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SECTION 1. LETTER OF INVITATION

Assignment No. 34
January 03, 2018 Islamabad
 
1. The purpose of this Consultancy is to solicit proposals for Karandaaz Pakistan’s “Karandaaz Corporate Investment and Credit - Development of Gender Policy and Strategy”

2. Karandaaz Pakistan invites proposals from interested and eligible organizations. More details on the Services required are provided in the Terms of Reference (Section 4 of this document).

3. The company will be selected under competitive procedures, in accordance with the procurement policies and procedures of Karandaaz Pakistan.

4. Proposals must be submitted before 5:00 pm Pakistan Standard Time on 12 January, 2018. A single sealed envelope, must be submitted to the attention of ‘The Procurement Department’ 1-E, Mezzanine Floor, Ali Plaza, D Chowk, Nazimudin Road, Blue Area, Islamabad. The Proposals must also be sent via email to procurement@karandaaz.com.pk. 

5. Any consulting firm feeling aggrieved may lodge a written complaint at ProcComplaint@karandaaz.com.pk not later than fifteen (15) days after the completion of evaluation process; however mere fact of lodging a complaint shall not warrant suspension of the procurement/award process.



Yours sincerely, 
The Procurement Department
Karandaaz Pakistan

SECTION 2. INSTRUCTIONS TO FIRMS

A. General
1 Scope of Proposal
Karandaaz Pakistan issues this Consultancy for the following services:
“Karandaaz Corporate Investment and Credit - Development of Gender Policy and Strategy”

Throughout this document:
i. The term “in writing” means communicated in written form (e.g., by mail, e-mail, fax)
ii.  “Day” means calendar day

2 Fraud and Corruption
Firms shall comply with Karandaaz Pakistan’s policy regarding fraud and corruption given in Section 3 of the RFP

3 Eligibility
The Prerequisites for this procurement are mentioned in Section 24 along with the evaluation criteria. The firm has an obligation to disclose to Karandaaz Pakistan any situation of actual or potential conflict that impacts its capacity to serve Karandaaz Pakistan’s best interests. Failure to disclose such situations may lead to the disqualification of the firm or the termination of its Contract. Karandaaz Pakistan’s policy with regard to conflict of interest is given Section 3 of the RFP. Firms shall provide such evidence of their continued eligibility satisfactory to Karandaaz Pakistan, upon request.

4 One Proposal Per Firm
Each firm shall submit only one Proposal, either individually or as a partner in a joint venture. A firm that submits or participates in more than one Proposal shall cause all the Proposals with the firm’s participation to be disqualified. 

5 Cost of Preparation of Proposal
The firm shall bear all costs associated with the preparation and submission of its Proposal. Karandaaz Pakistan shall not be responsible or liable for those costs, regardless of the conduct or outcome of the bidding process.






B. Request for Proposal
6 Contents of the RFP
The RFP includes the documents listed below and any Addendum issued in pursuant to point 8 of this section ‘Amendment of RFP’. 
Section 1 - Letter of Invitation
Section 2 - Instructions to firms 
Section 3 – Procurement Policy – vendor conduct
Section 4 - Terms of Reference
Annexure A – Proposal Submission Form
Annexure B – Template for submission of financial proposal

7 Clarification of RFP
All questions and/or clarifications regarding this RFP must be submitted via email to Procurement@karandaaz.com.pk no later than 5:00 pm local time on 05 January, 2018. All correspondence and/or inquiries regarding this solicitation must reference the RFP number and name.  No phone calls or in-person inquiries will be entertained; all questions and inquiries must be in writing

Questions and requests for clarification—and the responses thereto—will be circulated to all RFP recipients who have indicated an interest in bidding by 5:00 pm on 09 January, 2018.  

Only the written answers will be considered official and carry weight in the RFP process and subsequent evaluation. Any verbal information received from a Karandaaz Pakistan employee or other entity should not be considered as an official response to any questions regarding this RFP.

8 Amendment of RFP
At any time prior to the deadline for submission of bids, Karandaaz Pakistan may amend the RFP by issuing an Addendum.

If any Addendum to this RFP is issued, it shall be shared with all the companies who are invited to submit proposals.  

To give prospective firms reasonable time in which to take an Addendum into account in preparing their bids, Karandaaz Pakistan may, at its discretion, extend the deadline for the submission of bids, pursuant to point 17 ‘Deadline for Submission of Proposals’ of this section. 



C. Preparation and Submission of Proposals

9 Language of Proposal
All documents relating to the Proposal shall be written in the English language.

10 Documents Comprising the Proposal 

Prerequisites/Qualifying Packet:
· Name, address, website and contact information of applying entity(ies) 
· Registration certificate
· Tax registration number (NTN) along with GST information/status
· Audited financial statement for last year 
· Undertaking of ability to travel to and work across Pakistan 
NOTE: In case of a consortium, these prerequisites will apply to all partners. A lead should be clearly specified. Consortium partnerships will be exclusive i.e., applicants can only apply as part of a single proposal. 

Technical Proposal:
· Company Profile (organogram, team, governance, mission and vision)
· Profiles for proposed team (academic and professional qualifications, experience and proposed role in project)
· Project (Technical) Proposal (methodology, proposed work plan including schedule, milestones, deliverables)
· List of Professional Staff along with CVs of the relevant core staff showing project wise experience with exact time duration for the project.
·  Past performance on relevant/similar projects undertaken by applicant(s) by listing of similar works completed by the firm and similar works in hand, (duly certified by the employer at the work successfully completed along with date of start and completion or expected date of completion
NOTE: In case of a consortium, the role and relevant experience of each consortium partner should be clearly specified. 

Financial Proposal
· Financial Proposal
Detailed budget outlining the cost for each services mentioned in the Scope of Work. 

11 Currencies of Bid and Payment
Firms may express the price only in PKR.

12 Proposal Validity
Proposal shall remain valid for ninety (90) days after the Proposal submission deadline date established by Karandaaz Pakistan. A Proposal valid for a shorter period shall be rejected as non-responsive.

In exceptional circumstances, prior to the expiration of the Proposal validity period, Karandaaz Pakistan may request all firms who submitted their Proposals to extend the period of validity of their Proposal for a specified additional period. The request and the responses shall be made in writing. If the firm agrees to extend the validity of its Proposal, it shall be done without any change in the original Proposal and with the confirmation of the availability of the key experts. The firm has the right to refuse to extend the validity of its Proposal in which case such Proposal will not be further evaluated.

13 Proposal Security
In this procurement, a bid security is not required.

14 Alternative Proposals
Alternative Proposals shall not be considered.

15 Format, Signing, and Submission of Proposals of Proposal
The firm shall prepare and email a scanned copy of the documents comprising the Proposal as described in point 10 on official company letterhead. Each document shall be signed by a person duly authorized to sign on behalf of the firm. 

The Proposal shall contain no alterations or additions, except those to comply with instructions issued by Karandaaz Pakistan, or as necessary to correct errors made by the firm, in which case such corrections shall be initialled by the person or persons signing the Proposal.

16 Deadline for Submission of Proposals
Proposals must be received by Karandaaz Pakistan no later than 05:00 pm Pakistan Standard Time on 12 January, 2018.

Karandaaz Pakistan may extend the deadline for submission of Proposals by issuing an amendment in accordance with point 8 ‘Amendment of RFP’, in which case all rights and obligations of Karandaaz Pakistan and the firms previously subject to the original deadline shall then be subject to the new deadline.

17 Late Proposals
Any Proposal received late by Karandaaz Pakistan will be considered only at the discretion of the evaluation team.

18 Withdrawal, Substitution, and Modification of Proposals
Firms may withdraw, substitute or modify their Proposals by giving notice in writing before the deadline for submission of Proposals prescribed in point 16 ‘Deadline for Submission of Proposal’ of this section.

Each firm’s withdrawal, substitution or modification notice shall be prepared, sealed, marked, and delivered in accordance with point 15 ‘Format, Signing, and Submission of Proposals of Proposal’, with the subject line as: Responding to RFP for “RFP for Karandaaz Pakistan Corporate Investment and Credit - Development of Gender Policy and Strategy” - “WITHDRAWAL,” SUBSTITUTION” or “MODIFICATION” as appropriate. No Proposal may be substituted or modified after the deadline for submission of Proposals.


E. Proposal Opening and Evaluation
19 Proposal Opening
Karandaaz Pakistan shall open the Proposals, including modifications made pursuant to point 18, within 5 working days after the deadline or any specified time. 

20 Confidentiality
Information relating to the examination, evaluation, comparison, and post-qualification of Proposals, and recommendation of contract award, shall not be disclosed to firms or any other persons not officially concerned with such process until publication of the contract award. Any effort by a firm to influence Karandaaz Pakistan in the examination, evaluation, comparison, and post-qualification of the Proposals or contract award decisions may result in the rejection of its Proposal. Notwithstanding the above, from the time of Proposal opening to the time of contract award, if any firm wishes to contact Karandaaz Pakistan on any matter related to the bidding process, it should do so in writing at the address indicated in point 7 ‘Clarification of RFP’.

21 Clarification of Bids
To assist in the examination, evaluation, and comparison of Proposals, Karandaaz Pakistan may, at its discretion, ask any firm for clarification of the firm’s Proposal. The request for clarification and the response shall be in writing, but no change in the price or substance of the Proposal shall be sought, offered, or permitted except as required to confirm the correction of arithmetic errors discovered by Karandaaz Pakistan in the evaluation of the Proposals in accordance with point 25 ‘Correction of Errors’.

22 Preliminary Examination of Proposals
Prior to the detailed evaluation of Proposals, Karandaaz Pakistan shall first review each Proposal and check the power of attorney or any other form demonstrating that the representative has been duly authorized to sign the Proposal etc.

23 Determination of Firm’s Eligibility and Qualifications
Karandaaz Pakistan shall determine whether the firm meets the eligibility and qualification requirements (Prerequisites) of the bidding documents. Firms failing to comply with the eligibility criteria indicated in point 3 ‘Eligibility’ shall be disqualified.

Further, Karandaaz Pakistan shall determine whether the proposal is substantially responsive to the requirements of the bidding documents. The companies meeting the minimum qualification criteria will be evaluation on the criteria mentioned in the Section No. 27. 

Karandaaz Pakistan’s determination of a Proposal’s responsiveness is to be based on the contents of the Proposal itself. A substantially responsive Proposal is one, which conforms to all the terms, conditions, and specifications of the RFP, without material deviation or reservation. A material deviation or reservation is one (a) which affects in any substantial way the scope, quality, or performance of the service; (b) which limits in any substantial way, inconsistent with the RFP, Karandaaz Pakistan’s rights or firm’s obligations under the contract; or (c) whose rectification would affect unfairly the competitive position of other firms presenting substantially responsive Proposals.



24 Evaluation of Technical Proposals 

Prerequisites:
· Officially registered
· Has an NTN/ tax registration details
· Audited financials 
· Company website with complete list of projects
· Ability to travel to and work in Pakistan, specifically in close collaboration with Karandaaz staff and partners

A firm that does not meet the prerequisites for application will be excluded from the RFP process. Please note that firms must submit the above-mentioned documents in a separate envelope to the Procurement department at Karandaaz Pakistan. Only companies fulfilling the prerequisites will be evaluated on the following criteria:

Evaluation Criteria:

Technical Score (80 %)
1. Project proposal 
· Company Profile (demonstrated experience of working with financial and development sector organizations a policy and strategy level, in-depth knowledge of gender issues plaguing the SME sector is an added advantage which can be used to provide preliminary feedback during inception meetings and assessment stage of the consultancy ) (20%) 
· Proposed methodology and work plan/project schedule (comprehensiveness of the proposed scope of work, detailed knowledge of the Pakistani SME landscape in particular and financial inclusion in general ) (40%)
· Proposed team and study lead (highly recommended to be inclusive of a gender expert/social scientist, regulation and a financial sector expert familiar with SME Sector instruments) (40%)

The firms that receive 65% (52 marks out of 80) will proceed to the financial evaluation stage.

 Financial Score (20%)
· Detailed budget outlining the cost of each of the services mentioned in the Scope of Work/TOR. 


25 Correction of Errors
Proposals determined to be substantially responsive shall be checked by Karandaaz Pakistan for any arithmetic errors. Errors shall be corrected by Karandaaz Pakistan as follows: 

Where there is a discrepancy between the amounts in figures and in words, the amount in words shall govern.

The amount stated in the Proposal shall be adjusted by Karandaaz Pakistan in accordance with the above procedure for the correction of errors and, with the concurrence of the firm, shall be considered as binding upon the firm. If the firm does not accept the corrected amount, the Proposal shall be rejected.

26 Currency for Price Evaluation
PKR only. 

27 Evaluation of Proposal Price and ranking: 

Financial Score (20 marks)
· Detailed budget outlining the cost of each of the services mentioned in the Scope of Work/TOR 

20 points will be awarded to the lowest responsive bidder while rest of the bids will be allocated points according to following formula:
Points of a Bidder = (P1/ P2)* 20
Where: 
P1= Price of Lowest Responsive Bidder 
P2= Price of the Bidder

F. Award of Contract
28 Award Criteria
Subject to 31 below, Karandaaz Pakistan shall award the contract to a responsible firm with a complete financial and technical Proposal. 

29 Karandaaz Pakistan’s right to accept any Proposal and to reject any or all Proposals
Notwithstanding point 28 above, Karandaaz Pakistan reserves the right to accept or reject any Proposal, and to cancel the bidding process and reject all bids, at any time prior to the award of contract, without thereby incurring any liability to the affected firm or firms or any obligation to inform the affected firm or firms of the grounds for Karandaaz Pakistan’s action.

30 Notification of Award and Signing of Agreement
The firm whose Proposal has been accepted shall be notified of the award by Karandaaz Pakistan prior to expiration of the Proposal validity period in writing.

Karandaaz Pakistan will also promptly notify in writing each unsuccessful firm. After publication of the award. Also, Karandaaz Pakistan shall entertain a complaint from any firm that claims to have suffered or that may suffer, loss or injury due to a breach of a duty by the company in the conduct of this bidding process. Any bidder/potential contractor feeling aggrieved may lodge a written complaint at ProcComplaint@karandaaz.com.pk not later than fifteen (15) days after the completion of evaluation process; however mere fact of lodging a complaint shall not warrant suspension of the procurement/award process.



SECTION 3. PROCUREMENT POLICY – VENDOR CONDUCT

31 Corrupt or fraudulent practices
Bidders, suppliers, contractors and their agents (whether declared or not), contractors, sub-consultants, firms or suppliers, and any personnel thereof, shall observe the highest standard of ethics during the procurement and execution of contracts.

Karandaaz Pakistan shall not award contract if it is determined that the bidder, or any of its personnel, or its agents, or its consultants, sub-contractors, firms, suppliers and/or their employees, has, directly or indirectly, engaged in corrupt, fraudulent, collusive, coercive, or obstructive practices in competing for the contract in question. As part of bidding/ solicitation documents, Karandaaz Pakistan will seek declaration of ‘Non collusive non corrupt practices’ from each bidder. Format for such declaration is prescribed in section 3 of the standard bidding document. In pursuance of this policy, following terms are defined as follows:

a.  “Corrupt practice” is the offering, giving, receiving, or soliciting, directly or indirectly, of anything of value to influence improperly the actions of another party;
b.  “Fraudulent practice” is any act or omission, including a misrepresentation, that knowingly or recklessly misleads, or attempts to mislead, a party to obtain a financial or other benefit or to avoid an obligation;
c. “Collusive practice” is an arrangement between two or more parties designed to achieve an improper purpose, including to influence improperly the actions of another party;
d. “Coercive practice” is impairing or harming, or threatening to impair or harm, directly or indirectly, any party or the property of the party to influence improperly the actions of a party;
e.  “Obstructive practice” is deliberately destroying, falsifying, altering, or concealing of evidence material to the investigation or making false statements to investigators in order to materially impede investigation into allegations of a corrupt, fraudulent, coercive or collusive practice; and/or threatening, harassing or intimidating any party to prevent it from disclosing its knowledge of matters relevant to the investigation or from pursuing the investigation.

32 Avoidance of conflict of interest
Any firm participating in the procurement process should disclose any actual or perceived conflict of interest situation/condition. Any firm found to have a conflict of interest shall be ineligible for award of a contract. 

A firm shall be considered to have a conflict of interest in a procurement process if:
a. Such firm is providing goods, works, or non-consulting services resulting from or directly related to consulting services for the preparation or implementation of a project that it provided or were provided by any affiliate that directly or indirectly controls, is controlled by, or is under common control with that firm; or
b. Such firm submits more than one bid, either individually or as a joint venture partner in another bid, except for permitted alternative bids. This will result in the disqualification of all bids in which the bidder is involved. However, this does not limit the inclusion of a firm as a sub-contractor in more than one bid. Only for certain types of procurement, the participation of a bidder as a sub-contractor in another bid may be permitted subject to the company’s no objection and as allowed by the standard bidding documents applicable to such types of procurement; or
c. Such firm (including its personnel) has a close business or family relationship with a professional staff of the company who: (i) are directly or indirectly involved in the preparation of the bidding documents or specifications of the contract, and/or the bid evaluation process of such contract; or (ii) would be involved in the implementation or supervision of such contract unless the conflict stemming from such relationship has been resolved in a manner acceptable to the company throughout the procurement process and execution of the contract; or
d. Such firm does not comply with any other conflict of interest situation as specified in the standard bidding documents relevant to the specific procurement process.

33 Duty of care
The supplier in performance of services for Karandaaz Pakistan shall exercise duty of care. Duty of care holds the supplier responsible for the safety and well-being of its personnel and any third party affected by its activities.


SECTION 4. TERMS OF REFERENCE FOR DEVELOPMENT OF A GENDER POLICY


 TERMS OF REFERENCE	

Thematic Area:   	(SME) Corporate Credit and Investment 
Project Title:	Development of Gender Policy for Karandaaz Pakistan
Expected Start Date:	January 2018
End Date:	March 2018
Task Manager:		

About Karandaaz Pakistan 
KARANDAAZ PAKISTAN, established in 2014 and registered with the Securities and Exchange Commission of Pakistan under section 42, is promoting access to finance for small businesses through commercially directed investments and financial inclusion for individuals. Karandaaz operates through four program vehicles

Karandaaz Digital: Provides technical assistance and services to promote financial inclusion through technology enabled solutions. Karandaaz Digital is working with national regulators, public agencies, private corporations, and technology entrepreneurs to strengthen national payments infrastructure, digitizing government to people payments, corporate supply chains, and supporting FinTech innovation in Pakistan. 

Karandaaz Capital: Provides growth capital through credit facilities and private equity investments in small and medium size enterprises (SMEs) with the objective of generating commercial financial returns for Karandaaz and support broad-based employment generation in Pakistan.

Karandaaz Knowledge Management and Communication: Develops and disseminates evidence-based insights and solutions to inform the core themes of the company, including innovation, women entrepreneurship and youth, and to influence the financial eco-system to promote financial inclusion in Pakistan.

Karandaaz Innovation: Innovation Challenge Fund (ICF) running under Karandaaz Innovation provides risk capital and grants to partners with an aim to generate innovative yet practicable solutions for solving complex problems in areas of financial inclusion and entrepreneurship. The Fund is especially focused on addressing stubborn barriers faced by SMEs, women and youth in accessing appropriate financial services and participating in the economy.


The company has financial and institutional support from leading international development finance institutions; principally the United Kingdom Department for International Development (DFID) and the Bill & Melinda Gates Foundation. 

Objective
Karandaaz Pakistan wishes to hire a consulting firm to develop a Gender Policy (and subsequent Plan of Action/Strategy) for its Corporate Investment and Credit (CIC) business. It is exclusively funded by Department of International Development (DFID) to foster inclusive economic growth by building a vibrant ecosystem of financial and non-financial services for SMEs. The idea has been explained in DFID’s Enterprise and Asset Growth Program to leverage private sector equity and investment to promote small and medium enterprises' access to finance with special focus on employment generation for women and youth. 
DFID’s Enterprise and Asset Growth Program and current interventions by Karandaaz CIC business are attached as follows:


       

The consulting firm is expected to undertake a detailed exercise for designing and formulation of the Gender Policy relevant to the CIC business of Karandaaz Pakistan.. Specifically, the Gender Consultant will assume the following tasks  detailed below. 

· Conduct a desk review of existing documents, data and reports, to assess the gaps relating to inclusion of gender within the SME sector of Pakistan (e.g. gender division of labour, access to and control of resources and assets (especially financial), and technologies, needs and preferences of women-led vs men-led SMEs, and opportunities for and constraints on women’s participation in the SME sector). 

· Conduct a detailed review of existing Karandaaz documentation, including, but not limited to, DFID EAGR Business Case for Pakistan, CIC log-frame, targets, DFID documents and guidelines related to gender equality, sectoral strategies and policies to assess gaps relating to inclusion of gender within the CIC programmatic focus and interventions. 

· Hold meetings with relevant stakeholders to understand the objectives, operations, constraints and expectations within which CIC operates. Stakeholders will be identified in consultation with Karandaaz and may likely include its funders, board members, staff as well as partner institutions.  

· Prepare and present a Gender Policy relevant to Karandaaz CIC business, based on the long term objectives and policies of DFID. An initial draft will be reviewed by Karandaaz and comments will be incorporated in the final version. 

· Develop a Strategy and Plan of Action for operationalization of the policy by CIC. The same may (but not limited to) include identification of opportunities for impact through development and/or amendment of current or new programmes, and products. The plan of action for operationalization of gender policy should 

· take into account CIC’s log frame, with a clear focus on impact generation 
· include the development and/or strengthening of gender specific project components, or new programmes 
·  gender responsive targets and gender indicators as translated to a granular level from the CIC log-frame, which can be monitored on regular basis.
· Identify best practices related to gender which could be shared with SME credit/investment/equity partners for greater income/employment generation activities of women and youth. 

· Provide technical inputs and recommendations to the CIC Knowledge Management for generating gender related products for wider industry dissemination 

Reporting, Timeline, Deliverable

The Consultant/Consulting Firm will report to Karandaaz Chief Investment Officer (CIO) Karandaaz Pakistan may designate another qualified task manager. The Task Manager will have final sign off on deliverables and invoices subject to satisfactory completion and endorsement of the same.
The engagement shall commence in January 2018 for a total period of no more than 30 days. However, the assignment is expected to be spread over a period of 60 days, with conclusion no later than March 30, 2017. The Consultant/Consulting Firm shall provide a detailed workplan with the following indicative deliverables by the end of the engagement and remain available to respond to any queries thereafter, including one presentation to the senior management of Karandaaz:

	S. No
	Task
	Deliverable

	1
	Literature review of SME sector gender gaps
	SME Sector Gender Review Report

	2
	Review of Karandaaz documentation 
	CIC Gender Assessment report

	3
	Gender Policy 
	First draft submission

	4
	Gender Policy finalized
	Final draft incorporating feedback and iterations

	5
	CIC Gender Strategy and Action Plan
	Detailed Strategy inclusive of the gender indicators

	6
	SME Gender best practices identified 
	Submission of report on existing SME gender capacity building modules/tools/trainings identified

	6
	Validation Workshop
	Presentation of Gender Policy and Strategy to senior management


 
A briefing and debriefing meeting will be organized with Karandaaz senior management at the beginning and end of the assignment. 

The above are subject to minor amendments post award of the contract based on the consultant’s workplan as agreed upon between Karandaaz and the consulting firm.

Documents to be submitted

All applicants should submit a: 
· Qualifying Packet (with all relevant official documents bound in report form) 
· Technical Proposal – no more than 15 pages (additional 10 pages for Annexes)
· Financial Proposal – no more than 5 pages, complete with budget narrative 
Document specifications: Font Calibri, Font Size 11.
Late proposals or those that exceed the page limit will not be entertained.
Each document will be separately sealed and then included in one sealed package. Soft copy and hard copies must be mailed to the following office and email addresses no later than 11 January, 2018: 
Office Address: 1 E, Ali Plaza, Nazim ud din Road, D-Chowk, Islamabad
Email: procurement@karandaaz.com.pk 
Envelops should be marked: “Karandaaz Pakistan Corporate Credit and Investment Unit – Development of a Gender Policy and Strategy”.
All queries should be directed to procurement@karandaaz.com.pk no later than 02 January, 2018.


Annex - A

PROPOSAL SUBMISSION FORM

Dear Sir/Madam,

Having examined the Solicitation Documents, the receipt of which is hereby duly acknowledged, “THE FIRM NAME” undersigned, offer to provide consulting for “INSERT REFERENCE NUMBER” to Karandaaz Pakistan in accordance with the Price Schedule attached herewith and made part of this Proposal. “THE FIRM NAME” undertake, if our Proposal is accepted, to commence and complete delivery of all services specified in the contract within the time frame stipulated.

“THE FIRM NAME” agree to abide by this Proposal for a period of 90 days from date fixed for opening of Proposal in the invitation for Proposal, and it shall remain binding upon us and may be accepted at any time before the expiration of that period.

We understand that you are not bound to accept any Proposal you may receive.

Dated: this------day of -------2018




Name, Designation and Signature of the “firm Representative”


























Annex - B


Template for Submission of cost proposal:


	No. 
	Description
	Cost in PKR

	
	
	Personnel Cost 
	hours worked

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	

	5
	
	
	

	6
	
	
	

	
	Total Cost in PKR with Taxes
	
	



Please provide complete budget narrative.
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Intervention Summary 


What support will the UK provide? 


 
1. DFID will provide a grant of up to £75.7 million from 2013/14 to 2023/24 to the Enterprise and 
Asset Growth Programme (EAGR), through a newly established Special Purpose Vehicle (SPV). EAGR 
will help to unlock the potential of small entrepreneurs and businesses to drive growth, employment and 
trade; and address the particular needs of women and young people as entrepreneurs and job seekers. 
The programme is in line with one of DFID’s top priorities to support economic development and job 
creation, especially for women, recently set out by the Secretary of State (SoS)’s Strategic Framework 
for Economic Development. 
 
2. The bulk of funding (£40 million) will support a range of financial institutions through ‘recyclable 
capital’1 instruments to finance small and growing businesses (SGBs). This will enable them to grow and, 
in doing so, create jobs for the poor who then can build their assets. The remaining funds (£35.7 million) 
will be used to:  


a. build the capacity of financial and non-financial service providers who can, in turn deliver better 
business support services and financial solutions to SGBs; 


b. improve the investment climate for business (including for the financial sector) by reducing 
regulatory, legal and institutional barriers to trade and investment; 


c. provide challenge type funding to enable commercial and financial intermediaries to develop 
innovative products, services and delivery channels that will build greater financial inclusion 
among the poor, women and youth in particular, and small business in Pakistan; and 


d. develop robust monitoring, evaluation, and impact assessment, research and knowledge 
management. 


3. In addition, other international and Pakistani partners are expected to invest approximately 
£200m in grant and commercial funds. In particular, the Bill and Melinda Gates Foundation (BMGF) will 
provide US$15m (equivalent £9.3m) to support a Digital Financial Inclusion Centre, bringing the total 
value of the programme to £85m. Contingent on a successful start up and robust reviews of demand, 
DFID may consider upscaling its current level of funding from £75.7m to £200m. The additional funding 
is likely to be on retrunable basis2 to DFID. 
 
Why is UK funding required? 
 
4. The first peaceful transfer of power from one civilian government to another marks a political 
milestone in Pakistan. Maintaining the political momentum will rely on the new Government’s ability to 
solve economic problems, including flagging rates of growth, burgeoning unemployment, and 
widespread poverty.  The International Monetary Fund (IMF) and other donors have committed to assist 
Pakistan in its economic recovery and transformation. Sustainable economic growth will ultimately 
contribute to an end to aid dependency and help create a more stable trading relationship between 
Pakistan and the UK. 
 
5. Rising public sector borrowing has led the commercial financial sector, especially banks, to 
decrease lending to small and medium enterprises (SMEs), while simultaneously suffering rises in non-
performing loans (NPLs). Small growing businesses (SGBs), employing 5 to 250 people, find it hard to 
access finance to enable them to grow. Except for microfinance, there is currently an absolute dearth of 


                                                      
1 ‘Recyclable capital’ refers to use of DFID funds provided as grant by DFID to a trust or not-for-profit entity which invests these sums for specific 
developmental purposes and seeks return of principal with some financial return. The financial returns, lower than market usually, are 
compensated by developmental results sought by the investment however need to be enough to cover for losses and management costs of the 
entity to make it finically sustainable. The funds are recycled i.e. reinvested by the entity for achieving similar results. DFID neither seeks return 
of funds nor holds the asset on its balance sheet.  
2 ‘Returnable capital’ is similar in its purpose for use as ‘recyclable capital’ however it refers to such non-fiscal programmes where DFID has a 
legal right to the asset held and DFID seeks return of invested funds at some point stipulated in the programme life. 



Secretary Labour

Highlight



Adeeb Ali Mirza

Highlight



Adeeb Ali Mirza

Highlight



Adeeb Ali Mirza

Highlight



Adeeb Ali Mirza

Highlight



Adeeb Ali Mirza

Highlight







BUSINESS CASE 


EAGR FINAL DRAFT – MAR 2014 2 


funding for early stage and new enterprise. The lack of finance for SGBs and high default rates also 
stem from banks’ misunderstanding of the financing risks, lack of appropriate products, risk management 
approaches, and business models suited to SGBs.  
 
6. By contrast, the microfinance industry, including non-governmental microfinance institutions 
(NGO MFIs) and microfinance banks (MFBs), has grown substantially over the last ten years, but still 
only meets 10% - 20% of demand for microfinance. With average loan sizes of PKR25,000 (approx 
£147), terms of usually less than 12 months, and methodologies and staffing suited to group lending, the 
sector cannot effectively serve SGBs, which require larger, longer-term, individual loan products. In 
addition, it also lacks the volume and type of capital needed to finance SGBs. SGBs starved of finance 
and other support services cannot generate jobs, build assets, or contribute to economic growth. In turn 
poor people are unable to find the jobs that would enable families to move out of poverty and build their 
own sustainable asset bases. 
 
7. UK-led support can help the Pakistani financial sector address these challenges; and key 
stakeholders have requested DFID’s continued leadership in this area. DFID’s £50m Financial Inclusion 
Programme (FIP) (2008-2015) has demonstrably helped build the capacity and financial base of the 
microfinance industry. The State Bank of Pakistan (SBP), FIP’s implementing partner, has been a good 
custodian of DFID funds; and has helped to shape the microfinance industry and put it on a more 
sustainable growth path. FIP has had less direct involvement with commercial players, but credit 
guarantee instruments managed by SBP and initiatives such as branchless banking have shown the 
potential to leverage greater long term developmental impact. SBP, Pakistan Microfinance Network 
(PMN), Pakistan Poverty Alleviation Fund (PPAF), Securities and Exchange Commission of Pakistan 
(SECP) and donor agencies, including Germany’s Kreditanstalt für Wiederaufbau (KfW), IFC, BMGF, 
and Consultative Group to Assist the Poor (CGAP), have expressed an interest in joining DFID to 
expand financial inclusion and services delivery, and to reach beyond microfinance to focus on financing 
SGBs for growth and job creation. 
 
