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Abstract: In the last few years, considerable attention has been paid to microfinance as a relevant
participant in the formal financial system, whose target audience is people who are otherwise at
risk of financial exclusion. In parallel, sustainability and the promotion of Sustainable Development
(SD) are imposed as the theoretical frame when facing any study. This, connected with cultural and
organizational dimensions theories, are the analytical framework for the analysis of the relationship
between the context of performance in which Microfinance Institutions (MFls) operate and their
activity in promoting sustainability. A holistic approach is necessary to make operational these
concepts; for that reason, financial, environmental, social and governance dimensions (FESG), and
the balance among them, have to be considered. The main objective of the paper is to explore to what
extent MFIs are fostering SD, and how this promotion is performed by region. For the analysis, two
different sources of information have been studied: sectoral academic literature that focuses on the
different sustainability dimensions, and MIX Market sustainability data obtained from the MFIs. A
keyword analysis of the selected papers has been executed to be conscious of the most investigated
aspects by region; on the data provided by the institutions, a Kruskal-Wallis H test has been performed
to learn what the main Sustainability Indicators (SIs) are that are reported affirmatively. To obtain
comprehensive research, a comparative study of the results offers the convergences, divergences and
gaps of information in each of the regions. The findings show significant differences depending on
the region, and confirm that operationalization should be adjusted at the regional context of the MFIs.
The paper, with the inherent limitations due to data quality, also offers recommendations for the
better promotion of sustainability in each of the regions.
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1. Introduction

The microfinance system offers financial services worldwide, especially in emerging markets, to a
population with limited access to the conventional financial market or at risk of financial exclusion.
The sector is characterized by focusing on low-money products and services, with easy access financial
instruments, simple opening processes and with regulated return guarantees. Low-income clients
seek microfinance to attend to solving basic needs, personal emergencies or the expansion of a small
business, among others. This lending business that is constantly growing, presented in 2018 around 916
Microfinance Institutions (MFIs), with an estimated USD 124 billion gross loan portfolio, and resulting
in 140 million active borrowers worldwide, where 80% are women and 65% are rural borrowers [1].
According to the Microfinance Barometer 2019, the Latin America and Caribbean (LAC) region presents
the highest number of MFIs (248 institutions) and the largest credit portfolio (48.3 billion). Regarding
the number of clients, South Asia has almost 70% of the total clients, in which 89% of them are women.
The regions with the highest percentage of rural clients are East Asia and Pacific (EAP) and South
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Asia (79% and 72% respectively). Eastern Europe and Central Asia (EECA) and Middle East and
North Africa (MENA) are the regions where microfinance presence is lowest in terms of the number of
institutions, credit portfolio size and clients served.

The main goal of the microfinance sector and its MFIs is to financially empower the poorest
members of society and to foster Sustainable Development (SD) [2—4] through their operations. SD
is “the development that meets the needs of the present without compromising the ability of future
generations to meet their own needs" [5]. That is, SD integrates the commitment of societal evolution
toward a more equitable and wealthy world for generations to come [4]. Practitioners and academics
have addressed SD from different perspectives, assuming that it is a great challenge to conceptualize
and operationalize SD, due to the complexity and variety of factors involved. From a micro-level
approach, SD is promoted through organizational sustainability that entails an equilibrium among the
financial, social, environmental and governance (FESG) performance dimensions [4,6,7] in the short
and long term [8].

Globally, poverty is distributed unevenly. Data provided by the World Bank (2018) indicate that
736 million people worldwide are living below the international poverty line and are located mainly
in Sub-Saharan Africa (41%), South Asia (12%) and in MENA (5%). In addition, extreme poverty is
overwhelmingly rural, where the poverty rate in rural areas is more than three times greater than in
urban areas. Deepening into the multidimensionality of poverty and SD, monetary deprivation is
detected mainly in Sub-Saharan Africa, while educational privation is remarkable in South Asia, and
the LAC, and EAP and MENA regions have a high lack of basic infrastructure. Therefore, considering
that microfinance can usefully link up with SD [1], in order to achieve the eradication of poverty and
satisfactorily foster SD, it is necessary to consider its multidimensionality in which the FESG dimensions
are integrated, and acknowledge the need for equitable SD in certain regions or countries [9].

Elaborating on this, on the one hand, previous studies on microfinance have considered different
areas of performance, but they have been assessed mainly from an economic and socio-economic
perspective [10] with results that have not always reached a consensus [11-13]. However, to the
authors’ best knowledge, microfinance institutions” performance has been scarcely explored from a
holistic approach, considering an integrative sustainability framework.

On the other hand, the MIX Market Financial Performance Report (2017) [14] presents a global
positive sector trend with regional variations, thus, regional differences play an important role in
the fine-grain analysis [15]. Previous microfinance research shows the need for an in-depth analysis
considering the importance of region-specific parameters [16-18].

Moreover, as far as the researchers are aware, microfinance has been scarcely investigated from
the point of view of sustainability or its impact on sustainable development, where the contexts of the
regions should be considered. For this reason, the purpose of this study is to explore to what extent
microfinance institutions are fostering SD differently depending on the geographical area, and why.

For addressing this research topic, two complementary sources of information were considered;
microfinance-specific academic literature, which provides accurate and deep knowledge about the
microfinance system and its institutions, and the MIX Market database that integrates information of a
FESG nature about the MFIs on an institution-by-institution basis. The analysis of these data will allow
us to answer the following questions:

e Which are the main aspects related to MFI sustainability, researched by region?

e  Which are the main Sustainability Indicators (SIs) reported by the MFIs worldwide?

e Which are the differences between regions on SI reporting?

e  Which are the most important links and gaps between the main aspects reported by MFIs, and the
main aspects studied by region?

The objective is to build on these gaps and provide insightful information to help to characterize
the microfinance sector at the regional level.
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The remainder of the paper is organized as follows: Section 2 contains the academic background,
Section 3 describes the research design, data collection and data analysis methods applied. Findings
are shown in Section 4. Finally, Section 5 includes the discussion and conclusions.

2. Literature Review

The present study is based on the sustainability theoretical framework and the relationship between
the cross-national cultural dimensions and organizational cultural dimensions theories developed by
Hofstede [13,17], for the investigation of the relationship between the context of performance in which
MFlIs operate and their activity in promoting sustainability.

