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Since 2003, partners of the Microfinance Investment 
Support Facility for Afghanistan (MISFA) have 
worked to build a sustainable financial services 
sector to extend access to credit to urban and 
rural Afghans. The delivery of microcredit (MC) 
was prioritised during reconstruction as a means 
to stabilise livelihoods, improve productive assets 
and stimulate economic development and job 
creation. This paper examines the effect that the 
availability of MC has had on existing informal credit 
systems and on livelihoods in rural Afghanistan. It 
aims to provide information that can improve the 
functioning of the MC sector in Afghanistan, i.e. 
make its engagement more nuanced and reflective 
of existing credit systems, client needs and best 
practice. This will benefit both clients and the 
microfinance institutions (MFIs) alike.

The study used in-depth qualitative methods to 
investigate the livelihoods and credit use of households 
in one village in each of three provinces (Kabul, Bamiyan 
and Balkh). Information on MFI activity concentration 
guided both province and village selection. Length of 
a village’s credit programme involvement also guided 
village selection. The study examined three MISFA 
partners and the presence of different MFIs influenced 
provincial selection. The incorporation of different MC 
programmes allows the study to compare outcomes 
and programme satisfaction across programme 
characteristics. Within each village, eight households 
were selected as case studies. Household cases were 
selected for diversity of livelihood activities, MFI clients 
and non-clients and reasons for joining or not, uses of 
credit, and outcomes. 

A key overarching finding of the study is that 
providing access to credit is not in itself sufficient 
to ensure the desired positive impacts on client 
livelihood security or MFI viability. Pathways from 
access to impact are highly varied, influenced by 
a range of factors, some of which are outside of 
the MFIs’ control (i.e. security, climate). However, 
the study found that some factors affecting client 
outcomes that MFIs can influence are not necessarily 
adequately understood or implemented. Therefore, 

the microfinance (MF) sector in Afghanistan has 
scope for change, which it currently recognises, to 
become more client-led. This will bring advantages 
to clients and MFIs alike. 

The issues this study identified that MFIs can focus 
on to make their work more client-focused and 
impact-oriented include: 

•	 recognising the importance of economic and 
social context to successful use of MC; 

•	 investing time and money in understanding 
informal credit systems to design client-
responsive MC programmes and products; 

•	 understanding that credit has meaning, 
beyond the value of the money itself, 
through its value in creating and maintaining 
relationships; and 

•	 developing success indicators that are less 
primarily concerned with MFI sustainability 
and that also assess client viability. 

Context matters to the successful implementation 
of MC. Past exposure to credit with sudh (interest) 
can make MC more easily accepted, while the 
vibrancy of the local economy affects clients’ 
ability to earn sufficient returns from productive 
credit investments. The study villages varied in 
their economic potential, but in none were the 
activities profitable enough for most clients to 
easily find the money to repay MC. This related to 
the continued need among many respondents to 
use part of loans for consumption. Clients often 
prioritised MC repayment over repaying informal 
credit to avoid both shame and fines. This maintains 
the success of the MFIs, but at considerable cost 
to clients, and questions the long term efficacy of 
the drive to extend outreach in order to reduce 
MFI costs. Further assessment of the local context 
and its suitability for MC is required, particularly in 
rural areas, to ensure both the clients and the MFI 
benefit from its introduction.

Study data shows that the demand for credit exists 
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in Afghanistan, but so does a vibrant informal 
credit system, providing significant amounts of 
free credit as well as credit that may be offered 
on more exploitative terms. MC is one choice 
among many and therefore MFIs must understand 
the local informal credit system to complement it 
and compete for clients. Informal credit and MC 
are also interlinked via the social networks used 
to access both as well as via the use of credit from 
one source to repay the other. Study respondents 
often used informal credit to repay MC in the face 
of an approaching repayment deadline. Therefore 
high repayment rates that MFIs report may mask a 
build-up of informal debt. 

Informal credit has been an important source of 
social protection in Afghanistan; relationships 
with those to whom you give and receive help and 
credit, and with those in a position to help, are 
vital resources. MC has entered this social sphere 
and, like informal credit, has taken on a social 
meaning beyond a financial one. It, too, is used to 
create and maintain help networks, and existing 
networks are used to gain access to MC, and to bar 
some. MFIs need to be aware of this in terms of 
how social relationships are used as collateral and 
gatekeepers, and to understand how MC rules may 
be manipulated to achieve social goals. 

What do these findings imply for the MF sector in 
Afghanistan? Below are six recommendations aimed 
at improving the ability of the sector to respond 
to rural client needs in order to increase client 
viability as well as that of MFIs. 

1. Make MF one part of an integrated rural 
development approach. The findings of this 
study, as well as a wealth of literature on MC, 
illustrate that MC alone is insufficient to promote 
either livelihood security or income growth; it is 
not a panacea for poverty reduction. Structural 
barriers within local and regional economic and 
social contexts limit opportunities for credit use. 
Therefore, MF programmes must be implemented 
in a sequenced manner supported by wider 
development initiatives to address infrastructure 
gaps, limited access to resources, including 
water, and local power dynamics that may make 
the room for manoeuvre for many marginal 

at best. Without an integrated, coordinated 
approach to rural development, MF may only 
assist clients to cope as opposed to stabilising or 
improving their financial situation. Government-
led efforts, such as Comprehensive Agriculture 
and Rural Development and the Afghanistan Rural 
Enterprise Development Program are underway 
in this regard; MFIs can also link with their 
nongovernmental organisation counterparts to 
develop integrated development strategies at 
the village, district or provincial levels. 

