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Background 

The SmartAid for Microfinance Index measures and rates the way microfinance funders work.  
Heads of 29 major development institutions endorsed CGAP’s development of the Index.1  

The premise of SmartAid is simple: funders with strong management systems are better equipped to 
support microfinance effectively.  Its indicators assess five areas agreed by all funders as critical for 
effective microfinance: strategic clarity, staff capacity, accountability for results, knowledge 
management, and appropriate instruments.  

SmartAid enables funders to understand how their systems, policies, procedures, and incentives 
affect their work in microfinance.  An independent, external assessment, the Index highlights 
strengths and areas for improvement.  It can also provide an impetus for funders to take action, 
prioritize changes, and hold themselves to account for their own performance.  

Funders support microfinance with the goal of reducing poor people’s vulnerabilities and increasing 
their incomes.  Having the right systems is a necessary, not sufficient, condition for achieving this 
goal. SmartAid does not, however, evaluate the quality of programs on-the-ground.   

Ten funders—AECID, AFD, AfDB, EC, 
GTZ, IFAD, ILO, MIF, SDC, and 
UNCDF—participated in SmartAid 2009.  
This diverse group includes development 
finance institutions focusing mainly on 
mature retail institutions, large multilateral 
development institutions that make sovereign 
loans to governments, and bilateral and 
multilateral agencies that primarily provide 
grants.  

The Index presents a standard appropriate 
for all types of donors and investors.  
However, good performance against the 
indicators can take different forms for 
different agencies.  Systems that work can 
look radically different across funders, 
based on numerous factors including size, 
level of centralization, and strategy.  

                                                 
1 See the Better Aid for Access to Finance meeting, 2006:  www.cgap.org/betteraid_meeting/compact. 

SmartAid Indicators 

1 
Funder has a policy and strategy that addresses 
microfinance, is in line with good practice, and is based on 
its capabilities and constraints 

2 
Funder has designated microfinance specialist(s) who are 
responsible for technical quality assurance throughout the 
project/investment cycle 

3 
Funder invests in microfinance/access to finance human 
resources  

4 
Funder has a system in place that flags all microfinance 
programs and components  

5 
Funder tracks and reports on performance indicators for 
microfinance programs and components  

6 
Funder uses performance‐based contracts in its 
microfinance programs and components  

7 Funder regularly conducts portfolio reviews 

8 
Funder has systems and resources for active knowledge 
management for microfinance 

9 
Funder has appropriate instrument(s) to support the 
development of local financial markets 
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Key Findings 

The Agence Française de Développement (AFD) 
received 65 out of 100 points, meaning that the 
institution has “good” systems in place to support 
microfinance.  As the graph on the following page 
shows, AFD received scores of 3.4 or higher, on a 
scale of 0 to 5, on two-thirds of the indicators.  Its 
performance on appropriate instruments, flagging 
systems, and specialists with responsibility for 
quality assurance (indicators 9, 4 and 2) was 
especially strong, and also solid on strategic 
clarity, knowledge management, and investments 
in human resources (indicators 1, 8, and 3).  
Performance was weaker on indicators focused on 
accountability for results, including performance 
indicators and performance-based contracts 
(indicators 5 and 6), with AFD’s lowest score on portfolio reviews (indicator 7).  

Microfinance at AFD has evolved from staff losing almost all confidence in the topic in the early 
2000s to now, where it enjoys a privileged position in the agency’s Strategic Orientation Plan.  
Today, microfinance is firmly situated—both conceptually and organizationally—as part of broader 
financial sector development.  The microfinance team has official responsibility for all microfinance 
projects and components at AFD, and new project designs are led by a microfinance specialist.  
AFD also has a broad range of instruments, and microfinance enjoys an exemption from the average 
project size to allow for the smaller transactions often needed for work with early-stage financial 
institutions.  These strong points in microfinance exist within an institution-wide environment 
where top management values technical specialization—an increasingly rare situation among 
development institutions.  

Equipped with a clear strategy, good staff, and flexible instruments, AFD, however, still misses the 
more operational systems (e.g. tracking performance indicators, performance-based contracts) 
needed to rigorously monitor the performance of its support to partners implementing microfinance 
projects.  It also lacks regular portfolio reviews that could help staff and management understand 
how changes in strategy and staff are impacting the performance of projects on-the-ground.  
Information from a portfolio review would be useful to help guide new programming, especially 
given AFD’s ambitious growth plans.   

