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AASTRACT

This study 2 1o edarive e irpeac of firanc 2 sectar deslopment on the finenda and socid
pa<ormianos of R, The :'.L-n:'\-.'l.-szrg'.: Trom b shdarkassash she resaa-ck serod betweep 19990 a0 g 2000,
Tke resubs showed bt sk rrising of the ﬁn'lrizl sectar hian a pogatiee impact or the ndependencr af
FFIs. 01 thr othes honn, the advancement of the finenc s =coine bas alsa han a negasler Impact o the
aui@%ch o KA s ta the pess, This concition skases that there b coecpet tin Betsec oo acth aFthersn, hecauae
the Anand al selior fesedOpment Bas 2 paoalise impacton e 2Bty o W F 00 tenerate highe: in i"..‘-"l'l'l'E
irnal caidun o this ke is thel policerngker: e moere cereTul e detenn g e vpecsional reac ol e
traditiorzl Ararcial sectarand (A -s.
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INTRODUCTION

Wicrafinanoe  mstitution (WFN i 3
finandal institution that szecif cally  >ifers
financing 1o the poo or small buzinessas that
gererally oo nol hase direcl s coesa olzanking,
This is duc 1o the abser ez of collatem ar the
relasivaly small masd ‘o BFIs 50 that itis 10
longe- profitazlz for banks to channel loans to
thern {Cull et #l., 20095

Itk e lasl oo devicdess, RAFLFras stuawen
a rapid dovelepmieat with @ fairdy b gh leeel of
ruccrss, Fspecially in dewaloping countries.
REFl hze become one of the sectoss that
CLIFIENGT S e gt al o s ll-as e
Emirisespy bl Fawe ar impsact en bnprosing
the wrelfzm 2d the poaras well ascontrbuting
to powerty allasiating, Arcording to ferdand
fe Eyalein Steaen 13008], millions ol people
whie were prediously margialiced  Tram

linarcial Tadities have poiped  geceis Lo
finaneial services and this cenditian cannat Be
saperated from the interfierance ofgF s

n suppzt of is stew, 172 United
Maticna desiznated 2005 a3 U e intemativnsl
year ot micrarredil. In #Ke, Wutanmad
i ue, ane of the war d's mizne cred © figures
with an  institution caled tie Grameen
souncatlor, recelved the Mobel Feace Frize
far his  dedicatier to allewiating poeserly
thrmugh marginal 2ed
comrrunitias. The  impor@nca of &8s
axistante 5 alsc reflected in the fact: of
eigling achiedermenrs, in B33, RAFl serusd
regae e Uhnier 91 reilien cescemmers wewlhidwide
with -afal lecrs maching L&D 215 billion.
Waanahila, Read et a. [2015] stabed -hat
thera e 211 Millies poar pesale whe Foee

reicrcrerdik i




besn smrwend by WElS, mast ol which wre
proplewho are ot sxtreme poeerty leoe s

Giver Lhe m:l.ul:.ll e ol ARG, vl
sludies have Lried w0 esamine L Taclors LFal
suppir The sussarabiliow ol WEE S0 thil BFS
can develop ard centionae Le serse Lhe g,
Itany litzrature call hese owe sliaclive as
igcial and  limandal perlermance of BFI
[Harmas & Hudon, 2018). Soci erlerrmance
reeli ed 1 the ability ol BF Lo recch rmoee
poc-pecia while ingnclzlperferna 1ce = the
Capalilily b auzlain withoul 1aving o degetd
enocenon or subsidies.

During ils jourmey, BIFL olten face
mary chstacles, including prof errs with the
rescurces > pompatdon from cther finandal
institul cos thatl hase baller mescaioes, such
as corrrerdizl Banks or Tinancia echinolopy
rompanies, In the line of research on kEFls,
the survival of MHE 85 instruficns 15 often
taen 35 INConslstant Wit 155 misslon T2 seryee
Lhe pos. o ootler wonds there is often a
trode off hetwren the twno The trade off
condisien aeeurs whet an 8FD wands e
achieve finaroa sustainz by or
Ind ependance, whith mears thst It Is not
dependett er sukeidies, the S48 must give ap
its reach to the ponr. In this siteation, M=scan
nno longar sarve tha poor bacause -he costs
inturred to serse them are June  large,
Therat reducing The pealins Chal BF 1S cen use
tn sustain she roperations.

