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Experts long believed that microfinance could only develop in economically and politically 
stable environments. In the 1990s, however, practitioners were confronted with maintaining their 
ongoing microfinance operations in regions that had become fragile and conflict-ridden. They 
also attempted to develop new microfinance programmes in post-crisis situations to help restart 
local economies and thereby contribute to re-establishing peace.  
 
This situation caused the CGAP3 to publish recommendations that aimed to express certain limits 
on the use of microfinance in areas affected by conflict (Donor Brief No. 21, December 2004). 
This brief discussed the essential conditions for the launch of microfinance operations in this 
type of area: a minimum degree of political stability and monetised economic activity, a stable 
population, and the use of professional operators who have been successful in this type of 
context. It emphasised the need for aid organisations to adopt a long-term approach with suitable 
financial instruments able to cover the high risk involved in this type of operation. Finally, it 
recommended avoiding microfinance programmes that target high-risk populations such as ex-
combatants who can be better supported by non-financial services and, more generally, 
advocates for a clear distinction between humanitarian activities and microfinance.  
 
Newscasts continue to provide us regularly with images of countries in crisis where the 
international community urgently needs to intervene. The cost of re-establishing peace and 
rebuilding is always infinitely higher than the sums invested in development and prevention. It is 
therefore not surprising that crisis prevention and conflict management are now found at the 
centre of donors' and official development assistance (ODA) actors' examination of their 
methods of acting and the issue of "fragile states".  
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This is the case within the Agence Française de Développement (AFD). Due to its historic 
presence in sub-Saharan Africa and its vocation of financing economic development, the AFD is 
directly concerned by the establishment of sustainable microfinance operations in fragile states. 
The purpose of this paper is to share the first lessons it has learnt from its experience in this field 
and shed light on the new challenges it is facing.  
 
Fragile and Post-Conflict States: Donors' Approaches  
 
While the expressions "post-crisis" and "post-conflict" have been commonly used since the early 
1990s4 and the expression "fragile state" has been in use almost as long,5 these notions took on 
an entirely different scope when they began to structure the aid policies of OECD countries and 
the World Bank following two high-level meetings of aid structures in 2005.  
 
The OECD defines fragile states as "those countries where there is a lack of political 
commitment and weak capacity to develop and implement pro-poor policies, suffering from 
violent conflict and weak governance" (OECD/DCD, 2005).  
 
This definition encompasses several approaches to fragile states, including more political or 
more economic perspectives depending on one's sensibility.  
 
In its January 2004 white paper, USAID distinguishes between two categories of developing 
countries: relatively stable countries, and fragile states that "include those on a downward spiral 
toward crisis and chaos, some that are recovering from conflict and crisis, and others that are 
essentially failed states."  
 
For its part, the World Bank included the notion of "fragile states" in its 2002 strategy for Low 
Income Countries Under Stress (LICUS). Fragile states are countries with weak policies, 
institutions and governance. The fragility of a state is measured according to its ranking in the 
Country Policy and Institutional Assessment (CPIA). CPIA rankings are based on sixteen 
exclusively economic and social criteria. The lower the ranking, the more fragile the country. 
The World Bank has also developed a grid to evaluate conflict risks for any given country (the 
Conflict Analysis Framework).  
 
DFID (2005), on the other hand, defines fragile states as countries "where the government cannot 
or will not deliver core functions to the majority of its people, including the poor. The most 
important functions of the state for poverty reduction are territorial control, safety and security, 
capacity to manage public resources, delivery of basic services, and the ability to protect and 
support the ways in which the poorest people sustain themselves."  
 
This rapid overview reveals that classifying a country as a "fragile state" is not a matter of 
general consensus but is rather based on unilateral decisions by donors and other organisations.  
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Today, however, donors generally agree that the distinctions between fragile states and crisis 
situations are fairly outmoded. Indeed, case studies and empirical studies show that a state's or a 
society's fragilities may cause a conflict to occur. Reciprocally, post-conflict situations carry 
fragilities, and even the seeds of renewed conflict, because of the existence of two or more 
parties divided by strong differences even after weapons have been laid down.  
 
Thus, the World Bank, which had had separate divisions, teams and tools, recently decided to 
unite them so that it would have a unified system, in imitation of the American and British 
systems and the OECD DCD working groups.  
 