Since the early eighties, microfinance has been providing financial access to people and small
businesses that, until that time, could not participate in the formal financial system. Through different
services such as microcredit, micro-insurance, micro-savings and money transfers [11,19], this sector
aims to reach out to the poorest population to become self-sufficient [20], while they consolidate as
financial institutions that are economically sustainable in the long term. According to the literature,
some of the main aspects that characterize the microfinance institutions are their financial structure, the
important role of the foreign donors [4], the heterogeneity of the MFIs—with respect to size, location
and legal status [19]—and their specific risk control mechanisms [12].

SD is a multifaceted concept that comprises social and economic prosperity without contravening
planetary boundaries [21-23]. It is, therefore, that the present socio-economic evolution is bound to the
commitment of the welfare of future generations [24]. From a holistic perspective, sustainability is
understood as a balance between the financial, social, environmental and governance dimensions [4,6,7],
highlighting the importance of the interrelation and equilibrium among the four dimensions in the
short and long-term [8].

Much research on microfinance has been done under the FESG principles, where analyses of a
financial and social nature have been predominant in the literature [10]. More recent studies focus
on environmental and governance aspects, and the interrelation with the other two sustainability
dimensions. It includes, for example, studying the social-environmental links among microfinance,
gender equity and the environment [25], including the environment as a commitment into the structure
of their financial products [18], relating governance and financial performance [26-28], and analyzing
the regulatory changes needed to implement successful microfinance in the pursuit of SD [29,30],
among others. However, until recently, not many authors had analyzed this financial system and its
institutions with a sustainability and holistic approach [2—4].

Moreover, the results of studies on the efficiency of MFIs do not reach a consensus on the effects
of microfinance on poverty, financial inclusion, improvements on household conditions or gender
equality [11-13], among others. In addition to this, inequalities arise when studying the effects by
region. Meanwhile, in regions such as South Asia and EAP, microfinance is presented as relatively
valuable, whereas in other regions such as Africa, it seems to accentuate the problem [31,32].

Finding an explanation for these differences is complex given the multiple factors that affect it.
Local context determines a wide variety of aspects such as market and infrastructure constraints [33,34],
cyclical income [35], variations in health services [36], power relationships [37,38] or the specific needs
of institution models [17,39].

Several microfinance studies have considered, directly or indirectly, the cultural dimensions theory
of Hofstede (1980) [15]. This theoretical framework defines the impact of cross-national values on
the behavior of society. For Hofstede [13], culture is a collective mental programming that influences
patterns of thinking and differentiates groups of people. The fact that the individual is affected by a
strong social influence makes it possible to compare large groups. The cultural dimensions used for the
characterization and subsequent comparison of national culture are (1) individualism vs. collectivism,
(2) masculinity vs. femininity, (3) uncertainty avoidance, (4) power distance and (5) long-term vs.
short-term orientation. Then, the authors will approach the academic literature on microfinance based
on Hofstede’s model, connecting it to the FESG principles.
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When considering the individualistic-collectivistic dimension, microfinance research establishes
a positive relationship in those societies more collectivist [40,41] and with higher levels of
trust [41,42]. These circumstances are directly related to financial facts like considering self-help
groups when granting funding, and in turn derived from social issues such as possible access
to health services [43,44] or the consequences of this kind of repayment model, especially in
the case of women [45,46]. This statement is contrasted to some extent with the individualism
required for the entrepreneurship that seeks to promote microfinance. Thus, some authors
suggest a change of policies to attend to this profile that incentivizes the involvement of the
husband in the microenterprises run by women [47], tailor-made financing products and services
according to the specific target, and investment in training and technical assistance that facilitates
entrepreneurship [48].

The masculinity-femininity cultural dimension is also relevant; in this case, financial and social
aspects emerge in studies that conclude that the cultural factors that influence the women’s
experience should be analyzed and understood to establish the link between microfinance and
gender inequality [45,49,50], intimate partner violence prevention [51] or access to health care [44].
The uncertainty avoidance dimension—that is, the regulation, controls and laws society needs
to mitigate insecurity and ambiguity—in microfinance, become economic and governance
consequences. Microfinance scholarly literature notes a reduction of the loan loss interest rates in
countries where the MFIs’ financial performance is reported, where the institution is registered
and follows regulations or laws [10], and where microfinance is an agricultural supporter [12]
through products such as weather index-based insurance associated with agricultural lending to
mitigate credit risk due to adverse situations [13].

The power distance cultural dimension indicates to what extent particular societies question or
accept authority, and how strong the social hierarchy is. These will have financial and governance
consequences and determine how microfinance activity should be managed. As shown in [52],
it indicates that in rural Bangladesh, strict supervision over customers is needed to ensure
that the funding received goes to productive programs [12], and that it should be considered
how the hierarchical structure of an MFI should be designed to prevent it from being prone to
corruption [13]. Cultures that value severe hierarchy are unlikely to have an entrepreneurial
spirit [14]; therefore, it will have an adverse effect on the demand for financing products.

Time perspective orientation considers how inclined a society is to plan the future, or whether
or not it tends to be present-oriented. Sustainability has a long-term orientation [8], while
microfinance products tend to be designed for the short term. This means that microfinance, as
is, cannot meet the needs of self-employed businesses seeking stable financing [12], and thus
weakens longer-term adaptive capacity [13,14]. An important aspect connecting this cultural
dimension with the FESG framework is the environment. Authors encouraging environmental
behaviors link microfinance to long-term development, for its relation to gender equality [15]
and to prevent the paradox of financing activities that endanger the health and livelihood of the
receivers [16].

Hofstede’s cultural dimensions show how national and regional cultures influence society’s

habits and behaviors. Likewise, the consequences of cultural differences have an impact on the
functioning of institutions [39,40,53]. Therefore, as Hofstede (2001) [54] notes, at the organizational
level, the management of any institution requires a cultural understanding of society and of the
organization itself.

As in the FESG dimensions, there is a strong interrelation among Hofstede’s cultural dimensions.