8. The Programme is designed to help the Pakistani financial sector make a sustained contribution 
to the country’s economic growth and poverty reduction goals by enhancing micro, small and medium 
enterprises (MSMEs) access to finance. EAGR will build on the instruments which yielded success under 
FIP – credit guarantees, capacity building support to intermediaries, and a challenge fund; and introduce 
three new wholesale products to expand the pool of finance available to a broad range of financial 
institutions and build their capacity to provide loans and other financial services to MSMEs, with a 
particular focus on SGBs. Targeted firm-level business support services will enable SBGs to maximise 
the value from their new investments. The use of digital technology to enhance financial inclusion will 
open new and more cost effective delivery channels and help overcome physical and cultural barriers to 
access. This enhanced array of instruments speaks to the scale, depth and diversity of approaches 
needed to transform this intervention from one of enabling increased financial access to job creation and 
asset growth. 


 
What are the expected results? 


 


9. The impact of the programme is ‘inclusive economic growth, higher incomes, and sustainable 
livelihood improvements for lower segments of the population in Pakistan’. The outcome is ‘improved 
MSME access to appropriate financial services translating into higher economic benefits for the state, 
and the poor and marginalized groups, in Pakistan’. Key results are: 


 At the firm level, the programme aims to reach nearly 236,000 micro, small and medium 
enterprises through its various components and will create 432,000 jobs over 10 years. It will 
create an additional output of over PKR 68.9 billion (£405 million equivalent) for these 
enterprises. EAGR will aim for at least 15% of the enterprises it reaches to be headed by 
women and half of the jobs to be held by women and youth (50% each) over the life of the 
programme by targeting sectors where women have significant opportunities, delivering 
business development support services to women, and market incentives to banks and other 
intermediaries to support women. 
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  At the intermediary level, the programme will support some 30 MFIs, MFBs, commercial 
banks, leasing companies, technology players and Islamic finance organisations. They will 
disburse a total of 1.9 million loans, leases and other financial instruments, with a gross total 
value of PKR 255 billion (equivalent £1.5 billion) over the 10 years of EAGR. Intermediaries 
accessing the EAGR funds will, as a condition for participation, be required to define targets for 
increasing the proportion of their portfolios dedicated to funding SGBs. EAGR will also help the 
intermediaries to achieve qualitative improvements in credit and risk management practices, 
and other indicators of institutional transformation. 


  At the market level, EAGR’s ‘recyclable capital’ funds will be operationally and financially self-
sufficient; preserving, growing and reinvesting their capital on a continuous basis. The success 
of these funds will encourage other investors to contribute to these funds or launch new funds; 
increasing the availability of debt and equity capital for MSMEs. EAGR aims to successfully pilot 
40 unique innovative value chain financing solutions across different sectors through a 
combination of business development services, challenge grants and/or provision of credit. 
Nearly 4,000 women and youth clients, working these clusters, will be provided training on 
business development services, entrepreneurial skills and financial literacy. Through 
demonstration of successful pilots as viable business lines for commercial capital providers, 
EAGR aims to create a major market development impact for MSME finance in Pakistan.   


  
10. EAGR will go beyond altering the instruments to build financial inclusion and business growth; 
and change the delivery channels. Funds allocated to ‘recyclable capital’ instruments will be deployed 
through vetted and well governed private sector institutions, while building their capacity to manage the 
risks associated with small enterprise financing. In order to lay the groundwork for sustained long-term 
commercial financing and support to SGBs through a spectrum of financial intermediaries, the financing 
facilities will follow market based pricing. This will be done with the explicit intention of leveraging further 
donor and private capital; and ensuring these funds remain in Pakistani financial institutions. In addition 
the challenge funds will create a stronger foundation in Pakistan for innovation in the areas of 
remittances, cluster/value chain financing and women and youth specific financing models. EAGR will 
complement centrally funded initiatives such as the IFC’s Global SME facility, support to CGAP and the 
IMPACT programme to ensure that their impact in Pakistan is maximised. 
 
11. The programme will place heavy emphasis on monitoring, evaluation, and impact assessment 
and the dissemination of this learning to support deeper engagement between the private sector, 
government, and donor partners on driving economic growth and poverty reduction through small 
business growth.  


 
Value for Money 
 


12. The combination of several design elements will ensure efficient and effective use of DFID’s 
funds to deliver long-term value for money.  EAGR will be implemented through an umbrella special 
purpose vehicle (SPV) which will partner and work through well-established players with specialized 
knowledge and market positioning in their respective areas. These structures, whose set up and on-
going management costs are similar to those that would be incurred in establishing the more normal 
project based PMU, establish legally enforceable mandates on their boards and management. Further, 
establishment as corporate entity requires observance of sound financial systems through recognised 
governance procedures which would enable DFID and other donors to better manage the risks 
associated with their funding. The financial entities managing recyclable capital instruments will be 
subject to similar supervision by the SBP or the Securities and Exchange Commission of Pakistan 
(SECP). EAGR, through the SPV, will negotiate performance-based grant and investment agreements to 
ensure a balance of incentives and penalties that encourage attainment of developmental, financial and 
other goals. DFID’s investments in the funds will leverage more donor and private sector finance and 
thereby enhance the impact of each pound invested. The investments will either remain in these funds or 
reinvested in new funds to achieve similar development results. 



Secretary Labour

Highlight



Secretary Labour

Highlight



Secretary Labour

Highlight



Secretary Labour

Highlight



Adeeb Ali Mirza

Highlight



Adeeb Ali Mirza

Highlight







BUSINESS CASE 


EAGR FINAL DRAFT – MAR 2014 4 


Strategic Case 


 
A.  Context and need for DFID intervention 
 


Lack of Growth and Private Investment 


 


13. Pakistan’s growth in recent years has been poor; falling from a peak of 9% in 2005/6 to an 
average of around 3% for the past five years3. With population growth at 2.2%4, real economic growth at 
current levels is negligible. Poor macro-economic governance has been the key factor contributing to the 
decline, but with the unstable security environment, recent natural disasters and a weak global economy, 
the impact has been significant. 
 


14. Fiscal mismanagement, characterised by budget deficits 
around 7-8% over the past few years and a tax to GDP ratio of 
around 9%, have constrained the ability of the government to 
play a meaningful role in funding public-sector led economic 
growth or job creation. At the same time, the government’s need 
to finance large fiscal deficits,  driven by the rising cost of running 
the state machinery due to inflation and inefficient subsidies to 
poorly performing state owned enterprises, has ‘crowded out’ 
credit to the private sector.  
 


15. Loans to the government represent profitable, low risk 
business for the banks, thereby leaving little incentive for banks 
to lend to the private sector. As a result, credit to government, at 
the cost of credit to private sector, as a percentage of the total 
Banks’ lending has increased from below 30% (2007) to over 
50% (2012)5. This has affected micro, small and medium 
enterprises (MSMEs) disproportionately as banks perceive them 
to be among the riskiest and most costly markets to serve. 
Pakistan’s imbalance between credit extended to the public 
versus the private sector now ranks poorly against comparable 
economies6. The credit to the private sector in Pakistan, as a 
percentage of GDP, has consistently dropped from 28.7% (2008) 
to 16.9% (2012) whereas global average for this indicator has 
been in excess of 125% throughout this period7.  
 
16. Meanwhile, private capital inflows have dried up, with 
Direct Foreign Investment (DFI) decreasing on an average by 
40% per year over the four years since the financial crisis8. 
Pakistan today is at or near the bottom of all relevant indices of 
national credit and investment performance, even when 
compared to regional competitors. The public sector’s limited 
resources relative to the size of the economy and large scale 
borrowing place acute financial constraints to growth and job 
creation, particularly among MSMEs. 


                                                      
3 Source: IMF – Staff Report for the 2013 Article  IV Consultation  (22 August 2013) 
4 Source: 2011 World Population Data Sheet, Population Reference Bureau (www.prb.org) 
5 Source: IMF – Staff Report for the 2013 Article  IV Consultation  (22 August 2013) 
6 Source: World Development Indicators 2010 
7 Source: World Bank Data on Private Sector (http://data.worldbank.org/indicator/FS.AST.PRVT.GD.ZS/countries/1W-PK?display=graph) 
8 Source: IMF – Staff Report for the 2013 Article  IV Consultation  (22 August 2013) 


Figure 1: Banks’ Lending Distribution 


Figure 2 


Figure 3 
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17. Pakistan has shown resilience to grow even at current rates despite serious internal and external 
challenges. The recent successful democratic handover of power, the first time of its kind in Pakistan, 
represents a new dynamic. The new Government has made tackling the economic situation its top 
priority. Together with renewed support from international donors, led by the IMF, this focus provides an 
opportunity for more rigorous macroeconomic management and will allow for the benefits to be shared 
more equitably than in the past. 


 


Growth, employment and poverty 


18. The World Development Report 20139 finds that higher rates of employment tend to correlate 
with high GDP growth rates. Pakistan has seen a similar association between employment and growth 
over the past 10 years.  According to the Pakistan Bureau of Statistics, GDP growth for 2003 equalled 
4.7%, while unemployment stood at 7.4%. GDP growth peaked in 2005 at 9% and following GDP growth 
rates of between 4% and 7%, unemployment declined, hitting a period low of 5% in 2009. Since then, 
growth rates declined and unemployment rise, hitting a peak of 6.1% in 2011, and stands today at 
approximately the same level. 


 
19. There are two critical structural challenges in Pakistan’s labour market: female employment rates 
are among the world’s lowest; and Pakistan has one of the highest fertility rates in the world, which is 
fuelling a population explosion and accelerating the number of new job seekers every year. As a result, 
official data is likely to grossly overestimate the true levels of employment, because these two groups – 
women and young people – are poorly represented within the total workforce.  


 
20. Despite some recent improvements, Labour data for Pakistan10 reveals low female labour 
participation rates. Provisional data from the Pakistan Labour Force Survey (Q2 FY 2012-13)11 highlights 
that the majority of men and women in rural and urban areas work in the informal sector. It is generally 
recognised that job and asset creation are more limited in the informal economy than in the formal 
sector. 


Table 1:  Selected key indicators of the labour market (%) 


 


             Source: Pakistan Labour Force Survey  


 


21. Poverty data from 2008, shows that about 21% of Pakistan’s population lived on less than $1.25 
per day12 and 60% survived on less than $2 a day (PPP). Even though, recent official poverty data has 
not been released, estimates suggest that the poverty headcount is much higher. The 2012 Human 


                                                      
9 Source: WDR details 
10 Defined as “All household enterprises owned and operated by own-account workers and enterprises owned and operated by employers with 
less than 10 persons engaged; excluded are all enterprises engaged in agricultural activities or wholly engaged in non-market production”. 
11 http://www.pbs.gov.pk/sites/default/files/Labour%20Force/publications/salient_features.pdf  
12http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPOVERTY/0,,menuPK:336998~pagePK:149018~piPK:149093~theSitePK:33699
2,00.html  



http://www.pbs.gov.pk/sites/default/files/Labour%20Force/publications/salient_features.pdf

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPOVERTY/0,,menuPK:336998~pagePK:149018~piPK:149093~theSitePK:336992,00.html

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTPOVERTY/0,,menuPK:336998~pagePK:149018~piPK:149093~theSitePK:336992,00.html
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Development Index (HDI)13 rank for Pakistan stood at 146 (out of 187 countries) with a score of 0.515, 
lower than the South Asian average of 0.558 and the global score of 0.69414. The World Economic 
Forum’s Gender Inequality Index (2013), a measure reflecting differences between women and men, has 
Pakistan ranked at dismal 135 (out of 136 countries). Going beyond income poverty, the 
Multidimensional Poverty Index15, an index of acute multidimensional poverty measuring deprivations of 
living standards, education and health, classifies 49.4% of Pakistanis as poor (the lowest classification). 
 


Micro, Small and Medium Enterprises (MSMEs) and Small Growing Businesses (SGBs) 


22. There is no universally accepted standard definition (amongst governments, donors, the private 
sector and academia) for characterising MSMEs as distinct from Small and Medium Enterprises (SMEs) 
or even Micro and Small enterprises (MSEs). Most of the literature focuses on SMEs as these tend to be 
slightly larger in terms of size, and more likely to be formalised and captured by official statistics. 
Critically, this literature also tells us that a strategy to increase growth, jobs, and assets should not focus 
on traditional definitions of (M)SMEs categorized by size of employment or turnover.  
 
23. Growing economies have vibrant SMEs, and vibrant SMEs thrive in growing economies16.  
Globally, SMEs account for 29% of formal GDP and dominate the informal sector, employing 48% of the 
labour force in developing countries17. SMEs contribute significantly to Pakistan’s economy. The 
Economic Census (2005) reports that over 90% of the 3.2 million businesses in Pakistan are SMEs; 
contributing 30% to GDP, 25% to total export earnings, and employing 70% of the non-agriculture labour 
force. Global evidence suggests SMEs create more jobs than large firms, and can comparatively 
contribute more to economic development than they currently do18. 
 
24. Research in Chile highlighted the World Development Report (2013) offers a more nuanced, and 
compelling view that small firms, especially those in manufacturing sectors, play a major role in 
employment and a more substantial role in the churn of job creation and destruction. International 
Finance Corporation’s (IFC) Jobs Study 201219 supports this contention: “Small firms drive employment 
growth in developing countries, but they are also much more likely to enter and go out of business….  
[S]mall firms are unable to grow into larger ones in [low-income] countries. Removing [financial and non-
financial] constraints will disproportionately benefit MSMEs and allow them to grow into larger firms. 
Additionally, a focus on formalization of the economy is also recommended, particularly considering that 
informal enterprises tend to have lower productivity and poorer working conditions” 20. 
 
25. International research yields another important relationship. As GDP per capita grows, so do 
wages and social security coverage. These improvements, however, do not derive from growth per se, 
but from increased productivity and competitiveness. In other words, “Increased productivity is essential 
in order for employment growth to lead to poverty reduction”21. While micro and very small enterprises 
may account for most of the jobs, “…small companies typically offer a wage premium of 10% to 30% 
over micro and very small businesses, and large companies offer a premium of 20% to 50%”22. The core 
challenge is to improve the prospects for micro and small enterprises to grow, so they sustain and 
generate jobs, and create income and other derivative assets for their owners and employees. 
 
26. The Aspen Network of Development Entrepreneurs (ANDE) “Engines of Prosperity – ANDE 
Impact Report 2012” defines SGBs as commercially viable businesses with 5 to 250 employees that 
                                                      
13 HDI is a composite index which measures average achievement in three basic dimensions of human development - a long and healthy life, 
knowledge, and a decent standard of living. 
14 UN’s Human Development Report (http://hdrstats.undp.org/en/countries/profiles/PAK.html)  
15 Available at: www.ophi.org.uk/policy/multidimensional-poverty-index/  (Nov 11) 
16 A review of the ‘SMEs16, Growth and Poverty’ paper authored by Beck, T. Demirguc-Kunt, A. and Levine, R. (2005), concluded that the 
prevalence of SMEs is closely associated with growth, even if they do not necessarily cause growth. 
17 Tybout 2002, IFC Presentation 
18 Ibid 
19 http://www1.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/idg_home/job-creation-prelim-findings  
20 IFC Jobs Study, January 2013, p 14. 
21 Ibid, p 20. 
22 Ibid, p 19. 



http://hdrstats.undp.org/en/countries/profiles/PAK.html

http://www.ophi.org.uk/policy/multidimensional-poverty-index/

http://www1.ifc.org/wps/wcm/connect/topics_ext_content/ifc_external_corporate_site/idg_home/job-creation-prelim-findings
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have significant potential, and ambition, for growth. Typically, SGBs seek growth capital up to $2 million. 
SGBs differ from the more traditional characterization of MSMEs in two fundamental ways. First, SGBs 
are different from livelihood-sustaining small businesses, which start small and are designed to stay that 
way. Second, unlike many medium-sized companies, SGBs often lack access to the financial and 
knowledge resources required for growth23.  
 
27. A recently completed global survey24 concluded that: “Improving access to finance can help firms 
expand their operations, which can have a positive effect on the quality and number of jobs created. The 
effects tend to be greatest for smaller firms. Combining access to finance with advisory services also 
tends to have a more positive effect on employment generation”. 
   
28. When SGBs have access to a combination of appropriate finance, business development 
services, and a reasonable business/investment climate, they create jobs and assets.  Moreover, 
focusing on firms that work along the supply and value chains in specific sectors tends to enhance the 
impact of the finance offered. Headed by entrepreneurs with a profit and growth motivation, SGBs show 
a potential and propensity to grow and improve productivity and efficiency, which in turn leads to better 
and more sustainable job and asset generation. 
 
29. The ANDE report also says “...formal jobs allow people to earn more for themselves and their 
families25. The relationship between economic growth and poverty reduction is complex… small and 
growing businesses represent one of the most promising ways to create…jobs; and as discussed above, 
as the number of employees rises, so do wages” 26. 
 
30. The IFC Jobs Study 3013 describes the ways in which finance propels SGBs: “While it is difficult 
to attribute job creation effects entirely to access to finance, the various channels through which access 
to finance positively affects jobs are as follows: There is a positive relationship between external finance 
and the number of start-ups, closely related to entrepreneurship; and access to formal financial sources 
allows higher investments in capital, new technologies, research and innovation. It can also support 
leverage [i.e. higher debt to equity ratios, which tend to boost returns on equity] that can lead to 
improved returns”27. Recent examples are able to demonstrate the impacts of micro and small loans on 
job creation. USAID Tijara programme 2012 in Iraq focused on promoting job creation, business 
expansion and access to finance. It disbursed 420,000 micro and small loans (23% women) worth $1 
billion, and created 331,000 jobs. According to another study by Kondo (2008), households running 
small businesses in Philippines which received microfinance have 17% more employed persons than 
non-programme clients  
 
31. Thus, in order to maximise the potential for business and economic growth, programme 
interventions should focus on the SGBs sub-set within the broader MSME category; through the 
provision of not only appropriate financial services, but also complementary (non-financial) business 
services.  
 
Small enterprises in Pakistan 
 
32. Pakistan’s enterprise landscape shows a classic ‘missing middle’ – millions of informal 
microenterprises, a handful of medium and large enterprises, with a negligible number of small 
businesses (Table 2). A closer examination of the composition of Pakistan’s MSMEs highlights the 
opportunity and challenge to economic growth via MSMEs, as 90% employ fewer than five people. Also, 


                                                      
23 “Engines of Prosperity – ANDE Impact Report 2012”, p 7. 
24 Gloria Paniagua and Anastasiya Denisova, Meta-Evaluation on Job Creation Effects of Private Sector Interventions, 9/4/2012 
25 . IFC, IFC Jobs Study: Assessing Private Sector Contributions to Job Creation and Poverty Reduction, (2013), 
http://www1.ifc.org/wps/wcm/connect/1c91a5804e6f1b89aceeacfce4951bf6/IFC_FULL+JOB+REPORT_REV2_JYC.pdf?MOD=AJPERES  
26 9. IFC Jobs Study, (2013). 
27 IFC Jobs Report 2013, p 84. 



http://www1.ifc.org/wps/wcm/connect/1c91a5804e6f1b89aceeacfce4951bf6/IFC_FULL+JOB+REPORT_REV2_JYC.pdf?MOD=AJPERES
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as compared to other South or South East Asian economies, Pakistan seems to suffer from low levels of 
enterprise formation28. 
 


Table 2:  Establishments by size of employment 


Size of 
Employment  


2001-02 (Number 
in 000s)  


Share  Increase 
from 1998 


Cumulative Cumulative 


1  1,248  39.3 % + 5.7%   


2-4  1,647  51.9 % +141.5% 2,895 91.2 % 


5-9  166  5.2 %  +79.6%  3,061 96.4 % 


10-19  49  1.5 % + 39.9%  3,110 97.9 % 


20-49  20  0.6 % + 33.1%  3,130 98.5 % 


50-99  5  0.2 % + 19.3%  3,135 98.7 % 


100-199 n/a     


200-499 n/a     


500-999 0.5     


1000 and 
above 


0.2     


Total  3,175 100.0 %  + 56.4%  3,175  


Source: Economic Census from Beaconhouse Report “Financing of Firms: Policy Imperatives for SMEs” 


 


33. These two factors combined would seem to indicate that Pakistani MSMEs could contribute much 
more to GDP and employment if they grew and if there were more of them; hence the focus on MSMEs 
that are SGBs. 
 
Access to finance for small enterprises in Pakistan 
 


34. In nominal and real terms, the share of credit going to SMEs in Pakistan has dramatically 
declined – from Rs437 billion (£2.57 billion) and 16% of total lending in 2007, to Rs234 billion (£1.38 
billion) and 6% of total lending in 201329.  Fewer than 150,000 SMEs (3.8% of SMEs as opposed to 33% 
in India and 32% in Bangladesh)30 currently borrow from banks in Pakistan. Even as far back as 2005, a 
Kreditanstalt für Wiederaufbau (KfW) survey estimated an SME funding gap of Rs277 billion (£1.63 
billion) for small businesses alone. 


 
35. In recent years, MSMEs in Pakistan have faced serious challenges. They have endured a lack of 
power and energy, complicated bureaucratic requirements, a predatory state, corruption, and weak 
capacity. The effect has been amplified by the decline in sources of formal finance, which have 
prevented MSMEs from taking advantage of such economic opportunities. As such, they have struggled 
to play a meaningful role in driving innovation, employment and economic development. 


 


                                                      
28 For example, Indonesia, with a comparable population of about 240 million people, has over 40 million micro or small enterprises.  Even 
allowing for inevitable definitional differences, this seems to be an enormous gap. 
29 State Bank of Pakistan Development Finance Review June 2013 
30 IFC Presentation on Developing a Sustainable SME Banking Franchise in Pakistan 
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36. Reduced access to finance does not directly cause MSMEs to reduce in size, decline or even 
collapse. As discussed above, there is a direct causal relationship between business and more general 
economic growth. A weak business and economic climate, allied to scarce credit, usually obliges 
MSMEs to adopt survival tactics until conditions improve thus furthering the negative economic and 
employment conditions. 
 
37. A common outcome of these conditions is the rapid deterioration in the quality of banks’ loan 
portfolios, as illustrated in figure 4 below.  


 


Figure 4:  SME Lending in Pakistan 2007-13 


  


 Source: State Bank of Pakistan Data 


38. Between 2007 and 2013, Non-Performing Loans (NPLs) substantially increased from 9% to 
38.3%31. This is very high when compared to international benchmarks. NPL data are not sufficiently 
disaggregated to conclusively tell us why NPLs have risen so dramatically. Anecdotal evidence suggests 
that banks have had problems collecting medium sized loans, which comprised a larger proportion of 
their portfolios, therefore disproportionately driving up the NPL ratio. Meanwhile, NPLs among 
Microfinance Banks (MFBs), which serve almost exclusively micro and very small enterprises, have 
never gone above 3.6% over the past five years. Thus, it appears that the NPL problems have been in 
larger and longer term loans, rather than in what DFID proposes to encourage – namely, relatively 
smaller loans to SGBs. 


                                                      
31 SBP Development Finance Annual Review June 2013 
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39. Data collected by the World Bank Enterprise Surveys highlights that internal financing32 is the 
major source of funding investment used by Pakistani firms: 89% as opposed to a global average of 
68%, the South Asian average of 71%, and 58% in India (as shown in figure 5 below). 
 


Figure 5: Sources of SME finance in selected countries 


 


Source: World Bank Enterprise Surveys 


40. Recent corroborating evidence33 reveals that Pakistani banks prefer to lend to large corporate 
clients whilst MSMEs struggle to survive as they are kept at bay through stringent collateral 
requirements, high mark up, lengthy and convoluted documentary processes, and to some extent 
malpractices by banks and financial institutions. As a result many banks have lost their skills and 
capacity to serve MSMEs, for example of providing cash-flow based (i.e. non-collateralised) lending. 
 
41. Leasing is an important financial instrument for the transfer of productive assets to SMEs and 
individuals. Between 2009 and 2011, as credit lines from commercial banks to leasing companies 
declined from Rs60.4 billion (£411 million) to Rs34.9 billion (£237 million), the combined assets of non-
bank financial institutions and Modarabas34 fell from Rs99.2 billion (£675 million) to Rs70.8 billion (£411 
million), with total lease disbursements dropping from Rs22 billion (£149 million) to Rs15 billion35 (£101 
million). Consultation with the Association of Leasing and Modaraba companies has confirmed that while 
the industry seems to have reached the bottom of the cycle, there is still the need for additional capital, 
and the industry would welcome both credit lines as well as guarantees for commercial financing.  
 
42. The decline in bank and non-bank finance to SMEs, alongside the evidence of extremely high 
rates of self-financing among SMEs, tells us there are substantial gaps in the financial system on the 
supply side. Pakistan’s capital markets lack a range of financial service options that can meet the needs 
of MSMEs as they progress from one stage of growth to the next. In order to address this situation, risk 
capital as well as technical assistance will be required to help banks strengthen their internal capacity to 
understand the needs of MSMEs and serve them better. 
 


Status and Impact of Micro-finance and Microcredit in Pakistan 


43. The number of microfinance clients in Pakistan has increased dramatically over the past 10 years 
from a negligible base to 2.8 million borrowers, 5.1 million savers and 3.2 million micro insurance policy 


                                                      
32 Internal financing is generally understood to be money from family and friends; and is commonly the finance that enables many MSMEs 
worldwide to begin operations. Typically, this source of finance is gradually replaced by more formal sources of finance. 
33 Qureshi, Javed and Herani, Gobind M. (2011): The role of small and medium-size enterprises (SMEs) in the socio-economic stability of 
Karachi. Published in: Indus Journal of Management & Social Sciences No. 5(1): (30. June 2011): pp. 30-44 
34 Non-bank Islamic financial institution 
35 NBFI and Modaraba Association of Pakistan – Yearbook 2011 
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holders being served by nearly 2,000 branches of microfinance providers spread across 93 districts of 
Pakistan (Microwatch 29). The partnerships of MFPs with growing branchless banking service providers 
opens up new avenues for increased outreach to microfinance services.  
 
44. Despite this positive shift, approximately 25 million Pakistanis remain outside the formal financial 
system. The funding gap for microfinance has been estimated at currently Rs27 billion (£159 million) and 
growing to Rs73 billion (£429 million) by 201636. To meet this challenge, large injections of capital and 
other resources will be necessary, requiring a transformation in the way MFIs and MFBs are financed; as 
well as the ways they in turn finance MSMEs. The scale of finance required and its sources are 
illustrated in Figure 6. 
 
45. Similar to the commercial banks, MFIs and MFBs will also need technical assistance to help them 
better serve the MSME segment. Currently average loan sizes in the microfinance sector hovers around 
PKR 25,000 (£147). While the average loan size is increasing gradually and some of the more capable 
MFBs are already lending at significantly higher levels, it still falls short by some margin of the financing 
requirements of SGBs. The SBP regulations currently allow MFBs to lend up to PKR 500,000 (£3000) 
and would be willing to consider raising this limit if the sector can demonstrate that they have the 
capacity to safely lend at those levels. To date, the microfinance sector as a whole has yet to 
demonstrate this capability and technical assistance can help MFBs move to lending higher amounts 
and by extension better serving small businesses.  
 
46. Evidence from early systematic reviews and other sources show that microcredit has had mixed 
impacts on development outcomes and on poverty37. However, this first wave of systematic reviews was 
criticised by the industry and findings of subsequent studies have since been more balanced; and 
aggregated evidence from randomised controlled trials shows that microcredit has a positive impact on 
enterprise activity38.  Further evidence from a recently completed study on the impact of microfinance in 
Africa concluded that micro-credit alone, especially for the ‘poorest of the poor’ may be flawed, and 
possibly harmful, but that the evidence may support “a need to focus more specifically on providing loans 
to entrepreneurs, rather than treating everyone as a potential entrepreneur”39. A series of studies of 
DFID-funded programmes around the world, as well as work in the South Asian region corroborate these 
findings40. 
 


                                                      
36 SBP estimates of funding gap. 
37 Maren Duvendack; Richard Palmer-Jones, James G Copestake, Lee Hooper, Yoon Loke, Nitya Rao “What is the evidence of the impact of 
microfinance on the well-being of poor people?” A Systematic Review 
http://r4d.dfid.gov.uk/PDF/Outputs/SystematicReviews/Microfinance2011Duvendackreport.pdf  
38 Bauchert J; Marshall c; Starita L; Thomas J and Yalouris A. on Latest Findings from Randomised Evaluations of Microfinance –: 
http://www.cgap.org/sites/default/files/CGAP-Forum-Latest-Findings-from-Randomized-Evaluations-of-Microfinance-Dec-2011.pdf  
39 “What is the impact of microfinance on poor people?  A systematic review of evidence from sub-Saharan Africa”, 
Stewart R, van Rooyen C, Dickson K, Majoro M, de Wet T, p 6. 
40 Evidence from evaluations of DFID financial sector development programmes using qualitative and quantitative methodologies show evidence 
of positive impact: 



http://r4d.dfid.gov.uk/PDF/Outputs/SystematicReviews/Microfinance2011Duvendackreport.pdf

http://www.cgap.org/sites/default/files/CGAP-Forum-Latest-Findings-from-Randomized-Evaluations-of-Microfinance-Dec-2011.pdf
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Figure 6:  Microfinance Projected Capital Needs (2012-16) 


 


                          Source: State Bank of Pakistan (Data as of Sep 2012) 


47. The sum of these lessons from a global and Pakistani experience on microfinance resonates with 
overall focus on supporting SGBs. Microfinance can generate job, asset, and growth outcomes, as well 
as positive social benefits, if focused on micro entrepreneurs; and complement increased bank lending 
to larger SGBs. This implies a need in Pakistan to not just fill a funding gap, but to guide funding and the 
institutions towards more productive forms of microfinance directed to SGBs (that are ‘micro’ in terms of 
number of employees). 
 
Investment climate 
 
48. Pakistan ranks poorly on international rankings of the investment climate. Apart from the 
uncertain macro-economic environment and the infrastructure deficit, businesses also face high costs of 
regulatory compliance and red tape. Since 2005, Pakistan has fallen consistently from around 60th 
position in the World Banks Doing Business assessment to 110 today41 (out of 185). This impacts 
MSMEs disproportionately who do not have the resources or networks to navigate the bureaucratic 
complexities and thus, are more likely to stay in the informal sector. This existence excludes them from 
many services business need to develop and grow. Court cases take very long time for resolution and 
any SME, with significant assets subject to a protracted litigation, is more likely to default than survive till 
judgement. There is therefore a strong need to simplify and streamline the legal and regulatory 
environment for business and enhance their contribution to the economy.  
 
49. Commercial banks own the lion’s share (73.2%) of the financial sector assets of Pakistan whereas 
national savings hold 17%, insurance 4.3%, non-bank financial institutions 5.2% and microfinance a mere 
0.3%42. The banking system is generally well-capitalized, profitable and liquid. While NPLs remain high, they 
have come down since September 2011, as successive policy rate cuts have reduced the interest burden on 
borrowers. Despite this improvement, growth in banks’ lending to private sector continues to be weak while 
banks’ holdings of government securities continue to expand. On the funding side, bank deposits continue to 
grow strongly, supported in part by recent initiatives including branchless (i.e., mobile phone and internet) 
banking and a floor on deposit rates. As of end-March 2013, institutions falling below the minimum capital 
adequacy ratio hold only 6.7% of the banking system assets in Pakistan43. The financial sector, dominated 
by commercial banks, however lacks depth and some of the key infrastructure required to facilitate efficient 


                                                      
41 Doing Business (2014): www.doingbusiness.org  
42 Financial Stability Review – First Half, 2012, State Bank of Pakistan  
43 Source: IMF – Staff Report for the 2013 Article  IV Consultation  (22 August 2013) 
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financial intermediation. For example, bond markets are relatively underdeveloped, credit registries for 
the microfinance sector and commercial bank sector are not integrated, collateral registries (and a 
secured transactions regime more broadly) are currently not effective and payments systems 
infrastructure and financial monitoring for money laundering systems are operating sub-optimally. To 
contribute to the long term financial sector development these and other systems need to be 
strengthened to ensure the stability of the financial sector and promote outreach. 
 


