame of the region. There are no

requirements needed in the labor market to make@ess of microfinance.

Inflation rate

Some degree of inflation is present in countriagestors and donors should be aware of the
inflation rate when investing in microfinance. ltfbn can result in real costs for the MFI's
and must be covered by the required interest Mfe!s often operate in countries with
hyperinflation. A country’s GDP provides an indicat of the economic stability of the
country and the future economic growth. A positeBP is mostly preferred but stagnant
economies can also be potential markets for progidmicrofinance services if the
unemployment rate increases and more people becoicre entrepreneurs (Ledgerwood,
2000). But stagnant or falling GDP can also resultower incomes and less demand for
products and services which could result in theufaiof micro enterprises. The stability of
the financial market and other markets makes ttoea@nterprises more stable and viable.
Transition economies of countries with politicalrest or conflicts are cause for additional
concerns for MFI's. Political instability, corrupti and civil war all have a direct effect on the
economy such as internal migration, out-migraticapital flight and currency instability.
There are also less tangible effects like the wegpfe see their future, how much they want
to spend on their products, where they want toshtleeir money to set up a permanent shop
and the kind of products they want to trade inadraffected by the political atmosphere.
Ledgerwood (2000) argues that investors and dosloosild be aware of the inflation rate
when investing in microfinance. Inflation can resul real costs for the MFI's and must be
covered by the required interest rate. FurthermbtEls can thrive well in markets with
hyperinflation, or stagnant markets, because ofbilemarket for potential clients. On the
other hand stagnating markets can mean less defimanuroducts, which results in less
income for the clients and thus the possibilityt tti@se clients are not able to pay back their
loan and interest. Because of the fact that thiatioh rate has an influence on MFIs and
microfinance projects, it can be concluded thatitifl@tion rate is a success factor for MFIs

and microfinance projects.
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Infrastructure

An important consideration when providing microfiica services is the existence of adequate
infrastructure (roads, communication facilities t&aand sewer systems etc.). A lack of these
and other infrastructure facilities will affect thmeans by which a MFI and the micro
enterprises it supports operate and should be takerconsideration when setting up a MFI
(Ledgerwood, 2000). Gow (2001) determined someasdus in which microfinance would
not be very effective. One of these situationés ¢ase in which the infrastructure is absent
or badly developed. The author argues that “vikagathout access to transport or other
infrastructure are considered as high risk are@shir and Matin (2004) discuss that,
especially in Asian countries, significant proportion of MFI loans is reportedihywested on
buying a rickshaw or van. Normally, such investrseate only made in areas where
appropriate physical infrastructure is alreadylacp.

We can conclude that some basic form of infrastmects needed for MFIs to be successful.
This because of the fact that infrastructure, @ssjport and roads, are needed for some clients
to make their business successful (for example goads towards the markets to sell their
products). Furthermore, some basic transport, raadgechnological infrastructure is needed
for the MFIs themselves to do business. Thereforgn be concluded that infrastructure has
an influence on MFIs and microfinance projects, #ng infrastructure is a success factor for

MFIs and microfinance projects.

Summary Economical successfactors

We found different economical factors in the litera that could have a significant effect on
a “successful” outcome of a microfinance loan. Tirst factor we found is interest rate.

We found that the interest rate can be higher kyMirI’s charged then by the commercial
banks. This is necessary to cover all cost madéhéyMFI's. But on the other hand MFIs
should not handle interest rates which are too,Higlprevent clients to come in a debt trap.
The second factor we describe is poverty. We fahatithe poorest are the most reliable and
that the clients who just exceed the poverty lireethe ones who have the quickest results.
Because we mean with success when clients are leajpaay the loan and interest rate back
to the microfinance institution we say that the ngso of the clients are the ones with the
significant influence on the outcome of microfinancThe third factor is labor market
stability. We found that the labor market stabilitges not have a significant influence on
success of a microfinance project. Labor markddilgiais more a tool to measure the impact

of microfinance instead of influencing the impattacrofinance. The fourth and last factor
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is the inflation rate. We found that MFIs can teriwell in markets with hyperinflation, or
stagnant markets, because of the big market f@npiat clients. On the other hand stagnating
markets can mean less demand for products, whaiitsein less income for the clients and
thus the possibility that those clients are noedblpay back their loan and interest. The fifth
factor and last factor we found in the group ofrearaical success factors is the infrastructure.
We can conclude that some basic form of infrastmects needed for MFIs to be successful.
This because of the fact that infrastructure, @ssjport and roads, are needed for some clients
to make their business successful (for example goads towards the markets to sell their
products). Furthermore, some basic transport, raadgechnological infrastructure is needed

for the MFIs themselves to do business.
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3.1 Conclusion of the success factors

Based on the literature research conducted forsttial and cultural factors it can be
concluded that influence of religion, the leveleafucation, and the percentage male/female
are national and/or regional success factors folsM#nd microfinance projects. For the
political success factors: freedom of markets, govent policy, country/political stability,
and level of corruption, it also can be concludeat these factors are national and/or regional
success factors for MFIs and microfinance proje€tst the last group of factors, the
economic success factors, it can be concludedtibanterest rate, inflation rate, poverty rate,
and infrastructure are national and/or regionalcess factors for MFIs and microfinance
projects. The only factor which is not a succesdofais the labor market stability. This
because of the fact that labor market stabilitysdoet has an influence on MFIs and
microfinance projects. Labor market is more a measaf the impact of microfinance.
Microfinance can create more jobs in the regioncihias an influence on the welfare of the

region. In figure 3.2 the success factors founthnliterature are shown.
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Figure 3.2
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4.  Thesuccessfactorsfor the Alwi Parish project in Uganda

In the previous chapter literature research waslected about the success factors which have
an influence on MFIs and/or microfinance projedtsthis chapter these success factors will
be analyzed in a microfinance project in UgandathWhis analysis we want determine what
the influences are of the success factors fourtiariterature on this projects in Africa. The
goal of this chapter is to conclude if all factdrsve to be positive and present to make a
success out of a project.

First, some background information about the ptajee MFI and the research will be given.
After that the social and cultural, political, aacbnomical success factors of the microfinance

project will be analyzed.

4.1  Background Information about the project

In this case study the project of Alfred Lakwo (2D@s used. The microfinance project is
based in Uganda in the Nebbi district in the nevest of the country. Time period of this
project was from February 2002 to December 200&. fdifoject was carried out by the MFI
Pakwach Nam Cooperative Savings and Credit Sotitety (PNVB), this MFI is operating
already for several years in this region. Furtheembakwo obtained help and data from the
Agency for Acceleration Regional Development (AFARDhis is a Non-Governmental
Organization (NGO), and West Nile Private Sectorvédepment Promotion Center
(WNPSDPC) and this organization had only data abootmercial MFIs.

The Nebbi district and then especially Alwi Pariglas chosen by the PNVB for this
microfinance project, because this district hasoad diversity. The regions in this district are

very distinct in ethnicity and social practice.

The PNVB has its headquarters in the Pakwach tawmnal. The bank is a member-owned,
member-used, and member-controlled MFI. The missfdhe bank is “alleviation of poverty
through provision of microfinance services to theomp but economically active youths,
women and men within the community using microficeaoest practices”. The bank deals
only with its members, which is dominated by wonaew youths (80 percent) as its primary
market segment clients (see table 4.1). The baakiges both financial and non-financial
services, these include:

» Provision of saving facilities to cater for the deeof the growing financial services

among the members. Savings products offered arsopalr saving accounts, joint
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saving accounts, and group saving accounts. Neesités paid to members on saving
accounts since the income of the society is stity\ow.

