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FROM THE CHAIRMAN OF THE BOARD

FROM THE CHAIRMAN OF THE BOARD
This year marks the 10th anniversary of MISFA. During
the years the organization has played a significant role in
contributing to the financial support for the rural poor of
Afghanistan.

local communities and led to better service delivery; and
to the product development and innovations it has undertaken in recent years to make development finance
more inclusive.

When I reflect on the bigger picture of MISFA’s first decade, there are two achievements that stand out the
most. First is MISFA’s contribution to improving the quality of life of thousands of households across the country. Without its input through its implementing partners,
these clients and their families would have continued to
suffer on the poverty line. Second is the irrevocable impact of microfinance on each and every Afghan female
client’s mobility and standing in their households and
communities. Both of these feats, achieved in the last 10
years, have long-lasting and wide-reaching effects.

I would like to take this opportunity to congratulate and
thank all those who are part of MISFA’s history, from day
one to the present. I am proud to be leading an organization that you all helped build; and despite all the enormous challenges it has faced, stands tall on its integrity
and solid conviction to fulfill its mission for the benefit of
the Afghan people.

These gains, however, were not accomplished without
many challenges. MISFA’s implementing partners in its
first few years were microfinance providers imported
from overseas. Co-opting this experience of working with
international organizations in providing a national public
service has offered a wealth of lessons learned—perhaps
the most important ones in MISFA’s lifetime.
As much as the last decade is marked by lessons learned,
it also abounds with best practices: from the institution
building, due diligence measures MISFA adopted; to its
regional coordination strategy that earned the buy-in of
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This anniversary report gives us an opportunity to review
the past, and look ahead to the future, armed with a little more wisdom and heartened by the changes we have
been able to make for the poor people of Afghanistan.

Wais Barmak
Chairman, MISFA Board of Directors
Minister, Ministry of Rural
Rehabilitation and Development (MRRD)

FROM THE CHAIRMAN OF THE BOARD

In the last 10 years, MISFA has contributed to
improving the quality of life of thousands of
households across the country.

Photo: Paul Wendland
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A MESSAGE FROM MISFA’s MANAGING DIRECTOR

A MESSAGE FROM MISFA’s MANAGING
DIRECTOR
The year 2013 marks the 10th year anniversary of MISFA’s
creation. A decade ago, MISFA transitioned from a project within the Ministry of Rural Rehabilitation and Development (MRRD), to a program of national scope and
import. These ten years, while within the incipient years
of the development lifespan, have brought on some remarkable challenges, as well as innovative solutions that
need to be celebrated, captured, recorded, and shared.
On this issue, we will celebrate this milestone by sharing
our candid reflections on MISFA’s first ten years: where
we failed and what important lessons we learned. We will
also share where we succeeded and, more importantly,
how MISFA plans to build on the lessons learned to establish a solid set of best practices that would be incorporated in the organization’s strategy in the coming years.
Although every country has its own unique context and
circumstances—and Afghanistan is no exception—we believe that there are phases within the development processes that are similar and comparable across the developing world. As such, there is great value in the body of
knowledge that MISFA has collected in the past decade
and an even greater value in sharing them to a global
audience of microfinance strategists and practitioners,
particularly those in Islamic countries, or those amidst a
post-conflict, war-torn context.
On a personal note, 2013 is also the year I am stepping
down as MISFA’s Managing Director. I have been part
of the microfinance sector in Afghanistan since 2001,
shortly after the fall of the Taliban, but I can honestly say that the last five years at MISFA have been the
most rewarding, both personally and professionally. I
would like to take this opportunity to say farewell and
acknowledge the assistance and contributions of many
people.
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First, I would like to express my gratitude to the thousands of nameless, faceless, microfinance female and
male staff across the country—especially those in the
rural and hard-to-reach areas—who have helped provide
financial access to hundreds of thousands of Afghan entrepreneurs. Without their tireless efforts and determination, at times under perilous circumstances, the transformative potentials of microfinance would not have
been experienced in households and communities.
Social transformation through financial inclusion—particularly targeting the most underserved Afghans—is an endeavor that in most cases requires intensive intervention
for the long haul before desired outcomes are achieved.
This is why I cannot miss this opportunity to acknowledge
the vision of the donor community, which has invested in
microfinance in Afghanistan and supported MISFA from
the very beginning.
In particular, I would like to thank the World Bank for its
solid and consistent support all these years, not only in
funding, but also in advocacy for a more enabling policy
environment for development finance. Likewise, I would
like to thank USAID’s Financial Access for Investing in the
Development of Afghanistan (FAIDA) project for helping
address the gaps in capacity building in the financial sector. I especially want to call attention to the significant
contribution of the International Fund for Agricultural
Development (IFAD), which has already lifted hundreds
of households out of abject poverty in the poorest provinces of Afghanistan. As its implementing partner in the
Targeting the Ultra Poor (TUP) project, IFAD has allowed
MISFA the incredible opportunity to understand the real
needs of potential microfinance clients. Such understanding can only help MISFA and its partner microfinance institutions innovate and customize microfinance
and development finance products for Afghans typically
excluded.

Photo: Lori Madden

The support of the Government of Afghanistan, particularly the Ministry of Finance and Da Afghanistan Bank,
has also been a tremendous factor. MISFA’s collaborative
relationship with them is crucial in paving the way for
policies that would ensure the growth and protection of
the sector for many years to come.
I would like to extend my deepest gratitude to two
MRRD Ministers I have had the pleasure of working with
during my tenure at MISFA: former MRRD Minister H.E.
Ehsan Zia, and current Minister and Chairman of MISFA’s
Board of Directors, H.E. Ahmad Wais Barmak. The overwhelming support of both Ministers to MISFA has been
a critical factor in the milestones reached by MISFA and
microfinance in the last decade.
Last, but not least, I must acknowledge the vital role
played by everyone at MISFA then and now, from the
Board of Directors to the staff. In particular, I want to acknowledge my predecessor, Amjad Arbab’s role in MISFA’s transformation into an independent limited liability company; as well as for entrusting me with the

MISFA’s Mission is to contribute to Afghanistan’s
economic growth by developing a viable, inclusive
financial sector for the poor, and the underserved
small and medium enterprises.

leadership. I would also like to extend my gratitude to
Mr. Dale Lampe, the former Director of Operations, who
also played a strategic role in some of MISFA’s pivotal
stages of development in recent years. I sincerely believe
that because of all the contributions of everybody who
worked in MISFA, it has become one of the best governed, more efficient and accountable organizations operating in Afghanistan today.