Therefare, emdranmental candition:
that are suitakle for the develnpmert 2 2450
bl @y S s e very ro i nees e SecChal PARE
can eenlnue o serve e poee and prorncle
prwerty  alleviat o in varizus  countries.
Seweral studies an RAFL anclyses spesifically
the -nnditinns that =re Tinstsnitzkla far 850
I ﬂ!'!'-lmp Gty e el The absasealion
in LFe elevpl sgrment of 1Fe Tirmnciz] Spcdar in
the county.,  Chsereations abot the
devclapmiert of che finonzal sector inoa
coantry are aflen included in obssreations
ikoul 1he rracrdecoiomi c readitiansg in 1Fal
coaniry. Racroemnaric cenditions oflen
detenmine whellar an MFI will e succzsslul

cr il Tl The saccesgmml RIS i irnpornl
bemige of the ruch atietior ard fuading
thathas besan charellad Lo BARG ower Chelail
{eew ducad es.

However, 1Fe suceess e ol B
wities arder =ach @anclition, Sme of them
Fai el while sormza of then grew bigege and
i reaped L reach millies of cuslarmers ARin
alal, I0LI0 In this comnaxt, il is necescary Lo
evaluatls the esadilion ol e REFL
murtiermmcra, varkeds skud es havetded = find
Gul, the |'.|:'|' Lo L suciesa ol g aucosssful BFI
that prows and develops well, Thus, our st
gusclionis thal alatis Ure id ool cond Lioas T
WFlto uel}u- el .

Anancizl  sactor  devalopmert s
delinedas clanges iv Lie chaacerist o el Lhe
linancial secior in @mounlry oder Lire [Herme:s.
at al., 20001 “ha f rancial system paneists of
fingncizl insttuncons such as coemmercial
hanks, develocpment banks, capla matkets,
persior oz and 5o o Sarl Trom L ese
institlting s, thef rancial system alsn enasists
of instituti ir charga of regulting and
SJpEerazing firancial Insotutizns 11 a Caurtry.
sJeh as the Zentral zank. In Edl:|'||l:ll'l. the
finanmecial spstem alse incdudss stecks and
bovds listed in & country.

Ananczl systeme axst acaase thay
hep zllocate resources in veriods places and
petinds T Lime, The adwanze e Tinancial
srctar can be explained as the existercre of

rir:-l.:'. finarcal instruments and institution s

a5 we | as their rartribittinn tain-raasing the
allicenzy ol alocalion al scane ressurmes
i s Iilmlurr'-'. specifical v explain 1he
posifive  imzact af
desrlapricnt an ozpnamsic grawth (Evans ot
A, Mo Aahman et al | W0 Ingerarzl the
wiew Thal ewicls among acaderics is “hal
fmancial seclor devekomenl  imprasaes
perforrrance because  the
financial sector helpsa lecase ssarce Fesmircos
W the rost profitakle aad Fest efficiest
projects |bewing, 304 Herca, ﬂnugtﬂ-.ﬂ
limaricial inslilations Srd indinernenls creals