* Provision of credit facilities to members. Loang &iven both to individuals and
groups, to support on-going enterprises and incgemerating activities at an interest
fee of 3 percent per month (36 percent per annual).

* Member mobilization through the sales of shared,@ariodic public education.

« Training in micro enterprise management skillsltents. These trainings are given to
members in the areas of loan management, busikitlss &nd simple record keeping
to improve the client’'s management and their bissine

* Business counseling and training of members ainddiikding knowledge, skills and
confidence in them.

» Capacity building through basic training to the @gement and committee members
on some modules in microfinance.

(Source: Lakwo, 2007)

Table4.1
Growth overview PNVB

Year | Total income | Amount disbursed | Repayment Total of Per centage

(US$) (US$) rate (%) loanees woman
2001 - 102,106.54 74 - -
2002 59,552.13 169,267.10 78 - -
2003 84,498.59 226,715.55 80 506 64.0
2004 126,947.57 307,849.51 81 786 55.2
2005 255,470.24 373,159.39 79 1116 25.6

Source: Lakwo (2007), Uganda shilling (Ushs) coteetto US$ with xe.com converter

4.2  Background information about Uganda and the Nebbi district

Uganda is an Eastern African country, and shasebatders with Democratic Republic of
Congo, Kenya, Rwanda, Sudan, and Tanzania. Ugaasla lRepublic government and the
country economy relies on the agricultural sub@eatrhich contributes to 70 percent of its
Gross Domestic Product (GDP) and employs 80 pewethie country’s labor force (Lakwo,

2007). Uganda experienced a dramatic populationthrioetween 1980 and 2004 and in the
country an estimated total of 43 percent of thepfeeds lacking access to (formal) financial
services especially in rural areas, because MRsudran concentrated (Lakwo, 2007). In

table 5.1 the development indicators of Ugandadaglayed. The development indicators of
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the Netherlands can be seen in the column nexhdocblumn of Uganda to show the

development differences of both countries.

Table4.2

Country Indicator s Uganda and the Netherlands (2005)
World Development Indicators Uganda | Netherlands
Population, total (millions) 28.8 16.3
Population growth (annual %) 3.5 0.2
Surface area (sg. km) (thousands) 241.0 41.530
Life expectancy at birth, total (years) 50.0 79.3
Mortality rate, infant (per 1,000 live births) 79.0 4.0
GNI (USD) (billions) 8.0 642
GNI per capita (USD) 280.0 39,340
Prevalence of HIV, total (% of population ages 29-4 6.4 0.2
GDP (USD) (billions) 8.6 624.2
GDP growth (‘annual %) 6.6 7.7
Inflation 8.2 6.4

Source: Worldbank, 2007

The Nebbi district is situated in the North-Westlgfanda, and the district has a population
over 433,466 people, out of which 226,044 femaled 207,422 Males (Uganda Travel

Guide, 2007). The main activity lies in agricultwith the emphasis on food crops such as
millet, potatoes, beans, and cassava. Cash cropsléCoffee, Cotton and sugar cane. Fruits
and vegetables include Tomatoes, paw paws, avocatyjoes, oranges, lime, onions and

cabbages. Furthermore, there are also fishingitesiypossible on the River Nile.
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4.3  Successfactors of the project analyzed

In this part of chapter 4, the success factors domnthe literature will be analyzed for the
microfinance project of PNVB and Alfred Lakwo. TBecial and Cultural, Economical, and

Political success factors are analyzed accordiagituation in Uganda and the Nebbi district.

4.3.1 Social and Cultural Success Factors

Influence of religion

In the late 1980s, Ugandan officials estimated @@apercent of the population was Christian
(almost equally divided among Protestants and Ro@atmolics). And approximately 15
percent of Ugandans were Muslims. Throughout Ugancialonial and postcolonial history,
religious identity has had economic and politicaiplications. Church membership has
influenced opportunities for education, employmamigi social advancement. As a result, the
distinction between material and spiritual beneditseligion has not been considered very
important, nor have the rewards of religious pgréiton been expected to arrive only in an
afterlife (Country Studies, 2007). In the literaur was found that religion is a success factor,
because adaptation of the MFIs towards the cultfitbe country or region is necessary and
thus the religion is influencing the MFI or micnedince project. But when the adaptation is
done properly the MFI can grow successful. SineeRNVB is a MFI only based in Uganda
and the Nebbi district, they know what the valued aeliefs are in this population and are
adapted well towards it, thus it can be concluded teligion has a positive influence on the

microfinance project of the PNVB.

L evel of education

In Uganda formal education has four levels. Thst fievel consists of seven primary-school
grades (standards one through seven), usually miegiabout age six. Based on test scores in
seventh grade, pupils can enter one of the setygra$ of institutions; a four-year secondary
school ("O-level"), a three-year technical trainingtitution, or a four-year teacher training
college. About 40 percent of those who pass "Oflexeaminations continue their education
through one of several options which follow aftéatt namely an advanced two-year
secondary course ("A-level”), an advanced two yeacher training course, a technical
institute, or a specialized training program prexddy the government. Those who complete

"A-level" examinations might study at Makerere Usmsity in Kampala or they might study
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abroad. Other options for "A-level" graduates & tganda Technical College, the Institute
of Teachers' Education (formerly the National TemshCollege), or National College of
Business Studies (Country Studies, 2007). The nadllenent rates for primary schooling
increased from a total 62.3 percent in 1992 to &&ent of girls and 87 percent of boys in
2004. The gender gap (ratio of girls to boys) im@ry and secondary schooling improved
from 93 in 1992 to 99 percent today and from 67ceer in 1997 to 86 percent today,
respectively (World Bank, 2007).

The Nebbi district has a total of 218 primary sdeawith 201 government schools, 3 private
and 14 community schools. For secondary schooés district has over 21 schools, 9 are
government, 3 private and 9 community. There isethhical Institution and 1 Teacher
training college (Uganda Travel Guide, 2007). Altgb the Nebbi district has this many
schools, the introduction of “fee-free” educaticashonly made small improvements in the
general education of children in this area. A mgjasf the household population had formal
education. This was largely in primary educatiod.f5oercent), equally a majority are literate
(83.7 percent). However, gender disparity existsdocational attainment (see table 5.2). The
majority of women only has primary education (58&cent) compared to men where the
majority has O’level education (34.2 percent). Bisfy in access, retention, progression, and
performance persist between boys and girls. ltoissitlered that education introduces bad

values for girls.

Table4.3
Educational status Microfinance clients
Nebbi district Uganda

Educational level Women Men
None 13.9% 12.7%
Primary 53.2% 30.4%
O’level 31.6% 34.2%
A’level 1.3% 13.9%
Tertiary - 8.9%

Source: Lakwo, 2007

In the literature we found that education is a ssscfactor for MFIs and microfinance
projects, because there is some basic knowledggreelgto make a microfinance project
work. We found that in Alwi Parish the majority wibomen have primary education and the

level of education for men lies even higher. As barseen in table 5.2 only small percentages
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for both women and men did not have any educafiberefore, it can be concluded that the
level of education has a positive influence on BNV/B and its microfinance project in the
Nebbi district in Uganda.