Likewise, each of the cultural dimensions finds its repercussions in the different FESG areas. Therefore,

Hofstede’s theory reinforces the need to consider the activity of MFIs from the point of view of
sustainability, considering the financial, social, environmental and governance dimensions, as well as
considering the organizational differences that may arise from the different regional parameters.
Organizational cultural dimensions strengthen the need to consider the study of microfinance
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organizations from a sustainability approach and to consider their specificities to detect and analyze
whether the sustainability performance of the MFIs is different depending on the geographic area,
and why.

To do that, this research examines to what extent MFIs are contributing to sustainable development
in the different areas of the world, based on academic literature and voluntary information provided
by the individual MFIs, and explores the reasons and consequences.

3. Methods

3.1. Research Design

The research design is based on the collection of data from two sources. These are firstly, articles on
microfinance in which regional aspects are taken into account, and secondly, the MIX Market database
in which institutions worldwide, grouped by regions, report on aspects related to sustainability.

In the case of microfinance-related articles, the analysis was carried out based on the selection of
specific keywords. In the case of the MIX Market, the different SIs present in the database have been
analyzed; see Figure 1. In both cases, the analysis considers the region as a key element for the study.

Once the data have been obtained from each of the information sources, coincidences and
divergences in the different aspects and features were analyzed, as well as the research gaps in each
source, individually and jointly, for each of the regions.

3.2. Data Collection and Analysis

3.2.1. Paper Data Collection and Analysis of Keywords

For the review of the microfinance sectoral literature, The Web of Science database was chosen as
a multidisciplinary, rigorous and reliable resource for the research [55,56].

From a methodological standpoint, content analysis has been implemented [57,58], as it considers
quantitative and qualitative methods to make inferences [59]. For this, the selection of articles is
explored with an inductive approach without previous assumptions [60], where the broad term
microfinance has been entered into the Thomson Reuters” Web of Science search engine [55,61]. Then,
to refine the sample, in addition to the term microfinance in the title, the article selected refers in the
title or the keywords [62,63] to a geographic location (city, country, continent or region). That is, each
of the articles selected for the analysis contains the term microfinance in the title and deals with a
geographical context defined in the title or the keywords.

Once the sample is completed, articles are divided by region for their analysis. The regions
defined are Africa, East Asia and The Pacific (EAP), Eastern Europe and Central Asia (EECA), Latin
America and The Caribbean (LAC), Middle East and North Africa (MENA), North America, Oceania,
South Asia, and Western Europe. These regions correspond to those used by the MIX Market database
and are those that are traditionally used in microfinance [10,27,64].

In the content, the analysis method is essential to design a method for the systematic and objective
identification of specific categories [59,60] that allows the assignment of each unit of analysis to a
particular dimension under specific selection criteria [65]. Category definitions are based on the
Global Reporting Initiative (GRI) Sustainability Reporting Guidelines, as they are considered to
be a standardized sustainability reporting frame, and their structure organizes FESG issues in a
normalized disclosure.
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FESG dimension Category Sustainability Indicator description Code
Microenterprise loans FC1
INCOME SME loans FC2
GENERATING LOANS|Agricultural/livestock loans FC3
Express loans FC4
Education loans FC5
NON-INCOME Emergency loans FC6
FINANCIAL- GENERATING LOANS|Housing loans FC7
ECONOMIC Loans for other household needs/consumption FC8
(PRODUCTS & Compulsory savings accounts FC9
SERVICES) SAVINGS Voluntary sayings accounts FC10
Compulsory insurance FC11
Voluntary insurance FC12
Offers other financial services FC13
Enterprise services (nonfinancial) FC14
SERVICES Other education services (nonfinancial) FC15
Health services (nonfinancial) FC16
The institution conducts activities related to raising awareness of
environmental impacts, such as: running training sessions and EN1
discussions, displaying posters, distributing flyers, etc.
The institution includes clauses in loan contracts that require clients to EN2
ENVIRONMENT SPECIFIC ACTIONS & |[improve environmental practices/mitigate environmental risks.

EVALUATION The institution uses specific tools to evaluate the environmental risks of
clients’ activities (categorizing client risk levels by sector, surveying EN3
environmental impacts, use of an exclusion list, etc.)

The institution offers specific loans linked to environmentally friendly
products and/or practices. EN4
Very poor clients SC1
POVERTY TARGETS ([Social goals > Poverty targets > Poor clients SC2
Social goals > Poverty targets > Low income clients SC3
Women SC4
TARGET MARKET [Adolescents and youth (below 18) SC5
Clients living in rural/urban areas SC6
MEASUREMENT  |Measures client poverty SC7
Increased access to financial services SC8
Poverty reduction SC9
Employment generation SC10
Development of start-up enterprises SC11
Growth of existing businesses SC12
DEVELOPMENT  |Improvement of adult education SC13
GOALS Youth opportunities SC14
Children's schooling SCI15
Health improvement SC16
Gender equality and women's empowerment SC17
Access to water and sanitation SC18
Housing SC19
Robust repayment evaluation SC20
Internal audits verify over-indebtedness prevention SC21
Full disclosure of prices, terms, and conditions SC22
CLIENT PROTECTION|Clear debt collection practices SC23
Functioning client complaint mechanism SC24
Privacy data clause in loan contracts SC25
Interest rate calculation method: Declining balance interest method SC26
Board orientation on social mission and goals GV1
BOARD SPM champion and/or SPM committee on board GV2
Board member with SP education and/or work experience GV3
BASES FOR STAFF |Quality of social data collection GV4
GOVERNANCE INCENTIVES Portfolio quality GV5
Social protection (medical insurance and/or pension contribution) GV6
Safety policy GV7
HUMAN RESOURCE - -
POLICIES Anti-harassment policy GV8
Non-discrimination policy GV9
Grievance resolution policy GV10

6 of 23

Figure 1. Sustainability indicators (SIs) classified by financial, environmental, social and governance

(FESG) dimension and category. (Source: authors.)



Sustainability 2020, 12, 2682 7 of 23

These different sections defined by the GRI will be the categories in which the units of analysis
will be assigned; in this case, the keywords. The financial category includes economic performance,
economic impacts or market presence. The environmental category accounts for emissions, resource
use and environmental grievance mechanisms. The social category presents human rights, labor
practices and health conditions, among others. The governance category contains information about
the board characteristics, the governance structure and the mechanisms of corporate governance. That
is, to determine which sustainability approach is given in the various articles, each of the keywords
has been categorized and classified according to the GRI standardized reference framework [66].

