Philipp M. Becker

Investing in Microfinance

Integrating New Asset Classes
iInto an Asset Allocation Framework
Applying Scenario Methodology

HOCHSCHULE
LIECHTENSTEIN
Bibliothek

-

GABLER RESEARCH



TABLE OF CONTENTS IX_

Table of Contents

ACKNOWLEDGEMENTS ... N

BRIEF CONTENTS ...V

TABLEOF CONTENTS.......... i IX

AB ST RACT e X1

ZUSAMMENFASSUNG ... XY

LISTOFFIGURES ... XY

LISTOFABBREVIATIONS ... XX

1

2

INTRODUCTION .1
11 General MOLIVAION ... 1
12 Research QUESHIONS ... 3
L3 OULHNG ..o 3

ASSET ALLOCATION FRAMEWORK. ............oo o5
2.1 Asst dlocation

22 Portfoliotheory. ... 8
221 Mean-variance concept
222 Shortfal concept. ... 12

2.3 Investors' utility preference and categorization................................ 16
231 Privateinvestors. ... 17
232 Ingtitutional investors. ... 19

24 Asst dlocation requirements. ... 21
25 SUMMENY.....oo 22



3

TABLE OF CONTENTS

SCENARIO APPROACH IN ASSET ALLOCATION ... ... 24
3lldeaof scenario analysis. ... 24
32 The Scenario ProCeSS . ... 27
3.3 Critical assessment of the scenario approach............... .. 30
34 Examplesof scenarioanadlyses ... 3

34.1 Scenario analysis "The future of the global financid system™ .. . 34
34.2 Scenario analysis "European energy security 2020 .. 37
35 Combining scenario approach and asset adlocation................... . . 11
36 SUMMEIY. ... 45

MICROFINANCE ... .4

4.1 Introduction to microfinance ... ... 46
4.1.1 Evolution of microfinance ... ... 46
412 Definitions and categories. ... a7

4.2 Microfinance market from an investment perspective. ... .. .. .. 49
421 Maketoverview ... 49
422 Microfinance Users.. ... 51
423 Microfinance ingtitutions........ ] 53
424 Microfinance investment vehicles............... 57
425 Microfinance serviceproviders. ... 60

4.3 Market Stuation........ 62
431 Current market conditions. ... 62
432 Impact of financia criss ... 65
433 Maketpotential. ... 68

4.4 Microfinance investments - insights and quantitative analysis................ 70
441 DexiaMicrocreditFund ... 70
442 responsAbility Globa Microfinance Fund ... . 74

443 Structured products. ... 75



TABLE OF CONTENTS Xi_

AAA ProCredit Holding ... .. 76
45 Microfinance investments in an asset alocation framework ........................ 77
A6 SUMMEBIY. ... 79

5 SCENARIO PROCESS MICROFINANCE ................oocoo. 8L

B SEUD .o 81
511 Definingthegod.................. 81
512 Mehodology. ... 82
513 SEUp Of PrOCESS. ... 83
514 Team sdection and participants........................................ 85

52 TREPIOCESS ... oo 89
521 Preparations..............o .89
522 Workshop 1 ... 90
523 Workshop Il ... 103
524 CloSNG QY. 110

5.3 Implications of scenario process microfinance for asset dlocation......... .. 113
531 Parameters for the asset dlocation framework ... .. 113
532 Costsof ascenario proCeSS ... 117

54 SUMMAAY. ..o 17

6 ASSET ALLOCATION MODEL..............ocooo . 119

6.1 Dataand assumptionS...........................l 119
6.11 Selectionof asset classesanddata. ... 119
6.1.2 Input parameters for portfolio optimization............................. 122

6.2 Asset alocation optimization excluding microfinance ... 128

6.3 Asst allocation optimization including microfinance. ... 129
6.31 Optimization with quantitative microfinance parameters............. 129
6.3.2 Optimization with qualitative microfinance parameters................ 131

64 Implication for asset alocation.............................................. 132



Xl TABLE OF CONTENTS

64.1 Cross-comparison of portfolios........................................ 12
6.4.2 Cross-comparison of portfolio backtests.................................. 135
6.4.3 Implications for investors. ... 136
644 Microfinance investment limitations.................................. 13

6.5 SUMMEANY.. . 138

7 CONCLUSION ... .10
71 Summary of results. ... 140
7.2 Outlook and implications................................................... 142