Per centage male/female

In terms of education, women are way less litecmpared to men. In Uganda and the
Nebbi district women suffer gender inequalitiesstlgabecause of their individual self-
oppression and subjugation. However, these geriderirdinations are rooted in a society’s
institutional norms. Furthermore, Lakwo (2007) fdumhat traditionally, husbands are
expected to take the lead in making enrolment aludational expenses decisions. However,
this trend is more eroded among microfinance diémtAlwi Parish. In this area the women
are increasingly participating in decision-makimggesses regarding education.

In the literature about this success factor we dotimatit is helpful to start up a microfinance
project in a region where women become more ancerearancipated. In Uganda and the
Nebbi district women suffer enormous gender inatjigal These inequalities are deeply
rooted in the cultural norms and beliefs. We fouhat women who are participating in a
microfinance project in the Nebbi district are b@oog more emancipated. Therefore, it can
be concluded that the percentage male/female Ipasitive influence on the PNVB and its

microfinance project in the Nebbi district in Ugand
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4.3.2 Political Success Factors

Country / Palitically Stability

Between 1971 and 1985 the country was tortureditiyatdrship and guerilla wars. Since
1986, the government has bolstered the economypaiibies aimed at dampening inflation
and boosting production and export earnings, toamrae the aftermaths of the dictatorship
and war (FINCA, 2007). Also in 1986, the Nationa&sistance Movement (NRM) succeeded
in stabilizing most of the nation and began to diifg agricultural exports away from the
near-total dependence on coffee (Country Studi6872 During the last years Uganda’s
performance has generally improved. Poverty letage declined, with only one in three
persons poor. But there are also factors which H@dk these performances. First, the
economic growth is eroded by both a high inflatiate and population growth. Furthermore,
this decline in growth can be attributed to the aetpof prolonged drought conditions in most
parts of the country on agricultural output; thdéeef of energy shortages on industrial
production; and the high and volatile world oilga$. Second, with no accompanying changes
in agricultural technology, low capital accumulatidhrough domestic savings, a high
prevalence rate of HIV/AIDS, and corruption f1ost corrupt state in the world), its
sustainability remains questionable (Lakwo, 2007).

In the literature about this success factor it wascluded that MFIs can be successful in
unstable regions/countries, as long as these regiomtries are not affected directly by war.
In the case of Uganda it can be said that the cpusitworking hard to overcome the long
period of dictatorship and war. The country anditpall situation are of Uganda are
developing, but stable at this moment. Thus itlwarconcluded that for this factor Uganda is
a good country to start up a MFI or microfinancejgct. And this success factor has a

positive influence on the PNVB and it microfinanmeject.

Freedom of markets

In July 1988, government officials announced thaytwould sell twenty-two companies that
were entirely or partially government owned, inedfort to trim government costs and curb
runaway inflation; this was the first step of theuntry towards liberalization. These
enterprises included textile mills, vehicle impardmpanies, and iron and gold mines
(Country Studies, 2007). The Government of Ugandal) has joined the international
community in the commitment to eradicate poverty @sded by the Millennium

Development Goals. By so doing, a number of pdiaee put in place to facilitate joint
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action in the fight against poverty. For instandecentralization aims at making rural
communities shape their destiny, liberalization @midatization focuses at making private
sector and the market a vibrant actor besidest#te, and legal reforms such as commercial
courts facilitate the freeness with which operaionontracts can be honored (AFARD,
2004). But Lakwo (2007) argues in his report thaltHough Uganda is presented as a
fascinating example of a very poor country that lsascessfully’ carried out a fundamental
liberalization of the economy, the consequencesuath rapid opening up to multilateral
capital have often been adverse for indigenoussfiand farms who benefit less from
production subsidies and have limited help towasess to markets”. The country is lacking
antipoverty strategies and job creation policies] together with widespread corruption and
increasing inequalities, the majority of the popiola remains in vulnerable circumstances.

In the literature for this success factor it waard that liberalization and privatization are
favorable for MFIs. In the case of Uganda, the ¢guimplemented liberalization and
privatization strategies, but next to that the ¢ours lacking antipoverty strategies and job
creation policies which are needed when implemgniberalization/privatization strategies.
It can be concluded here that establishing MFI$&Jganda can help the government with
creating job opportunities and thus reducing theepy rate. Therefore, the freedom of
markets has a positive influence on the PNVB asdmicrofinance project in the Nebbi

district in Uganda.

Government policies

After Uganda had to face the National Resistancedvtent (NRM) led by Yoweri Kaguta
Museveni, who came to power in January 1986, it thasguestion whether or not this new
government could break the cycle of insecurity daday that had affected the country since
its independence in 1962. New civil wars and ilbsbn economic policies diverted the
government's energies from many of its ambitioutipal and economic reforms (Country
Studies, 2007). The government of Uganda startefaaming process for the microfinance
sector in 1998, although the need for this trams&iion became urgent in mid-2003, when
the Ugandan parliament passed an Act establishingeva type of institution, called a
microfinance deposit-taking institution (MDI). Tt also set a time frame for prohibiting
intermediation of compulsory savings (minimum sasginrequired from clients before
accessing a loan), which had previously been thhemsaurce of loan capital for most MFIs.
The MDI Act 2003 also disallowed non-licensed igions from making loans using

compulsory savings (Ssebukulu, 2005).
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In the literature for this success factor it wasatoded that a laissez-faire approach of the
government towards microfinance helped MFIs tolgough a good start up phase, because
they could define and implement their strategy leirt own way without government
interruptions. On the other hand some governmetetrruptions and rules are needed for
microfinance, to prevent for example corruption &rgh interest rates. In the case of Uganda
the government interrupted by introducing a new, Adtich caused the MFIs to change their
strategy in a way which was not very helpful foerth Therefore, it can be concluded that the
government policies have a negative influence ovWPMnNd its microfinance project in the
Nebbi district in Uganda.

Level of Corruption

But there are also factors which hold back goodgperances of the country. One of these
factors is the corruption in the county. Ugandahis 17" most corrupt state in the world
(Lakwo, 2007). Uganda is weak in freedom from cptian, property rights, and business
freedom. Regulations make commercial licensing éuasdme and are not always enforced
consistently. Uganda opened its first commercialriceeveral years ago, but slow resolution
and understaffing lead most investors to seekese#thts or outside arbitration (Index of
Economic freedom, 2007).

In the literature about this factor it was haverfduahat corruption can have a negative effect
on MFIs. When there is too much corruption in ardopor region, this may have an effect
on the business of the clients of MFIs. In the a@sdganda it can be said that the country is
very corrupt and MFIs can be affected by this.ah ¢hus be concluded that for this success
factor Uganda is not a good country to start upFd & microfinance project. Therefore, the
level of corruption has a negative influence onBiNVB and its microfinance project in the
Nebbi district in Uganda.
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4.3.3 Economical Success Factors

Interest rate

Pakwach Nam Cooperative Savings and Credit Soditty charges an interest fee of 3
percent per month (36 percent per annual). Buistaisised in the success factor model, high
interest rates are necessary for MFIs to covecast. The interest rate of 36 percent which
the PNVB charge is not very high, and thereforeeptable for an MFI. The government of
Uganda does not handle interest rate ceilings,tlamsl the MFIs establishing in this country
do not need to take this into account. Therefdreamn be concluded that the interest rate do
not have an influence on the PNVB and its micraic® project in the Nebbi district in

Uganda.