Katrin Fakiri
Managing Director, Microfinance Investment
Support Facility for Afghanistan (MISFA)
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INTRODUCTION

INTRODUCTION
Reflections

On the occasion of MISFA’s 10th-year anniversary this
year, this annual report will look back and look forward. It
will look back, in part to pay homage to how MISFA and
microfinance have come a long way in the face of formidable obstacles. But beyond the traditional commemoration, there is a deeper purpose to revisiting the past.
In the words of Winston Churchill, one of the most celebrated leaders and visionaries of the 20th century and
beyond, “The farther backward you can look, the farther
forward you can see.”
This report has two main parts. The first part, Looking
Back, traces the roots of microfinance and MISFA in Afghanistan through a timeline charting the critical points
that brought about the sector as it is today.
The second part, Looking Forward, lays out the state of
MISFA and microfinance in Afghanistan today and how
MISFA envisions its achievements and current activities
could serve as a springboard into a robust and dynamic,
inclusive development finance sector in the future.
The timeline in Looking Back marks the milestones: from
the nascent years of microfinance as a project within
the Ministry of Rehabilitation and Rural Development
(MRRD), to its inception as the apex body called, MISFA
(Microfinance Investment Support Facility for Afghanistan), to the consolidation period, and through its recent
innovations and pivot towards the global development
agenda of financial inclusion.
Throughout the Looking Back section, the report will
identify key Lessons Learned and Best Practices, as identified by MISFA staff—past and present. The objectives of
this exercise are both internal and external.
Internally:
• for MISFA and all supporters of development finance
in Afghanistan to appreciate what have been accomplished—against enormous obstacles—at this tenthyear mark; and
• to reflect on the shortcomings and miscalculations
as an opportunity to answer the question: How could
we have done things better?
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Externally: to share knowledge with other developing
states, policymakers, practitioners of microfinance, donors and investors, and other stakeholders around the
world. Afghanistan’s context may be unique, but there
are aspects in the evolution of microfinance in an Islamic,
post-conflict Afghanistan that may be applicable in other
environments with similar challenges.

Reflections
EHSAN ZIA
former
MRRD Minister,
This
anniversary
reportand
also features a collection of ReMISFA
Chairman
of the Board
flections (boxed quotes)
from(2006-2009)
a few key players in MIS-

FA’s last 10 years.

The government of Afghanistan established MISFA in
order to extend financial services to the most vulnerable
people. To achieve its goal of serving the most vulnerable,
MISFA was operating under three key principles i.e.
outreach, sustainability, and Afghanization.

MISFA and it`s initial 16 partner MFIs during its first five
years of operation reached out more than 400,000 active
clients by providing them a variety of services in 26 out
of 34 provinces with a target to reach all 34 provinces of
the country. The program seemed to be providing jobs in
the production sector for men and women both in urban
as well as rural Afghanistan. The rapid and promising
growth of the sector was soon challenged by a number of
factors that consequently resulted in the closure of large
number of MFIs. The growth of the sector could have
been protected and maintained by improved coordination
among the stakeholders, active field presence of MISFA
to keep the pace with the growth, timely monitoring
the sector and providing on-the-spot technical and legal
support to MFIs.
Most of the bad performing partner MFIs are closed and
a small number of MFIs are left in the sector, which need
MISFA support. Moving forward, to contribute to sector
sustainability, MISFA could gradually reduce and handover
its capacity building and coordination role to other entities
(AMA and AIBF) established by MISFA with a mandate to
support the microfinance sector in Afghanistan. MISFA
should continue working with AMA and AIBF to enable
them to provide quality technical support to microfinance
institutions through trainings. MISFA could also work with
the existing MFIs to build their capacities in advocacy so
they could seek donor funding directly.

LOOKING BACK

LOOKING BACK

Figure 1.
MISFA Timeline:
A Decade On
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2003-2005: INCEPTION

2003-2005: INCEPTION
Afghanistan had been under decades of war and political strife long before the Taliban came into power. By
the time they seized control of the country in 1996-1997,
millions of Afghans had already fled to all corners of the
world. The Taliban imposed draconian constraints on the
socio-economic life of Afghans, further devastating the
country’s economy and infrastructure.
The years succeeding the fall of the Taliban at the end of
2001 were marked by a great deal of insecurity and uncertainty, especially from the perspective of the ordinary
Afghans, who had remained in the country throughout
the wars and internal strife.
Two years after the toppling of the Taliban in 2003, Afghanistan remained under an interim government and
the presence of a large contingent of international forces
kept insurgents at bay, but the economy was in a state of
disrepair. Millions of Afghans had no regular employment

The Taliban Years
According to studies and anecdotal evidence, informal
credit systems are woven quite intricately into the cultural
fabric of Afghanistan. Borrowing and lending are a common
practice in and around households, neighborhoods,
communities and social networks, since time immemorial.
However, it could be argued that the seeds of formal
credit/development finance, as we know it today, were
planted during the Taliban era—a well-known time in
history when fear, ruthlessness, and a rigid interpretation
and implementation of Islamic law reigned.
By this time, the country had already suffered through
decades of war, and millions of Afghans had fled to other
countries. The absence of any financial infrastructure
had left Afghans with extremely limited opportunities to
pursue any business and income-generating activities.
To mitigate such circumstances, the few non-governmental
organizations (NGOs) operating in Afghanistan during the
Taliban reign introduced—in a low-key, low-scale manner—
some form of credit scheme.
The International Labour Organization (ILO) was among
those who managed to implement its social finance
program to help minimize poverty and vulnerability among
Afghans already worn out by war.
(Source: ILO website www.ilo.org/employment/areas/
social-finance/lang--en/index.htm)
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and millions more were streaming back into the country eager to shed their refugee status and reclaim their
homes.
It was in this context that MISFA was created. Afghans
needed income-generating livelihoods to support their
families. Creating jobs and private enterprise, being
among the building blocks of a national economy, were
therefore a priority toward reconstruction. Moreover,
peace and security, which have long eluded Afghanistan,
would not be possible with a population disgruntled over
unemployment.
As such, there was an unprecedented unanimity among
Afghan leaders and the donor community around the creation of a microfinance project within the Ministry of Rural Rehabilitation and Development (MRRD) that would
facilitate disbursing microcredit to Afghans pursuing microenterprises. MISFA was born as a project under then
interim MRRD Minister, Mr. Hanif Atmar, serving under
the ad hoc administration of an interim head of state,
H.E. Hamid Karzai.
“Minister Atmar and then Deputy Minister, Ehsan Zia,
both understood the enormous need for microfinance at
that juncture in Afghanistan’s history when there were
no public and private sectors yet,” said Amjad Arbab,
MISFA’s Managing Director from 2005 to 2008. “And they
realized that it was upon MRRD, the ministry with the
widest reach across the country, to ensure that the program survives and reaches the most number of Afghans.”
A Steering Committee, made up of MRRD Minister Atmar
and representatives from the World Bank’s CGAP and
DFID, governed and set the agenda for the MISFA project. However, this was a tenuous period when there were
hardly any political structures in place: NATO took over
the security of the land in August 2003; and the Loya Jirga adopted a new constitution only in January 2004 to
pave the way for presidential elections later that year.
In 2005, the same year parliamentary elections were held,
the Steering Committee of MISFA initiated the process of
contracting experts, who would be tasked to create the
founding articles for an independent MISFA entity, as
well as the legal framework and safeguards for a not-forprofit company, which did not exist in the Afghan law at
that time.

