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At normal times, any crisis in the microfinance
industry--and the financial sector as a whole--
usually comes with prior warning signals that can be
spotted by the industry experts. But with the
Covid-19 pandemic, dark clouds have gathered
suddenly over the microfinance sector along with
multiple risks. In Bangladesh, the MFIs are well
known for providing, along with financial services,
an array of nonfinancial services using their
customer-centric social model covering tailor-made
products and services including livelihoods and
income generating activities, health and wellbeing,
education and skill development, crisis-coping and
disaster mitigation, relief and rehabilitation,
accessing social capital and state institutions, and
technology and information. These services provide
critical support to the poor and disadvantaged
customers particularly in times of crisis such as
Covid-19.

The InM online survey after the Covid-19 pandemic
outbreak in Bangladesh in cooperation with the
FIN-B members and other MFIs shows devastating
consequences of the pandemic on MFI activities e.g.

many MFI branches had to be closed down;
collection, disbursement, and savings have
drastically gone down; delinquencies have
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increased; individual and microenterprise borrowers
have suffered from lost revenues; wholesale lenders
have reduced credit flows to the MFIs and many
others affecting the delivery of both financial and
nonfinancial services.

Further, the survey brings out two major concerns of
the MFIs: decline in portfolio quality and liquidity
and solvency crisis. There has been sharp increase in
nonperforming and restructured loans during the
pandemic with little capitalisation to mitigate the risk
of insolvency especially for the medium and small
MFls.

The PAR30 (loans in arrears for over 30 days) is the
most common indicator of quality of the portfolio
performance of the MFls; and the InM survey shows
some warning signs. It shows that the growing
portfolio at risk (PAR) is the greatest financial
challenge faced by the MFls during Covid-19. Nearly
93 per cent of the MFIs report sharp rises in their
PAR levels during the Covid-19 period compared with
their pre Covid-19 levels. Among the medium MFls,
59 per cent and, among the small MFIs, 55 per cent
have experienced a more than doubling of their PAR;
while 35 per cent of both small and medium MFIs
report a doubling of PAR over their pre Covid-19 ‘/
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levels.

The PAR levels of small MFIs are higher, we might
expect them to be under greater strain, but they
usually have higher equity levels, which somewhat
mitigates the insolvency risk. Our data also show that
smaller MFIs have lower levels of restructured
portfolios. At the other end of the spectrum, larger
MFls have lower equity, but they also have much
lower PAR30 levels. It’s the medium-sized MFIs that
appear to be getting squeezed.

However, it is also important to note that at least a
part of the increase in PAR is likely to be due to
declining portfolio growth. A growing portfolio can
mask underlying weaknesses. When growth does
not occur, PAR levels increase, and that could be one
of the likely drivers of the PAR spike during the
pandemic. Nevertheless, irrespective of the size
category, most MFIs face similar financial difficulties
due to the pandemic, such as deterioration in
outstanding loan portfolio, high rates of savings
withdrawal by members and difficulties in repaying
MFIs’ borrowed fund to the banks and/or other
borrowing agencies.

Another related issue is loan restructuring and
moratoria which adds to the uncertain environment
of the MFIs. Obviously, high PAR30 levels lower the
portfolio quality of the MFIs; which may trigger
write-offs but that is a follow-up outcome which
most MFls are yet to encounter. Moreover, the more
significant aspect of the Covid-19 pandemic is the
loan that has been restructured, including those
restructured due to Covid-19 moratoria on principal
and interest mandated by the government through
MRA and/or voluntarily provided by the MFls.

The InM survey shows high levels of restructured
loans. These, along with the PAR30 loans, are the
‘portfolios-to-worry’ for the MFIs. At present, these
portfolios show the signs of gathering clouds at a
distance, but whether there would be any serious
storm is yet to be seen. But the uncertainty is
especially marked; and it is time to adopt measures
to withstand the potential shock.
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An important pathway for the MFls for meeting the
present challenges is through capitalisation. The
critical defense can be built through equity, which
can absorb unexpected loan losses. If an MFI can
acquire higher level of equity than the volume of its
portfolio-to-worry, then it can struggle rather
successfully through the troubles depending on the
severity of the crisis. Further, although a relatively
low equity-to-assets ratio may be sufficient for an
MFI to survive economically, but the capital
adequacy requirements imposed by the regulators

(e.g. MRA) may be based on different considerations.

However, the liquidity crisis is still not so serious for
liquidity
support provided by the government and other
funding sources, reduced demand for lending due to

the large and many medium MFls due to

Covid-19, reductions in operational expenditures and
other economising measures. Further, there are
other challenges for the MFIs including increased
cost of funds, reduced credit lines, unexpected
income loss of the borrowers, delays in installment
collections, and forced usage of capital funds for
operational expenses especially for the small MFIs.
Despite several adverse developments and justifiable
concerns, a microfinance sector-wide liquidity crisis
is, however, less likely to occur although the small
and medium MFIs are bearing the brunt of the
burden.

Overall, the adverse circumstances facing the
microfinance sector demand prompt measures to
bring stability in the sector. The measures should
cover a number of areas including a rapid assessment
of the cash flow and liquidity situation and support to
revise business plans accordingly; creating long term
arrangements with the banks (with surplus fund) to
provide liquidity support to kick-start resumption
and sustainability of microfinance operations;
adjustments in regulatory framework to remove
artificial and market distorting barriers; exploring the
potential (with banks, other financial institutions,
interested investors, donors etc.) for a large-scale
blended securitisation of wholesale microfinance
assets managed by domestic commercial banks and
remittance streams (to secure better rates) and
others to fit specific requirements.