At a Glance 

Type of funder:  DFI 

Microfinance portfolio 
(outstanding as of 12/2007): 

$90 million 

Microfinance as % of total 
portfolio: 

1.5% 

Number of projects:  36 

Primary instrument: 
Concessionally‐priced 
debt 

Primary sources of funding: 
Public Funds
Private commercially‐
oriented funds 
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Strengths 

 Strategy reflects thoughtful analysis of where AFD can add value.  The 2003 Cadre 
d’Intervention Sectoriel (CIS) for microfinance and the 2008-2010 CIS for the financial sector 
demonstrate the agency’s sound understanding of market needs, what other funders are doing, 
and on what and where it should focus its interventions.  The strategy documents show a 
commitment to address the problems of financial and institutional sustainability, product 
diversification, and the lack of local currency funding.  The 2008-2010 CIS calls for AFD to 
come in only when there is sufficient additionality, coordinate with other donors, and reach out 
to new actors like foundations and socially responsible investors.  AFD knows it cannot do 
everything and the strategy carefully outlines work to be abandoned, started, or reinforced.  
Finally, the strategy identifies what additional resources and skills are needed inside AFD to 
enable it to achieve its objectives, such as increasing staff skills in insurance.  

 Microfinance is well-embedded in financial sector development.  Good practice calls for 
viewing microfinance as an integral part of the financial sector, and at AFD this is the case.  
Microfinance specialists sit alongside staff working on broader financial market issues within 
the Financial Sector and Private Sector Development division (SFP)—one of only seven 
sectoral divisions in the Technical Department.  For the first time, the 2008-2010 CIS for the 
financial sector included microfinance.  This integration is positive for building staff skills, 
leveraging instruments, placing financial inclusion at the heart of policy dialogue, and simply 
having a more complete perspective of factors that influence access. 

 Dedicated team of specialists with responsibility for quality assurance for microfinance at 
AFD.  The core microfinance team within SFP has solid practical microfinance experience and 
works in a division with numerous finance specialists.  Most importantly, the team is recognized 
across AFD as being the focal point for microfinance and its technical advice is binding.  
Indeed, across all sectors, the Technical Department where SFP is housed is in charge of project 
designs.  For all projects with microfinance, a microfinance specialist is always assigned as the 
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project team leader.  The head of SFP approves project documents before submission to the 
credit committee (CFI), and the microfinance specialist writes the final paper for Board 
approval.  As the project team leader, the specialists are also in charge of supervision, which 
they can conduct themselves or delegate to the country offices.  SFP’s uncontested and clearly 
defined role in project design attests to AFD’s ability to implement its strategy consistently and 
with appropriate technical inputs. 

 Considerable efforts to deepen and broaden access to microfinance expertise.  AFD has 
made a conscious decision to improve its staff capacity in microfinance, and is using multiple 
ways to do so with good results.  First, up to five financial sector staff complement the three-
person microfinance team, contributing between 25-50 percent of their time.  Second, some staff 
with microfinance expertise are based in country offices with responsibility for microfinance 
projects.  AFD appears to maintain a loose network of all staff with microfinance expertise 
throughout the agency.  Third, microfinance training is planned for in the CIS and various 
financial courses are offered internally.  In addition, AFD is experimenting with seconding staff 
to microfinance institutions for practical experience.  Finally, AFD draws on external consultant 
experience.  Consultant budgets are increasing and AFD hires reputable consultants without 
nationality constraints.  

 Solid flagging system.  With SFP staff in charge of all project designs, it is relatively 
straightforward for the microfinance specialists to ensure appropriate coding for microfinance 
stand-alone projects, which represent over two-thirds of AFD’s microfinance portfolio.  
Moreover, clear sub-codes are available to track projects according to funding instrument.  
Through the Système d’Information Restitution Pilotage (SIOP), staff can conduct multi-
dimensional searches.  User guides for AFD’s project management systems adequately stress 
the importance of correctly inputting data. 

 Serious investments in knowledge management (KM).  Knowledge management is 
highlighted in the 2008-2010 CIS, and put into practice with the arrival of an economist and a 
staff member dedicated to KM in SFP to capture and disseminate lessons learned internally and 
externally.  In addition, SFP drafts multiple notes and publications, maintains a microfinance 
web site, organizes an annual retreat, and includes a session on microfinance as part of briefings 
for country office staff.  These venues and mechanisms for exchange are accompanied by a 
recent commitment to connect more 
proactively with international actors in 
microfinance.  With its support to the French 
Boulder track through CEFEB, AFD also 
contributes to the learning of the industry.  All 
these investments are a crucial part of 
enabling AFD to capitalize on its own lessons 
and to tap into a wealth of approaches and 
innovations to best achieve its strategy.  