Keywords have been treated as written in the papers; nevertheless, some qualitative normalization
of the keywords database has been performed, unifying the plural and the singular, grouping synonyms
or joining abbreviations relating to their expressions.

The coding consists of a transformation using the precise rules of the raw data of the text [55];
besides, the intersubjective coding of data in the content analysis must be verifiable and reliable [56].
For this, as indicated by [57], to ensure reliability in categorization, they require that at least two coders
independently describe a possibly broad set of register units in terms of a common language. Reliability
is expressed as a function of the agreement. If the agreement is unanimous for all units, reliability is
guaranteed. Previous works have applied the following method for a systematic categorization of
terms [10,67,68]: the process involves two academic experts in the sustainability and microfinance
fields that review every keyword and assign each term to one of the four GRI categories. If different
interpretations can be made of a specific keyword, the title and abstract of the article are used for the
contextualization and following assignment, considering that any content analysis should be done
concerning the context of the data and justified based on it [57]. In case of any discrepancy in the
classification of a word, a third expert reviews the term. A systematic review of the literature in the
field of microfinance has been carried out, coding and categorizing its content under the structure of a
standardized framework and following the criteria that ensure its reliability.

3.2.2. MIX Market Data Collection and Analysis of Sls

Following previous studies, the analysis is based on the MIX Market database [10,27,58]. MIX
Market is a data provider that has been collecting, analyzing, and reporting for more than 15 years,
specializing in microfinance. To date, this platform contains the best worldwide publicly available
data [27] about microfinance FESG performance. The first selection criterium is that the institutions
studied must have information of a FESG nature.

The MIX Market database provides SIs for the four different sustainability dimensions. For the
selection of the SIs, the academic literature on microfinance FESG evaluation has firstly been considered,
so that it can be directly related to different principles and standards, as well as adjusted with GRI
guidelines. To categorize and classify the Sls (see Figure 1), a code was assigned to each indicator and
is organized according to the FESG dimension to which it corresponds. Figure 1 writes in detail, in
each of the dimensions the related indicators present in the MIX Market database. These indicators
are reported voluntarily by the MFIs and take a value of 1 if the answer is yes, and 0 otherwise. The
selection of indicators analyzed is conditioned to a minimum level of response rate, greater than 15%.

Once the MFI population is filtered, an acceptable level of disclosure quality is mandatory. Data
quality is assured by The MIX Market database diamond rating; a higher number of diamonds means
a more transparent MFI and more reliable data. This rating grade runs from one to five, where five
indicates the highest disclosure standard and transparency (see http://www.themix.org). For a more
reliable data selection, and in order to increase the quality level of the results [28,59], the minimum
diamond rank considered in this research is three.

Asapreliminary step, a univariate analysis of the sample and the SIs was conducted. This technique
is commonly used in studies where the objective is to assess the overall status of the microfinance
sector or assess it at a specific financial, social, environmental or governance level [12,26,60,61].
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It is necessary to identify if the indicators follow a similar distribution by region; for that purpose,
a nonparametric test has been carried out to determine if there are statically significant differences
between two or more groups [62] of an independent variable on continuous or ordinal dependent
variables. For the Kruskal-Wallis H-test, the program used was the IBM SPSS Statistics v.22.0 software
package (IBM Corp., Armonk, NY, USA). Previous studies in microfinance have used this method to
analyze populations with heterogeneous variances and/or non-Normal distributions [4,63,64].

A double-entry table reproduces, by region, the percentage of institutions that contemplate each
of the indicators. The color code shows the higher or lower frequency of the different actions [10].

3.2.3. Combined Resources Data Analysis

A comparative descriptive study of the samples has been performed to determine what the main
source of information by region is. To ascertain the complete knowledge by region, from the two
sources of information, a double-entry table has been created. This table relates those topics present in
the academic literature with the information reported by the institutions [10,65]. In this way, a complete
study about the convergences, divergences and information gaps for each of the regions is obtained.

4. Findings
4.1. Findings From the Papers

From 1993 to February 2020, after eliminating duplicated articles, the result was 966 papers that
contain the term microfinance in the title. After applying the selection criteria, the number of articles
was 478. Almost half of the articles (49.5% of the total) introduce some nature of the location in the
topic—that is, in the title, keywords or abstract.

The importance of geographic location is observed when investigating microfinance, confirming
that almost half of the number of articles investigating microfinance refer to geographic location.

Table 1 shows the number of articles by region. More than half of the investigations have South
Asia and Africa as regions of interest, followed by LAC and EAP, and to a lesser extent, EECA. Fourteen
articles deal with two or more regions: a small number that indicates the tendency to focus on a single
region for analysis. Regions such as Western Europe, MENA, North America and Oceania have been
excluded from our study because they have a reduced critical mass to analyze.

Table 1. Counts by region of the number of scientific articles, and percentages of the total. (Source:
authors, based on the Web of Science database).

Region Number of papers % of papers

South Asia 182 38.08
Africa 104 21.76
Latin America and the Caribbean (LAC) 73 15.27
East Asia and Pacific (EAP) 59 12.34
Eastern Europe and Central Asia (EECA) 20 4.18
Mixed regions 14 2.93
Western Europe 12 2.51
Middle East and North Africa (MENA) 10 2.09
North America 2 0.42
Oceania 2 0.42
Total 478

The analysis of the distribution of keywords by region from a sustainability perspective (see
Table 2) indicates that on average, 50% of the keywords are in the financial category, and 40.5% in the
social category. The environment has hardly any presence; it does not exceed 3% of words in any
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region except South Asia (6.34%). Governance has slightly higher figures—around 5% of keywords in
this dimension. EECA stands out with 14% of terms in this area.

Table 2. Classification of the keywords by region, according to the financial, social, environmental and
governance (FESG) principles. Source: authors, based on the Web of Science database.