In France, the Ministry of Foreign and European Affairs (MAEE) has begun inter-ministerial 
reflection with the aim of elaborating a French doctrine on fragile states. The Agence Française 
de Développement (AFD), a French public aid operator, is participating in these reflections. The 
AFD has also recently created a small, in-house crisis prevention and post-conflict unit within its 
strategy division. Its vocation is to provide the AFD's operational departments with support for 
their work elaborating intervention strategies and building innovative projects.  
 
The AFD and Microfinance in Fragile States  
 
A pivotal operator in France's official development aid system, the Agence Française de 
Développement (AFD) is a public institution serving a general interest mission: financing 
development. A specialised financial institution, the AFD supports economic and social projects 
carried out by states, local government authorities, public companies, and the private and 
associative sectors.  
 
Created in 1941, the AFD has historically had a strong presence in sub-Saharan Africa, where 
there are numerous fragile states. The expansion of its field of activity in recent years has led it 
to intervene in new fragile states located in Asia and the Caribbean.  
 
The AFD's first microfinance interventions date from 1988 with the launch of two solidarity 
lending projects in Guinea and Burkina Faso, in conjunction with NGOs in the field and the 
management of Grameen Bank. Since then, the AFD has supported approximately fifty 
microfinance institutions (MFIs), with a total of nearly €300 million. The majority of these MFIs 
are located in states that can be considered fragile or post-crisis.  
 
The AFD's microfinance experience in fragile states was marked by the collapse of Crédit 
Mutuel de Guinée at the end of the 1990s, which led the AFD to adjust its microfinance 
intervention strategy. Its strategy now consists of helping MFIs attain autonomy and 
sustainability rapidly in order to offer financial services over the long term, support institution 
building and capacity building for viable MFIs and help the monetary authorities elaborate legal 
and regulatory frameworks that are suitable for microfinance. The AFD also wishes to back the 
innovative actions of specialised operators that have already proven themselves, and support 
attempts to diversify their financial service offer.  
 
The AFD offers a wide range of financing tools, making it possible to adapt the product used to 
the type of MFI and the local regulatory framework: start-up subsidies, MFI investments and 



capacity building, soft loans in euros, and guaranteeing MFIs' loans from banks in local currency 
or local currency bond issues.  
 
To complete this range of tools, the AFD devised a new instrument in November 2004, called the 
"microfinance investment facility" with an initial endowment of €20 million that was increased 
to €30 million in July 2007.  This facility offers several types of financing for MFIs depending 
on their desired levels of risk and involvement: loans in local currency, subordinated debt or 
occasional equity contributions, and shareholding in microfinance investment funds.  
 
This tool facilitates the AFD's direct interventions with private MFIs, usually in local currency, 
and makes it possible to avoid going through the state, as recommended by microfinance best 
practices. This instrument opens the door to a new generation of projects, especially in fragile 
states.  
 
Elements in Favour of Establishing Permanent Microfinance Institutions in 
Fragile States  
 
The unfortunate experience in Guinea mentioned above must not mask the creation and rapid 
growth of efficient networks in fragile states. In this same country, Crédit Rural de Guinée has 
been growing well for two decades, and was supported from the start by the AFD. 
Approximately ten networks long supported by the AFD operate generally satisfactorily in 
countries as diverse as Cambodia, Cameroon, Congo, Comoros, Haiti, Mozambique and Togo, to 
cite only a few examples.  
 
In the coming months, the AFD will use case studies to establish an inventory of the factors that 
fostered the creation of lasting MFIs in this context of fragile states in order to improve its 
intervention capabilities.  
 
Until the findings of these investigations are available, a rapid review of the AFD's portfolio and 
the available assessments suggests several possibilities.  
 
Build Lasting Trust  
 
The most striking aspect of successful MFIs is the trust that their clienteles and, more generally, 
the population have in them. In these very troubled contexts, these MFIs look like havens of 
good governance. This return of trust is an extraordinary element of hope and peace for 
populations. It is also an important factor in security for microfinance institutions, which have in 
many instances been protected by the population during unstable situations.  
 
