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MICROFINANCE MISSION DRIFT IN NIGERIA

Olusegun Toyin Segun'

Abstract

Using panel data methodology, the study employs dataset of 752 microfinance banks (MEFBs) during the period 2011 to
2014, to test for the existence of mission drift in Nigeria. The result suggests that sustainable microfinance banks tend to
be more focused on poor clients, which implies increased depth of outreach of microfinance banks in Nigeria. This result
allays fear that clients who are better off could crowd ont poorer customers in a sustainable microfinance scheme. In view
of this finding, the study concludes that sustainability and ontreach are not necessarily incompatible.
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INTRODUCTION

Microfinance institutions (MFIs) aim is to reduce poverty by lending to the poor, who ate excluded
from the formal banking services, through the provision of uncollateralized small loans. Thus, the
objective of lending to the poor brought MFIs into global limelight. However, overtime, microfinance
institutions have been criticised for a shift in focus, from the initial objective of reaching out to the poor
to profit-making (Ditcher and Harper, 2007). The pursuit of profit-making objective by MFIs, attracted
the entrance of commercial entities, such as commercial banks (Mersland and Strom, 2010; Consultative
Group to Assist the Poor (CGAP), 2001). Some critics have argued that the profit-making objective of
MFIs’ could lead to loss of sight from the original social objective of lending to the poor (Mersland and
Strom, 2010; Ditcher and Harper, 2007). Prominent among these critics is the Nobel Peace Prize
winner, Mohammad Yunus, who claimed that too much focus on profit could crowd out poorer clients
and lead to mission drift (Christen and Drake, 2002).

Mission drift occurs when the composition of microfinance clients shifts from the poorer to wealthier
ones (Cull et al. 2007). It means a shift in focus from the rural poor, especially women, who are the
original social target of microfinance, to wealthier clients. Some of the reasons for focusing on the
wealthier clients by the MFIs include reduction of high costs that are associated with small loans to the
poor, avoidance of arrears arising from non-repayment of loans by the poor and attraction of donors’
funding through good financial performance.

The microfinance market in Nigeria has evolved over time, from the rotating savings and credit
associations (ROSCAs) in the 1980s to the regulated microfinance banks (MEFBs) (Seibel and Max, 1984;
Ehigiamusoe, 2011). The native microfinance institutions, which is an offshoot of ROSCA, is
characterised by high savings, group lending and informal mode of operation (Seibel, 2004). The
transition from ROSCAs to modern microfinance bank witnessed vatious interventions from both
private and public initiatives such as cooperatives, non-governmental organizations (NGOs), money
lenders and the government. Most private initiatives, especially from NGOs, mainly depended on donor
funding, operated group delivery methodology, were limited in outreach and were focused on women
(Ighomereho et al, 2012; and Ehigiamusoe, 2011). The Government microfinance initiatives such as the
Peoples Bank, the Community Banking scheme and the Family Economic Advancement Programme
(FEAP) are pro-poor institutions that somehow lost their focus because of poor governance, lack of
requisite manpower, under-capitalisation, lack of local community involvement and political
interference, amongst others (Ehigiamusoe, 2011; and Enendu et al. 2010).

In Nigeria, despite the various microfinance initiatives, a large number of people are still poor. The
United Nations' Global Multi-Dimensional Poverty Index (2015), using indicators, such as, education,
health, and living standards, showed that, on the average, poverty level was 47.7 percent in Nigeria. The
statistics further showed that the poverty rates in the North-East and the North-West of Nigeria were
as high as 76.8 percent and 80.9 percent, respectively. About 64.1 percent of the adult population is
excluded from banking services (EFInA, 2012). Moreover, studies have shown that about 96 percent of
businesses are small and medium enterprises (SMEs) compared with 65 percent in FEurope and 53
percent in the USA. However, SMEs in Nigeria only accounted for about 1 percent of GDP, whereas
in Europe and USA, SMEs accounted for about 50 percent IFC, 2002 and Oyelaran-Oyeyinka, 2007).
The low contribution of SMEs to GDP in Nigeria is attributed mainly to the challenge in accessing
funds due to lack of credit history and high default rate or low repayment rate, amongst others. The
high poverty rate and low access to financial services put more emphasis on the role of microfinance
institutions in the fight against poverty. Therefore, the occurrence of microfinance mission drift in
Nigeria could have severe implications for the industry and for the poor who provide justification for
the existence of microfinance institutions.
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This study, therefore, tests for the existence of mission drift in Nigeria using panel data methodology
from the period 2011 to 2014. The choice of the methodology is predicated on the ground that panel
data analysis addresses problems associated with static cross-sectional and ordinary regression analysis
by partially accounting for variation in the data within the short span of available observations. The
approach takes care of problems of unobserved heterogeneity commonly associated with cross-
sectional studies and accounts for idiosyncratic errors. These problems are time-constant factors and
time-varying errors that affect the dependent variable (Wooldridge, 2006). Moreover, the large dataset
of MFBs employed for the study is a novelty because most of the existing studies on microfinance in
Nigeria rely on survey methodology, which is not only subject-biased but limited in its application.
The paper is divided into five sections. Following the introduction is Section 2, which presents the
empirical literature. Section 3 focuses on the empirical framework and method, while section 4 analyses
the results of the regression models and Section 5 concludes the study.