Poverty rate

In the report of Lakwo (2007) he addresses the tpihiat chronic poverty has remained
unaddressed. Many people are caught in chronicrijodgnamics. While 46 percent of the
initially chronic poor households moved out intodeaate poverty, 57 percent instead moved
back into chronic poverty. The poorest populatias hemained poor. On the other hand the
World Bank (2007) states that poverty declinedalpirom 1992 to 2003as a result of high
and broad-based economic growth. The poverty leeadaropped from 56 percent in 1992
to 38 percent in 2003. Although, poverty remainslisiputable high in rural, northern, and
eastern Uganda, Lakwo (2007) agrees with this, dys shat the majority of people in
northern region (64 percent) are poorer than thoseentral (22 percent), western (31
percent), and eastern (46 percent) regions. Funibrey, the people in Alwi Parish are
basically poor materially. Lakwo (2007) states tihavas difficult to estimate the household
income levels in this area, since results of nafigtudies are not disaggregated by districts.
However he concluded that the national poverty tiakulated Ushs. 16,440 (approximately
US$10) per adult per month is far beyond the reddiouseholds in this area.

In the literature about this success factor, it exgdained that the poorest people are the most
reliable people to lend to, because they needeitntiost and are the most driven to make a
success out of their micro credit. Success is ddfims: “success of microfinance projects as
helping people with a loan to make a success otheaf business so they are able to pay the
loan and interest back to the microfinance instnit We say that the poorest group has the
most chance on success of a microfinance loan.gemda the poorest people live under the

national poverty line of 16,440 Ushs. (approximateiS$10) per adult per month. It was
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found that in the northern region of Uganda (whiee Nebbi district is situated) 64 percent
of the people live below this poverty line. Thisans that this district is a good region for
MFIs to start up a microfinance project. And thergxty rate has a positive influence on the

PNVB and its microfinance project in the Nebbi dettin Uganda.

Labor market stability

In the late 1980s, most Ugandans worked outsidentiieetary economy, in part because the
number of jobs in industry was dwindling and théueaof Ugandan salaries was declining
(Country Studies, 2007). In the microfinance projet the Nebbi district analyzed here
women predominate (with 74 percent) in the informah-waged, unskilled and drudgery
technique-based labor force sector (Lakwo, 200@)akues in his article that the 2003 labor
force survey indicated that women participate iesthe labor market than men and their
wages are significantly lower that men’s (a fagtartly due to educational difference and
labor market discrimination). But Lakwo (2007) al@ues that there is a shifting pattern of
work women are engaged in. Because women are gegdpwsith microfinance loans there is a
shifting labor value in the community. Microfinancéents are still trapped in the use of
family labor in the implementation of their entaggss, but 9.9 percent of the clients are using
hired labor (and this percentage is growing). Tinechlaborer works on enterprises owned by
women, their family and jointly. The hired laborades the women to run their micro-
enterprises and also fulfill their domestic work.

As concluded in the literature about this factahdr market is more a measure of the impact
of microfinance. In the project it was found tHagére is a shifting pattern of work women are
engaged in. Because women are supported with rmarafe loans there is a shifting labor
value in the community. At this moment 9.9 percainthe clients are using hired labor (and
this percentage is growing). Therefore, it can bectuded that the factor of labor market
stability is also in the Nebbi district more a maas of the impact of microfinance.
Microfinance can create more jobs in the regioncihias an influence on the welfare of the

region.

Inflation rate

On of the factors which are holding back a prongsgnowth of the country is the high and
instable inflation rate (see table 4.4). The ecaoarnowth of Uganda is eroded by this high
inflation rate, which is fluctuating through theaye (Lakwo, 2007).
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Table4.4
Inflation rates Uganda
Y ear Inflation rate (%)
2000 2.83
2001 2.00
2002 0.32
2003 7.83
2004 3.33
2005 8.15

Source: Mixmarket (2007)

As can be seen in table 4.4 the inflation raterduthe year 2005 was 8.15 in Uganda. In the
literature about this factor it was found that MRdan thrive well in markets with
hyperinflation, or stagnant markets, because ofbilemarket for potential clients. On the
other hand stagnating markets can mean less defieanoroducts, which results in less
income for the clients and thus the possibilityt tise clients are not able to pay back their
loan and interest. Uganda has a high inflation, rdtes MFIs establishing here should take
this into account, because high inflation can tesulreal costs for the MFI and must be
covered by the required interest rate. Furthermtre, country GDP, together with the
inflation rate, provides a good indication of tiveahcial situation and economic growth of the
country. As can be seen in table 4.5, the GDP drasftthe country was also fluctuating
through the years. This also indicates (as with itiflation rate) that the financial and

economic situation of the country was not stable.

Table4.5
GDP Growth
Y ear GDPinUS$ | Annual GDP Growth
(thousand) per capita (%)
2000 5,891,227 1.17
2001 5,640,876 1.46
2002 5,803,020 2.76
2003 6,197,737 0.82
2004 6,833,278 3.12
2005 8,711,725 1.91
Source: Mixmarket (2007)
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It can be concluded that, if the MFIs take the higtation rate and the unstable financial and
economical situation of Uganda into account, tlilafion rate has a negative influence on the

PNVB and its microfinance project in the Nebbi dettin Uganda.

Infrastructure

Between 1987 and 2003, foreign aid made up 65.4%taf government expenditures, and
was 13.7% of total national income. With the helptlus foreign aid budget the local
infrastructure has improved (Maggiano, 2006). Buthaugh local infrastructure has
improved, the infrastructure of the Nebbi diststitl remains poor. The Nebbis district and
Alwi Parish has a poor transport network which aageat hindrance on the transportation of
Agricultural products (Uganda Travel Guide, 2007).

In the literature about this success factor it feasid that some basic form of infrastructure is
needed for MFIs to be successful. In the stategafrida the infrastructure has improved over
the last decade and meets the basic requirementsthB Nebbi district still suffers from
badly developed infrastructure. But, microfinamtients and the MFI seem to thrive well in
this area and do not seem to be affected by thly lledeloped infrastructure. Therefore, it
can be concluded that infrastructure does not haveinfluence on the PNVB and its

microfinance project in the Nebbi district in Ugand
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4.4  Conclusion of the Lakwo microfinance project

When looking at the success factors which are aedlyhere for Uganda and the Nebbi
district it can be concluded that there most ofghecess factors have a positive influence on
the MFI and its microfinance project. But, there aiso factors which do not have any or a

negative influence on the MFI and its microfinapceject.

The success factors which have a positive influenmcéhe performance of the PNVB and its
microfinance projects are: influence of religioay¢l of education, percentage male/female,
country/political stability, freedom of markets,capoverty rate.

For the influence of religion it was found thate tANVB is a MFI only based in Uganda and
the Nebbi district, they know what the values amdielis are in this population and are
adapted well towards it, thus it can be concludeat this success factor has a positive
influence for this microfinance project of the PNMBor the level of education it was found
that Alwi Parish (the Nebbi district) the majoritf women have primary education and the
level of education for men lies even higher. Far percentage male/female it was found that
women who are participating in a microfinance pcoji, the Nebbi district are becoming
more emancipated. For the country/political stapilit was found that the country and
political situation of Uganda are developing, btabée at this moment. For Freedom of
Markets it was concluded that establishing MFIdJganda can help the government with
creating job opportunities and thus reducing theepy rate. For the poverty rate it was
concluded that in the northern region of Ugandaefwltihe Nebbi district is situated) this rate
is very high. 64 percent of the people live belbe poverty line. This means that this district
is a good region for MFIs to start up a microfinamecoject.