The good governance established at the start by the MFI is what makes it possible to build this 
trusting relationship. A reliable and secure management information system (MIS) with frequent 
reporting periods in order to be able to make decisions and report on one's activity, a solid body 
of procedures that serves as a reference for the entire staff, and an effective monitoring and 
inspection system are the key elements of and priorities in such good internal governance. The 
same is true for strict control of delinquency rates. These elements do not distinguish successful 



MFIs from other MFIs in a context of fragility. However, they should push donors to be very 
rigorous when selecting the operators that they decide to support.  
 
Confidence is also based on the quality of the staff and its devotion to the institution. On this 
subject, the mutualist model attempts to provide solutions but has not, however, always been 
crowned with success: experiments with this type of organisation in fragile contexts deserve to 
be analysed. The issue of human resources and their commitment is particularly tricky in fragile 
states. Indeed, these states are characterised by a very large human resources deficit, worsened 
by the successive conflicts. Trained people are, thus, the ones who can most easily find a job in a 
new environment. MFIs must therefore elaborate extremely ambitious hiring and training plans, 
foster in-house promotion, and more generally increase staff loyalty. This strategy is very costly, 
and the cost can hinder the rapid attainment of financial balance.  
 
Finally, trust comes from the mode of governance that was set up. There is not one ideal model 
of governance, but rather balances of power that tuned out to be well suited to the local context. 
This relates to good knowledge of the population that outside operators must acquire (prior 
sociological and anthropological studies). National regulations must make these organisational 
modes possible.  
 
To preserve this trust, MFIs must take care to remain within their area of financial competency 
and avoid being exploited by or associated with any one specific party to a conflict.  
 
Meet the Population's Expectations within Safe Limits  
 
It only makes sense to set up an MFI if there is a market for its services. One of the prerequisites 
emphasised by all practitioners is that the economy be monetised to a certain degree.  
 
Even more than access to credit, the first expectation of populations living in conflict-ridden 
areas is to be able to safely deposit their savings. Even though this service is desired, MFIs are 
not always able to provide it. To do so, they must be able to deposit their excess liquidities with 
the banking system under acceptably safe conditions.  
 
In fragile states, savings collection is a costly service. It gives rise to multiple transactions of 
very small sums, and MFIs are not always able to organise transfers to optimise savings, if only 
for reasons of physical security. Specific know-how has been developed to overcome these 
difficulties. This know-how needs to be inventoried more fully, as do the arrangements that 
allow MFIs to limit the physical risks to which their staff are exposed.  
 
The terms and conditions on which savings are remunerated need to be defined in function of the 
cost of the service and the re-utilisation possibilities. Networks have faced serious difficulties 
when they forgot this basic financial rule.  
 
Credit is not an appropriate method of intervention for individuals that do not have economic 
activities and do not earn the incomes needed to repay their loans. Inversely, financing 
modalities that are well-suited to economic activity help increase it, but again do so only if 
minimal security of goods is guaranteed. Financing the agricultural equipment and inputs of a 



farmer who will have to abandon his field before harvest is decidedly not a good approach. 
Nevertheless, credit activities can be made sustainable with controlled default rates by starting 
with very short credit cycles and small sums (small trade) or by addressing specific groups 
(women).  
 
This relates to MFIs' ability to develop innovative approaches through detailed analysis of 
economic activities and their vulnerability in the local security context.  
 
Have Appropriate Financial Resources  
 
In most cases, MFIs take on greater risks and higher intermediation costs in fragile states than in 
stable situations.  
 
This requires one to envisage needing more time to attain sustainability than is usually envisaged 
in microfinance, and therefore that ethical investors or donors agree to support network 
establishment for the duration, preferably with subsidies or heavily subsidised resources.  
 
MFIs must have a large degree of latitude to develop or, on the contrary, stop their activities 
rapidly in order to adapt to changing circumstances. This flexibility is also expected of the 
donors who will have to place rare financial resources without real visibility on their 
disbursement.  
 
Specific monitoring and assessment systems need to be developed to foster the reactivity of 
MFIs' partners. They must have the specific analysis capabilities for this type of project, and 
accept that their own study and follow-up costs will be higher than they would in more classical 
microfinance projects.  
 
Notwithstanding their acceptance of the high level of financial and public relations risks in the 
case of failure and the mobilisation of their most experienced agents for the most difficult 
dossiers, donors need to convince their own mandates of the interest of post-crisis microfinance 
intervention.  
 