Region FESG dimension Total
Financial Social Environmental (Governance

South Asia |199 (47.76%)|169 (40.67%)]26 (6.34%) 22 (5.22%) 416
Africa |79 (31.68%) 145 (58.38%)[6 (2.48%) 19 (7.45) 249
LAC 93 (54.05%) |68 (39.64%) |5 (2.70%) 6 (3.60%) 172
EAP 70 (43.27%) |81 (50.00%) |5 (2.88%) 6 (3.85%) 161
EECA (31 (71.43%) (6 (14.29%) 10 (0.00%) 6 (14.29%) 43
Total 471 469 42 59 1041

LAC: Latin America and Caribbean; EAP: East Asia and Pacific;
EECA: Eastern Europe and Central A frica

Therefore, in South Asia and EAP, the studies conducted are mainly socio-economic studies,
whereas they were mainly social studies in Africa and financial studies in LAC. The EECA region
presents research focused primarily on the financial and governance dimensions, specifically the
number of governance studies is well above the average.

The analysis by region of the keywords categorized in each of the four dimensions of sustainability
reveals that although common research topics exist in different regions, there are also important
differences between them. See Figure 2 for a schematic view of the results obtained.

The financial and social dimensions are those with the greatest variety of topics investigated,
while the environmental dimension has a very small presence. By region, in the financial dimension, it
is observed that the evaluation of the performance and financial sustainability of the institutions is a
common concern to all of them, as is researched on the role that these institutions play, their target
market and the products and services offered.

There are exclusive aspects of South Asia, such as studies on neoliberal policies or institutional
theories. The investigation of the relationship between economics and the Islamic religion is also
exclusive to this region. Likewise, credit constraints and ratings are a characteristic issue for the Asian
region (South Asia and EAP).

The research for Africa does not reflect the different themes from all the common ones with the
other regions. LAC microfinance research stands out for its interest, exclusively for this region, on the
market crisis, economic deceleration, indebtedness and repayment.

The social dimension, in a general way for all regions, focuses on the binomial poverty
reduction-development increase. Besides, to this, the rural-urban collective is added. We found a large
number of studies that combine the two concepts: rural/urban poverty, urban/rural development and
rural microfinance. The study of poverty and the evaluation of the social impact that these institutions
have is common to all of them, as an inherent part of the original role of microfinance.



Sustainability 2020, 12, 2682 10 of 23
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Figure 2. Aspects treated in each of the financial, social, environmental and governance (FESG)
dimensions by region. (Source: authors).

There is also widespread attention to the vulnerability of three collectives—women, children and
community—but there are differences by region. When the effect of microfinance on the collective
of women is investigated, in most cases, it is related to empowerment, relationship power and
discrimination. However, in the case of Africa and South Asia, the intimate partner violence in the
studies becomes very important. In the case of children, the differences between the three regions
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are notable. In the case of Africa, studies focus on orphaned children and depression. In South Asia,
they focus on child mortality, malnutrition and education—and in the case of LAC, on child labor,
education and schooling gaps. In the case of the community, the regions of Africa focus on fishing
communities, mobilization and training programs, those of South Asia on the tribe’s development,
and those of LAC on ethnography and solidarity groups.

The effect of microfinance on health and housing supplies also differs by region. In the case of
health, in the regions of Africa and LAC, it becomes especially relevant to HIV, disabilities, prevention
and access to health services, and the effects of malaria in the specific case of Africa. In the case of
the South Asia region, and directly linked to the women’s group, access to health and contraceptive
methods also appears. The household decision-making and family economic strengthening—also
related to gender—is a key issue in Africa, and in South Asia and EAP, water supply, sanitation and
housing conditions prevail.

Keywords from the studied papers, related to the environmental dimension, are reduced to three
aspects: climate change, natural disasters and green microfinance, which refers to those microfinance
products that tend to promote sustainable activities, a more efficient use of resources and the reduction
of environmental risks, among others. In the South Asia region, climate change is related to eco-friendly
technologies and energy, and fundamentally to natural disasters due to deforestation and the tsunami
that occurred in 2004. The keyword green microfinance arises exclusively in the LAC region.

Investigations in which governance aspects are considered, have in common the study of corporate
governance mechanisms and regulation. There are specific aspects such as corruption in South Asia in
which academia points out the need for strong monitoring, high internal audit, anti-corruption cultures
and transparency. This also connects with Africa’s situation, where accountability and consumer
protection, such as clear debt collection practices, the prevention of over-indebtedness, or the clear
disclosures of prices and conditions are important matters. In the LAC region, highlighted is the
concern about mission drift, in which the trade-off between being a profitable MFI and outreach,
compromises the initial organizational social objectives.

4.2. Findings From the MIX Market

The initial population was 1394 MFIs registered in The MIX Market database in 2017. After
applying the selection criteria ‘number of institutions that have sustainability data’, 1124 MFIs from the
sample remained. By this point, the sample had been reduced by 20%. A drastic reduction occurred
when introducing the minimum levels of quality disclosure, with a reduction of 75%. The definitive
sample was 281 MFIs. (See Table 3.)

Table 3. Classification by region of the number of Microfinance Institutions (MFIs) with sustainability
data available and with a diamond rating of more than three. (Source: authors, based on the MIX

Market data.).
Total Sustainability data Quah?y disclosure Number of MFIS with
MFIs available (diamonds) more than 3 diamonds
1 2 {31415 ] ND

LAC 845 296 421 3 |51]124[50] 26 225

EECA 553 219 46 | 77 1 4 110 2 80 16

EAP 473 106 1651 ]10([11] 4 24 15

South Asial 503 203 19112511 8|2 48 11

Africa 920 268 104 60 | 4|3 |1 96 8

MENA 117 32 9 (13 ]0(5]1 4 6

Total 3411 1124 236132960 |161| 60| 278 281

LAC: Latin America and Caribbean; EECA: Eastern Europe and Central Africa
EAP: East Asia and Pacific; MENA: Middle East and North A frica
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In the initial population, more than 50% of the institutions belong to the LAC and Africa regions.
LAC, Africa, EECA and South Asia represent 82% of the institutions.

