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The Covid-19 pandemic has affected everyone. In most economies, declines in employment 

and incomes have meant many people are finding it difficult to get by. In response, 

governments have made various policy and budgetary interventions to help cushion the 

blow, including for low-income households. While many such responses have been viewed 

as effective, particularly in developed economies, many emerging economies in the Asia-

Pacific region have not been so fortunate. 

The full extent of the impact of the crisis on economies, individual households and 

enterprises will not be known for some time, but its immediate effect on the microfinance 

industry is clear. Microfinance providers are suffering from the inability to collect 

repayments and a lack of access to capital and liquidity from creditors (Malik et al. 2020). 

Which actions are taken to ensure the survival of the industry will significantly affect the 

ability of microfinance providers to continue offering vital financial services to those at the 

base of the economy and to contribute to the eventual recovery of the broader economy. 

As the various stakeholder responses continue to unfold, several important lessons are 

emerging that can provide valuable guidance to governments and other stakeholders on 

recovery efforts and better preparation for future crises. Importantly, as part of the 

5 



 

 6 

 

recovery effort, governments should actively seek opportunities to rebuild the microfinance 

sector in ways that enhance its effectiveness in serving the base of the economy. 

2.1 Impact of the Covid-19 crisis on financial services for the poor 

The economic and financial effects of lockdowns to curb the spread of Covid-19 have been 

severe in most Asia-Pacific economies. Substantial declines have occurred in the incomes of 

people at the base of the economy, many of whom rely on microfinance to manage their 

household or microenterprise cash flows. Rapid assessments of microfinance institutions 

and their clients have found that the crisis has caused declines in average levels of income 

among microenterprises of as much as 80–90% in Pakistan (Malik et al. 2020), 69–80% in 

Bangladesh (BRAC 2020) and 64–76% in India (Sa-Dhan 2020). Migrant workers have also 

been severely affected, stifling the remittance flows that many low-income households rely 

upon (Gravesteijn et al. 2020). The World Bank (2020a) predicts that the economic crisis 

associated with the Covid-19 pandemic will result in the sharpest decline in remittances in 

recent history, with a loss of nearly 20% ($445 billion) to low- and middle-income 

economies. 

A survey of a coalition of microfinance providers across 11 Asian economies, facilitated by 

FDC in April 2020, revealed that most (90%) households and microenterprises have asked 

their microfinance provider for a grace period or extension on their loan repayments, while 

few have asked for partial or full debt cancellation. Furthermore, most (78%) microfinance 

clients rely mainly on cash because they don’t have access to digital or mobile money 

payments or deposits, or hesitate to use them. In lockdowns, people reliant on cash cannot 

always access an ATM or money agent, and when they do, they can risk compromising social 

distancing measures in queues (FDC 2020). 

Like everyone else, people and enterprises at the base of the economy rely on financial 

products and services for basic needs such as saving, receiving and sending payments, 

borrowing etc. However, in developing and emerging economies such services are often 

only available from microfinance providers like microfinance institutions, cooperatives, 

NGOs, savings associations and self-help groups. In many economies, the ability of these 

institutions to continue providing financial services has been disrupted by the pandemic, 

putting the poor and the financial service providers they rely on in a precarious position. 

Unlike previous natural disasters and financial crises, Covid-19 lockdowns have resulted in 

shocks to both supply and demand. People have been unable to go to work and supply or 

produce goods and services, and at the same time households and businesses have been 

unable to buy goods and services for extended periods. In turn, this prevents microfinance 

providers from receiving repayments, making loans, and accessing capital and liquidity from 

their funders. As a result, grassroots commerce and the entire financial system, not just the 

regulated segment, have been severely compromised. 
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Stable and sustainable microfinance providers are essential to the hundreds of millions of 

households and enterprises at the base of the economy who rely on microfinance services 

to make savings deposits, access loans and make or receive payments. 

Examples of how the Covid-19 crisis has affected the stability of the financial system serving 

the base of the economy include: 

• The limited effect of short-term monetary policy relief in the form of interest rate 

reductions or extensions of repayment terms where prolonged lockdowns limit the 

ability to earn income and make repayments during the relief period. 

