
Social performance management –  
Lessons from Ethiopia’s Specialized Financial 
and Promotional Institution

For many years, microfinance actors believed that the success and sus-
tainability of their industry should be measured in terms of the financial 
performance of microfinance institutions (MFIs). As microfinance was as 
a tool for reducing worldwide poverty, its social impact was considered 
a given. From 2001, a growing number of industry actors realised that if 
microfinance was to be an effective tool for improving the lives of poor 
people, MFIs and their partners should focus specifically on that goal. 
In order to do so, social performance indicators and measurement tools 
needed to be developed to help MFIs, MFI networks and investors rethink 
their approach to microfinance. 
Specialized Financial and Promotional Institution (SFPI)1, an SOS Faim 
MFI partner from Ethiopia that was keen to strengthen its social perfor-
mance management, implemented two major tools: the Progress-out-of 
Poverty Index (PPI) devised by the Grameen Foundation and the Client 
Protection Principles (CPP) developed by the Smart Campaign. 

1: http://sfpimfi.org
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Social performance

Social aims of Ethiopian MFIs

Ethiopian microfinance industry at a glance  
(June 2012)

Regulation Regulated since 1996 by the National Bank of Ethiopia 

MFIs 30 regulated MFIs  
(Non-Banking Financial Institutions)

Active clients 2.6 million

Loan portfolio ETB 8.8 billion (US$ 470 million)

Savings ETB 4.8 billion (US$ 254 million)

Average loan amount ETB 3,452 (US$ 184)

Source: Association of Ethiopian Microfinance Institutions (AEMFI), June 2012

The Ethiopian microfinance industry, probably more 
so than that of other countries, was founded based on 
strong social aims. Two main elements contributed to 
this social focus: 

 firstly, the initial round of MFIs to be authorised, un-
der 1996 regulations, emerged out of NGO microcredit 
programmes and therefore almost all were set up with 
poverty reduction or women’s empowerment as one of 
their core objectives; 

 secondly, microfinance was supported by the Ethio-
pian government as the main tool in fighting poverty 
and achieving the 2015 Millennium Development Goals 
(MDG). The government also encouraged saving by im-
posing a minimum 5% interest rate on savings at all 
financial institutions. 

Interest rates on microloans in Ethiopia have historical-
ly been low compared to the wider global microfinance 
industry. In 2011, the industry’s average annual return 
was 22%2. This is largely due to funding being supplied 
by regional governments or NGOs, which lent at low 
rates. Low operating costs also enabled Ethiopian MFIs 
to lend at low interest rates. The average loan size is also 
relatively low (US$ 184) when compared to neighbouring 
countries which can also be taken as an indicator of the 
industry’s focus on lending to the poor. 

Barriers to social performance
In order to meet their economic development and 
poverty reduction targets, the Ethiopian government 

2: Source: http://www.mftransparency.org

pressured MFIs to become financially sustainable and to 
significantly increase client numbers. As in many other 
countries, portfolio at risk, repayment rate and return 
on assets had long been considered the only indicators 
of MFI performance. As a result, most Ethiopian MFIs be-
came financially sustainable over a matter of years. 

Recently, however, the government and the whole 
Ethiopian microfinance industry, helped by the global 
movement in social performance, realised that finan-
cial indicators alone might not be sufficient to ensure 
and assess the social objective of MFIs and the desired 
impact of microfinance on the poor. With this in mind, 
the Association of Ethiopian Microfinance Institutions 
(AEMFI) started working with different partners such 
as Catholic Relief Service, Terrafina microfinance, the 
Smart Campaign, MFTransparency and the Social Perfor-
mance Task Force to introduce and promote the concept 
of social performance in Ethiopia. A PPI3 scorecard was 
developed for Ethiopia, workshops on Client Protection 
Principles were run and social audits were carried out at 
various MFIs. Buusaa Gonofaa, a pioneering Ethiopian 
MFI and SOS Faim partner, even developed its own score-
card to assess the poverty level of its clients, for which it 
won the European Microfinance Award in 2008. 