The success factors which have a negative influemmcéhe PNVB and its microfinance
project in the Nebbi district are: Government pekg level of corruption, and inflation rate.
For the government policies factor it was found thadJganda the government interrupted by
introducing a new Act, which caused the MFIs torgetheir strategy in a way which was
not very helpful for them. For the factor levelaafrruption it can be said that Uganda is very
corrupt and MFIs can be affected by this. It carstbe concluded that for this success factor
Uganda is not a good country to start up a MFI @rafinance project. And lastly for the
Inflation rate it was found that Uganda has a hagid instable inflation rate, thus MFIs

establishing here should take this into account.
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The success factors which are neutral in this pt@ee the interest rate and the infrastructure.
For the Interest rate it was found that the govenmnof Uganda does not handle interest rate
ceilings, and thus the MFIs establishing in thisrdoy do not need to take this into account.
Therefore, it can be concluded that the intergst daes not have an influence on the PNVB
and its microfinance project in the Nebbi district Uganda. For the success factor
infrastructure it was concluded that the Nebbirdiststill suffers from badly developed
infrastructure. But, microfinance clients and th&IMeem to thrive well in this area and do
not seem to be affected by the badly developedsitructure. Therefore, it can be concluded
that infrastructure does not have an influencenenrRNVB and its microfinance project in the
Nebbi district in Uganda.

When analyzing the project in the Nebbi districtthwihe success factors found in the
literature, we can conclude that three succes®radiave a negative influence and two
factors do not have any (or a little) influence ttve performance of the MFI. But when
looking at the project of PNVB and Alfred Lakwovitas concluded that the microfinance
project in this region did work out as a successs Theans that a MFI is able to start up and
perform well in a country where not all the succesdors of the literature turn out to have a

positive influence.
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5.  Thesuccessfactorsfor the Tchuma project in Mozambique

In the previous chapter we defined the successradbr a successful microfinance project
and how the impact of those factors is on the oun&cof a project. In this chapter we will
look at the different success factors for the MEhdma in Mozambique. The goal of this
chapter is to conclude if all factors have to beifpee and present to make a success out of a
project. First, some background information abet project the MFI and the research will
be given. After that the social and cultural, pcdit, and economical success factors of the

microfinance project will be analyzed with helptbé literature.

5.1  Background information on Tchuma

For this study a research about the impact of rfir@ace institution Tchuma in Mozambique
is used. In this chapter we will give some backgrbinformation about the MFI Tchuma to
give a clear overview of the whole situation. Trgsearch is conducted from the period June
2004 till February 2006. Tchuma Cooperative de (oéel Poupanca is a Mozambican credit
and savings institution established as a pilotqatojn 1996 and re-launched in 1998. Most of
the clients of Tchuma are located in Maputo whgthe capital of Mozambique. The number
of client of Tchuma is around the 9,194 person fitimber of outstanding loans has a value
of 1,361,886 USD. The number of clients increasesyeyear with at least 10 percent. The
average loan balance of Tchuma lies around the29B. Around 36 percent of Tchuma
clients exist on self-employment, most commonlysiall enterprises like retail, chicken,
farming, carpentry and sewing. Tchuma mainly serglsnts, whose businesses are in
commerce, supplying food and other necessitiesgaitban population. Due to civil war and
high incidence of male migrant labor there are mydapercentage of female-headed
households. As of mid-2004, 64 percent of Tchunshénts consist of women entrepreneurs,
most of whom were widows or single mothers. Tchumiasion is to provide credit and
savings services to the emerging entrepreneursozbiMbique, particularly women. Tchuma
currently operates in Maputo, serving the capital the neighboring district of Matola, and

has two offices in the nearby towns MarracueneBwahe.

The repayment capacity of the male Tchuma clieiets dround the 68 percent and for the
women this percentage is 74. But the growth inrdpayments has shown a strong increase

over two years. The repayment capacity for the stewed an increase of 80 percent over
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two years and for women this percentage is 100gmérdf you look at this growth you can

conclude that this project becomes very successful.

In table 5.1 you can see the program growth ofTitleuma institution. As you can see the

number of clients and active portfolio shows adairgcrease for every year.

Table5.1
Program Growth:
Y ear Active Amount Active Average Per centage of
Portfolio Disbursed Clients Loan Women Clients

1999 $88,328 N/A 842 $109 73%
2000  $268,382 N/A 2,095 $128 68%
2001  $447,000 $1,739,000 3,393 $131 65%
2002  $912,494 $3,310,678 5,127 $178 63%
2003 @ $1,332,311 $4,080,974 6,154 $216 N/A
2004 @ $2,467,860 $6,354,513 7,229 $341 N/A
2005*  $2,691,822 $5,891,197 9,194 $293 N/A

Source: Accion international

The main goals of Tchuma are:

» Promote, through credit, the development of smaditesses by persons that do not
have access to commercial bank loans;

» Offer savings to funeral clubs and other assoaiatand individuals associated to
Tchuma; and

» Develop other financial services that are of irgete the members.
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52 Background information about Mozambique

In this chapter we will give some background infatron about Mozambique to give a clear
view about the situation in that country. Mozamlgigsi a country in Africa with a population
of 19.8 million. The country was in civil war folnaost 16 years and a peace accord was sign
in 1992. The first democratic election in the cayrwas held in 1994. The country is now
characterized by reconstruction and developmengé dduntry has since the peace accord
experienced economic growth but much of this ecoogrowth has been accounted for by a
few big projects.

The poverty levels in Mozambique have decreasedifgigntly over the past few years.
However, the majority of the population (54 pergestill lives below the poverty line. In
table 5.2 you can see the world development indisator Mozambique as well as the

Netherlands to give an indication of the situatio& country is in.

Table5.2

Country Indicators M ozambique and the Netherlands
World Development Indicators Mozambique | Netherlands
Population, total (millions) 19,8 16,3
Population growth (annual %) 1.9 0.2
Surface area (sg. km) (thousands) 801,6 41,530
Life expectancy at birth, total (years) 41.8 79.3
Mortality rate, infant (per 1,000 live births) 100 4.0
GNI (USD) (billions) 6.2 642
GNI per capita (USD) 310 39,340
Prevalence of HIV, total (% of population ages P-4 16.1 0.2
GDP (USD) (billions) 6.6 624.2
GDP growth ( annual %) 1.1 7.7
Inflation 1.6 6.4
Source: Worldbank
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5.3  Analyzing the success factors for Tchumain Mozambique

In this part of chapter 5 the microfinance projecTchuma in Mozambique will be analyzed
on the presence and impact of the success fac®f®und in the literature. The Social and
Cultural, Economical, and Political success faci@ns analyzed according the situation in

Maputo, Mozambique.