• Inconsistent policy measures creating confusion and financial distress in the early stages 

of the crisis (March and April). In some economies, not all microfinance providers had 

been designated as essential services (Bangladesh), moratoriums on repayments had 

not been mandated consistently across the financial system (India) or individual 

provincial governments were free to set their own essential services policy (Pakistan). 

• The prospect of widespread microfinance provider insolvencies, with several providers 

across the region experiencing significant negative effects on key financial measures 

such as current and debt-to-equity ratios, operating margins and percentage of portfolio 

at risk. 

2.2 The road to recovery and the future of financial inclusion for the 

base of the economy 

Even though the crisis is still developing across the region, several key lessons are emerging 

from the experiences of many economies. These lessons provide important guidance for 

governments in preparing for future extraordinary events by building the resilience of 

microfinance providers and their clients. The Covid-19 crisis also gives governments an 

opportunity to consider how, as part of the recovery process, microfinance providers can 

more effectively support financial inclusion at the base of the economy and broader 

economic development. These lessons are outlined below and categorised as either 

applying to preparation for future crises (resilience) or providing guidance for accelerating 

recovery and improving the microfinance sector (opportunity). 

Resilience: Lessons for preparing for future extraordinary events 

• Government responses to the Covid-19 crisis have tended to prioritise support for the 

formal sector (Lieberman and DiLeo 2020). Most people at the base of the economy 

work or run microenterprises in the informal economy, which constitutes between 70–

90% of total employment and unincorporated businesses in most Asian developing 

economies (ILO 2018a). These people generally have less access to social security and 

similar safety nets like insurance, and mostly belong to poor households and/or 

microenterprises not covered by general stimulus packages, subsidies or other relief 

measures introduced during crises. 
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• Significant value can be found in the extensive networks of microfinance providers that 

provide services to some of the most vulnerable and unserved communities in rural and 

remote areas. In several economies this value was demonstrated through their ability to 

distribute Covid-19 awareness messaging and prevention guidelines, along with food 

and health supplies and other necessary provisions, to the poor and other 

disadvantaged groups. 

• The systemic catastrophe caused by Covid-19 has significantly eroded the resilience of 

those at the base of the economy in preparing for and coping with shocks, leaving them 

even more vulnerable (McGuinness 2020). The customary means of achieving resilience 

are often different for the poor than those with higher income and wealth. For example, 

they may rely less on savings or insurance and more on friends and family. However, 

financial service providers, particularly microfinance providers, often play a crucial role 

in the resilience of the poor. The Covid-19 crisis has highlighted that governments and 

other stakeholders need to recognise how the poor build and maintain resilience and 

how financial products and services can support them more effectively. 

Opportunity: Lessons to aid in accelerating recovery and improving the microfinance 

sector 

• Promoting contactless financial transactions and lessening reliance on cash has become 

more important. The crisis has sparked a renewed push for enhanced digital economic 

connectivity. Key challenges include sourcing capital for microfinance providers to invest 

in digital technology, ensuring the adequacy of supporting infrastructure, and consumer 

and staff education. 

• Recognition has grown of the key intangible asset underpinning successful microfinance: 

organisational capital, the knowledge and infrastructure developed by microfinance 

providers to successfully support households and enterprises at the base of the 

economy. This can potentially drive improvements within the sector like building 

awareness of and trust in the formal financial system and digital products and services. 

• Covid-19 has shown that inequality in digital access and connectivity makes the Asia-

Pacific the most digitally divided region. It has also highlighted the vulnerability of 

people at the base of the economy, who have the least access to vital information, 

notably on pandemic preparedness and mitigation (ESCAP 2020), and the least ability to 

receive quick and reliable government-to-person (G2P) payments. This issue is 

compounded by the lack of easily obtainable and formally recognised individual client 

identification in many economies. 

• Despite the significant focus in recent years by industry stakeholders on the potential for 

DFS and mobile money to drive financial inclusion, the Covid-19 crisis has exposed that 

there is still far to go before DFS can become a major part of the operations of the 

microfinance industry. Many providers are still wary of using DFS with their customers 

(Malik et al. 2020). A substantial share of clients from the base of the economy mainly 

use and rely on cash, because they do not have access to digital or mobile money 

payments or deposits, or are hesitant to use them. The crisis has led to an increased 

interest in top-down policies, such as the disbursement of emergency relief packages 
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through digital wallets, that could provide significant incentives for the use of mobile 

money. 