Photo: Matin Ezidyar

Microfinance in Afghanistan has irrevocably
become a tool for social transformation, having
long-lasting impact on each and every Afghan
female client’s mobility and standing in their
households and communities.

As the Steering Committee envisioned, development initiatives are possible even in the absence of a bona fide
government, public infrastructure and services, and legal
frameworks. Amidst the backdrop of political uncertainty, the committee members saw an opportunity instead
of an obstacle.
They held the conviction that MISFA’s potential to help
mitigate the massive unemployment and poverty in the
country was too valuable and needed to be protected
from any future government interference or bureaucracy.

Best Practice:
• Finding opportunities even amidst obstacles. Amidst
the rubbles of war, opportunities could emerge from
obstacles, as in the case of the creation and transformation of MISFA. With strong political consensus
and will among stakeholders, MISFA, a public sector
project, was sprung out of MRRD and transitioned
into a private company to enable it to fulfill its mission without government interference. Such venture
is the only example of its kind, thus far, in Afghanistan’s history.

Moreover, it was a time when there was an unprecedented solid consensus among the donor community to fund
microfinance and there was a need for an entity through
which money for microfinance providers could be channeled faster, safer and more directly for on-lending to
borrowers.
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2006-2008: INCORPORATION, AFGHANIZATION, EXPANSION

2006-2008: INCORPORATION,
AFGHANIZATION, EXPANSION
In 2006, MISFA ceased being a project within MRRD, and
officially became an independent, not-for-profit organization, headed by a Managing Director and governed by a
Board of Directors. It was a hybrid entity registered with
the Afghanistan Investment Support Agency (AISA) as
a limited liability company (LLC), but whose sole shareholder is Afghanistan’s Ministry of Finance.
MISFA’s transformation paved the way for the Afghanization of its implementing partners. MISFA was in agreement with 16 MFIs operating in Afghanistan, which were
mostly administered by international parent organizations based overseas.
In the same year, these MFIs also began getting registered with AISA as not-for-profit companies subject to
the laws of Afghanistan. Concomitant to this new legal
status, they were compelled to maintain funds in local
banking institutions.
It was also in this period that the Afghanistan National Development Strategy (ANDS)_the roadmap for the
country’s reconstruction and development_was released.
Explicit in the ANDS is the key role of microfinance as a
social protection measure with millions of Afghan refugees streaming back through the borders from Pakistan
and Iran in the years since the overthrow of the Taliban.
And with a freshly minted government barely able to flex
its muscles, let alone provide public services at the scale
needed—national—microfinance held a lot of promise. It
was in this context that MISFA, the newly independent
apex organization, adopted a rapid expansion policy with
the intention of providing microfinance, through its partner MFIs, to as many needy Afghans as possible.
The rapid scale-up in the few years following MISFA’s
inception brought to the surface the varying degrees of
vulnerabilities among MFIs, and the overall need for institution building across the sector, including at MISFA.
The focus on sector-wide incorporation and Afghanization left little room for laying down the foundations for
building strong financial institutions that can withstand
the endless challenges in an environment like Afghanistan.
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In addition, the scale-up was not supported by a nationwide public awareness campaign to promote understanding of microfinance, which was still a foreign concept for
many Afghans. Without much engagement with communities and local stakeholders, MFI branches opened up
across the country, some staffed by expatriates.
The lack of awareness led to misperceptions in some circles. One misperception is that the interest on loans clients pay is usury and is, therefore, un-Islamic. This had
created an unabling environment in the field that made it
quite challenging for some of MISFA’s implementing MFI
partners to navigate through.
By 2008, MISFA had begun internalizing the high stakes
responsibilities it bore as an apex. Development finance
will have a critical role to play in the long-term progress
of Afghanistan, and MISFA, as the oversight body, could
have a great impact on the lives of Afghan households
hovering along the poverty line.

Reflections
AMJAD ARBAB
former Managing Director, MISFA (2005-2008)
My advice for the future is that the sector will experience
its share of challenges (as is the case globally) in its
journey towards maturity and stability, but MISFA being
the “mother” organization of the microfinance sector
should lead by example, by demonstrating a strong and
solid governance and management structure, which
would require that the board is actively involved, meets
regularly and provides strategic and policy direction to the
management on an ongoing basis.
At the same time MISFA has to lead from the front by
promoting a clear road map and vision for the microfinance
sector of Afghanistan and evolve innovative models and
products for outreach, that are specific to the context
of Afghanistan. In the absence of a strong enabling
environment, MISFA›s role assumes greater importance,
encompassing frontiers of financial inclusion, serving new
populations and markets and facilitating entry of new
platforms and providers. At the same time MISFA should
be careful not to lose its strategic focus and avoid falling
into the trap of doing too many things at the same time.