Need for Intervention 


50. The analysis of growth, poverty and employment demonstrates the importance of economic 
growth for creating employment and reducing poverty as well as the scale of the challenge facing 
Pakistan to address its high levels of poverty while ensuring women and young people can join the 
formal labour market. Given the importance globally of MSMEs as the engines of growth, interventions 
need to target this sector; in particular SGBs of all sizes that have the opportunity and desire to expand 
operations, build assets and create well-paid jobs. To do this, SGBs need access to formal finance, the 
supply of which has declined very significantly in recent years, and has stifled private sector growth at all 
levels, especially among MSMEs. 
     
51. The Asian Development Bank’s Working Paper on ‘SME Development in Pakistan44 provides a 
cogent analysis of the binding constraints and market and government failures facing MSMEs and SGBS 
in particular; and in doing so provide a cogent framework for DFID’s intervention in this market that 
confirms our analysis. These are, in summary: 


 Poor access to finance (formal sector credit rationing, high costs of financing); 


 Low levels of skills and training among both MFI’s and SGBs;  


 Weak legal enforcement of contracts;  


 Regulatory enforcement (the high costs of compliance with fiscal and non-fiscal regulations, high 
 and cascading tariffs and smuggling); and 


 Market inefficiencies (high cost and poor delivery of infrastructure such as power and high 
 market transaction costs).  
  
52. To address these failures through EAGR, DFID in partnership with the Gates Foundation will 
commit £85m (DFID - £75.7m and Gates £9.3m) over a ten-year period to develop the financial and 
private sector’s capability to finance and support SGBs. With proper financing, non-financial business 
development services and targeted interventions to improve the business landscape, these SGBs will 
become more productive and generate jobs and other assets for their owners and their employees, 
including women, youth and the vulnerable poor. 
 
53. EAGR will channel a total of £40 million through ‘recyclable capital’ instruments that will provide 
liquidity to financial service providers - microfinance banks, leasing companies, and specialist SGB 
financiers, which currently are unable to acquire the amount or structure of finance required. These 
investment funds will then leverage additional capital from other donor partners as well as Pakistani 
capital markets. By supporting EAGR to invest through ‘recyclable capital instruments’, DFID will lay the 
foundation for sustainably funding the sector. 
 
54. EAGR will use the remaining funds to provide technical assistance and other grant financing to 
address capacity, sector and business landscape issues in partnership with the IFC/World Bank and 
CGAP in the following areas: 


 Access to finance: capacity building of microfinance organizations to (move up market and) 
promote MSME lending; capacity of Commercial banks for SME lending (and move down market 


                                                      
44 Analysing the Constraints to Growth: Faisal Bari, Ali Cheema and Ehsan-ul-Haque.  The methodology of the study is rigorous as it analyses 
data on constraints at a level of detail not available in other studies on Pakistan and captures local constraints as opposed to generic ones. 
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to service smaller MSME’s) (technical assistance); strengthening of the financial sector 
architecture (credit bureaus , collateral registries, support to SECP on micro-insurance) 


 Investment climate: creating an enabling environment for investment and job creation reducing 
the cost of doing business for MSMEs by cutting red tape and streamlining the legal and 
regulatory environment,  


 Capacity building of MSMEs: strengthening institutions that provide capacity building (business 
services) to MSMEs with a special focus on women headed businesses and those which employ 
large numbers of women and youth.  


 Challenge Fund Innovation Facility: risk sharing mechanism to support the private sector develop 
new products and services that serve the needs of MSMEs, and support financial inclusion of the 
poor, women and youth. 


 Monitoring, Evaluation, Impact Assessment: to rigorously test the assumption, that support to 
MSMEs will drive growth and employment; and how to better target interventions to have the 
greatest impact on the poor, women and youth.  


 Project and Knowledge Management Unit: Overall governance and management the programme, 
dissemination of best practice and affecting policy change. 


 
55. Other international and Pakistani partners, such as KfW, and commercial banks/funds, are 
expected to invest a further £200 million in grants and financial instruments. 
 
Why DFID? 
 
56. DFID has established a leadership position among donors in Pakistan in addressing financial 
inclusion. The current programme FIP has delivered substantial results, laying a strong foundation to 
build for scale, diversification and depth of impact. The proposed EAGR programme recognises and 
builds on the strong links between current and emerging needs and opportunities in Pakistan’s financial 
sector and the broader economy. 
 
57. DFID-Pakistan is well trusted for its recent track record in successfully implementing FIP.  The 
World Bank funded apex microfinance facility Pakistan Poverty Alleviation Facility (PPAF), BMGF, IFC, 
CGAP and KfW have shared their separate proposals with DFID to partner in MSME finance, 
SME/Investment Climate and the microfinance components of the new programme. Backed by FIP SME 
Credit Guarantee Scheme, Asian Development Bank (AsDB) has recently structured a commercial 
guarantee facility for dairy financing of rural SGBs. AsDB is keen to explore future partnership 
opportunities with EAGR for other clusters. The DFID-funded Global SME facility, implemented by the 
IFC, has already supported a number of projects in Pakistan. Going forward, the proposed EAGR 
programme can leverage the resources of these other programmes and the expertise of the institutions 
to ensure shared objectives can be met more efficiently. 
 
58. Significant interest has been shown by several regional private sector funds for co-investing and 
managing an investment fund that could finance Pakistani SMEs through non-bank routes and 
instruments. However, without DFID’s leadership, these donors and private sector actors are unlikely to 
enter or expand in the Pakistani market.  
 
59. Emerging opportunities, arising out of a relatively peaceful transition of civilian democratic 
government, provide DFID an opportunity to complement political with economic progress. Despite the 
country’s many challenges, Pakistani entrepreneurs are growing profitable international businesses and 
investors - especially from the Gulf & UK - have shown increasing interest in investing in Pakistan. In 
addition, the early success of EasyPaisa (a mobile money platform) and Tameer Bank’s debt bond issue 
hint at the innovations that could emerge; especially among MFBs and MFIs who have consistently 
demonstrated better loan portfolio quality for their MSME lending than the larger loans of the commercial 
banks. Knowledgeable market actors speak of the commercial and developmental potential of key 
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sectors, such as dairy and light manufacturing and engineering. The success of EAGR can stimulate 
further capital inflows to support SGBs in these sectors.  
 
60. The Medium Term Development Imperatives and Strategy for Pakistan Report (2010) 
recommended focusing on sectors that are more likely to create jobs, while relaxing the growth 
constraints and enhancing competitiveness (and encouraging savings)45. By focusing on deepening and 
broadening the pool and institutional options for financing for SGBs, DFID can contribute to the first 
strand. DFID’s initiative will also target sectors and clusters that hold the best potential for sustainable 
job creation, including for women and youth. 
 


Link to Strategic Policy Objectives 


61. EAGR fits in with the Secretary of State’s vision to work more closely with the private sector, 
while delivering real value and impact for priority populations, such as women. The Secretary of State 
succinctly articulated the focus of EAGR and DFID’s belief that this strategy will result in jobs and assets 
for the targeted populations when she said “If you ask people in developing countries what they want, 
they’ll give you one top priority – it’s a job….  People, wherever they are, want the opportunity to be 
financially independent, and to have the dignity of being able to provide for themselves and their 
family…Investing in women is hugely powerful because we know that women will reinvest 90% of that 
income back into their families and communities, so there’s a double bonus… And we know that it 
changes attitudes towards women in a beneficial way too”46. SGBs will generate additional business 
assets, such as fixed property or increased stock, while the jobs they sustain and create are assets to 
the employees. Those jobs generate or at least facilitate other benefits and assets for the individual, the 
person’s family, and even their community. Improved sense of well-being and social status (derived from 
having a job) are assets. A new roof or other improvements in the home (paid for by earnings from the 
job) are assets. Education and health care for children and other household members (paid for by 
earnings from the job) are assets. 
 
62. The EAGR programme interventions fall into two key areas of ‘an attractive investment climate’ 
and ‘improving access to financial services’ identified by the DFID’s Private Sector Development 
Strategy – 2011. The results would contribute to the wealth creation pillar of DFID-P’s current 
Operational Plan 2011-15. EAGR will be a central pillar of DFID Pakistan’s next operational plan.  It 
makes a significant contribution to the economic portfolio shift that has been informed by the Country 
Poverty Reduction Diagnostic 2014 and will help to operationalise the SoS’s Strategic Framework for 
Economic Development. 
 
B.  Impact and Outcome that we expect to achieve 
 


63. The expected impact of EAGR is ‘Inclusive economic growth, higher incomes, and sustainable 
livelihood improvements, especially for the vulnerable poor, women and youth in Pakistan’. This will be 
measured by tracking changes in business and personal income and assets, as well as changes in 
national indicators, such as Gross National Income per capita. Firm and household level impact 
assessments will seek to measure: increases in individual or household income and assets including 
social assets (such as education and health); against a baseline to be measured in 2014. 
 
64. The key outcome of the programme is ‘Improved MSME access to appropriate financial services 
translating into higher economic benefits for the state, and poor and marginalized groups, in Pakistan’. 
The result indicators would be appropriately disaggregated (gender, youth, poverty profile, etc.) for 
guiding and monitoring the effectiveness of resource allocation. 
 


65. Key results will be: 


                                                      
45 Final Report of the Panel of Economists, Medium-Term Development Imperatives and Strategy for Pakistan, Planning Commission, 
Government of Pakistan, April, 2010 
46 “Investing in growth: How DFID works in new and emerging markets”, Speech given by The Rt. Hon Justine Greening MP, 11 March 2013.  
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 Leveraging 400 times the value of DFID’s investments in recyclable capital instruments from 
 donor and commercial sources 


 At least 30 financial institutions (MFIs, MFBs, commercial banks, technology players, leasing 
 companies, etc.) are repeat clients of at least one of the recyclable capital funds 


 1.9 million loans and other financial products (leases) with a total value of £1.5 billion loans 
 provided to SGBs through EAGR credit and equity windows producing additional output of £405m  


 236,000 SGBs (15% will be to women-owned/headed) actively served by commercial banks and 
 other  private sector financial service organisations for the first time due to this programme 
 (Directly attributable to EAGR) 


 432,000 jobs created (half being women and youth, 50% each) 


 40 unique cluster finance solutions piloted along with 4,000 women ad youth trained on business 
 development services, entrepreneurial and financial skills  


 90% of Pakistan’s population living on less than $2/day within 5km radius of at least one active 
 Cash-In-Cash-Out point  


Macro level outcomes are expected to include: 


 Improved policy and institutional support at state and national levels, with improved services and 
 institutions (Collateral Registry, SME Exchange at Securities and Exchange Commission of 
 Pakistan, Better Taxation Regime for General Sales Tax in Punjab), catering to needs of 
 SGBs in a responsible manner;  


 Establishment and expansion of new institutions and models (off-grid water, energy, payment of 
 taxes to state, G2P etc.) that provide poor people financial services in a cost effective manner; 


 Establishment or growth of private sector entities that benefit the poor as producers, skill 
 providers and  consumers;  
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Appraisal Case 


A.  What are the feasible options that address the need set out in the Strategic case? 
[Establish the “Do Nothing” counterfactual and define the feasible options.] 
66. The design is informed by the rich implementation experience of the Financial Inclusion Programme 
(FIP) and based on rich institutional knowledge and feedback from financial sector partners across 
Pakistan. The design team developed and used a comprehensive assessment framework for generating 
and analysing the feasible options. At a theoretical level, a choice has to be made on elements that the 
future DFID-P investment would pick from amongst the three key financial sector development 
approaches: 


 Pro-poor/bottom-up - direct investments mostly in micro (direct delivery) and some meso 
(intermediary) financial institutions and providers offering supporting services (i.e. credit bureau’s); 


 Facilitating access to MSME finance - achieving results by working at all three levels i.e. 
supporting micro institutions, establishing sustainable meso players and introducing policy and 
regulatory reforms at a macro level; and  


 Market (Financial Sector) development - ‘light touch/high impact’ initiatives using high quality 
technical advice to identify critical points of leverage (‘tipping points’) wherein relatively small 
investments in the right institutions at the right time can yield not only broad demonstration, but also 
scale-up and replication. 


67. The options have been neatly structured in order to simplify analysis for market development 
implications, complexities and risks associated with different instruments capable of achieving similar 
logframe results. Based on the above considerations, in addition to Option 1 - ‘Doing Nothing’, there 
are two feasible options: 


 Option 2, FIP2 – implemented through the State Bank of Pakistan and would be an 
enhanced and scaled-up version of FIP. It proposes to augment the size of existing micro and 
SME credit guarantees being run under FIP. FIP2 would provide technical assistance (TA) 
along similar lines as what FIP has done to date, largely relying upon intermittent 
procurement of local, regional and international experts to work with selected financial 
institutions on an as needed basis. (DFID Budget £75m) 


 Option 3, EAGR – a private sector led initiative working with market-based institutions to 
expand access to MSME finance in Pakistan. EAGR will take a comprehensive market 
development approach to MSME finance, would coordinate the building of capacity of 
financial architecture, demonstrate sustainable leveraging of private sector capital through 
diverse recyclable capital instruments47 (grants, debt or equity) and encourage financial 
innovation for MSME finance in Pakistan. (DFID Budget £75.7m, Gates contribution £9.3m) 


68. Other options which were considered and dismissed fall into two broad categories: 


 First, implementation through other existing commercial, not for profit or government entities. A 
detailed institutional appraisal revealed that most did not have the mandate, capacity or ambition 
to deliver a comprehensive SME finance and capacity building programme. Others were 
constrained by their institutional arrangements which constrained their ability to deploy certain 
instruments that the market requires. An arrangement whereby DFID-P ‘directly procures’ the 
supply of services from the market for each of the workstreams separately would not be feasible 
as it would stretch limited DFID staff resources. It would also not create a sustainable institution 
to provide market based solutions for access to finance in Pakistan. Nevertheless, it will establish 
close working level partnerships with most of the local institutions during implementation.  


                                                      
47 ‘‘I want to look at other innovative ways to do more direct investment, including more projects based on returnable capital, which sees an 
investment fund, investing in local companies, creating jobs, generating a return that can itself be reinvested” - “Investing in growth: How DFID 
works in new and emerging markets”, Speech given by The Rt Hon Justine Greening MP, 11 March 2013. 
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 Second, implementation through existing or proposed centrally funded programmes such as the 
DFID funded, Global SME Facility, IMPACTS equity investment facility, or CGAP technology 
programme. Arrangements have been built into these programmes to receive funds from country 
offices and establish special “windows” through which dedicated funding could be channelled to 
these countries. The design process revealed that strong local presence was required to better 
leverage partnerships and coordinate between market players (including of the centrally funded 
programmes themselves. In lieu of an overarching facility able to full together different 
approaches to small business development, DFID would have to establish a number of individual 
arrangements with different centrally funded initiatives and imply a less strategic approach as 
well as impose a high management burden on DFID. 


69. EAGR and to a lesser extent FIP 2 would provide an overarching framework within which most of 


the proposed intervention approaches could be included. Also it would enable partnerships with a wide 


range of private sector players. 


Detailed Option Analysis 


Option 1: The ‘Do Nothing’ Counterfactual 


70. The counterfactual option assumes that DFID would terminate its relationship with FIP and cease 
its engagement in the MSME finance and development arena in Pakistan. Such a move would seriously 
slow development of the microfinance and SME financing markets. DFID’s FIP has been the only 
sustained, major financial access programme in Pakistan over the past five years, and no other donors 
have planned any new initiatives approaching its scale or reach. Except DFID funded FIP facilities, there 
is no other truly functional SME or microfinance credit guarantee leveraging private capital from the 
Pakistani market. 
 
71. Pakistan has made great strides in increasing access to microfinance over the past ten years 
(figure 7 below).  According to Microwatch 29 (Sep 2013), the industry has gone from negligible outreach 
in 2001, to approximately 2.8 million active borrowers, over 5.1 million active savers, and over 3.2 million 
micro-insurance customers. It is not possible to attribute this growth to FIP directly, even if 60% of the 
overall growth in the microfinance market has occurred since the inception of FIP. No DFID involvement 
in the market would almost certainly slow this progress. 
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Figure 7:  Active micro policy holders, savers and borrowers in Pakistan 


 


Source: Microwatch 26 (February 2013) 


72. The supply-side of the microfinance market has developed and diversified well. It now stands at 
10 Microfinance Banks (MFBs), 6 Rural Support Programs (RSPs), 12 Specialized Microfinance 
Institutions (MFIs), and 7 Multi-dimensional NGOs – all employing over 14,000 staff and dispersed over 
more than 1,900 outlets. However the consensus amongst the industry is that the microfinance sector 
has a potential of 30m clients, which means a penetration rate of 8% (credit) to 15% (savers) and that 
despite recent progress, much remains to be done in bringing the lower poverty tiers into the financial 
markets.  This would be an enormous void to fill in the absence of assistance from the leading donor in 
the field in Pakistan, DFID. 
 
73. Yet, microfinance alone can’t serve the financial needs of small businesses. The average loan 
size has hovered around Rs 25,000 (approx. £147) over last many years. It is barely enough to finance 
some of the micro businesses and, due to inflation, has seriously eroded the purchasing power of the 
poor to engage in a wide range of other businesses requiring costlier income generating assets. 
Microfinance institutions have continued to lend to their existing base of clients without up-scaling as not 
enough liquidity was available to them. There is a need for microfinance providers to up-scale their 
average loans sizes and start serving the large SGB segment (dairy, poultry, small-scale manufacturing, 
local trading etc.) which is capable of generating jobs and growth etc. This will require focused capacity 
building of MFPs to engage in cluster/value chain financing. 


 


74. Commercial banks have forgotten how to lend to small businesses. On the one hand, the 
commercial banks found it attractive to lend to the state and state agencies at risk-free rates and the 
share of public sector borrowing kept rising at the cost of credit to the private sector, and on the other, 
more and more SMEs found it difficult to survive due to energy shortages and poor law and order 
conditions. The non-performing-loans have been swelling. Commercial banks who were engaged in blue 
chip lending and T-bills have de-skilled themselves of the SME finance capacity as the incentives were 
not in place to maintain and grow this capability. Given that the business environment is tough for SMEs, 
the capacity of the commercial banks needs to be developed for going down market, identifying 
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opportunities and managing lending to the specialized SME clusters in order to re-introduce this segment 
as a viable business line in the portfolio of the commercial banks.    


 


75. Innovations in the way financial markets operate and services they deliver are still required. The 
financial market currently lacks depth in terms of variety of institutions and instruments to serve MSMEs, 
and, existing commercial institutions, perusing short term profit incentives, are content with risk free 
lending to the public sector. EasyPaisa, a mobile money platform supported by FIP has triggered 
investments in the mobile banking industry in Pakistan. The branchless banking solutions have 
connected millions of people to financial services within a short space of time and catalysed new 
products and services such as mobile wallets, cost effective remittance payment systems and utility bill 
payments. DFIDP has been able to leverage these platforms to drive programming in social sectors 
through programmes such as the Benazir Income Support Programme. BISP has adopted branchless 
money transfer solutions for cash transfer and school voucher payments. With a do nothing option future 
innovations, especially in the small business sector may struggle to emerge and DFID P would be 
unable to leverage technology innovators in the same way. Further, no institutional player would be able 
to provide support for emerging area on Persons to Govt payments (taxes, fees, utility payments etc.). 
  
76. The microfinance industry and commercial banks are committed to market-based solutions for 
expanding access to finance. However the Government has recently announced an Islamic finance 
inspired subsidy programme (Qarz-e-Hasna) for microfinance and a separate small business loan 
programme. The industry, otherwise sceptical of the government’s ability to provide funding, is proposing 
solutions to avoid any market distortion that a one-off subsidy programme may cause. If DFID-P decides 
not to embark on a second phase, the industry, faced with lack of options, may actually regress to 
subsidy based programmes to survive. This would undermine the increasing commercialisation of the 
sector, something that FIP has worked hard to promote.  


 


77. The development needs of the capital market infrastructure are significant. Comprehensive 
measures to address factors such as weak contract enforcement and dispute resolution, which impact 
directly on the financial sector, remain largely unaddressed. FIP’s technical assistance and institutional 
strengthening funds for example have contributed to sector-wide knowledge and advancements (e.g. the 
client protection initiatives, cluster surveys, branchless banking regulations), as well as capacity building 
of MFIs and MFBs to enable them to become stronger institutions. But still more needs to be done. 


  


78. In the absence of DFID’s leadership in these areas, the ability to build the skills, structures and 
business models appropriate to finance MSMEs and intermediaries that focus on serving MSMEs, in 
other ways, would be substantially diminished. This would have a disproportionate impact on women and 
youth in particular, who face specific challenges in accessing financial and non-financial services for 
small business development. 


 


79. Other development partners would not necessarily step-up. Both KfW and Gates have clearly 
stated that they would not fund initiatives on their own, without DFID’s leadership and partnership. Far 
beyond questions of efficiency of management of donor funds, aligning with DFID for both of these 
organizations provides leverage and risk mitigation that they could not obtain otherwise.  Thus the 
commercially oriented debt fund that KfW would like to finance would certainly be less their £9.3 million 
investment, but also their globally recognized technical expertise in managing such funds – and thus, at 
best, operate sub-optimally, if at all.  Similarly, there are no other players as capable or as willing to 
finance the movement of branchless banking to the higher plain of digital financial inclusion i.e. without 
the £9.3 million of the Gates grant, this important element of the market would also likely stall. 
 
80. The World Bank has indicated that further funding to the sector is contingent upon the 
establishment of a commercially oriented wholesale funding facility for micro- and SME finance. The 
World Bank has acknowledged that it would have a much higher degree of comfort in committing new 
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funds to such an instrument if DFID were a partner. The IFC, through the DFID funded Global SME 
Facility, is currently building the internal capacity of the SME department of one of the second tier 
commercial banks. Other projects, including investments in commercial players and reforms to the 
market infrastructure, are in the pipeline. DFID also funds the IMPACT programme which aims to 
catalyse the development of a market for a new type of investors who are willing to fund innovative 
enterprises that serve the poor as employees, producers and consumers. Finally, DFID is also funding 
CGAPs proposed technology programme which seeks to leverage technology for financial inclusion and 
plans to work both at a global level and in priority countries including Pakistan. Pakistan is included in 
the scope of these global initiatives however the nature of market failure for MSME finance is such that it 
requires a comprehensive, sustained and dynamic market development response engaging at all levels 
of the market. As alluded to earlier, without a credible local counterpart with the ability to pull these 
various strands together, interventions by the Global SME Facility, IMPACTS programme and CGAP 
Global technology programme may struggle to have a sustained and transformational impact on the 
sector. 
 
81. In short, chances are good that the Pakistani microfinance and SME finance markets and the 
growth, jobs, and poverty alleviation impacts expected from those markets would become stunted, in the 
absence of a new DFID programme. 


 


Option 2: FIP2 – £75m State Bank of Pakistan (central bank) led MSME finance grant programme 
using the existing design, management arrangements and instruments of the Financial Inclusion 
Programme (DFID Budget: £75m) 


82. FIP2 is essentially a time and cost extension of FIP. It offers the advantages of very little start-up 
effort, tested audit and accounts management and sound fiduciary risk controls, well established market 
position and higher flexibility of re-allocation between existing FIP and FIP2 investments. It would also 
incur zero to negligible management costs as dedicated staff (Development Finance Group) of the State 
Bank of Pakistan currently managing FIP would continue to manage the FIP2.  
 
83. FIP2 would have its limitations.  It will continue to require SBP to play a conflicting role of both 
market developer and regulator. Programme decision making would continue to be dominated by SBP 
with limited independent input from private sector stakeholders. While it would include elements of each 
of the recognised approaches to support financial sector development mentioned earlier, it would be 
primarily positioned within the pro-poor, bottom-up approach.  


 


84. Knowledge and investment partnerships with KfW, IFC and the Gates Foundation would not 
materialize and it is legally not possible for SBP to enter into for-profit recyclable capital investment 
relationships (for debt and equity) with market players and thus would limit the range of instruments it is 
able to manage. FIP2 essentially is a conservative option of doing ‘more of the same’, giving the market 
more time to mature and waiting that some other donor or market itself to assume a leadership role and 
create facilities for market-based graduation of access to finance in Pakistan. 


 
85. Under FIP2, DFID will allocate £40m to financial instruments for the scale-up of existing credit 
guarantees and £35m to capacity building grant component.  


 


FIP 2 Instruments: 


 


86. The Microfinance Credit Guarantee Facility (MCGF): This instrument is a wholesale guarantee 
which allows MFB’s to borrow money from commercial banks with FIP/DFID funds underwriting the risk 
by providing either (i) first loss cover of up to 25%; or; (ii) an equal share in any loss of up to 40%. 
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87. FIP has an existing credit guarantee of £15m which to date has leveraged nearly Rs 8.0 billion 
(approx. £47m) from commercial banks for MFPs to on lend. In the second phase, MCGF will face two 
constraints: i) the commercial banks which have hit their per party limits of lending to MFPs will not be 
able to further avail of this facility; and ii) higher risk cover (initially up to 50% and dropped progressively 
to 33%) will be required for encouraging commercial banks to lend to riskier clients for hitherto 
unattended regions and business segments. With an additional £20m, the modified MCGF will be able to 
initially leverage Rs 4.7 billion (£28 million) rising up to Rs 8.3 billion (£49 million) in later years. This 
would contribute roughly one tenth/ninth of the additional debt requirement of Rs 40 billion (£267m)48 by 
2016 required to sustain the growth momentum of the microfinance sector.  


 


88. With the existing MCGF design, the additional resources will be sub-optimally utilized. To date, 
three most capable microfinance banks have consumed nearly 75% of the total guarantees available 
under that scheme. Going forward, it is difficult to expect that these microfinance providers will be able to 
leverage more capital from the market as commercial lenders are obliged to observe single party limits to 
manage their risks. For enhanced leverage, the MCGF could change the terms of its coverage and also 
widen its coverage to weak second/third tier players who have hitherto been outside the net.  


 


89. SME Credit Guarantee Scheme (SME CGS): This is a retail guarantee, which was intended to 
cover the losses of commercial banks for new, uncollateralised lending to the SME sector by providing 
first loss cover of up to 40%.   


 


90. While it has leveraged Rs 3.5 billion (approx. £20.6m) in lending to SMEs the scheme remains 
under-utilized (nearly 50% as of June 2013). There is strong evidence to conclude that banks have not 
actually extended their risk frontier – putting mostly safe loans under guarantee. For example, default 
rates under the scheme hover around 3-5%, much less than the industry average of 38%. More over 
much of this lending continues to be collateralised by up to 100% although this has fallen from the 
previous level of a 140% requirement. 


 


91. Without re-design of these instruments, under new management, there is no reason to believe 
that this sub-optimal performance would not continue. It is reasonable to assume that moral suasion of 
the State Bank of Pakistan had a lot to do with encouraging Banks to take up the guarantee. Having 
done so, they would be reluctant to put this capital at too much risk as perversely this may shine an 
unwanted spotlight on its operations by the State Bank of Pakistan, as the regulator of the sector. The 
scheme, even if fully leveraged, will be spread too thin and at best, only 2.5% of the outstanding SME 
portfolio of the commercial banks. 


 


92. It is proposed that in addition to the existing £13 million available under FIP, a further £20m 
would be invested in this guarantee bringing its total size up to £33m. Under current arrangements (with 
an initial risk cover up to 60%), the additional funding would be able to leverage nearly Rs 1.4 billion 
(approximately £8.2m) taking the total leveraged to Rs 5 billion, this would roughly make 1.5% of the 
outstanding SME loans of the commercial banking sector in Pakistan. For higher demonstration impact 
and for managing the risk of being too thinly spread, CGS will bring sector/cluster focus along with grant 
investments for capacity building of the financial intermediaries and cluster/value chain partners. Once 
partner banks are comfortable in later years, the risk cover may be reduced to 30%, increasing the 
leveraging of additional funding up to Rs 11.3 billion (£66m). At this stage of implementation, there are 
important lessons based on international experience which SBP may attempt to introduce subject to its 
framework limitations. The G20/IFC “SME Finance Policy Guide” enumerates a number of features 
especially important for success in credit guarantees, among these: approval rules and procedures; 


                                                      
48 SBP Microfinance Funding Gap Estimates  
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coverage ratios and fees; the need for external capacity building; supervision and evaluation; and, most 
of all, attention to risk management. 


 
93. Innovation Challenge Fund Facility: This instrument provides matching grants/ risk capital to 
private sector providers (and other financial sector entities) to pilot or scale-up innovations. Although 
SBP has played a key role in facilitating the emergence of mobile banking platforms and linking these up 
to government transfer schemes, the role as innovator is not one that it is well suited to. SBP by its 
nature is a conservative institution and necessarily so. It is the guardian, amongst other things of 
monetary policy and financial sector stability, so its cautious nature is fully warranted. This puts it at odds 
as a facilitator of innovations. For these reasons, it was found difficult to draw in private sector leadership 
in decision making for the challenge fund committee at the SBP. Only one round of the challenge fund 
could be held. The processes are sensitive to and dependent on the policy priorities of the senior 
management of the SBP, who are intensively engaged in the monetary and economic management 
issues. Industry has expressed concerns over the speed and overall (regulator and not partner) 
approach of the SBP. Our learning is that a challenge fund facility should be housed in a nimble and 
agile private sector setup capable of spotting opportunities for innovations and following them through by 
maintaining active dialogue and forging output based partnership with industry players.  


 
94. Whereas Gates Foundation acknowledges the role which FIP has played for developing the 
branchless banking industry in Pakistan, it will not partner and provide resources (equivalent of £9.3m) 
with FIP2 as it believes that the market has graduated to a point where a private sector led facility is 
required to take forward the innovation in the industry. Gates is an international knowledge hub and 
sponsor of the digital financial inclusion and Pakistan is one of its eight priority countries in the 
developing world. It may opt to go independent of DFID through a private contractor (a sub-optimal 
arrangement for Gates, industry and DFID) competing with FIP2.  
 
95. The MSME TA has a range of activities planned across a wide spectrum of state (Provincial 
Revenue Authorities, possibly Securities and Exchange Commission of Pakistan) and market players 
(Microfinance banks, Commercial Banks, Leasing Companies etc.). At market/firm level, the TA seeks to 
i) aggressively work with demand side MSME clusters which contribute to growth and can provide jobs 
and incomes for poor. The TA will provide business development services, trainings on entrepreneurial 
skills and financial literacy for businesses and will build value chain linkages for the identified clusters; ii) 
build capacity of the (supply side) intermediaries for making these clusters viable long-term business 
lines; and iii) invest in missing MSME infrastructure for improving business climate and removing 
investment hurdles. The FIP TA is focused on financial inclusion it has faced implementation challenges. 
It will be a challenge for SBP to work on EAGR TA catering to areas outside the normal areas of 
operation of the SBP.  
 
96. Management arrangements: FIP Secretariat will serve as the PMU for FIP2 and there will be no 
management cost under this option – a saving of £10m. SBP may provide dedicated staff for the PMU 
however, based on the FIP experience, it is likely that a PMU housed in SBP (apex regulator of the 
financial sector) will find it difficult to proactively engage and meaningfully negotiate capacity building 
solutions with a wide range of players over which it has less direct control or who would want to assert 
their independence from SBP’s mandate. Also, PMU will be subject to hierarchical control of the senior 
management of the SBP whose priorities may vary over the course of implementation of this 
programme. The PMU, subject to SBP’s procurement processes will be slower to deploy resources and 
may struggle to provide effective oversight over a very broad range of activities  


 
97. Continuing with the SBP arrangement would also deprive the market of any initiative to develop 
private sector capacity to manage development funds. As both credit guarantee schemes and the 
innovation facility are managed by the State Bank of Pakistan, there is little chance that SBP would or 
could transfer these schemes to private entities. 


