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About this

report

This report outlines the findings of The Economist Intelligence Unit’s in-depth
analysis of the microfinance business environmentin 55 countries. The index
that underlies this report allows countries and regions to be compared across
two broad categories: Regulatory Framework and Practices, which examines
regulatory and market-entry conditions, and Supporting Institutional
Framework, which assesses business practices and client interaction. The
Microscope was originally developed for countries in the Latin American and
Caribbean region in 2007 and was expanded into a global study in 2009. Most
of the research for this report, which includes surveys, interviews and desk
analysis, was conducted between June and July 2013. This year’s Microscope
builds on last year’s study and analyses annual trends according to the new
methodology implemented in 2011.

This work was supported by financing from the Multilateral Investment Fund
(MIF), a member of the Inter-American Development Bank Group; CAF—
development bank of Latin America; the Center for Financial Inclusion at
Accion and Citi Microfinance.

The complete index, as well as detailed country analysis, can be viewed on
these websites:

www.eiu.com/microscope2013; www.fomin.org; www.caf.com/es/mipyme;
www.centerforfinancialinclusion.org and www.citimicrofinance.com.
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About The Economist Intelligence Unit

The Economist Intelligence Unit is the business
information arm of The Economist Group, publisher
of The Economist. Through a global network of
more than 350 analysts and contributors, we
continuously assess and forecast political,
economic and business conditions in more than
200 countries. As the world’s leading provider of
country intelligence, we help executives,
governments and institutions by providing timely,
reliable and impartial analysis of economic and
development strategies. For more information,
visit www.eiu.com.

About the Multilateral Investment Fund

The Multilateral Investment Fund (MIF), a member
of the Inter-American Development Bank Group,
supports economic growth and poverty reduction
in Latin America and the Caribbean through
encouraging increased private investment and
advancing private-sector development. It works
with the private sector to develop, finance, and
execute innovative business models that benefit
entrepreneurs and poor and low-income
households; partners with a wide variety of
institutions from the private, public and non-profit
sectors; evaluates results; and shares lessons
learned. The MIFis a laboratory for testing
pioneering, market-based approaches to
development, and an agent of change that seeks to
broaden the reach and deepen the impact of its
most successful interventions. For more
information, visit www.fomin.org.
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About CAF

CAF—development bank of Latin America—has the
mission of stimulating sustainable development
and regional integration by financing projects in
the public and private sectors, and providing
technical co-operation and other specialised
services. Founded in 1970 and currently with 18
member countries from Latin America, the
Caribbean, and Europe, along with 14 private
banks, CAF is one of the main sources of
multilateral financing and an important generator
of knowledge for the region. For more information,
visit www.caf.com.

About the Center for Financial Inclusion at
Accion

The Center for Financial Inclusion at Accion (CFI)
helps bring about the conditions to achieve full
financialinclusion around the world. Constructing
a financialinclusion sector that reaches everyone
with quality services will require the combined
efforts of many actors. CFI contributes to full
inclusion by collaborating with sector participants
to tackle challenges beyond the scope of any one
actor, using a toolkit that moves from thought
leadership to action. For more information, visit
www.centerforfinancialinclusion.org.

About Citi Microfinance

Working across Citi’s businesses, product groups
and geographies, Citi Microfinance serves 150
microfinance institutions (MFIs), networks and
investors as clients and partners in nearly 50
countries with products and services spanning the
financial spectrum—from financing, access to
capital markets, transaction services and hedging
foreign exchange risk, to credit, savings,
remittances and insurance products—to expand
access to financial services for the underserved. For
more information, visit www.citimicrofinance.com.
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Executive

summary

After years of expansion, punctuated by the
setbacks of the 2008 global financial crisis and the
subsequent over-indebtedness crises in some
leading microfinance markets, global microfinance
continues on its growth trajectory. What began as
micro-credit some 40 years ago has evolved to
include a broader portfolio of financial services,
and this portfolio is still expanding, both in terms
of services and client reach. Today's leading
microfinance institutions (MFIs) are leveraging the
micro-credit platform to expand their offering of
financial services to a broadening population base.
In doing so, they are encountering other players in
this expanding industry, from traditional banks to
mobile-communications companies. To explore this
evolution, the Microscope 2013 report features a
special article that examines three cases from
around the globe that highlight the ways in which
firms have shifted toward broader financial
inclusion, demonstrate common characteristics
among a diverse range of providers and describe a
potential structure for a more inclusive financial-
services ecosystem.

This shift toward broader financialinclusion is
reflected in the trends in innovative, yet prudent,
expansion and maturing client protection explored
in the Global microscope on the microfinance
business environment 2013 research programme.
The Microscope 2013 also goes beyond these trends
in its analysis to provide a comprehensive picture
of microfinance, benchmarking the regulatory and

© The Economist Intelligence Unit Limited 2013

operating conditions for microfinance in 55
countries. MIF, CAF, the Center for Financial
Inclusion at Accion and Citi Microfinance
commissioned and funded The Economist
Intelligence Unit’s fifth annual effort to assign
ratings to microfinance markets in these 55
countries. The Microscope 2013 also marks the
seventh annual assessment of markets in Latin
America and the Caribbean.

Over the years, the popular consensus on
microfinance has shifted across the spectrum with
an anti-poverty silver bullet at one end and a threat
to the financial solvency of the global poor at the
other. The work of MFIs has pushed the developing
world closer to full financial inclusion, thus
reinforcing their role as a central player in poverty-
reduction strategies. Full financialinclusion is the
next frontier for microfinance—delivering a full
suite of financial services to the world’s
disadvantaged populations brings with it
challenges similar to those MFIs faced offering
micro-credit to entrepreneurs at the base of the
pyramid. The cost of reaching ever-poorer clients is
a challenge. Nevertheless, MFIs, banks and their
partners are developing more efficient methods of
servicing their clients. Correspondent banking,
agency relationships and mobile banking all offer
lower-cost ways for all types of financial-service
providers, including insurers, to increase the reach
of credit, savings and payment services.

Mobile banking is at the leading edge of
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financialinclusion. Kenya’s now famous M-Pesa
mobile-money service has inspired MFIs and
financial-services providers in other countries,
while a related service, M-Shwari, now offers
millions of Kenyans savings and short-term credit
on a mobile platform. Both services are
contributing to a virtuous cycle of financial and
technologicalinnovation in Nairobi. A number of
business incubators, accelerators and investors
have based themselves in Kenya, forming part of a
burgeoning start-up scene. Impact investors
including Accion Frontier Investments Group,
Grameen Pioneer Fund and Invested Development
are funding innovations in poverty reduction that
leverage the network effects of financialinclusion.
In the best cases, MFIs’ renewed push toward
full financial inclusion incorporates the lessons
that the microfinance industry has learned over the
past four decades. The current edition of the
Microscope , documents, among other trends, how
theinclusion of microfinance-related information
in credit bureaus in many countries is correcting
information asymmetry to reduce the incidence of
over-indebtedness and multiple lending in
saturated micro-credit markets. Credit bureaus that
include positive information even help borrowers
to access new financial services by providing a
more complete picture to potential lenders.?
Incentivising borrowers’ good behaviour is one
step towards ensuring their inclusion in the global
financial system. Yet, MFIs must be sure that their
clients enter on a level playing field, guaranteeing
that financial products assist in reducing poverty,
not perpetuating it. The Microscope 2013 grades
national microfinance business environments on
two standards of client protection to promote fair
treatment of microfinance customers and a healthy
microfinance industry: transparent pricing and

1 Barron, John M., and Michael Staten (2003). “The Value of
Comprehensive Credit Reports: Lessons from the U.S. Experience.”
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.199.3397&r
ep=rep1&type=pdf

2 Powell, Andrew, Nataliya Mylenko, Margaret Miller, and Giovanni
Majnoni (2004).“Improving Credit Information, Bank Regulation and
Supervision: On the Role and Design of Public Credit Registries.”
http://elibrary.worldbank.org/docserver/download/3443.pdf?expires=1
378390529&id=id&accname=guest&checksum=7E71EDC5E82A638F777D0
37556CF1A3E
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dispute-resolution systems. Transparent pricing for
microfinance is fundamental to making sure that
clients have the information to make the right
choices as they seek financial inclusion. Top
performers on pricing transparency in the
Microscope 2013 (Armenia, Bolivia, Bosnia and
Herzegovina, and Peru) are also home to
competitive and dynamic microfinance markets. The
Microscope 2013 also examines dispute-resolution
mechanisms to ensure that microfinance clients
have access to timely and affordable resolutions in
the event of disagreements with lenders. No
country achieved a perfect score, but nine countries
improved compared to last year, including India,
where a combination of government-led and MFI-
led solutions has increased the effectiveness of
dispute-resolution mechanisms for clients following
the 2010 over-indebtedness crisis. On average,
clients in Latin America and the Caribbean had
access to better-functioning dispute-resolution
systems than in other regions.

Covering the 12 months to July 2013, the
Microscope 2013 evaluates the microfinance
industry across two distinct categories: Regulatory
Framework and Practices, including legal
recognition for MFIs, national regulatory and
supervisory capacity, policies towards deposits and
market distortions; and Supporting Institutional
Framework, especially financial-reporting standards
and transparency, credit bureaus, pricing, dispute
resolution and policies for offering microfinance
through new agents and channels. The index also
takes into account whether, and to what extent,
political shocks have affected the demand for
microfinance services and general country
conditions.

The Microscope 2013 used the same set of
indicators and methodology as the 2012 study, and
an effort was made to increase consultations with
MFIs, networks, regulators, consultants and
investors. We again interviewed a diverse group of
stakeholders in order to include recent
developments and policy changes in each country.
Asin previous years, we conducted an online
survey to incorporate the views of an expanded
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community of microfinance specialists. Lastly, we
contacted a broad range of individual microfinance
networks to gain additional in-country expertise
and receive feedback on the study.

Although itis impossible to capture every
dimension of a country’s microfinance
environment, the index provides a means of
distinguishing those countries with support for a

8 © The Economist Intelligence Unit Limited 2013

greater availability of financing options for the
poor, from those with considerable work to do. The
index also fills an important data gap by
quantifying the state of the regulatory and
operating environment of microfinance. Lastly, the
index is intended to spur dialogue about sound
policy and practice that will encourage positive
reform in the microfinance industry. B
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Microscope

indicators

The three categories for thisindex and the 12
indictors into which they are subdivided are as
follows:

Regulatory Framework and Practices

Regulation and supervision of microcredit
portfolios

Formation of regulated/supervised microcredit
institutions

Formation/operation of non-regulated microcredit
institutions

Regulatory and supervisory capacity for
microfinance (including credit and other
services)

Regulatory framework for deposit-taking

Supporting Institutional Framework

Accounting transparency

Client protection: transparency in pricing

Client protection: dispute resolution

Credit bureaus

Policy and practice for financial transactions
through agents

Adjustment Factor: Stability

Political shock to microfinance
Political stability

© The Economist Intelligence Unit Limited 2013

Scoring methodology: Each of the first ten scoring
criteria are scored from 0 to 4, where 4=best and
O=worst. Once indicator scores have been assigned,
these are aggregated to produce an overall scoring
range of 0-100, where 100=best. Overall scores and
rankings are calculated by attributing a 50%
weight to Regulatory Framework and Practices and
Supporting Institutional Framework category

scores.

Finally, a third category, Stability, is added to the
index to adjust each country’s score for political
instability. This category evaluates political shocks
to the microfinance sector and general political
stability, which are combined into an aggregate
score between 0 and 100. The index consults the
following formula in order to calculate the score
reduction for countries undergoing political
instability:

Percentage reduction to Supporting Institutional
Framework = [100 - Stability] x 0.25

For a detailed description of the scoring
methodology, please refer to the Appendix. l
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Marking its sixth year at the top of the Microscope
ranking, Peru maintained its number one position,
demonstrating a well-equipped regulatory
environment, a competitive and innovative market,
and leadership on both measures of client
protection assessed by the study. IFRS
(International Financial Reporting Standards) have
been implemented and the banking regulator
oversees nearly the entire microfinance-loan
portfolio. A recent law regulating electronic money
created a new class of transaction services
companies that opens up opportunities to extend
financial services on electronic platforms.

The remaining top five countries from 2012 also
maintained their positions in 2013, although
Bolivia's and Kenya's overall scores declined, while
Pakistan and Philippines sustained or improved
their scores on allindicators. At number two,
Bolivia’s score declined due to changes in its
regulatory environment. A long-anticipated
financial-services law took effect at the time of this
analysis and included interest-rate caps and loan
quotas for specific productive sectors. At the same
time, the reform will formalise all microfinance
activity and expand financial access.

Nearly tied with Bolivia, Pakistan followed at
number three. The country saw the incorporation
of two new microfinance banks (MFBs) last year
and the nationwide rollout of the microfinance
credit bureau after a successful pilot programme.
The expansion of the bureau includes extensive
training and technical and financial support for

© The Economist Intelligence Unit Limited 2013

MFIs. Philippines ranked number four, as it
improved its score for credit bureau effectiveness
and reliability and increased usage of branchless
banking. While still at an early stage, the
Philippines” microfinance credit bureau is growing,
as more MFIs join and share borrower data. In
addition, widespread agent-banking options,
including micro-insurance agency relationships,
also boosted Philippines’ score.

Kenya posted a lower overall score in 2013, held
back by a lack of oversight of compulsory savings at
non-regulated MFIs. However, credit-bureau
improvements were a bright spot, as sharing of
positive and negative information on borrowers
increased, but MFIs representing more than half of
borrowers still need to be included in the system.
Meanwhile, credit-bureau improvements also
contributed to Cambodia’s continued rise. After
entering the top ten last year, the country jumped
two more spots this year to number six, just behind
Kenya. Cambodia’s credit bureau completed its first
year of operation and MFIs have recognised the
bureau for helping them avoid lending to over-
indebted clients. In addition, an arbitration centre
launched and could provide an alternative for
microfinance dispute resolution.