However, despite the growing motivation amongst mi-
crofinance stakeholders and the extraordinary growth 
of the Ethiopian economy over recent years, certain is-
sues that are specific to the country constitute a barrier 

3: Progress out of Poverty Index (http://www.progressoutofpoverty.org)
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to increasing microfinance’s social impact and to meas-
uring that impact. The lack of efficient Management 
Information System (MIS) within MFIs limits the ability 
to collect and analyse client data. The lack of ID reg-
istration within the population prevents the MFIs from 
using credit bureaus to gather information on clients’ 
credit history. 

Furthermore, even if European microfinance awards 
received by Buusaa Gonofaa MFI (2008) and Harbu MFI 
(2010) prove the wider industry recognizes the achieve-
ments of these Ethiopian MFIs,  in Ethiopia, innovation 
in microfinance is not sufficiently valued outside the lo-
cal context. 

SFPI’s initiatives 

SFPI at a glance (as of June 2012)
History Set up in 1998, it is one of the oldest MFIs in Ethiopia

Status Non-Banking Financial Institution under the regulation  
of the National Bank of Ethiopia

Branches 11 (in Addis Ababa, Oromia and Amhara regions)

Staff 184

Active clients 36,751

Loan portfolio ETB 71.5 million ( US$ 3.8 million)

Savings ETB 26.6 million (US$ 1.4 million)

Types of loan Agriculture loan (term loan), business loan (monthly repay-
ment), youth loan and, a yet to be launched, SME loan. 

Source: SFPI Annual Report, June 2012

Targeting the poor:  
The Progress-out-of-Poverty Index (PPI)
Objectives
SFPI’s aim is to give poor, underprivileged and finan-
cially excluded Ethiopians access to financial services 
tailored to their needs. However, the microfinance sec-
tor now realises that unless MFIs apply a targeting 
method, the poorest will not necessarily be the main 
beneficiaries of its programmes. As discussed above, 
the Ethiopian microfinance industry was pushed to-
wards growth and financial sustainability. In order to 
achieve these objectives, MFIs may have tended to tar-

get less disadvantaged clients and thus worked against 
their own social mission.

Determined to realise its social aims, SFPI started im-
plementing the PPI, a tool that was developed by the 
Grameen Foundation. The PPI enabled the institution 
to pursue two main objectives. Firstly, SFPI was able to 
determine the percentage of its clients’ whose families 
lived in poverty and how this percentage changed over 
time. Secondly, SFPI was able to segment its clients’ ac-
cording to poverty level and better adapt the range of 
products and services to the specific needs of the dif-
ferent categories. 

Having actively participated in the field survey used in 
drawing up the PPI questionnaire for Ethiopia, SFPI then 
implemented the tool internally.

Implementation
In order to start implementing the PPI, SFPI carried 
out a pilot test on a sample of 255 new and recent cli-
ents, who were representative of SPFI’s client base as a 
whole, in terms of geographic (rural/urban) and gender 
distributions. Interviews were conducted in 9 (out of 
11) branches in the capital, Addis Ababa, and across 
a 150km radius: Adulala, Akakie, Cherkos, Debrezeit, 
Fitche, Merkato, Sheno, Shola and Wolisso. The objec-
tive of this first test was to get a general picture of the 
poverty profile of new SFPI clients.

TAB.1   Pilot sample for PPI - 
 representative of the SFPI clientele

Women Men Total % of total

Rural 93 86 179 70.2%

Urban 51 25 76 29.8%

Total 144 111 255

% of total 56.5% 43.5%

The PPI scorecard for Ethiopia was composed of 11 in-
dicators, which were selected from national surveys 
conducted in 2004 and 2005, according to their cor-
relation with poverty levels. The scorecard attributes 
a score to each client, which corresponds to the likeli-
hood of their falling below a given poverty line. Some 
general socio-economic information on clients was also 
collected in order to compare this with clients’ poverty 
levels. Managers and loan officers received training on 
the PPI and on how to interview clients. The institution 
believed it was important to involve all its staff in this 
innovative project. 
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TAB.2   Results of the PPI pilot test  
by client type and gender

Type of clients Gender

Rural Urban Women Men

% of clients on less 
than US$1.75 a day 43.5% 34% 43.7% 36.8% 

SFPI also analysed the differences in client poverty lev-
els for each of its branches and found higher poverty 
rates amongst rural clients in remote areas with little 
infrastructure. The tourist attracting area of Debrezeit, 
where the client base is 76% male, is conversely the 

richest branch. 