During reconstruction phases, the political order is often to inject large subsidies rapidly into 
high-visibility infrastructure operations, and less to set up small loans through MFIs that may 
take several years to be disbursed.  
 
Social and economic development on solid footing depends, however, on doing so.  
 
New Frontiers  
 
The accumulated experience and recorded successes plead for accelerating the opening of new 
areas to microfinance and an investigation into new issues in light of the apparently large scope 
of unmet needs.  
 
Develop Microfinance in New Areas  
 



The microfinance facility set up by the AFD has allowed new innovative operations to be 
initiated in areas without microfinance services.  
 
This is the case for Mahavotse that is active in the Androy Region (south-eastern Madagascar), a 
region that is structurally subject to serious food crises. Issuing from the microfinance 
component of a food security project (Objectif Sud), Matavotse's specific objective is to make 
sustainable a supply of local financial services and products that are appropriate for and 
accessible to the rural and urban populations of the Androy Region. Mahavotse grants loans to 
solidarity groups following the model established by GRET6 in Cambodia.  
 
It is also the case in Afghanistan where financing was granted in November 2007 to the First 
Microfinance Bank, 51% of which is owned by the Aga Khan Development Network (AKDN), 
to support its microfinance activities.  
 
To go further, the AFD assists the search for efficient operators for interventions in new areas or 
areas where microfinance has not been supported for a long time. A call for tender to find an 
operator was recently launched in Burkina Faso, and the operator ACEP Development was 
selected. The AFD based its decision notably on the replication of models that have worked. 
ACEP has these qualities, with successes in Senegal, Cameroon and Madagascar.  
 
These initiatives are still, however, insufficient for the needs.  
 
Reach Displaced Populations  
 
The most obvious candidates for microfinance services in post-conflict countries are the 
inhabitants that remained in place. They generally own a minimum of goods, and have found the 
means to earn a living or at least survive. In addition to them, there are also the repatriated who 
have maintained local connections and have the possibility of starting anew on site in farming or 
trade.  
 
These are the populations that will be found in local village banks that, depending on the mode 
of governance set up, will hold all or part of the decision-making power.  
 
Much more difficult is the case of displaced persons and refugees, which raises the question of 
their lasting or temporary presence in camps.  
 
The AFD lacks experience in this field. A pilot project targeting refugees is being launched in 
Chad, but from a logic of providing an incentive to return. It includes village hydraulics and 
health actions, but does not have a microfinance component, in compliance with CGAP 
recommendations (see above).  
 
Loosen the Stranglehold on War Economies  
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Even though the AFD has limited experience with them, how "war economies" are handled is of 
great interest and can have considerable impact.  
 
These economies must not be "demonised" as they are not limited to the activities that finance a 
conflict or are made possible by state failure, but are often a means of survival for the 
population. In this way, for example, the artisan miner chain in DRC employs hundreds of 
thousands of people. They are often caught in unbreakable credit ties with "landlords" or 
shopkeepers.  
 
Illicit, or more simply outside administrative control, these economies born from state failure call 
for approaches adapted on a case-by-case basis and not founded primarily on repression. More 
generally, they are not fundamentally different from informal economies in peacetime, and 
because of this answer to similar integration and support strategies.  
 
Thus, handling war economies (including in the framework of disarmament-demobilisation-
reinsertion programmes) requires a multi-component approach. Microfinance must take its full 
place, notably alongside actions to organise farmers and vocational training. Flexible financing 
under suitable financial conditions must be made available for operators that wish to take up 
such an approach.  
 

* 
*    * 

 
Donors' renewed interest in fragile states and post-crisis situations along with the increasing 
professionalism of those active in the field of microfinance are opening new prospects to help the 
populations that are victims of these situations overcome them. By encouraging private 
initiatives and income-generating activities, microfinance is a strong stabilising force for 
populations and a guarantee that displacements will be limited or at least that people will return 
as soon as security has improved.  
 
Innovative solutions must be found that guarantee very great rigour in management. More 
generally, these solutions are to be sought in an exploration of microfinance and informal 
economies because the economies in question are—and by far—the "real" economies of fragile 
states.7  
 
Given the high level of risk involved, as well as the true ultimate goal of development that they 
pursue, donors should steer their most subsidised resources, subsidies and local currency low-
interest loans towards this type of initiative.  
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Africa, for instance. 
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