At the other end of the spectrum, Vietnam again
placed last in the Microscope 2013 ranking, despite
improvements that include the establishment of
the first private credit bureau and a push toward
mobile banking and electronic transactions.
However, neither of these improvements
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specifically targeted microfinance. Also at the
bottom of the ranking, Haiti’s score dropped
several points as a result of weak governing
institutions and a lack of regulation and
supervision of deposit-taking non-governmental
organisations (NGOs).

Azerbaijan’s score increased the most, by 14
points, with improvements in transparent pricing,
dispute resolution, use of credit bureaus and
agent-based financial transactions, pushing the
country’s ranking to 15th overall from 33rd last
year. In contrast, Ecuador fell 12 places, to 23rd, as
non-regulated micro-credit institutions face more
obstacles to operate, along with a loss of technical
expertise in the credit information system (CIS)
associated with the transfer of the private credit
bureau to a new public system.

Microscope 2013 showed more countries with

© The Economist Intelligence Unit Limited 2013

improving overall scores than declining scores (30
improving scores versus 19 declining scores), and
the improvements outpaced the declines,
demonstrating, on average, an enhanced global
environment for microfinance compared to last
year. However, most of this year’s improvements
affected the Supporting Institutional Framework for
microfinance, while scores on Regulatory
Framework and Practices actually declined overall.
Increased client-protection activities, the
expansion of mobile banking and growth of credit
bureaus drove the improvement in the Supporting
Institutional Framework. However, credit-bureau
improvements were largely confined to countries
that already had at least some basic reporting. As
was the case last year, one-fifth of countries in this
analysis still do not have a functioning credit
bureau. ®
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findings

East and South Asia

The 12 countries of the Asian region (seven in East
Asia and five in South Asia) again ranked third
among the Microscope’s five regions in overall
score, owing mainly to a relatively strong
performance in Regulatory Framework and
Practices, with the second-highest score in this
analysis. As a whole, the Asian region had the
third-highest score on Supporting Institutional
Framework and was the third-strongest in terms of
Stability. Overall, the region’s political stability
improved. Political interference continues in Sri
Lanka’s microfinance industry, but strong demand
has sustained the sector’s dynamism. In India, the
wider effects of the Andhra Pradesh crisis have
subsided and microfinance institutions (MFIs) do
not consider political interference to be a major
risk in the future. However, banks that bailed out
MFIs during the crisis may still face write-offs. The
country’s micro-loan portfolio increased by 30% in
2012, reflecting the strength of the industry’s
recovery. Nonetheless, in other parts of the region,
political factors could pose a threat to
microfinance. In Nepal, regional-autonomy
movements in parts of the country have
contributed to the politicisation of some
microfinance workers’ unions that could disrupt

1 Bhoir, Anita (August, 2013), “Banks may write off Rs 7200 crore debt
to microfinance institutions.” Internet article accessed August 2013,
http://economictimes.indiatimes.com/news/news-by-industry/banking/
finance/banking/banks-may-write-off-rs-7200-crore-debt-to-
microfinance-institutions/articleshow/21872024.cms
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MFI operations.

Elsewhere in the region, the microfinance
industry continued to perform well in this year’s
analysis. Pakistan (3rd), Philippines (4th) and
Cambodia continued in the global top ten, with
Cambodia improving from eighth to sixth place. A
functioning credit bureau covering 80% of
microfinance loans and a nascent dispute-
resolution system were Cambodia’s main
improvements. Pakistan’s credit bureau also shows
coverage of more than 90% of microfinance clients.
A comprehensive package of technical and financial
assistance has been fundamental to the success of
Pakistan’s credit-reporting system. In Philippines,
similar assistance to expand the existing bureau’s
coverage of MFIs could increase its score next year.

India and Mongolia both improved their
rankings, India from 22nd to 16th and Mongolia
from 25th to 21st. Scores in both countries were
boosted by improvements in the dispute-resolution
systems for microfinance clients. Vietnam remained
at the bottom of the Microscope 2013 ranking,
while Thailand moved out of the bottom five. Both
countries improved their credit information
systems (CIS): in Thailand, all major financial
institutions (FIs) are members of the National
Credit Bureau, and in Vietnam regulators licensed
the first private credit bureau.

On average, the Asian region leads globally in
policy and practice for financial transactions through
agents, such as mobile and correspondent banking.
Pakistan and Philippines lead the region, with four
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partnerships between mobile operators and MFIs in
Pakistan and electronic wallets and correspondent
relationships for micro-insurance in Philippines.
While such developments have targeted
microfinance and are driving financialinclusion in
these two countries, elsewhere in the region mobile
banking has been limited to commercial banks
(Bangladesh and Indonesia, for example). Mobile-
banking options for microfinance clients are lacking
in China and are in their early stages in India.

Eastern Europe and
Central Asia

On average, scores rose in Eastern Europe and
Central Asia (ECA), but countries in the region
showed both the biggest gains and the largest
declines. Improvements in Azerbaijan and Georgia,
with two of the largest score increases in the
Microscope 2013, pushed up overall scores, while
Kyrgyz Republic posted the largest score decline in
the study. Compared to other regions, ECA’s overall
score was second to last in this ranking, but the
region performed well on the Supporting
Institutional Framework category, outscoring every
region except Latin America and the Caribbean. The
region posted the second-lowest scores for both
Regulatory Framework and Practices and Stability,
only scoring higher than the Middle East and North
Africa in both categories.

As in previous years, ECA’s Regulatory Framework
and Practices score was pushed down by weak
scores on the formation/operation of non-regulated
micro-credit institutions (lowest of all regions) and
the regulatory framework for deposit-taking
(second-lowest). In four of the seven ECA
countries, regulated MFIs cannot accept deposits.
By contrast, all countries covered in the Microscope
2013 in East and South Asia and Sub-Saharan
Africa allow regulated MFIs to accept deposits. Of
the ECA countries where MFIs can accept deposits,
only Tajikistan’s requlations are not considered
overly burdensome.

Kyrgyz Republic posted the largest score decline
in the study, seven points, dropping it to 38th from
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30th last year. Kyrgyz Republic’s declining score
resulted from forthcoming interest-rate caps that
would disadvantage MFIs in competition with the
banking sector. In addition, Kyrgyz Republic lacks
formal dispute-resolution mechanisms. Armenia’s
overall score was steady, while Bosnia and
Herzegovina, Tajikistan and Turkey declined
slightly. With no regulatory or institutional-
framework improvements this year, Turkey
continues as the lowest-ranked ECA country, tied
with Sri Lanka and Trinidad and Tobago for 50th
placein the global ranking. Microfinance in Turkey
continues to be a marginal activity in a well-
regulated, technologically savvy banking sector.
Only two MFIs exist, and the regulatory
environment limits the entrance of new players.

Transparency is a strong pointin the region. On
average, ECA countries posted the highest scores
for both accounting transparency and transparent
pricing. Accounting transparency measures the
extent to which MFI accounting standards conform
tointernational norms and transparent pricing is
an important measure of client protection. In
Armenia, the central bank has developed a
financial-services shopping tool designed to help
clients compare competing products from different
FIs. Azerbaijan's central bank has issued rules
promoting interest-rate transparency and the
national MFI association has augmented these
rules with a voluntary code of ethical standards for
regulated micro-lenders.

ECA countries continue to lag other regions in
mobile and branchless banking. The region’s score
for policy and practice for financial transactions
through agents has improved, but is the lowest in
the Microscope 2013. Commercial banks in Bosnia
and Herzegovina offer electronic and telephone-
banking services, but MFIs have not adopted these
technologies. In Georgia a newly registered
payment-service provider intends to launch a
mobile-money solution later this year. Cash-in
terminals and point-of-sale (POS) systems are on
the rise in Azerbaijan, increasing electronic
transactions, butin Kyrgyz Republic the regulatory
system hampers mobile-banking innovation.
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Latin America and the
Caribbean

Latin America and the Caribbean (LAC) again led
the other regions in the Microscope 2013 with the
highest overall regional score, leading on
Supporting Institutional Framework, but ranking
third on Regulatory Framework and Practices. In
fact, only five of the 21 LAC countries (Paraguay,
Honduras, Costa Rica, Guatemala and Haiti) scored
higher in the Regulatory Framework category than
on Institutional Framework. Latin America and the
Caribbean is also the most politically stable region
for microfinance, scoring nearly 15 points higherin
the Stability category than second-placed East and
South Asia.

LAC countries captured half of the slots in the
global top ten. Peru and Bolivia led the global
rankings in first and second place, respectively,
while Colombia, EL Salvador and Dominican
Republic also made itinto the top ten. Peru’s
microfinance market features low barriers to entry
and a competitive marketplace, characterised by
adequate supervision and solid credit bureaus.
Although Bolivia again ranked 2nd overall,
changes in the requlatory environment have
negatively affected its score. Improvements in
pricing transparency, financial transactions
through agents, and regulatory capacity in
Dominican Republic pushed the country into the
global top ten this year. Panama nearly tied with
Dominican Republic to remain in the top ten but
difficulty starting new non-governmental
organisation (NGO)-MFIs and uncertainty on
supervision of co-operatives contributed to the
country’s slightly declining score. A weak
regulatory environment in Mexico also pushed it
out of the top ten, as evidenced by the
postponement of regulation of non-profit savings
and loan co-operatives (S&Ls).

A number of LAC countries implemented
regulatory changes during the past year, with both
positive and negative implications for the
microfinance operating environment. Nicaragua’s
microfinance regulatory framework has increased
confidence in the industry following a 2009-10 no-
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pay movement and political interference. Interest
rates are not subject to government-imposed caps,
and rules, like capital requirements, have been
flexible enough for existing MFIs to make the
transition to the new framework.

In contrast, Bolivia’s recently passed Financial
Services Law introduces formal interest-rate caps
and quotas on loans, which will also put a strainin
the regulatory and supervisory capacity of the
Autoridad de Supervisién del Sistema Financiero
(ASFI, the Financial System Supervisory Authority).
Moreover, a major tax change has hit the Bolivian
microfinance industry, which has limited the
profitability of regulated MFIs. Ecuador’s new
regulatory framework for “popular” finance has
created uncertainty for MFIs. All lenders involved
in popular finance are now subject to formal
regulation and interest-rate caps. Unlike
Nicaragua, itis uncertain to what extent the new
regulations will be tailored to match the size of the
institutions overseen. The regulatory burden could
increase operating costs, while interest-rate caps
limit profitability, likely curtailing smaller MFIs’
ahility to offer services to the lowest-income
segments of the population. There are similar
concerns among MFIs in El Salvador, where newly
established interest-rate caps could force some
MFIs into bankruptcy and limit credit availability.
At the same time, Ecuador’s transfer of credit-
bureau responsibilities from the private to the
public sector has created the resulted in the loss of
expertise and is likely provoke the loss of
information while the transfer is on-going. The
technical capacity of the private bureau has been
diminished by the departure of many of its
employees prior to the transition. Despite
developments in Ecuador, LAC leads all other
regions on the inclusion of microfinance
information in credit bureaus.

Governments in several countries improved
regulation of financial agents, creating
opportunities for further innovation in
correspondent and mobile banking, but, to date,
implementation of these new services is still at the
pilot stage. New regulations allow FIs in the
Dominican Republic to increase market penetration
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by offering banking services via authorised agents,
including hotels, pharmacies and supermarkets.
Since 2011, Nicaragua's national financial
regulator has built a regulatory system for
electronic and mobile banking, but, to date, it still
does not cover non-regulated MFIs. Nonetheless,
larger MFIs are working with mobile operators to
expand their services via mobile-telephone
banking. Recent regulations in Panama provide the
framework for mobile and other forms of electronic
banking, and use of agent banking is higher than
regional averages. Moreover, Uruguay has also
recently enacted regulations on correspondent
banking.

New regulations in client protection increased
pricing transparency in El Salvador and enhanced
consumer rights in dispute resolution in Honduras.
While EL Salvador’s Usury Law capped interest
rates, it also abolished commissions related to
lending, creating a more transparent pricing
system for consumers. As a whole, the LAC region
ranks third on transparent pricing.

Improvements to dispute resolution in Honduras
have shortened response times, removed
requirements that only allowed for in-person claim
submission and increased reporting requirements
regarding disputes and their resolutions. LAC leads
globally on dispute resolution; all countries in the
region have a dispute-resolution mechanism,
although the resources assigned to these
mechanisms vary by country. Peruvian MFIs must
publish client-dispute statistics online, while both
Brazil and Trinidad and Tobago use ombudsmen in
the regulated financial sector to help resolve
disputes. Mexico’s financial services consumer-
protection agency offers both conciliation and
arbitration services, and a pending banking-sector
reform would increase the agency'’s ability to issue
sanctions and resolve disputes.

Middle East and North Africa

Although the four countries of the Middle East and
North Africa (MENA) region showed slight
improvements in the Supporting Institutional
Framework and Stability categories, the region still
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posted the lowest overall score and the lowest
scores in all three categories. Scores in the
Regulatory Framework and Practices category were
unchanged. In general, regulation creates
obstacles to micro-credit provision in the region,
although the formation of regulated MFIs is easier
in Morocco and Yemen. In fact, the region posted
the second-highest average score for formation of
regulated/supervised micro-credit institutions, just
behind Sub-Saharan Africa. However, deposit
taking at regulated MFIs is a weak spot: MFIs
cannot accept deposits in Lebanon and Morocco,
and regulations are burdensome in Egypt and
Yemen.

The regulatory environmentin MENA has seen
few changes during the past year. Notably,
Morocco updated its Microfinance Associations Law
and additional rules and regulations are
forthcoming. The main impact of the Law has been
to encourage consolidation among smaller micro-
credit associations (MCAs). However, some
microfinance professionals have criticised the Law
because it does not assist MFIs in transforming into
commercial banks, nor does it assist MFIs that
would prefer to remain NGOs. In Egypt, a long-
awaited update to the 2002 NGO Law that also
regulates MFIs operating as NGOs is still under
consideration. Legislation specific to the
microfinance industry has been delayed repeatedly
due to political turmoil.

At 35th, Morocco is the highest-ranked MENA
country in Microscope 2013, moving up three
places from last year after improvements in dispute
resolution. Lebanon held steady at 40th in the
global ranking, while Yemen increased one place to
44th due to its improving security and rebounding
microfinance industry. Eqypt’s score dropped
slightly, but its ranking improved to 49th from
50th last year. Political instability continues to
hamper further development in the microfinance
industry, delaying regulatory reforms.