2.1.4. Next steps
Since the results of the pilot test in 
August 2012, SFPI has continued to 
interview new clients and older cli-
ents who have been at SFPI for at 
least two years. One of the benefits 
of the PPI is that it can be used to 
assess changes in clients’ poverty 
level over time. Having collected 
data on poverty levels of new clients 
during the pilot test, SFPI can sub-
sequently measure their evolution 
at the start of a second loan cycle 

and also compare their results with those of other cli-
ents that have received several loans. Although, clearly, 
poverty levels as measured by the PPI may have changed 
due to factors other than SFPI’s products and services.

The PPI also enables SFPI to offer products and services 
tailored to different categories of client, for instance 

Results
The pilot test conducted from June to August 2012 
revealed that 18.2% of new clients are below the 
US$1.25 a day poverty line, 40.7% below the US$1.75 
a day poverty line and 67.2% below the US$2.50 a day 
poverty line. 

These results, to some extent, can be compared to over-
all poverty rates in Ethiopia but recent data is lacking. 
According to national household surveys carried out in 
2004 and 2005, 52.3% of the population lives on less 
than US$1.75 a day. Data from the World Bank shows 
that in 2011 30.7% of Ethiopians lived below the pov-
erty line of US$1.25 a day and 66% below US$2 a day. 
Analysed by region, the poverty level of SFPI clients in 
Oromia and Addis Ababa are respectively 41.9% and 
37.4% (based on a poverty line of US$1.75 a day). These 
rates are similar to those observed in the surveys of 2004 
and 2005: 48.5% in Oromia and 35.3% in Addis Ababa.

In addition to these global results, SFPI also analysed 
poverty levels by loan amount, type of business, gender 
and branch. As many microfinance studies have shown, 
customers receiving the largest loans were generally the 
least poor. The graph below shows this trend with the 
percentage of clients below US$1.75 a day.

Around 70% of SFPI clients work in agriculture and 
breeding. The other 30% are small retailers, who produce 
injera (a local food) or clothes, or offer various types of 
services. Farmers or “rural” clients mainly opt for a one-
year term loan that they can pay back after harvest; 
while, “urban” clients with a regular income generally 
prefer repaying on a monthly basis. Table 2 shows that 
rural clients, who make up around 70% of 
SFPI’s portfolio, are the poorest overall.  
Farmers are particularly vulnerable in Ethi-
opia due to lack of irrigation, drought risk 
and price instability. SFPI’s female clients 
are poorer overall than men. Even though 
the PPI is a questionnaire for assessing the 
poverty level of households, households 
composed of a single woman with children 
may partly explain this gender difference. 
SFPI aims to grow the percentage of women 
in its client base. They are more vulnerable 
than their male counterparts and spend a 
higher proportion of their income on the 
family’s needs.

 In 2004 and 2005,  
52.3% of the population 

lives on less than  
US$1.75 a day
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group loans without individual collateral for poorer cli-
ents, and, SME loans. This last type of loan is currently 
under development.

Information from Werknesh, 
SFPI’s Marketing and Social Performance Manager: “We 
continue to use the PPI with new clients and with older cli-
ents. We also continue to train field staff in PPI and on the 
importance of social performance.”

Challenges
The pilot test revealed certain issues with the PPI scorecard:

 the current PPI is based on household surveys from 
2004-2005, some questions might be less relevant to de-
termining poverty levels today than a few years ago (for 
instance, whether the household owns clocks or watch-
es). There is a project to update the poverty scorecard 
based on more recent surveys. 

 another issue is that some questions appeared to be 
too sensitive (for instance the question regarding the 
ownership of jewellery). 

 ideally, the client interview should be conducted in 
the client’s house, which sometimes is very far away and 
difficult for SFPI staff to get to. 

 a more general issue concerns the limited number of 
profiles that this tool can identify. Some MFIs may like 
to target people who do not have a bank account, the 
socially excluded or other specific socioeconomic pro-
files. Developing indicators that capture this diversity 
of profiles would represent a further improvement in so-
cial performance measurement. 