 Instruments are varied, in line with the 
strategy, and well-adapted to the 
requirements of microfinance.  AFD is 
unique in that it seems to be developing and 
fine-tuning its instruments to fit its 
microfinance strategy.  Over the years, AFD 
has expanded its palette of instruments for 
microfinance and devised creative 
mechanisms to respond to market needs.  As a 

Good Practice Highlight 
Getting Incentives Right: The Exception that 

Helps Make Good Funding Decisions 
One  noticeable  trend  among  funders  is  the 
increasing  size  of  projects.  However,  useful 
interventions  from  cross‐border  funders  do  not 
necessarily  require  large amounts  to have  impact.  
For  microfinance,  approval  and  disbursement 
pressure  risks  undermining  local  funding markets 
and  deposit‐mobilization.    Cognizant  of  this  risk, 
AFD  obtained  an  official  exception  from  its  top 
management allowing microfinance projects  to be 
smaller  than  other  financial  services  projects 
funded  by  the  agency.   Ultimately,  the  goal  is  to 
develop  vibrant  local  financial markets  that  serve 
all segments of the population. 
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result, the instruments are at the service of implementing the strategy, not vice-versa.  This is a 
great advantage that enables AFD to select the most appropriate instrument from a full range to 
best match the local financial market context.  AFD’s instruments include grants, debt, and 
guarantees.  Through the Microfinance Investment Facility (initiated in 2004 and renewed in 
2007), the agency can also fund equity, local currency financing, and concessionary debt.  In 
2005, AFD made its first non-sovereign concessional loan to reach the private sector directly.  
Management has allowed an exception so that microfinance projects can be smaller than the 
AFD average project size.  Where they exist, credit components seem to be mostly in broader 
financial sector projects and thus do not pose the typical challenges found in components of 
non-financial projects.  

Weaknesses 

 Strategy not officially endorsed and lacks operational guidance.  The 2008-2010 CIS had 
not yet been endorsed at the time of the SmartAid submission.  Endorsement is important to 
make the strategy binding to all staff.  Moreover, the strategy includes only a few statements of 
good practice norms and operational guidance to staff.  Without such guidance, there is a risk 
that staff will be left on their own to interpret the strategy and apply it in their daily operations. 

 Ambitious strategy will likely strain staff capacity.  The current skill set of the microfinance 
team is focused on retail level microfinance.  If AFD wishes to implement all the ideas in the 
strategy, including selective work at the meso and macro levels, it may need additional or 
complementary resources.  This is also true if AFD wishes to step up efforts on product 
diversification.  Moreover, there is little evidence of strong staff skills or specific training for 
staff outside SFP, for example in local offices or the risk monitoring department.  Yet, staff in 
these departments have significant responsibilities for microfinance at different stages of the 
project cycle. 

 Flagging system may miss components.  It is not certain that AFD has a system in place to 
verify that all credit components are correctly flagged.  When components are not correctly 
identified, they are highly unlikely to receive necessary microfinance technical inputs. 

 Performance tracking not systematic or sufficiently adapted to microfinance.  There is no 
evidence of a system that tracks meaningful core performance indicators for microfinance at 
regular intervals.  The Guide d’Utilisation des Indicateurs Agrégeables dans les Etats Etrangers 
à l’AFD would be the ideal place to highlight such core indicators.  Unfortunately, the eight 
indicators for banking, microfinance and private sector support (with three or four pertinent for 
microfinance) are not particularly useful for effective project management.  For example, there 
are no aggregated indicators for profitability/sustainability, efficiency, or portfolio quality.  As a 
consequence, the inclusion of core indicators in key project documents is spotty and some 
project notes to the credit committee (CFI) do not include good practice performance indicators 
in the logframe.  

Moreover, the local offices and risk monitoring departments have important responsibilities 
with regard to monitoring and supervision, though they generally have less microfinance 
expertise.  The most standardized monitoring effort is undertaken by the risk monitoring 
department through its bi-annual monitoring report.  While useful, this type of monitoring does 
not sufficiently focus on retail microfinance institutions' accountability to meet performance. 

 Use of performance-based contracting is inconsistent.  AFD has different types of contracts 
for loans, guarantees, and grants.  They all include standard covenants.  But, they do not 
systematically incorporate performance clauses and sanctions for non-achievement linked 
specifically to the minimum performance milestones expected from the partner to make the 
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AFD investment worthwhile.  Moreover, there is no penalty clause for grant contracts.  Overall, 
there appear to be few microfinance performance indicators which can trigger suspension; the 
focus seems to be on AFD risk, not the partner’s accountability for performance.  