Morocco is the most stable MENA country in this
study. Yemen continued to improve its stability for
microfinance operations, as the security situation
stabilised in the country and MFIs began to return
to areas they had previously considered off-limits.
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By the end of 2012, the number of microfinance
clients in the country had risen by 47.8% compared
to the beginning of the year. The political
situations in Egypt and Lebanon reduced their
stability scores slightly, but Yemen's gains meant
MENA’s regional average improved.

Client protection in the region is stillin the early
stages. Morocco’s score on dispute resolution
improved as a network of government-sponsored
local tribunals have been able to provide more
rapid resolution of complaints than the traditional
court system. In addition, a national code of ethics
for MFIs obliges them to increase client-protection
activity. MENA’s performance on pricing
transparency is a weak spot for the region. None of
the countries in the region imposes legal
requirements for interest-rate transparency for
micro-borrowers, and transparency efforts are
entirely voluntary. In Egypt, MFIs do not routinely
disclose interest rates, but a majority of MFIs in
Lebanon do voluntarily disclose rates. Yemen’s
central bank is considering regulations that would
mandate more transparent pricing in microfinance.

Lebanon is the only country in the region
without a credit bureau available for MFIs. In
Egypt, Morocco and Yemen, regulated MFIs have
some level of access to existing bureaus or access
to bureaus specifically focused on microfinance.
Yemen's microfinance CIS lacks complete
information, but participation in bureaus in
Morocco and Egypt is higher and prevents multiple
borrowing. Mobile and correspondent banking is
stillin the pilot stage in MENA countries. In
Lebanon, Internet and mobile communications
remain expensive, but, in Yemen, two mobile
microfinance money-transfer services will soon be
available. Yemen's central bank has not issued
regulations to keep pace with these innovations,
although it is consulting with the World Bank and
plans to do so by the end of 2013.

Sub-Saharan Africa

Sub-Saharan Africa (SSA) maintained its ranking as
the second-highest-ranked region in Microscope
2013, behind Latin America and the Caribbean and
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just ahead of East and South Asia. The region
posted the highest score in the Regulatory
Framework and Practices category, but scored
second-lowest, only beating the Middle East and
North Africa, in the Supporting Institutional
Framework category. As a whole, SSA was slightly
more stable than East and South Asia, but both
scored well below Latin America and the Caribbean
in Stability.

Overall scores in SSA increased this year, but
regional leader, Kenya, edged lower, while still
maintaining its fifth-place ranking. Unregulated
savings mobilisation by some NGO-MFIs and inter-
communal violence that affected some MFI
operations reduced Kenya's score, despite
improvements in credit-bureau usage and an
increase in overall political stability. Uganda (joint
8th) was the second SSA country in the global top
ten this year, with a score buoyed by a favourable
political and macroeconomic environment for
microfinance. Ghana also improved its score this
year, rising from 15th to 13th, placing it within
striking distance of the top ten. Improvements in
pricing transparency and usage of credit bureaus
resulted in the increase, despite a score decrease
related to the slow development of mobile-banking
options in the country.

SSA leads the world in Regulatory Framework and
Practices, garnering the highest scores for the
regulation of micro-credit portfolios, the formation
of regulated MFIs and regulation for deposit-taking
MFIs. In fact, all SSA countries in this analysis
allow regulated MFIs to hold a range of deposits
without overly burdensome regulation. Deposit-
taking MFIs in leading countries, including Kenya,
Madagascar, Senegal and Uganda, offer both
demand and term deposits to clients. Countries in
the region continued to update their regulatory
frameworks in the past year, including changes in
Cameroon and Senegal that could negatively
impact MFIs, and updates in Democratic Republic
of Congo, Nigeria and Tanzania that improve the
microfinance operating environment. MFIs in
Cameroon face increased reporting requirements
from the Central African Banking Commission
(CABC), but many MFIs will struggle to comply with
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the quarterly reporting requirements because of
limited access to electricity and the Internet. As a
result, the requirements are unlikely to be enforced
in the near term, but could inhibit MFI growth into
rural or less-developed areas in the future. In
Senegal the lowering of interest-rate capsin 2014
could limit the growth of small and medium MFIs.
The rate cap for MFIs will be reduced from 27% to
24%. Not all MFIs respect the current 27% limit due
to high costs of operation in challenging areas,
and small and medium MFIs will face difficulties
operating at the 24% cap. However, larger MFIs
that frequently receive financing at preferential
rates from development agencies and commercial
banks will find it easier to respect the new limit.

Positive regulatory changes include the
Democratic Republic of Congo’s new Microfinance
Law that will take effectin February 2014 and
increase control mechanisms for lenders.
Specifically, the Law limits unfair competition and
improves client protection. All three recognised
types of MFIs can offer credit, but only
microfinance companies can accept deposits. In
Nigeria, the central bank issued revised supervisory
guidelines that prioritise organic growth in the
microfinance industry; MFIs cannot apply directly
for national licences without first operating as local
and state entities. In addition, the central bank has
assumed a more proactive role in regulating MFIs
and is using a risk-based approach to supervision.
Similarly, Tanzania’s central bank is also shifting to
a risk-based approach for MFI supervision and
decentralising responsibilities through supervisory
branches in several regions in Tanzania.

Sub-Saharan Africa has been at the centre of the
development of mobile banking for microfinance,
especially in Kenya, where millions of mobile users
have access to extensive agent networks for
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transactions and savings and short-term credit
products via mobile devices. Kenya is the only
country in the Microscope 2013 to receive the
highest possible score on policy and practice for
financial transactions through agents. Its regional
peers have lagged behind Kenya’s development of
mobile banking. In other countries it is not clear
whether regulation has helped or hindered the
development of mobile-banking services. The
government of Ghana passed facilitating
regulations early on, but the country’s score on
thisindicator has declined because mobile-banking
services are still in the pilot stage. However,
Uganda has nearly 9m mobile-money customers,
while the industry is still unregulated. Meanwhile,
in the Democratic Republic of Congo, existing
mobile infrastructure is an impediment to mobile-
banking innovation.

In transparency in pricing, SSA lags most regions,
except the Middle East and North Africa. Ghana was
the only countryin the region to increase its score
on transparent pricing this year. Ghana’s
participation in the Transparent Pricing Initiative
has resulted in the publication of standardised
pricing data from 40 MFIs, covering 76% of micro-
borrowers in the country and has increased the
pricing information available to potential clients. In
the remaining SSA countries, fewer than half of
MFIs comply with transparent-pricing regulations.
Ghanais also a leader in dispute resolution, along
with Nigeria. In Nigeria, the Consumer and
Financial Protection Division of the central bank
and the Consumer Protection Council have helped
aggrieved customers receive refunds without
engaging in a lengthy judicial process. Nonetheless,
in most other SSA countries, dispute-resolution
mechanisms do not work wellin practice. l
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Rank Country 2013 Score Change Rank Country 2013 Score Change
1 Peru 82.5 +2.7 29 Bosnia and Herzegovina ~ 45.2 -0.1
2 Bolivia 69.8 -2.0 30 Mozambique 44.0 -
3 Pakistan 69.7 +2.3 31 Georgia 43.4 +9.7
4 Philippines 67.9 +4.6 32 Costa Rica 42.1 +2.4
5 Kenya 61.1 -1.7 33 Guatemala 41.4 -
6 Cambodia 60.3 +4.6 34 China 39.1 +4.7
7 Colombia 58.5 +2.5 35 Morocco 38.3 +4.6
=8 El Salvador 53.8 -2.5 36 Tajikistan 36.0 -0.3
=8 Uganda 53.8 +2.2 37 Madagascar 35.9 -
10 Dominican Republic 53.6 +7.5 38 Kyrgyz Republic 35.1 -7.0
=11 Panama 53.5 -0.1 39 Senegal 34.4 +0.3
=11 Paraguay 53.5 +1.5 40 Lebanon 33.3 -0.2
13 Ghana 53.3 +2.3 41 Bangladesh 32.8 -
14 Nicaragua 52.9 +9.0 42 Jamaica 31.8 +0.3
15 Azerbaijan 52.4  +14.0 43 Cameroon 31.7 +0.1
16 India 52.0 +6.3 44 Yemen 31.0 +0.6
17 Uruguay 51.5 +7.3 45 Argentina 28.8 -
18 Mexico 51.1 -2.5 46 Dem. Rep. of Congo 28.4 -0.1
19 Chile 49.9 -1.9 47 Nepal 28.3 -3.0
20 Brazil 49.1 -0.1 48 Thailand 27.6 +2.2
21 Mongolia 48.9 +4.7 49 Eqypt 27.3 -0.1
22 Rwanda 48.4 -0.2 =50 Trinidad and Tobago 26.5 +2.4
23 Ecuador 48.3 -4.3 =50 Sri Lanka 26.5 -1.7
24 Nigeria 48.2 +4.8 =50 Turkey 26.5 -0.1
25 Tanzania 47.9 +1.4 53 Venezuela 26.1 +0.9
26 Armenia 47.4 - 54 Haiti 25.8 -3.3
27 Honduras 47.2 +0.9 55 Vietnam 25.6 +4.1
28 Indonesia 46.5 +2.2
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Rankings by category

Regulatory Framework and Practices

(Weighted 50% in the overallindex)

Rank Country 2013 Score Change Rank Country 2013 Score Change
=1 Peru 80.0 - =28 Cameroon 45.0 -
=1 Philippines 80.0 - =28 Chile 45.0 -
=3 Pakistan 75.0 - =28 Costa Rica 45.0 -
=3 Uganda 75.0 - =28 Guatemala 45.0 -
=5 Cambodia 70.0 - =28 India 45.0 -
=5 Kenya 70.0 -5.0 =28 Senegal 45.0 -
=7 Bolivia 65.0 -5.0 =28 Tajikistan 45.0 -5.0
=7 Paraguay 65.0 - =28 Yemen 45.0 -
=7 Tanzania 65.0 +5.0 =37 Bangladesh 40.0 -

=10 Colombia 60.0 +5.0 =3/ Dem. Rep. of Congo 40.0 -

=10 Mongolia 60.0 - =37 Georgia 40.0 -
=10 Rwanda 60.0 - =3/ Uruguay 40.0 -
=13 Azerbaijan 55.0  +10.0 =41 Armenia 35.0 -
=13 Dominican Republic 55.0 +5.0 =41 Egypt 35.0 -
=13 El Salvador 55.0 -5.0 =41 Lebanon 35.0 -
=13 Honduras 55.0 - =41 Morocco 35.0 =
=13 Madagascar 55.0 - =41 Nepal 35.0 -
=13 Mozambique 55.0 - =41 Vietnam 35.0 -

=13 Nicaragua 55.0  +10.0 =47 Bosniaand Herzegovina ~ 30.0 -5.0

=13 Nigeria 55.0 +5.0 =47 Haiti 30.0 -5.0

=21 China 50.0 - =49 Argentina 25.0 -

=21 Ecuador 50.0 -5.0 =49 Jamaica 25.0 -

=21 Ghana 50.0 - =49 Sri Lanka 25.0 -5.0

=21 Indonesia 50.0 - =49 Thailand 25.0 -

=21 Kyrgyz Republic 50.0 -10.0 =49 Turkey 25.0 -
=21 Mexico 50.0 -5.0 54 Venezuela 20.0 -
=21 Panama 50.0 -5.0 55 Trinidad and Tobago 15.0 -

=28 Brazil 45.0 5.0
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Supporting Institutional Framework

(Weighted 50% in the overallindex)

Rank Country 2013 Score Change Rank Country 2013 Score Change
1 Peru 90.0 +5.0 =28 Guatemala 40.0 -
2 Bolivia 80.0 - =28 Jamaica 40.0 =
=3 Bosniaand Herzegovina  70.0  +10.0 =28 Mongolia 40.0  +10.0
=3 Pakistan 70.0 +5.0 =28 Rwanda 40.0 -
=5 Armenia 65.0 - =28 Trinidad and Tobago 40.0 +5.0
=5 India 65.0  +10.0 =34 Argentina 35.0 -
=5 Uruguay 65.0  +15.0 =34 Lebanon 35.0 -
=8 Chile 60.0 - =34 Mozambique 35.0 -
=8 Colombia 60.0 - =34 Tanzania 35.0 -
=8 Ghana 60.0 +5.0 =34 Thailand 35.0 +5.0
=8 Kenya 60.0 +5.0 =34 Uganda 35.0 -
=8 Panama 60.0 +5.0 =34 Venezuela 35.0 -
=8 Philippines 60.0  +10.0 =41 Bangladesh 30.0 -
=14 Azerbaijan 55.0  +20.0 =41 China 30.0 +10.0
=14 Brazil 55.0 +5.0 =41 Sri Lanka 30.0 -
=14 Cambodia 55.0  +10.0 =41 Tajikistan 30.0 +5.0
=14 Dominican Republic 55.0  +10.0 =41 Turkey 30.0 -
=14 El Salvador 55.0 - =46 Egypt 25.0 -
=14 Mexico 55.0 - =46 Haiti 25.0 -
=14 Nicaragua 55.0 +5.0 =46 Kyrgyz Republic 25.0 -5.0
=21 Ecuador 50.0 -5.0 =46 Nepal 25.0 -5.0
=21 Georgia 50.0  +20.0 =46 Senegal 25.0 -
=23 Honduras 45.0 +5.0 =51 Cameroon 20.0 -
=23 Indonesia 45.0 +5.0 =51 Dem. Rep. of Congo 20.0 -
=23 Morocco 45.0 +10.0 =51 Madagascar 20.0 =
=23 Nigeria 45.0 +5.0 =51 Vietnam 20.0  +10.0
=23 Paraguay 45.0 = =51 Yemen 20.0 -
=28 Costa Rica 40.0 +5.0
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Stability

(Adjustment factor, which reduces the score in Supporting Institutional Framework
by 25% of the political stability share)

Rank Country
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Costa Rica
Brazil
Uruguay
Jamaica