financia nesior

T CErEEannmi




arn ernatiliong enviranrier Ll ke grosseth of the
PCONDMY.
nmaxl gusition i wkeltar the
progress of e finandal secior bags o posilive
irngsic L on the perlormar ce ol SIFsT Henres
el ol (A0 I:I-mib-e'. 1hiree rvee brarisms fo
advarcing the Fnandal sector tha. hase a
psilive irmpact on MF ser onmance, Tha first
mmreck anisriis Lhab Lhe e ogress of ln Firar al
w@chion neanG Enincraase in he number ol
romimearclal banks and [ ar an Increzse In the
nurrile ol services olfered by wannedal
ks im Lre micro eredil sedmert, The
increzss in the numker of eaxmmescial sarks
and t1e azuvities they carmyggut s likely m
hawe an Imga -t on Increasing oomgpetltlon ior
bortoweers among  oivsoradic acios,
inducing  in MFls. In fome counliies,
commarcial banks have alsa plunged irte
gtfenng Icans to the micc credit segment
because of the bere'hs pravided to this
seprment [%u el al., 20165, Several sbu Jizs have
thawn that cemmicreal banks that offor
micracradit hawe batar performance than
commercial arks shat are 1etinvolsad inthis
sagment (Deb, 2018}, Incressing cempettizn
in getting hamowerswi | encelraps MEls s he
mare oficient in running thoir busnoss s that
in tha and it wil recuce cpste a1d &AFs
performance will mErove.
mtedrwahile, the argurneat Tor the nesl
prsitive relat maship is that progress in the
firanrial secrer can erczurage the reat on of
a spill nwer effart Cemreacrial hanks haes
acluitrerd tech re oy thal enceourages therm te
elfciently  where  his
terhnnlngy is not wes cwned oy @BIFs. This
latast banking techralegy is brirg copizd by
[4Flz, which rar further inrreace  thair
elliciency. Tae prasence ol comerecial Kirks
alsn incréases  the nomber ol e el
wiorsforoes These pducnter wnrkforces can
brcarme o source of new woddorce at BAR0G

I:ll.h!'!IiJ:I! (A h1E o

whiare Ly e azply CFese skills o Ltha baFI
LRI

Third, adwirnoes in the fimancial secior
in e lonm of etler Tonancial secio

resgulistiesn arnd swcersiaion ol sy hdp
increase the pficie1oy of MFEIS The irc-rasiag
robged financial instite tors has e potential
W Lrigger the povesrment L imorows Lhe
eigling repulalions of SJperwvisory svsLerns.
riaernerls o L Lk apslern ricduide
alice e w0 MFa0d lir oncial praclices hat
apply W MFl The consequance i Lhal
increased regulalion and supervizion on MF
aclivilies wil lurthear covlribuale To iMproesiag
e affidency level 21 MFls. Ths line of
argure L ois ag g bed, smong sl thiags,
bry [ind ings Cha b stated that the respoase from

ulztees Lo BAF deselsprsenls varioo
dezerding o1 the development of the
financlal secter as 8 whogg and 1he financ al
rele s thal are g Carvizd ool by Lhe
counly.

The main argumant far the nagatiza
relaticnship lzetween commercial banks and
*WFiz 15 alze relgter 10 comzetition. Howeser,
e funcamental  dilferercz s how
compett o1 impacts kS apcraticns. In the
pnsitive re atianship shove, the exictance of
compett 01 between BAFs and comnnercizl
zanks encourazes MFis 10 prectlce more
efficiently which i tuer wil  improse BF
prdfarmance. Onthe ather hane, compretiticn
brtaean fdFis and commerncial banks can alen
have a negativa Impact on &k parformanta.
frmong clhier things, Lhis cian e seen T ihe
compeht o1 that ooours Between BAFES
monurages 8FL baroweors to switch e
rnmrearcia hanks Th = ran happea harzise
comrrarcidl Ik aller leaser inferes. rales o
Lrger ledr 3o,

n  additian, the
compett B oalse ereases che el hoad of
wresan rg retome from WS ristnmmars This

cxistence of

condilion poxurs becaase BFEL borroaers gel
leney e TIEs imn e Tl n Gree place, s a resol

the bermoaer takes both lnans cnd wtimately
affeets the ropawmnent akiity of the RAF
borrewar, I Lk is oonsinued . chis condition
it Fnelanger Lhe Barrocse's Jinances dae i
arnincresase in e debi ratic ol the borrases

W the kel o ability Lo regeay, Farthermore,




purtall BAE e Teorrrar e will alas clessiarae,
Hermnes & Hucon §311E] alsn shows mtber
ity of finangdal teclor prog-ess i MFI
performance. According Lo Hernes 8 Hudsn
12018, ke dewsogmenl o the Tinaadal
sl alae increases BMFST access Lo finamaal
sepsices. Ore examisle is al BFE: can gel
livangng rern corenercial Lanks i e form
l:'pl'liul.m_w ProRrans (Hamada, 20104 Harrada
202 o Uhist Tinar ¢ ng rom eeonsmesal
tanks Increases the firancing channelled By
BFAa G the door,