 


Option 3: EAGR – £85m private sector led market development MSME finance programme 
offering an investment and a knowledge-led capacity building partnership through a combination 
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of grant and recyclable capital instruments for market investments (DFID Budget: £75.7m; Gates 
Contribution £9.3m) 


98. The EAGR proposal has been informed by the implementation experience of FIP and evolved 
over time. The fourth Annual Review of FIP (2012), recommended that to ensure long term sustainability, 
it is critical that a future programme is managed by a market-based structure capable of engaging with 
the private sector through a range of instruments, both for attracting and making investments (e.g. debt, 
guarantees and equity)  in SMEs. Meanwhile the central bank should continue to fully own the ‘financial 
inclusion’ agenda and continue to provide its critical support for the enabling environment.  
 
99. In terms of aligning with recognised approached for FSD, similar to FIP 2 it contains elements of 
all three approaches. However in this case its main focus will initially be on the second approach - 
Facilitating access to finance. Over the course of implementation it will gradually shift to taking a more 
market development approach until it is firmly positioned as the market developer. 
 
100. The proposed EAGR option has therefore been designed to implement such a programme 
through a special purpose vehicle (a not-for-profit Section 42 company)49, run by an independent Board 
and staffed by professional managers. Under EAGR, DFID will channel £40 million through recyclable 
capital instruments. DFID-P will provide all programme costs including for recyclable capital instruments 
as a grant to EAGR. EAGR in turn will invest these funds on a recyclable basis in the market and revolve 
the funds over time. Subject to necessary approvals, the programme will also enjoy the flexibility of re-
allocating amounts amongst different components in order to respond to the market in a dynamic fashion 
and to maximize development impact against these instruments. EAGR, as a sustainable institution, will 
have the ability to leverage private capital directly. The funds proposed under EAGR include: 
 
101. Microfinance Debt Fund (£15m): This instrument will provide credit (loans) to MFBs against the 
quality of their portfolio. The high average cost of funds remains a major constraint faced by 
microfinance providers. MFBs face variety of challenges for raising deposits. Their clients are poor and 
commercial banks, because of their size and status, are better placed to attract regular SME and 
institutional deposits. Using the FIP MCGF they can raise funds from the commercial banks at around 
12-13% (KIBOR50 plus 200 basis points). The microfinance assets as a percentage of financial sector 
assets in Pakistan are 0.3% only. The commercial Banks, for whom lending to MFB’s makes up a very 
small part of their portfolio, have little incentive to develop specialised risk assessment processes for this 
purpose and therefore adopt a very risk averse approach. The cost of fund impacts directly on the cost 
that MFBs charge their clients. 
 
102. As a specialised instrument that focuses exclusively on the microfinance sector, the debt fund 
would be better able to assess risk, perform specialized due diligence and thus offer lower interest rates 
to MFPs, expected about 1-2% above KIBOR. Being apex market based specialized debt fund, it can 
also act as standard setter for the industry incentivizing financial and management discipline in its 
partners. The debt fund will be open to other (donor or commercial) equity providers and may also raise 
commercial debt and placements from institutional depositors or impact investors. Also, borrowing MFPs 
would not be bound by single party limits (at least initially) in the same way as when borrowing from 
commercial banks. This would allow stronger institutions to access much more capital to more quickly 
drive their expansion plans. This in turn would accelerate the move to higher loan sizes, (up to the 
statutory limit set by SBP for microfinance banks to Rs 500,000 million (£2,940) and therefore enable 
them to better serve the needs of SGBs. 


 
103. The debt fund in partnership with KfW’s £6m (€7m) and PPAF’s £16m will be able to raise equity 
up to £37m. Through leveraging, it will be able to start with a portfolio of Rs 11.8 billion (£69m) taking it 
to Rs 23.4 billion (£137.6m) in later years. 


                                                      
49 Section 42 of ‘The Companies Ordinance, 1984’ provides for establishment of not-for-profit companies for promotion of commerce, arts, etc. 
The company may engage in for-profit activities however amounts earned are re-ploughed by the same company and no proceeds are returned 
to sponsors (such as DFID), shareholders or directors.    
50 Karachi Interbank Lending/Offer Rate  
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104. SME Credit Fund (£20m) – This instrument will provide credit (loans) to established financial 
intermediaries such as commercial banks and leasing companies. SME finance has regressed, due to 
poor lending models, weak capacity of lending organizations and a lack of excess capital for private 
credit. Unlike FIP, it will support targeted lending to selected clusters/value chains based on a rigorous 
analysis of local and global experience and data. This will help to demonstrate the viability of lending 
models and demonstrate the potential such approaches offer for SME finance. As opposed to blanket 
overall credit guarantee, SME Credit Fund will provide liquidity to the partner commercial banks, require 
them to blend their own money with credit lines, and on-lend to SGBs in identified clusters against an 
agreed workplan. The MSME TA will closely work with partners (SGBs for accessing financing, 
commercial banks for in-house capacity to appraise and rollout on-lending) in the value chain for 
designing and implementing these financing models. The objective will be to demonstrate the success of 
a model to both SGBs and capital providers and leave it to be replicated by the commercial banks 
themselves and by other players. Once the first cycle(s) is over, EAGR may then reallocate its credit line 
to new unexplored cluster(s) with higher potential of jobs and incomes for poor and develop a range of 
SGB business lines across different sectors.  
 
105. SME Equity Fund (£5m). This instrument would be able to ‘buy a share’ in SGBs which require 
equity and expert advice for growth. More than 90% of SMEs across different sectors in Pakistan fit this 
size range however limited to zero funds are available for equity investments in this segment. SGBs 
which have a mature business model and aspire to grow, from small to medium, need equity 
investments for building vertical linkages, bringing technological improvements in their methods of 
production and leveraging more debt for expanding its operations. The experienced fund managers of 
such equity funds not only provide financing but also much needed expert advice and mentoring for 
entrepreneurs and management of these SGBs. Equity investors at this scale fill the ‘investment/finance 
spectrum’ needed for capable SGBs to organically grow and graduate and, without them, an 
overwhelming majority of SGBs will continue to survive at their suboptimal levels not fully exploiting their 
potential for contribution to growth and job creation.  
 
106. With a ticket size of Rs 50 million per SME, the equity fund will be able to make nearly 44 
investments during EAGR life. No investment will exceed 25% of the equity base of the investee SGB 
and EAGR will target such sectors which offer results sought by the programme and offer higher 
demonstration potential for the growth of equity markets in Pakistan. Through MSME TA, support will be 
provided to the investee SGBs for identifying growth opportunities and business improvements. TA also 
plans to work with Securities and Exchange Commission of Pakistan for establishing an SME Exchange 
– next logical step to develop the SME equities market in Pakistan.  


 


107. Innovation Challenge Facility (£15m) for theme based rounds/windows on digital financial 
inclusion, clusters/value chain financing, remittances, trade and business between less connected 
communities, and women and youth related initiatives. The facility will use a variety of instruments (risk 
capital grants, TA, pump-priming etc.) and, for higher impact, will work closely with partners of recyclable 
capital instruments; essentially the same as for FIP 2 but more responsive to the market, fleet-footed and 
flexible to spot opportunities. Within EAGR, private sector led committee would decide its investments 
and EAGR will proactively engage with market for identifying high results opportunities. Key distinguish 
feature would be market positioning and this will ensure its success. 


 


108. £10 million towards MSME Technical Assistance and Capacity Building essentially the 


same as under FIP (approximately a 70/30 split between intermediary and firm level assistance, 


respectively). It however differs in partnership arrangements and flexibility to respond. Under EAGR, we 


propose to engage IFC as the lead implementation partner for this component. IFC, in consultation with 


design team at DFID-P, has shared a detailed proposal for MSME finance (both for firm and intermediary 


levels) and support for investment climate. Major areas to be covered include access to finance for 


MSMEs (strengthening financial infrastructure, increased outreach to micro clients by MFIs, and 
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enhanced bank advisory services to SMEs), management capacities for MSMEs, support on taxation for 


Provincial Revenue Authorities and technical assistance for Securities and Exchange Commission of 


Pakistan on establishment of SME exchange, regulatory capacity for micro insurance and MFIs and 


financial literacy of SMEs.      


 


109. £5 million for policy and knowledge management; EAGR plans to open up new investment 
areas for the MSME market in Pakistan. The policy and knowledge management will ensure that i) 
EAGR investments will draw on lessons learnt globally in the areas of digital financial inclusion, apex 
financing for microfinance and cluster/value chain financing; ii) create knowledge of financing models for 
demonstration to the market; iii) commission research and analytical pieces to advise EAGR 
investments; and iv) engage and lobby with wider stakeholders (industry, regulators, state agencies).  


 


110. £5m for monitoring, evaluation and impact assessment. This will allow to continuously 
feedback into design process for investment instruments in order to increase their impact on poverty. 


 


111. Centre for Digital Financial Inclusion: The Bill and Melinda Gates Foundation has offered 
(Annex B - BMGF) a knowledge and investment partnership to DFID-P. It will provide up to $15m 
(including up to 15% administration charges51 for EAGR) in grant funding over 2014-18 to support the 
Centre for Digital Financial Inclusion, a thematic centre investing through functional streams of the 
Innovation Challenge Facility, Policy and Knowledge Management and Monitoring and Impact 
Evaluation.  


 


112. The table captures a summary of the two options: 
Table 3: Options Table 


Option 2 – FIP2 Option 3 – EAGR 


Components £m Components £m 


A. Guarantees  A. Recyclable Capital Instruments  


MF Credit Guarantee (managed SBP in-


house) 


20 


MF Debt Fund (managed by PPAF)  


15 


SME Credit Guarantee (managed SBP in-


house) 


20 SME Credit Fund (managed through partner 


commercial banks) 


20 


  SME Equity Fund (managed through equity fund 


manager) 


5 


A - SUBTOTAL (Financial Instruments, 


DFID Costs) 


40 A - SUBTOTAL (Financial Instruments, DFID 


Costs) 


40 


SBP in-house, no management costs will be 


charged 


0 PMU Management (including CGAP £3.0m) 10 


Innovation Challenge Facility (Clusters, 


Digital Financial Inclusion, Value Chain, 


Women, & Youth) – SBP led decision making 


15 Innovation Challenge Facility (Clusters, Digital 


Financial Inclusion, Value Chain, Women, & 


Youth) – private sector led decision making 


15 


                                                      
51 To contribute to building rentals, utilities, operational costs, core staff costs i.e. HR, finance, CEO etc., of the umbrella facility. 
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Policy and knowledge management. 5 Policy and knowledge management 5 


Monitoring, Evaluation & Impact Assessment 5 Monitoring, Evaluation & Impact Assessment 5 


MSME TA (70% intermediary level, 30% firm 


level) – SBP in-house/local market sub-


contracting 


10 MSME TA (70% intermediary level, 30% firm 


level) – through IFC 


10 


SUBTOTAL 35 SUBTOTAL 45 


.   (less) Gates Contribution (equivalent of $15m) 


includes all digital financial inclusion costs and 


15% admn charge for EAGR 


(9.3)
52


 


B - SUBTOTAL (Capacity Building Grant 


Component, DFID Costs) 


35 B - SUBTOTAL (Capacity Building Grant 


Component, DFID Costs) 


35.7 


Grand Total (A+B) – DFID Costs £m 75 Grand Total (A+B) – DFID Costs £m 75.7 


 


B.  Assessing the strength of the evidence base for each feasible option including delivery 
routes 


113. In the table below the quality of evidence for each option is rated as either Very Strong, Strong, 
Medium, Limited (or No Evidence) 


Table 4:  Evidence Ratings for Feasible Options 


Option Evidence rating  


2 = FIP 2  Strong: Based on FIP track record and existing instruments, implementation 


should proceed relatively smoothly; but the programme would lack 


transformative and sustainable impact. 


3 = EAGR Medium: Leverages existing relationships and leadership position, and 


capitalises upon opportunities for transformation (jobs, not just access to 


finance) and sustainability (next step towards long-term commercialisation); 


even if it does introduce new risks. 


 


C.  For each feasible option, what is the assessment of local capacity? Is the intervention 
likely to strengthen capacity in a durable manner? 


114. Option 2 – FIP2 is less interventionist as compared with EAGR. FIP has developed some 
internal capacity of the State Bank of Pakistan for providing TA to the sector, institutional strengthening 
grants to the microfinance providers, managing challenging fund for financial innovation and 
implementing credit guarantees for the MSME finance. Given the new challenges posed by need for 
graduation, and SBP’s mandate as a regulator, FIP’s current design will struggle to effectively and 
proactively engage with the market to deliver at the desired level of ambition.  


 


115. The capacity of managing an MSME programme will remain a functional internal to SBP and its 
sustainability will depend on continued donor assistance. At a conceptual level, SBP cannot be expected 
to assume the role of market developer beyond its function of opening up regulatory space for the 
market. FIP2 does not promise to build new sustainable institutions nor does it aspire to proactively offer 


                                                      
52 $1=£0.62 (27th October 2013) - http://www.oanda.com/currency/converter/ 
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opportunities for structuring and demonstrating effective MSME finance solutions, it will rather wait for 
market to come forward and reach a point where private capital, freed up by public sector credit or 
relocating from sectors with lowering margins, sees opportunities of better returns in innovative MSME 
financing. 


 


116. Option 3 – EAGR has at the core of its design the willingness to create institutions that will 
become sustainable to serve poor households, microenterprises and SMEs, with an intention for the 
private sector to play an increasingly important role. This view is also shared by other donors (WB, KfW, 
AsDB, USAID, IFC). However the contrast with the existing FIP instruments is such that it will take a 
phased approach before reaching full commercialisation.  


 


117. The existing institutions (e.g. Pakistan Poverty Alleviation Fund, Small and Medium Enterprise 
Development Authority, Pakistan Microfinance Network, Business Support Fund, State Bank of Pakistan, 
SME Bank or Agribusiness Support Fund) either do not have the mandate or the capacity for offering a 
comprehensive MSME market development solution in Pakistan. A special purpose vehicle is therefore 
required at the centre of programme implementation to identify and engage strategically, in the right 
areas of the market, by forging partnerships with experienced actors and delivering through them.  


 


118. CGAP (World Bank) will provide leadership in the initial phase for setting up a comprehensive 
design of the programme. The IFC, experienced in providing TA, will work with firms and at an 
intermediary level and demonstrate to the market how sustainable solutions may be structured. PPAF, 
operational since 2000, specializes in lending to the microfinance sector and, by establishing a market 
based debt fund, will graduate to its next logical level of specialization. Capacity of commercial banks will 
be built, through a combination of TA and cluster/value-chain based credit financing, to sustainably lend 
to SMEs.  


 


119. A limited market in private equity/venture capital exists in Pakistan. Acumen Fund, operational in 
Pakistan since 2002, has a portfolio of nearly $15m in companies serving low-income communities. Four 
to five other funds have also existed in recent years however market is very thin compared with the size 
and potential of Pakistan. It needs more investment to complete the investment options spectrum serving 
all segments, in particular the lower end of the market. USAID’s Pakistan Private Investment Initiative 
has in June 2013 seeded two individual private equity funds53 (selected through a competitive process) 
with contributions of $24m each. The fund managers are required to match or exceed USAID’s 
contributions. These fund managers are expected to target the upper end of SMEs with an average 
investment size of $6-10m per SME. These are sizes beyond the range which EAGR’s recyclable capital 
instruments may target however USAID’s investment in this area provides impetus for opening up 
avenues for downscaling of equity investments for SGBs. 


 


120. The Pakistan regulatory framework for microfinance is consistently rated as one of the three best 
by the Economist Intelligence Unit (EIU) annual assessments. Regulatory reform, support to the SECP 
and SBP as well as new projects to strengthen the financial sector architecture such as rating agencies 
and standards (consumer protection, Smart Campaign, Seal of Excellence, financial literacy) will be part 
of EAGR.  To lay a foundation of baseline indicators, the EAGR Manager may request early assistance 
from the DFID-funded First Initiative (World Bank) to guide prioritising, as the latest Financial Sector 
Assessment Programme (FSAP - 2004) is outdated. This will align well with IMF proposals to provide an 
Extended Funding Facility (EFF) support to Pakistan. 


 


                                                      
53 Abraaj Group and Jahangir Siddiqui Private Equity 
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D.  What is the likely impact (positive and negative) on climate change and environment for 
each feasible option?  


121. For climate change and environment issues, both FIP2 and EAGR are deemed as category B, 
medium / manageable potential risk / opportunity.  The table below captures the summary assessment 
with suggested general primary and secondary actions. 


Table 5:  Summary Climate Change and Environment Risk Assessment 


Category Primary Action Secondary Action 


 


A 


 


Commission SEA/EIA 


Define feasible option 


Agree measures to mitigate or manage 
risks  


Build measures into log frame 


 


B 


 


Apply Climate and Environment 
checklists  


Agree measures to mitigate or 
manage risks and maximise 
opportunities 


Build measures into log frame 


C No action required No action required 


D Assess Safeguards / policies Safeguards are effective: no action 
required 


  Safeguards are not effective: 
Strengthen safeguards or put measures  
in place to mitigate risks 


Build measures into log frame 


 


122. Environmental management is important for poverty reduction and care should be taken that the 
Programme does not fund activities that cause, or lead to, for instance a, loss of soil fertility, lack of clean 
water, and vulnerability due to natural hazards/disasters. A crucial first step in the integration of 
environmental issues is to ensure that all partners and beneficiaries conform to local environmental 
legislations. Where appropriate corporate policies of partners can be reviewed and spot checks carried 
out to verify them. Separately environmental and climate change (carbon) audits may be conducted at 
regular intervals for the investment portfolio once funds have been established and are operational. 


 


123. Additionally, the programme needs to develop a good understanding of the links between 
environment, poverty and economic growth. This understanding can be developed through the inclusion 
of environment in a participatory poverty assessment and poverty-social impact analysis for Programme 
activities. 


 


124. The Investment Strategy, prepared during the Inception Phase, will establish specific criteria to 
be used to identify sectors and business lines the programme could support which will have a positive 
impact on the environment. It will also propose mitigating actions for those which might have a negative 
impact. The investment funds, together with complementary technical assistance, would seek to 
enhance the positive impact. For example:  


 Financial intermediaries need to integrate some form of environmental screening into their loan 
approval process to avoid financing environmentally damaging projects. SMEs can be a major 
source of pollution and other environmental damage – particularly when collected together. This 
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issue should be addressed, without damaging poor people’s employment and income 
opportunities.   Loan criteria could also encourage more efficient manufacturing or production processes that 
both reduce waste and save money. Financial intermediaries could be supported in the 
management of environmental aspects of their loans through provision of advice on 
environmental hazard-ranking, health and safety and so on. This might include training for staff 
and production of information for borrowers. Environmental impact questions should be included 
in monitoring procedures e.g. asking about water, waste disposal and health and safety aspects. 
To facilitate this area, the Technical assistance will be targeted.  The use of natural resources in particular, must be managed within the Programme to encourage 
the sustainable use of resources; how the environment is linked to poverty in rural areas; and 
strategies to encourage the diversification of livelihoods which may reduce pressure on key 
natural resources.  The Innovation Challenge Fund could be used to source proposals to develop products, services, 
business models or other private sector solutions for particular environmental challenges. For 
example the development of carbon bonds, support the deployment of renewable energy 
technologies and solutions for SMEs, build the capacity of service providers to produce and 
service renewable technologies.  Legal and regulatory challenges faced by SMEs could be addressed through technical 
assistance. For example, to support relevant government agencies streamline environmental 
approval process (licencing and permits) and associated business inspection regimes to promote 
a more effective process, cut corruption and reduce the cost of doing business.  Knowledge management and M&E will be used pro-actively to monitor, evaluate and disseminate 
best practice and learning between the programme components. It will also have an externally 
facing dimension to influence partners, beneficiaries and the market more broadly.   
 


125. The table below summarizes the potential impacts that either FIP 2 or EAGR might have on 
climate change or the environment.  In general, the likely impacts are notable, but not substantial. 


Table 6:  Potential Impacts of the Programmes on Climate Change and the Environment 


Negative impacts: Opinion 


Are the objectives of the 
Programme likely to be at risk 
from: 


Climate change?  Yes 


Environmental degradation? Yes 


 


Is the proposed Programme likely 
to contribute to: 


 


Climate change?  Potentially 


Environmental degradation? Potentially 


Increased vulnerability of communities 
to climate change  


/environmental degradation and 
shocks 


 


Potentially 


Positive impacts:  


Could the outcomes of the 
Programme be enhanced by: 


Improved management of natural 
resources? 


Potentially 


Tackling climate change? Unlikely 


 


Could the proposed Programme 


Tackle climate change? Unlikely 


Improve environmental management? Potentially 
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help: Reduce vulnerability and/or build 
resilience and adaptive capacity to 
climate change/environmental 
degradation and shocks? 


 


Potentially 


 


E.  If any, what are the likely major impacts on social development? 


The Women and Youth Challenge 


126. The facts about women in Pakistan are disheartening. Labour participation rates are less than 
one third of that of males; women have insignificant representation among those heading businesses; 
and some evidence shows that many microfinance interventions targeted at women are captured by their 
male relatives. Causes are multi-faceted and culturally entrenched, including lower levels of education 
(primary, secondary and vocational as well as financial literacy); legal constraints such as access to IDs; 
land titles and other collateral as well as legal status with Courts in commercial disputes; and movement 
restrictions and cultural norms that hinder travel to meet clients and suppliers and interact with male 
customers and suppliers as well as with financial institutions.  Furthermore, constraints from the 
investment climate affecting all MSMEs, such as access to energy, violence, lack of formalisation and 
administrative hassle as well as bank enthusiasm for the MSME tend to hurt women disproportionately 
(for example those house-bound working in the textile sector). 


 


127. The evidence for successful approaches to jobs and enterprise for youth is much less developed.  
There are indications that a work force development approach, featuring strong linkages between 
secondary and post-secondary educational institutions and major industries, is very important.  Recent 
McKinsey research on the transition between school and the work place warns about crass ignorance 
between both worlds. 


Economic Context for Women 


128. Pakistani women make up over 50% of the clients of MFBs and MFIs in Pakistan54, but still face a 
series of cultural and social barriers that substantially impair their ability to make economic progress, 
only made worse in the midst of a bad economy. The number of women headed firms is statistically 
insignificant in Pakistan, and women are partners in only 6.7% of firms. The share of female workers in 
full time jobs in private firms is a mere 0.8%.  


Table 7:  Women participation in selected countries 


Economy % Women in 
Partnership 


% Women Headed % Female Workers 


World 38.1 18.7 34.0 


High-income OECD 31.9 17.3 34.6 


South Asia 18.8 8.8 19.3 


Indonesia 42.8 31.2 33.9 


Turkey 40.7 12.4 24.9 


Egypt 34 ... 16.1 


Nepal 21.8 17.2 18.2 


                                                      
54 MicroWatch Issue 29 (July-Sep 2013) 
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South Africa 22.6 ... 29.1 


Nigeria 20 ... 16.1 


Morocco 13.1 ... 39.8 


Malaysia 13.1 8.7 28.4 


India 9.1 ... 5.1 


Pakistan 6.7 ... 0.8 


Source: World Bank Enterprise Survey, 2013 


129. A study by the World Bank in 2012 supported Goheer’s (2003) findings about access to finance.  
The World Bank study titled, “Are Pakistan’s Women Entrepreneur’s Being Served by the Microfinance 
Sector,” found that considerable effort in the form of legal provisions and a suitable policy environment 
are being promoted to increase access to finance for women.  While most institutions claim that more 
than 50% of their clients are women, “The report finds that of the 59 per cent of women who are counted 
as microfinance clients, a significant proportion are likely not the final users and beneficiaries of the loan. 
Estimates vary, but anywhere between 50 and 70 per cent of the loans made for women clients may 
actually be for use by their male relatives. (This is a derivative of ‘gender arbitrage risk’.55)  
Disaggregated numbers are even more revealing. In urban programs that lend exclusively to women, 
only 28 per cent of the women borrowers, on average, were using the loans themselves. In contrast, in 
rural areas, where both men and women are active clients, approximately 68 per cent of women clients 
were the final borrowers. In addition, 90 per cent of per cent of women have to ask for permission to 
obtain a loan, and 60 per cent have to “urge” their husbands to repay the loan, transferring the stress of 
repayment back to the woman, who is the borrower on the MFP’s books. ‘ 


 


130. Evidence56 also suggests that women face a number of non-financial barriers which constrain 
their abilities to operate and grow their own businesses. These include gender differences in formal 
economic rights in the law, and cultural practices that limit the types of opportunities women can pursue. 
Some constraints, such as complicated and costly regulations, weak governance, and poor infrastructure 
services affect all SMEs; however, they have higher indirect impact on women entrepreneurs.  As there 
are often differences in the types of enterprises  run by women and men, constraints that burden smaller 
and more informal firms will hurt women disproportionately — and therefore addressing such constraints 
will disproportionately benefit women.  


 


131. A study by the ILO authored by Goheer (2003)57 exposes the range of restrictions and prejudices 
that women in business face.  When asked what the biggest challenges were in business, dealing with 
the prejudices in the environment were the most prominent (51%).  These consisted of not receiving 
services or supplies as women are not taken seriously in business, facing un-productive attitudes from 
male employees and a host of other gender related prejudices.  This was followed by 28% who had 
difficulties with marketing which ranged from entering new markets and attracting customers.  It would 
seem that there were general skills constraints in devising marketing strategies. Nearly the same 
proportion experienced difficulties with family (26% due to hostility to demands of the business and 
managing the household and business) as did with access to finance (24%).  There was a fair spread of 
enterprises by sector though textiles and apparel was the prime area of activity. The full range included 
ready-made garments, bridal wear, embroidery, stitching, lace-making and clothing boutiques; education 
and health services ranging from running tuition centres to secondary schools and clinics; beauticians 


                                                      
55 Risk that the funding secured by women is actually used by men to lower cost of business. 
56 Strengthening Access to Finance for Women-Owned SMEs in Developing Countries by global Partnership for Financial Inclusion and IFC 
57 Goheer, N. A.:  Women Entrepreneurs in Pakistan, ILO, Islamabad, 2003 
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covering a range of activities related to beauty and health; food business comprising of bakeries and 
restaurants, while manufacturing generally includes making small items like lamp-shades, plastic toys 
and buttons.  Not surprisingly, the survey found that women entrepreneurs employ more women workers 
than their male counterparts.    


 


132. The study recommended that modules on entrepreneurship should be introduced in tertiary 
education and that some special programmes be set up to support financing for women. A 2007 study58 
found that overall the impact of microfinance on poverty has been limited.  The authors suggest that 
possibly microfinance (in isolation from other poverty reduction mechanisms) is not sufficient to impact 
on poverty.  This is hardly surprising given the complexity of poverty and the demands across needs in 
poor households.  It is heartening that the impact assessment found that larger loans and longer term 
relationships between financiers and borrowers do have more discernible impact.   


 


133. Following on from the success of Behind the Veil, the MEDA team in Pakistan expanded the 
value chain programme across 3 other sectors with good success.  With support from CIDA, the 
Pathways and Purse Strings has extended the value chain development approach across four separate 
industries – milk, seedlings, embellished fabrics and bangles production.  The P&P project found that 
financial services are needed and where clients were recipients of microfinance, available products did 
not meet the needs of their businesses.   


 


134. In Kabeer’s paper published in 201259, she states, “Empirical literature supports the need for 
equality in economic dimensions to achieve optimal growth and social outcomes. Studies by Alesina and 
Rodrik (1994); Birdsall and Londono, 1997 and 1998; Persson and Tabbelini, 1994; Deininger et al. 
1998; Deininger and Olinto, 2000; and Li et al. 1998, found that the higher level of inequalities in the 
distribution of education, land or capital the less likely a particular growth path will lead to declines in 
poverty. 


 


135. Despite the range of disadvantages for women in employment, Kabeer does posit the view that 
wage labour presents one of the more reliable means to economic empowerment of women.  This is 
premised on the lower risks that labour faces relative to enterprises and the ability to build assets over 
time with regular employment.   


 


136. Not all forms of economic activity are equally empowering: studies suggest that formal regular 
waged work has the greatest transformative potential with paid work outside the domestic domain having 
positive impacts on women’s lives. 
 


137. In the light of all this evidence, a gloomy scenario emerges when we consider the overall impact 
of excluding women from access to educational, capital (financial and physical) and technological 
resources. In a case like Pakistan, any attempt to increase access to resources will need to disaggregate 
women’s roles in economic subsectors in detail and with care. Such oversight could lead to overall 
losses if women’s role in value chains or sub-sectors are not recognised and supported with access to 
appropriate financial and business development resources. Similarly when women set up and operate 
businesses, there are likely to be negative consequences for households, communities and the national 
economy if their businesses are excluded from vital resources. 


 


                                                      
58 “Social Impact Assessment of Microfinance Programmes” (Draft Report), By S Akbar Zaidi and Haroon Jamal, Sarah Javeed and Sarah Zaka, 
with support from Shafi Ahmed, Mansab Ali, Riaz Hussain and Amima Sayeed.  Study Commissioned by and Submitted to the European Union-
Pakistan Financial Services Sector Reform Programme, Islamabad, April 2007 
59 Kabeer, N. et al: Paid work, women’s empowerment and inclusive growth: Transforming the structures of constraint, UN Women, 2012 
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138. The review of the literature on programmes to make markets work for women and the evidence 
on the status of women suggest a few key areas that are congruent with the current design: 


 The Investment Strategy, prepared during the Inception Phase, will develop specific 
parameters to be used to identify sectors and business lines the programme could support to 
promote the employment and empowerment of women. Work in some sectors has shown that 
women operate in most value chains although their work tends to be hidden.  On the one 
hand this implies that value chain processes that overlook women’s participation and roles 
could circumvent opportunities for the entire value chain and also undermine potential to 
empower women.  The design process has suggested that the dairy sector is one that should 
be considered, this should be a starting point and learning area. The sectors that dominate 
across regions in Pakistan suggest that there is considerably more potential and these should 
be explored over time. 


 The Innovation Challenge fund will be a valuable mechanism to develop appropriate (financial 
and non-financial) products, services and business models for women, and promote the 
employment of women, their skills and rights in the workplace. As in the case of the 
Australian fund, it would be useful to consider making gender equality a qualifying condition 
for access to the fund. This will probably give rise to objections in a conservative environment 
such as Pakistan however the possibility of matching grants and exploring new business 
practices could render an appeal that supersedes prejudice.  Provision of support and 
awareness building on how to make it work would ease the processes in qualifying 
companies.  It is essential to ensure that monitoring processes are included from the outset. 


 Roll-out of the Goldman Sachs 10,000 women programme pilot, in partnership with the IFC 
and World Bank. It will support high growth, women-owned SGBs, through business 
education, mentoring, networking, and access to finance.   It will be based on a large body of 
empirical evidence highlighting the lack of impact of more traditional support mechanisms. An 
additional pilot is being launched in Nigeria, and so, South-South learning could be promoted 
by bringing the Nigerian partners to Pakistan to share knowledge, lessons learned, and 
program adaptations. Once the programme is operational and demonstrates success, 
coverage can be expanded and the approach embedded with other stakeholders and 
development partners.  