 Limited portfolio reviews undertaken.  All development institutions conduct evaluations of 
projects, whether mid-term or ex-post or often both.  Yet, individual or country level project 
evaluations rarely influence future project designs in a major way.  Reviews that examine the 
performance of the portfolio or a significant cross-section are much more powerful, as they aim 
to identify what worked and what did not and why.  There is limited evidence that AFD 
commissions this type of a review regularly or that these types of reviews translate into lessons 
learned for the agency as a whole.  As such, there is a missed opportunity to continue improving 
the strategy and implementation approaches with knowledge of the successes and problems of 
actual operations.   

Recommendations 

AFD has proved that it is a nimble organization, able to make significant changes over a relatively 
short period of time.  Most importantly, the Technical Department has an important role in the 
agency, signaling that AFD offers not just financing, but also technical inputs to its partners.  AFD 
is in a good position to deliver well on its strategy.  It should concentrate its efforts ahead to 
enhancing systems for accountability so as to better monitor its microfinance portfolio and learn 
from its past performance.  

The following suggestions emerge from the SmartAid review: 

 Undertake a portfolio review.  A portfolio review is an excellent way to reflect upon historical 
performance and use these lessons to improve program design and operational systems.  AFD 
could undertake a major review of microfinance projects completed between say, 2003 and 
2008, and/or select several different more detailed cuts of the portfolio, for example all rural 
finance projects or all projects with cooperatives.  Such reviews should focus both on the actual 
performance of the projects on-the-ground (against core performance indicators and other 
indicators in the project documents) and the quality of AFD inputs.  

 Implement mandatory reporting on microfinance core performance indicators.  AFD has 
already identified some of the challenges with the aggregate indicators.  The working group 
should continue to draw on the considerable effort of the microfinance industry to identify 
comprehensive performance indicators for retail institutions.  Selecting four to five indicators 
from this list to be mandatory for reporting on all projects that support retail microfinance is the 
next step needed to elevate AFD’s performance monitoring system.  Several good options for 
core performance indicators are already highlighted in Annex 3 of the 2008-2010 CIS.  To 
ensure consistent monitoring, the selected core performance indicators should also be included 
in the template of the Suivi et Rapport d’Achèvement de Projet for all projects with 
microfinance.  The indicators of the risk monitoring department are complementary, but should 
not replace those discussed above.  The SFP team should review the new microfinance-specific 
risk management indicators being developed to ensure that they are appropriate.  

Once the core indicators are defined, the next challenge is to make sure that they are collected 
and analyzed regularly.  For this, the SFP team should consider offering short, practical courses 
on microfinance performance monitoring to colleagues in local offices, risk monitoring, and 
evaluation departments.  SFP specialists should also regularly review core performance 
indicators for the whole portfolio to watch for potential shortcomings.  The director of the 
department, for example, could facilitate a quarterly microfinance portfolio meeting with all 
specialists prepared to give a quick run-through of the performance of their projects.  
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 Standardize templates for performance-based agreements.  Once the core performance 
indicators are finalized, the SFP team should work with the legal department to make sure they 
are incorporated in all contracts concerned with providing direct or indirect support to 
identifiable microfinance retailers.  SFP should also have a discussion about other types of 
performance milestones that may be appropriate to include beyond the core performance 
indicators, on a case by case basis.  All relevant staff should be briefed about standard 
procedures to follow in cases of non-compliance, including guidance on expected delays in 
funding, how to negotiate with a non-performing partner, and when to withdraw funding 
completely. 

 The Board of Directors should endorse the strategy, management should disseminate it, 
and SFP should determine whether further operational guidance is needed.  An important 
step to take is to complete the full endorsement of the 2008-2010 CIS by the Board of Directors.  
This perhaps symbolic step could then pave the way for an energetic dissemination campaign 
from management.  SFP could also informally or through a more formal, but brief, survey find 
out what additional support staff need to implement the strategy.  The responses could be the 
basis for further operational guidance (in the style of the Repères pour le non souverain 
description of the use of various instruments) or in-house training. 