As these lessons are further examined and others emerge in the continuing evolution of the 

Covid-19 crisis, governments have the chance to examine current policy and regulation to 

determine areas where reforms could benefit microfinance service providers and their 

ability to support those at the base of the economy. 

2.3 Principles for regulatory response 

While fiscal relief measures are an important aspect of supporting microfinance providers 

and their customers, the conditions that enable fiscal responses to be effective to the base 

of the economy must first be established through appropriate regulation and supervision. 

To help governments with this, CGAP has developed a series of principles as guidance for 

developing regulatory responses that consider the unique characteristics of microfinance 

and the diversity of institutions providing financial services to the poor. These principles, 

summarised in Table 1, aim to help governments balance the need to pursue relief 

objectives and immediate damage reduction against medium and long-term goals for the 

microfinance sector. 
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Table 1: Principles for regulatory response 
PRINCIPLE  ACTIONS 

Principle 1: Pro-poor 

Ensuring that regulatory responses 

are inclusive and enable poor 

households and microenterprises 

to benefit from effective relief and 

continued access to services. 

• Reach low-income households and microenterprises directly or through the microfinance 

providers that serve them. 

• Tailor relief measures to address the distinct challenges of those at the base of the 

economy, especially women. Consider options such as the ability for customers to opt-

out of moratoriums (as in India, Pakistan and Uganda), moratoriums with no accrual or 

interest capitalisation, inclusion of delinquent borrowers, and management of the post-

moratorium burden. 

• Protect poor customers against risks arising from or heightened by the pandemic and the 

measures taken to address it. 

Principle 2: Clear and predictable 

To avoid confusion, establish 

response measures that have a 

clear timeline, scope of application 

and exit strategy. 

• Unambiguous measures with scope and rules of application clearly defined.4 

• Clear timeframe (e.g. cut-off date to determine loan status and eligibility) and sunset 

clause (e.g. short renewable term or longer term with fixed sunset). 

• Clear rules for re-establishing pre-crisis status (i.e. prudential ratios and loan 

classification rules). 

Principle 3: Broad coverage 

Maintain a level playing field by 

ensuring that response measures 

to Covid-19 should cover all 

regulated microfinance providers 

on equal terms and to the greatest 

extent possible. 

• Inclusion of all regulated microfinance providers on equal terms (to the extent possible). 

• Some customisation for microfinance providers is needed (e.g. giving providers the 

flexibility to set crisis-period business hours that differ across regions or prioritising 

certain providers for liquidity support allocation according to factors such as systemic 

relevance, scope of activity etc.). 

• Supervisory monitoring and resolution should be adjusted to risk profiles. 

Principle 4: Preserve the safety 

and soundness of microfinance 

providers 

Response measures need to 

balance the benefits and risks of 

regulatory changes. 

• Strike a balance between urgent relief and long-term goals. 

• Monitor portfolios under moratoria and require microfinance providers to assess 

borrower recovery prospects. 

• Temporary flexibility in applying prudential standards (liquidity, reserves, capital buffers 

etc.) balanced with strict limitations on discretionary payments (i.e. dividends and 

bonuses). 

• International guidance is not customised to microfinance. Hence, not all microfinance 

response measures align with the guidance.5 

• Relief to and protection of microfinance provider customers are a priority of special, 

temporary prudential adjustments, but with prudential and transparency standards 

upheld (i.e. no change in the definition of non-performing loans, clarity for re-

establishing the standard rules, clear rules for public disclosures), credibility of credit 

information systems is protected. 

Principle 5: Adjust supervision 

Adjust supervision. Response 

measures should aim to reduce 

supervisory burdens while 

enhancing risk-based monitoring. 

• Reduce or defer non-essential supervision activities to reduce the burden for authorities 

and microfinance providers. 

• Tighten monitoring with enhanced scrutiny in key areas (i.e. credit risk, liquidity, 

solvency and consumer protection). 

• Prepare for and ensure orderly resolution to minimise the impact on customers. 