 Other partnerships with existing networks, established business practices and opportunities 
for scaling up even further will be explored and developed.  The evaluation of value chain 
work in Pakistan has shown that there are opportunities for financial support in this work.  The 
evaluation the Pathways and Purse Strings programme pointed that the MEDA success has 
spurred on a range of value chain programmes.  Given that financial opportunities exist in the 
MEDA programme, there could be opportunities for closer working.  


 Investment climate reform interventions will ensure that women are not disadvantaged by 
legal and regulatory processes and how their access to such services can be facilitated. 


 Knowledge Management and M&E, will be used rigorously monitor, evaluate and disseminate 
best practice and learning between the programme components. It will also have an 
externally facing dimension to influence partners, beneficiaries and the market more broadly. 
For example the programme could campaign for and support regular local studies which will 
provide consistent data on a gendered approach to economic progress in Pakistan. 


139. Given the extent and depth of poverty in Pakistan it would be prudent to recognise that 
disempowerment is a social condition that is not gender specific.  Poor men are also disempowered and 
programmes that attempt to empower women at the expense of men in the household could be risking 
women’s safety. Learnings from projects that identify the roles of men and women and consider 
empowerment at the level of, and across members of the household, stand a better chance of building 
stability in the family. 


Critical State of Youth & Female Unemployment 
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Pakistan, with its 179.4 million people, is home to the 6th largest population on earth, and stands at a 
critical crossroads between growth and fragility. The fertility rate (3.3 births per woman as of 2011) is the 
highest in South Asia, and the rate of natural increase of population stands at 2.1%, placing Pakistan on 
a path to become 5th largest country in 2050 with a population of 314.3 million60. 66% of Pakistan’s 
population is under 30 years of age, with 30% being between 15 and 2961, and has an unemployment 
rate of 6%62.  In effect, nearly 1.3 million jobs need to be created every year in order to productively 
employ what can only be described as a ‘youth bulge’63.  


Figure 8:  Age Distribution of Pakistan's Population (2013) 


 


Source: US Census Bureau, International Database 


140. Given the above characteristics, the challenge for Pakistan is to therefore transform this ‘youth 
bulge’ into ‘demographic dividend’. Given the current structure of the economy, an annual growth rate of 
6.35% would be required (current growth rate 3.7% FY11-12) to accommodate all additions to the labour 
force64. The female labour participation is less than one third of that of males65; and to accommodate 
women’s entry to the work force, the economy needs to create upwards of 3 million jobs per year. 


Youth Specific Issues 


141. The International Labour Organisation’s (ILO) Global Employment Trends for Youth 2010 
forewarned the possibility of “scarring”, economic discomfort and distrust of political and economic 
systems resulting in political instability – one of the aspects that led to the Arab Spring in 2011. The 


                                                      
60 2011 World Population Data Sheet, Population Reference Bureau (www.prb.org) 
61 US Census Bureau, International Database (http://www.census.gov/ipc/www/idb/country.php)   
62 Labour Force Survey 2010-11, Federal Bureau of Statistics, Government of Pakistan 
63 Planning Commission of Pakistan 
64 Final Report of the Panel of Economists – Medium Term Development Imperatives and Strategy for Pakistan – April 2010 – Planning 
Commission of Pakistan 
65 Labour Force Survey 2010-11, Federal Bureau of Statistics, Government of Pakistan 
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staggering number of unemployed and frustrated Pakistani youth, even if not violent, may exercise more 
radical voting choices, including support for separatist, ethnic and fundamentalist forces, than the fragile 
Pakistani state can afford.  Furthermore, the World Development Report 2011 notes that unemployment, 
structural inequalities, and greater access to markets for firearms and illicit drugs, break down social 
cohesion and increase the exposure of vulnerable youths to criminal networks. So far, the relatively 
peaceful elections and transfer of civilian power in May / June 2013 have dampened worry about these 
threats; but lack of change and delivery in the coming months and years could easily spark troubles. 


 


142. In countries and regions with high poverty levels and high shares of vulnerable employment66, the 
youth employment challenge is as much a problem of poor employment quality as it is of unemployment. 
For instance, South Asia and Sub‐Saharan Africa present relatively low regional youth unemployment 
rates, but this is linked to high levels of poverty, which leads to the observation that working is a 
necessity for many young people, rather than a life choice. 


 


143. There is a risk that economic growth is not matched by a sufficient growth of decent employment 
opportunities for young people. In this context, labour force growth may become problematic, and more 
so for young people who lack the social networks and know-how to market themselves as potential 
employees (Pakistan Employment Trends for Youth, 2008) 


 


144. Moreover, factors that influence employment creation are broad and include access to capital, 
pool of entrepreneurial talent, macroeconomic stability, infrastructure and public service provision. 
Factors that influence employability include vocational training and re-training programs, educational 
infrastructure, public services, public health, and labour skills (Karnani, 2009). In Pakistan, and similarly 
globally, long-term sustainable youth employment generation will depend on the positive interplay of all 
of the above mentioned factors. 


 


145. The problem in Pakistan is not so much the absence of economic activity, but is more the low 
quality and low productive nature of certain economic activities which lead to low incomes in the country. 
Most poor and vulnerable people are working very hard and long hours but in very low productivity jobs, 
where social protection and safety nets and networks are most often inadequate or missing. Therefore, 
the majority of Pakistan’s population cannot afford to be unemployed and has to work to make a living for 
themselves and their families (Pakistan Employment Trends, 2011). 


 


146. Most micro-enterprises in developing countries operate in the informal economy and are not 
recorded in the SME data. Virtually all the ‘vulnerable’ employment discussed above takes place in the 
informal sector (Karnani, 2009), which reinforces DFID’s strategy of focusing on SGBs that should 
support and create decent employment. 


 


147. This context leads to several specific recommendations relating to youth: 


 The Investment Strategy will identify markets and sectors where SGB growth is most 
conducive to absorbing unemployed or vulnerably employed youth. This will allow the 
programme to develop strategies and sector-specific packages that include tools to develop 
organisational capacity, create and encourage market linkages, and support investment 
readiness for SGB’s with a special focus on youth. For example, the programme might 
consider to  include the propensity to increase the uptake of ‘decent’ jobs by young people as 


                                                      
66 Vulnerable employment is defined as the sum of own-account work and unpaid family work; this definition is subject to some limitations: (1) 
wage and salary employment is not synonymous with decent work, as workers may carry a high economic risk despite the fact that they are in 
wage employment; (2) a worker may be classified in one of the two vulnerable groups but still not carry a high economic risk, especially in the 
developed economies. For a discussion, see Sparreboom and Albee (2011). 
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a conditionality when developing overall programme strategies for grants and recyclable 
investments; 


 Support the development of business development services targeting new start-ups in order to 
pilot new non-financial interventions aimed at improving prospects for small-
businesses/entrepreneurs in the ICT sector; to identify credible service provider to undertake 
knowledge compilation of markets and sectors (using the M4P approach) where SGB growth 
is most conducive to absorbing unemployed or vulnerably employed youth; and to explore 
further the concept of ‘decent’ employment in Pakistan, and to develop strategies and possible 
interventions to encourage the up-take of ‘decent’ jobs for young people. 


 Build capacity of financial intermediaries to better understand the financial requirements of 
SGB’s in different sectors – particularly pertaining to those with a high potential to employ 
young people.  


 The Innovation Challenge Fund can promote new start-ups that use, for example, ICT in new 
ways, or that are embedded within the ICT sector; and target SGB’s that use  innovative 
business models and products in the field of skills development and training for young people. 


 Knowledge Management (KM) and M&E will disseminate KM findings from to recyclable 
investment fund managers and financial intermediaries, in order to improve their knowledge 
and understanding of the financial needs of start-ups, and understanding of the financial needs 
of SGB’s and microenterprises in the skills development and vocational training space; 
Undertake research and develop findings that seek to disclose market and growth 
opportunities in the field of skills development and training for young people; component to 
also synthesis knowledge generated by service providers on ‘decent’ jobs, and generate 
strategies and approached to be shared with financial intermediaries and recyclable 
investment fund managers; Component to also undertake research, and develop findings that 
seek to illustrate any correlation and causation between innovative start-ups, ICT and positive 
effects on employment generation for young people. 


F.  For fragile and conflict affected countries, what are the likely major impacts on conflict 
and fragility, if any? 


148. The evidence to link poverty and unemployment to conflict (particularly militancy) is limited and 
addressing the root causes of conflict in Pakistan is likely to require broad political and social reform. 
Based on the evidence available, it is currently assessed that there is probably no direct link between 
poverty / unemployment and militancy in Pakistan, but they are likely to be contributing factors as part of 
a wider causal package. EAGR therefore may have some positive effect on reducing militancy and 
conflict if it provides jobs and assets to young people, but this is not certain and is unlikely to be sufficient 
to have an independent impact on conflict indicators 


 


149. Pakistan’s economy is growing slowly and conflict has a negative impact on growth. Wealth is 
distributed unequally and 2% of the population own 45% of land67. Most of Pakistan’s budget is spent 
maintaining complex networks of corruption68 and funding a strategic battle with rivals such as India. 
Combined with the feudal nature of the political system this means there is both limited resources and 
little political will to fund public goods such as the delivery of basic services. Furthermore, many parts of 
the Pakistani population are excluded from the political process and do not enjoy basic rights and access 
to resources. This creates both impoverishment and grievances amongst the Pakistani poor, many of 
whom are migrating to urban areas in search of work69. 


 


                                                      
67 Exclusion: A Hidden Driver of Pakistan’s Stability 
68 For example through the practice of “ghost” teaching jobs for which employees receive a salary without attending work on a regular basis. 
69 Kemp (2008) suggest poverty and unemployment may contribute to militancy in Pakistan as part of a wider causal package. Also see Collier-
Hoeffler model for a theoretical explanation of the role of greed/grievance in triggering and perpetuating conflict.  
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150. Conflict also contributes to poor economic performance. Cumulatively, terrorism has cost 
Pakistan around 33.02% of its real national income; i.e. terrorism costs Pakistan around 1% of real GDP 
per capita growth every year. Additionally most of Pakistan’s wealth is generated in regional centres and 
periodic strikes, caused as a result of target killings by religious and political parties in regional hubs, 
causes enormous losses to the national exchequer70. 


151. The extent of exclusion and alienation is likely to worsen when considered against emerging 
trends such as a young population and urbanisation, which has the potential to uproot enduring systems 
of patronage that are the foundation of uneasy stability. Over the next decade, Pakistan faces the 
prospect of increasingly large numbers of poor, unemployed young people harbouring significant 
grievances against the established elite with no realistic prospect of change through the established 
political system.   


152. If the capacity of law enforcement agencies to protect business owners and their assets declines 
significantly or the justice system fails to protect property and enforce contract law, this is likely to impact 
on the number of businesses supported through EAGR. More broadly, if the security services succumb 
to rising militancy, Pakistan could become more unstable making the programme unviable. The 
programme can do little to mitigate these risks but should monitor and react to them in a proactive and 
strategic way. 


153. Data from the Centre for Research and Security Studies (CRSS) Pakistan conflict tracker 
programme highlights the extent of on-going violence. In the month of May 2013, CRSS recorded 274 
attacks resulting in 1,301 casualties (499 killed and 702 injured)71. Karachi is now one of the most 
dangerous cities in the world and targeted killings are a regular occurrence; as Pakistan’s financial hub, 
this represents a significant threat to already fragile structural contributors to conflict including economic 
growth. 


154. It is recommended that the EAGR team consider four high-level conflict-related risks when 
finalising the Business Case and programme design: 


Risk 1 – Increase in internal conflict and instability 


The main risk for EAGR is that conflict intensifies and Pakistan becomes more unstable, significantly 
affecting the already weak economy and in turn reducing the number of SMEs seeking finance through 
the programme. In a worst-case scenario, this could escalate to civil war although this is assessed as 
unlikely. More likely scenarios include the possibility that the new political transition to the PML-N 
government creates tensions that cause a spike in conflict levels; or that spill-over conflict from 
Afghanistan increases as the US and NATO withdraw from Afghanistan.  Increases in conflict and 
instability would likely affect small enterprises more than microenterprises, since small enterprises have 
more dependence upon formal infrastructure, systems and relationships that would likely deteriorate in 
an intensified conflict situation. 


Risk 2 – Sequestering of EAGR resources by a particular group 


EAGR is distributing resources to beneficiaries, the programme may be perceived to favour certain 
groups at the expense of others. For example, if financial intermediaries are biased in the award of 
finance to SMEs. If this happens, there is a risk that EAGR could become a conflict trigger. The 
probability of this risk is increased slightly by the distance between the DFID team managing EAGR and 
ultimate beneficiaries.  DFID’s most obvious way of mitigating this risk would be to ensure clearly defined 
and communicated selection and award criteria that would be monitored and audited. 


Risk 3 – Security sector institutions become more unresponsive and unaccountable 


If the police and / or criminal justice system become more unresponsive and unaccountable there is a 
risk that this could affect the business enabling environment in parts or all of the country. The 
programme is likely to work in Punjab and Sindh, given the concentration of accessible SMEs in these 
locations, which mitigates this risk slightly. The EAGR team should monitor reports on security sector 


                                                      
70 Sultan Mehmood, Terrorism and the Macroeconomy: Evidence from Pakistan, Pakistan Security Research Unit (PRSU) Report 3, 2013  
71 CRSS Conflict Tracker (http://crss.pk/?p=4397) 
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institution performance to enable early identification of potential “danger areas” where this might be 
happening. 


Risk 4 – Major external conflict  


All-out war with India or another external state currently seems unlikely. However, give the tensions 
inherent to Pakistan’s geo-strategic location, this is not impossible. EAGR could do nothing to mitigate 
this risk but should develop exit strategies in the unlikely event that this risk is realised. 


G.  What are the costs and benefits of each feasible option? Identify the preferred option 


155. DFID support to EAGR will equal £75.7 million over a 10-year period. The economic case for 
EAGR is based on the premise that improving access to finance for SGBs, complemented by business 
development support and market interventions, will help SGBs generate more business assets and 
employment, and in turn, increase incomes and other assets for the owners and their employees, 
including youth, women and the vulnerable poor. 


156. The following pages detail a series of key assumptions and underlying evidence for those 
assumptions.  The budget allocations indicated, combined with the program activities detailed above, as 
well as these assumptions generate a series of costs and benefits, as well as cash flows over the ten-
year period (see EA Excel Sheet).   


157. The Economic Appraisal has looked at the four constituent funding mechanisms of EAGR, and 
the alternative FIP 2 (that shares one of the funding mechanisms with EAGR72) and modelled the 
financial flows and the results that are expected of them. The assumptions are based on the available 
literature and evidence and have tended towards conservative estimates where there is range of 
values for a given variable.  


158. The cost-benefit analysis focuses purely on those costs and benefits attributable to DFID. As 
many of these components are a form of ‘recyclable capital’, we assume that assets (in the forms of 
loans and interest payments or equity investments) are liquidated in Year 11, and the resulting 
value of this is included as a benefit in year 11. 


  


MFP Debt Fund 


159. The model for this component analyses the financial flows from the debt fund to the Micro 
Finance Providers (MFPs). The results are produced for anticipated effects at the final consumer (i.e. the 
Small Growing Businesses – SGBs) level such as expected turnovers and personal income and 
employment supported from accessing financing under this component. 


160. The first assumption for this component is that the funding provided by the Anchor 
investors will be leveraged by a factor of 3, based on the aggregate leverage achieved by the 
Financial Inclusion Programme’s (FIP) Micro Credit Guarantee Fund (MCGF). However, this does not 
affect the results attributable to DFID. 


161. The total pool of funds will be made available to the Micro Finance Providers (MFPs) over the 
first two years of the programme.  


162. We assume a Capital Adequacy ratio of 20%. Therefore, only 80% of the total funds in a given 
year will be advanced by the MFP Fund to the providers.  


163. The loans disbursed will be in pro rata multiples of PKR 1.5 billion, to be repaid over two 
years – this is for ease of calculation as an amortization schedule has to be developed for some 
denomination though loans can be of any size.  


164. Interest on the loans to the MFPs will be charged at 13% based on KIBOR73 plus existing 
margins of the current Apex Fund managed by Pakistan Poverty Alleviation Fund (PPAF). 


 


                                                      
72 The Challenge Fund 
73 10% at 25th October 2013 – 1year bid/offer 
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165. Based on the loans disbursed, the model calculates the amount that would be repaid before any 
losses are taken into account; that is repayments on the Principal as well as the interest - see the 
Amortization schedule in the workbook for further details.   


166. Four types of costs have been identified for the MFP debt fund, based on estimates obtained 
from PPAF’s Apex Fund. These are: 


i) management costs - charged at 1% on the net capitalisation of the Fund  
ii) loan losses - estimated to be in the order of 2% of the amount of loans disbursed to MFPs  
iii) interest foregone as a result of loan losses 


cost of funds – this is based on a calculation of the Weighted Average Cost of Capital (WACC) 
that assumes what is the minimum level of return that the Anchor investors requires or expects, 
set at 10% 


166. Once these costs are taken into account, a “margin” is calculated, similar to what we may term a 
“profit”. We assume that the margin is reinvested into the Fund for the next year. 


167. We assume in Year 11 that all outstanding loans and interested are consolidated and 
returned to the initial investors. 


168. The model then calculates results based on the above financial flows: 


i) Incremental Business Turnover – this models what the expected financial benefit a SGB would 
see in its turnover from accessing a loan provided by an MFP. We assume that at the very least 
the SGB would expect to see turnover increase that is equal to the amount of the loan, the 
interest they pay on it, and the annual percentage return that is expected on their assets.  


ii) Return on Assets – This is the enterprise income (available to the entrepreneur/business for 
reinvestment or dividend or additional salary for existing or new employees) that is generated for 
the SGB calculated as above. This is assumed to be 10% - we suggest that this is a highly 
conservative figure as local studies by the Pakistan Microfinance Network (PMN) suggest 
that this figure is in the region of 79%-226%74. 


iii) Loans made to SGBs/Additional SGBs supported – this is based on the assumption that the 
average loan size to SGBs will be PKR 50 thousand75. We also further assume that some 
SGBs will return to access further loans in future years. Therefore, to derive the additional 
number of SGBs supported we apply a “repeat factor” of 50% - that is that 50% of SGBs who 
accessed loans the previous year will access another loan in the next year. 


iv) Jobs supported – this is based on the assumption that each unique SGB supported 
generates at least 1.5 jobs. This fits in with the profile of an SGB that would access a loan size 
of PKR 50 thousand, but could be on the conservative side. 


169. Results are attributed to DFID on basis of the proportional contribution to the original Fund – 
8.1%. There is a case to argue that attribution could be higher as KFW’s contribution to the fund has only 
come about as the result of DFID’s leveraging, in which case attribution could be as high as 11%. And 
overall, DFID’s initiative and influencing has had a major role in convincing PPAF for spinning-off its 
microfinance portfolio into a market based debt fund.   


 


SME Credit Fund 


170. Similar to the MFP Debt Fund, the model for this component analyses the flow of funds from the 
SME Credit Fund to the Private Finance Institutions (PFIs) and are assumed to disburse the full 
amount of funds as loans. PFIs also contribute their own funds for this component as set out by a 
“leverage factor”. However, this component only looks at the costs associated with EAGR funds 
not at the leveraged funds because PFIs would manage the total lending portfolio and charge costs to 
their respective sources of funds. 


 


                                                      
74 Estimating Micro-Businesses’ ability to Pay, Study by Pakistan Microfinance Network, 2011 
75 The current average loan size is half of that. However, it is increasing with inflation, microfinance banks are targeting higher loan size market 
so, on average, it’s reasonable to assume that, over next 10 years, the average loan size will be at Rs 50,000. 
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171. The SME Credit Fund begins operations in Year 2 of the EAGR programme and the initial fund is 
made available over 3 years. Funds are loaned to PFIs over a 4 year term. Loans are made on pro rata 
multiples of PKR 200 million. 


172. The only difference in terms of costs is that there is no WACC associated with EAGR funds as 
these are solely donor funds lent out on a pre-determined rate. 


173. This component also differs in that the types of SMEs that are being financed have different 
profiles – SMEs are assumed to be of bigger size and therefore take out bigger  loans (on average 
PKR 1.5 million), and also support a greater number of jobs (on average 7.5 per SGB). 


174. As this financing will be on a cluster basis, there is no “repeat factor” i.e. in each year, different 
SGBs are financed so that no SGB will be financed more than once (from EAGR funds) over the course 
of the EAGR programme.  


175. We assume in Year 11 that all outstanding loans and interested are consolidated and 
returned to the initial investors. 


176. DFID’s attribution is calculated on the basis of the size of EAGR funding for the SGB debt fund in 
proportion to the amount leveraged by PFIs. 


 


SME Equity Fund 


 


177. Under the Equity Fund, EAGR provides funds that are used to take equity stakes in SMEs. The 
equity stake is assumed to be no greater than 25% of the equity base. It is assumed that EAGR 
funding will leverage an additional 100% of funding from other Institutional Equity Investors. 


178. An initial investment is not made until Year 4 of the EAGR programme and the initial funds made 
available over three years. 


179. Investments last for a total of five years, after which investments are realised (by way of sale), 
and the gains (or “Equity exit”) are reinvested into new SMEs. 
180. We assume that investments will produce, on average, an Annualised Yield of 20%76 
(based on portfolio yield for similar investments). This takes into account any potential losses arising 
from the investment. 


181. Based on global averages, fund managers are expected to charge a management fee at a 
rate of 2% of the value of assets under management and a performance fee of 20% of the realised 
gains.   


182. In terms of results, incremental business turnover would ordinarily be calculated using a turnover 
to equity ratio. However, we were unable to obtain such a figure for Emerging Markets. In the absence of 
such a ratio, and for the sake of consistency, incremental business turnover has been calculated on the 
basis of investors seeking business turnover equivalent to the size of the investment and increased at 
the very least by the discount rate (10%), and a personal income that is at least equal to the discount 
rate. 


183. The SMEs that will be supported are of a greater size, as indicated by the size of the equity stake 
which is expected to be no more than 25% of the total equity of the SME, indicating a total equity base 
of, on average, PKR 220 million on an average investment of PKR 55 million. Based on the profile 
of these types of companies in Pakistan, we expect that these types of investments will support 150 
jobs on average. 


184. In Year 11 we assume that all our investments are liquidated and any 
performance/management fees are paid out. 


                                                      


76 Research shows that a few leading emerging market banks are making returns on equity (ROE) of over 30% in the MSME segment, and 
many others are earning 20%–30%. Banking Practice: Micro, small and medium-sized enterprises in emerging markets, McKinsey & Company 
2012 
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Challenge Fund 


185. The Challenge Fund is in effect seed money for innovative business ideas and will be disbursed 
in grants of USD 1 million and disbursed over the first four years. FIP experience suggests that grants 
of this size will tend to back those projects with a relatively high success rate. This success rate has 
been set at 60% for the purposes of this model. The implied failure rate of 40% is therefore the only 
cost in this model. 


186. Results are again based on an expected turnover of the successful investments – as these are 
innovative projects, we expect high returns for those successes. In this case the turnover is assumed 
to be 50%, and the gains are lagged by a year to allow for the innovations to kick in. 


187. For this size of investment we anticipate a job creation rate of 350 per SME, based on the 
overall equity based of the SME. 


 


FIP 2: MCGF 


188. The initial funds are comprised of DFID grants and rollover of funds from the existing FIP. These 
funds are available immediately and target the same kind of SGBs as the MFP debt fund. 


189. At the beginning of this component, guarantees will be up to 50% of the loan size to take into 
account the risk premium of MFIs lending to these businesses. This decreases over time to take 
into account changing behaviours of MFIs who should perceive this sector as less risky. 


190. A market take up rate is also included, indicating that we expect not all of the guarantees will 
be accessed. 


191. A value for the total size of loan backed by the guarantees is then calculated and we assume 
that loans are all paid and repaid within a year. 


192. There are no costs for this programme as it is managed by the State Bank of Pakistan 
(SBP) – and while we would expect to see losses on the guarantees, we also assume that SBP 
invests the fund monies into Treasury backed bills that will cover the cost of losses and also 
maintain the overall value of the guarantee fund. 


193. Incremental business turnover and other results are calculated in the same way as the MFP debt 
fund. 


194. In Year 11 the initial value of the guarantee fund is returned to DFID. 


  


FIP 2: SMECGF 


195. This operates in the same way as MCGF except the SMECGF guarantee cover is higher 
initially to incentivise lending to this group – the take up rate is also lower due to the perceived 
risk-profile of this group of SMEs.  


196. We expect the guarantee rate and take up rate to shift as behaviour and risk-profiles shift. 


197. The loan size is also higher as is the number of expected jobs created as a result of the loan. 


198. In Year 11 the initial value of the guarantee fund is returned to DFID. 


 


Cost-Benefit Analysis 


199. The CBA only looks at the costs and benefits attributable to DFID. So, for each of the 
components modelled in EAGR and FIP 2, the cost to DFID is that of its initial investments. The benefit 
stream associated with this cost is that of the incremental business turnover generated as a result of 
loan/guarantees/equity investment etc. 







BUSINESS CASE 


EAGR FINAL DRAFT – MAR 2014 43 


200. We have also included a calculation for those components that have a recyclable capital element, 
we assume that assets (in the forms of loans and interest payments or equity investments) are liquidated 
in Year 11, and the resulting value of this is included as a benefit in year 11. 


201. Programme costs are also included. For EAGR these are taken from the Financial Case. For FIP 
2, these have been modified accordingly with two components, the PMU Management and CGAP 
partnership, being omitted due to the lower size of the programme. 


202. The discount rate used is 10% - in line with the rate used for DFID Pakistan projects. 


203. The results are as follows. Both options have positive NPVs across various scenarios. The NPVs 
for both options are similar; however, EAGR’s IRRs and BCRs are higher.   


Table 3:  NPV and BCR Compared (Sensitivity Analysis) 


Option 2 - FIP2 Option 3 - EAGR 


Assumption NPV (PKR) IRR BCR NPV (PKR) IRR BCR 


           


Discount Rate 10%   32,969,178,308  109% 4.12 31,417,482,195  131% 4.26 


Discount Rate 15%   24,113,807,514  109% 3.47 22,588,465,769  131% 3.66 


Discount Rate 20%   32,969,178,308  109% 4.12 16,595,593,656  131% 3.19 


           


Benefits halved, DR 10%   11,204,139,221  37% 2.06  10,896,090,037  43% 2.13 


Benefits halved, DR 15%    7,179,798,309  37% 1.74    7,047,383,784  43% 1.83 


Benefits halved, DR 20%    4,458,779,284  37% 1.49    4,510,120,318  43% 1.60 
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H.  Theory of Change for Preferred Option 


204. EAGR proposes a theory of change that recognizes the need and value of a continuum of 
enterprise and financial sector actors to yield the job and asset creation objectives desired, specifically: 


 Well targeted interventions in a diversity of financial sector actors will contribute to a robust 
financial sector, which contributes to equitable and sustained growth 


o In nominal and real terms, the share of credit going to SMEs in Pakistan has 
dramatically declined – from Rs437 billion and 16% of total lending in 2007, to Rs 266 
billion (£1.8 billion) and 6.8% of total lending in 2012. The access to finance gap has 
thus widened, resulting in even more SGBs and potential businesses that could be 
SGBs under the correct conditions requiring support to grow; 


o The IFC (2013) states that there is a positive relationship between external finance 
and the number of start-ups, closely related to entrepreneurship. Access to formal 
financial sources allows higher investments in capital, new technologies, research and 
innovation. It can also leverage that can lead to improved returns. Thus, improved 
returns evidence the profitability of investing in SGBs for financial intermediaries and 
commercial banks. 


o According to ANDE, SGBs in emerging markets have a great unmet need for working 
capital and business expansion loans. But most banks do not see SGBs as an 
attractive client base. 


o Data collected by the World Bank Enterprise Surveys shows that internal financing is 
a major source of funding investment needed by Pakistani firms, 88.8% as opposed to 
global average of 68.5%, the South Asian average of 70.9%, and 58% in neighbouring 
India. In addition, banks finance only 8.4% of firm investments in Pakistan. Also recent 
corroborating evidence reveals that Pakistani banks prefer to lend to large corporate 
clients whilst SMEs struggle to survive as they are kept at bay through stringent 
collateral requirements, high mark up, lengthy and convoluted documentary process, 
and to some extent malpractices by banks and financial institutions. 


 Diverse and appropriate financial services to MSMEs, especially SGBs, contribute to 
enterprise formation, growth, and resilience (i.e. dynamism) 


o Small Enterprise Assistant Fund’s (SEAF) Impact Report (2011) illustrates that their 
investments in SME’s resulted in 33% annual revenue growth as opposed to 10% 
annual GDP growth; and 25% annual employment growth as compared to 1% 
average annual national employment growth. 


o The IFC recognises that there must be a coordinated effort that includes multiple 
sectors and different actors with regards to matching the correct skills with 
employment opportunities, and is heavily involved in providing BDS services globally. 
As such, there is evidence to suggest that through DFID’s engagement with the IFC, 
BDS and other non-financial support will be accessible to SGB’s, thus helping to 
mitigate against the risk of skill-mismatches by ensuring that the SGB have the 
necessary scope to identify appropriate labour (through market access), and the 
capacity to train new/existing employees (should it be feasible for the SGB); 


o As the ICT sector develops over the course of the programme the risk of skill miss-
matches impacting on SGB growth could reduce. ICT technologies can also play a 
role in reducing skill miss-matches and improving the efficiency of the labour market. 
Mobile phone companies in some developing countries have established matching 
networks for employers and job seekers via mobile phones, reducing the cost and 
time needed for interviews and for job seeking in general. ICTs can also facilitate the 
distribution and access to learning programs: governments have used ICTs to expand 
access to education and higher skills, e.g. by connecting schools to the Internet (IFC, 
2013). 







BUSINESS CASE 


EAGR FINAL DRAFT – MAR 2014 45 


o SGBs are often the source of economic growth and innovation, and support the 
development and diffusion of skills and entrepreneurial talent in the economy. 
Moreover, it has been identified that SME (SGB) expansion boosts employment more 
than large firms because SMEs are more labour intensive, less skill intensive and less 
capital intensive – creating jobs better suited to the poor, including young people from 
poor backgrounds (Karnani, 2009). 


o According to the IFC, ICT businesses help address gender gaps in health, education, 
and material assets, can offer distance education, and also open some new 
opportunities for women. New ICT-enabled jobs in services – particularly information 
processing in banking, insurance, printing, and publishing – are being taken up mainly 
by women globally. Thus, by investing in, and providing capacity support to, SGBs 
EAGR will contribute to the growth of female employment and asset accumulation in 
Pakistan. 


 A dynamic MSME sector generates job and asset creation opportunities for the economically 
active and vulnerable poor 


o According to Ayyagari, Demirguc-Kunt, and Maksimovic (2011), while small firms do 
not employ the largest number of people, they do generate the most new jobs across 
country income groups. Moreover, in countries with net positive job creation: Small 
firms with less than 20 employees generate 45.34% of the jobs. Thus, under EAGR, 
SGB growth should lead to considerable and sustain employment generation. 


o ANDE (2012) reports that, on average SGBs provide 72 permanent jobs (including 
both fulltime and part-time jobs) with average salaries of $11,500 per year. Putting 
that wage rate in context shows these small and growing businesses pay on a scale 
far above their countries’ minimum wage rate (median 478% higher), and in many 
cases above the average wage rate (median 78% higher). 


o Lopez-Acevado & Tan (2010) undertook an Impact Evaluation of SME programmes in 
Latin America and the Caribbean, and identified that a number of interventions 
including the supply of credit, supplier development, business advocacy services and 
technology development resulted in an 8% increase in wages and a 9% increase in 
labour productivity. 


o The World Bank (2010) highlights that firms, that had a loan or an overdraft facility, 
experienced a 3.1% rate of higher growth of permanent employees than firms that did 
not have financing access. Firms that had access to external investment funds posted 
4.2 % higher employment growth than firms without such access. Thus, access to 
finance leads to growth and asset accumulation. 