5.3.1 Social and cultural success factors

Education level

We found that a basic level of education is requing the clients for the success of their loan.
7 Percent of the clients of Tchuma do not havefanyal education at all. 60 percent of the
clients of Tchuma completed their primary educatievel. 27 percent of the clients of
Tchuma have completed secondary education. 3 peafethe clients of Tchuma have
attained university. According to these figures y@an say that 60 percent of the clients of
Tchuma have the basic knowledge required to masecaess out of microfinance. In table

5.3 you can see the nett enroliment in percentdgleeoeducation level of the population in

Mozambique.
Table5.3
Education
Nett enrollment education in % | 2000 | 2005
Primary level 55.5 78.7
Secondary level 3.2 7.1
Tertiary 07| 1.2

Source: WorldBank

You can see that there is a big increase in thecagdun level of the population in

Mozambique. Around the 60 percent of the clientIdiuma have the basic knowledge and
27 percent of the clients even exceed this basmwledge with their attendance of the
secondary education level. If you look at all thdggres you can conclude that the
requirements for the basic knowledge of the cliemés available in the microfinance market
in Mozambique and with the clients of Tchuma. Y@n conclude that the success factor

education level in Mozambique is positive.

L. Dingemanse (1552880) 52
I.H. Samson (1551396)



Success Factors of Microfinance

Per centage male/ female

As you can see in the table of chapter 5.1 more the half of the clients of Tchuma exists
out of female. This is due to the civil war andthigbor migrants. The focus of Tchuma also
lies on the empowerment of women. In their misdioey stated they provide credit and
savings to small entrepreneurs, particularly womarthe literature on success factors we
found thatit is helpful to start up a microfinance projectarregion where women become
more and more emancipated. In Mozambique thereadsrge number of female headed
households who have to provide for the primaryniivconditions for the whole family. In the
literature on success factors we also found thameroare more motivated to make a success
out of their business because they have to taleafaheir family. They are smarter investors
with their money because it is their only changegoape the poverty. The clients of Tchuma
belong to this group who has to take care of tfagmily because their husband gets killed in
civil war or became a labor migrant. So you canctaste for this success factor that it is

positive in Mozambique.

Influence of religion

The constitution in Mozambique provides for freedofreligion and also respects this. The
government tries to protect this right at full Htl@vels and does not tolerate abuse of it, either
by governmental or private actors. The governmeesdot favor a particular religion, nor is
there a state or dominant religion. Around the Bfcent of the population of Mozambique
has a locakeligion. About 20 percent of the population isisten and 30 percent of the
population is a Muslim. As concluded in the litewrat on success factors, religion does not
have any effect on MFIs or microfinance projectss lonly important to adapt the values of
the project to the values and beliefs of that paldir culture. There is not a dominant or state
religion in Mozambigue which is in control who chave an influence on the microfinance
market. Because of the freedom of religion in Mobajyue there are a lot of different
religions but without strong control or influenc® you can conclude that there is not any
influence of religion on the microfinance market Mozambique. The outcome of this

success factor in Mozambique is neutral, it ispasitive but it also is not negative.
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5.3.2 Economical success factors

Inflation rate

The inflation rate in 2004 in Mozambique was 11icpet. In the table below you can see the
interest rate for the years of 1999 till 2004. Yaan see that there is not a stable rate for the
inflation; it is characterized by a lot of flucti@s. From 1999 to 2000 there was a major
increase. After 2000 the inflation rate decreasedafyear which is followed by an increase.
After 2002 it goes down again with a few perceryear. The policy of the government is
focused on maintaining the strong economic grovitthe last years and will do anything to
keep the inflation rate stable and low.

Table5.4
Inflation rates

Year Inflation rate (%)
1999 2.86

2000 12.72
2001 9.05

2002 16.78
2003 13.43
2004 11.1

Source: MixMarket

The inflation rate in the country have fluctuatetb&the last years. The government is now
trying to keep it stable and low. Political inst#lpj civil war and corruption are all reasons
for the inflation rate to fluctuate. Mozambique Hzeen in civil war for many years but the
country is now in peace. The country is also pmditistable for many years now and
democracy is respected. Also the GDP of the coustrigws if the country is stable

(Ledgewood, 2000). In table 5.5 we show the GDRMorzambique in thousand of USD and

the annual GDP growth per capita in percentages.
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Table5.5
GDP Growth

GDPin US$ | Annual GDP Growth

(thousand) per capita (%)
1999| 3,984,553 5.46
2000| 3,684,663 0.73
2001| 3,435,864 10.62
2002| 3,598,551 5.56
2003| 4,320,385 4.99
2004| 5,547,729 5.86

Source: MixMarket

As you can see in the table the annual growth ®GDP have become stable from 2002 this
also counts for the inflation rate. A country GDdes a well indication of the financial

situation and economic growth of the country. dluylook at the figures you can conclude
from this that the economy in the country has bexatable. So for the success factor

inflation rate the outcome is positive.

Interest rate

Tchuma charges a monthly interest rate of 5 perdére client has to pay back by monthly
payments. The interest rate Tchuma is average aeuga other microfinance institutions.
According to Fernando (2006) MFI's need to charggh hinterest rate to cover all cost. It is
the only way to make it possible for MFI to provildans for the poor. Because the interest
rate Tchuma charge is average you can concluddhibanterest rate does not have a large
influence on the outcome of the project. The outearfithis success factor is neutral. The
interest rate does not have a negative or poséffect on the success of a microfinance
project.

Poverty rate
The average Purchasing Power Price of the clignfsluma is around the 9.94 US$ a day. A
small minority of the clients of Tchuma, 13.6 pergdive below the poverty line. The clients

of Tchuma can be divided into 5 categories in Pasioig Power Prices in US$.
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Table 5.6
Categories of PPP in US$

In US$ PPP | Percentage of clients
<217 2.5%

2,17 < 3,38 8.1%

3,38 — 5,07 13%

5,07 — 9,68 32.9%
9,68 + 43.5%

Source: MixMarket

In this research we defined success as “the cigeable to turn the microfinance loan in a
successful business and in this way he/she istabpay the loan and interest back to the
microfinance institution”. From the literature wenclude that the poorest group has the most
chance on success of a microfinance loan. The pbgreup lives below the stated poverty
line of Mozambique. It was found that 13.6 perceinthe clients of Tchuma live below the
poverty line and 56 percent of the population inagal. As you can see in the table a great
percentage has a few dollars a day to spend socgnuconclude that it is an interesting
market for MFI's. So we can say that the succes$ofapoverty rate in Mozambique is

positive.