El Salvador
Indonesia
Colombia
Dominican Republic
Mexico
Panama
Senegal
Trinidad and Tobago
Ghana
Guatemala
Mongolia
Mozambique
Peru

China
Georgia
Argentina
Bolivia
Ecuador
Paraguay
Philippines
Sri Lanka
Turkey
Uganda

Morocco

2013
Score

92.5
87.5
87.5
85.0
82.5
82.5
80.0
80.0
80.0
80.0
80.0
80.0
77.5
77.5
77.5
77.5
77.5
75.0
75.0
72.5
72.5
72.5
72.5
72.5
72.5
72.5
72.5
70.0
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Change Adjustment

+5.0

+10.0

+2.5

+10.0
+5.0
+7.5
+25.0
+20.0
-2.5
+50.0

Factor
-1.88%
-3.13%
-3.13%
-3.75%
-4.38%
-4.38%
-5.00%
-5.00%
-5.00%
-5.00%
-5.00%
-5.00%
-5.63%
-5.63%
-5.63%
-5.63%
-5.63%
-6.25%
-6.25%
-6.88%
-6.88%
-6.88%
-6.88%
-6.88%
-6.88%
-6.88%
-6.88%
-7.50%

Rank Country

=28
=30
=30
=30
=30
=30
=30
=30

37
=38
=38
=40
=40

42

43

44
=45
=45
=45
=45
=49
=49
=51
=51
=53
=53

55

2013

Score
Nicaragua 70.0
Armenia 67.5
Cambodia 67.5
Cameroon 67.5
Nigeria 67.5
Pakistan 67.5
Rwanda 67.5
Venezuela 67.5
Chile 65.0
Azerbaijan 62.5
India 62.5
Lebanon 60.0
Tajikistan 60.0
Tanzania 52.5
Honduras 50.0
Kenya 47.5
Bosnia and Herzegovina45.0
Haiti 45.0
Nepal 45.0
Thailand 45.0
Bangladesh 40.0
Yemen 40.0
Dem. Rep. of Congo  35.0
Madagascar 35.0
Kyrgyz Republic 22.5
Vietnam 22.5
Egypt 15.0

Change Adjustment

+27.5

-5.0
+20.0
-25.0
+25.0

=510

-2.5
-25.0
-25.0
-20.0
-25.0
-25.0
-22.5

-2.5

Factor
-7.50%
-8.13%
-8.13%
-8.13%
-8.13%
-8.13%
-8.13%
-8.13%
-8.75%
-9.38%
-9.38%

-10.00%
-10.00%
-11.88%
-12.50%
-13.13%
-13.75%
-13.75%
-13.75%
-13.75%
-15.00%
-15.00%
-16.25%
-16.25%
-19.38%
-19.38%
-21.25%
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In focus

From micro-credit to financial
inclusion

Microfinance institutions (MFIs) are leveraging the
micro-credit platform to expand their offering of

financial services to a broadening population base.

Meanwhile, other type of companies are also
starting to provide such services to customers at
the bottom of the economic pyramid. This article
examines three cases from around the globe to
highlight how firms have shifted towards broader
financialinclusion; it also demonstrates common
characteristics across a diverse range of providers
and describes a potential structure for a more
inclusive financial-services ecosystem.

Micro-credit: A limited solution

For many years, microfinance consisted almost
exclusively of micro-credit—the provision of loans
to the world’s poor, especially women, typically to
help recipients establish or expand very small
businesses. The idea has been highly successful:
the Microcredit Summit Campaign—a non-
governmental organisation (NGO) that surveys
providers on an annual basis—reports that, in
2011, 195m clients worldwide had such loans, up
from 31min 2000.

Even while demonstrating that the world’s poor
can be reliable credit customers, the growth of
micro-credit has also highlighted the overall lack
of financial services available to many of them.
According to the World Bank’s Global Financial
Inclusion Database?, 2.5bn people are without any

1 Global Findex database: http://datatopics.worldbank.org/
financialinclusion/
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sort of bank account, including 75% of those
earning less than US$2 per day—a lack of access
thatimpedes economic activity in any number of
ways. Accordingly, financialinclusion (the
provision of a wide range of appropriate financial
services to the poor) has garnered increasing
attention in development circles. Elisabeth Rhyne,
managing director of the Center for Financial
Inclusion at Accion, explains: “Over the past 20
years, the momentum has been credit-driven. In
recent years, though, you have a shift from credit
to payments and savings as the main products.”

This shift involves more than simply a new focus
on a wider range of products; important changes in
the sector have created a complex mix of players
seeking to enhance financial inclusion. Existing
microfinance organisations (MFOs) had already
been evolving as micro-credit grew. In Ms Rhyne’s
words, “A socially motivated and, originally,
donor-driven movement has become an industry.”
Now, institutional development is progressing
further. Traditional banks and financial services
companies are seeking to tap into the markets that
microfinance has uncovered with their own tailored
savings and loan products. Similarly, technology is
allowing disruptive financial service models, in
particular around payment systems. These
changes, for all their potential benefits, also bring
regulatory challenges.

The three case studies in this article—a micro-
credit NGO that became a bank; a telephone
company that developed an extensive mobile-
payments system, and a bank that has actively
pursued the market at the bottom of the pyramid—
help illustrate the practical efforts to increase
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Carlos Danel, co-founder and executive vice-president of
Compartamos Banco, notes, “The good news [about financial
inclusion] is that many are now willing to provide these services. The
downside is that you have all kinds of different standards and, in some
cases, too many institutions chasing too few clients. We need sensible
and appropriate regulation.”

Creating the right regulation, however, is not simple. Rudy Araujo,
secretary-general of the Association of Supervisors of Banks of the
Americas (ASBA), points out that regulators face as steep a learning
curve as everyone else in understanding the sometimes novel products
and services being used to promote financialinclusion. They need, he
explains to be open-minded and “understand the intentions of the
product, whether it will generate risk to the financial system and, if
so, to find a way to incorporate itin a supervisory framework.” Adding
to the complications, oversight of this market increasingly involves
interaction with companies and regulators from other industries,
such as telecommunications. “We do not necessarily speak the same
language,” he notes. “Finding common ground can be difficult.”

Mr Araujo says that, in addition to developing a thorough
understanding of these products and their providers, the more
successful Latin American regulators have notintegrated them
directly into existing regulatory frameworks, butin their supervisory
approaches. Instead, “The key is to create a special unit with a
different mindset,” which encompasses both traditional regulatory
systemic stability concerns and the particular social objectives
involved in financialinclusion.

financialinclusion, as well as shedding light on

how this trend might develop.

A micro-credit NGO evolves
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Mr Araujo adds that regulators that have developed such an
understanding and capacity are more willing to allow innovative
change. This has reduced the sometimes excessive caution of the
past among regulators. He says that, now, “Most have changed their
approaches, so that they are moving forward avidly in supporting
supervisory approaches to financial inclusion,” while maintaining
appropriate prudence.

Specialised units or expertise within regulatory agencies also
help with another current challenge. Increasingly the mission of
regulators is being expanded beyond guaranteeing financial stability,
to promoting financialinclusion and providing consumer protection
for poorer clients. Mr Araujo is wary of the risks involved. “The most
important downside is a conflict of interest. Our role is to ensure
financial stability, not to promote products, services or operators:
thatis the market’s responsibility.”

Overall, however, Mr Araujo is positive. Regulators in Latin
America, he says, have “been very successfulin supporting the
process of financialinclusion.” Looking ahead, specific challenges
certainly remain, such as improving corporate governance in practice
and addressing the risks of companies serving this market, most
importantly to be able to adequately deter their being used by
money-launderers or terrorist funders. Nevertheless, he is hopeful.
“Microfinance is part of the landscape because we worked for many
years to make it a segment of the financial infrastructure. Success has
to do with public policy, how we approach regulation, and how we
engage the industry in a productive conversation.” ll

from international organisations and donors. We
had a product, but did not have the finances. Qur
hunch was we could fund ourselves.” Loan
repayments were high enough that Compartamos’s
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In 1990, a Mexican NGO, Compartamos, started
providing micro-loans to women to invest in their
own businesses. Rather than serving individual
clients, each person receiving credit was, and still
is for the organisation’s main product, part ofa
group of 12 to 50 women who mutually guaranteed
each other’s debts.

Carlos Danel, co-founder and chairman of the
board, recalls, however, that over the following
decade, financing restrictions impeded scaling-up.
As an NGO, he says, “We could only have funding
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micro-credit activity was profitable.

Accordingly, in 2000 the company incorporated
as a for-profit finance business and, in 2006,
obtained a full banking licence, becoming
CompartamosBanco. In 2007 the original investors,
largely development organisations, sold around
30% of the shares in an initial public offering (IPO),
making Compartamos a publicly traded firm. This
sparked a substantial debate within the NGO
community, in which some criticised the company
for profiting excessively from the poor by charging
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very high interest rates and argued that, after the
IPO, Compartamos would favour shareholder
interests over those of their clients.

Mr Danel responds that Compartamos’s interest
rates are competitive for Mexican microfinance,
where rates are substantially higher than in many
countries, and have continued to decline since the
IPO. Moreover, the company’s loans and clientele
are the same type as before. He sees a strong
board, with a clear sense of mission, as the key to
maintaining focus.

Whatever the possible risks, Compartamos’s
commercialisation allowed massive expansion. In
2000, after 10 years, it had just 64,000 clients.
After another 12 years or so with access to capital
markets, the bank now provides loans and micro-
insurance to a total of 2.5m clients in Mexico and,
through subsidiaries, in Guatemala and Peru,
making it Latin America’s largest microfinance
bank (MFB).

This activity, however, made the narrow utility
of micro-credit clear. “A lot of microfinance
providers,” says Mr Danel, “start with lending. But
at a certain point they realise that inclusion is
about providing a range of products,” especially
savings, which he calls the “the pre-eminent
financial-inclusion product.” A leading driver
behind Compartamos obtaining a banking licence
was the legal capacity it gave to take deposits.
Now, the bankis running a pilot project to offer
this service, which it expects to roll out across
Mexico soon. Doing so, however, will entail
significant change, in particular creating a large
physical network of locations where savers can
make deposits and withdrawals. In the four
Mexican states covered by the pilot, this already
involves 3,200 outlets working with Compartamos’s
banking correspondent subsidiary, Yastas.

Beyond its pragmatic evolution to meet the
challenges of financialinclusion, Mr Danel sees
Compartamos as having a wider impact in Mexico:
“Twenty years ago, if you wanted a working capital
loan, you had to come to us. Today, there are
[many] more providers. An industry has been born.
This poses challenges but is much better for
clients.”
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A mobile service finds a new route to financial
inclusion

The growth of mobile-payment services run by
telecommunications companies has done much to
widen financial-service provision at the bottom of
the pyramid. The best known of these, by far, is
Kenya’s M-Pesa.

Ajoint project of Vodafone and Safaricom,
registered M-Pesa users put money into their
accounts via local agents and can then send funds
electronically to other individuals with accounts—
such as remittances to family members—or pay
businesses registered with the service. The
numbers demonstrate M-Pesa’s dramatic success.
Since launching in 2007, the service has registered
15.2m members among Kenya’s 35m-strong adult
population, around two-thirds of whom are regular
users and many of whom are otherwise unbanked.
Total transactions are around US$1bn per month,
or a little under one-third of national GDP. While
transforming how Kenyans do business, the
telecoms firms have built a substantial asset:
Safaricom earns more from M-Pesa than from SMS
and data traffic combined, while the service
provides the bulk of Vodafone’s Kenyan income.

Underneath the technology, M-Pesa’s
development has parallels with that of micro-
saving providers. Oneis the creation of a widely
dispersed physical network, where clients can
easily make deposits or withdrawals. “Few mobile
initiatives across the world reach scale because of
the effort needed in human capital across the
country,” says Michael Joseph, managing director
of mobile money at Vodafone and former CEQ at
Safaricom, who oversaw M-Pesa’s creation.
Accordingly, he says, one key to M-Pesa’s success
has been substantial investment, “to create a huge
distribution network of mostly little mom and pop
stores. It is ubiquitous: people dont have to go
more than 300 metres.”

Another element of success, Mr Joseph says, has
been “to focus clearly on the initial customer of M-
Pesa, the one at the bottom of the pyramid.” This
has driven change almost as thorough- going as
that of Compartamos. M-Pesa was always meant to
enhance financialinclusion, but the specific form
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this took in its pilot stage was to ease payments
between existing micro-lenders and their clients.
Users, however, quickly adapted the system to
make a much wider range of payments, few of
which involved micro-credit. By its formal launch,
M-Pesa was recast as a payment service, especially
for urban workers to send remittances to rural
relatives. Companies quickly realised the benefits
of accepting payments this way, and even charities
now regularly publish M-Pesa account details when
soliciting donations.

Users have pushed the system further. One in six
Kenyan users of M-Pesa or a competing mobile-
payment service, for example, store money in their
accounts while travelling, for reasons of security.
Now M-Pesa is building on this sort of activity. A
new micro-savings and loan facility created in the
last year, M-Kesho, allows people, at no cost, to
put amounts as small as a penny into regulated,
interest-earning savings accounts. After saving for
90 days, customers can apply for short-term micro-
loans. Within six months of launch, Mr Joseph
reports, 1.4m people have begun saving. “Thisis a
revolution in Kenya,” he says. “To get a loan there,
you normally have to travel and fillin a form. This
has no forms atall.”

In following its customers, M-Pesa, like micro-
credit providers, has broadened services in pursuit
of greater financialinclusion. It, too, is affecting
the wider market. Mr Joseph notes that banks have
increasingly integrated into M-Pesa because it
provides cheaper payment services than they can.
More importantly, he adds, “[Kenya’s] banks have
seen that there is business to be done at the
bottom of pyramid.”

A bank widens its client base through
partnership

The Reserve Bank of India (RBI, the central bank)
has been pushing the country’s financial services
sector to include an estimated 700m unbanked
citizens. Using regulation and exhortation, it is
encouraging banks to open one-quarter of all new
branches in currently unserved rural villages.
However, for the bank of Industrial Credit and
Investment Corporation of India (ICICI), India’s
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largest private bank, activity in this field is quite
familiar. As early as 2001, its purchase of Bank of
Madura gave it a microfinance operation in Tamil
Nadu. Similarly, its rural-expansion strategy, which
overcame a rocky start, began in 2005.