2. Develop a dual approach to delivering MF in 
Afghanistan, incorporating both commercial 
and risk reduction aims. This paper supports 
the recommendation of the Afghanistan 
Reconstruction Trust Fund evaluation team that 
MISFA develop a dual approach to delivering 
credit in Afghanistan.1 MISFA and its partners 
have been successful in developing a commercial 
financial services sector, but they have done less 
well in addressing poverty and risk reduction 
for poorer Afghans. This can be remedied by 
continuing to expand the commercial side for 
upper poor and non-poor clients, and using some 
of these earnings to support new products and 
programmes targeting the poor. These would be 
aimed at reducing risk and stabilising livelihoods 
as a first step to growth. These programmes 
may not become operationally sustainable as 
quickly as current MC programmes, if they do 
at all. However, they would meet some donors’ 
expectations of the poverty reduction focus of 
MC, which have not yet been met.

3. Expand MC to MF to address risk reduction 
as well as income growth. Linked to the 
previous recommendations, MFIs should expand 
the range of financial services they offer to 
support risk reduction. The Kabul Microfinance 
Institution’s [KMFI] death benefit for clients is 
one example that can be expanded on. Others 
include opportunities for secure savings; health 
insurance, given the prevalence of health shocks 
and crises; and crop and livestock insurance. 
The social protection sector strategy of the 
Afghanistan National Development Strategy 

1  Scanteam, “Afghanistan Reconstruction Trust Fund: External 
Evaluation” (Oslo: Scanteam, 2008). 
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(ANDS) recognises this gap in market-based 
means of social risk management.2 It prioritises 
diversifying these market-based arrangements, 
which have largely been based on providing 
credit, to include community-based savings 
and insurance. This paper strongly supports 
action in these areas. In order to support 
informed action, investing time in learning from 
innovations in MF service expansion in South Asia 
is vital. This is not for the purpose of directly 
importing existing models or programmes, but 
to inform an assessment of what is feasible 
and appropriate in the Afghan context. MISFA 
and its partners are currently making strides in 
diversifying products, for example developing 
Sharia-compliant products, focusing on rural 
finance, and highlighting product quality over 
client numbers. 

4. Expand performance monitoring to include 
indicators of client viability. At present, MFIs in 
Afghanistan have focused more on institutional 
success, measured through outreach numbers 
and repayment rates, than on how clients 
perform. This is changing as MISFA invests in 
systems of social performance monitoring and 
builds partner capacity to implement them. The 
success criteria need to hold MFIs accountable for 
client viability and not just their own.  Expanding 
performance monitoring for MFIs must be done 
in a manner that is not burdensome and which 
reflects local capacity. It must also be done with 
an awareness that clients do not want to lose the 
aid they have, even if it is imperfect. Independent 
assessments must be built into performance 
monitoring plans to minimise the likelihood of 
clients telling MFIs what they want to hear. More 
constant and informal forms of client feedback 
are also needed to provide information MFIs can 
use to adjust programme delivery, letting clients 
see the usefulness of providing information in this 
process. 

5. Learn from informal credit systems. A wealth 
of experience from other contexts as well as the 
data from this study demonstrate the need for 
MFIs to invest in understanding client needs and 

2  Islamic Republic of Afghanistan, “Social Protection Sector Strategy” 
(Kabul: Government of Afghanistan, 2008).

interests, including their involvement in other 
credit systems, in order to design demand-
led programmes and products. This has not 
been done sufficiently in Afghanistan, to the 
detriment of rural clients and in the end the 
MFIs. KMFI in particular had difficulty attracting 
or maintaining clients in the study villages due to 
uncompetitive products for rural Afghans. While 
adding this analysis to MFI procedures has time 
and financial costs, it is an investment worth 
making for the returns. Improved knowledge 
of informal credit systems in Afghanistan 
would make MFIs more client-led, more able to 
identify niche products that fill a demonstrated 
gap in demand and may lead to a more dynamic, 
innovative financial services sector. As MFIs 
expand more into rural areas this is especially 
important to ensure that products match client 
livelihood activities and cash flows (i.e. through 
appropriate grace periods) and to help ensure 
the investment activities can generate sufficient 
returns to support repayment.

6. Understand how clients use credit to build or 
maintain relationships to avoid unintended 
consequences. MFIs need to be aware of how 
people use credit to invest in social relationships 
because these uses can lead to manipulation 
of programme rules and to over-borrowing for 
some, increasing risk of default. MF programmes 
seeking to break down some potentially 
exploitative forms of informal credit (i.e. those 
between farmers and input suppliers) need to 
know how they operate so the MC products do 
not place potential borrowers in positions where 
important sources of informal credit are put at 
risk, leading to increasing insecurity. 

The importance of social relationships on access 
to informal credit and MC was clear in all the case 
studies. MFIs depend on these relationships within 
their group lending models and through some of 
the forms of guarantee required (i.e. malik [village 
leader] or shura [community decision-making group] 
approval.) However, less attention is given to how 
social relationships may limit credit access for some 
excluded from local networks. More transparency 
and stronger accountability structures are needed 
to ensure that the systems in place to open access 
to credit do not increase barriers for some.