LITERATURE REVIEW

There is paucity of studies on microfinance mission drift in Nigeria. However, there is a plethora of
studies on the issue in other developing countries. Findings from these studies are at variance, with
some affirming mission drift, some refuting it, and some others calling for further research on the issue.
Studies such as CGAP (2001), Milgram (2001), Dichter (2002) as cited by Hishigsuren (2004), Coleman
(2006), Cull et al. (2007), Hishigsuten (2007), Cull et al. (2009), Maskay (2011), Serrano-Cinca and
Gutierrez-Nieto (2014) and Abrar and Javaid (2014) empirically proved the existence of mission drift.
Other studies, such as, Gonzales-Vega et al. (1997), Christen (2000), Navajas et al. (2000), and Frank
(2008) could not find evidences to support existence of mission drift, while the study by Campion and
White (1999) called for further research, Armendariz and Szafarz (2009) and D’Espallier and Szafarz
(2013) could not ascertain whether mission drift occurred or not.

In the early 2000s, the growth of commercialised microfinance institutions and the increased
competition among the regulated microfinance institutions in Latin America prompted the CGAP to
conduct a study that assessed the effect of new entrants into the industry. The result of the study showed
that new entries promote market deepening, penetration and saturation. It also indicated that larger loan
balances of commercial oriented MFIs were not for poor clients but for the wealthier clients. (CGAP,
2001).

The study conducted by Milgram (2001), in northern Philippines, contrasted self-sustaining and pro-
poor new microfinance programs. The author discovered that the quest to become self-sustaining
makes MFIs susceptible to targeting not-so-poor clients. Moreover, Ditcher (2002), as cited by
Hishigsuren (2004), used clients’ profiles such as rural/utrban, poot/better-off and rural/urban of the
NGOs’ MFIs to study mission drift. He found that MFIs lend more short-term loans to the retail trade
in urban areas as against lending to the poor in rural area, thereby shifting focus from the poorest.

Moreover, Cull et al. (2007), employed cross-country data to examine the possibility of MFIs having
profit objective whilst focusing on the poor. They confirmed trade-off between profitability and poverty
objectives. Also, Cull et al. (2009) further improved their earlier finding, using gender and average loan
size to test the effect of microfinance commercialisation on poverty. They concluded that
commercialisation of microfinance was indeed bad news for the poor, as it is associated with increased
loan size and less focus on women. The methodology proposed by Hishigsuren (2007), to better
understand scaling up and social mission, showed that mission drift was not a deliberate policy of MFIs’
management but a product of the process of scaling up. The change in priority of MFIs and their
financial performance prompted Maskay (2011) to study Paschimanchal Grameen Bikas Bank (PGBB)
in Western Development Region of Nepal. The author used both quantitative and qualitative
approaches to examine factors that influence mission drift. The study found evidence of mission drift
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spanning 1995/96 — 2010/2011. The findings further showed that institutional environment was the
most significant factor that influenced microfinance mission drift.

