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Microfinance has proven to be an essential element for people in disaster situations, enabling them to start to rebuild
their lives and improve their living conditions. However, there have been crisis situations where massive injections of
donor funding—including capital for microfinance operations—have not achieved their intended purpose, largely
because there was insufficient local capacity to deliver services in a timely and appropriate manner. This failure
raises questions about how a microfinance institution (MFI) should respond in a post-disaster context. On the one
hand the MFI wants to protect its good reputation, putting the needs of its clients first as any successful business will
do. On the other hand it wants to protect its identity as a long-term, professional financial intermediary—quite distinct
from an ‘aid’ organisation.

Furthermore, while proponents of microfinance often state that its primary purpose is to provide capital for enterprise
development so that clients can grow their income and assets, a complementary purpose must surely be to assist
clients to protect their income and assets from the impact of crises such as natural disasters.

Thus a recent FDC project asked: ‘How can MFIs maintain their effectiveness in times of disaster?’ And it sought to
answer this question by engaging microfinance clients and practitioners in tsunami-hit areas of India, Sri Lanka and Indonesia. FDC's research and
other learning were synthesised into a curriculum, which was a challenging process due to the existence of such a wide range of microfinance provid-
ers—from licensed microfinance banks through to generalist NGOs, relief agencies and semi-formal self-help groups. All have different perspectives
and roles, and for this reason the FDC team developed a ‘best practice’ manual as a series of six modules from which stakeholders can select topics
according to their particular needs and context .
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