Of the total number of institutions, only 33% provide data related to sustainability dimensions,
and when introducing the quality of information variable, it is observed that 61% of organizations have
one or two diamonds, 36% are undetermined and 3% have a ranking equal to or greater than three.
Africa is the region with the worst data in terms of diamonds. 97% of institutions are in the lower
or undetermined ranges. The rest of the regions, except LAC, on average, have two diamonds—that
is, they offer some financial data for the year. LAC is the only region with more than half of the
institutions being above-average, where 59% of organizations have four or five diamonds—that is,
they offer audited financial statements, and ratings or diligence reports are published for the year.

The analysis was based on 72 Sls. 16 of them were eliminated due to the low response rate ~15% or
more missing data. Of these, four were from Women’'s empowerment services, three from environment,
eight related to audit and rating, and one from client protection. See Figure 2 for the description of the
different SIs analyzed and the nomenclature used to refer to each of them.

The Kruskal-Wallis H test analysis indicates that only six indicators follow a similar distribution
per region: (1) express loans as income-generating loans in the financial dimension, (2) adolescents and
youth (below 18) as the target market, (3) clients living in rural/urban areas as the target market, (4) the
improvement of adult education as a development goal, (5) the MFI has a robust repayment evaluation
in the social dimension and (6) human resource policies include social protection in the governance
dimension. It indicates that 89% of indicators do not follow a similar distribution by region. That
is, MFIs behave statistically differently depending on the region in which they are located; therefore,
it is required that the results of the study are performed with consideration to the regions, and not
exclusively globally.

In the financial dimension, the products with the highest affirmative response rates are
microenterprise loans (91%) offered by almost all MFIs, agricultural and livestock loans (68%),
and loans for other household needs (58%). The products or services with the lowest offer by the
institutions are health services (18%), emergency loans (5%) and express loans (2%).

The figures vary slightly by region according to products. Note that in non-financial services,
non-financial services to companies, other educational services and health services, the South Asia
region presents percentages higher than the average for all (16%, 12.5% and 25% above the mean
respectively). That is, in the South Asia region, the offer of products and services is more diversified
than in the rest of the regions. However, EECA is the opposite case, in which all figures are lower than
in the other regions. On average, non-financial services are offered by 15% fewer institutions than in
other regions.

The most-reported social indicators are those that indicate that the increase of access to financial
services and poverty reduction are development goals of the MFI (81% and 78% respectively), and
that women are one of their target markets (80%). Among the least reported are children’s schooling,
and access to water and sanitation as development goals (28.5% and 24% respectively). There is a
contradiction that, despite the reduction of poverty being among the most reported aspects, having
very poor clients as a goal is the aspect least considered by MFIs (26%).

In general, LAC values remain close to the average in all indicators. Africa has a greater interest
in increasing access to financial services (88%) and schooling (37%) than the general average (81% and
28.5% respectively). South Asia is the only region in which all reported social indicators are in line with
the average, or above. They report measuring poverty by 25% more than the average, their objectives
of improving health and access to water and sanitation are 17% above the average, and the equality
and empowerment of women exceeds the average by 11% in general. On the contrary, EAP is the only
region in which when the indicators are not reported, they are similar to the average. It is because they
do so with lower values. In this sense, the least reported indicators are those related to business and
employment. These are employment generation (—12%), the growth of existing businesses (—9%) and
opportunities for young people (—13%).
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Concerning customer protection, the percentage of affirmative responses is high. On average,
80% of institutions responded to carry out actions related to customer protection. The indicators with
the largest number of institutions are robust repayment evaluation and full disclosure of prices, both
with 89%.

MFIs in South Asia largely report the indicators related to client protection. Having a functioning
client complaint mechanism (which was 21% above the average), carrying out clear debt collection
practices and internal audits to verify over-indebtedness prevention, were 15% above the general
average. The EECA region is the one that gives the best data for the privacy data clause in loan
contracts (88.5%), and LAC presents the worst results concerning the prevention of over-indebtedness,
since only 64% of institutions positively report this indicator.

In the environmental dimension, the response rate of the indicators in this category is lower
than in the previous ones (19%). The general average of institutions that carry out environmental
actions is low (26%). The indicator with the lowest percentage of affirmative answers is "the institution
includes clauses in loan contracts that require clients to improve environmental practices/mitigate
environmental risks’ (18%). The one that is supported largely is ‘the institution carries out related
activities to raise awareness about environmental impacts, such as: organize training sessions and
debates, display posters, distribute flyers, etc.” with 40% of answers being affirmative.

By region, the one with the best results is South Asia, since three of the four indicators studied
have better results than in the other regions. The number of institutions that perform environmental
actions is 10% higher than the general average.

For the governance dimension, the four indicators related to human resources policies are the
ones that present the greatest dispersion. The indicator "the MFI has a non-discrimination policy” is
the most reported indicator of the 12 analyzed, with 85% institutions that consider the action. None
exceeds 7.5% of affirmative answers. Therefore, the numbers of institutions that present a safety policy,
an anti-harassment policy or a grievance resolution policy are practically non-existent (6.5%, 6.7%, and
7.47% respectively). Regarding the incentives for the staff, the number of clients and the quality of the
portfolio are considered by the institutions (75% and 80% respectively), while the quality of the social
data is represented by a residual value (16%).

The regions with extreme values in this category are South Asia and Latin America. LAC, in
general, presents data slightly below the average except in the human resources policy indicators, in
which the results are significantly worse. Only 2.36% of institutions report having anti-harassment
policies, 2.70% have a safety policy and 1.7% of institutions indicate that they apply grievance
resolutions. South Asia, however, presents above-average results in practically all indicators in this
area. This region reports positively to most of the indicators related to government boards committed
to the mission and social performance (20% above average), personnel incentive bases not conditional
on the number of clients but on the quality of social data (6.5% above average), and human resources
policies of greater protection for the employee (7.5% above average).

To reflect the degree to which each of the indicators is considered by region, Figure 3 shows
the percentage of institutions that respond affirmatively to each sustainability indicator by region
suggested by the MIX Market.