According to Rajiv Sabharwal, board member of
ICICI Bank responsible for, among other things,
inclusive and rural banking, the bank’s strategy
focuses on “creating reach and providing need-
based credit and savings products.” In order to do
this, the hallmark of ICICI's financial-inclusion
efforts is breadth, of both channel and offering. It
is rapidly building up its own infrastructure by
opening so-called Gramin banks: rural branches in
previously unbanked villages. These offer
agricultural loans, other business loans and basic
savings accounts. Since 2010, it has opened up 350
Gramin banks, bringing its total to 656, or around
onein five of allits branches, and it expects to
open another 150 by March 2014.

More recently, the company has begun
deploying what it calls “branches on wheels”: fully
equipped mobile branches with two employees
each, which can provide the same range of services
as Gramin banks. These cover a circuit, so that they
are presentin the same location at the same times
throughout the week, allowing the same vehicle to
service several villages.

The bank has also engaged in extensive
partnership activities. As Mr Sabharwal explains,
despite his sector’s strengths, and “considering
the extent of the task at hand, collaborative efforts
are required to ensure the success of financial
inclusion.” Rather than expanding its own
microfinance operations, since 2007 ICICI's
Microfinance Practice has co-operated with
existing MFIs. By doing so, it has built up the
capacity of both. Under the bank'’s partnership
model, MFIs identify and recommend clients, which
the bank then finances directly. The MFI oversees
loan repayment and the two institutions share the
risk. The bank also participates in microfinance by
securitising certain MFI loan portfolios as a whole.
Finally, ICICI does fund certain female borrowers
directly through self-help group-bank linkages.
These strategies have allowed ICICI to provide
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loans to 3.5m clients.

For the savings of clients at the bottom of the
pyramid, the bank has another model. It has
partnered with 29 “business correspondents”
(some are businesses, but most NGOs).
Correspondents provide rural clients with
“doorstep access” to interest-bearing bank micro-
savings accounts through individuals, called
bandhus. Using technology developed by the bank,
the bandhus take biometric and electronic account
devices into the field, with which they can identify
clients and then carry out account transactions
with them directly. Collectively, Mr Sabharwal
reports, through new branches and business
correspondents, ICICI has opened 16m basic
savings accounts.

Finally, ICICI is tapping into mobile payments
through existing providers. Earlier this year, itand
Vodafone rolled out an M-Pesa service in Mumbai,
Delhi, Kolkata, West Bengal, Bihar, Rajasthan and
Uttar Pradesh. This is in addition to a similar
mobile-money service launched in February 2013
in Chennai with Aircel and one with Tata
Teleservices in Mumbai and Delhi, announced in
December 2012.

ICICI's experience shows that traditional brick
and mortar bank branches are relevant to financial
inclusion. They cannot, however, be the whole
story. Reaching the unbanked, says Mr Sabharwal,
involves substantial product and service delivery
and product customisation, while delivering high
standards of customer service. The effort will not
only help rural development; it should be good for
ICICI's bottom line. “Over the longer term, the
bank believes that rural India provides significant
business opportunities,” he concludes.

A future of convergence?

These three cases indicate that, whatever their
roots, organisations that successfully enhance
financialinclusion will share certain attributes.
This convergence is already happening, says Ms
Rhyne. “Itis strongest in Latin America, where
banks have probably gone most heavily into
microfinance and microfinance organisations have
become banks.” With payment services providing
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savings, loans and insurance, the blurring of
boundaries will only increase.

Common features will include a range of low-
cost financial-services offerings and a similar
infrastructure for customer interaction. The
emerging model also has two seemingly
contradictory elements, both of which are
essential: easily accessible mobile-based
technology, and a widespread physical presence in
customers’ communities, with numerous agents or
employees.

Achieving these goals presents distinct
challenges for different types of organisations.
Banks will frequently require cultural change. In Mr
Joseph’s experience, they lack “the mindset and
cost structures that let them get into financial
inclusion. The way they think makes it very difficult
to do transactions at a low price.” The solution may
not be wholesale change so much as developing
specialist capabilities. Sergio Navajas, senior
specialistin the Access to Finance Unit at the
Multilateral Investment Fund, part of the Inter-
American Development Bank Group, notes that the
most successful banks in this area “understand
that, with this type of client, you need a different
set-up.” As a result, he says, these lenders have set
up departments separate from the rest of the
institution to focus on these clients.

MFIs understand their clientele well, but are
entering into other, unfamiliar areas. Ms Rhyne
says they “have a lot to learn in terms of being
better at being a bank—things like offering fee-
based services, the facility to pay bills, and other
kinds of money-transfer services.” They also may
require patience. Mr Navajas notes that, while
expanding into savings is a welcome development,
this should not happen “before the [microfinance]
institution is strong enough.” These organisations
could also require their own cultural shift.
Whenever other players attempt to serve the
bottom of the pyramid, Mr Danel sees “a tendency
among social providers to be gatekeepers, saying
that those without social goals should not be
competing. Clients are looking for good products at
good value. They don’t mind if it comes from a
social company or not.”
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The convergence, however, will probably not be
total. M-Pesa, says Mr Joseph, is unlikely to
become a fully fledged bank because “itis not our
core area.” Each company will bring distinct
strengths. Mr Navajas has noticed, for example,
that traditional banks initially tend to do better at
savings products than micro-credit ones. Rather
than reinvent the wheel, companies will work
together to combine their strengths in ways similar
to ICICI today. The most likely market outcome is
an ecosystem of firms that sometimes compete and
sometimes co-operate, depending on the particular
service.

What role will remain for microfinance social
enterprises and NGOs in this market, which has
grown in their wake? They are not about to
disappear, says Ms Rhyne. “One function of the
social sector,” she says “has been to develop the
frontier.” Once, this was the unbanked as a whole;
now it tends to be in remote, agricultural areas,
among the very poor or with groups facing
discrimination. Eventually, she hopes, the frontier
will expand further and these too will be part of the
population served by the new breed of financial-
services providers.
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Conclusion

A diverse range of providers, drawn by market need
and opportunity, are creating a financial services
sector aimed at the bottom of the economic
pyramid. From starting points as different as NGOs,
banks and telecoms firms, they are developing the
characteristics—often very similar—to serve these
customers. Rather than becoming identical, these
providers will likely create an economic ecosystem
where competitive advantage will define distinct
roles.
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Microscope country profiles

The following section provides a brief profile of the
microfinance business environment and indicates
key changes since last year for each of the 55
countries in this study. Countries are listed in
alphabetical order and are organised by region.
Each country profile is presented in two parts: the
first section contains a brief background on the
country’s microfinance industry, and the second
section outlines key developments since last year.
Please note that the information selected for the
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country profiles is meant to be a high-level
overview; itis not intended to provide a complete
outline of the legal environment or represent a
comprehensive account of all recent activity. For
more in-depth analysis and regulatory detail,
please visit the “country profile” tab of the Excel
model, available free of charge at www.eiu.com/
microscope2013; www.fomin.org; www.caf.com/
es/mipyme; www.centerforfinancialinclusion.org
and www.citimicrofinance.com. ll
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East and South Asia

B Bangladesh

Key characteristics of the microfinance business
environment:

@® The microfinance industry in Bangladesh is
among the more mature (over three decades old)
within the region. Microfinance in Bangladesh is
not limited to the provision of financial services,
but includes livelihood services, which range from
poultry-raising to education. The market continues
to grow, despite exceptionally high market
penetration.

@® Bangladesh is home to three of the world’s
largest providers of microfinance: Grameen Bank,
BRAC and ASA. The industry grew significantly in
2002-07, but the top three MFIs have since
deliberately scaled back growth to a more
sustainable level. The top ten microfinance
institutions (MFIs) account for nearly 90% of total
savings and more than four-fifths of total loans.
The availability of commercial capital will be critical
to the continued growth of the industry, in
particular of tier-two MFILs.

@® The Microcredit Regulatory Authority (MRA)
regulates non-governmental organisations (NGO)-
MFIs registered under five different laws. Although
the MRA Act also covers co-operatives, it has not
sought to include these within its purview. Banks
are requlated by Bangladesh Bank (the central
bank). Grameen Bank, the country’s largest MFL, is
regulated by a separate law, which established the
Grameen Bank Project as a specialised bank in
1983.

@ The MRA licenses NGO-MFIs. In January 2011, it
issued a detailed set of regulations for the
operation of micro-credit. There is an interest-rate
cap of 27% (on a declining-balance basis) that can
be charged on micro-credit loans.

@ Apart from Grameen Bank, under current
regulations MFIs cannot mobilise public deposits.
This splits the market three ways: Grameen Bank
(which has more savers than borrowers);
microfinance providers such as BRAC and ASA,
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which depend heavily on finance from commercial
banks; and MFIs that depend on loans from the
donor-backed wholesale lender, PKSF.

@ The lack of effective credit bureaus and a ban on
deposit-taking by MFIs has restricted growth of the
industry. At the same time, a high unmet demand
for savings in rural areas persists. This has led to
the emergence of unrequlated, illegal savings
institutions. Both the MRA and the government
have recently stepped up efforts to curb these
illegalinstitutions.

Key changes and impacts since last year:

@® The long-running issues between the
government and Grameen Bank, the institution
founded by micro-credit pioneer, Muhammad
Yunus, is unlikely to be resolved before the
national elections at end-2013, nor is it likely to
have an impact on the operation of the bank. The
government, which owns only 3% of the bank, has
been mulling over a break-up of Grameen Bank, in
a bid to gain control of the institution. There
appears to be no legal basis for such a move and
practitioners do not believe that the political battle
between the Awami League government and Mr
Yunus will impact the industry.

@® There have been no regulatory changes since
the MRA published a full body of legislation in
January 2011. The MRA has issued licences for 700
NGO-MFIs covering all the major providers who
choose to operate under this legal form. An
interest-rate cap of 27% has remained in place. The
cap and general cost pressures have forced MFIs to
take steps to become more efficient and to improve
the quality of their portfolio. Many MFIs have done
so by increasing their loan size, a development
that practitioners say threatens to reduce financial
access of the poor.

@® In February 2013, the government passed the
Co-operative Societies (Amendment) Bill 2012. The
Law is part of an effort to regulate more strictly
predatory savings institutions. Policymakers are
keenly aware of the risks of ignoring these loosely
regulated institutions following the collapse of a
US$400m ponzi savings scheme in 2012.
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@® InJune 2013, Bangladesh Bank published draft
guidelines on agent banking for banks. The
guidelines establish a regulatory framework for
agent banking services. Under the new rules, banks
are allowed to use NGO-MFIs registered with the
MRA as bank agents. In practice, no MFI has been
allowed to offer money-transfer services through
mobile phones.

@ Bangladesh’s bank-led mobile banking model
has facilitated greater use of mobile technology.
Around 5m people are using mobile-banking
services. The central bank has granted 25 banks
permission to operate mobile-banking services. As
of mid-2013, 17 banks were providing services
through 70,000 outlets, with around 450,000
transactions per day.

B Cambodia

Key characteristics of the microfinance business
environment:

@ Licensing, regulation and supervision of
microfinance service providers is conducted by the
National Bank of Cambodia (NBC, the central bank)
under the Law on Banking and Financial
Institutions of 1999 (LBFI). The regulatory
framework permits regulated micro-credit service
providers to operate as limited companies, of
which there are two types: banks and non-bank
microfinance institutions (MFIs). Pursuant to the
LBFI, the NBCissued a prakas (regulation) on the
licensing and registration of specialised
microfinance service providers in 2000. Based on
this reqgulation, the vast majority of LLCs providing
microfinance services take the form of non-bank
microfinance institutions (designated MFIs by the
regulator), which are also regulated by the NBC.

® The legal framework sets conditions for
regulation versus supervision, based on size.
Institutions meeting certain criteria as large MFI
must obtain a licence from the NBC and become
regulated. Medium-sized institutions must register
with the NBC; those that are smaller need not.
Seven MFIs have licences to accept deposits.

@ National requirements are in place for
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companies to implement International Financial
Reporting Standards (IFRS), but the Ministry of
Economy and Finance has not prioritised
implementation for microfinance-service providers,
giving them a deadline of 2016. The NBC mandates
that all MFIs under its supervision use its
prescribed chart of accounts, which contains gaps
in comparison to IFRS.

@ The Ministry of Economy and Finance regulates
telecommunication activities, but there are as yet no
regulations for mobile banking. According to local
experts, there are three or four MFIs in different
stages of developing mobile-banking capabilities.
So far, agent banking utilising innovative
technologies has expanded slowly in Cambodia.

Key changes and impacts since last year:

@ The ease of setting up a requlated institution is
evidentin the growing number of licensed MFIs,
which totalled 37 in July 2013, up from 32 at the
end of 2011. However, the NBC has increasingly
granted MFI licences to institutions lending to small
and medium-sized enterprises (SMEs), rather than
strictly to those offering microfinance. A review of
SME lending regulations is underway, and a re-
licensing of institutions is planned for 2013-14.

@ In 2013 the NBC significantly raised annual
licensing fees for regulated MFIs. The new fees
apply to head offices and branches, raising
operating costs for MFIs.

@ As an alternative to lengthy court proceedings
to resolve commercial disputes, the National
Arbitration Centre (NAC) was officially launched in
March 2013. The private sector largely led the
development of the body, with the support of the
International Finance Corporation (IFC). Stillin its
nascent stage, however, jurisdiction of the NAC vis-
a-vis Cambodian courts remains unclear. Also
uncertain is how the NAC will enforce its arbitral
awards.