205. Figure 9 below represents the programme’s results chain. It is an expression of the theory of 
change and its relationship to multiple inputs, risks and assumptions. 
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Figure 9 – EAGR Results Chain 


 


INPUTS
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OUTCOME
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IMPACT
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I.  What measures can be used to monitor Value for Money for the intervention? 


206. The measures that will be used to assess value for money are: 


 Amount of additional capital leveraged from other donor sources 


 Amount of additional capital leveraged from commercial sources 


 Cost recovery (including risk premiums) for recyclable capital instruments 


 Percentage utilization of credit guarantee facilities 


 Disbursement and collection rates of the Debt and SGB funds 


 Number of SGBs financed 


 Changes in business assets relative to finance provided to SGBs 


 Number of direct and indirect jobs supported or created 


 Cost of TA including pilots 


207. The PMU’s budget utilization will be monitored regularly to ensure monies are being spent in line 
with expected disbursements and that those expenditures are producing the planned activities, as set 
out in periodically updated work plans. 


208. EAGR will invest in robust monitoring and evaluation and impact assessment function and 
systems.  This will not only facilitate mandatory programme reporting to DFID, but it will also assess 
economic, financial, and social impacts, and where possible costs and benefits of various EAGR 
interventions, thereby informing on-going management decisions about the allocation of resources. To 
ensure a systematic approach to improving VfM of the programme, some of the actions we have taken 
or propose to take are: 


 Ensuring minimal use of public/donor funds, instead leveraging private funds as much as 
possible. 


 Integrating VfM measures in the log frame, and thus in the annual and, mid-term reviews, 
agreeing remedial actions if these measures score low.  


 Ensuring procurement contracts integrate VfM indicators and deliverables. In particular, we 
will adopt the following principles of engagement to ensure results and value for money.  


o partnerships with institutions committed to quantifying attributable results, 
systematically assessing, and reducing over time, cost-benefit ratios;  


o use of competitive processes and/or benchmarking to ensure value for money; 


o use of performance against results (and input costs) as an important criterion, to be 
reviewed annually, for continued support;  


o avoid duplication and ensure complementarities with existing donor and government 
funded programmes  


o establishment of mechanisms to incentivise partners to assess and report on VfM 


o a combination of financial and development returns will be sought from every 
recyclable capital investment. The financial returns will be set in consultation with the 
relevant fund managers, based upon joint risk assessment and requirement for 
minimum returns from each investment. The development returns will be monitored for 
each investment and cumulatively add up to the results projected for the programme. 


209. Overall the benchmark for poor VfM will be if the purpose level indicators fall short of targets by 
more than 60% (while costs remain at targeted levels),  at the mid- term of the programme.  In this case, 
DFID will reserve the right to drastically modify the programme course, strategies and partnerships or 
completely rescind the programme. 







BUSINESS CASE 


EAGR FINAL DRAFT – MAR 2014 48 


Commercial Case 


Overview of the Commercial Case  


210. EAGR will be set up as a not-for-profit SPV under Section 42 of the Companies Ordinance, 1984. 
DFID will manage its support to EAGR through an Accountable Grant.  


211. EAGR will comprise a range of components. These include: Financial recyclable capital 
Instruments – a Microfinance Debt Fund, an SGB Debt Fund and an SGB Equity Fund; an Innovation 
(Challenge) Fund; Provision of Technical Assistance; and Knowledge Management. EAGR will engage 
with a range of partners (subject to due diligence and competitive processes where applicable) who 
specialize in their respective areas of businesses. In particular: 


 CGAP, a global knowledge hub for access to finance, for providing leadership and managing 
EAGR in the inception and rollout phases; 


 The IFC, who will provide technical support to address some of the meso and macro level 
factors that impede finance for SGBs; 


 Other donors, including the Gates Foundation who will support a cross-cutting thematic focus 
on digital financial inclusion and KFW for their financial and knowledge contribution to the 
Microfinance Debt Fund; 


 PPAF, apex microfinance fund in Pakistan, with regards to the market based Microfinance 
Debt Fund; 


 Well-established commercial banks and leasing companies for implementing credit lines for 
SGBs; and  


 Fund manager for private equity window for SGBs.    


212. EAGR will support these partnerships through a range of instruments including Accountable 
Grants, Memorandum of Understanding (MOUs), and contracts for services. EAGR will be implemented 
in three distinct phases, each with their own specific sets of contracting arrangements. The phases are 
as follows: 


 Inception (1 to 1.5 years): will focus on the establishment of the special purpose vehicle 
(SPV). It will also focus on formulating policies and procedures (i.e. investment principles, 
procurement and M&E), establishing the governance structure (including recruiting a Board of 
Directors), management systems and fiduciary controls, negotiating partnerships with key 
stakeholders, undertaking detailed market research to inform the investment strategy and 
establish the individual programme components. We will fund CGAP through an MOU 
arrangement to manage the Inception Phase, reporting to a Donor Committee. The 
Microfinance Debt Fund and technical assistance provided by the IFC will be implemented in 
this phase. DFID will second a DFID Financial Sector Development Advisor to EAGR to 
ensure programmatic alignment, reduce risk, and ensure compliance during the inception 
phase. 


 Implementation – Roll-out I (up to 3 years): will focus on disbursing funds through the 
various recyclable capital instruments and grant facilities established during inception. EAGR 
will be established and operational, receiving DFID funds through an Accountable Grant.  The 
components will be implemented in a sequential and phased fashion, dependent on the 
market demand and evolving macro-economic, political and security environment in Pakistan. 
The EAGR Board of Directors will take over the leadership and management responsibility of 
the programme and CGAP support will be gradually phased out.  


 Implementation – Scale Up (3rd year onwards): Contingent on the successful deployment 
of recyclable capital and grant instruments, an emerging benefits stream supporting jobs, 
growth and poverty reduction and credible projections of future demand, DFID will consider 
providing up to a further £125 million to EAGR. A strategic review in FY 16/17 will determine if 
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DFID should provide the additional resources to EAGR as grant, returnable capital or a mix of 
both. The EAGR Board of Directors may independently also seek additional commercial and 
donor funding from other sources.   


213. Given that EAGR will work with a multitude of partners and organisations – each with their own 
specific mandates, roles and responsibilities, modalities and capacities – we believe that the specific 
inception and implementation arrangements will enable DFID to provide effective oversight and control of 
all EAGR activities. 


 


A. Clearly state the procurement/commercial requirements for intervention - Delivery through 
a third party entity (multilateral organisation; civil society organisation or support to government) 
Why is the proposed funding mechanism/form of arrangement the right one for this intervention, 
with this development partner?  


214. EAGR SPV: The design team considered several existing agencies (Pakistan Poverty Alleviation 
Fund, Pakistan Microfinance Network, Business Support Fund, Agribusiness Support Fund, State Bank 
of Pakistan, IFC and private sector TA/fund managers). No single agency has the mandate, positioning, 
capacity or experience to manage such a programme. 


215. The option of DFID-P directly procuring the supply of services from the market for each of its 
workstreams was also considered. This was dismissed however, as it would have stretched limited DFID 
staff resources and implied high overhead costs. It would also not create a sustainable institution to 
provide market based solutions for access to finance in Pakistan.  


216. The EAGR SPV will be responsible for coordinating the delivery of different outputs, contracting 
services and for managing the relationship with DFID and other stakeholders. As there will be a single 
overall delivery unit, we anticipate that the transaction cost for DFID of managing the programme, will be 
significantly reduced compared to contracting several organisations to deliver various workstreams. The 
design process thus re-affirmed the need for a new, specialized institution to develop the SME finance 
market with a private sector outlook. The results framework assigns targets to PMU and captures 
performance in four key areas of cost recovery/financial sustainability, compliance with Impact Reporting 
and Investment Standards (IRIS), strategic management and effective communication. 


217. The Board of the SPV will play key role in decision making and ensuring that donor investments 
are used for the intents and purposes for which they have been provided. Through the Articles of 
Association, DFID, being major the seed donor, will influence appointments of the Chairman and 
members of the SPV Board.   


Why is a Section 42 the most appropriate arrangement? 


218. Legal opinion has recommended this vehicle as:  


i) DFID Pakistan will be able to establish one such single vehicle which can offer a 
comprehensive response to MSME finance related market failures in Pakistan; 


ii) All EAGR workstreams will be managed under one umbrella allowing synchronized 
investments across components and their efficient allocation (and reallocation, if required) 
during the course of programme implementation;  


iii) Section 42 SPVs are created solely for furthering social, cultural or developmental objectives 
and Pakistani tax law allows the tax-free redeployment of corporate earnings of the SPV as 
long as investments pursue the same objectives for which SPV was created;  


iv) The regulations of the Securities and Exchange Commission of Pakistan (SECP) allow 
innovation and flexibility in the corporate governance structures of the Section 42 SPV and a 
wide range of constituencies along with independent experts can be assigned Board member 
and other oversight responsibilities; 


v) The SPV, regulated by SECP, will have to undertake regular financial audits and submit 
regulatory reports;    
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vi) It will reduce staff costs for DFID and build independent and permanent institutional capacity 
in the Pakistani market in the form of an MSME development finance institution. The SPV 
may partner with specialized service providers and procure services from the market through 
competitive processes; and 


vii) The SPV will exist in perpetuity. It will continue (re)investments for the same purposes for 
which it was created as long as it is financially sustainable. Any other local or foreign donor 
may also enter into a partnership arrangement with the SPV.     


219. It is the equivalent of a “Trust limited by Guarantee” used by other Market based institutions 
established by DFID throughout the world, most notably the financial sector deepening trust in Africa. 
DFID-P has a recent experience of setting up two Section 42 companies (the Education Fund for Sindh 
and the Punjab Skills Development Fund). Whereas Section 42 SPVs offer clear administrative and 
developmental advantages, following aspects need to be kept in view and managed:   


i) Setting up of SPV may take up to 6 months for registration and up to 1 year for staffing, hiring 
of premises etc.;  


ii) More staff time is required in the start-up phase so an appropriate provision needs to be 
made in resource planning; and 


iii) Hiring a management agent which doesn’t share DFID or SPV’s vision may further delay the 
start-up phase, non-alignment of incentives may complicate corporate governance 
arrangements and put additional management burden on DFID staff.  


220. DFID P therefore plans to manage these risks by making special provision for flexible programme 
implementation during the startup phase, assigning dedicated staff to the SPV and entering into 
management arrangements with an entity which shares DFID’s vision for financial inclusion in Pakistan.    
Inception Phase: 


221. CGAP: During the inception phase DFID will agree an MOU with CGAP to establish and 
operationalize the EAGR SPV and its components. Determine and Governance, management and other 
operational (incl. investment, gender, M&E strategies etc.) arrangements. CGAP may sub contract, in 
line with DFID and World Bank procedures, additional programme or administrative services as required. 
DFID will also second a DFID Financial Sector Development Advisor to ensure programmatic alignment, 
reduce risk, and ensure compliance during the inception phase. 


The value: £3 million 


Method of procurement: MOU 


222.  IFC: During the inception phase DFID will enter into a direct agreement (Trust Fund) with the IFC 
for the provision of technical assistance across 3 key areas (access to finance, investment climate and 
sustainable business advisory). Some of the TA services may be delivered jointly with the World Bank. 
Once the EAGR SPV has been established, IFC and DFID will agree on the transition and governance 
arrangements to the new facility.  


Value: £10m 


Initial Procurement arrangement: Trust Fund  


223. Microfinance Debt Fund: The Pakistan Poverty Alleviation programme, the apex MF funder, is in 
the process of spinning off its microfinance portfolio into a market based fund. It will be the only one of its 
kind in Pakistan. Rather than establish a competing instrument, EAGR will take an equity stake in the 
PPAF fund along with KfW. 


Value: £15m 


Method of procurement: Accountable Grant 


224. During the inception phase, the SME debt Fund and Innovation Challenge Fund will be 
established as dedicated in-house teams. The EAGR PMU (with support from BMGF in the case of the 
innovation fund) will hire through a competitive process experienced/competent staff to manage these 
facilities. 
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225. Once established and subject to satisfactory performance and rigorous DDAs, DFID will seek to 
transition to an accountable grant arrangement with the EAGR SPV. 


B.  What assurance has been obtained on capability and capacity to deliver? 


226. In line with DFID requirements, Due Diligence Assessments (DDA) will be carried out for all 
entities receiving DFID Funds to determine if they have the capability and capacity to deliver. In 
particular: 


227. EAGR: The SPV will be a new entity and therefore will have no track record of previous 
implementation experience. A detailed DDA will be carried out during the inception phase. Approval to 
proceed to the implementation phase (Roll-out) will not be granted unless appropriate systems and 
processes exist to ensure effective implementation, VfM and safeguard against fraud and corruption. A 
second detailed DDA will be conducted prior to any decision to scale up. This will also review to what 
extent objectives are being met and whether sufficient demand exists in the market to absorb additional 
funds, as well as EAGRs capacity to manage additional funds.  


228. CGAP: In choosing CGAP to manage the inception phase, DFID is leveraging partner’s 
knowledge and expertise. EAGR’s agenda aligns closely with CGAP’s strategic goals (See Annex for 
Concept Note on Partnership) and will involve other CGAP members including KfW and the Gates 
Foundation. CGAP has been co-established by DFID to promote financial inclusion for poor people. It is 
an independent organisation; however it is hosted by the World Bank, and implements its procedures 
and policies. CGAP is funded by DFID and closely collaborates with and involves DFID London to its 
core activities. For example, a DFID representative sits on CGAP’s Board on a rota basis77, and DFID 
London has expressed an interest in ensuring CGAP plays a more important role in such donor 
interventions. CGAP’s capacity, skills and competencies are clear to DFID – especially on the 
microfinance/financial inclusion agenda. Moreover, CGAP has recently been tasked by DFID and other 
donors to develop a strategy of how to more effectively coordinate between the WB, IFC, Gates 
Foundation and themselves, especially on digital financial inclusion. We therefore view their inputs into 
EAGR, and our partnership with them on the programme, as a pilot case for this closer collaboration, 
given that other key donors are also involved in EAGR. DFID London is currently conducting a DDA for 
CGAP which DFID-P will build upon. 


229. IFC: Part of the World Bank Group, the IFC specialises in private sector development and can 
draw on unparalleled technical expertise from its investment and advisory services business lines. The 
IFC has a long history in Pakistan and its portfolio in country is one of its largest. The IFC already works 
closely with DFID in a number of countries including on the Global SME facility launched by Private 
Sector Department/DFID in 2012. Two major strengths of the IFC in Pakistan are its involvement to 
reform the financial infrastructure and the enabling business environment (such as credit bureaux, 
alternative dispute mechanisms), as well as its direct relationships with banks and other private sector 
financial institutions. These relationships give the IFC unique access to the retail level of the market. 
More crucially, DFID Pakistan already has an existing partnership with the IFC More details are provided 
in the management case about the specific areas of expertise that the IFC will provide, and through 
which EAGR will draw upon. 


230. PPAF: Launched by the Government of Pakistan 12 years ago, PPAF has established itself with 
a Board where non-executive members are in majority and GoP representatives are in minority. It has an 
independent, professional management team, has experience of the World Bank procurement 
procedures and has been regularly vetted and rated as an efficient organisation. The legal, regulatory 
and tax regime of PPAF’s SPV that is currently designed in partnership with a financial adviser, the 
World Bank Group, and KfW, will include procurement and governance standards. The transaction 
structuring is already under way. Due diligence of PPAF will be conducted by DFID-P. PPAF will also 
provide EAGR useful insight in two important areas: i) PPAF, supported by PMN, is a well-established 
leader in terms of introducing best practices amongst its partners. It is now moving to the triple bottom 
line and Pakistan is currently a pilot country to test the Seal of Excellence (a global initiative to focus on 
outcomes of microfinance) methodology, beyond the Smart campaign (on consumer protection); and ii) 


                                                      
77 During 2008-2010, DFID was actually represented by its senior private sector adviser from Pakistan. 
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Its strong gender bias evidenced through the fact that investments for women, remains a cross-cutting 
theme across all investments made by PPAF. In addition, PPAF is currently testing a new model for 
women cooperatives in the livestock sector. 


231. SME Equity Fund: It will be contracted out to a fund manager. A number of local, specialized 
and foreign-owned fund managers exist in the market. USAID has recently contracted two fund 
managers who will be, in total, investing $98 million in Pakistan. The market is thin but right fund 
management expertise exists and investments much larger than our allocation (£5.0m) for SGB equity 
fund are being managed. The design team’s discussions with fund managers confirmed that they will be 
interested in competing for this fund primarily because of EAGR’s plans to target the unattended 
segment of SGBs from which other investors have historically shied away due to higher risk and 
transaction costs. It will open up new business segments for them.   


232. Challenge Fund: FIP successfully ran a Government-to-Persons round of the Financial 
Innovation Challenge Fund through the State Bank of Pakistan. Delays were however faced in the 
second round on rural finance due to SBP’s internal leadership issues. Our findings are: i) a wide range 
of technology, financial services, research organizations and academic institutions exist who have 
credible proposals and capability for piloting innovative solutions in the areas of digital financial inclusion, 
remittances and rural finance; and ii) Private-sector led decision making and effective communication 
with industry will play key role for success of this facility.   


233. Knowledge Management and Monitoring and Evaluation: A number of reputed local and 
international firms, with experience of working with DFID-P, ranging from accountancy companies to 
research firms exist and have shown interest in bidding for knowledge management and M&E 
components.  


What are funding forms and sub-contracting arrangements?    


234. Pakistan will provide funding to CGAP through an MOU to establish and manage EAGR that is a 
new effort to push forward a broadly defined financial inclusion agenda including work on MSMEs, digital 
financial services and microfinance. The initial £3.0m agreement over three years will allow CGAP to be 
deeply involved with the implementation and learning work in Pakistan. The funds will flow through the 
same multi donor trust fund that is used for other DFID funding to CGAP. DFID-P and CGAP will agree 
to a specially designed ‘set of outputs’ for this funding for which CGAP can provide separate reporting. 
CGAP, using funds dedicated for PMU, will contract a local partner organization that would take on 
administrative tasks during the inception phase. CGAP will work with SPV’s Board and DFID Pakistan to 
create a transition plan that will strengthen SPV’s own capacity to lead and manage the programme. The 
financial profile includes an allocation of £0.5m each for CGAP and PMU immediately after the launch of 
the programme.  


235. The table below highlights the range of indicative subcontracts that will be procured by the 
PMU/SPV. The partners have been identified in accordance to the market context in Pakistan; and 
based on their expertise, depth, transparency and optimisation of Value for Money. 


Table 9: Procurement Routes and Contracting 


Workstream/ 
Intervention 


Value (£m) Procurement route   Nature of procurement 


Management and 
Policy Leadership  


£3.0m MOU with CGAP Administrative Arrangement/MoU 
with CGAP 


SPV Programme 
Management and 
Implementation 


£72.7m DFID 
and £9.3m 
Gates 
Foundation 
(Total = 
£82m) 


Due diligence of functionally 
staffed/operational SPV 


Accountable Grant. DFID-P and 
Gates will sign their contractual 
relationships separately. 


SPV Managed Contracts/Funding Relationships (£82.0m) 


A. Recyclable Capital Instruments (£40.0m) 
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i) MF Debt Fund  £15m PPAF managed debt fund  (Recyclable) Equity participation in 
PPAF spin-off of microfinance 
operations with option to exit at 10 
years or before. PPAF will provide 
staff for management whereas PPAF, 
KfW and SPV will hold shares on 
same terms with no majority 
shareholder. 


ii) SME Credit Fund  £20m Individual deals will be identified 
by PMU/SPV professional in-
house staff and presented to 
‘Investment Committee’ approval 
after due diligence of partner 
financial institutions (e.g. 
commercial banks, leasing 
companies etc.) and transaction 
specific advice of financial 
advisory firm (such as chartered 
accountants specializing in 
banking, leasing and financial 
sector) on panel.  


(Recyclable) Credit agreements 
between SPV and partner financial 
institution. The SPV Board will 
prescribe and review 
policy/thresholds for approval of such 
deals. 


iii) SME Equity Fund  £5m  Open competitive tendering for fund 
manager. Selection parameters will 
include average ticket size, jobs/SME 
and compliance with IRIS etc.    


B. Capacity Building Grant Component (£42.0m) 


PMU Management  £7.0m Staff will be hired through 
competition and 
commodities/services will be 
procured in line with DFID 
procurement policies/VfM 
principles.  


Covered under overall AG between 
SPV and DFID-P and released on 
financial progress/spend 


Innovation Challenge 
Facility  


£15.0m Themes, average grant sizes 
along with selection criteria will 
be widely advertised. 


Theme specific technical committees 
will examine/award grants. SPV will 
sign results based phased grant 
agreements with awarded institutions.   


Policy and knowledge 
management 


£5.0m In-house research during 
inception period then sub-
contracting to third parties such 
as think tanks, market research 
and communication firms 


Competitive tenders with local for-
profit and not-for profit firms. 


Individual grants and contracts for 
policy and advocacy related events 
with think tanks, universities; 
discussions with regulators and 
Governments. 


Competitive tenders for dissemination 
of findings and publication. 


M&E & Impact 
Assessment 


£5.0m In-house, except for prescribed 
annual, mid-term, and final 
evaluations, which will be 
tendered locally and 
internationally 


 


Grant support to conduct baseline 
surveys, annual and mid-term 
reviews as well as setting up the 
M&E framework and indicators. 


This will be done jointly with IFC 
(already discussed regarding 
additional modules to their enterprise 
surveys), World Bank, Gates and 
CGAP. 


MSME TA  £10.0m DFID Staff/Design Team has SPV will enter into an Administrative 
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followed a detailed consultation 
process involving market players 
and state agencies to finalize TA 
requirements/proposal.  


Arrangement/MoU with IFC.  


236. As explained above, DFID may enter into direct (interim) agreements with PPAF for the Debt 
Fund and the IFC for the TA component so as to accelerate the operationalization of respective business 
lines. However, it is intended that these will be transferred to the responsibility of EAGR once the 
programme is fully established and operational. 


Procurement of projects and investments funded by EAGR facilities and instruments 


237. EAGR fund managers are expected to implement and adhere to procurement manuals and 
governance procedures in accordance with DFID and/or World Bank best practice. Lessons will be 
drawn from recent reviews of the financial sector programmes funded by DFID, guidance from FSD 
Africa, and facilities such as the Private Infrastructure Development Group (PIDG78) that are currently 
revising their Handbooks that lay out rules for procurement, a new Code of Conduct, and how and when 
EU Procurement Directives are relevant to procurement and investment activities. The Private Sector 
Department is also designing programmes using returnable capital instruments and it is expected that 
detailed guidance on their management will be available by the time EAGR decides to launch the second 
phase focusing on returnable capital.  


C.  How do we expect the market place will respond to this opportunity?  


238. Sophistication of Pakistan’s financial sector is rated 73 out of 145 countries by the World 
Economic Forum. Moreover, the design phase verified (in Karachi and Lahore) that there are enough 
players in the market to offer services at the standards expected by DFID, PPAF and their partners.  


239. Microfinance industry has been led by PPAF for over 12 years and communication with 
MFIs/MFBs, central bank and demand projections all indicate that programme resources will be quickly 
deployed. The themes based competition of challenge funds allows to efficiently allocate resources 
amongst different themes based on demand. Industry consultations and the FIP experience of 
implementing Institutional Strengthening and Challenge Funds has demonstrated that risk capital is 
demanded by a large number of innovators (groups, entrepreneurs, academia and organizations) to 
push frontiers of financial inclusion in key areas of rural finance, cluster/value chain financing, 
remittances and women and youth related business models.   


240. The design team met a range of potential EAGR (existing FIP) partner financial institutions 
including commercial banks and leasing companies who are liquidity starved for cluster based financing 
models for SGBs. FIP, AsDB and Habib Bank Ltd are already piloting a similar model in partnership with 
Engro (a corporate conglomerate) for SGB financing in dairy sector. Similarly other deals have been 
proposed by several blue chip sponsors. 


D.  How does the intervention design use competition to drive commercial advantage for 
DFID? 


Principle - Competition in Procurement  


241. CGAP and IFC are global DFID partners and the same cost units (staff costs, overheads etc.) 
used in our existing relationships will be applied by DFID-P. Similarly, the Pakistan Microfinance Network 
is a trusted partner of DFID-P funded Financial Inclusion Programme and same cost units/conventions 
agreed by FIP will be used by EAGR SPV. All three organizations have institutional interest in partnering 
with EAGR and are per se not-for-profit entities so are expected to be significantly cheaper than 
commercial service providers.  


242. Open competition will be held for tendering Knowledge Management and M&E and Impact 
Assessment components. These are standard functions advertised by donors and the public sector in 
Pakistan and competition in large number of local and international firms will ensure competitive costs for 
DFID-P.   


                                                      
78 http://www.pidg.org 
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243. EAGR Procurement of sub-investment vehicles and facilities will be clearly described in a 
procurement handbook. This will include a Code of Conduct and rules on conflict of interest. The 
procurement handbook will draw, amongst others, from DFID Pakistan’s Anti-Corruption Strategy, other 
DFID-funded FSD facilities, and regulation from the SECP (as some of these facilities may raise public 
funds at later stage), SBP, and from other co-financiers.  


244. PPAF: The Microfinance Debt Fund will be launched by a team drawn from PPAF, subject to 
thorough due diligence in accordance with the core principles of the New DFID Due Diligence 
Framework. PPAF is transferring its existing business/clientele on market pricing to the new spin-off. The 
debt fund will therefore be in business right from its launch. It will be much more efficient and cost 
effective than establishing a new debt fund or tendering to a fund manager who has no experience in this 
area in Pakistan. All three partners (KfW, PPAF and SPV) will take equity stakes on the same terms and 
the fact that there will be no majority shareholder will ensure that interests of all are protected.  


245. SME Credit Fund – Pilot Interventions: These may be tested by the EAGR/CGAP in order to 
build a track record of deals before setting up fully-fledged instruments. The pilot interventions may take 
the form of discrete deals proposed by blue-chip sponsors (a pipeline of deals leading to “business lines” 
has already been drafted) in certain niches and sectors/clusters of the Pakistan economy. The 
investment decisions will be made by an ‘at arm’s length’ investment committee, which will be more 
diversified than FIP’s current Credit Guarantee Schemes. 


246. Four to five private equity/venture funds exist in Pakistan and a large Middle East based PE 
house (Abraaj) also entered Pakistan recently. In June 2013, USAID awarded fund management of its 
$96m Pakistan Private Investment Initiative to two firms. The market is thin but expert fund management 
expertise exists and investments much larger than our allocation (£5.0m) for SGB equity fund are being 
managed. The design team’s discussions with fund managers confirmed that they will be interested in 
competing for this fund primarily due to EAGR’s plans to target the unattended segment of SGBs from 
which other investors have historically shied away due to higher risk and transaction costs. It will open 
up new business segments for them.    


E.  What are the key cost elements that affect overall price?  How is value added and how will 
we measure and improve this? 


Principles that will drive down costs 


247. DFID design documentation and negotiations CGAP (and PMN) will ensure that: 


 The implementation partner will be set up from day one with the right commercial capability;  


 This approach will be mainstreamed across all EAGR interventions; and 


 That it will apply especially when selecting sub-contractors listed in the Table above. 


248. This will be monitored through robust contract management and monitoring systems, which will 
be developed during the inception period. 


In the Pakistan context, where the fund management industry is not well structured, EAGR may consider 
adopting international standards of private equity fund management such as recommended by the British 
Private Equity and Venture Capital Association and the European Venture Capital Association.  


249. During the life of EAGR, it is estimated that the majority (up to 80%) of the total programme will 
be subcontracted by the implementation partner; with procurement procedures and guidelines being 
designed to attract credible institutions based on cost efficiency and the track record of delivering results 
and good value for money. Competition is pertinent to commercially-driven fund managers and for Not 
for Profit institutions bidding for research grants. 


250. The Pakistan market for donor services and financial services is both deep enough and 
diversified enough to have a sound level of competition. Where performance-linked competencies are 
common practice (such as fund management) they will be introduced. 


Cost drivers 
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251. The main drivers of costs will relate to expert staff time and ancillary resources (such as 
transportation and logistics, security, due diligence and investigative expenses).  


252. The phasing of EAGR allows enough flexibility for DFID and its partners to approve an initial 
budget, and then the final expense base once the results of the inception phase are realised. There is an 
opportunity to negotiate on anticipated costs after the inception period, and there will be an in-depth 
discussion on the PMU budget and what should be the acceptable, market-based, management fees for 
the planned interventions and financial instruments. 


253. There is also enough experience and portfolio breadth in the growth and the PSD sector in 
Pakistan by DFID, the World Bank or KfW (and good relations with AsDB and USAID) to check cost 
metrics and ensure that they are kept in line with market best practice.  


254. EAGR is taking risk by investing capital in those sectors and clusters which have failed to attract 
private capital and will therefore opportunistically realize the returns potential of un-served MSME 
markets in Pakistan. It will run a competition for hiring fund managers and offer credit facilities at 
sustainable yet risk adjusted market based rates. It is critical that EAGR adopts a refined performance 
criteria for making its investments and for choosing partners so that managers are not just maximizing 
financial returns or are driven by a ‘race to the bottom’ for cutting costs. They will be required to fully take 
into account difficult social impact objectives, especially MSME programmes targeted at women and 
rural areas, that will have a higher cost of implementation. 


PMU and core management costs  


255. EAGR’s start-up phase would necessitate the recruitment of a streamlined PMU. Its exact 
composition will depend on the (short term) resources (in addition to CEO) committed by CGAP, specific 
services provided by PMN, the precedent of FIP, and on lessons learnt from the African FSD 
Programmes. DFID Pakistan has gained considerable experience by implementing FIP, is aware of the 
cost structures of the Pakistan Microfinance Network and the Pakistan Poverty Alleviation Fund and 
other market practices. The budget (roughly 12% of programme costs including CGAP partnership) of 
the PMU is indicative and will be firmed up during the inception period. In the long run, the SPV is 
however expected to reduce management costs and be fully financially viable by the end of the 
programme. The savings made in the process may be reallocated to high performing components.  


Management Costs of facilities 


256. Management costs relating to the various facilities are determined primarily by the competitive 
procurement procedures used to initially select managers. The corporate committees/boards for each 
facility are responsible for ensuring that the management terms continue to represent value for money. 


257. Drawing on lessons from PIDG, DFID and other donors will actively participate in the recruitment 
of Board members for EAGR’s facilities, therefore helping to ensure attention and adherence to DFID 
and donor objectives. Fees to be paid to Investment Committee members and Non-Executive Directors 
of EAGR facilities will be set by donors and investors, and regularly reviewed according to local market 
practice. Nevertheless, there is a market rate to recruit professionals with the right calibre, through 
competition from the Region and/or from Karachi which is hub of financial sector institutions. The PMU 
and the Board will decide on the opportunity to recruit an HR specialist to guide them. 


