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The world economy has been knocked sideways by the “credit crunch”, and much of 
the blame for this has been laid at the door of financial innovations. It may seem 
perverse, then to be celebrating and calling for more innovations in micro-finance. 
But there is a world of difference between the ways in which microfinance institutions 
are seeking to develop new ways of serving their clients, and to reach out to new 
clients, on the one hand – and on the other hand, the creation of smoke-and-mirrors to 
evade regulations and confuse investors and public authorities, that was practised by 
many supposedly respectable banks and lending institutions. Indeed, microfinance can 
be a vital tool to enable businesses and communities to survive the global economic 
downturn, and to grasp the opportunities that the recovery will provide. Microfinance 
can also help them be better prepared for future economic crises. 

Microfinance can help its client companies and communities to innovate by freeing up 
resources: enabling them to create additional value by reducing the transaction costs 
of access to financial services. Microfinance may support acquisition of basic 
equipment; facilitate larger investments by lengthening the terms of loans; support 
improvement of business practices by encouraging clients to elaborate improved 
business plans and models and to value their resources adequately. 

But microfinance is also a site of innovation itself. It began as an innovation 
pioneered by NGOs, but this innovation has diffused - now many other kinds of 
institutions provide microfinance services. Many different services are provided. 
Microfinance is a product innovation in the sense that it introduces services which 
are new – typically providing financial assistance to small clients considered 
‘unbankable’ by other traditional financiers. As already discussed, among the 
innovative features of microfinance are: 

• new methods of providing credit to the borrowers (e.g., the usage of social 
collateral such as group guarantee instead of personal physical collateral, 
progressive lending approach, peer pressure and peer monitoring);  

• approaches to mobilisation of savings from the clients and linking credit 
provision to savings;  

• emphasis on social mobilisation processes, involving awareness building and 
formation of self-help groups, and  

• provision of other services, such as insurance, to cover risks and distress faced by 
the clients. 



Microcredit is probably the most prominent of the microfinancial service innovations, 
with other services including microsavings, money transfer vehicles and 
microinsurance. These services have become diversified and attracted not only small 
family business and SMEs in developing economies, but also to small (but fast 
growing) small companies in developed countries. Like many other cases of new 
service development, we see new services often arising from a recombination of 
different elements or modules of some established services. Modularisation can make 
services more efficient, with some operations standardised and routinised, while 
others are customised to suit particular client requirements. 

Thus, process innovations are also important in microfinance. These include use of 
new technology, with new computer-communication systems being widely adopted; 
and new organisational approaches (for example, to ensure the repayment of the loan 
where no collaterals are guaranteed). Effective design of the microfinance services 
requires aligning the product, its underlying production processes, and its delivery as 
a service, with the users’ location, situation, and requirements.  

Microfinance institutions (MFIs) innovate in terms of raising funds – some of the 
most impressive developments in recent years have been web resources that allow 
potential lenders to see potential beneficiaries of their loans. They also develop new 
techniques and methods (processes) to ensure that the services reach the targeted 
clients - and at the same time yield profits, since the aim is not to act as a surrogate 
charitable donor. MFIs innovate, too, in terms of rules and procedures to ensure 
clients’ repayment. This can include training policies and human resource 
management practices: these aim at modifying financial facilities and structuring 
working units to provide more effective services. The impact of the new product can 
be major, especially in the developing world, where many microfinance schemes and 
services bring new products to markets, occasioning strategic changes in financial 
services), and also impacting upon clients by pressing them to undertake new business 
processes in order to achieve creditworthiness. MFIs also innovate in the ways they 
relate, communicate and get in touch with their clients to ensure a more effective 
communication beyond just providing services – which makes them different to 
conventional banks. 