The increased drive to achieve financial sustainability motivated Wagenaar (2012) to investigate
evidence of mission drift among transformed MFIs from non-profit MFIs, using panel data analysis of
1,558 MFTs spanning fifteen years. The findings indicated higher average loans size and lower lending
to women borrowers in profit MFIs than for non-profit MFIs. The results further showed that NGOs
that transformed to MFIs had higher average loan and lower lending to women clients than non-
transformed NGOs. To test for who benefits from microfinance services between the poor and wealthy
in Northeast Thailand villages, Coleman (20006) surveyed sample of participants of microfinance services
and non-participants. The aim was to test the success of the microfinance programme in terms of
outreach to the poorest of the poor. The results of the survey showed that the programme had not
reached the poor as much as the wealthy, and that the wealthy clients circumvent the rules and use their
influence to borrow significant loans when compared with the rank-and-file clients.

Similarly, Serrano-Cinca and Gutierrez-Nieto (2014) used the long tail theory to prove that some MFIs
have lost focus on their mission of poverty reduction. The Pareto principle asserts that wealth
distribution within a population exhibits unequal pattern (long tail) rather than normal distribution of
the bell-curve. They showed that MFIs clients fall into the tail of the wealth distribution category where
transactional costs are high and subsidies are needed to augment low revenue and lack of deposit. They
argued that too much focus on financial performance by the MFIs could lead to mission drift.
Contributing to the debate of microfinance commercialization and mission drift, Abrar and Javad (2014)
used data of microfinance institutions from 72 countries from six regions of the world, using panel data
methodology, to test for mission drift. The result confirmed the existence of mission drift as a result of
focus on commercialization.

However, Navajas et al. (2000) used different indicators of outreach in Bolivia such as depth, breadth
and length of outreach, worth to users and scope of output to test for mission drift. Their finding rather
showed that the depth of outreach to the poorest improved, which implied the absence of mission drift.
Frank (2008) focused on the effect of transformation process on some selected control of 25 MFIs vis-
a-vis non-governmental organizations’” (NGOs) MFIs. He used average loan size, portfolio growth,
saving mobilization, client, profitability and sharcholding structure indicators for the analysis. The
finding re-affirmed that transformation of MFIs helped to improve outreach and product services of
MFIs.

Contributing to the MFIs mission drift literature, D’Espallier and Szafarz (2013) observed that
substantial numbers of MFIs are still subsidized despite increasing call for self-sustainability in order to
reach more poor people. The study compared unsubsidized MFIs’ performances with that of subsidized
MFIs. The overall finding showed that subsidized MFIs are better off in meeting its social objective.
However, the performances of unsubsidized MFIs vary across regions. In Africa, unsubsidized MFIs
charge higher interest rate to compensate for non-subsidization, while unsubsidized MFIs in Central
Asia target less poor customers and in Latin American, microfinance institutions reduce lending to
women clients to compensate non-subsidization.

Christen (2000) also conducted a study on Latin America, he tested for the relationship between
microfinance commercialization and mission drift. His finding did not show significant difference
between loan size of the non-regulated and the regulated microfinance institutions. However, the
subsequent work by Olivares-Polanco (2005) on 28 Latin America MFIs using multiple regression
analysis indicated that more competition leads to larger loan sizes and less depth of outreach. The study
pointed out the existence of trade-off between sustainability and depth of outreach in Latin America.
In addition, Hermes et al. (2011) provided new insights to the trade-off between sustainability and
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outreach of MFIs, using 435 MFIs’ data during the period 1997 to 2007. The findings from their study
affirmed strong evidence of negative relationship between efficiency and outreach; it further showed
that less efficiency was associated with outreach to the poor.

There are few studies on microfinance mission drift on Nigeria, these include Nawaz (2010), Abdulai
and Tewari (2017) and Adewale (2014). Nawaz (2010) used panel of Sustainability Dependence Index
of 179 MFIs in 54 countries, Nigeria inclusive, to investigate the mission drift tendency of microfinance
institutions. The study found existence of trade-off between outreach and sustainability. The result
further showed that the process of scaling up by MFIs would eventually lead to higher administrative
costs. Abdulai and Tewari (2017) examined the trade-off between the depth and breadth of outreach as
well as the institutional factors that drive microfinance outreach with a focus on SSA, Nigeria inclusive.
Their findings showed that a trade-off exists between the depth and breadth of outreach of MFIs in the
region. The study revealed a number of institutional level factors, such as the loan portfolio, the interest
rate, operating expenses to assets ratio, return on assets and return on equity strongly influence the
outreach performance of institutions. While the portfolio at risk only drives MFIs depth of outreach,
staff productivity impacts on only the breadth dimension of outreach. Adewale (2014) applied Kuznet’s
Inverted U hypothesis theory of development to test whether trade-off exist between scaling up and
outreach to microfinance clients in Nigeria. He noted that entrance of big banks with their commercial
philosophy and the transformation of commercial-oriented community banks to microfinance banks
increased competition and funding of microfinance, but further discriminating against the core poor in
Nigeria.