RFle  in Asia hawe  d Tleent
charactariclice: compared La PMFL i ollar
regions mich as Latin smerica or Africa (laobal
et al, 20131 MFIS In ada sre genetally
distinzuisheld  Ircn iaslilulional  misaicns
which are maitky relaled fo e ecanomiz
demelapmert of cormmunities sa that thay
place more emiEhass on soca cJatreach to
mar3inal zed communiiies, ~ka microfinance

Lo i Asia was astablishad e proside
firanmal services t2 thr paor wha hase been
marginal zed  dram eenwantianal  finangal
mardcas. [Frls mostly gtow 1IN Azl WwhEre
mast o 1he world's latlon resdes in this
reginn, with a high rumier of peaslz living
brow shr powerty Ii|1ﬁ n 2010, 638 of tap
total popu atior efthe word = adtreriely poor
were In =outh Ana (S0 e ion) 8nd Bast AsiE
and the Pahc (Xde rmillior ). This  hieh
pepulatier indicates she great need for RF
raerdcns which this cenditizn has often born
nealrted Therafora, this ctury dnrses n
The Bsian regior becauss specilic absacealion
e il can provdde ins ghisierie TEcioes tal cin
irr.pn-.\-.-'-ﬂF perfermance and  ult mately
irprmee serd oo te the ponr.

Trthe kest oftkranihors knnwledga,

weareh cedicated [ inees igaling
relians g Bl RLLETET ] firmancizl  seclor
dreclopriert and  KFls pefermance in
Smptheoat &sia has ot bren repocted
plopmhere Heros, s rosearch presenls an
ermp rital slacy Thal ineastign e This isaae,

UTERATURE
DEVELOPMENT
Cxisbirng recearch as alten igrnonesd Lhe
condiions of ke counly abers BElE are
lacated [vanropss & DEpallier, 20030 Bosl
ol Lhe sbadizs insesligalie 8100 inemal

REWIEW  amMD  RESEARCH

condilicn, such  gs  povernonce o ol
i rrpement seues, Only soere of Lhem gice
arnphasizas on mecroeconomic  condidon.
Govrecles 20011 s e ol the sampled
Gonzzlez [Z011h find (-1, shacks In
e Coetonoanc o d iy did nel lawe s
spnilicant impsel o loan repadren] rales,
wlich reais that BIER are rolatively recsiant
o shocds that cocur at the lewel of a courtry,
Qner study 15 ahli et al. (22101 which show
WFE alile b cover Lostinh gharoeth oeantries
whilz qigher  worklorce  growlh  meivale
lotarar slowar pace of RFl cutreach.
An early amarnical study oy Henmes gt
d. (2009 show that beter finandal sesmor
ey mgliwale MF L 2 nore elfiZiant, This
may be the impacs 2f spillaver offact. While
fhlin gt al. (MH11) ganfrm -hiz racolt and
reveal that strong “nancial sactor pive nsa ic
lovarer portolio default and ozeratlcral cost
arket-failure hypathesis may explein
the molationship actwaer financal  sextor
deealopmant ard 8MF peformance (Yan oosa
& espalber. 2013 Market-falure
Frgptresi s slate thal GAF0 il the gep cha
comrercial sarks cannat fu fill, Their fivdiag
imalics  marker  failure hypathesis. BF
rnmpets with rarcmearcia bank where 3 well-
deselopes] limancal deselomment gush down
SFD Trancial pesTarerance and  rmolisite in

smarching for poare- customer Yanreose &
'Espalier, .llm].

Prinr  <tudies hawe  nosereed  the
resllipanship setwrssn livancial sectoe and WFl
pETorrmance.  Thesa  sodies  prssenl  an
incosistent resuld,. Thase, we recominnend
fallowing by paticss:

Hy : Ir Sautheast fsia, thene i a redationship
betwesn finandal sector deveopment and

PIF soecial 3 finerial perlonmeance,




REEIHH METHOD

This sbudy vaes finarciad dala avail able
e MixkSarkes, The daty used are cata o the
reeparting per el Bl 1989 and 2009, In
This stucly, the resesarch arnalysis is “eased n
IAFls i the Sogleasl @Ssian, consist ol 347
BAFLE wilh @ specilic researclh period belwaen
1980 gmd 2019. The adeantage ol Lhe
IixhSarke, data 5 this gite covers al MFEIGin
the world, but the weakness Is 172 regorts zre
l.'|.l|unL:||'r.

