
Case Study 1: Pakistan – Supporting the MFI sector during the 

Covid-19 crisis 

Following Pakistan’s first confirmed case of Covid-19 in February 2020, an economy-wide lockdown began in 

March. Provincial governments implemented restrictions to varying degrees. Due to the severe and 

disproportionate effect that lockdowns have on the poor, Pakistan’s government has generally tried to avoid 

lockdown measures, and it began easing restrictions in early May. By July, over 250,000 cases and nearly 6,000 

deaths had been recorded, but the rate of infection had also begun to decline sharply, leading the prime 

minister to declare publicly that the pandemic was largely under control (Gul 2020). 

Despite apparent success in controlling the spread of the virus, the economic fallout from the pandemic is 

expected to result in millions becoming unemployed. Poverty levels are also expected to rise from 24.3% to as 

high as 33.5% (CGAP 2020b). Much of this negative forecasting can be tied to the effect the pandemic is having 

on Pakistan’s microfinance sector, which is the largest contributor to financial inclusion at the base of the 

economy and a major engine of employment and poverty reduction. 

Pakistan’s microfinance sector is one of the largest in the world, with MFIs holding USD 1.6 billion in savings 

for over 47 million clients and providing USD 1.9 billion in loans to 7.2 million clients. Due to lockdown 

measures, the household income of microfinance clients fell by as much as 90%, and between February and 

April 2020 the loan repayment rate fell from 98% to just 34%, creating significant challenges for many MFIs 

(Malik et al. 2020). 

Government support for the microfinance sector 

As the crisis unfolded, the government of Pakistan acted to ensure the uninterrupted availability of financial 

services and provide relief to clients. Some of the crucial elements of the government response in relation to 

the microfinance sector included: 

• Recognising microfinance providers as essential services. Millions of microfinance clients rely on MFIs for

basic financial services, including access to savings. During the lockdown period, licensed microfinance

banks were designated as essential services and allowed to continue operating, albeit with social

distancing measures and reduced staffing. However, for the non-bank microfinance companies (NBMFCs),

whose clients account for 51% of active microfinance borrowers, the decision to allow them to operate

during the lockdown was left up to provincial governments. Except for those in the province of Punjab, all

NBMFC branches had to close until lockdown restrictions eased.

• Liquidity for microfinance providers. Liquidity has been recognised as one of the most critical challenges

facing the microfinance sector due to the pandemic. Not only do MFIs need access to liquidity to cover

operational costs, but refinancing facilities for micro and small enterprises are also needed. To address

this, Pakistan’s regulators monitored the liquidity and risk profiles of microfinance providers and formed a

stakeholder committee to discuss potential responses, including making an SME risk participation facility

available to the entire microfinance industry, easing prudential standards for deposit-taking microfinance

providers, and offering additional liquidity support from multilateral organisations and the State Bank of

Pakistan (SBP). The Securities and Exchange Commission of Pakistan (SECP) is also considering options for

providing support to the industry in accessing capital markets. NBMFCs have been allowed by the

regulator to raise more tier-two capital and increase ceilings on subordinated loans issued by investors.

• Moratorium on debt repayments. At the end of March 2020, SBP and SECP announced regulatory relief

for all microfinance institutions. This included allowing flexibility in internal financial reporting standards

and encouraging MFIs to defer borrower obligations to repay their loan principal by one year (Malik et al.

2020). To support stability throughout the sector, the SBP has actively encouraged commercial banks to

consider rescheduling their loans to NBMFCs and has stated that it will investigate refusals to ensure they

are justified.
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The Pakistan Microfinance Investment Company (PMIC), an economy-wide apex institution for 

microfinance providers, has also entertained requests from all its borrowers for deferral of principal and 

mark-up payments based on rigorous cash-flow analysis. 

• Relief for low-income households. Recognising that the lockdown would have a significant financial effect

on those at the base of the economy who lack savings and other safety nets, the Pakistani government

moved quickly to implement a relief package. The PKR 1.2 trillion relief package was announced on

24 March and included cash transfers to 6.2 million daily wage earners (PKR 75 billion) and more than

12 million low-income families (PKR 150 billion) (IMF 2020). Provincial governments also implemented

cash grants and ration distribution programs to give additional support to low-income households. The

distribution of these benefits has been supported by many MFIs, which have used their extensive

networks to distribute food, health supplies and health information to clients in remote, poor and other

vulnerable communities.

• Easing of prudential regulations. Measures eased by SBP include increasing maximum MFI loan sizes,

relaxing borrower eligibility criteria for various microloans, allowing lending against gold for consumption,

and an increased portfolio ceiling for lending against gold.

• Ensuring the continuity of financial services. SBP conducts periodic impact analyses to assess

consequences for MFI business operations in key risk areas, including credit, capital market and foreign

exchange exposures.

• Mitigating the spread of Covid-19. MFIs have been encouraged by SBP to modify operational guidelines

by reverting to the government database and Verisys system instead of using biometric verification,

removing fees on digital transfers to minimise the use of currency notes, minimising branch visits and

mandatory social distancing.

Impact of the government’s response 

Designating licensed microfinance companies as essential services enabled millions of poor citizens to continue 

accessing important financial services during the lockdown period, especially savings. This was critically 

important because the lockdown significantly reduced or eliminated income streams for many at the base of 

the economy. 

The rescheduling of loans, especially by the PMIC for NBMCs, stable deposit making by licensed microfinance 

providers, and SBP’s refinance scheme for the payment of wages and salaries, has largely addressed the 

immediate liquidity crisis. While it is apparent that moratoriums has helped to ease liquidity, it remains to be 

seen if this will also address longer-term capital impairment after moratoriums are lifted. This will also be a 

factor in the availability of refinancing lines, increasing the importance of continued support from 

governments and multilaterals in the near term. 
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