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INTRODUCTION:

Microcredit is the extension of small loans and other financial services (such as savings accounts) 
to the very poor. This allows them to pursue entrepreneurial projects that generate extra income, thus 
helping them to better provide for themselves and their families. In many developing countries, the self-
employed comprise more than 50 percent of the labor force. Access to small amounts of credit at reasonable 
interest rates - instead of the exorbitant ones often charged by traditional moneylenders - allows poor people 
to move from initial, perhaps tiny, income-generating activities to small microenterprises. In most cases, 
microcredit programs offer a combination of services and resources to their clients including savings 
facilities, training, networking, and peer support.

In this way, microcredit allows families to work to end their own poverty - with dignity. 
Microcredit programs around the world, using a variety of models, have shown that poor people achieve 
strong repayment records - often higher than those of conventional borrowers. Repayment rates are high 
because, through a system of peer support and pressure used in many microcredit models, borrowers are 
responsible for each other's success and ensure that every member of their group is able to pay back her 
loans.

 MEASURING IMPACT: MIXED OPINIONS OF PRACTITIONERS & THINKERS

At a first glance, the case for measuring the impact of microcredit seems obvious. If the objective 
is to alleviate poverty, especially when we use scarce public funds to do so, surely we need to find some way 
to determine whether we are achieving our objective or not. This is so because all said and done credit after-
all is a two-edged tool. To a borrower, credit means debt, and debt can destroy as easily as it can build. If we 
seek to help people lift themselves out of poverty, we will want to know that they were poor when they 

Abstract:

The issue of impact assessment continues to challenge microcredit 
practitioners. Some opine that existing impact assessment studies are superfluous, while 
others maintain they are critically important. The present paper strongly recommends 
renewed focus on the transformation of clients and their communities, as well as needs 
for new impact assessment models to support and document this focus. It aims to outline 
the key principles for conducting impact audits that include measurement of 
transformation among clients. Further, it also outlines future challenges for 
practitioners, donors, and academics in improving performance through impact 
assessment.
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started borrowing and that they were less poor as a result of borrowing. We don't want to see them stuck, 
cycle after cycle, earning low returns. Just knowing that we increased the debt of 100 million people will not 
tell us that we accomplished what we set out to do, even if we delivered that debt in a financially viable 
manner. Yet the case is not so clear-cut, and some of the leading thinkers in the microcredit field have 
challenged the usefulness of expenditures on impact measurement.

MEASURING IMPACT: TILL-DATE APPROACHES IN A NUT-SHELL

A literature review of the various impact studies conducted has led to certain observations which 
are being shared below. Most of the studies shared one or more of the following common weaknesses:

1. They often rely on participant memory to produce baseline data, rather than collecting information when 
a client enters a program.
2. They provide information for only one point in time, and cannot tell whether impact is increasing or 
decreasing over time.
3. They rely on too short a time period to allow impacts to manifest themselves.
4. They don't compare the changes in clients and nonclients.
5. They require specially skilled people to carry out the research or interpret its results.
6. Their data and procedures are so specific to one institution that they cannot be used by other institutions.

Despite the above mentioned limitations it should be noted that we do have some use for these 
studies. We quote liberally from them (as long as they are in our favor) when we apply for funding. 
However, we rarely use them when we are doing our planning. Therefore, the need of the hour is a new 
paradigm for impact measurement.

A Different Paradigm: The Impact Audit

David Hulme (1997) talks about a continuum of objectives for impact assessment ranging from 
proving impacts for the purposes of measuring the results of an investment to improving the practice of a 
microcredit institution. Impact measurement tools that focus on improving, rather than proving, may 
incorporate some of the tools already in use, but will use them differently. Impact measurement tools that 
get used by management on a regular basis will take a different focus:

1. They will be incorporated into the regular routine of data collection in an organization.
2. Staff members will collect and analyze the data.
3. The data collected and analyzed will remain consistent over time and location, allowing for trend analysis 
and comparisons of different geographic areas.
4. They will include a point of comparison with people in the same community who do not receive loans.
5. The results will be reviewed on a regular (at least annual) basis and become a key part of the planning 
process.
6. The analysis will seek to provide input to the question “How can we improve the positive impact and 
promote transformation?” rather than the question “Was there any impact?”
7. Outside experts, ideally local ones will be brought in to verify the accuracy of the data, make 
recommendations for improvements in the collection process, and help in developing control group 
comparisons.

This type of ongoing impact monitoring suggests a different paradigm, an impact audit as an 
internal tool of management. It most resembles the process of a financial audit, which involves all of the 
steps listed above. In a financial audit, staff members collect financial data on a regular and consistent basis. 
They use this data to generate trend analysis and center profit comparisons. This information gets 
incorporated into the regular planning process, helping the organization improve its profitability. On an 
annual basis the organization calls in outside experts (auditors) to verify the data and suggest ways to 
improve the accounting and management procedures. When an entire industry holds the same impact 
assessment standards, organizations are able to compare their performance with similar organizations.

Impact tools: The managerial perspective

As managers, we want to use impact data to make critical strategic decisions. We want to know 
such things as which client sectors to work with, which of our lending products are working, what barriers 
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our clients are facing, why repayment rates have dropped, why people are leaving our programs, which 
clients are receiving more benefits and which ones are receiving less, and how best to expand our programs. 
To that end, we want tools that

 provide analysis of trends over time,
 provide results that can be compared with previous impact data,
 can be implemented by existing staff with a clearly defined role
for outside experts,
 become part of the regular information system of an institution,
  
 cost no more than what it costs to track and audit financial information.

 Impact measurement tools: putting it all together
A good program of impact measurement and monitoring will not rely solely on one tool, just as 

business managers use a set of measures to help them assess current financial performance and predict 
future growth. While business people often refer to “the bottom line” as the final measure of their 
performance, there are, in fact, many measures that businesses use to assess their performance. These 
include earnings per share, market share, internal rate of return, net present value, and the most recent 
business measurement tool, economic value added. Businesses add to these numerical tools a wide range of 
subjective measures to assess customer satisfaction and behavior, including surveys and focus groups.                                   

Impact Measurement – the road ahead : Future challenges & directions

For impact measurement to become as common and expected as a financial audit, all of us in the 
microcredit community will need to take it much more seriously.

1.Practitioners will need to reclaim impact measurement as an essential tool of management. We will need 
to take the initiative in discovering, developing, testing, and refining tools that tell us whether we are 
achieving our objective. We can no longer wait on donors or professors to do our impact analysis for us.
2.Donors will need to apply funds and expertise to this area. They should work with   practitioners to 
develop replicable tools that can be used to analyze and improve the performance of microcredit 
institutions in transforming the lives of their clients, and they should reward institutions that implement the 
tools.
3.Consultants--especially local consultants--will need to develop expertise in applying  these  tools and 
auditing their use so that practitioners can come up with standardized  tools that produce consistent and 
reliable data useful for practitioners.
4.Academics will need to work with practitioners to find ways that the tools they have already        
developed can be adapted to fit into an ongoing monitoring system. They can also help analyze the  data that 
comes in from institutions employing different lending methodologies in different parts   of the world.
5.Clients should become not just objects of study, but users of the data generated. Clients should be   able to 
see the impact of their participation on their own lives, compare it with the impact on others, and make 
suggestions for how the microcredit institution can improve its ability to assist in  the process of clients' 
transformation. 

In conclusion it can be asserted with a reasonable degree of confidence that working together, we 
may all be able to shine some light on this field of impact measurement and find ways not only to measure 
impact, but also to improve our ability to transform the lives of the clients we serve with microcredit.
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