The study wses an unbalarcad panel
dats since it ulilizes PARL [rom nive seunliies
but different vears. There ace bwo rcdels
which am =pdal performance meodel atd
linandial gelonman e medel. The 2rpicical
moace & as lollow:

llnl._.-_.l-_._. = =i, .|.-_'_;!I___ -0y Al 1
+any Mg — &

Cxplanatifh

Peryp ey = Sodal and financia perorraroe of
WiFl f, at county j o at tima & hocial
m'l'::-rr'r\-.’lr'u:l-I ooawerage Do siea (ALS) and
limancial  performance iy Opesatizne el
SuTicieoy (055

FI . = Fimancial deeelnament of country § ot
fime +meaiure by @l anvare crecit 12 GOP

Lapr, 8 lng anset of MEL At roantry fat fime
! @
Poeiildicps; = Lale payrent ol loo
e @ L 30 daes [Poeifedio ar skl Tor B
N ey Cal dime

L, = Errar t2rm

Table 1 display Aumbier ol BIEE Tram
eepry cnanly in Spatheast Osia Ther: are
1,540 Tirrr-geer essErvalinn.

Tauhde 1. Todisl Mumber ol MFILs

Com nitry Mumber of MI
Canbadia 3 |
Sl Tirnr 3
tnduinesic 71
Lat 1 5
My nar 13
‘hilipoine 14
Thailand 1
wWinlriarn 1k
Tulal 256

Source: BixbAarcnt

RFSIRT Abify S 1ES510

Tade 2 present statsilc descripilye 1or
Lhe data. The resulls of descripl ve stalisl G
sk Lhel Lhe averape Q25 valae or Lhe ability
of 8MEs te cowvar aperational costs b using
thei~ nreme is quite gaed The averame 155
vaue s L2, which means that M7 can cover
Gpeationg| cests o it ability Lo gereiste
prafits. A walue abeer 1 indicmtes that all
pparating racts have baen cowvared frome the

inrnme merarated  In fatt, MRS ahe o
ganerste more than the costs IncLrrad 50 that
Ure WIF| can eaim & arefil shich Zan then be
used by the BT for inweslment or olber
U prRas

MAR A7 deserizes the amnort of lnans
that Fave net been repald far more than 30
daya. The gasesarmnl ol mere then 30 davs is
relatively rrore stringent than che athor
wLrEtmEnts baraues in ganetal, banks azethe




bk miek Tee miere Vhiaen 90 e altheagh
nSNEan atsermment with a mare conservatiee
cataparization, the BAR calue of 20 days @n
SFLin Soulieas] A shows 3 low value o,
witiich is 10795,

AL5 s thie gverage laan sice, or the
avaraze oan disturaed b boorowers, 0 thia
sludy, Lhz averapge I.‘Ii'.-'.ﬂhtl.‘l lzar wzs Turtbar
divided by e va ue ol Gross Matieoal Inceme
pir Sapila e anlicipate dil lerences in GRE per
tapltz from each courtry. The asarage ALS
vaue in DESH. Thia wa e i relalively arall,
Lhit cremrpls BFlE Lo forwe many pr
cuslorers so that thair resd “or lcans is also
relazivaly |ow.

The waue of private credt to G0OF
shiws an averzge of 33%., This lipue shows

thart Tk auerage credil exbended e eiach
countyinduded inthis studyweas 30% 2 their
Grocs Dormeslic Producl On Lha gscel sbca,
thers s a fzirly large differerca, this is alse
incicaled By high shineeiand e lion wall e
Diaicicllg, BAFE are insilulicrs tal provide
laens in armall amcants, bul el does st
riwrart Lhal PAFLS cannal graw inwo Dnstilubion:
wilth larga assets, TFs condilion san be saen
Irm h@ masdman assel ol MEFW s US0 R
Ellilan, sitkcugh on the cther hand there are
WAFE willl asaels ol cily USDA98. Meaniwhi e,
the averaps valde ol BFL assals in Southes ol
fsia ig UED B rnillion.