New Information Technology (IT) is widely exploited to improve the efficiency, scale 
and quality of microfinance services. Of course, experience with new IT are not 
universally positive ones, and care has to be taken to back up data and systems (while 
maintaining security) and to avoid overreliance on unreliable technological 
infrastructures (or on a very few irreplaceable technical experts). As familiarity with 
IT grows, so does awareness of its value and its risks: which is not to say that it is 
always used in the most effective ways, nor that risks are always minimised. We 
anticipate extended use of IT with the further development of mobile telephony 
(already the site of innovation in mobile payments) and new services based on GPS 
and other locational systems. More advanced smartphones and PDAs allow for 
financial calculations to be made and data to be up- and down-loaded and worked 
with; we anticipate considerable evolution of such systems too. Telephone services, 
both conventionally organised and those involving call centres and helplines, are 
becoming important as ways of saving clients having to travel long distances to MFI. 
We are also seeing MFIs applying hardware and techniques that have been used by 
mainstream banks for some decades, such as ATM machines and customer cards 
(including smart cards) of various kinds. Some of the process innovations common in 
mainstream finance are also liable to be adopted, such as credit scoring and similar 
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decision support systems to assist processing of loan applications, and to develop and 
implement strategies for risk assessment (and associated pricing and insurance 
decisions) collections, marketing, and client retention. It is likely to be the case, 
however, that MFIs will wish to avoid the trend apparent in many large mainstream 
financial institutions, where decisions are taken out of the hands of local staff with 
deep understanding of local communities. 

The rapid advance of the Internet has meant that people are able to participate in the 
microfinance movement from across the world. New microfinance websites have 
emerged to act as an online broker connecting lenders and recipients, enabling people 
to invest in microbusiness in regions or areas of activity that they are concerned with. 
Social networking technologies can be used to promote the microfinance movement 
and to provide funds for investment in micro-businesses. Websites can link 
individuals and small businesses, including allowing lenders to review the profiles of 
SMEs seeking financing. (Typically these profiles concern region, gender, social 
issues and the economic sectors involved – they could also include information 
directly related to innovation.) Social investors may require a personal connection as 
well as a return on their investment, and the new technologies can enable this. Funds 
from relatively affluent people may thus become a major source of personal lending 
to the poor. There is scope for engaging many more of the increasing number of 
Internet users, though many people will be rightly cautious, given the prevalence of 
spam frauds and phishing in email and on the web. Innovations in electronic payment 
systems can be applied to microfinance, too.  

The challenge will be to set up a strong network of microfinance institutions that can 
effectively mobilise and deploy volumes of cash, with strategic use of new Internet 
technologies. As this challenge is confronted and met, online microfinance may well 
grow explosively and thereby contribute to the popularising of the MFI movement. 
Diseconomies of scale, unfortunately, often accompany such success, and will need to 
be guarded against. While more donors may be engaged, and more information 
resources be used. But online models could well be more distant and inflexible than 
conventional peer-to-peer lending. The application of new IT to business and social 
relationships is often a source of concerns about standardisation and depersonalisation 
of services, threats to privacy, and the like. Microfinance is no exception. There is a 
valid concern that, for example, MFIs relying upon IT to facilitate services such as the 
offering of advice, might provide less valuable, locally-tailored, and in-depth 
guidance. Virtual networks can span many agents. The recipient of a loan, and the 
ultimate supplier of the money, may be only distantly linked. Between them are 
intermediary organisations of several sorts- as noted, a charitable virtual fund-raising 
network may choose to link to another organisation that disburses, and local 
organisations (that assure creditworthiness, etc) can also be part of this network, for 
instance. There is a clear responsibility to ensure that the information flows in 
question are secure, are handled promptly, and that the human touch is not lost in the 
process. 

Challenges of this sort will need to be examined in more depth, as experiments and 
large-scale applications of the new innovative possibilities continue to proliferate. We 
are likely to see a great deal of organisational learning as the innovation that is 
microfinance continues to use of other social innovations, as well as technological 
innovations to expand and evolve its services. The implications of this convergence of 
innovations are liable to be profound and exciting. 