258. As far as the PPAF SPV is concerned, DFID will have access to the current review done by the 
financial adviser (Planet Finance) and will be able to negotiate with its partners – KfW and WB – a 
market-based cost aligned to anticipated results. 


Value for Money  


259. VfM will be ensured by having the governance structure (Advisory and Supervisory Bodies) 
rightfully playing a strong, supporting and scrutinising role with the PMU/SPV CEO and his/her Team. 
Also, if initial interventions are properly structured to win credibility and trust from the financial market 
and commercial actors to co-finance EAGR interventions, then VfM will be achieved through increased 
leverage, competition and volume of interest.  
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F.  How will the contract be structured and how will contract & supplier performance be 
managed through the life of the intervention? 


260. Once the inception phase is completed, and robust systems have been developed, the Board will 
take full control of the SPV. During this time, the Board will approve and validate the different strategies, 
investments, M&E activities and components. Thus, depending on specific findings and developments 
during Inception, EAGR interventions may be established in a gradual, sequenced manner, with their 
timing and exact structure largely reflective of the evolving macro-economic, security and political 
economy environment in Pakistan. Given that there is a real possibility that EAGR will be implemented in 
a phased fashion, several key milestones during its inception and implementation will allow DFID to 
review the initial structure of SPV and propose institutional changes towards more commercialisation.  


261. For instance, after 1.5 years of inception and initial interventions, EAGR will confirm the 
investment strategies of different components and make any necessary re-alignments where required 
and take pending decisions (e.g. allocation of themes and modalities for all challenge fund windows, TA 
actions). 


262. At the start of the 4th year (FY 16/17), a strategic review of EAGR will be conducted to reconfirm 
the need, carry out due diligence of systems (including SPV’s performance against logframe metric) and 
plan, if confirmed, deployment of £124.3m additional (on returnable capital basis to DFID) resources. 
The strategic review would also be informed by the microfinance impact assessment and the scale-up 
would depend on confirmation of the effectiveness of EAGR implementation design and that the 
investments are on track and achieving targeted results. EAGR will decide if the context is appropriate79 
to launch a full and comprehensive M4P analysis of Pakistan’s financial inclusion and SME market. New 
instruments or existing ones with suitable structures may be introduced at this stage, if needed by the 
market.               


263. One of the key success criteria to assess the performance of the managers (PMU and various 
financial instruments) will be their capacity to generate returns on its capital so it can be re-invested 
sustainably. This has the scope to dramatically enhance DFID Value for Money.  


G.  Is there an opportunity to negotiate on anticipated costs? 


264. With regards to CGAP, DFID already has centrally negotiated and agreed costs. There is little 
scope to negotiate costs with the IFC/World Bank as framework agreements with DFID exist and norms 
on costs are settled. However, when DFID will negotiate with CGAP/IFC/World Bank, cost 
considerations will be taken into account during negotiations. Wherever required, DFIDP can provide 
support to EAGR based on its experience of the Pakistani market.   


 


 


                                                      
79 An indicative set of potential indicators would include: IMF FSAP or First Initiative assessment to have a clear updated view of the strengths 
and weaknesses of the whole financial system; credible Finscope 2014 and/or enterprise surveys; Confirmation of private sector appetite to 
crowd in the SME space; Enough hindsight (2 or 3 years) to judge EAGR tentative strategies (on BDS, on clusters, on instruments); and an 
innovation facility that shows potential in the market. 
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Financial case 


A.  What are the costs, how are they profiled and how will you ensure accurate forecasting? 
 


265. Below is a component-wise breakup of costs over the next 10 years: 


Table 10: Fund Disbursement*   


    


Total 


Allocati


on 


2013/


14 


2014/


15 


2015/


16 


2016/


17 


2017/


18 


2018/


19 


2020-


2024 


  Components £m £m £m £m £m £m £m £m 


  


A.  Recyclable Capital 


Instruments                 


i) MF Debt Fund  15.0 2.0 7.0 8.0         


ii) SME Credit Fund  20.0   5.0 5.0 10.0       


iii) SME Equity Fund  5.0     2.0 2.0 1.0     


  A – SUBTOTAL 40.0               


  


B = Capacity Building Grant 


Component                 


i)-a PMU Management  
7.0 


0.5 0.5 0.1 0.2 0.6 0.6 3.1 


 Gates Contribution (£1.4m)  0.5 0.5 0.4    


i)-b CGAP Partnership 3.0 0.5 1.0 0.8 0.7       


ii) Innovation Challenge Facility  


15.0 


  2.0 1.0 1.0 5.0     


 


Gates Contribution (Tech 


Inv-£6m)   1.0 2.0 2.0 1.0   


iii) 


Policy and knowledge 


management 5.0   0.25 0.25 0.25 0.25 0.4 2.5 


 Gates Contribution (£1.1m)  0.25 0.25 0.25 0.25 0.1  


iv) M&E & Impact Assessment 
5.0 


  0.25 0.25 0.35 0.35 0.5 2.5 


 Gates Contribution (£0.8m)  0.25 0.25 0.15 0.15   


v)-a MSME TA intermediary level  7.0 2.0   2.0 2.0 1.0     


vi)-b MSME TA firm level 3.0   0.5 1.0 1.0 0.5     


  B – SUBTOTAL 45.0               


  Grand Total (A+B)  85.0 5.0 16.5 23.4 20.3 10.1 1.6 8.1 


 DFID Costs 75.7 5.0 14.5 20.4 17.5 8.7 1.5 8.1 


 Gates Costs 9.3  2.0 3.0 2.8 1.4 0.1  
          


 


EAGR Scale-Up Phase 


(Potential) 124.3     


2017/


18 


2018/


19 2019/20 


i) MF Debt Fund  30.0     10.0 10.0 10.0 


ii) SME Credit Fund  80.0     20.0 30.0 30.0 


iii) SME Equity Fund  14.3     5.0 5.0 4.3 


   *Fund disbursement will be reviewed every year based on the performance as well as the expenditure.  


266. If DFID-P decides to upscale the programme in its 4th year, the pipeline with potential partners 
would already exist and an additional £124.3m may be quickly deployed through EAGR’s by then well- 
established returnable capital instruments over 2017-2020.  



W-Hasan
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267. Further work to determine the value and timing of the cost estimates will be carried out during the 
inception period by the CEO SPV, in close cooperation with DFID team and its co-financiers. It will be 
assisted by the financial model that is currently prepared by the financial adviser to PPAF. In addition, 
during implementation the profiling of costs through EAGR will be done in consultation with the Board, 
and payments in advance will follow the rules and practice set up in the MoUs with partners such as IFC 
and CGAP. DFID will participate in board meetings to take stock of the progress, and detailed annual 
budgets linked to milestones will be agreed on at the outset, with progress against these being reviewed 
on a quarterly bases during management reviews. 


B.  Is the required funding available through current resource allocation or via a bid from 
contingency? Will it be funded through capital/programme/admin? 


268. The DFID budget requirement for this programme will be £75.7 million (excluding Gates 
contribution) for the period 2014-24 in RDEL. Nearly £50 million is available under DFID Pakistan’s aid 
framework and the Global Development Partnership Programme up to 2015. The project has been 
included in relevant expenditure forecasts up to 2015, and approval for the additional £25.4 million will 
be sought for the post 2015 period, assuring continued support for private sector development and 
Pakistan as a high priority country.  


269. The full £75.7 million budget will be funded through programme resources, and DFID-P has 
forecasted a spend of £14.5 million for the current and the next financial year. The non-grant financial 
instruments (recyclable capital) will be deployed by the SPV, and both the investments and yield will be 
recycled within different funds of the SPV to ensure its sustainability beyond DFID’s support. No funds 
will be returned back to DFID after the end date of the programme, other than those not committed or 
invested in the funds. It is intended to support this programme for ten years and the DFID Management 
Accounting Team will be consulted to ensure allocation of resources beyond FY 2015/16. For scale-up 
phase, if confirmed, £124.3m will be separately raised as programme (CDEL). The SPV will deploy these 
resources in the market through returnable capital instruments and will be returned to DFID-P.    


C. How will funds be paid out? 


270. In the long term, the SPV will be managing the coordination and implementation of an £85m 
programme (including £9.3 million from Gates foundation). The Gates Foundation will provide its 
resources directly to the SPV and DFID will make direct payments to both CGAP and the SPV. However, 
during the inception phase, DFID may, on behalf of SPV, make direct disbursements up to £5m for IFC 
and £10m for PPAF managed Microfinance Debt Fund in the inception phase. Further, DFID may use 
sums up to £2 million  (coming from programme management, knowledge management and monitoring 
and evaluation budget headings) for directly procuring services of suppliers for legal advice, specialist 
advice on structuring recyclable capital instruments, support to annual reviews, audits and due diligence 
as required. 


271. EAGR will be a Not-for-Profit Pakistani entity, and as soon as it is formally established and 
registered during the inception phase by PMN, it will be the direct recipient of grants from DFID for its 
corporate and management activities. Until this is achieved, funds may be channelled to PMN directly or 
through CGAP to perform pre-establishment tasks and to its contractors after prior approval by DFID. 
Beyond HR and administration costs, legal and tax due diligence expenses have to be expected for the 
first few months of the Programme, as well as initial expenses to start market research and R&D activity. 


272. Once the EAGR Board and SPV are fully functional, it is then expected that funds will be called 
by the SPV and disbursed by DFID to fund core interventions, instruments and activities (such as for the 
PPAF-managed Debt Fund). However, during either the inception period or the implementation period, 
DFID reserves the flexibility to channel its funding directly – notably to IFC due to its specific framework 
arrangements with DFID; and to PPAF, directly or via one of its co-financiers such as KFW or the World 
Bank – if the establishment of the new Debt Fund takes more time than expected, and DFID support is 
urgent. The frequency of the tranches will depend on the annual work plan, budget and progress of 
programme implementation (i.e. the extent to which results are being achieved). However, these are at 
present expected to be paid on a quarterly basis.  
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D.  What is the assessment of financial risk and fraud? 


273. Financial risk and fraud: Pakistan does not perform well in the Transparency International (TI) 
Corruption Perceptions Index, coming 127 out of 177 countries in 201380. The State Bank of Pakistan 
regulates the commercial and microfinance banks in the country. No significant institution regulated by 
the SBP has collapsed or defaulted in the recent past. The leasing companies, some microfinance 
institutions and equity funds are however regulated by the Securities and Exchange Commission of 
Pakistan which is regarded less rigorous than the SBP. The SPV itself will be a new entity which poses a 
variety of risks including untested internal systems, inexperience in procurement and untried capacity to 
manage financial and fraud risks in contracts with its partners. Considering the overall environment, the 
financial risk and the risk of fraud may be considered High for this programme.  


274. Mitigation: DFID Pakistan has very rigorous procedures, a Pakistan Anti-Corruption Strategy and 
procedures in Due Diligence procedures are continually updated. The Contractor will submit annual 
audited accounts in line with DFID’s standard requirements.  The annual work plan will be approved by 
DFID before the start of the financial year and will be reviewed quarterly. Fund will be disbursed 
quarterly upon successful completion of the work plan. The creation of new entity (SPV) offers a unique 
opportunity to design and put in place strong financial controls right from the outset. In addition, EAGR 
will start its work initially with blue-chip partners that have themselves stringent fraud and anti-corruption 
procedures (such as the IFC, CGAP, World Bank funded PPAF). 


 
E. How will expenditure be monitored, reported, and accounted for? 


275. During the inception phase, all those implementing partners with whom DFID have signed 
bilateral arrangements will send monthly technical and financial reports against the lograme indicators, 
workplans and agreed budget. These reports shall also be copied to PMU/SPV as well, who in due 
course will develop a single reporting format. The reporting template will capture progress against the 
logframe milestones, workplans and also expenditure/allocations against the financial budgets agreed 
between all participating organizations. The CEO will provide brief progress updates on a monthly basis, 
as well as detailed quarterly and annual reports. 


276. The recyclable capital/investment facilities may provide quarterly and half-yearly detailed reports 
as per their regulatory duties. These will be shared with DFID when pertinent. Quarterly management 
reviews will be organised to take stock of progress against the logframe/workplan milestones and 
financial expenditures to achieve the same, and also any other assessments such as due diligences. 


277. Following DFID-commissioned due diligence on core partners, such as PMN, PPAF (and CGAP 
and IFC as per rules of working with multilaterals),  procedures for accounting for monitoring, evaluating 
and reporting on material assets funded with DFID (and its co-financier) will be agreed upon, in 
accordance with international accounting standards. Milestone payments shall be released in arrears 
after satisfactory confirmation of deliverable. DFID best practices from other progress will be adopted to 
ensure proper financial reporting. 


278. All funds and facilities will be audited by independent auditors selected at arms’ length from 
managers, with DFID involvement. Auditors will be asked to comment on the usage of DFID funds and 
on management reports on assets funded by DFID money. It is also possible that independent 
custodians will be contracted in future phases when instruments (such as the debt fund and equity fund) 
are tendered to the private sector. We have verified they are a few custodians in the Pakistan financial 
market that are abiding by international standards. 


F.  What are the costs to be incurred by third party organisations? 


279. DFID partners and co-financiers, such as PPAF, KfW and the Gates Foundation, will contribute in 
due proportion to the general cost of running their respective instruments and components that will be 
put in place, for example  the Debt Fund and Gates Foundation’s Center for Digital Financial Inclusion. 
Management costs and risk of loss on the various recyclable capital funds would comprise the bulk of 
third party costs. 


                                                      
80 See www.transparency.org.  Comparable data for 2012 was 139th out of 174 countries and for 2011, 134th out of 182 countries. 



http://www.transparency.org/
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280. For running costs of the SPV including salaries, utilities, and premises rent, DFID will ensure that 
these are market based and effective negotiations are made prior to making any commitments.   


281. Going forward, there will be costs paid to CGAP and IFC with whom DFID has longstanding 
agreements and cost sharing MoUs that can be referred to and adapted to take into account the 
Pakistani context. 


G.  Does the project involve financial aid to governments? If so, please define the 
arrangements in detail. 


282. Not Applicable 


H.  Are there any accounting considerations arising from the project? 


283. DFID is providing funds to the SPV on a grant basis. The SECP rules for registration of the not-
for-profit entity allow for clear distinction to be made in this regard. Any contingent liability arising from 
investments will be borne by SPV itself and the Accountable Grant letter to be signed between DFID-P 
and SPV will also clearly provide for it. All assets will vest in the SPV on conclusion of the programme. 
During the course of implementation and on closure, DFID-P will however have the right to physically 
check/verify the assets maintained by the SPV. On the recyclable capital instruments, mechanisms for 
accounting and returning capital (with profit and interest as well as handling loss) will be agreed upon 
with the DFID Management Accounting Team and clearly detailed in the AG/contracts between DFID 
and implementing partner(s). Following current FIP practice, DFID Pakistan’s initial proposal is to include 
clauses protecting DFID funds so that they can be reallocated to any local same-purpose vehicle, should 
this be warranted. 
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Management Case 


A. What are the Management Arrangements for implementing the intervention?  


284. The following forms the governance framework for EAGR: 


i) Accountable Grant Agreement between DFID-P and EAGR Special Purpose Vehicle 
(SPV); 


ii) SPV Board and Board Committees; 


iii) SPV’s contractual arrangements with workstream implementing partners; and 


iv) Technical Committees for workstreams.  


v) The Gates Foundation (£9.3m) will provide direct funding to the SPV. A separate tripartite 
results agreement (or annexure) may be signed involving DFID, SPV and the Gates 
Foundation. KfW will provide equity directly to the PPAF managed Microfinance Debt 
Fund.  


285. However as noted earlier, there will be distinct phases for operationalization of EAGR: 


286. Inception phase: An arrangement with CGAP will help to establish and manage EAGR during 
the inception phase. CGAP will report to a Donor steering committee with BMGF and KfW. Additional 
members may be co-opted to provide specialist inputs. The Committee may decide to contract services 
as required (such as for legal and accounting advices on establishment, corporate governance and 
accounting procedures of EAGR) through a small fund (£200,000).  


287. The proposal to set up the SPV for managing EAGR has been discussed with SECP. Formal 
letters/proposals of partnerships have already been shared by the Pakistan Poverty Alleviation Fund 
(PPAF), KfW, Gates Foundation, IFC and CGAP. However to manage start-up risk and in the interest of 
smooth implementation, DFID-P have considered taking any or a combination of following steps if any 
delays are faced during the inception phase:  


i) The administrative support arrangement with a local agent to provide support on: a) 
registration of SPV; b) subcontracting of formulation of HR, procurement and 
investment strategies with quality assurance by CGAP; c) public advertisement for 
identification of technical members of the Board; and d) holding public communication 
events.  


ii) DFID-P may release its initial tranches in the inception phase to SPV when the 
Chairman and at least half of the Board members have been appointed.  


iii) DFID may release disbursements to implementing partners directly when all other 
arrangements are in place and partners are ready to start activities however SPV is in 
the process of setting up its accounting arrangements. These disbursements will be 
done on behalf of the SPV and to manage the pace of implementation. For instance, if 
startup takes more time, DFID may sign an Accountable Grant with the PPAF to make 
the initial contribution of up to £10 million to Debt Fund.81 The sum will be adjusted 
against equity contribution of EAGR. Similarly, the first tranche can also be released 
to IFC if a clear workplan is available for the inception phase.   


288. DFID will sign a comprehensive agreement with CGAP who will provide the first Chief Executive 
Officer of the SPV and other staff positions as required, as well as policy advice and technical input to 
promote financial inclusion in Pakistan. For actual implementation, EAGR will be set up as a Not-for-
Profit Special Purpose Vehicle (SPV) under Section 42 of the Companies Ordinance, 1984. The 


                                                      
81 PPAF is considered as one of the most efficient APEX organisations, launched by the Government of Pakistan 12 years ago; and has 
established itself with a Board where non-executive members are in the majority and GoP representatives in minority and has an independent, 
professional management team. When it started in 2000, the sector had 60,000 clients. It has now 4.7m savers and 2.3m loan cl ients. PPAF 
estimates its market share at 50%. 
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Pakistan Microfinance Network, in consultation with DFID-Pakistan, will draft the Articles of Association 
for the SPV and set it up with a small secretariat or Programme Management Unit and make the SPV 
available for partnerships to further financial inclusion (including digital) and MSME finance in Pakistan. 
The Articles of Association will be approved by DFID-P and it will be ensured that EAGR’s interests are 
fully protected. PMN will sponsor the SPV, but with limited liability (donated upfront to SPV) for 
performance and management. Once SPV is set up, PMN will have no role in decision making of the 
SPV or appointment of Board members so it will not be precluded from entering bidding for any future 
work.    


289. The SPV will either directly manage/contract out elements of the programme itself for which it is 
directly responsible, or oversee and supervise elements that have been contracted out to third parties. 


290. Implementation Phase: Contingent on a successful performance, and DDAs, DFID will transition 
to an arrangement directly with the EAGR SPV. CGAP’s services will be gradually phased out as 
determined by the BoD. 


291. SPV Board Composition: Through the Articles of Association, DFID, being the major seed 
donor, will influence appointments of the Chairman and members of the SPV Board. EAGR will be 
accountable to its Board which will be constituted through following process: 


i) Chairman – DFID (seed/major donor) nominee to be confirmed by the Board. The 
nominee should be a respected professional, entrepreneur or academic with 
significant country/international experience on access to finance, enterprise 
development and related public policy issues. S/he should have a track record of 
successfully managing organizations of comparable size and influence; 


ii) 3 technical members (microfinance, SME finance, digital financial inclusion) drawn 
from academia/professionals to be jointly agreed by donors (DFID, Gates Foundation, 
KfW etc.). Donors may advertise expressions of interest through public advertisement 
or seek references through their contacts. Technical members will be eligible for 
payment of fixed professional fees for the number of days used for Board meetings; 


iii) 3 members nominated by private sector members/constituents (Pakistan Microfinance 
Network, Pakistan Banking Association, Non-Bank Financial Institutions and Modarba 
Association of Pakistan) of SPV; and 


iv) 2 members - may be co-opt/invited by the Board from ex-officio staff/nominee(s) of the 
State Bank of Pakistan, Pakistan Telecommunication Authority, Securities and 
Exchange Commission of Pakistan, Small and Medium Enterprise Development 
Authority, Business Support Fund, Ministry of Finance and/or any state/quasi state 
agency whose participation will add value to better functioning of the Board.      


292. At least two Board members should be women. Members will have a tenure of 3 years unless 
reappointed through the same process. The Board will meet on a quarterly basis. All Board members will 
be non-remunerated (except of technical members eligible for fixed professional fee) and international 
best practices will be followed for ensuring that there are no conflicts of interest.  


293. DFID-P will agree the parameters for governance in a project document included as an annex to 
the Accountable Grant Agreement and reflected in the Memorandum and Articles of the SPV. DFID 
representatives will attend Board meetings as non-voting observers; and shall not be deemed to occupy, 
or be presented as occupying, the position of a de facto or shadow director. DFID will respect EAGR’s 
operational independence within these governance parameters, dependant on a cost effective 
achievement of the expected results provided in the logframe.  


294. The Role of Board: The Board will govern the implementation of the EAGR programme, provide 
strategic focus, and have decision making powers for all aspects of the programme, as set out in the 
Memorandum and Articles. The SPV will manage EAGR. Through the Board, it will be responsible for: 


i) Delivery of all workstreams under EAGR; 


ii) Coordination with other stakeholders and donors; 
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iii) Interaction with the government, regulatory and other key players in the financial 
sector; and 


iv) Delivery of results against the project logframe. 


295. The Board will form a Finance/Audit Committee to oversee accounting and auditing practices 
followed by the SPV and its partners.  


296. The Board will provide reports to the founding members, DFID and other donors (as required) as 
follows:82 


i) Quarterly Progress Report against the logframe indicators along with sector and 
financial updates and plans for the next quarter; 


ii) Annual Audit Reports; 


iii) Annual Performance Reviews; and 


iv) Annual Plans and performance targets for the year. 


297. Specialized Technical Committees will be formed to provide strategic guidance, approve 
workplans and monitor progress against respective workstreams. The committees will draw membership 
from SPV staff, donors and independent experts. Below is an outline of SPV’s contractual arrangements 
and technical committee structure of EAGR:   


Table 11: Management Arrangements 


Workstream/ 
Intervention 


Contractual Relationship with 
SPV 


Corporate Governance Arrangements 


A. Recyclable Capital Instruments  
i) MF Debt 


Fund  
Equity Contribution by SPV SPV will hold shares and voting rights in the debt fund 


proportionate to its equity contribution. A staff or 
nominee of SPV will represent EAGR on the Debt 
Fund’s Board. The fund is being structured in a 
manner that all shareholders will enjoy same terms 
and neither of the shareholders (SPV, KfW, PPAF) will 
hold majority stake in the fund. 


ii) SME 
Credit 
Fund  


(Recyclable) Credit agreements 
between SPV and partner 
financial institution.  


 


Board will appoint a Transaction Advisor (such as 
chartered accountants specializing in banking, leasing 
and financial sector) and form an ‘Investment 
Committee’ drawing membership from Board, 
independent experts, internal staff of other SPV 
departments and staff responsible for managing SME 
Credit Fund in the SPV. Individual deals will be 
identified by professional in-house staff and presented 
to the ‘Investment Committee’ for approval after due 
diligence of partner financial institutions (e.g. 
commercial banks, leasing companies etc.) and along 
with advice of the Transaction Advisor. The SPV 
Board will prescribe and review policy/thresholds for 
approval of such deals. 


iii) SME 
Equity 
Fund  


Open competitive tendering for 
fund manager   


The fund manager will seek approval of SPV Board for 
investment strategy of the SME equity fund. In-house 
staff of SPV will closely liaise with the fund manager 
and, in line with investment strategy, keep track of 
investment pipeline, progress on actual investments, 
performance of investee enterprises and results being 
targeted through these investments.   


B. Capacity Building Grant Component 


                                                      
82 We expect donors and other stakeholders to accept standard reporting from the company. 
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Innovation 
Challenge 
Facility  


Results based phased grant 
agreements with awarded 
institutions.   


SPV Board will accord approval of Innovation 
Challenge Strategy along with allocations for different 
themes and constitute theme specific technical 
committees to examine/award grants. Themes, 
average grant sizes along with selection criteria will be 
widely advertised. Theme specific technical 
committees will be chaired by private sector members 
and draw membership from SPV staff and theme 
experts.  


Policy and 
knowledge 
management 


Competitive tenders with local 
for-profit and not-for profit firms 
(think tanks, market research 
and communication firms) 


EAGR TA Committee will be formed by the Board to 
review the TA, M&E and Policy and Knowledge 
Management needs of EAGR. The committee would 
comprise independent Access to Finance experts, 
SPV staff and donor reps of DFID, KfW, and Gates 
Foundation. As a first step it will manage formulation 
of strategies on evaluation, TA and M&E.  


 


M&E & 
Impact 
Assessment 
MSME TA  IFC (SPV managed contract of 


the nature of Accountable Grant)  


 


Figure 9 – EAGR Functional Organogram 


 


 


 


 


EAGR Management Arrangements 


298. EAGR requires lean, nimble management, with an ethos of ‘planned opportunism’. In a market 
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devise appropriate strategies to combat risks, while also surfacing key leverage points for breakthrough 
innovation. This theory and structure deliberately mimics the successful Financial Sector Development 
(FSD) Trust structures of the DFID sponsored multi donor financial inclusion programmes in Africa. 


299. The SPV will focus on partnerships and contracts to deliver outputs – as set out in Table 11. The 
SPV management team will be headed by a CEO. Each funding stream and component will be managed 
by a Manager. Under the Agreement with the World Bank for its services, CGAP will: 


i) Provide staffing including the CEO and short term cover or necessary advisory 
support for any key functions for an initial three year period. CEO’s performance will 
be reflected in EAGR’s progress. S/he will be answerable to the Board 
administratively however DFID may provide comments to the Chairman of the Board 
and/or CGAP (as appropriate) on his/her performance if SPV is missing important 
project milestones, achievement of results and/or issues of administrative nature 
which were flagged through periodic/annual reviews but CEO failed to respond. CGAP 
will be obliged to take corrective action and the Chairman of Board may place DFID 
observations before Board; 


ii) Establish, recruit and train the Board including defining the detailed mandate and  
functions of the Board, advise on the processes to be adopted for membership of the 
Board and, in consultation with DFID and the founding members, recruit the first 
Chairman and Board Members; 


iii) Define the work of Technical Committees and recruit and train the first members; 


iv) Define the mandates of and recruit the SPV’s Financial Adviser (a suitably qualified 
firm able to assess the financial viability of each proposal and carry out due diligence 
all potential second tier partners) and an Auditor; 


v) Design and manage delivery of the funding streams and components of EAGR; and 


vi) Design and implement the operational processes of the SPV including its internal 
functions - financial management, monitoring and evaluation, corporate functions, 
research and internal audit. 


300. In 3rd year, The CGAP management team will develop, agree and implement a plan for the on-
going management of EAGR and the SPV. The broad aim expected to localise management of EAGR. 
The plan will set out the role - if any - that CGAP will continue to play in the management of EAGR. 


301. EAGR will start with a 12-18 months Inception Phase. During this time, DFID, the Board and 
SPV’s management team will: 


i) Carry out the detailed design of, and operationalise various funding streams and other 
components for, EAGR;  


ii) Set up the M&E and knowledge management activities within the SPV; 


iii) Finalise the draft logframe, identifying specific inputs under each output; and 


iv) Design and operationalise all the SPV’s internal functions and processes.  


302. A DFID PSD Adviser will be seconded to the SPV, with a mandate to ensure effective liaison 
between the SPV and DFID (including other DFID-P programmes) and other donors; and facilitate the 
completion and supervision of the core agreements with CGAP, IFC and PPAF and agreements with 
other investors - KfW and the Gates Foundation. 


303. In line with normal DFID practice, DFID will arrange independent evaluations for on-going 
assessments of the performance, results and impacts of the EAGR; working alongside the knowledge 
management unit; and reporting to the Board, DFID and other donors.  


B.  What are the risks and how these will be managed? 


304. The environment in Pakistan exposes development programmes to significant risks. The overall 
risk for EAGR is assessed as Medium/High. 
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305. The following risks have been identified and appraised, and mitigation measures have been built 
into programme design:  


Table 12: Risk Management Matrixes 


No. Identified Risk Probability Impact Mitigating Measures 


1 Macro-economic risks:  


Inflation / currency risk / 


money supply / fiscal 


deficit etc.) contributing 


to unsustainable 


Government borrowing 


and excessive Treasury 


Bill and other public 


sector borrowing rates. 


The direct impact would 


be crowding out of 


lending to the private 


sector  


Medium High EAGR can play a contributory role in mitigating 


macro-economic risks by ensuring it supports and 


leverages lending to the private sector, especially 


enterprises with growth prospects. 


DFID can work with IMF and other donors to 


provide policy support on interest rates, public 


borrowing ceilings etc., and can leverage its links 


with SBP, providing evidence-based guidance on 


need for predictable, reform-focused, macro-


economic programmes. EAGR market-based  


evidence will be provided, in conjunction  with 


others to fiscal and monetary authorities regarding 


public borrowing ceilings, interest rate 


management etc. 


2 Political  hazard – 


political support for debt 


or interest write-offs by 


public sector FIs that 


would infect the private 


sector 


Low High EAGR will work with lenders to build adaptability 


into loan agreements including deferred payment 


terms and the use of loan default insurance 


 DFID can work with IMF and other donors to 


strengthen the performance of financial markets 


and reduce risk of punitive write-offs.  


3 Natural disasters – 


floods, drought, 


earthquakes 


Medium Medium EAGR will work with lenders to build adaptability 


into loan agreements, adopting best lending 


practices 


EAGR will undertake research into application of 


disaster risk and business insurance for  SGBs 


and other customer groups including women and 


youth; and consider this subject as a theme for the 


Innovation Fund; possibly drawing on DFID’s 
Caribbean disaster management and  reinsurance 


expertise.    


4 Sectarian conflict Medium High Conflict likely to be localised, EAGR will be 


structured to permit effective restructuring, 


reflecting DFID’s expertise in adapting to similar 
situations (e.g. Northern Nigeria). Crisis scenario 


plans will be prepared to permit withdrawal/closure 


in the event of all-out conflict/ law and order 


breakdown.  


5 Fiduciary risks - 


leakages, 


disproportionate 


allocation of risks or 


non-performing 


investments and credit, 


misleading reporting. 


Corruption,  padding 


Medium Medium Fiduciary risk management is described below this 


table.  
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No. Identified Risk Probability Impact Mitigating Measures 


transaction costs 


6 “Exorbitant” interest 
rates and/or set up 


charges, lack of  true 


(APR)  interest rates 


Medium Medium All EAGR debt instruments will include covenants 


on interest rates and other charges to ensure 


transparency of true (APR) interest rates for final 


customers; taking into account  published APRs.  


7 Increasing non-


performing loans (NPL) 


by category (MSME, 


SME) 


Medium High EAGR will conduct research into NPL trends and 


set performance benchmarks for all debt 


instruments 


EAGR will manage the risk through good design, 


governance and portfolio monitoring. Design will 


focus on supporting sectors that show most 


promise, based on cluster analysis (transport, 


handicrafts, agro-processing for export, gems).  


Governance will be ensured through effective 


oversight and management; and portfolios will be 


monitored through time-bound reporting, 


supplemented by performance audits. 


8 Systemic and/or  


institutional failure  


leading to broader  


financial collapse 


Medium High EAGR and DFID will closely monitor IMF support 


to strengthen contingency planning and enhance 


the bank resolution framework; and ensure EAGR 


partners apply any new IMF supported measures 


as they emerge.  