 Continue building strong staff skills.  One of AFD’s strengths is the quality and role of SFP.  
However, strong staff skills can quickly erode.  Moreover, with the fast evolution of the sector 
and the growing number of relevant sub-specializations (insurance, remittances, etc.), there will 
be even greater demand on staff.  For this reason, AFD should continue efforts to invest in staff 
while leveraging consultants to bring in additional skills.  AFD could use online technology to 
create a virtual network of microfinance professionals in Paris and local offices, thereby 
facilitating knowledge transfer and ongoing skills development.  Since much of the portfolio is 
concentrated in Sub-Saharan Africa and MENA, organizing regional meetings of staff managing 
microfinance portfolios is also an option to consider.  Other departments involved in the project 
cycle, such as risk monitoring, evaluation, and legal, should also be offered the opportunity to 
attend short microfinance courses, tailored to their specific functions. 
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Methodology   

SmartAid distills learning from over seven years of aid effectiveness work undertaken by CGAP 
with its members.  The indicators draw on the consensus Good Practice Guidelines for Funders of 
Microfinance and a body of knowledge developed through peer reviews, country reviews, and 
portfolio reviews. Aid effectiveness experts from 
the Center for Global Development and OECD’s 
Development Assistance Committee contributed 
crucial advice.   

Feedback from funders confirmed that the five 
core areas of effectiveness at the heart of 
SmartAid present a comprehensive picture of 
what funders need to support microfinance 
effectively.  After a pilot round in 2007 and an 
external evaluation, the Index was refined and 
streamlined.  SmartAid 2009 is thus the baseline 
year. 

SmartAid 2009 uses nine indicators to assess 
funders’ internal management systems.  
Indicators are worth between 10 and 15 points 
each, for a total maximum of 100 points (see 
table).  Different weights are assigned to 
indicators, giving more prominence to those that 
make a greater difference in a funders’ work in 
microfinance.  Accountability for results is a powerful element and accounts for 40 percent of the 
score.  As the wise dictum goes, what cannot be measured, cannot be managed. 

The Index is based on self-reported documentation from participating funders, following 
instructions in the SmartAid Submission Guide.  Scores are determined by a review board of four 
microfinance specialists with broad experience with a range of funders.  Each review board member 
independently scores all funders against all indicators; final scores are agreed upon after discussion 
among reviewers.  For each indicator, funders receive a score on a 0-5 scale (5 being the highest 
score).  These scores are then multiplied by a factor of two or three to arrive at the 100 point scale.  
Averages as well as minimum and maximum scores shown in the graph in the Key Findings section 
change depending on the funders participating in each SmartAid round. 

Dispersion among reviewers for the final scores was minimal.  For all scores (per indicator and 
funder), the standard deviation was less than 0.5.  Naturally, as a margin of error is unavoidable in 
this nature of exercise; funders should not give undue attention to differences of one or two points.  
The most strong and meaningful messages lie in where a funder performs along the range of scores 
for each indicator as well as whether its overall performance lies in the “very good,” “good,” 
“partially adequate,” “weak,” or “inadequate,” range.  

It may be difficult for funders to make improvements in all indicators simultaneously, but 
experience suggests that even the largest of institutions can make positive changes.  Over time, 
CGAP will perform trend analysis on SmartAid results to track evolutions within and across 
microfinance funders. 
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SmartAid for Microfinance Index Indicators 

Strategic 
Clarity 

1 
Funder has a policy and strategy that addresses microfinance, is in line with good 
practice, and is based on its capabilities and constraints 

15% 

Staff Capacity 
2 

Funder has designated microfinance specialist(s) who are responsible for technical 
quality assurance throughout the project/investment cycle 

15% 

3  Funder invests in microfinance/access to finance human resources   10% 

Accountability 
for Results 

4  Funder has a system in place that flags all microfinance programs and components   10% 

5 
Funder tracks and reports on performance indicators for microfinance programs 
and components  

10% 

6 
Funder uses performance‐based contracts in its microfinance programs and 
components  

10% 

7  Funder regularly conducts portfolio reviews   10% 

Knowledge 
Management 

8 
Funder has systems and resources for active knowledge management for 
microfinance 

10% 

Appropriate 
Instruments 

9 
Funder has appropriate instrument(s) to support the development of local financial 
markets 

10% 

Funders participating in SmartAid 2009 

Agencia Española de Cooperación Internacional para el Desarrollo (AECID), Agence Française de 
Développement (AFD), African Development Bank (AfDB), European Commission (EC), 
Gesellschaft für technische Zusammenarbeit (GTZ), International Fund for Agricultural 
Development (IFAD), International Labour Organization (ILO), Multilateral Investment Fund 
(MIF), Swiss Agency for Development and Cooperation (SDC), United Nations Capital 
Development Fund (UNCDF) 

About CGAP 

CGAP is an independent policy and research center dedicated to advancing financial access for the 
world’s poor.  It is supported by over 30 development agencies and private foundations who share a 
common mission to alleviate poverty.  Housed at the World Bank, CGAP provides market 
intelligence, promotes standards, develops innovative solutions, and offers advisory services to 
governments, microfinance providers, donors, and investors. 
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