The experience of grassroots development in
Bangladesh by both the government and the
NGO-MFIs since independence clearly shows that
development occurs more readily when individual
capabilities are allowed to flourish through using
own skills, knowledge, experiences, and strengths to
pursue a way of life and standard of living which they
value. In the process, the MFIs in Bangladesh have
developed a strong trust through direct
communications and regular interactions with their
customers. The impact of Covid-19 has been severe
on regular activities of the MFIs distressing both the
poor customers and the MFIs themselves. Still, it is
uncertain exactly when the pandemic will be over
and how long its effects will last. The key issue for the
MFls is to resume their normal operations at the
earliest opportunity.

No doubt, the MFIs are major players in providing
financial services to the poor and disadvantaged in
Bangladesh. There are more than 30 million
individuals and 2 million small businesses under the
microfinance network; and these are the part of the
‘missing middle’ in the formal bank credit market.
Over time, the horizon of MFIs has expanded; micro
loan products have been diversified to include both
financial and non-financial products. The MFIs can
also exercise enough flexibility to deal with
predicaments in the form of rescheduling of loan
repayments or accessing emergency loans during
any natural crisis or other disasters. With capacity to
provide tailored services and cultivation of mutual

trusts and confidence, MFIs have a high degree of
resilience during any crisis and can recover from any
adversities within a short time.

For their operations, MFIs depends on several
sources of funding, such as member savings,
cumulative net surplus, borrowings from banks and
PKSF, and others. They use their ‘own sources’ and
‘other sources’ for conducting loan and other
operations. Using ‘own sources’ offers advantages to
the MFIs in the form of ‘quick disbursement’,
‘“flexibility in terms and conditions’ and ‘flexibility and
control’. However, higher profit margin or greater
cost of funds is a key challenge for using ‘own funds’.
There are instances of using other sources of funds
like PKSF, donor or government’s soft funds by the
MFls. Generally, the use of the ‘other sources’ offers
advantages to the MFlIs in the form of ‘availability of
low cost of fund. However, a complex set of
formalities, terms and conditions, and the time
consuming nature of the process are amongst the
challenges that the MFIs face.

InM’s study on operational and financial difficulties
faced by MFIs during Covid-19 shows that more than
88 per cent of the MFIs have difficulties of their staff
in meeting with the borrowers at the field while 85
per cent face problems in delivering nonfinancial
services to their customers. Around 82 per cent of
MFIs report difficulties in collecting loan repayments;
whereas 75 per cent have difficulties in disbursing
new loans to members. These operational difficulties
have also triggered other major short- and long-term

Finimile | 3



financial challenges for MFIs including rising
portfolio at risk (PAR), difficulties in portfolio and risk
management, mass withdrawal of savings by the
members, and worsening liquidity crisis. Among the
major problems, the growing PAR is the greatest
financial challenge that they have encountered due
to the pandemic. Around 93 per cent of the MFIs
face rising PAR.

Irrespective of their size category, most MFls face
similar financial difficulties due to the pandemic.
About 85 per cent of the MFIs face deterioration in
outstanding loan portfolio and 80 per cent face the
problem of high rates of savings withdrawal by the
borrowers. Around 78 per cent of the MFIs face
difficulties in repaying their borrowed funds to the
banks and/or other lending agencies. More than 73
per cent of the MFIs have inadequate equity capital
to cope with the Covid-19 crisis. The MFIs strongly
recognise that they are probably passing through
one of the most difficult times in their long history of
existence in the country.

Another online InM survey shows that during
January-March 2020, the number of new loans
declined by more than 29 per cent although the
number of active members declined by 4 per cent;
while the number of members who are regular
savers declined by 36 per cent. The average loan
disbursement has also reduced by about 25 per cent
and average outstanding loan amount has decreased
by about 7 per cent indicating fewer new loan
disbursements by the MFIs. Moreover, around 94
per cent of the MFIs have negative net earnings
during the pandemic. The MFIs on average report a
repayment rate of just 63 per cent over the post
Covid-19 period compared with nearly 100 per cent
during the earlier periods. During the pandemic
time, MFIs have also been facing huge cash flow
crisis. As a result, the MFIs are operating at a limited
scale. Around 70 per cent of MFIs report that they
are facing a very high demand for new loans
(estimated at 37 per cent) from the borrowers during
the post Covid-19 period relative to the earlier
period. But they are unable to meet the emergency
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needs due to reduced repayment rates of the existing
borrowers, desperate liquidity crisis, and other
adverse developments resulting from the crisis.

To recover from the crisis most of the MFIs have
initiated some policy action such as adopting mobile
financial services to disburse loan and emergency
grants, health and hygiene awareness programmes in
response to Covid-19 on a regular basis, using their
own reserve funds to continue the operation. But
these are highly inadequate relative to the scale of
the problems which demands support from the
government through targeted ‘stimulus package’ for
the MFIs along with other support measures. Their
requirement is for both short and long term
measures. Along with this, they need an effective
response framework that will ensure the success and
sustainability of the efforts of the MFls, The key will
be to extend the horizon of the country’s
development paradigm to improve the overall living
standards of the people in a risk sensitive manner.
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