2009-2011: CONSOLIDATION AND INNOVATION

But in order to fulfill this promise, MISFA needed to ensure that its implementing partners become strong, viable institutions, which can carry out MISFA’s mission and
vision for a long time to come. Most microfinance borrowers rely heavily on their income-generating livelihoods
and they need to feel secure that their access to finance
for their business and asset building is not a temporary
arrangement; that their creditors will be around for the
long haul.
In the absence of a regulation and/or a formal regulatory
body covering microfinance providers in the country, MISFA had to function as the de facto monitor and regulator
of its MFI partners, whose combined portfolio make up
most of Afghanistan’s development finance sector.
To fulfill this role with credibility, MISFA had to shift its
focus from scale-up to institution building. And by the
end of 2008, it had begun to carry out a series of transformative initiatives that would only start bearing outcomes in the latter part of 2010.

2009-2011: CONSOLIDATION AND
INNOVATION
CONSOLIDATION
MISFA could not carry out its oversight role without bolstering its own internal systems and capacities; without
strengthening MISFA itself as the umbrella institution
for microfinance. And with the recruitment of qualified
people, MISFA began building the underpinnings of an
effective Monitoring & Supervision (M&S) Department.
These institutional and capacity building initiatives
would gain MISFA credibility and traction in the succeeding years. However, along with the strategic shift to institutional strengthening came the exposure of some of its
weaker, unsustainable partners.
Following intensive consultations with the international
parent organizations of a number of MFIs, MISFA braced
itself for the foregone inevitability of consolidation.
Weaker MFIs announced that they were folding, leading
to the consolidation period beginning in the latter part of
2009, throughout 2010, and up to the early part of 2011.

Lessons Learned:
•

Make institutional capacity building front and center...

... at MISFA
In an environment where MFIs are not regulated and
MISFA is the de facto oversight body of microfinance
providers, rigid due diligence and accountability measures are critical to programming decisions. Partner assessments and field verification of performance data and
reports must be conducted regularly and followed by action plans. In the early days, MISFA used to rely on the
numbers self-reported by MFIs, which proved inaccurate
in some cases.
... and in any MISFA agreement with an implementing
partner.
MFIs under the MISFA umbrella were able to submit
business and action plans. However, these are merely
documents if institutions do not have the capacities required to bring such plans to fruition. Partners must be
required to earmark a certain percentage of grant money
for activities focusing on institutional capacity building;
and implementation of this should be closely monitored.
Additionally, any loan or grant disbursement to a partner under its existing agreements must be linked with its
progress in the implementation of agreed-upon institutional strengthening priorities.
•

Require investment from international shareholders
of partner MFIs
In hindsight, MISFA could have been more steadfast in
requiring more investment and involvement from shareholders of partner MFIs. Many of its partner institutions
did not have any significant investment by their shareholders. This lack of appropriate oversight by shareholders contributed to the weakness and eventual exit of
MFIs, with MISFA bearing the losses. If the shareholders had significant investments in the institutions, they
would have been more keen on providing good governance and executive management; they would have
been more engaged in program decisions, or might have
increased oversight to avoid portfolio deterioration or institutional collapse.
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MISFA partners with financial service providers to
micro and small businesses to effect employment
generation, increase household income, and gender
equity.

Photo: Mariam Alimi

INNOVATION
On another front, but still part of internalizing its mission
and vision and the social responsibilities they entail, MISFA signed a multi-year agreement with Afghanistan’s
Ministry of Agriculture, Irrigation and Livestock (MAIL)
in 2009 to implement a financial graduation program for
the poorest of the poor, funded by the International Fund
for Agricultural Development (IFAD).

•

Corollary to the this agreement, which gives MISFA an
opportunity to fulfill its mission, MISFA opened a Rural
Finance Department. This move was meant to address a
number of conditions that hindered delivery of microfinance access and services to Afghans who needed them
the most. Among these conditions were:

•

•

the overwhelming urban bias of microfinance in Afghanistan, a country whose economy subsisted on
rural agriculture;

12
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•
•

the lack of an efficient flow of information between
MFIs’ central offices in Kabul and their provincial and
regional branches;
the absence of a framework for coordination and
communication among MFIs in the field;
the lack of a cohesive approach to local government,
community leaders and clients among MFIs operating in the same region; and
the lack of public knowledge of microfinance, which have
created some misperceptions that it was un-Islamic.

One of the early outputs of this new department is a
strategy designed to facilitate cooperation and awareness raising in the geographic regions of Afghanistan. As
part of this strategy, MISFA opened regional coordination offices in key cities and provinces; the first one was
launched in Jalalabad City, Nangarhar, in 2010.

INNOVATION

Following a series of field visits to Bamyan Province and
assessments by the Rural Finance team, MISFA piloted
the IFAD-funded project called, Targeting the Ultra Poor,
also known as TUP.
MISFA, in coordination with MAIL and community actors,
selected 400 rural women, whose families belonged to
the poorest of the poor, many of whom subsisted on odd
jobs, begging for money or leftover food. These families
in three districts of Bamyan received a package of benefits and services, including a productive asset transfer,
livestock and livelihoods trainings, savings services, and
assistance in family healthcare, children’s vaccinations
and school enrollment. Upon completion of the 36-month
assistance, these women are expected to graduate to a
level whereby they would no longer need the subsidy and
would be capable of expanding their livestock livelihoods
through microfinance.
In the same year, 2010, MISFA’s consolidation of the portfolios of MFIs exiting the sector began to take shape.
There appeared to be a significant number of clients with
unblemished repayment records, as well as good-performing staff from the MFIs shutting down. In its desire
to prevent the loss of a great deal of investment in these
MFIs, as well as to ensure continuity of service to their
active borrowers, MISFA innovated by creating Mutahid
in 2011, a subsidiary development finance institution,
whose immediate function was to absorb quality clients
and staff from MFIs headed for shutdown; ensure there
are no loose ends left; and that their exit processes were
orderly.