Infrastructure

A problem in Mozambique is the infrastructure. Be®nomy is growing very fast and almost
80 percent of the population is living of the aghiare. But the underdeveloped infrastructure
is stagnating the economy in the regions of Mozauni The country is missing well
developed transport routes which make it possibiethie agriculture to exploit the markets
(ministerie van buitenlandse zaken, 2007). (Ledgedy 2000). Gow (2001) determined
some situations in which microfinance would notvieey effective. One of these situations is
the case in which the infrastructure is absent aly developed. The author argues that
“villages without access to transport or otherasfructure are considered as high risk areas”.
Zohir and Matin (2004) discuss that, especialhAgian countriesa significant proportion of
MFI loans is reportedly invested on buying a rickstor van. Normally, such investments are
only made in areas where appropriate physical strfnature is already in plac&/e can
conclude that some basic form of infrastructuragsded for MFIs to be successful. On the

one hand infrastructure, as transport and roadgshaeded for some clients to make their
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business successful (for example good roads towhsdsnarkets to sell their products). On
the other hand some basic transport, roads anddtdical infrastructure is needed for the
MFIs themselves to do business. In the case of Mbmue we can conclude that the
infrastructure is a critical point for the develogmb of successful microfinance projects. They
need to work on the infrastructure for the furthggvelopment and success of the
microfinance projects. If they develop the roadfdvethen the poor people in the regions
who’s main income is the agriculture have a changa better life. For this success factor we

can conclude that is has a negative influence enstltcess of the microfinance project in

Mozambique.
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5.3.3 Political success factors

Government policies

The priority of the government these days is taioedpoverty. One way to fight the poverty
is the strong economical growth in the country @hd government is working hard to
maintain this growth. This is shown in policy ofetigovernment to increase the education
level of the people which will contribute to momagloyment. The focus of the government is
on the regions of the country so they can reaclptioe. The government is delegating power
and tools to the regions so they can work morecetfely in the regions to fight the poverty.
The strong economical growth is crucial for theugtn of the government and to maintain
this growth they set up the Poverty Reducationt&gsa Paper (ministerie van buitenlandse
zaken, 2007). The government is also focused onfrdedlom of markets. There policies
stimulated the working of free markets and the eoaoyn From this information you can
conclude that the government is willing to work lwithe MFI's to reduce the poverty and

make the project to a success. So the outcomeasofiiacess factor is positive.

Freedom of markets

The new government is for free markets. Since #he constitution in 2004 the right of the
free market economy is protected. The governmemespecting and stimulating the free
market economy. Because of the liberalization astkucturing of the economy a lot of state
owned companies were privatized. This was a gneetess for the economy of the country
and attracted a lot of foreign investors (minigevian buitenlandse zaken, 2007). The
economy is growing very fast and has a governmemb v stimulating this trend and
protecting the free market economy. We found that tiberalization and privatization are
favorable for MFIs. This because of the fact tha increased competition, supported by
entries of foreign banks, makes commercial bankscus on their core business, reducing
downscaling efforts and thus creating a marketenicn MFIs, as Vanroose (2007) discussed.
Furthermore, the liberalization of financial maskéelps MFIs to mobilize their savings more
effectively. So the liberalization and privatization Mozambique are favorable for the

microfinance market. The outcome of the succegsiffieedom of markets is positive.

Level of corruption
The control of corruption measures the extent tickvipublic power is exercised for private

gain, including petty and grand forms of corruptidhozambique score on the control of
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corruption index by the worldbank (2007) is a -1.0he score of the index varieties from -
2.5 to 2.5. A high or positive number means a lughtrol of corruption. The number -1.01
means that there is a lot of corruption in Mozarabi@nd there isn’'t any control on it. To
compare it with Holland who'’s score on the inde.i$5. In the literature on success factors
it was found that corruption can have a negatifeceéfon MFIs. When there is too much
corruption in a country or region, this may haveediect on the business of the clients of
MFIs. In the case of Mozambique it can be said tih@tcountry is very corrupt and MFIs can
be affected by this. It can thus be concluded tbatthis success factor the outcome is

negative in Mozambique and it is not the ideal ¢outo start up a microfinance project.

Country / political stability

The country was in civil war for more then 16 yeaBnce 1992 there is peace in the country.
And since 1992 the country became a democracye3i064 with the introduction of the new
constitution the democracy is lifted up to a newele Every five years a new president is
chosen. The political situation in Mozambique isyvstable the last years. We found in the
literature that MFIs can thrive very well in undelsountries, whether this is economical or
politically unstable. But as Rivera (2003) says M areas where they are affected directly
by war (not the aftermath) are not functioning w&hus we can conclude that MFIs can be
successful in unstable regions/countries, as lethase regions/countries are not affected
directly by war. Since Mozambique is a stable cogume can conclude for this success factor

that the outcome is positive and that it is safeafMFl to start up a project in Mozambique.
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5.4  Conclusion of the Tchuma microfinance project

When looking at the success factors which are apdlyhere for the MFI Tchuma in
Mozambique it can be concluded that some of theesscfactors in this country/region are

positive, some are neutral and some are negative.

The success factors that are positive are; educhgieel, percentage male / female, inflation
rate, poverty rate, government policies, freedonmafkets and country / political stability.
For the success factor education level we found@Bgercent of the clients of Tchuma have
the basic knowledge and 27 percent of the clieves exceed this basic knowledge with their
attendance of the secondary education level. Iflgol at all these figures you can conclude
that the requirements for the basic knowledge efdients are available in the microfinance
market in Mozambique and with the clients of TchurRar the success factor percentage
male / female we found that more then the halhefclients of Tchuma exists out of female.
This is positive because we found in the literatheg women are smarter investors with their
money because it is their only way out of poveRgr the success factor inflation rate we
found that the inflation rate in Mozambique hasfliated over the past years. We also found
in the literature that MFI's can be successful amrtries with fluctuating inflation rate. The
last years the inflation rate and GDP are stabMozambique so the situation is positive for
a MFI to set up a microfinance project. For thecess factor poverty rate we found that 13.6
percent of the clients Tchuma lives below the piyviene and 56 percent of the population in
Mozambique in general. This is positive for MFI'edause we found in the literature that
poor people are more reliable clients then peogie Wwave more money to spend. For the
success factor government policies we found thatgbvernment of Mozambique has a
policy to fight the poverty and maintain the strampnomic growth. This is positive for the
MFI's because the government helps them to fightpbwverty. For the success factor freedom
of markets we found that since 2004 a free markehemy is respected and protected with
the new constitution. Furthermore, the liberalizatiof financial markets helps MFIs to
mobilize their savings more effectively. So theshisllization and privatization in Mozambique
are favorable for the microfinance market. For shecess factor country / political stability
we found that since the civil war ended in 1992 Rtabique became a stable country. The
country is now for many years in peace end it becardemocracy. In the literature we found

that MFI's can be successful in unstable regiorts @untries as long they are not affected
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directly by war. Since Mozambique is a stable cogume can conclude for this success factor

that it is safe for a MFI to start up a projecMozambique.

We found two success factors that did not haveifhyence at all. These success factors are
influence of religion and interest rate. For thecass factor influence of religion we found
that there is no influence of religion on the mforance market in Mozambique. For the
success factor interest rate we found that theTalteima charges for their loans is average
compared to other MFI's in the region. So the ies¢rrate does not have a significant

influence on the success but it is not negativeeeit

The success factors that are negative are; infictsre and level of corruption. For the

success factor infrastructure we found that indase of Mozambique we can conclude that
the infrastructure is a critical point for the degmment of successful microfinance projects.
They need to work on the infrastructure for thetHar development and success of the
microfinance projects. If they develop the road#tdrethen the poor people in the regions
who’s main income is the agriculture have a chamge better life. For the success factor
level of corruption we found in the case of Mozagui@ it can be said that the country is very
corrupt and MFIs can be affected by this. It carsthe concluded that for this success factor

Mozambique is not the ideal country to start upierofinance project.