Client protection principles

Objectives

The Smart Campaign is a global effort to unite the micro-
finance sector around the same objective of protecting 
clients and acting in their best interests. Recent events 
in microfinance have shown that the strategic and op-
erational choices made by microfinance institutions may 
harm clients. Awareness increased with the debate, in 
2007, over the very high interest rate levels charged by 
Compartamos, which was followed by the over-indebted-
ness crises in Bosnia Herzegovina and in Morocco, in 2008. 
SFPI and the Ethiopian microfinance industry were aware 
of such issues and the consequences they may have on 
clients and on the microfinance industry as a whole. 

In 2008, the Smart Campaign defined the following cli-
ent protection principles (6 initial principles became 7), 
to draw the microfinance industry a concrete picture of 
what is meant by protecting clients:

 Prevention of over-indebtedness

 Transparency

 Responsible Pricing

  Appropriate product design and delivery

 Fair and respectful treatment of clients

 Mechanisms for complaint resolution

 Privacy of client data

Client protection is still a relatively new concept in the 
Ethiopian microfinance industry. The Smart Campaign 
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FIG.2   Mix Market Survey, 2011 - Client Protection Principles across regions
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selected AEMFI to implement a two year-project to pro-
mote client protection in the Ethiopian microfinance 
sector together with the African Microfinance Institu-
tions Network. 

Sub-Saharan Africa compared to other regions

No specific study on client protection in Ethiopia has yet 
been done. However, global surveys from the Smart 
Campaign4 and Mix Market5 in 2011, offer a first overview 
of trends in different regions of the world. Figure 2 shows 
that the Sub-Saharan African microfinance market lags 
behind in most measures of client protection (These six 
principles are from an earlier version of the Smart Cam-
paign). Possible explanations for this trend may be that 
the sub-Saharan microfinance industry is generally less 
mature than those of other regions, and has a higher 
number of small MFIs with fewer resources to invest in 
client protection, as well as a less developed regulatory 
environment. This is why the Smart Campaign is current-
ly increasing its activities in Sub-Saharan Africa. 

Client Protection Principles within SFPI activities
SFPI endorsed the Smart Campaign principles, which 
means that the institution supports this global initiative 
of protecting clients and that they are committed to 
implementing these principles in their own day-to-day 
operations. <After attending the training programme 
organised by AEMFI on client protection principles, a 
self-assessment was conducted using a grid developed 
by the Smart Campaign in order to understand where the 
institution stood in terms of client protection and what 
the main areas for improvement were. SFPI completed a 
checklist of 42 questions that assessed the institution 
according to seven principles and they received a score 
for each principle. These principles are slightly different 
than the ones listed above because the self-assessment 
was based on an earlier version of the principles (they 
are identical to those in Figure 2, however, ‘Transpar-
ency’ and ‘Responsible Pricing’ are now two separate 
principles). Figure 3 shows the scores SFPI obtained.

Scores range from 1 to 5. A score of 3 means that the in-
stitution meets the Smart Campaign’s requirements for 
this principle. A score of 4 is attributed to institutions 
that surpass the requirements with procedures or prac-
tices that are better than the industry average. A score 
of 5 is given, exceptionally, to institutions that have 
best practice in this domain. It is important that micro-

4: Implementing Client Protection in Microfinance - The State of the 
Practice 2011, The Smart Campaign, Center for Financial Inclusion, 
publication n°14

5: A survey of 405 MFIs reporting to MIX in 2009-2010, State of Practice 
in Social Performance Reporting and Management, Microfinance Infor-
mation Exchange, 2011.

finance actors have a common understanding of score 
levels such that one IMF may be compared with another. 

Responsible pricing is the principle for which SFPI got its 
highest score (4). This was for two main reasons. Firstly, 
interest rates in the Ethiopian microfinance market have 
historically been low compared to neighbouring coun-
tries, as shown by the MFTransparency and AEMFI project 
to collect and publish data on MFI product pricing, 
launched in 2011, called “Transparent Pricing Initiative 
in Ethiopia”. These low prices are largely due to low cost 
funding being sourced from regional governments or 
NGOs, with the benefit being passed on to clients. How-
ever, private MFIs especially, are finding it increasingly 
difficult to access sources of funding, leading these in-
stitutions to borrow from commercial banks at higher 
rates of interest. And Secondly, SFPI has achieved low 
operating expenses, ensuring operations remain profit-
able while enabling the institution to maintain relatively 
low interest rates. 