Reflections
DALE LAMPE
former MISFA Director of Operations (2008-2012)
One of my last tasks as a member of the MISFA team
was to write the close-out report for MISFA’s ARTF
program with the World Bank and the Ministry of Finance.
Given the length of MISFA’s engagement and the World
Bank’s support, the final report consisted of over nine
years of history. I am extremely grateful to all of the
former advisors, board members and staff who assisted
me in compiling lessons learned, rationale for particular
approaches within the political economy of the time,
and the evolution of MISFA from a project to a financial
institution dedicated to expanding financial access to all
Afghans on a sustainable basis.
I think that evolution is the key word in the previous
paragraph. MISFA was begun as a project under the
support and tutelage of the MRRD and this relationship to
this day remains strong. In 2005, MISFA, with the support
of CGAP, MRRD, the MoF, transitioned towards a stand-alone entity supporting financial access in Afghanistan.
In a few short years it empowered the microfinance
sector to reach hundreds of thousands of Afghans and
consequently impact millions of lives via a network of 16
MFI partners.
However, in order to remain a permanent and contributing
institution, MISFA needed to evolve again. It embarked
on a sustainability drive both for itself and its partners,
evolving from a grant flow through facility to a proper
financial institution. While the process was sometimes
painful, and has resulted in fewer MFI institutions, access
and employment have remained fairly constant and a
strong foundation has been established.
MISFA now embarks on its next stage of evolution.
There are many challenges ahead, including the pending
transition in 2014 however, I am confident that MISFA is
up to these challenges.
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2012-2013: PRODUCT DEVELOPMENT,
FINANCIAL INCLUSION
By mid-2011, the weak MFIs had exited the sector and
their quality portfolio had been consolidated into Mutahid in an orderly manner. The microfinance sector overall, and MISFA’s post-consolidation partner size became
leaner.
For MISFA, the consolidation was part of the sector’s
maturation process. Akin to nature’s “law of the jungle”,
the 16 MFIs went through a survival-of-the-fittest test,
and the MFIs left standing at the end of consolidation
were those with the institutional underpinnings to stay
on the path to sustainability.

On the ground, the regional coordination and communication mechanisms first put in place in 2009 had gained
traction by 2012. What started out as regular meetings
among MFIs, local government and law enforcement officials to share updates, discuss issues and brainstorm
on solutions, had evolved into a forum open to a broader
spectrum of topics and actors on the ground.
More importantly, a culture of camaraderie and close cooperation developed among all these actors with crosscutting functions in the region. And this will continue to
have a positive, long-term impact on how microfinance is
perceived and delivered at the grassroots level.

Operationally, this placed MISFA in a position where it
Another component of the regional coordination stratwas doing less handholding, and more strategic, secegy—the program/legal/public awareness raising worktor-wide activities and planning. With a lesser number of
shops—had given microfinance some mileage around the
partners, MISFA also saw an opportunity to recalibrate its
country. As mentioned in the previous period, not too long
thrust and align it with the global microfinance objective
ago, there were negative perceptions of microfinance beof financial inclusion.						
ing un-Islamic, including within the government.
						
Photo: Lori Madden

Part of MISFA’s strategy
moving forward is to support a range of innovations,
products and services with
a focus on the financial and
social betterment of clients.
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Best Practices:
Regional Coordination Strategy
Following a comprehensive needs assessment exercise,
three departments of MISFA—Rural Finance, Public Information and Communications, and Government Relations
and External Affairs—prepared a regional coordination
and communications strategy that would address the
challenging conditions enumerated above. Moreover, the
comprehensive, long-term strategy implemented during
this period would pave the way for a more enabling environment for the development finance sector as a whole.
• Identify culturally-sensitive entry points.
The success of this initiative could be attributed to its
strategic approach. It has a specific entry point, and a
well-defined process that culminates in local ownership
and an exit strategy for MISFA. An underlying theme of
the regional coordination strategy throughout is: Honor
the cultural norms and political hierarchy of Afghan society.
For instance, to get the initial buy-in of its primary entry
point—the PRRD—MISFA first secured an endorsement
from the MRRD Minister in Kabul. This led to a series of
productive and cooperative meetings with the PRRD Director and Secretariat, and with the Director designating
one of his senior staff as the focal point for MISFA.
This, in turn, facilitated further information sharing, relationship and trust building between MISFA’s rural team
and other local government agencies, namely, DAIL and
DoWA; as well as with the implementers of PRRD programs at the grassroots level: the Heads of DDAs and
CDCs.
Establishing a good relationship with community-based
groups, such as the CDC, gives MISFA’s MFI partners access to some vital information that they can use to finetune delivery, to make microfinance serve the needs of
the clients better. For instance, through CDCs, they can
learn more about the community’s overall credit practices and financial needs; this information can be used in
establishing a credit bureau, in product development and
innovation. Additionally, CDCs can help double-check on a
borrower’s credibility, follow-up on repayments, and
in some cases even act as character references for
borrowers.

•

Share knowledge and emphasize on common
goals and social responsibilities to gain buy-in.
The series of meetings and informal information
sharing with all relevant stakeholders at all levels were
followed up with a regional workshop for all the stakeholders in attendance. The main message: microfinance
is a government-supported program that aims to provide poor Afghans access to finance, reduce poverty, and
contribute to Afghanistan’s economic recovery; and that
everyone has a social responsibility to help achieve this
goal. Another explicit message is that MISFA and its
partners would not be able to provide the financial services Afghans needed without the backing of the local
authorities, particularly MISFA’s entry point: the PRRDs,
and the entire community; everybody has a key role to
play.
The participatory workshops attended by representatives
of all stakeholders culminated in them signing a Memorandum of Understanding (MoU) that puts in writing
their commitment to support the program.
•