4.3. Findings Combining the Two Sources of Information

When academic research documents are compared with the number of institutions that report
their activities by region, we find that in South Asia, Africa and EAP, the information we manage
almost exclusively proceeds from research. In the case of LAC, the situation is inverse; the number of
articles in this region is low compared to the number of institutions that present their sustainability
data (see Figure 4). For the EECA and MENA regions, information regarding sources of information is
similar, although practically non-existent.
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Figure 3. By region, the percentage range of affirmative responses in the different financial,
environmental, social and governance (FESG) dimensions and by the Sustainability Indicator (SI).
(Source: authors).
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Figure 4. Comparison by region of the percentage of Microfinance Institutions (MFIs) that report
sustainability data, and the percentage of papers researching the region. (Source: authors).
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Having studied, firstly, the academic literature and its keywords by region, and secondly, the
reporting by the MFIs of the different sustainability indicators proposed by MIX Market, we proceed to
the combined analysis of the two sources of information. As shown in Figure 5, this analysis reveals
links and gaps between the main aspects reported and the main aspects studied by region.
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Figure 5. Analysis by region of the convergences, divergences and gaps between the Microfinance
Institutions” (MFIs’) positive Sustainability Indicator (SI) reporting and academic literature topics.
(Source: authors).

4.3.1. Convergences: Reported and Researched

Agricultural [66-68] and microenterprise loans [47,48,69] are financial aspects that are relevant to
scientific research and that institutions report positively for all regions. Two other aspects which are
widely investigated issues and are also reported in Africa, South Asia, and EAP regions are loans for
other households’ needs [39,68] and other education services [70,71]. From the point of view of the
regions, the greatest convergences occur in the Asian region (South Asia and EAP). The region with
the lowest convergence is EECA in which only the rural/urban dichotomy is taken into account (FC3).

There are social aspects that are broadly studied in the literature, and in turn considered by the
MFlIs: poor and low-income clients [69,72,73], women [45,49,74] and clients living in rural areas [52,68],
among others, and the combination of them [39,46,75]. Measures of client poverty [39,76], increased
access to financial services [77,78], poverty reduction [79,80], employment generation and the growth of
existing businesses [81,82], and clear debt collection practices [83-85] are reported and also researched
in all regions. There are also numerous contributions of articles with a combination of two or more
issues [10]. In general, all regions have a similar level of convergence.

No aspect of the governance area meets research and reporting in all regions. Board orientation
on social mission and goals [86,87] is the only one considered in four of the five regions studied.
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Literature and affirmative responses related to environmental aspects and indicators only concur in the
Asian region when considering the activities of the institutions to raise awareness of environmental
impacts [18]. In the governance and environmental dimensions, both research and positive reporting
are less frequent. As for regions, the level of convergence of the two dimensions is low for all of them.

In general, converging attributes between academic literature and sustainability indicators are
related to the intrinsic aspects of microfinance. Poverty reduction, access to financial services, and
access to non-financial services for health or education, among others, are those specific characteristics
of microfinance activity. MFIs show their participation in these differentiating goals, and scientific
literature investigates how the institutions materialize them to a greater or lesser extent. Considering
the regions, it is observed that financial indicators of the EECA region could be reviewed to achieve
greater convergence between report and investigation. For all regions, further research in governance
is needed and greater environmental involvement by the MFIs is required.

4.3.2. Divergences

On the one hand, there are sustainability indicators that are informed by the MFIs and that are not
reflected in the scientific literature. In the case of the financial dimension, it is the hiring of compulsory
insurance (FC11). In the social dimension, they are internal audits that verify over-indebtedness
prevention (SC21), functioning client complaint mechanisms (5C24), privacy data clauses in loan
contracts (SC25) and declining balance interest rate calculation methods (SC26). In the area of
governance, they are specific internal aspects of the institution such as staff incentives based on
portfolio quality (GV5), social protection (GV6), and non-discriminatory policies for employees (GV9).
There are no reported and non-investigated environmental indicators.

On the other hand, some issues are important for research, and yet they are not carried out by the
institutions. In the case of the financial area, health services are an aspect that is relevant for research
in regions such as LAC [36], Africa [50] and EAP [43,88]; however, they do not have an affirmative
answer from the MFIs. The same circumstance is given for education loans for the LAC [89] and S.
Asia [71,74] regions. In the social dimension, the great forgotten for all regions are the very poor clients
(5C1), and adolescents and youth (SC5) as a target for MFIs, while in the scientific literature, their
presence is noticeable [72,73,90,91]. The same happens with certain development goals, such as the
improvement of adult education (SC13) that is investigated in all regions except EAP [51,52,68], youth
opportunities (SC14) [18], children’s schooling (SC15) [71], health improvement (SC16) [71,82,92] and
access to water and sanitation (SC18) [43,93]. These are the four goals that are investigated in LAC,
South Asia, and EAP and that do not find a positive report in the database.

For governance, while research tends to be relatively scarce [10] and aspects related to governance
mechanisms are generic [28,87], the indicators present in the database and reported by the institutions
are specific. In the environmental dimension, research has a relevant role. The affirmative response rate
by MFIs to these indicators is practically nil. Therefore, information about the relationship between
microfinance and the environment is obtained almost exclusively from the scientific literature [18,80,94]
for the regions of LAC, South Asia and EAP, without being performed actions by the institutions.

There are also research topics, specific to certain regions, which are not associated with any SI
present in the MIX Market database. We found that in the financial dimension, Islamic banking is a
relevant issue in EAP and South Asia [40,95,96], and the financial crisis and market saturation [97-99]
are relevant issues in the LAC region; environmental issues like climate change [100,101], natural
disasters [102] or the 2004 tsunami [103-105] are significant in Asia, and in the case of governance, the
specific aspects investigated and not reported by region are corruption in South Asia [69,106], and
accountability in Africa [107,108]. Concern for regulation is broadly researched and extends to all
regions [28,109,110], among others.

In the divergences observed when reported affirmatively but not investigated, it usually refers to
specific aspects of the internal functioning of the MFIs. In the divergences in which it is investigated
but not positively reported, these are the pending subjects of microfinance programs such as the offer
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of non-financial services associated with health, education and basic needs, as well as the monitoring
of the environmental consequences outside the institution, derived from the granting of microcredits.

The divergences in which the scientific literature does not find defined sustainability indicators
reported by the institutions indicates the need to add specific items by region that respond to the
particularities of each market.