Other existing studies on microfinance such as Njoku and Odii (1991), Oke et al. (2007), Eze and
Ibekwe (2007), Ugwumba et al. (2008), Ugbomeh (2008), Oladeebo and Oladeebo (2008), Mkpado et
al. (2010), Julius and Aminant (2011), Onyeagocha et al. (2012), Nwosu et al. (2014), Coker and Audu
(2015), and Eze et al (2016) were either focusing on poverty and repayment issues or impact of
microfinance loans on clients.

The summary of these reviews on Nigeria showed the following: first, few studies exist on mission drift
in Nigeria; second, the studies are not specifically focused on Nigeria; and third, they are majorly based
on survey methodology and theories. The above weaknesses cited in previous studies, thus provide
justification for this study.

EMPIRICAL FRAMEWORK AND METHOD

The empirical framework for this study is based on a one-way error component of panel data
methodology, and is specified thus:

Vie = BXi +6Z; +u; + € I=1eei. Ny t= e, T (1)

The Y;; in the equation represents the dependent variable, whete the subscript I stands for individual

MIB and cross-section aspect of the equation. The timing aspect of the equation is represented by the
subscript t while B is (K x1) vector of coefficients on X, and X, isa (K x1) vector of observed

microfinance bank-specific characteristics that vary over time and individual MFBs. On the other hand,
Z,is a (1x p) vector of time-invariant variables, it only changes with individual MFBs but does not

vary with time. The o represents (px1) vector of coefficients on Z,; U,represents the error term,

which is divided into two components, such that U, = g; +V;;; the g, represents the unobserved

MIB-specific effect (it is an unobserved heterogeneity commonly associated with cross sectional MFIs).
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The second component V;; represents the idiosyncratic error, which captures other unaccounted

factors that are not included in the model but have effect on the dependent variable. Thus, these
conditions hold: 4 ~ 1IN (O, o—\f) and independent ofvi ~ 1IN (O, gvz) in a one-way error component

regression model.

To specify the mission drift models, the panel data methodology by Cull et al. (2007) was adopted. Two
indicators of mission drift, namely, average loan size (AVLOAN) and percentage of women clients were
used as the dependent variables. Each of these variables was explained by a set of explanatory variables,
namely, operating self-sufficiency (OPSS), interest rate proxy by yield (YIELD), labour cost
(LABCOST), a measure of efficiency (EFF) and orientation proxy by loans to assets ratio (LOASS).
Some of the independent variables were further interacted with individual and group lending variables
to know the extent to which lending models affect mission drift (Cull et al. (2007). Microfinance banks
usually disburse their loans through individual and solidarity or group lending models. Thus, equation
(2) becomes:

AVLOAN,, = o +,OPSS;, + a,Yield, x LendingType,, + or,LabCost;
+a,LabCost;, x LendingType, + o Loass, + a,Scale, + o, Eff;, +u,

@
where AVLOAN which is the average loan size, is measured by dividing the total loan portfolio end of
period by total number of outstanding loans end of period (UNCDF, 2002). Studies such as Ghosh and
Van Tassel (2008), Rosenberg (2009), Copestake (2007), Cull et al. (2007), Mersland and Strom (2010),
Schreiner (2010), Armendariz and Szafarz (2009) and Hermes et al. (2011), have measured mission drift
with different indicators, such as average loan size, percentage of women borrowers, lending
methodology, the percentage of clients in the bottom half of the population, poverty gap ratio and
poverty scorecards. However, most of these studies either use average loan size or percentage of women
borrowers as indictors of mission drift (Mosely, 2001; Armendatiz and Szafarz, 2009). There is the belief
that the poor always demand for smaller loans. Thus, variations in such loan always reflect poverty
condition of the poor. Therefore, a decrease in average loan size is synonymous with the increase in the
depth of outreach to the poor; on the other hand, a rise in loan size is seen as diversion of resources
from the poor to wealthier clients (Armendariz and Szafarz, 2009). Another good indicator is the
percentage of women borrowers. The increased lending to women is seen as giving more resources to
the poor of whom women constitute greater percentage. In Nigeria, microfinance banks generally lend
small loans to the poor. They are mostly women focused institutions (Ighomercho et al, 2012; and
Ehigiamusoe, 2011). In view of these characteristics of the microfinance institutions in Nigeria, this
study, therefore, adopts average loan size and percentage of lending to women variables as indicators
of mission drift.