Establish permanent mechanisms for coordination
and communication.
Along with obtaining the buy-in of local government
agencies, MISFA established two permanent mechanisms through which MISFA could perform follow-up activities.
One of these mechanisms is the establishment of satellite offices in the key regions of Afghanistan. These offices in regional hubs (the cities of Jalalabad, Herat and
Mazar) are manned by Regional Coordinators, who are
natives of the region and who could represent MISFA’s
mission to the local authorities, politicians, religious and
community leaders.
Their main tasks were to establish solid relationships
with all the stakeholders to ensure coordination around
delivering microfinance services. This includes conducting and/or facilitating follow-up workshops promoting
better understanding of the program and its benefits to
Afghans in need of assistance to open or expand their
small businesses.
The second mechanism is a monthly coordination meeting of provincial/regional stakeholders, organized by MFIs
on a rotational basis. When MISFA first arrived in the region for an initial assessment, its partner MFIs did not
communicate and coordinate with each other. As a result,
the government entities, as well as the community leaders,
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were not aware of their presence and when issues arose
that required assistance from local bodies, which have
influence over the communities, there was no concerted
effort.
To monitor and evaluate the frequency and quality of the
meetings, MISFA and the senior management of MFIs
in Kabul required that minutes of the provincial/regional
coordination meetings be shared with them, encouraging
them to hold at least one gathering per month. Additionally, MISFA engaged the Afghanistan Microfinance Association (AMA) in the process, with the vision that AMA,
would eventually spearhead the regional coordination of
stakeholders.
Once the regular meetings were institutionalized as a
process, the MFIs on the ground would rotate chairmanship/organizing duties/minute taking and distribution of
minutes to ensure their ownership of the process.
Before long, this mechanism became a participatory forum, gathering microfinance providers, local government,
law enforcement agencies and community leaders in the
field. Non-governmental organizations (NGOs), project
managers and coordinators, research organizations, business development service providers started requesting to
be invited to the stakeholder coordination meetings to
make presentations about their own activities. As a result, the meetings have become a breeding ground for
ideas around solutions, synergies, linkages, and innovations.
These regional stakeholder coordination mechanisms
also became the natural avenue for some key follow-up
activities in the succeeding years. Among them was a national radio campaign promoting better understanding of
microfinance, especially in the rural areas. Through the
regional coordination mechanism, MISFA also conducted
legal and program awareness workshops that promoted better understanding of microfinance and how the
program is supported by the Afghan government’s legal
system, which can adjudicate cases of fraud committed
against the program, `and prosecute perpetrators.
• Establish an exit strategy.
As established early on, stakeholders, through the signed
MOU, committed to playing their roles in the implementation process. The participatory process also promoted
a culture of transparency, accountability, and ownership.
In addition, institutional knowledge and memory were
spread around, and not residing just in MISFA, such that
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when transitions occurred, e.g. reassignment of certain
officials and managers, the process could continue without disruption. Once the coordination mechanisms become fully and independently functioning in one region
without MISFA’s leading hand, MISFA could hand over
the coordination function to AMA.
With a leaner group of implementing partners to oversee in the 2011-2012 period, MISFA stepped up innovations with new product development and project pilots.
Furthermore, it cultivated partnerships and synergies
around capacity building and development finance and
aligned its activities with the global financial inclusion
agenda.
In line with financial inclusion, MISFA piloted through its
partners two client-driven products: a Sharia-compliant
service, murabeha, and an agricultural loan facility, tailored to suit the needs of farmers and other Afghans with
agricultural-based livelihoods.
Moreover, MISFA, in partnership with IFAD and MAIL continued to refine the implementation of the Targeting the
Ultra-Poor (TUP) financial graduation program and started planning its scale-up. In many ways, the successful
implementation of TUP benefited from MISFA’s regional
stakeholder coordination strategy implemented in the
earlier period.
At the time of writing, the first batch of 400 TUP participants from the pilot province of Bamyan had graduated,
completing three solid years of intensive assistance. MISFA, MAIL and other partners on the ground have facilitated the linkage of graduates with microfinance institutions, as well as community-based networks for savings
and business development, including the Afghanistan
Rural Enterprise Development Program (AREDP). In addition, TUP had been scaled up to Badakshan, targeting
double the number of rural women beneficiaries to 800.
MISFA is currently collecting invaluable Lessons Learned
and Best Practices from the TUP project pilot and scaleup, especially since this is one project wherein MISFA has
been involved in direct implementation.

LOOKING FORWARD

LOOKING FORWARD

Strategic Objectives: 2013 and Beyond
The core principles of MISFA’s strategic plan in the next few years are based on the leveraging of its leadership role
within the financial sector to build the capacity of the microfinance sector, with the goal of financial inclusion for the
underserved populations of Afghanistan. Thus, these two main areas of focus guide the development of MISFA’s strategic direction and objectives:
•
•

Leadership, and
Financial Inclusion

Figure 2. MISFA Guiding Principles and Strategic Objectives
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1.
1.1

Strategic Objectives for Strong Sector
Leadership

Maintain MISFA’s credibility as a strong
institution
For the past ten years since its creation, MISFA has established itself as a credible institution leveraging its unique
position in the Afghanistan development finance sector.
MFIs and other organizations providing financial services
to the poor look to MISFA for leadership and support.
Additionally donors and relevant stakeholders have also
come to value MISFA’s approach to addressing the crisis
the sector has faced in the past and are eager to continue
supporting MISFA initiatives. Although MISFA has gone
through many challenges, it has managed to weather the
crisis. At the same time, MISFA led its operations with
transparency, accountability and sustainably while establishing itself as an institution with the ability to establish
the direction of the development finance sector, which
includes the micro and SME finance providers.
With the establishment of this solid foundation, MISFA
can move forward to the next phase of its development
as an institution that can take on the financial inclusion
agenda in Afghanistan and strengthen the infrastructure
of the development finance sector with the overarching
goal of benefiting the poor and underserved borrowers.
MISFA will leverage the credibility it has established to
deepen the relationships it has established with the Government of Afghanistan, multilateral and bilateral donors and ensure that these relationships result in a regulatory/policy environment conducive for development
finance and the financial inclusion agenda.
1.2
Develop strategic alliances and partnerships with
key organizations in the financial sector
Strong microfinance sectors in other countries have
witnessed strong meso-level entities and support infrastructure such as associations and credit registries.
Strategic alliances link the key capabilities of MISFA and
other entities, by bringing in the much needed resources
or synergies. Essentially, these alliances will ensure entities coming together to solve a mutual problem or promote a new opportunity, while remaining independent
and focused on their core activities.
In the case of MISFA, the meso-level entities, which are
of significant importance, are: the Afghanistan Microfinance Association (AMA), and the Afghanistan Institute
of Banking and Finance (AIBF).

Photo: Mariam Alimi
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MISFA will endeavor to enhance
MFI staff capacities through
training and mentorship and
support efforts in market
research, product development
and piloting initiatives_all
targeted to getting to know
clients as a way of serving them
better and fulfilling their needs.