• Orderly resolution of microfinance providers to protect small depositors and ensure 

service continuity. 

Source: CGAP 2020a 

 

4 For example, in India, conflicting decisions at central, state and local government levels have created 
confusion about which types of institutions can operate during lockdown. Many microfinance providers in 
India have also been unclear on whether they can charge fees or require extra collateral for restructuring. 

5 For example, the World Bank’s guidance to assess a borrower’s payment history before granting a 
moratorium, and to only cover current loans, may not always be the best approach in microfinance.  
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2.4 Recommendations for policymakers and regulators 

While the short- and long-term effects of Covid-19 are still not fully understood, it is certain 

that this crisis will not be the last extraordinary event that severely disrupts the 

microfinance sector and the vulnerable clients it serves. However, some critical lessons have 

already emerged from the current crisis, which can aid governments in mitigating the 

negative effects of such situations in the future. Some examples of specific actions 

governments could take include: 

• Essential services. Recognise microfinance providers as frontline suppliers of essential 

services, so that they can remain open and continue serving clients. Continuing to access 

financial services such as savings or loans when normal income may be disrupted is vital 

to the ability of many at the base of the economy to weather the shock of a crisis. 

However, steps must be taken to ensure that the continued operations of microfinance 

providers are conducted appropriately. For example, in a pandemic, operating hours 

may be reduced and social distancing rules put in place to protect staff and clients alike. 

• Liquidity. Take steps to increase access to liquidity for microfinance providers. As the 

Covid-19 lockdowns have demonstrated, the inability of clients to repay their loans 

while microfinance providers still need to pay their own staff and creditors quickly 

creates a liquidity crisis in the microfinance sector. Governments can address this 

through various fiscal measures, implemented temporarily and aimed at both providers 

and clients, such as credit easing, tax concessions and cash payment stimulus. Central 

banks should also consider their ability to become lenders of last resort to microfinance 

providers, especially those that take deposits (Lieberman and DiLeo 2020). The 

experience of prior financial crises indicates that governments can collaborate with 

multilateral and specialist finance and development agencies to provide regional 

financial support and blended finance facilities for providers that serve the base of the 

economy. Facilities providing additional liquidity should consider their potential to 

contribute to over-indebtedness. Finally, to complement credit-related liquidity 

measures, there should be a strong policy emphasis on savings as a longer-term 

recovery means to augment resilience. 

• Policy consistency. Enact concessions or moratoriums proportionately and consistently 

throughout the financial system. For example, a moratorium on loan repayments by 

clients of microfinance providers should be matched by a moratorium on microfinance 

providers’ repayments to their creditors. Doing this will help ensure stability across the 

entire financial system. 

 
 

Refer to Case Study 1: Pakistan – Supporting the MFI sector during the Covid-19 crisis 
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The extent to which stakeholder responses to the Covid-19 crisis support microfinance 

providers will significantly affect the lives of millions of poor and vulnerable people who rely 

on them for many basic financial needs. Actions that speed the recovery should be 

prioritised to ensure that the crisis does not cause even greater inequality. Furthermore, 

with the likelihood of a prolonged recovery, government-led strategies should also include 

reforms that will lead to a more productive, efficient and reliable industry capable of driving 

and sustaining economic growth at the base of the economy. Based on a current assessment 

of the Covid-19 crisis, there are several specific actions that governments could prioritise: 

• Facilitate digital transformation. Many economies had already begun transforming 

conventional processes to digital ones. Covid-19 showed the benefits of digital payments 

in social distancing, the efficient delivery of cash payments and access to social benefits. 

The central bank of the Philippines, Bangko Sentral ng Pilipinas (BSP), is taking the 

opportunity to develop a Digital Payments Transformation Roadmap, which aims to shift 

at least 50% of retail payments to digital, and to have at least 70% of adult Filipinos 

owning and using a bank account or e-wallet by 2023 (Bangko Sentral ng Pilipinas 2020a). 

One of the pillars of the roadmap is building digital financial infrastructure, including 

open banking and digital identification. The BSP sees digital literacy as a core skill 

financial consumers need to fully benefit from the digital finance ecosystem. 