4.3.3. Gaps: Not Reported and Not Researched

Three financial indicators are not reported by the institutions or investigated by the academy.
These are express and emergency loans (FC4, FC6) and voluntary insurance (FC12). The EECA region
is the one with the most gaps in this area.

The improvement of adult education (SC13), youth opportunities (SC14), and children’s schooling
(SC15) have gaps in the social area for the regions of EECA and Africa. In the case of the EECA region,
these minimum standards are covered, so MFIs do not need to meet that need, while in the Africa
region, social objectives are focused on more basic development goals (5C6, SC7, SC8, SC9) [111], the
microenterprises and businesses (5C10, SC11, and SC12), and customer protection against indebtedness
(5C23). In the EECA region, it should be added that neither health improvement (SC16) nor access to
water and sanitation (SC18) is investigated or reported, since these are basic needs covered for the
majority of the population to a certain extent. It is noteworthy that it is the only region that does not
positively report gender equality and the women’s empowerment indicator (SC17), and which in turn
is not a relevant aspect for research [16].

For the governance dimension, the specific aspects associated with the composition of the members
of the committee (GV2 and GV3) and human resource policies (GV4, GV7, GV8 and GV10) are not
priority topics for research, nor are the institutions themselves reported affirmatively. Therefore,
information about MFI employees is scarce. In the Africa and EECA regions, none of the environmental
indicators are investigated or reported. This situation is especially serious in the case of Africa due to
the large number of institutions that operate—about 900 institutions—and the large number of clients
served, around 54 million active borrowers [14].

There are indicators without reporting and research that should be reviewed. For example,
indicators about products that are not demanded or offered could be eliminated, and in regions where
basic social needs are covered, certain indicators could be replaced with others that fit their realities. For
the EECA region, it would be necessary to review the financial and social indicators to better fit their
market. However, there may be the fact that these gaps are showing some sustainability indicators that
need an in-depth analysis of why the MFIs are not carrying out actions and why academic literature is
not investigating, for example, governance mechanisms for all regions or environmental aspects in the
Africa region.

5. Discussion and Conclusions

The purpose of this paper was to explore to what extent microfinance institutions are fostering
SD differently depending on geographic area, and why. To assess how institutions are promoting
sustainability, two high quality and complementary sources of information were analyzed: microfinance
sectoral academic literature and the MIX Market database, with information voluntarily reported by
the MFIs.

The objective was to build on these gaps and provide insightful information to help to characterize
the microfinance sector at a regional level. Once the data were obtained from each one of the information
sources, coincidences and divergences in the different aspects and features were analyzed, as well as
the research gaps of each source, individually and jointly, for each of the regions.

The South Asia region, the most matured in microfinance, reports—affirmatively—the largest
offering of financial and non-financial products and services. Additionally, as an exclusive feature of
the Asian area, arises Islamic banking and how its singularities could affect the context of the MFIs.
Social aspects in which special attention is required, since they are investigated but not reported
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positively, revolve around women, children and housing—women’s empowerment, contraceptive
methods, child mortality, malnutrition, education, sanitation and housing conditions. Corruption
is the most disquieting governance aspect. Given its position as a producing region and due to its
financial maturity, environmental analysis is emerging.

The context of EAP is conditioned by the 2004 tsunami, so research takes into account the effect of
natural disasters and climate change. In this case, it is necessary to be cautious when considering this
interest as an attention to the sustainability dimension, since the approach that is being carried out is
related to how microfinance can help mitigate the economic consequences of a natural disaster, and not
to the fact that the destination of the financing granted by the MFIs is respectful of the environment.
Also, in this Asian region, the Islamic religion is deeply rooted, so Islamic banking is a matter for study
and comparison with the microfinance system. Itis detected that the improvements that institutions can
make in the social section are similar to those in South Asia, with attention to opportunities for women
and young people, early childhood education, health service development and the improvement of
housing conditions with access to water and sanitation, as priorities.

Most of the information about the MFIs of Africa and their activities proceeded from academic
literature since the quality standards of the reporting in this region are very low. This situation is highly
alarming given the large number of institutions operating along the continent and the high number of
active borrowers served in this region. In addition, this lack of transparency has a direct negative effect
on the information received by donors and investors, which directly undermines the establishment
of good mechanisms for the allocation of funds to this region. A way to begin to strengthen the
governance dimension is, as demanded from the academic field, greater consumer protection and
accountability from the institutions located in Africa. Unlike the South Asia and EAP regions, despite
the high number of Islamic populations, no research on Islamic banking has yet been carried out in
this region. Considering the development context of the Africa region, there are four large groups
in which the institutions have a great improvement path; these four big clusters are women (gender
inequalities, inter-partner violence and household decision-making), childhood (orphaned children
and schooling), health (HIV and malaria) and basic services (access to water and sanitation). So far,
there are no signs of which environmental dimension is going to take a leading role in this context.

In the LAC region, as a consequence of its financial context, it is the only area in which market
crisis, deceleration and market saturation are discussed. The most significant social aspects for these
institutions are gender equality and education, and those aspects in which work remains to be done,
since they are not reported affirmatively, are access to water and sanitation, and health improvement.
Although the MFIs in LAC do not declare to perform actions that have a positive impact on the
environment, research begins to talk about green microfinance, and the materialization of financial
products and services to protect their client portfolio from specific vulnerabilities and risks due to
climate change impacts. LAC MFIs, in terms of governance, highlight the important role that equity
investors play—unlike in Africa, the degree of transparency in this region is high, and the proportion
of institutions that report with high-quality standards is well above the average of the other regions.

Microfinance in EECA and MENA regions is less representative. The weight of these regions in the
total microfinance activity is relatively low (4.5% and 1% respectively) and this is reflected in the number
of papers dedicated to these regions, as well as the number of institutions that report their activity. It
would be necessary to conduct an in-depth analysis to assess whether the microfinance system, as
currently defined, is useful in these regional contexts, and to also review the indicators—especially
financial and social—that better fit the market.

For further research, it would be advisable that a holistic approach prevails in the study of the
MFIs’ performance; there is also an urgent need for greater transparency by these institutions that could
be constructive for all stakeholders, private sector investment and the international donor community.
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