OPSS is operating self-sufficiency, and an indicator of sustainability. It is measured by the ratio of total
financial revenues to the sum of financial expenses, loan loss provision and operating expenses.
Therefore, a positive relationship between average loan size and sustainability indicator OPSS, implies
the existence of microfinance mission drift. Also, a negative coefficient implies increased depth of
outreach to the poor and non-existence of microfinance mission drift (Cull et al. 2007; Muller and Uhde,
2008; Freixas and Rochet 2008; Mersland and Strom, 2010; Abrar and Javaid, 2014).

SCALE is the size of MFBs measured by total assets and is expected to have positive relationship with
the average loan size (Abrar and Javaid, 2014). The LABCOST is the labour cost and it is measured by
the personnel expenses divided by total assets. It is expected that labour cost would impact negatively
on the average loan size. The EFF represents microfinance banks’ efficiency, which is the ratio of
personnel and administrative expenses to the period average of gross loan portfolio. A negative
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coefficient is expected if MFBs are less efficient while more efficient MFBs would impact positively.
The LOASS is a measure of orientation; it is measured by the ratio of total loans to total assets. A high
ratio implies MFBs are more at risk to default, while the low ratio means MFBs are less at risk to default.

In equation (3), the percentage lending to women was used as dependent variable, followed by a set of
the same explanatory variables used in equation (2). A negative coefficient of sustainability (OPSS) , in

this case, implies that the more sustainable MI'Bs become, the less their outreach to women.

GENDER;, = a +,0PSS,, + «,Yield,, x LendingType, + «;LabCost,
+a,LabCost, x LendingTyge, + aLoass, + aScale, + o, Eff, +u;,

6)

Data Description and Sources of Data
The study evaluated 752 microfinance banks in Nigeria using panel dataset during the period 2011 to
2014. The data were collected from the Central Bank of Nigeria (CBN).

Table 1: Variables and Descriptive Statistics

Variable Name Definition of Variable Mean Minimum Maximum
OPSS Financial Sustainability 0.56 -0.96 22.00
Average Loan Balance per

AVLOAN Borrower 1.56 0.001 47.15
LABCOST TLabour Cost 0.57 0.00 6.60
EFF Efficiency 0.35 0.00 20.28
SCALE Total assets 2,269 8.97 262,577
LOASS Loans to Assets Ratio 0.51 0.003 19.75

Percentage of women
GENDER borrowers 0.45 0.00 1.00

Yield on gross loan
YIELD portfolio 0.31 -0.35 20.31
Source: Central Bank of Nigeria's FinA Off-Site Surveillance System, data base. The values of AVI.OAN,
and

SCALE are in US$'000

THE RESULTS
Summary Statistics

Measure of sustainability (OPSS) has the mean ratio of 0.56 in Table 1 implying that MEFBs, on the
average, are unsustainable because the ratio is below 1.00. The average loan size per borrower for the
industry is estimated at US$1,560. The data for female clients reveal that, on the average, female clients
constitute 45 per cent of total active borrowers, indicating that microfinance banks in Nigeria lend more
to male clients than female clients. Further analysis show that some microfinance banks are wholly
focused on women, while in some other cases, they are more focused on male clients.

Empirical Analysis of Mission Drift Models

92



June 2017 Vol 17 No.1

West African Journal of Monetary and Economic Integration

The result of the Hausman tests for models in column (1) and (3) in Table 2 confirm the appropriateness
of random effect model in column 3. It implies that the estimator assumes higher and additional
orthogonality conditions and that the regressors are not correlated with the individual-specific error.
The result of the regression showed that sustainability, OPSS, was negative (-0.1) and significant. It
shows that sustainable MIBs tend to be more focused on the poor clients; it also implies increased
depth of MFBs outreach to the poor. The result conforms to the results obtained by Christen (2000)
Navajas et al. (2000) and Frank (2008) that showed negative relationship between sustainability and
average loan size. This result allays fear expressed by Yunus that clients who are better off could crowd
out poorer customers in microfinance credit scheme in Nigeria. Other factors that affect average loan

size included interest rate of individual and group lending models, individual and group labour costs,
MFBs scale and efficiency.