Complementing the BSP initiative is the Philippine E-Commerce Roadmap developed by 

the Department of Trade and Industry to increase the capacity of small business to 

engage in e-commerce, with BSP providing support for digital payments. 

• High-touch approach. Ensure that reforms targeting microfinance providers do not 

diminish their ability to serve those at the base of the economy. Efforts to “rescue” the 

microfinance sector cannot sacrifice outreach and support to the most vulnerable 

populations. As the industry recovers, there is a risk that the push for increased financial 

performance, or for greater use of digital solutions, may lead many microfinance 

providers to abandon traditional “high-touch” operating models, which are critical for 

client relationships, building financial literacy and capacity, and establishing trust in the 

financial system. Doing so could potentially lead to the exclusion of lower density rural 

populations and smaller-ticket women borrowers (Lieberman and DiLeo 2020). 

• Digital identity. Prioritise the introduction of digital identity and supporting 

infrastructure. Like past crises, Covid-19 has highlighted the important role digital 

identities can have in enabling governments to provide direct fiscal assistance. By 

emphasising digital identity verification and authentication, and by strengthening digital 

identity infrastructure, the risk of fraud and identity theft can be significantly reduced 

(Arner et al. 2020). Safe and reliable digital identification systems will also let 

microfinance providers serve their clients more effectively and at lower cost. 

• Recovery investments. Investment proposals for digital systems, both directly and 

through incentive schemes for private-sector investment, should demonstrate the 
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business case and ease of adoption for microfinance providers and their clients. This 

should also include regulatory reforms to support key enablers such as allowing digital 

signatures and loan disbursements on the basis of biometric identification, or 

temporarily easing limits on mobile transactions and related KYC requirements (Bull and 

Ogden 2020). Because of the Covid-19 crisis, most microfinance providers will likely 

become limited by a lack of financial and human capital, significantly hindering their 

ability to directly invest in digital transformation (Malik et al. 2020). 

Strategies to develop digital infrastructure will need to be coupled with staff and 

customer education, and with awareness-building programs to foster trust in and 

demand for digital services among those at the base of the economy. 

• Consumer protection. Governments should consider making key voluntary consumer

protection principles mandatory. As a result of the Covid-19 crisis, many microfinance

providers will struggle to survive, and the behaviour of field staff, including their

treatment of customers, may take a negative turn. This risks undermining the high levels

of trust that microfinance providers have developed with their clients over many years,

and could further destabilise the microfinance sector (Malik et al. 2020). Governments

could take this opportunity to ensure that appropriate client protection measures are

standardised and adopted by microfinance providers, followed by pragmatic

supervision.

• Partnerships. To build economic resilience for the future, extend partnerships between

communities, healthcare systems, local governments and frontline finance providers

supporting communities at the base of the economy, based on the recent success of

such partnerships in both slowing the spread and impact of Covid-19 and enabling

efficient distribution of social protection or stimulus payments to vulnerable or less

accessible communities. Government could support community-driven local economic

development programs such as the World Bank’s community-driven development

approach (World Bank 2020b), including support for market-oriented investment and

value-chain opportunities, as well as increasing community-level access to finance.

• Maintaining stability. Prioritise approaches other than liquidation for microfinance

providers facing insolvency due to the Covid-19 crisis, since the underlying reason is

more likely related to short-term liquidity than to systemic business failure. A key

consideration should be the stability of the livelihoods of clients of microfinance

providers facing insolvency. The design and implementation – including technical

assistance from multilateral and specialist finance and development agencies – of a

process to maintain stability of services to the base of the economy, which is outside the

regulated or formal financial system, should focus on first recapitalising failing finance

providers to provide liquidity and continuity through mergers or other collaborative

restructuring, including alliances with banks, fintechs, and mobile money and remittance

providers. This could include temporary regulatory forbearance, based on asset quality

standards, to help sustain microfinance providers that were healthy before Covid-19. A

related approach is the creation of an entity to separate and manage distressed assets
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affected by Covid-19, such as that proposed in a bill before the Philippines Congress – 

the Financial Institutions Strategic Transfer Bill. 

 Refer to Case Study 2: Philippines – Proposed Financial Institutions Strategic Transfer Act 
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