Talde . Dheseripdive Slalidiv

Voriche! Db Wexn Sed. B i harx
[ e B 1.00E3805 HIERAR=T B L 43845
Haralid ayw 1,540 S D I R TG R : M 1
Fith Laaf) | 5GI0634 173953 | 0 LA a6
=0 1,40 | 3871445 2ENMAE | 11340 L33.14%
Asart 1,240 | 45,734,630 | 243 pA0E95 | 445 b, 100,734,530,

“Gnareas Adihéarket

Tk 3 desnoredrale the correlilizn
brtween socn performatce and finandal
perfarmance. The pasitive correlaticn rasuts
i icabe Lhis thare s g ce of | bebween sedal
perlormance and  firancial perl e e,
Which rrasans Akl when sAFD -eachies rnoce

oo pengle, ther aziisy ta generats nerme

in devrmisng. This Tinding is in line with
Appiert 211E] whz conclude frammthe mzta-
analyziz stady that measuremert using the
i of reach tencs Lo lind that thers s o
rads ol belwess Hnancia ged orsancs: and
sotdal perfor-rance

Table I, Trade Off Batween Sacal and Financial Performance

Tnrelation Bebtuean Social and Fina arial Parfarmeanma

&LS
035 1200 J.0oh
AL k190 141000




Ttk Lhe process o° seleeing o
panel moded wsiag the Chow Test and
@uernan Tesl. The uge 0 the Thow Test aims
Lochioose belween e Pooled Leasl Sou are o
the Fimed CHecl Bac e Tae CF i Tesl rasalts
shrow @t Protie Fowalae of G000, whih reians
tejesting the hypethzas thal all coellicientsin
E.u:h obgerved proap ara the same Thas, the
moce usad i1 this slude & the FagmCifec
Iedel, Furtharmvaep, Lie d@eleclizn Belaasn

the Finped CTTael Bbfcelesl arned Lhie Famleen CTee:l
ferel. For the selection Gatween the bam
rode & Lhe Favsran Tesl will be wed, The
Hausraan Tesl lesls whether the diTerance is
ifn e sgaterms e copMicient or nal. Falurs i
iExepl Mo irsdicates thal the dilleernce in
coefficients is apatermatic Bazed o iz result
themodel utadir ths sludy & Lhe Fsad Cilect
sl

Takbe 4, Chow Test ansd Hawsman Test

T randal
el nmanice

Chcw Tesl

lavisrarn Tesl

Indi Eniar Yalue Hpsuk
FoTest that al | P Yalue - | Fised Effecl
intarcepl prpual O | nOfn

Chi &g

| P = D000 |

Figpel Tl

sonal
merlenanoe

Lhow est

Hausman Test

= lest that &l
inte el efual 0
Chi fruare

o value

| 000000 .
| PydlLe— (L0000 | Fiepd Cfferct

Fliged =ffert

Table 5. Auvtsmarredation and Heterashadaiticity Test

Hypianthess Wil e Fasi |
- ranoal AvLtooormedatior A sigmal)td = valle - Haterpsker asticity
Ferfenmance slarma™2 ‘or @l | 352133
Mode . Frot= 3.00000 |
Hetermslednsticizg | Ao ne first nrdere wWalue = | drtec el atinn
adlecarrelal on 30862
Brod= 0000
sznal Avtooorrelatior o S-IE]'I'-B[I;I“E Walue = | Hatergeker astichy
Perlmmance aigrra™? o al i 15135
“ade Frokz— OO0
Helermkadasticioy | He mo sl occer | Value = | Mulceseeel alion
adlecarrelal on 30562

“rot= 20000

Tank

5 eahilit resube

from thie

that hnath

aamarnHians

are ot wieleted,

classical asmumation tact. it shows that the
resulang  mocel  repects Hoo for both
h erodosd aslicily and aulocarrelatizn
Testirm. R, tre mode] el ke mcedified so

Herplny, the sfidy umas Driseell £raay
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