AMA will enhance the outreach to microfinance providers,
and offer a forum for MISFA to interact with non-MISFA
partners. It can also help MISFA implement its strategic
priorities, such as the Social Performance Management,
the Progress out of Poverty Index, and the Microfinance
Registry. MISFA will transition some of its non-core activities, such as regional coordination, and Microfinance
Registry to AMA over the period of this strategy, and has
already initiated steps in this direction. In consultation
with AMA, MISFA will develop a concrete transition plan
with milestones and indicators. While transitioning MISFA activities to AMA, MISFA will also commit to providing funding to AMA either through grants raised for AMA
activities, or by earmarking funds available with MISFA.
This ensures that MISFA would leverage its credibility
and resources to support AMA in developing a long-term
perspective. Funding support to AMA will be linked to
performance.
MISFA can use the services of AIBF to enhance MFI staff
capacities through training and mentorship and support
MISFA’s efforts in market research, product development
and piloting.

Reflections
STEVE RASMUSSEN
Manager of Technology and Business Model Innovation,
CGAP
MISFA has been at the center of the effort over the past
ten years to develop a microfinance sector in Afghanistan
from scratch. This ambitious agenda attracted many
competent and inspired people dedicated to making
a positive difference in the lives of poor people. From
humble beginnings in 2003 as a small project housed in the
Ministry of Rural Rehabilitation and Development, MISFA
grew into a significant Afghan company widely recognized
by Government and the international community as one
of the success stories in efforts to rebuild the country.
It is a strong, competent well-managed and governed
organization that has played an influential role at the
center of efforts to promote financial inclusion. Some
things worked better than others. There have been
successes and failures. Looking ahead, I think MISFA will
need to use its strong position to help the country reflect
on what on the record of the past ten years and possible
new opportunities and directions going forward.
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The other priority strategic alliances are with Da Afghanistan Bank (DAB), Ministry of Rural Rehabilitation and
Development (MRRD), Ministry of Finance (MoF), World
Bank, International Finance Corporation (IFC) and a number of active USAID-funded projects and other donors
involved in supporting activities that may be related to
development finance.

Other alliances, which need to be continued, would be
with organizations with influence over MISFA’s stakeholders, such as (but not limited to) the World Bank and
USAID. These are supporters of financial sector strengthening, and solid relationships with them could ensure
continuity of MISFA being the primary resource for development finance sector policy.

MISFA will be able to leverage its association with MoF,
DAB and MRRD in order to promote and obtain their support for broader financial inclusion. MISFA should also
begin engaging with the Afghanistan Banks Association
(ABA) to establish a communication platform for potential coordination and cooperation in the future.

MISFA’s alliances with these strategic partners would
likely result in longer-term contributions to financial
inclusion, which if coordinated well, would benefit the
sector and the country overall.

When the Deposit Taking Microfinance Institution (DMFI)
Regulation is approved by DAB, MISFA will provide technical assistance to the DAB officials to build their capacities and make them ready to implement the regulation
and monitor DMFIs.
USAID’s FAIDA project is supporting the meso-level organizations, such as AMA, AIBF and ABA. Working in close
coordination with the USAID’s FAIDA project, MISFA can
ensure that these meso-level organizations become
strong and effective, which would lead to mutual benefit
over the medium term. For MISFA, such an arrangement
would reduce the cost and increase the possibility of implementing the proposed MISFA Strategic Plan.
MISFA can draw upon the expertise of IFC in developing
credit registries around the world and in Afghanistan to
implement the MF Registry.
MISFA will continue to work with the MRRD’s Provincial
Offices to bring credibility to its regional coordination efforts, take financial inclusion to scale and promote rural finance, and ensure that there are follow-up mechanisms.
MISFA will need to look out for and forge new alliances,
for example, with local Chambers of Commerce and Business Development Service (BDS) providers, who would
train entrepreneurs – women and the youth in particular,
and present business cases to MISFA partner MFIs for financial support. MISFA will have to develop new products
and act as a facilitating coordinator among various BDS
providers.
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1.3
Strengthen advocacy function to promote inclusive development finance sector
MISFA’s advocacy function has strengthened significantly in the last years by addressing the communication gap at various layers. As mentioned earlier, lack of
coordination and communication among financial sector
stakeholders was one of the major hurdles to the effective delivery of microfinance services and to the success
of the financial sector as a whole. There was a need for
having a sustained strategy to improve coordination and
communication among the various stakeholders, including MRRD officials, MISFA, the staff of MFIs operating in
the regions, community leaders, microfinance clients and
other relevant players and policy makers.
MISFA’s grassroots advocacy of building a bridge between the sector and the key stakeholders at regional
level nationwide has been instrumental in creating understanding and acceptance of microfinance. Additionally the national media awareness campaign has also been
one of the tools that have publicized the value created
by microfinance and has built more confidence in the
sector. The continuation of these efforts would provide
the momentum necessary to accomplish the next steps
of reaching the unreached with the support of the public
and important regional stakeholders.
Moving forward, using the Smart Campaign, which promotes client protection principles, MISFA will work with
AMA to develop a sector Code of Conduct for microfinance professionals and promote its implementation.
A lot of the due diligence initiatives promoted by MISFA throughout its own operations and partnerships with
MFIs over the last few years were aligned with the principles of Social Performance Management (SPM). In addition, one of the most important outcomes of MISFA’s
grassroots advocacy and public awareness campaign in
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recent years included participatory processes that harnessed microfinance staff and client feedback. From this
acquired knowledge, one of the recurring topics was the
lack of efforts to educate clients and communities on basic financial literacy and business development.

years. With Afghans in Directorship positions, MISFA can
build upon this foundation to establish concrete mechanisms and processes for training, continuing education
and career development, centered around promoting Afghan leadership.

In the next few years, MISFA will address this gap by cultivating strategic alliances (Strategic Objective 1.2) and
promoting synergies around client financial literacy, BDS,
and community outreach. Sourcing complementary business development services for the benefit of MFI clients
through projects focusing on credit plus activities, such
as value chain linkages, business training, would ensure
that the clients would be able to use the credit better and
get a better value for money.

MISFA will continue to promote Afghanization within
MISFA and in the microfinance sector with specific focus
on developing second-level management through direct
support or by outsourcing mentorship. MISFA will also
continue exploring opportunities for synergies per sector
need with AIBF and other educational institutions.

Engaging directly with the communities in the service
areas of its partners will be a new activity for MISFA. Using the regional offices as a base, MISFA will engage in
providing essential services to microfinance borrowers as
a gesture of goodwill and to build a positive image for
microfinance. The activities can range from providing assistance during a weather crisis or natural calamity, free
medical exams, or assisting the key ministries in providing essential services during special events.