@ The Credit Bureau of Cambodia (CBC) was
launched in March 2012 to tackle over-
indebtedness resulting from multiple borrowings
and market saturation (especially in urban areas).
As of June 2012 the CBC had recorded 80% of MFI
loans and 90% of bank loans.
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B China

Key characteristics of the microfinance business
environment:

@ Although the provision of rural credit is rising as
a priority for the government, microfinance is in its
infancyin China, and includes a variety of
institutions: 6,700 micro-credit companies (MCCs),
credit-only, which offer afew small loans; 800
village and township banks (VTBs), which operate
as small banks; rural credit co-operatives (RCCs),
rural commercial banks (RCBs) and rural co-
operative banks (RBs), 2,411 in total, which offer
rural financial services; downscaled commercial
banks, with broad outreach; and unregulated
institutions, such as non-governmental
organisations (NGOs) and Village Co-operative
Funds (VCFs).

@ The regulatory capacities of the People’s Bank of
China (PBC, the central bank) and the China
Banking Regulatory Commission (CBRC) are
relatively strong, so the institutions that fall under
their authority are well regulated. Resources for
regulating MFIs are limited, compared with those
for the main banking sector. MCCs are supervised
by provincial-government financial offices, whose
capacity are much weaker and vary among regions.
NGOs and VCFs, which compose a small part of the
total microfinance industry, are subject to little
oversight, but cannot accept deposits and
represent no systemic risk.

@ Regulations for MCCs provide significant
geographical and ownership limitations, which
inhibit these institutions from achieving significant
economies of scope or scale. Consequently,
competition is limited. Commercial banks are
encouraged to downscale into finance for small and
medium-sized enterprises (SMEs), but there is
limited uptake owing to worries over taking on
perceived greater risk for smaller rewards. The
government places greater emphasis on expanding
rural credit coverage, through setting up more
CBRC-regulated MFIs in unbanked areas.

@ Standards of transparency with regard to fees
and interest rates vary substantially between MFIs
in China, and there is little industry-wide guidance
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on this issue. There are no requirements for
standardised disclosure in product advertisements
with regard to non-interest costs and fees, annual
effective rates, or to distinguish between flat and
declining rates. However, generally, MFIs regulated
by the CBRC are transparent about their loans and
fees.

Key changes and impacts since last year:

@ The government is encouraging provision of
rural lending, through the wider establishment of
regulated entities. There is a drive to boost the
number of VTBs in rural areas, although these do
not necessarily make micro-loans. The number has
risen to 800 over the past year. There has been
consolidation, as more RCCs were converted into
RCBs.

@ The CBRCis making a serious effort to improve
accounting standards at regulated institutions
through consolidation and reforms.

@ The number of MCCs rose dramatically in 2012,
but the increase in the number of institutions does
not necessarily translate into increased micro-
lending—the majority of these are involved in
small-business lending, not rural microfinancein
the traditional sense.

@ Regulators appeared to take a relatively
accommodative approach to new innovations in
microfinance, particularly in peer-to-peer lending
and through e-commerce platforms, which hold
promise in boosting provision of micro-loans
across a larger swathe of the country. Mobile-
banking activities are at pilot stage and policy is
not yet prohibitive for these activities. Regulators
do not appear to be loosening regulatory
restrictions on NGOs, however.

B India

Key characteristics of the microfinance business
environment:

@ The Reserve Bank of India (RBI, the central
bank) regulates two types of institutions that
engage in microfinance activities: banks and non-
bank financial companies (NBFC)-MFIs. Following
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the crisis in Andhra Pradesh (AP) in 2011, the RBI
has putin place regulatory changes that helped
reassure market participants and instigated rapid
growth in total loans in 2012. The RBI recognises
thatits roleis not only to requlate, but also to
develop microfinance and the political support of
microfinance by the national government. It
should be noted that most institutions that are
conducting microfinance activities in India are not
banks or NBFCs and therefore are not under the
regulation of the RBL.

@ The financing of Indian microfinance is
dominated by commercial debt. MFIs have been
paying for this heavy reliance on commercial bank
funds. Somewhat counter-intuitively, total loan
growth has been around 30% and there has been
an equal rise in the equity flows funding NBFC-
MFIs. There has been a shift from a focus on
quantity (rapid loan growth) to quality (more
sustainable loan growth).

@ Credit bureaus have started to make a difference
in spotting clients with multiple loans. However,
they still constitute an imperfect tool to deal with
the problem of over-indebtedness, because of the
many informal sources of finance that are not
covered by the credit bureaus.

@® The regulatory framework provides for a dispute-
resolution system in the microfinance industry.
There has been a vast improvement in client
protection following the AP crisis and new
regulations that resulted from the crisis.

Key changes and impacts since last year:

@ Microfinance total loan growth is estimated to
have risen by around 30% year on year in fiscal
2012/13 (April-March). There is increasing
evidence of the flow of bank funding returning to
the microfinance industry (particularly outside AP).
There has been a surge in equity funding and, atan
estimated 1% of total loans, the portfolio at risk is
small. This positive development is somewhat
counterintuitive, because it comes only two years
after a major crisis in AP, the country’s biggest MF
market, and a significant slowdown of the Indian
economy.

@® The RBI's overall regulatory approach has been
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flexible and pragmatic. Following the removal of a
26% interest-rate cap in August 2012, the RBI
granted NBFC-MFIs further breathing space when it
increased existing margin caps in May 2013 (fixing
the margin cap for all NBFCs, irrespective of size, at
12% to March 31st 2014). However, with effect
from April 1st 2014, margin caps may not exceed
10% for large MFIs and 12% for the others. The
margin caps remain controversial, with some
investors saying that they unnecessarily curtail
private equity flows into microfinance. The
operating margin cap in the medium term is
expected to put significant pressure on MFIs to
reduce operational costs.

@ The new 40% Priority Sector Guidelines
guidelines for foreign banks with over 20 branches
is expected to increase bank funding to MFIs over
the near to medium term. Following an RBI
announcementin February 2013, large NBFCs are
now allowed to submit applications for banking
licences. Large MFIs are able to apply, provided
they have minimum capital of Rs5bn (US$90m) and
at least 25% of their branches are in rural areas.

@ The proposed Microfinance Bill has been
pending in parliament since 2007. Among other
things, the Microfinance Institutions (Development
and Regulation) Bill could open up deposit-taking
restrictions on non-governmental organisation
(NGO)-MFIs, but any liberalisation is likely to be
limited and closely supervised. The Bill has been
completely recast and, if adopted, will have a
profound impact on the microfinance industry, but
its fate is uncertain. Parliamentary elections are
duein 2014 and passage of the Billis not a priority.
Itis seen as far superior to the 2007 version and
reflects the lessons from the AP crisis. Some expect
the Bill to be recast again, in case it is not passed
in the current legislature.

B Indonesia

Key characteristics of the microfinance business

environment:

@® Indonesia’s microfinance industry is among the

largest in the world, with over 50,000 microfinance
institutions (MFIs), of which the majority are
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characterised by low growth in outreach and
inefficient systems. They cite a lack of access to
affordable capital as their main constraint. There is
no legal definition of microfinance, but Bank
Indonesia (BI, the central bank) defines micro-
credit as loans of up to Rs50m (US$5,500). The
existence of large-scale subsidised programmes
and institutions puts private MFIs ata
disadvantage. The biggest programmes are the
World Bank-funded National Programme for
Community Empowerment (PNPM) and the so-
called revolving fund agency (LPDB) set up by the
Ministry of Co-operatives, Finance and Industry.
Bank Danamon is one of the largest banks involved
in microfinance with a portfolio of small traders
and micro-entrepreneurs, worth around US$1bn.
@ The market for microfinance is highly
fragmented and demand for micro-loans outstrips
supply. Around one-fifth of Indonesia’s population
of 234m lacks access to financial services. High
demand has allowed private operators to thrive,
despite the state’s heavy involvement in rural
finance. The private bank with the fastest-growing
MF unitis Bank Tabungan PensiunanNasional
(BTPN).

@® Banks and other financial institutions are free to
set interest rates on loans; they do not face
excessive documentation and the capital-adequacy
ratios are not excessively burdensome.

@ The main informal providers of micro-credit are
co-operatives. Co-operatives must register with the
Ministry of Co-operatives. There is a capital
requirement of Rs100m to establish a savings and
loan co-operative (S&L). Co-operatives are not
closely regulated or supervised and capacity
constrains them from playing a greater role in
providing MF.

@ The prudential standards, know-your-client
(KYC) principles and anti-money laundering (AML)
requirements faced by microfinance banks (MFBs)
are the same as those faced by all banks in the
country. Non-formal MFIs are not subject to these
standards, have very little oversight and face few
restrictions on deposit taking.

@ BI has requlations for e-money. However, an
Rs5m limit on e-cards and mobile phones has
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severely limited the use of e-money. Mobile and
electronic banking has spread, but is still limited.
@ There is no effective dispute-resolution
mechanism for microfinance borrowers in place.
However, there have been a number of high-profile
legal cases involving credit card holders and
issuing banks. The cases have contributed to
greater public awareness of consumer rights and
resulted in the creation of a Consumer Complaints
Unit located within BI, but the Unit does not cover
MF clients. It deals with complaints from
consumers of commercial banks and, to a much
lesser extent, from rural banks.

Key changes and impacts since last year:

@® InJanuary 2013, parliament passed a long-
pending Microfinance Institutions Bill with a view
to providing legal certainty for microfinance
providers (LKM). The new Bill establishes that a
LKM must take the legal form of either a Perseroan
Terbatas (PT, limited liability company) or koperasi
(co-operative). In the former case, 60% of the
shares must be owned by a regional government or
region-owned company. The remaining 40% may
be owned by either an Indonesian national or a co-
operative. Non-governmental organisation-
microfinance institutions (NGO-MFIs) and informal
providers of microfinance feel that the Bill does not
address their needs.

@ There has continued to be interest from foreign
investors in entering MFin Indonesia. The routes
vary from investment in private providers, such as
BTPN, to establishing venture-capital firms. BPRs are
increasingly partnering up with organisations such
as Bank Andara, a wholesale bank for MFIs, in order
to bring more services to their customers, such as
clearing cheques and access to liquidity lines. The
new Otoritas Jasa Keuangan (0JK, the financial
services authority) is slowly taking over regulatory
functions from BI. Non-bank financial companies
(NBFCs) are already being supervised by the 0JK;
banks are scheduled to be supervised by the 0JK
from 2014. The 0JK is staffed by people from BI and
the Finance Ministry. It is still too early to say
whether the 0JK's regulatory capacity will compare
favourably with the previous institutional set-up.
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@ The regulatory and supervisory environment for
microfinance remains in transition. BI has
developed draft regulations for private-credit
bureaus (PCBs), but there is significant political
opposition to surrendering BI's monopoly on credit
information to a private entity.

@ Regarding transparency in pricing, banks are
required to publish clear prime lending rates
(those offered to their best customers and
institutions, accounting for a large share of the
total loan portfolio)that comply with regulations.
@ Theissuance of guidelines on branchless
banking and agents by BI is still pending. BI has
granted a handful of commercial banks the right to
conduct pilot projects on agency banking. The
findings of the pilots are expected to feed into
guidelines that would provide a framework for
financial transactions through agents and allow
financialinstitutions (FIs) to make better use of
existing technologies.

B Mongolia

Key characteristics of the microfinance business
environment:

@ The Bank of Mongolia (BOM, the central bank),
which is responsible for regulating commercial
banks and microfinance institutions (MFIs), and
the Financial Regulatory Commission (FRC), which
is responsible for requlating non-bank financial
institutions (NBFIs), such as credit unions (CUs),
act as the key regulating institutions in the
country. Consequently, all MFIs are affected
equally by regulations set by the BOM. The BOM is
generally viewed as a competent regulator, but the
FRCis seen as ineffective, lacking funding,
equipment and staff. Requlations do not make it
difficult for MFIs to do business in Mongolia.

® Commercial banks—most notably Khan Bank and
XacBank—are the main providers of microfinance
products in Mongolia. Khan Bank, forinstance,
maintains the lion’s share of the microfinance
market, with over 300,000 active borrowers.
Smaller MFIs, such as Credit Mongol, have around
2,000 active borrowers.
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@ The Credit Information Bureau LLC (CIC) was
established in April 2009 and has 18 shareholders
from the financial sector, including the main
commercial banks and the main sources of
microfinance. The CIC aims to provide information
about current and prospective borrowers to all
sources of micro-credit in Mongolia, but its
technological capabilities are still in their infancy.
Along with the CIC, the BOM maintains a Credit
Information System, which serves as a database of
the borrowers from commercial banks and a small
number of NBFIs. Data collection has been
improved, both in terms of scope of information
collected and coverage, but it remains incomplete.
@ Most microfinance lending continues to occur
through traditional channels, such as bank
branches and automated teller machines (ATMs).
Larger banks, such as Khan Bank and XacBank,
however, are developing their mobile-banking
technology services to better enable clients to
access financial services from anywhere in the
country.

Key changes and impacts since last year:

@ The government has made a strong push to
promote financial-sector lending to small and
medium-sized enterprise (SMEs). An SME Credit
Program channels funds through banks to SMEs
that have been screened by provincial councils,
and was significantly ramped up in 2011. A Credit
Guarantee Fund provides guarantees for loans by
banks and NBFIs to SMEs up to an amount of
Tg100m (aroundUS$73,000) per borrower. These
may distort lending patterns in ways that affect the
microfinance industry.

@® The Mongolian legal system provides several
avenues for dispute resolution between a borrower
and the lending institution, but there are many
weaknesses within the dispute-resolution process.
Dispute resolution, while poorly developed, does
not appear to pose significant problems for
customers or MFIs. According to numerous experts,
Mongolian fiduciary laws are comprehensive and
civil courts are effective in addressing disputes
between MFIs and customers when they arise.

@ Most Mongolian businesses and financial
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institutions (FIs) regularly issue financial
statements based on local accounting standards.
The biggest players in the microfinance industry,
notably commercial banks like XacBank and Khan
Bank, as well as MFIs backed by major international
groups, tend to have relatively sound accounting.
Nevertheless, there is a dire need for greater
transparency and more effective use of professional
accountants in many smaller MFIs, and greater
adherence to International Accounting Standards
(IAS) is still necessary.

@ ATMs and branches of both major and minor
MFIs continue to expand throughout the country,
although the majority of ATMs and branches are
located within the city centres. E-banking is
expanding in line with the spread of more
sophisticated mobile phones.