Privacy of client data is the principle for which SFPI got 
its lower score (2.7). It is an often disregarded topic in 
microfinance. However privacy of personal financial in-
formation is particularly important because it helps to 
prevent losses due to theft and fraud. It can also help 
individuals build assets by protecting them against ap-
propriation or pressure from friends and family. SFPI could 
systematically inform its clients about the way their data 
might be used and obtain their written consent.

Appropriate collections and ethical staff behaviour are 
principles for which SFPI obtained satisfactory scores. 
SFPI has a policy which describes step by step the actions 

Privacy 
of Client Data

Mechanisms 
for Complaints 

Resolution

Ethical Staff
Behavior

Appropriate
Collections

Responsible 
Pricing

Transparency

Prevention of 
Over-Indebtedness

0.5
0.0

1.0
1.5
2.0
2.5
3.0
3.5
4.0
4.5
5.0

3.4

3

4

3.2

2.9

2.7

3.8

FIG.3    Scores of Client Protection  
Principles for SFPI



p
7

to be taken with regard to defaulting clients. SFPI could, 
however, examine other types of guarantees for indi-
vidual loans in order to avoid being limited to property 
as collateral. In the field, loan officers have established 
a climate of trust with clients. Clients that were inter-
viewed felt respected by the staff. In order to go further, 
SFPI could include in its operational manual or code of 
ethics a list of coercive practices that are proscribed in 
interactions with clients. Board members could also be 
more involved in SFPI’s social performance initiatives. 

SFPI also scored highly on prevention of over-indebted-
ness (3.8), higher than the benchmark 3.3 calculated 
in 2011 by the Smart Campaign in data collected from 
67 MFIs in Sub-Saharan Africa. Over-indebtedness is 
probably the client protection prob-
lem most likely to cause significant 
harm, both to clients and to MFIs, as 
seen during debt crises in different 
countries and particularly in India, in 
Andhra Pradesh. Competition in the 
general microfinance sector in Ethiopia 
is still relatively limited, with large un-
met demand. However, competition in 
Oromia region, especially in Addis Aba-
ba and in the surrounding semi-urban 
areas, has recently increased. SFPI and 
eight other MFIs operating in Oromia 
region have therefore signed a code of conduct in order 
to communicate as much as possible with other MFIs to 
avoid delivering multiple loans to the same clients. SFPI 
also carefully assess the business and repayment ca-
pacity of its potential borrowers to lend them an amount 
they will be able to reimburse. 

SFPI scored a 3 on the principle of transparency. SFPI 
discloses information on prices, fees and compulsory 
savings to clients during an orientation session prior to 
sale. They also carefully explain to group loan clients the 
principle of joint liability and its consequences if a group 
member does not repay its loan. However, as a result of 
an inadequate Management Information System, SFPI is 
not able to provide existing clients with certain informa-
tion, in particular how much interest they have earned on 
their savings. 

In order to achieve a higher score on mechanisms for 
complaints resolution, satisfaction surveys could be 
conducted on a regular basis. A specific complaint han-
dling policy could also be introduced.

 

Conclusion

Social performance has recently become an important 
topic in the Ethiopian microfinance industry. This enthu-
siasm is reflected in the various initiatives undertaken 
by AEMFI in collaboration with international microfi-
nance actors. However, despite growing motivation in 
the sector, certain barriers that are specific to Ethiopia 
make the implementation of social performance man-
agement tools more difficult there. 

SFPI is an Ethiopian MFI that has started to invest 
resources and energy in social per-
formance management in order to 
better serve its clients and focus more 
on its social mission. As one of the 
first Ethiopian MFIs to implement the 
Progress-out-of-Poverty Index, which 
measures client poverty levels and their 
change over time, SFPI can be an ex-
ample for the industry. In keeping with 
the best interests of its clients, SFPI 
also conducted a self-assessment of 
its activities through the seven Client 
Protection Principles developed by the 
Smart Campaign. 

SFPI has drawn up a social performance action plan, 
which it will implement in the coming years to the best 
of its abilities. Continuing and expanding its use of the 
PPI, implementing policies to increase client protection, 
and involving board members in social performance ini-
tiatives are just some of the objectives SFPI has set for 
the coming years.

Over-indebtedness  
is probably the client 
protection problem  
most likely to cause 

significant harm, both  
to clients and to MFIs 
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