Table 2: Mission Drift Regressions

FIXED EFFECT RANDOM EFFECT
Percentage Percentage
Average of Women Average of Women
Loan Size Borrowers Loan Size ~ Borrowers
(AVLOAN (GENDER | (AVLOAN (GENDE
) (D ) @) ) ) R) %)
Operating Self-Sufficiency (OPSS) -0.06%+* -0.16 -0.06%* -0.15
(-3.78) (-1.52) (-3.71) (-1.46)
Yield -0.18** 2774wk -0.17%* 2. 748
(-2.00) (4.55) (-1.93) (4.50)
Yield x Individual Lending Model -0.02+* -0.07 -0.02%+* -0.07
(-2.33) (-1.46) (-2.25) (-1.42)
Yield x Group Lending Model 0.03#** -0.30%k% 0.03#** -0.30%%*
(3.03) (-4.36) (2.98) (-4.34)
Labour Cost x Individual Lending
Model -0.06* 0.05 -0.07%* 0.05
(1.84) 0.21) (1.96) (0.21)
Labour Cost x Group Lending Model 0.09** 0.09 0.09*+* 0.09
(2.09) (0.33) (2.23) (0.33)
Log of Scale (LSCALE) 0.02%+* 0.38%x* 0.02%* 0.38*%*
(2.33) (7.89) (2.33) (7.80)
Efficiency (EFF) 0.95%* -0.77%%k 0.09%* -0.75%*
(2.41) (-2.87) (2.27) (-2.80)
Constant 0.28*x* 0.32 0.28*** 0.37
(3.30) (0.57) (3.27) (0.65)

() t-Statistic, *** significant at 1%, ** significant at 5%, * significant at 10%

The Hausman test (1¢°3) shows Chi2(8)=7.15, with the Prob>Chi2=0.5210, while for 2 & 4 shows
Chi2(8)=91.29 and Prob>Chi2=0.0000 . When P-value is insignificant i.e.

Prob>chi2 larger than 0.05, random effects is chosen but when is significant fixed effect is selected.

Based on Hausman test, Random effect models in column 3 & Fixed effect in column 2 are chosen for this
analysis
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The second regression, the fixed effect model in column 2 and the random effect model in column 4
of Table 2 were compared using Hausman test. The results of the Hausman test indicate the
appropriateness of the fixed effect model column 2. It implies that the regressors are unrelated with the
idiosyncratic error. The result of the regression showed negative coefficient between operating self-
sufficiency ratio (OPSS) and percentage of women borrowers. The negative coefficient is not as
expected; however, we cannot conclude that sustainable MFBs lend less to women clients because the
coefficient is not significant. In the case of Cull et al. (2007) result, the coefficient was rather positive
and significant as expected. Further analysis of the results of the present study showed that the
coefficient of interest rate (Yield) is negatively related with lending to women. However, when interest
rate was allowed to interact with lending models, the result showed a negative relationship with
GENDER. These results suggest that women clients are more sensitive to increase in interest rates on
loans. The result further shows that increasing MFBs’ size seems to be positively associated with lending
to women, as a unit increase in the size of MFBs would improve lending to women by 0.4 per cent.

CONCLUSION

The study empirically examined whether microfinance mission drift exist in Nigeria or not. Panel data
methodology was used to estimate fixed effect and random effect models from panel dataset of 752
microfinance banks in Nigeria during the period 2011-2014. The results showed that sustainability is
significant and negatively related with the average loan size (AVLOAN). This suggests that sustainable
MFBs tend to be more focused on the poor clients which implied increase in the depth of outreach.
However, in the second model, the result showed that operating self-sufficiency ratio (OPSS) is
negatively related with percentage of women borrowers, although, the coefficient was not significant.
These findings suggest that the claim of microfinance mission drift is not evident in Nigeria. In view of
these findings, the study concludes that sustainability and outreach are not necessarily incompatible.
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