B Nepal

Key characteristics of the microfinance business
environment:

@ Nepal's microfinance market is highly
fragmented, with very few players of significant
size, reflecting Nepal's geography. Microfinance
services are ubiquitous in the Terai region along
the border with India and along the country’s main
highways, but thinly spread or absentin Nepal's
remote regions.

@ Nepal Rastra Bank (NRB, the central bank)
regulates commercial banks, development banks,
finance companies and microfinance development
banks (MFDBs). It considers Nepal overbanked and
has stopped licensing banks with the exception of
microfinance development banks (MFDBs). NRB
gives priority to those MFDBs willing to offer
services in remote areas. Around 40 licence
applications are pending with NRB; two have been
approved since 2011. The IMF has recommended
thata 2011 moratorium on banking licences be
extended to MFDBs.

@® The main formal providers are upscaled non-
governmental organisations (NGOs) and regional
rural development banks (RRDBs). As of July 2013,
there were 26 of these institutions in operation.
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RRDBs were formerly state-run, but four out of five
are now privately owned. The largest government
player is the Agricultural Development Bank (ADB),
which provides wholesale funds to related
standalone co-operatives (Small Farmer Co-
operatives).

@ As of June 2012, 33 financial intermediary NGOs
(FINGOs) were in operation and are currently
registered with the central bank. FINGOS and
MFDBs can take deposits from their members.
FINGOs also have a limited banking licence, which
allows them to borrow from commercial banks for
client-lending purposes. These borrowings usually
fall under the mandatory deprived-sector lending
portfolio of commercial banks.

@ Publicand private institutions are regulated
identically. Although there are no interest-rate
restrictions in Nepal, the role of government
institutions has kept lending rates low, at 18-24%.

Key changes and impacts since last year:

® A moratorium on all A, B and C-class financial
institutions (FIs) has led to a surge in applications
for MFIs (D-class). NRB is processing applications
for new MFIs, but faces pressure from existing
licence holders.

@ NRB has been trying to channel more money
into microfinance by raising lending ceilings for
“deprived-sector lending” for A, B and C-class FIs
by 50 basis points in its monetary policy for fiscal
year 2011/12. The central bank has acknowledged
that access to microfinance remains “very poor” in
Nepal's mid-Western and far Western regions. It
has improved incentives for providers of MF to
enter these areas, but with limited success.

@ Inits monetary policy for fiscal year 2011/12,
NRB said that the establishment of a Micro Finance
Authority for regulation, inspection and
supervision of MFIs would be given “utmost
priority”. The Microfinance Act, however, under
which such a separate regulator would be
established, has not yet seen the light of day.

@ The concept of customer-protection principles is
still very poorly developed in Nepal. However, a few
MFIs have begun to review their policies. As of July
2013, 12 institutions had endorsed The Smart
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Campaign, signalling a commitment to
implementing client-protection principles.

@ Regulation regarding microfinance might see
some improvement following the election of a new
government. Elections are now scheduled for
November 2013. The thrust of the central bank’s
policy seems to veer not towards licensing any
more MFIs, but to push for MFIs to become MDBs.
New licences will be given to organisations
focusing on districts that do not have MFLs.

@ Over-indebtedness in rural areas has emerged as
a key concern. In a bid to mitigate risks and in the
absence of a microfinance credit bureau, banks
now voluntarily share information about clients
seeking loans above Rs30,000 (US$430).

@® A microfinance credit bureau that will be part of
the existing credit bureau is expected to be
established by early 2014. It will be an expansion
of the existing Credit Information Bureau (CIB),
which monitors A, B and C-class FIs.

B Pakistan

Key characteristics of the microfinance business
environment:

@ Pakistan is one of the few countries in the world
that has a separate legal and regulatory framework
for microfinance banks (MFBs) and is generally
considered to have one of the most enabling
environments for microfinance regionally and
globally. The framework allows specialised MFBs
and commercial banks—the two types of requlated
microfinance service providers in Pakistan—to
extend a range of microfinance services to poor
and low-income customers through various
arrangements, including mobilising deposits.

@ The 2001 Microfinance Institutions Ordinance of
the State Bank of Pakistan (SBP, the central bank)
provides a regulatory framework under which MFBs
can be established or commercial banks can
downscale.

@ The SBP has attempted to support the growth of
theindustry, while maintaining its stability. In
2010, it tightened prudential regulations that
apply to MFBs, increasing minimum-capital
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requirements and, in 2011,the SBP expanded the
scope of potential microfinance clients by raising
the maximum income level for clients who can
qualify for microloans. The SBP does notimpose
interest-rate caps, but it does limit the size of
loans.

@ The Microfinance Credit Information Bureau
(MF-CIB) was rolled out in June 2012 and 2.2m
records (out of a total client base of 2.4m
borrowers) have been recorded. The MF-CIB will be
a positive registry (with information on all clients
with an outstanding loan, rather than just
defaulters) and will cover all types of players
serving the industry.

Key changes and impacts since last year:

@® Two new MFBs were incorporated in the past
year (Waseela Microfinance Bankin May 2012 and
Advans Pakistan Microfinance Bank in November
2012), which has brought the number of MFBs to
10. Six of those 10 banks are licensed to operate
nationwide. The US-based Foundation for
International Community Assistance (FINCA) has
announced it will also invest, indicating both the
supportive regulatory environment and the growth
potential of the industry.

@ Branchless (agent) banking continues to grow
in Pakistan, led by mobile-banking agents. There
are now four tie-ups between mobile-phone
operators and MFB. Person-to-person transfers,
bill payments and airtime top-ups still accounted
for the vast majority of transactions, however;
savings deposits and withdrawals and loan
repayments are a small portion of the market, and,
in most cases, such transactions are handled “over
the counter”, in which the bank agent, not the
client, uses the mobile phone.

@ New initiatives in pricing transparency and
client protection will be launched in 2013,
strengthening the social performance of the
industry.

@ The Securities and Exchange Commission of
Pakistan (SECP) issued draft rules for micro-
insurancein June 2013, which included not only
the basic rules of the segment, but also client-
protection requirements.
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B Philippines

Key characteristics of the microfinance business
environment:

@ The Bangko Sentralng Pilipinas (BSP, the
Central Bank) continues to promote an enabling
environment for microfinance, seeing it as one of
its key poverty-reduction efforts, and ensuring that
there is no direct lending by government agencies
(only wholesale lending).

@ Theindustry remains quite fragmented, as there
is no one dominant institution type, set of
institutions, or network and multiple regulatory
and supervision regimes, due to the diversity and
scale of the types of service providers.

@ Agent banking is quite advanced, including e-
wallets, mobile access to bank accounts, and
correspondent relationships for micro-insurance,
remittances and government to person (G2P).

Key changes and impacts since last year:

@ A new law allowing foreign ownership of up to
60% in rural banks was passed in early 2013.

@ A new regulation permitting agents to re-sell
micro-insurance products was issued. One chain of
pawnshops is selling almost 1m policies per month.
@ New Central Bank circulars were issued,
supporting development of microfinance and rural
finance.

@ A private-sector initiative by microfinance
institutions (MFIs), thrift and rural banks and non-
governmental organisations (NGOs), led to the
creation of the Microfinance Information Data and
Sharing System (MIDAS) in 2012. In mid-2013,
membership had grown to 13 MFIs, many of which
actively operate in the Visayas or central part of the
country. Efforts to expand coverage nationwide to
more MFIs are on-going, with the membership
applications of 10 MFIs under review. MIDAS is
piloting the inclusion of positive borrower
information.

@ A geospatial mapping product is being
conducted, covering all financial-access points
across the country.
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B SriLanka

Key characteristics of the microfinance business
environment:

@ The government is a key player in the delivery of
microfinance services. According to the Mahinda
Chintana, the 10-year development framework
covering the first term of the existing government,
around 65% of micro-credit is supplied through the
government.

@ Sri Lanka-s regulated microfinance industry
consists of the Regional Development Bank (RDB);
the Samurdhi Bank Societies (SBS); Co-operative
Rural Banks (CRBs); the Thrift and Credit-Co-
operative Societies of the SANASA network; non-
governmental organisation-microfinance
institutions (NGO-MFIs); and other financial
entities, including commercial banks and finance
companies.

@ The existing regulatory framework in the
microfinance industryis weak and implementation
is lax. For example, pawn brokers (Pawn Brokers
Ordinance of 1942), moneylenders (Money Lending
Ordinance of 1918), and Rotating Savings and
Credit Associations (ROSCAs, known as cheetus in
Sri Lanka; Cheetu Ordinance of 1935) are all
regulated by existing long-standing laws, but
implementation and regulation are weak.

@ The lack of a cohesive regulatory and supervisory
framework for the microfinance industry remains a
barrier to development.

@ Although MFIs do not deliberately mislead
clients, much can be done to improve the way MFIs
calculate and communicate prices.

Key changes and impacts since last year:

@ The microfinance industryhas been on hold for
the past couple of years, awaiting the passage of
the Microfinance Act by parliament. Until the Actis
passed, unregulated MFIs are operating in a legal
vacuum.

@® Donor funds to the microfinance industry are
diminishing. This is attributed, in part, to the
upgrading of Sri Lanka by the World Bank to a
lower-middle-income country in late 2010.

@ The Finance Business Act passed in 2011 has
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had a negative impact on the microfinance
industry. Entities not licensed under this Act are
prohibited from using the word “finance” in their
name, creating a hurdle for new NGOs and entities
registering the phrase “microfinance” in their
names. The Act also prohibits the mobilisation of
public deposits, unless the entity is licensed under
the Banking Act or Finance Business Act.There has
been a crowding-out of smaller MFIs by finance
companies that are now engaged in providing
microfinance services.

@ Growth in the telecommunications sector has
the potential to lower costs and facilitate the
delivery of inclusive financial services to MFIs and
their clients.

B Thailand

Key characteristics of the microfinance business
environment:

@ Microfinance in Thailand is generally a
government-sponsored activity. Thailand’s Village
Fund (VF), one of the world’s largest micro-credit
schemes, leaves little room for the development of
private-sector provision of microfinance. Non-state
providers of microfinance currently cannot
compete on cost.

@ Rising income levels, a surge in household debt,
a state that generally questions non-governmental
organisations (NGOs) and an extremely high rate of
financialinclusion are the main obstacles to
microfinance through new, non-state channels.
According to the Bank of Thailand (BoT, the central
bank), 96.5% of households have access to
financial products.

@ The BOT has unveiled a plan to allow new and
qualified microfinance service providers to enter
the market. The BOT only reqgulates commercial
banks and specialised financial institutions (SFIs)
and has no specialised capacity to requlate or
supervise MFIs.

@® The main providers of microfinance—including
two state-run behemoths, the Government Savings
Bank and Bank of Agriculture and Agriculture Co-
operatives—are regulated by the Ministry of
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Finance. The SFIs are examined by the BOT and are
subject to Basel Il requlations, but do not operate
on purely commercial principles.

@ Under the Civil Procedures Code, an interest-
rate ceiling of 15% is in place for lending by
unofficial financial institutions (FIs). The central
bank has set a ceiling of 28% for combined interest
and service charges on all personal consumer
loans; there is an interest-rate ceiling of 20% for
credit-card loans. Other loans, such as corporate
loans, are not subject to caps on interest rates.

Key changes and impacts since last year:

@ The provision of microfinance continues to be
dominated by government-sponsored schemes,
including the VF. In late 2012, the government
announced plans to inject US$2.6bn in additional
capitalinto a network of nearly 80,000 village
funds. The government aims to raise the number of
VF customers to 20m by 2016 (up from from 13m at
end-2012). It also wants to make the village funds
a “one-stop service to help solve problems at the
village level”. There are also plans to create a
people’s bank, a central bank for the VF, and a
“nation fund”, a state-backed financial vehicle that
supplies the funds.

@® The primary concern of policymakers is a surge
of household debt from 40% of GDP a few years ago
to around 70% currently. The BOT has encouraged
the expansion of commercial banks into
“microfinance”. However, commercial banks” MF
portfolios remain small. Although, in principle, the
BOT and the Finance Ministry favour the entry of
new (private) providers of MF, highly subsidised
government programmes and stringent regulations
preclude the entry of new MFIs or the expansion of
existing small private providers of MF.

@ The Finance Ministry appears to be concerned
about the financial health of 35,000 savings groups
(SHGs), thousands of co-operatives and other
informal providers of MF, which remain
unregulated and whose client bases often overlap.
Attempts by the Finance Ministry to create a
database of these clients to tackle possible over-
indebtedness have made only limited progress.

@® The government is pursuing an agenda of
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financialinclusion to improve access to finance in
poorer regions, particularly in the north-east, a key
government stronghold. The administration is
likely to expand the use of existing tools of
patronage, such as the Bank for Agriculture and
Agricultural Co-operatives (BAAC) and the
Government Savings Bank (GSB).

@ Thailand has one centralised credit bureau
system, called the National Credit Bureau (NCB),
covering credit information from retail borrowers
to small and medium-sized enterprises (SMEs) and
corporates. All major FIs, including SFIs, are
members of the NCB. Further, the NCB is operating
more effectively in comparison to credit bureaus of
other East Asian countries.

@ A technical-assistance project by the Asian
Development Bank (ADB) is currently reviewing the
legal, regulatory and supervisory framework for
microfinance. One of the key objectives of the
three-year project that ends in February 2015 is to
strengthen the capacity of the Bureau of Financial
Inclusion Policy and Development (FIPD) to
conduct its supervisory responsibility.

B Vietnam

Key characteristics of the microfinance business
environment:

@® Thereis a plan for the development of the
microfinance industry until 2020, which was issued
in December 2011 by the prime minister, and which
will focus on extending the regulatory framework
and completing the rules and regulations required
to implement the Credit Institutions Law of 2010,
the main Law governing all credit providers,
including microfinance institutions (MFIs).
Building the capacity of MFI staff through training
is also a focus of the industry development plan.
However, the 2020 plan does not clearly envision
new entrants into the market or a more commercial
approach (for example, ending interest-rate caps),
nor is there any discussion of a change in the role
of the big state banks (VBSP and VBARD) in the
provision of credit.
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@ Overall, the provision of financial services to the
low-income demographic remains a government-
dominated activity as part of both its social-welfare
efforts and the Communist Party’s political and
social stability agenda. This is not likely to change,
as a Prime Minister’s Decision was issued on March
1st 2012 that states categorically that, “100%
State-owned banks and banks where the State
holds controlling share...shall be actually the key
force of the credit institutions system.”

