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“Irresponsible lending, predatory practices, and non-
transparency – all this needs to be avoided because it will               
eventually implode the sector.” V.Mahajan-MD,BASIX 
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Overview 
Social Performance – or putting mission into practice – 
has become a buzz word across the microfinance 
industry. It is now increasingly relevant to the Indian 
microfinance sector, which may be on the brink of a 
‘perfect storm’: a potentially dangerous push for growth 
and expansion, growing over-indebtedness of clients, 
increasing competition, aggressive collection practices 
and the entry of private equity and investors (both social 
and commercial) looking for returns. Now, momentum 
for Indian MFIs need to find a greater balance between 
social and financial bottom lines is at a critical point.  
 
Recently, Ujjivan – a large Bangalore-based MFI with 
over half a million clients – announced that it was 
participating in Unitus’ Social Performance Management 
Implementation Project (SPM IP). Likewise, MFIs both 
small and large, from Chaitanya and Sonata in the north 
to BASIX and BWDA in the south have piloted different 
approaches to audit, report on or manage social 
performance. This note introduces the case for why SPM 
is relevant to Indian microfinance today, and advocates 
for a more client-centric, market-led approach. 
 
Growing Risks in Indian Microfinance 

The Indian microfinance 
market is in a period of rapid 
expansion. Investments have 
increased dramatically since 
2006 and India is poised for 
its first microfinance IPO – 
by SKS, the country’s largest 
MFI. However, such growth 

has led to increasing financial and social risks. 
According to the India State of the Sector report (2008), 
“fast-paced growth with [a] focus on the creamy layer of 
the poor and…uniform products (without taking into 
account the comfort of the clients) has led to…lending 
which almost excludes the most vulnerable and the core 
poor.”  Indeed, the report cites mission drift, lack of 
transparency, weak audit and lack of client protection/ 
mechanisms to redress grievances as some of the key 
governance risks. A recent poll by Microfinance Focus 
confirms this: 67% of respondents believe that 
commercialisation is pushing mission drift in Indian 
MFIs; while 57% are not confident in Indian MFIs’ 
transparency levels.  
 

With growth has come 
increasing competition, 
particularly in urban areas, 
as well as the relatively 
saturated southern states of 
Karnataka, Tamil Nadu and 
Andhra Pradesh. Growth and 
competition have led, 
predictably, to multiple 

borrowing and potential client over-indebtedness, which 
may increasingly affect both clients and MFIs adversely. 
This may be particularly dangerous in a context in which 
most Indian MFIs are highly leveraged (8.4 debt to 
equity ratio compared to a 4.9 regional average).2 
 
India’s volatile political climate also does not bode well 
for MFIs, particularly following the crisis in Andhra 
Pradesh (2006), where the government briefly shut down 
two MFIs accused of abusive collection practices and of 
charging usurious interest rates. Recently, community 
organisations near Kolar, Karnataka have encouraged 
Muslim women to stop repaying interest-bearing loans.  
 

The Response 
Much as the Andhra crisis spurred the creation of a 
voluntary code of conduct led by Sa-Dhan in India, the 
social performance movement has arisen globally partly 
to mitigate these risks. Also, given the extent of public 
and private investment in the industry, the supposed 
benefits of microfinance can no longer be taken for 
granted. This is particularly the case in the wake of 
recent high profile media critiques and the global 
financial crisis. Donors, investors, practitioners, support 
agencies and MFIs are waking up to the need to 

understand how to better balance an MFI’s social and 
financial objectives. 
So How Will Social Performance Help? 
Social performance today goes beyond determining the 
poverty-level of clients or conducting impact studies3. It 
is commonly defined as “the effective translation of an 
institution's social goals into practice in line with 
accepted social values”.4  SPM, meanwhile, refers to the 
strategies and practices necessary to accomplish this, 
including responsible lending, listening to clients, being 
sensitive to staff, aligning systems and monitoring social 
indicators alongside financial ones. 
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The Need for Market-Led SPM 
Some argue that MFIs can only worry about social 
performance if it is a pure NGO MFI or when it reaches 
maturity, after it has built strong systems or attracted 
sufficient funds. Likewise, senior management at many 
Indian MFIs often view SPM as important, but costly 
and time-consuming.  These beliefs have led to a limited 
unsubsidised uptake of social performance in India and 
elsewhere. As a result, SPM approaches are often donor 
or investor-led, focused primarily on indicators and may 
lack practical application to the day-to-day problems or 
context faced by MFIs. Furthermore, a top-down 
approach to SPM does not adequately involve or ask 
clients what matters to them. This risks missing the point 
and not reflecting clients’ true needs and concerns. 
 