When analyzing the success factors for the micaoite project of Tchuma in Mozambique
we can conclude that the district is a seriousooptd start up a MFI or microfinance project.
There are a lot of positive success factor, twanatand two negative success factors which
are out of control of the MFI. The success factotsrest rate and influence of religion does
not have a significant influence on the outcomeveflook at the project it will confirm that
the outcome of a microfinance project in Mozambigae be successful with two negative

and two neutral success factors.
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6. Conclusions

The research goal is to identify the success fadtmr MFIs on regional and national level.
The objective of this research is to help investaish identifying success factors, in their
search to find financially sustainable regions whtkey can invest their money. This research
should be seen as a guideline to determine wheawjacp can be successful or not. In their
research they can figure out with the help of thiaster thesis if the success factors are
present and how they can influence the outcombedf microfinance project.

To fulfill this research goal a research questiamsviormulated. The research question is:
“What are the success factors, on national and reievel, which can influence the success
of a microfinance project?To get an answer to this research question, fobrgsiestions
were formulated. When answering these sub-questammsanswer to the research question
should be found. While exploring this research amdwering the research question, our
research goal was reached, namely identifying #temal and regional success factors for a

MFI and microfinance project.

What are the success factors for microfinance mtsjéound in the literature?

For the social and cultural factors we found théWing factors as success factors; level of
education, influence of religion and percentageenialemale. For the political factors we
found the following factors as success factorsglleaf corruption, country / politically
stability, freedom of markets, and government pgolfeor the economic factors we found the
following factors as success factors; interest ,rgteverty rate, inflation rate, and
infrastructure. We have excluded the factor labarkat stability because this is more a

measurement tool then a success factor that candrainfluence on the outcome of a project.

In which way do these success factors influenceofimance projects?

For the success factor religion we found that tlaeeno limitations based on religion when
starting up a microfinance project. It is only innfamt to adapt the values of the project to the
values and beliefs of that particular culture. lesel of education we found that there is some
basic knowledge required to make a microfinancgeptonork. This is because of the fact

that people who acquire for microfinance loan neetave basic knowledge of reading and
accounting. For the factor percentage male / fem@&dound that it is helpful to start up a

microfinance project in a region where women beconme and more emancipated. This

because MFI want to provide loans especially to orand in regions or countries where
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woman still have a minority role their husbandgathers will never allow them to start their

own business, and a MFI is not able to grow.

For the factor country and politically stability weund that MFIs can thrive very well in
unstable countries, whether this is economicaladtipally unstable. But on the other hand
MFIs in areas where they are affected directly lay {mot the aftermath) are not functioning
well. Thus we can conclude that MFIs can be suégkissunstable regions/countries, as long
as these regions/countries are not affected dirbgthvar. For the factor freedom of markets
we found that liberalization and privatization #agorable for MFIs. This because of the fact
that increased competition creates a market nicmeMFIs. For the factor government
policies we can conclude that the laissez-fairer@ggh towards microfinance of several
governments have helped the MFIs to go throughaal gbart up phase, because they could
define and implement their strategy in their ownywdthout government interruptions. On
the other hand some government interruptions atek rare needed for microfinance, to
prevent for example corruption and high intereségaFor the level of corruption we have
found that corruption can have a negative effecvibits. When there is too much corruption
in a country or region, this may have an effecttwn business of the clients of MFIs. When
their business is affected too much by corruptibay may not be able to repay their loans on
time or not al all, which in turn affects the MFI.

For the success factor interest rate we foundthieinterest rate can be higher by the MFI's
charged then by the commercial banks. This is sacgdo cover all cost made by the MFI's.

But on the other hand MFIs should not handle isterates which are too high, to prevent
clients to come in a debt trap. For the succedsrfaoverty we found that the poorest are the
most reliable and that the clients who just exdibedpoverty line are the ones who have the
quickest results. For the success factor inflatete we found that MFIs can thrive well in

markets with hyperinflation, or stagnant marketscause of the big market for potential

clients. On the other hand stagnating markets caanniess demand for products, which
results in less income for the clients and thusptbesibility that those clients are not able to
pay back their loan and interest. For infrastruetwe can conclude that some basic form of
infrastructure is needed for MFIs to be succesSfis because of the fact that infrastructure,
as transport and roads, are needed for some clientsake their business successful (for

example good roads towards the markets to selt greiducts). Furthermore, some basic
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transport, roads and technological infrastructsranéeded for the MFIs themselves to do

business.

In what way do the success factors found in tleditre influence the two microfinance
projects used in this research?

After analyzing the success factors in the projewetsfound that a lot of factors have a
positive influence, some have a negative influesncg some did not have any (or very little)
influence at all. When analyzing the project in thebbi district with the success factors
found in the literature, we can conclude that trseecess factors have a negative influence
and two success factors do not any have a negafluence on the performance of the MFI,
namely the level of corruption and the inflatioteraBut when looking at the project of PNVB
and Alfred Lakwo it was concluded that the micrafige project in this region did work out
as a success. This means that a MFl is able tougtamd perform well in a country where not
all the success factors of the literature turntodtave a positive influence.

For the project of Tchuma in Mozambique there al@ af positive success factors and only
two negative success factors which are out of obofrthe MFI. The success factors interest
rate and influence of religion does not have aiiggmt influence on the outcome. If we look
at the project it will confirm that the outcome aimicrofinance project in Mozambique can

be successful with two negative and two neutratsss factors.

Do all the success factors need to have a positii@ence for a project to be successful?

As already mentioned before not all success faamrsound positive with the microfinance
projects. So we can conclude from this that notfadtors have to be positive to create a
successful outcome for a microfinance projects. tRerproject of Alfred Lakwo in Uganda
we found that two factors did have a negative grilice and the outcome of the project was
successful. For the MFI tchuma in Mozambique wentbtwo negative factors and two

neutral factors and the outcome of the project alss successful.

The research goal of this master thesis was tdifgehe national success factors for MFls.
Investors can with the help of this research idgiitie success factors, in their search to find
financially sustainable regions where they can shwieeir money. The investors should keep
in mind that not all the success factors in a aguhtave to be positive for a MFI to be

successful.

L. Dingemanse (1552880) 64
I.H. Samson (1551396)



Success Factors of Microfinance

7.

Limitations and suggestions for Future Research

When considering our findings and their interpiietat a number of limitations should be

taken into account, as it follows:

In this research we focused especially on the natiand regional factors, which can
have an influence on a MFI or microfinance projdtte factors we focus on fall into
the groups, social/cultural, political, and econeehifactors. The limitation of this
research is that there exist more national andonedjisuccess factors next to the
Social/Cultural, Economical, and Political factare conducted research about. It is a
suggestion for future research to develop our ssdactors further, with other
success factors which might have an influence.

We did not provide empirical testing, which was txey the scope of our exploratory
methodology of study. Thus, to a certain extent results can be biased due to our
own interpretation and/or judgment of facts.

The success factors found in the literature werapaoed with the success factors of
two existing successful performing projects in Ugmnand Mozambique. We
concluded that the success factors found in theatiire, do not all need to be present
in a country or region for a MFI to be successfBut, the goal of our research is to
find out what the national and regional succes®faare, and MFIs use our research
to analyze a country/region before starting up erofinance project. Therefore, it can
be a suggestion for future research to apply oocess factors found in the literature
in a field study, to conduct research if the susdastors also can be applied in ‘real

life’.

Lastly, we consider this to be a rather rich artdadopic, with a large variety of possibilities

for further research. This because of the facttimath research already has been done about

microfinance and the impact of microfinance on wlial, regional and country level.

Therefore, we consider this topic as rather new #ede is room for future research to

develop our success factors further.
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