To develop a viable and inclusive financial sector for the
poor and underserved, MISFA needs to support a range
of innovations, products and services with a focus on the
financial and social betterment of clients.

MISFA has been working to improve regional coordination and communication, and would continue supporting
AMA in the period of this strategy to become capable of
taking over this activity in gradual phases.

MISFA will continue to support its existing partners. It
will facilitate their strengthening and expansion by providing them financial and technical support. MISFA will
also spin off its retail operations through Mutahid into a
separate entity, wholly owned and governed by MISFA, to
implement better practices.

All these efforts would not only build on MISFA’s past
gains in grassroots advocacy, but would also promote microfinance staff and client retention, and enhance MISFA’s credibility and sector leadership.
1.4
Establish concrete capacity development mechanism to promote Afghan leadership within MISFA and
across the sector
Much of the credibility and leadership MISFA has established in the last several years hinged on the strength
and dedication of its staff. With leadership as an area of
focus in this strategy and with MISFA undergoing organizational structuring, it is important for MISFA to lead by
example by building on its existing culture and practice of
hiring, retaining, and promoting highly qualified, dedicated professionals. This is well internalized by the Afghan
members of MISFA’s senior management, who have been
instrumental in professionalizing the recruitment, interview and shortlisting processes at MISFA in the last two

2.

Strategic Objectives to Expand Financial
Inclusion:

2.1
Core Business: Continue supporting the establishment of stronger and more effective microfinance institutions (MFIs), including MISFA’s own subsidiary, Mutahid.

In line with financial inclusion, MISFA will now look at
supporting new partners, who may not be requiring only
financial assistance from MISFA but other forms of support such as technical assistance, new product development and innovations. In the last few years, MISFA has
been involved in developing and piloting client-tailored
products and services with its partners, such as agriculture and Islamic products, which could benefit from technical assistance in the next phase of implementation.
MISFA will also continue addressing the needs of the very
poor by scaling up the Targeting the Ultra Poor (TUP) program to more provinces nationwide. It can build on the
lessons learned, best practices, and the strong collaborations established with MAIL and other implementing
partners since the program pilot in 2010.
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2.2
Research & Development: Develop a viable
and inclusive financial sector by implementing R&D
MISFA will have to engage in market research to further identify client financial needs for both savings and
loan products, which would offer opportunities to design
and scale up new products. Products under consideration would be housing, SME, youth, female and complimentary services and/or infrastructures.
MISFA would explore options of linking SHGs, and MFIs
at a later date, with FMFB and any other interested
banks for them to disburse loans to the SHGs. Linking
SHGs to banks would ensure that there is a system of
accounting and accountability in the SHGs, and they have
an option to park their savings. In the long run, such an
arrangement is expected to benefit the SHGs and MFIs
by helping them establish strong links with banks; and
have regular access to finance to on-lend to clients. This
would also ensure that there would be other institutions,
which would also monitor the MFIs and SHGs and instill
a better credit discipline, and reinforce MISFA promoted
performance standards.
Technology will be a big priority area for MISFA in reaching
out to a large number of clients and making it easy for clients to transact with MFIs – through branchless banking,
mobile money, kiosks and any other similar options. MISFA will pilot different technology options and expects to
be able to identify options appropriate for Afghanistan.
Use of technology will also enhance internal controls and
risk management for the microfinance sector.
2.3
Knowledge Management:
Develop knowledge-based resource center within MISFA
Documenting the lessons learned by MISFA during the
past decade will be a strategic objective. There is a
wealth of knowledge, best practices and lessons learned
that must be captured from the evolution of MISFA, including managing the crisis phase of the microfinance
sector, the consolidation process, successful implementation of TUP, transition from a project to a financial institution with stronger governance structures, and the
various success factors relevant to an apex institution.
Capturing and organizing all these important knowledge and information and establishing MISFA’s institutional memory in an organized, easy-to-refer-to
manner, will be a strategic priority because they would
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In the next few years, MISFA
will cuitivate strategic alliances
to promote synergies around
client financial literacy, BDS, and
community outreach. Sourcing
complementary business development services for the benefit
of MFI clients through projects
focusing on credit plus activities,
such as value chain linkages,
business training, would ensure
that the clients would be able to
use the credit better and get a
better value for money.
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be an important resource, not only for new hires at MISFA, but also for microfinance practitioners in Afghanistan. Moreover, such knowledge would also be useful for
MISFA’s future advocacy efforts, as well as its internal
and sector-wide capacity development initiatives. In addition, MISFA’s experiences, while unique to Afghanistan,
may nevertheless be useful to microfinance stakeholders
in other conflict areas.

24

MISFA ANNUAL REPORT 2013

FINANCIAL OVERVIEW

FINANCIAL OVERVIEW

MISFA Ltd. Overall Financial Summary
For the period April 1, 2003 to Dec 20 , 2012

01 Apr 2003 to 12/20/2012
AFN’000
INCOME STATEMENT
Interest & similar income
Operating grants
Other income
Total operating income
Administrative & other expenses
Operating profit / (loss)
Income tax expense on taxable profits
Income tax expense on taxable profits
Grant income (grants for loan funds or MFI grants)
Exchange gain / (loss)
Grant expenditure (grants to MFIs for operating or equity)
Provision against loans and advances to MFIs & Banks
Provision for MFI shut-down costs
TOTAL COMPREHENSIVE INCOME
CASH FLOW
Inflows:
Total comprehensive income
Share capital
Long-term loans
Total inflows

1,807,702
59,448
17,405
1,884,555
(1,431,109)
453,446
(166,578)
286,868
10,319,954
37,832
(3,000,080)
(1,341,824)
(39,638)
6,188,931
0
6,188,931
100
800,000
6,989,031

Outflows:
Net Loans and advances to MFIs & Banks
Loan note investments in MFIs
Investments
Operating fixed assets
Working capital (amounts receivable)
Total outflows
NET CASH FLOW
Opening cash & bank balances
CLOSING CASH & BANK BALANCES

(1,835,154)
(98,336)
(18,176)
263,499
(1,688,167)
5,300,864
5,300,864

Source: MISFA audited financial statements covering the period 1 April 2003 to 20 Dec 2012
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