 
 
 
 
 

An MFI should not wait until it is sustainable to worry 
about the social concerns that indeed were the impetus 
for its creation – they should form part of its business 
plan and core systems. Furthermore, effectively 
managing an institution’s social performance should  
actually improve an MFI’s financial bottom line through 
higher rates of repayment, mitigation of risks, better 
attraction and retention of clients/staff, and reduced 
costs.5 Indeed, researchers in the corporate world have 
found a correlation between improved social 
performance and financial growth across a wide variety 
of industries and contexts.6  Likewise, a CERISE study 
of 42 MFIs in Latin America found that while targeting 
the poorest may create additional costs, better tailoring 
products and services or reinforcing social capital, 
actually had a positive effect on financial results.7 

 
Some Examples from the Field 
A market-led approach to SPM: 1) can be adapted to the 
institution’s mission, operational needs and local 
context; 2) focuses on meeting clients’ needs; and, 3) 
reinforces both social and financial goals.  While it is 
important to focus on industry-wide efforts, tools and 
indicators used to assess, improve and monitor social 
performance of an MFI cannot be completely 
standardised, but must take into consideration an MFI’s 
own mission and social objectives. For instance, a small 
NGO-MFI like Grameen Sahara (located in northeast 
India) has a mission focused on the poor and thus 
requires tools to assess depth of outreach or poverty-
level of its clients.  However, larger MFIs may want to 
focus on responsible lending and on understanding its 
clients better to modify products and improve retention. 

 

SPM can be an important way to mitigate the risks 
mentioned earlier. BWDA, a large Tamil Nadu-based 
MFI, plans to use client surveys to assess satisfaction 
levels in order to improve client retention. Likewise, 
Chaitanya (an MFI that promotes SHG federations in 
Maharashtra) has built client protection mechanisms into 
its methodology by providing accounting skills and 
capacity building to SHG members, auditing groups and 
providing access to legal advice.  Not only does this 
empower its female SHG members, but it lowers 
operational costs as staff spend less time with a group. 
 
Whereas most Indian MFIs provide a standard credit 
product, leaving many unmet client needs, more and 
more MFIs are listening to their clients and adapting 
their offerings. Grameen Koota, a fast-growing MFI in 
Karnataka, has recently concluded market research and 
will pilot an education loan. BASIX continues to grow, 
helped by its holistic and client-responsive products, 
including agricultural loans, low-income insurance and 
savings through KBS Bank. These, along with livelihood 
services, help to build its brand and ensure client loyalty, 
while meeting client needs and financial inclusion goals. 
 
Finally, as staffing remains a key constraint in the sector, 
Sambandh (a small MFI in Orissa) uses staff satisfaction 
surveys to help it ensure a convivial environment and 
staff retention.  Meanwhile, Nirantara – an MFI based in 
Karnataka – has seen less employee attrition since it 
began piloting a balanced incentive scheme that 
monitors and rewards its loan officers using financial 
and social criteria.  Likewise, Share Microfin – with 300 
branches in five states – has invested heavily in training 
and retention of staff to help sustain its rapid expansion.  
 
Conclusion 
Market-led SPM – in the Indian context – not only can 
help to ensure an MFI meets its mission and manages 
growing risks, but also to improve overall performance. 
Ensuring that clients are not over-indebted and that they 
clearly understand prices and terms – whether through 
strong communication, simple cash-flow analyses and/or 
credit bureaus – will not only assist an MFI’s clients, but 
also help it maintain portfolio quality. Listening to 
clients and adapting products and services can likewise 
lead to improved client retention. Hiring and retaining 
the right staff, putting in place strong internal controls 
and even reaching out to the community are also ways to 
help mitigate risks. Indeed, a recent study concludes that 
being responsible to employees and the community are 
correlated with lower PAR.8 In sum, one can consider a 
market-led approach to social performance management 
as one part “truth in advertising”, one part “risk 
management” and one part “common business sense”.  

Social Performance Management (SPM): setting clear 
objectives and creating a deliberate strategy to achieve 
them, including aligning systems and monitoring 
progress with an aim to improve overall performance. 
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