9 Funding does not lead 


to  increased  business 


activity, growth and 


employment 


Low Medium EAGR will ensure partners target debt instruments 


into sectors and enterprises with most potential 


and will carefully monitor to permit refined 


targeting.  


10 Funding does not result 


in measurable  


increases in 


employment 


opportunities for women 


and young people 


High Medium EAGR will positively address the needs the women 


and young people to better access financial 


services and employment opportunities by 


ensuring: 


 Priority value chains and clusters include 


those that offer good employment 


opportunities; 


 Training to partner FIs on addressing the 


needs of women and young people to 


access financial services; 


 Provision of business services for these 


two customer groups; and 


 Qualifying condition for challenge fund 


applications. 


11 Taxation changes – 


(assumptions re. tax 


registration 


requirements, 


safeguards against 


risks of retrospective 


Low Medium DFID will work closely with the IMF/other donors to 


strengthen fiscal reforms to support revenue 


raising measures, introduced in a phased manner. 


EAGR will complement other DFID supported 


reform programmes (e.g. with PRA and SNG); and 


DFID will ensure that its support for revenue 
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No. Identified Risk Probability Impact Mitigating Measures 


measures, etc.) generation is consistent with its growth and 


enterprise promotion objectives by overcoming silo 


working and among other donors.    


12 Reputational risk for 


DFID (wealthy benefit 


more than the poor, 


conflict exacerbated, 


adverse environmental 


consequences, gender 


inequalities 


consolidated).   


Medium Medium Specialist advice has been used in the preparation 


of this BC to ensure that the design takes account 


of key risks with respect to equity, conflict, the 


environment and gender.  


 


Table 13: Risk Matrix Summaries 
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Fiduciary Risk Management 


305. Clear lines of responsibility for risk management will be established. The SPV will appoint a Chief 
Risk Officer (CRO)83 to act as the focal point for risk management.  This is consistent with COSO84 
principles; adapted to EAGR circumstances. Key fiduciary risks relate to: 


i) Inadequate management of funds by intermediaries (e.g. non-adherence to lending 
criteria to end-users, higher risk or non-performing clients etc.);    


ii) ‘‘Unsatisfactory” fund utilization by end users, including failure to adhere to business 
plans, fraud and fund diversion. 


306. Analysis by instrument reveals highest risks for the recyclable capital investments. Therefore 
risks will be mitigated through the use of contractually binding investment rules, time-bound reporting, 
accredited external auditors and an independent investment monitoring mechanism. These risks can be 
contained by careful pre-vetting, the preparation of robust lending criteria and rules, and through tight 
programme management.  


307. The SPV will select fund managers after full due-diligence and special governance arrangements 
will be introduced where necessary.  


                                                      
83 Part time and/or outsourced. 
84 Committee of Sponsoring Organizations of the Treadway Commission (COSO) 
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308. DFID will require funds to be blended, with no earmarking of funds by source (in common with 
DFID’s preferred contractual arrangements for Trust Funds. Financing agreements and reporting 
requirements will explicitly ensure that – while DFID finance may be at greater risk than that of other 
donors – it will not be placed at higher risk than commercial finance. This will mitigate the risk that fund 
managers protect their own funds, and those of other preferential funders.    


309. This also means that there can be no attribution of benefits by source of funds.  When reporting 
impacts, DFID priorities, such as strengthening finance of female headed enterprises, will not be 
disproportionally attributed to DFID. DFID’s input will be measured in terms of its contribution, which will 
understate the impact in terms of shaping the agreements that will direct fund application. When 
structuring the reporting framework, DFID will ensure that data is disaggregated, and in subsequent 
compilation, performance is measured by entity, characteristics (size, type, ownership structure, location 
etc.) in order to monitor biases and non-adherence to lending criteria.  


310. Challenge Fund and other non-recyclable capital risks will be mitigated making use of DFID’s 
expertise operating similar instruments globally. 


C.  What conditions apply (for financial aid only)?  


311. This is not financial aid to government. The usual conditions will apply regarding appropriate use 
and reporting of funds. 


D.  How will progress and results be monitored, measured and evaluated? 


312. EAGR is a learning programme that will contribute to building the knowledge base relating to 
access to finance by small businesses. Monitoring and evaluation, impact assessment and knowledge 
management functions will be used to do much more than provide prescribed monitoring and reporting, 
but instead strategically deepen the evidence base and inform the Pakistani and global community of 
lessons that would deepen understandings of the linkages among SGBs, jobs, growth, and poverty 
alleviation. 


313. A significant budget – £5 million – will be allocated to monitoring, evaluation and impact 
assessment, and the SPV will establish its M&E function as part of its KM workstream. 


The approach to M&E under EAGR reflects six main objectives: 


i) Timely information to ensure that programme direction and implementation is on-track 
in terms of key milestones and performance against budget; 


ii) Ensure service providers are held to account regarding each component (and   the 
overall programme management), thereby monitoring cost effectiveness in terms of 
Value for Money (VfM) objectives; 


iii) Monitor financial performance, in terms of loans and grants made, “turnover” of those 
loans, non-performing and at risk loans, cost/loan performance, equity performance 
and to contribute to fiduciary risk management; 


iv) Monitor performance against logframe objectives, in terms of beneficiaries reached 
(by income, gender, business activity/sector, spatial distribution and environmental 
impact); 


v) Evaluate the wider impact in terms of contributing to Pakistan’s financial institutions 
and capacity, enterprise growth, employment generation (direct and indirect) and 
enterprise strength; 


vi) Strengthen Pakistan’s knowledge base by disseminating information collected in an 
effective and usable manner. 


314. In order to achieve this in a cost effective and timely manner, EAGR, through the SPV, will 
develop a structured M&E system, that complements (and avoids duplication) with existing data sources.   


315. As highlighted in the VfM section, key tasks will be tendered and will include appropriate 
reporting requirements. Performance audits will be conducted on key programme elements to 
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complement internal and external audit processes, to be undertaken in line with DFID standard operating 
procedures.  


316. Data collection programmes will provide the evidence base to enable each Logframe component 
objective to be monitored. 


Strength of evidence base 


317. The Theory of Change presented in the appraisal case is based on recent evidence, especially 
from within the region (Bangladesh, Burma, Sri Lanka, Pakistan and India). It is coherent with 
evaluations of DFID financial sector development programmes using qualitative and quantitative 
methodologies to measure the benefits of increased access to finance on small businesses. 


318. The microfinance movement in Pakistan is at the forefront of building evidence. EAGR core 
partners, PPAF and PMN have a long tradition of impact surveys on real income and poverty alleviation 
and rates of return on microcredit; though these surveys are patchy and focused on the micro segments 
of the SME sector. According to research conducted by PMN, microfinance in Pakistan has produced 
seemingly better evidence than expected85, namely: 


i) Evidence of income increase is quite strong and consistent; 


ii) Evidence on consumption, expenditure and social indicators is mixed; 


iii) No evidence on asset accumulation (yet); 


iv) Mixed evidence on empowerment; 


v) Client perceptions about change are quite strong. 


319. EAGR will be uniquely placed to support the current research agenda on the impact of better 
access to finance for fast growing SGBs to create jobs and real income increases; and thus confirm 
PMN’s findings. 
Methodology  


320. Delivery of programme results will be monitored using the Logframe which draws heavily on the 
indicators and targets set by FIP; and then extends those with EAGR’s refined focus on jobs and assets. 
The logframe will be a key mechanism to assess project progress. The baselines will be populated 
through available data produced by well-established institutions, most of them based in Pakistan, 
including: 


i) The Pakistan Bureau of Statistics;  


ii) The State Bank of Pakistan (quarterly publications on Branchless Banking or on credit); and 


iii) Microfinance Quarterly Reviews compiled by PMN.  


321. Moreover, these will be complemented by international bodies such as the World Bank Enterprise 
Surveys, FinScope, primary surveys, and the milestones will be populated using MIS monitoring data, 
available in periodic reports from the SPV Management partners.  


322. Additional research on baseline indicators and milestones at output level, such as “net jobs 
supported or created via EAGR-supported MFIs, MFBs, banks, and NBFIs, disaggregated by gender 
and age”, will be needed. This will be established during the inception period in cooperation with the 
other funders and partners implementing ILO Labour surveys. 


323. Positive changes in household and social assets (i.e. housing, education, health) will be 
assessed leveraging the existing monitoring frameworks designed by PPAF, with methodological support 
from CGAP and the PMN and the experience of MFIs such as Kashf Foundation, the Aga Khan 
Microfinance network or BRAC. 


                                                      
85 PMN PowerPoint presentation to DFID of March 2013 
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324. The programme will design a comprehensive and robust Monitoring framework that will 
effectively track progress toward project outcomes and permit continuous feedback and refinement of 
implementation.  


325. Key partners, such as SBP, PMN, IFC, Gates, and PPAF have also contributed to development 
and validation of these targets, while also expecting to contribute to their achievement. 


326. Evaluation will be undertaken independently by DFID via an external agency. In line with normal 
DFID practice, DFID will recruit an Independent Evaluator to provide on-going assessment of the 
performance, results and impacts of the EAGR; working alongside the KM Unit; and reporting to the 
Board, DFID and other donors SIDBI.  


EAGR Monitoring Plan  


327. Through the SPV, EAGR will invest in robust monitoring and evaluation and impact assessment 
function and appropriate management information systems.  This will not only facilitate mandatory 
programme reporting to DFID, but it will also assess economic, financial, and social impacts, and where 
possible costs and benefits of various EAGR interventions, thereby informing on-going management 
decisions about the allocation of resources. 


328. The M&E function will be responsible for ensuring that all monitoring information is uploaded to 
the system centrally, and on a monthly / quarterly basis. Data collected in the MIS will be analysed 
quarterly, with a more complete review occurring on a semi-annual basis to ensure progress against 
milestones, and inform in which geographic or thematic areas additional focus is needed.  


329. EAGR will underwrite regular training for recipients on how to accurately collect data, how to 
ensure that data is entered into databases accurately, and how to effectively report. This will be 
important to instil a “triple bottom line” approach that is monitoring financial, social and environmental86 
performance.  


330. Overall budget utilisation will be monitored regularly to ensure monies are being spent in line with 
expected disbursements and that those expenditures are producing the planned activities, as set out in 
periodically updated work plans. 


331. The financial returns will be set in consultation with the relevant fund managers, based upon joint 
risk assessment and requirement for minimum returns from each investment. The development returns 
will be monitored for each investment and cumulatively add up to the results projected for the 
programme. 


332. Finally, the M&E framework will be used as a tool to assess under and over performance and 
trigger reallocation of funds from (failing) interventions to more promising ones, in accordance with 
market systems/M4P programmes. The phasing of EAGR from the inception period and the planning of 
a robust mid-term review in year 3 will facilitate such reallocation and enhance VfM for DFID funds. 


333. EAGR will work in close partnership with its co-funders – notably World Bank Group, KfW, CGAP 
and the Gates Foundation – all institutions with a long experience of supporting best practice with for-
profit managers and investors. 


Evaluation and research 


334. Through a series of firm and household level impact assessments, the programme will seek to 
measure: 


i) Increases in individual or household income; 


ii) Increases in household assets; 


iii) Increases in social assets (education, health, etc.); 


                                                      


86
 Environmental impact questions should be included in monitoring procedures e.g. asking about water, waste disposal and health and safety 


aspects. Training may be needed to facilitate this process. 
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335. The result indicators would be appropriately disaggregated (gender, youth, poverty profile, etc.) 
for guiding and monitoring the effectiveness of resource allocation 


336. Impact assessment and post completion reviews will focus on jobs, income growth and asset 
accumulation. However, R&D and impact evaluation of EAGR will evolve in coherence with progress in 
evaluation of microfinance and SME finance impact globally (work led by IFC and CGAP within the G-20 
SME Finance Sub-Group under the Global Partnership for Financial Inclusion (GPFI)) or done by DFID 
FSD Africa Programme.  


337. For instance the impact on vulnerability to shocks and gender and youth empowerment may be 
on themes where EAGR could play a leading R&D role, due to the Pakistan context. 
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Annex A (KfW 1/2)
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Annex A (KfW 2/2) 
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Annex B – (BMGF 1/2) 
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Annex B (BMGF 2/2) 
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Annex C (CGAP 2/3) 
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Annex C (CGAP 3/3) 


 







PROJECT NAME


IMPACT Impact Indicator 1  Baseline (2013) Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Inclusive economic growth, higher 


incomes, and sustainable livelihood 


improvements for lower segments of 


population in Pakistan


GDP/Capita (Pak Rs) Planned $1,290.00


Achieved World Bank 2012


Impact Indicator 2 Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


HDI (Absolute Value) Planned


Achieved 2012 UN HDI Report


OUTCOME Outcome Indicator 1 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10 Assumptions


Improved MSME access to appropriate 


financial services translating into higher 


economic benefits for state, and poor and 


marginalized groups, in Pakistan


Additional number of EAGR beneficiaries accessing financial 


services: i) microfinance*; ii) branchless (mobile) banking**; 


and iii) SMEs


Planned i) 0; ii) 0 ; iii) 0 i) 19,000; ii)x ; iii) 0 i) 59,000; ii) x; iii) 1,300 i) 102,000; ii) x; iii) 3,700 i) 224,000; ii) x; iii) 11,700


* If EAGR invests beyond microcredit, other clients such as and 


insurance holders may also be included
Achieved


** Gates has commissioned preparation of detailed Business Plan for 


Digital Financial Component and results will be inputted by Dec 2013


Outcome Indicator 2 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Additional contribution to revenue/output of enterprises due to 


EAGR investments (DFID attributable only)


Planned


PKR 0 PKR 1.2 Billion PKR 9.5 Billion PKR 23.8 Billion PKR 68.9 Billion


The macroeconomic and security 


environment (including confilct and 


fragility) do not deteriorate further to 


constrain the implementation environment 


for EAGR.


Achieved


Outcome Indicator 3 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Number of additional jobs created by EAGR financing (DFID 


attributable only)


Planned
0                                 28,500                                 99,000                               184,000                               432,000 


Achieved


Outcome Indicator 4 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Number of i) Women; and ii) Youth employed due to EAGR 


investments (DFID attributable only)


Planned
0                                   5,700                                 29,700                                 73,600                               216,000 


Achieved 20% overall (50% each) 30% (50% each) 40% (50% each) 50% (50% each)


DFID (£m)  Govt (£m) Other (£m)-Gates 


Foundation


Total (£)


£75.7 £9.3 £85 89%


DFID (FTEs)


1.00 Lead PSD Adviser; 0.33 FTE (Program Manager); 0.25 


FTE (Team Leader); 0.20 FTE Results Adviser; 0.10 FTE 


(Economist); 0.10 (SD Advisor); 0.10 FTE (Governance 


Advisor) 


OUTPUT 1 Output Indicator 1.1 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10 Assumptions


Sustained/enhanced flow of funds for 


microfinance


Planned


PKR 0 PKR 11.8 Billion PKR 49.5 Billion PKR 88.9 Billion PKR 200 Billion


Achieved


Output Indicator 1.2 (Measure of Graduation) Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Increase in average loan size of microfinance loans financed 


by Microfinance Debt Fund


Planned PKR 25,000 0% 25% 75% 200% (PKR 75,000)


INPUTS (HR)


DFID SHARE (%)


Source: MicroWatch and Pakistan Microfinance Review by Pakistan Microfinance Network, PPAF 


Enterprise and Asset Growth (EAGR)


Source: World Bank


Source: Annual UN HDI Report


The Micro and Electronic Credit 


Infromation Bureau (MF-CIB and e-CIB) 


communicate with each other and able to 


identify unique and multiple clients against 


each category.


Gross Loans Advanced by EAGR financed Debt Fund to the 


Microfinance Industry  (Measure of size of leveraging of EAGR 


investment)


Source:   SBP Website Development Finance Reports, EAGR M&E


Source:  SECP data


Source:  MicroWatch and Pakistan Microfinance Review by Pakistan Microfinance Network; EAGR M&E


Source:  MicroWatch and Pakistan Microfinance Review by Pakistan Microfinance Network; EAGR M&E


INPUTS (£)
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Achieved


Output Indicator 1.3 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


% Private or Commercial Credit Leveraged by EAGR 


investment in MF Debt Fund 


Planned 1200% 1500% 2000% 4000%


IMPACT WEIGHTING (%)  20% Achieved


DFID (£) Govt (£) Other (£) Total (£)


DFID (FTEs)


2


OUTPUT 2 Output Indicator 2.1 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10 Assumptions


Leveraging technology for enhancing 


access of financial services for enterprise 


growth and inclusion of poor and 


financially excluded regions (Digital 


Financial Inclusion)


Planned


25% 60% 90%


Achieved


Output Indicator 2.2 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Volume of branchless banking transactions generated by 


solutions supported by EAGR investments


Planned


£1.25 £15m £40m


Achieved 5x£0.25m investment 5x£3m investment 5x£8m


Output Indicator 2.3 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Cumulative Number of digital financial solutions/pilots financed 


by EAGR


Planned


1 4 9


Achieved ticket size = £0.5m/inv


IMPACT WEIGHTING (%) 20% RISK RATING


DFID (£) Govt (£) Other (£) Total (£)


£0


DFID (FTEs)


1


OUTPUT 3 Output Indicator 3.1 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10 Assumptions


Planned


0 PKR 0 Billion PKR 5.7 Billion PKR 17.6 Billion PKR 54.5 Billion


Achieved


Output Indicator 3.2 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


% of labour force employed by EAGR funded enterprises 


employing women and/or youth


Planned


20% 30% 40% 50%


Achieved


Output Indicator 3.3 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Value of institutional equity leveraged/invested for small 


enterprises (via EAGR)


Planned


£16m £25m


Achieved 4/25% 5/20%


DFID SHARE (%)


Source: MicroWatch and Pakistan Microfinance Review by Pakistan Microfinance Network, PPAF 


INPUTS (£) 


Source: MicroWatch and Pakistan Microfinance Review by Pakistan Microfinance Network, PPAF 


Source:  EAGR Reporting of SMEs through Partner Financial Institutions 


Source:  Reporting from programme partners/commercial banks/fund managers


Sum of Debt Fund Loans Disbursed and Equity Funds Assets under Mgmt


Source: Quarterly Branchless Banking Newsletter, State Bank of Pakistan; Gates Surveys


Source: EAGR M&E, Quarterly Branchless Banking Newsletter, State Bank of Pakistan, Gates Surveys


Enhanced access to and usage of 


appropriate financial services by small 


growing businesses (SGBs)


INPUTS (HR)


INPUTS (£) 


INPUTS (HR)


Source: EAGR M&E, Gates Surveys


DFID SHARE (%)


% sub‐$2/day adults within 5km of active Cash-In Cash Out 


(CICO) points


Size of SME Financing (debt, equity, value chain financing or 


other instruments) via EAGR supported facilities


Source:  EAGR Reporting of SMEs through Partner Financial Institutions 
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Output Indicator 3.4 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Size of Lease Financing for income generating assets


0 PKR 0 Billion PKR 570 Million PKR 3.5 Billion PKR 16.3 Billion


Achieved 10% of SME Finance 20% 30%


IMPACT WEIGHTING (%) 25% RISK RATING


DFID (£) Govt (£) Other (£) Total (£)


DFID (FTEs)


3


OUTPUT 4 Output Indicator 4.1 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10 Assumptions


Collateral registry established/functional for SMEs Necessary legal framework 


for 'Collateral Registry' 


approved


Collateral Registry 


Functional


20% of formal sector SMEs 


avail of Collateral Registry 100% of formal sector 


SMEs and formal financial 


sector avail of Collateral 


Registry


Output Indicator 4.2 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Number of unique innovative value chain financing solutions 


successfully piloted across different sectors through 


combination of business development services, challenge 


grants and/or credit


Planned


0 3 5 15 40


Achieved


Output Indicator 4.3 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Number of women and youth clients provided with training on 


business development services, enterpreneurial skills and 


financial literacy


Planned


300 500 1,500 4,000


Achieved


Output Indicator 4.4 (Support for Provincial Revenue 


Authority, Punjab and Sindh)


Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Planned


15% 30% 60% 100%


Achieved


Output Indicator 4.5 (Impact Assessment and Evidence) Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


Planned
Award of contracts for 


holding microfinance impact 


assessment study and 


South Asia Regional Study


MF Impact Assessment 


Findings available for 


infomring Strategic Review 


FY16/17


Continued impact 


assessment


Achieved


RISK RATING


IMPACT WEIGHTING (%) 20%


DFID (£)  Govt (£) Other (£) Total (£)


OUTPUT 5 Output Indicator 5.1 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10 Assumptions


% of operating cost from own source revenue
0%  0% 5% 20% 100%


INPUTS (£) DFID SHARE (%)


Source:  State Bank of Pakistan and Collateral Registry


Source:  Reporting from programme partners (e.g. Equity Fund manager)


DFID SHARE (%)


Source:  Provincial Revenue Authorities, Sindh and Punjab


INPUTS (HR)


INPUTS (£) 


% Increase on GST on services collected from SMEs in 


Punjab and Sindh* (targets subject to IFC assessment and 


may be revised) 


Rigorous independent assessment on impact of microfinance


Source:  Microfinance Impact Assessment Study, South Asia Regional Study and other reseraches


100 each on average for each solution 


Source:  SPV financial records


Efficient, visible, professionally managed 


and sustainable SPV


Improvement in financial & economic 


policy, governance & infrastructure, 


especially that which improves the climate 


for private sector investment & doing 


business


Source:  EAGR and Skill Programme Partner


Source:  EAGR Programme Partners


INPUTS (HR)
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Output Indicator 5.2 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 7


Compliance with IRIS standards


Planned


Identification of relevant 


standards for SPV and 


investment streams


Standards adopted, data 


being received to report 


performance


Satisfactory performance 


on 75% of standards 


adopted


Satisfactory performance 


on 100% of standards 


adopted


Achieved


Output Indicator 5.3 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 8


i)                     Board is fully 


functional 


i)              Meetings of board 


held regularly (at least 


thrice in year);


ii)                    All Board 


committees (investment, 


audit, finance etc) formed


ii)             Effective 


governance control of 


Board over SPV


iii)                  Key strategies 


on corporate (Procurement, 


HR, etc) and programme 


(investment, risk mitigation, 


gender and youth etc) 


formed and approved by 


the Board


iii)            Reconstitution of 


board and committees held 


as per SPV articles


iv)                   All regulatory 


approvals sought for 


functioning and investments


iv)            Management 


control transitions from 


CGAP to SPV’s own staff


v)             Submission of 


data and regular 


compliance with regulatory 


requirements


Achieved


Output Indicator 5.4 Baseline Milestone 1 (2014) - Yr 1 Milestone 2 (2016) - Yr 3 Milestone 3 (2018) - Yr 5 Target Year 10


i)              Fully functional


website with updated


information established


ii)             Regular 


newsletters, thematic/


technical papers developed


and issued


iii)            Membership of all


relevant national and


international policy forums


iv)            Procedures in


place for dealing with


information requests


Achieved


IMPACT WEIGHTING (%) 15% RISK RATING


DFID (£)  Govt (£) Other (£) Total (£)


INPUTS (HR)


Satisfactory 


progress/update


Satisfactory 


progress/update


Satisfactory 


progress/update


Source: Electronic/print media reporting, interview with stakeholders and website review


Source: Independent IRIS Review


High quality strategic and performance management


Planned
Satisfactory 


progress/update


DFID/EAGR transitioning 


out strategy and 


implementation (year 8-10)


INPUTS (£) 
DFID SHARE (%)


Source: EAGR Records


Effective communication, visibility and transparency


Planned
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Karandaaz Pakistan has received funding from the United Kingdom 
Department for International Development (DFID) and Bill & 
Melinda Gates Foundation (BMGF).


Karandaaz Capital
Invests growth capital in small and medium size enterprises 
(SMEs) with the objective of generating commercial �nancial 
returns for Karandaaz and support broad-based employment 
generation in Pakistan.


Karandaaz Digital


Provides technical assistance and services to promote 
�nancial inclusion through technology enabled solutions. 
Karandaaz Digital is working with national regulators, public 
agencies, private corporations, and technology entrepreneurs 
to strengthen national payments infrastructure, digitizing 
government to people payments, corporate supply chains, 
and supporting FinTech innovation in Pakistan.


Karandaaz Innovation


Innovation Challenge Fund (ICF) running under Karandaaz 
Innovation provides risk capital and grants to partners with an 
aim to generate innovative yet practicable solutions for 
solving complex problems in areas of �nancial inclusion and 
entrepreneurship. The Fund is especially focused on 
addressing stubborn barriers faced by SMEs, women and 
youth in accessing appropriate �nancial services and 
participating in the economy.


Karandaaz Knowledge
Management &
Communication


Karandaaz Knowledge Management and Communication 
develops and disseminates evidence-based insights and 
solutions to inform the core themes of the company, 
including innovation, women entrepreneurship and youth, 
and to in�uence the �nancial eco-system to promote �nancial 
inclusion in Pakistan.


Karandaaz Pakistan, established in 2014 and registered with the Securities and Exchange Commission of Pakistan under 
section 42, is promoting access to �nance for small businesses through commercially directed investments and �nancial 
inclusion for individuals. Karandaaz operates through four program vehicles:







Portfolio: Corporate Investment (Growth Capital)


SME Growth Capital
Investment Allocation: USD 6.5 Million; Stake


Karandaaz Capital is developing a small portfolio of growth capital investments in SMEs with 
compelling growth prospects and credible sponsors and management teams to pilot a small private 
equity investment platform. This will help to scale up the business in subsequent funding rounds.


Investment Guidelines


An ideal Karandaaz Capital investment has the following key characteristics:


Karandaaz Capital is the SME investment platform of Karandaaz and is managing USD 50 million in capital to deepen 
access to growth �nancing for SMEs in order to generate broad based employment in Pakistan and �nancial returns for 
Karandaaz. Karandaaz Capital operates two lines of business:


Credit Business


The Credit business of Karandaaz Capital designs innovative and viable credit models for SME �nance with premier 
�nancial institutions and corporations. Through its credit business, Karandaaz Capital invests risk capital in innovative 
credit models to signi�cantly accelerate SME access to �nance. A key focus of its structured �nance programs is to 
promote term �nance for capital investment and greater emphasis on cash �ow based lending. With advances in 
digitization, the credit business also seeks to develop partnerships around FinTech innovations.


Corporate Investment


Karandaaz Capital makes private equity investments in commercial strategic platforms that build �nancial inclusion 
infrastructure and services for micro, small, and medium size enterprises; and growth capital in SMEs with potential for 
pro�table growth and broad-based employment creation.


Portfolio: Credit Business


USD 50 Million Risk Participation Facility with Meezan Bank Limited
Committed Investment: USD 10 Million


Meezan is the leading Islamic Bank in Pakistan. Karandaaz has committed USD 10 Million and 
Meezan Bank has committed a minimum USD 40 Million to �nance vendors and distributors of 
partner corporates that have entered corporate framework agreements with Karandaaz and 
Meezan. Under the program, Meezan is seeking to provide term and working capital �nance 
through cash�ow-based product program (lower collateral thresholds) with e�cient loan 
processing timelines. Corporate Partners: Atlas Honda Limited; Pak Suzuki Motor Company Limited; 
Millat Tractors Limited; Engro Fertilizer Limited; Unilever Pakistan; and Al Ghazi Tractors Limited


GBP 20 Million Risk Participation Facility with Bank Al Falah Limited
Committed Investment: GBP 5 Million


Bank Al Falah Limited (BAFL) is a leading commercial bank in Pakistan with a major focus on building a 
premier SME and digital banking franchise. BAFL has introduced a series of innovative, SME focused 
credit programs. Through GBP 20 Million Risk Participation Facility, Karandaaz has committed GBP 5 
Million and BAFL GBP 15 Million to scale-up �ve SME product programs designed by BAFL and 
Karandaaz respectively. These include Supply Chain Finance, Commercial Feel Finance, POS Merchant 
Finance, Telco Franchise Finance, and Dairy Supplier Finance.


USD 40 Million Risk Participation Facility with ORIX Leasing Pakistan
Committed Investment: USD 10 Million                                                                      


ORIX is the largest leasing company in Pakistan. Karandaaz has committed USD 10 Million and ORIX has 
committed USD 30 Million to �nance vendors of Partner Corporates that have entered Corporate 
Framework Agreements with Karandaaz and ORIX.  Under the Program ORIX is: i) �nancing purchase of 
capital assets, and ii) may partially “securitize” existing �nancing of capital assets as a liquidity and risk 
management instrument.


Portfolio: Corporate Investment (Strategic Platforms)


Pakistan Micro�nance Investment Company
Investment: USD 22 Million; Stake: 37.5 per cent


The Pakistan Micro�nance Investment Company (PMIC) is a specialized, wholesale investment �nance 
company established by Karandaaz along with the Pakistan Poverty Alleviation Fund (PPAF) and KfW. 
PMIC is the �rst publically-funded, privately-managed, commercial development �nance institution 
dedicated to accelerate the development of micro�nance in Pakistan. The purpose of PMIC is to 
establish a well-capitalized, for-pro�t wholesale �nance business that provides sustainable funding to 
retail micro�nance institutions by building deep �nancing links with commercial credit and capital 
markets, in order to support broad-based economic and employment growth in the country.


KARANDAAZ


CAPITAL







Additional weightage is given to companies with thematic �t with overall Karandaaz program, demonstrate 
environmental and social responsibility, and broader social impact with respect to improving quality of services that 
bene�t a broad cross section of society.


USD 1.5 Million Investment in Techlogix International Limited


Techlogix is a leading IT services and enterprise solutions company with operations based out of 
Pakistan. Techlogix has developed innovative and cost-e�ective software-as-a-service enterprise 
solutions for the higher education, micro�nance, and large-scale distribution sectors. Investment from 
Karandaaz will help Techlogix further develop and market its solutions locally and internationally and 
generate employment opportunities in Pakistan.


Revenue USD 1 - USD 15 million
Ticket size USD 500k - 2 million; larger with co-investors


Common equity, preference shares and convertible debt


10% to 51% (signi�cant minority, opportunistic control)


Growth Capital (convertible debt, preferred equity, common equity)


Pakistan as principal place of assets and job creation


Organized industry supply chains
Medium-sized infrastructure
Consumer driven services
Technology and innovation


Strong demand fundamentals
Solid market franchise
Substantial barriers to entry
Growth and value creation opportunities
Good cash �ow characteristics
Credible sponsors and skilled management
Commitment to corporate governance
Multiple exit options e.g. trade sale, IPO, sale back within 5 years
Ability to generate employment, including women and youth


Company Size


Instruments


Ownership Stake


Investment Types


Geography


Industry Focus


Investment Criteria


Portfolio: Corporate Investment (Growth Capital)


SME Growth Capital
Investment Allocation: USD 6.5 Million; Stake


Karandaaz Capital is developing a small portfolio of growth capital investments in SMEs with 
compelling growth prospects and credible sponsors and management teams to pilot a small private 
equity investment platform. This will help to scale up the business in subsequent funding rounds.


Investment Guidelines


An ideal Karandaaz Capital investment has the following key characteristics:


KARANDAAZ


CAPITAL


+92 (51) 8449761


info@karandaaz.com.pk


www.karandaaz.com.pk


/KarandaazPk          /company/karandaaz-pakistan          /KarandaazPK


Address: Karandaaz Pakistan, 1-E Ali Plaza, Nazimuddin Road, Islamabad, Pakistan
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