@® Animproving regulatory framework has allowed
two programmes to transform into licensed MFIs,
but these may be the exception, rather than the
rule, in part because the regulatory requirements
are excessively onerous relative to the low capacity
of the small, semi-formal programmes to meet
them and transform. Moreover, the benefits of
transformation (ability to accept deposits and
access commercial wholesale funds) are offset by
regulatory and reporting requirements and taxes.
@ The 2010 Law on Credit Institutions requires
regulated MFIs to publish rates and fees. Both
regulated and non-requlated MFIs and state-owned
providers clearly state interest rates in leaflets and
advertisements before disbursing loans. There are
still many small, unregulated programmes,
however, that are not subject to this Law, and
there is no prescription to use declining-balance
calculations. MFIs get around interest-rate caps in
part by charging “membership fees”, which are not
included in the interest-rate calculation.

@ Few support structures exist for microfinance
operators, including technical advisory services,
funding, quality and standards protocol, data
gathering and consolidation (with common
definitions), or auditors with specific MF
experience.

Key changes and impacts since last year:

@ Multiple efforts by donor agencies are ongoing
to try to improve the regulatory framework and
supervisory capacity of the State Bank of Vietnam
(SBV, the central bank), but the process is slow
because of weak capacity inside the SBV, the
political weakness of SBV relative to the Women’s
Union and the Ministry of Finance, which manages
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the state-owned banks, and the general fact that
microfinance is not a major priority of the SBV.

@ The government has begun to promote agent
banking, focusing on cards and “cashless”
transactions, although this is aimed more at clients
of mainstream banks than at MFIs, who do not have
the information-system capacity to handle such
transactions.

@® In November 2007, Private Credit Bureau
Investment Joint Stock Company (PCB) was
established, with initial charter capital contributed
by the top 11 commercial banks in Vietnam. It took
two years to find a suitable international partner,
and only in March 2013 did the SBV grant the PCB
and its partner, CIRF, a licence to operate as a
credit bureau. When operational, the new credit
bureau will gather positive and negative credit
information on individuals and businesses from
eligible lenders, which now include 22 financial
service providers, but these are commercial lenders
and not microfinance service providers. For
microfinance clients, the ADB and IFC are said to be
planning to provide support for developing a credit
bureau, but no action in this area has begun yet. ll
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Eastern Europe and
Central Asia

B Armenia

Key characteristics of the microfinance business
environment:

@ Supervisory authorities have the capacity to
monitor lending activities, including micro-credit,
but are more focused on managing risk than credit
growth. Lending conditions remain relatively tight
as a result.

@ Consumer protection in Armenia continues to be
among the highestin emerging markets, with a
high degree of transparency demanded by
authorities on credit pricing.

@ Competition for funding is high. Smaller players
in micro-lending are struggling to compete with
larger banks that target the same client segments.
@® Double-digit growth in micro-lending is normal
for these markets, with micro-lending representing
a high share of total lending.

Key changes and impacts since last year

@ According to the World Bank’s Doing Business
2013 report, in 2012 Armenia made starting a
business easier by establishing a one-stop shop
that merged the procedures for name reservation,
business registration and obtaining a tax
identification number and by allowing for online
company registration.

@ One new project developed by the Central Bank
of Armenia is the design of a “financial-services
shopping tool”, through which all financial
organisations have to send a description of their
offerings (credit, deposit, credit cards and
insurance).

@® Overall economic growth is accelerating,
creating more demand for loans among small and
medium enterprises (SMEs).

@® One of the challenges facing local lenders is the
scarcity of local currency in the domestic market
and the increased dollarisation of the financial
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system. Most liquidity is in foreign currency, which
has exposed smaller players, including micro-
lenders, to foreign-exchange risks. Foreign lending
has grown twice as fast as lending in local currency.

B Azerbaijan

Key characteristics of the microfinance business
environment:

@® As of June 2013, micro-lending was composed
of around 10 downscaling banks, one specialised
microfinance bank, 97 Non-Bank Credit
Organizations (NBCOs), and 108 (unregulated)
credit unions (CUs).

@ The 2009 Law on Non-bank credit organisations
(NBCOs) has clarified the regulatory environment
for NBCOs. However, although the new Law put
NBCOs under the supervision of the Central Bank of
the Azerbaijan Republic (CBAR), so far the CBAR
has adopted a light-supervision approach.

@ Only banks are allowed to take deposits, and
obtaining a new banking licences (either greenfield
or via M&A) is virtually impossible in the current
consolidation phase promoted by the CBAR.

Key changes and impacts since last year:

@ In May 2013, the cost of using the Credit Bureau
was reduced by 50% and its use has continued to
grow across banks and NBCOs. A new private credit
bureau (PCB) is expected to launch in 2013 with
the support of the IFC.

@ A 2012 CBAR regulation increased fivefold the
minimum-banking capital requirement, which will
come into effectin January 2014.

@ The CBAR has issued new rules promoting
interest-rate transparency, applicable to both banks
and NBCOs. The Azerbaijan Microfinance Association
(AMFA) is currently working with the CBAR and
regulated micro-lenders to establish a voluntary
code of ethical standards for the industry that will
include client-protection principles to help them
improve their transparency in pricing.

@ The country has witnessed moderate progress in
alternative delivery channels through a significant
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increase in the number of cash-in terminals and
points-of-service (POS) and further negotiations
on a mobile-banking framework.

B Bosnia and Herzegovina

Key characteristics of the microfinance business
environment:

@ Setting up greenfield microfinance institutions
(MFIs) and forming new non-governmental
organisations (NGOs) has traditionally been
relatively easy in both the Federation of Bosnia and
Hercegovina (BiH) and the Republika Srpska (RS),
with the bureaucratic burden considered
manageable. All microfinance organisations (MFOs)
in BiH are regulated. According to legislative and
regulatory requirements, MFIs can be established
by either three domestic or foreign natural persons,
or by one domestic or foreign legal entity.

@ There is a difference between the two entities and
regulations regarding the microfinance institutions
(MFIs), especially related to lending ceilings, which
arein place in both jurisdictions. The main
regulatory constraint remains the overall size of
loans, which is set at a maximum US$6,400 for a
microfinance centre (MCF) and a maximum
US$32,000 for a micro-credit company(MCC). The
difficulty for micro-lenders operating in BiH is
related to the challenges of transforming from an
MCF to an MCC. While there are difficulties and
differences across entities, neither types of MFIL have
interest-rate caps or unfair public competition.

® Commercial banks have policies and services for
e-banking and phone banking that also apply to
micro-loan payments. Loan applications still need
to be completed at MFI offices, however, and MFIs
do not have their own mobile-banking systems or
platforms.

@ There are two credit bureaus: one is private (LRC
Credit Bureau) and the other was established by the
Central Bank, the Central Registry of Loans. The state-
run credit bureau includes all credit data for the entire
country. Financialinstitutions (FIs) therefore have a
good overview of the number of loans and amount of
debt carried by a potential client.
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Key changes and impacts since last year:

@ The dispute-resolution system has been
improved since 2011, owing to the fact that, in the
RS, there is an ombudsman for financial services.
As of mid-2012, the legislation introduced the
same function within the respective Banking
Agency in BiH.

@® In May of 2013, a Bill on client protection
passed both parliaments and is currently
undergoing a public debate, which is set to last 60
days. This Bill would grant greater client
protection for financial services users.

® Amendments to the Law on MCO and the Law on
Banks have been proposed to parliament. These are
still undergoing parliamentary procedure, and the
future implications of these changes are still
unknown.

B Georgia

Key characteristics of the microfinance business
environment:

® Georgia enjoys the most liberal business
environment in the Caucasus and Central Asia. Its
main source of challenges is geopolitical tensions
and domestic politics. These do not directly impact
micro-credit development, apart from adding to
risk premium and the general economic
environment in the country.

@ Georgia has distinguished itself by following a
relatively balanced regulatory-reform path. It has
improved immensely in reducing the complexity
and cost of regulatory processes, as well as
strengthening legal institutions, and it ranks quite
highly in transparency in business regulation.

@ Georgia has established a state-of-the-art
company-registration system, with widespread
availability of one-stop-shops, and a well
functioning and efficient electronic company
register.

Key changes and impacts since last year

@® In 2013 Georgia expanded access to credit by
amending its civil code to broaden the range of
assets that can be used as collateral.
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@ Georgia also strengthened its secured
transactions system through an amendment to the
civil code allowing a security interest to extend to
the products, proceeds and replacement of
collateral.

@ Georgia made significant progress in the number
of procedures needed for obtaining credit (as
measured by the Doing Business Index, decreasing
to two in 2013 (down from nine in 2004).

@ In terms of innovations, there is now a new
entity, which has registered with the National Bank
of Georgia (NBG, the central bank) as a Payment
Service Provider (PSP) and intends to launch a
mobile-money solution service this year.

B Kyrgyz Republic

Key characteristics of the microfinance business
environment:

@ As of June 30th 2013, the National Bank of the
Kyrgyz Republic (NBKR, the central bank) lists 337
micro-credit companies (MCCs), 91 micro-credit
agencies (MCAs), five microfinance companies
(MFCs) and 189 credit unions (CUs) as microfinance
providers. Some commercial banks also offer
micro-credits. Low entry barriers have resulted in
the proliferation of very smallinstitutions.

@® Only MFCs are allowed to take deposits and
these are limited to time deposits. The only MFC
that was actually taking deposits became a
commercial microfinance bank (MFB) in 2012.

@ While the requlatory capacity exists in the
country, regulation and supervision hamper the
development of mobile banking and innovations.
The country has not devised a formal dispute-
resolution mechanism.

Key changes and impacts since last year:

@The new 2013 wording of the Law on
Microfinance Organisations provides for sound
client protection. It requires maximum
transparency in pricing from microfinance
institutions (MFIs).

@ Some politicians have seized on fringe
sentiments against micro-credits for their political
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point scoring. The Usury Bill, passed by parliament,
but not yet signed by the president, willimpose an
interest-rate cap on micro-loans, which is likely to
impact the country’s scores next year.

@ The Bill on exchange of credit information,
discussed in parliament, may finally help transform
the country’s sole not-for-profit credit bureau into
a fullyfledged commercial venture. Better credit-
information exchange is expected to address over-
indebtedness.

B Tajikistan

Key characteristics of the microfinance business
environment:

@ As of March 31st 2013, there were 46 micro-
lending funds (MLFs), 44 micro-lending
organisations (MLOs) and 35 micro-credit deposit
organisations (MDOs). Only MDOs are allowed to
take deposits, and not all of these actually do so,
owing to limited demand for such services.

@ The National Bank of Tajikistan (NBT, the central
bank) concentrates its supervision on commercial
banks and MDOs. Non-deposit-taking microfinance
institutions (MFIs) are only lightly supervised.

@ The business environment for microfinance is
hampered by the embryonic state of thecredit
bureau, which was launched in 2013.

Key changes and impacts since last year:

@ MFIs are legally required to provide maximum
transparency in pricing and are banned from
imposing fines for early loan repayments.

@ A credit bureau was inaugurated in June 2013,
butitis too early to assess its efficiency.

@ MFIs are required to set up systems for
managing risk and internal control, while MDOs are
legally required to establish reserve funds to cover
potential losses on loans (MLOs and MLFs may also
set up such funds).
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B Turkey

Key characteristics of the microfinance business
environment:

@ Provision of microfinance in Turkey is limited
compared to potential demand. It is broadly
unregulated and marginal to the financial sector.
There are no regulations in place or procedures laid
down for accounting, transparency or client
protection in microfinance specifically.

@® The banking sector is strong, well regulated and
technologically savvy. Some banks provide small
credits to micro-enterprises as part of their reqular
activities, in line with general banking legislation
and supervision; others see microfinance as a
matter of corporate social responsibility.

@ There are only two dedicated microfinance
institutions (MFIs): Maya Microfinance Enterprise
and Turkish Grameen Microcredit Programme
(TGMP). Both were established a decade ago by
non-governmental organisations (NGOs) in rather
unique circumstances.
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@ MFIs are not allowed to accept deposits. The
total size of their portfolio remains negligible,
drawing little attention from the regulators. The
legal environment is perceived as not permitting
the entrance of new microfinance players.

@ MFIs have high standards of reporting and
ethical behaviour towards clients.

Key changes and impacts since last year:

@ TGMP remains the larger of the two small MFIs.
It continues to seek ways of expanding and
diversifying its services. There are plans to
transform the TGMP into a bank called Damlabank.
Maya is now adopting a methodology more closely
in line with the Grameen approach.

@ Turkey's offer to host the 2016 Global
Microfinance Summit may precipitate the
introduction of a new regulatory framework for
microfinance. Although this is not currently on the
public agenda, promoting microfinance would be in
line with the government’s social-policy approach.
@ The interest of a number of banks in providing
microfinance, and in using traditional microfinance
methodology for assessing creditworthiness, seems
to beincreasing. However, funding may be tighter
from now on, as Turkey is one of the emerging
markets most affected by signals of tighter US
monetary policy in May-July 2013. 1
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Latin America and
the Caribbean

B Argentina

Key characteristics of the microfinance business
environment:

@® Thereis only a limited framework for
microfinance regulation, and most institutions
engaged in microfinance are not prudentially
regulated.

@ Institutions operating in microfinance are not
allowed to capture deposits of any type, apart from
small credit co-operatives and commercial banks,
of which few have even limited engagements in
microfinance.

@® Non-regulated entities operating in
microfinance are not required to publish effective
interest rates, and practices across the industry are
very uneven.Those institutions that are required to
disclose rates are not properly monitored and,
therefore, enforcement is weak.

@ Most institutions involved in microfinance are
small, not commercially sustainable, and rely on
philanthropic or government wholesale funding,
the latter of which requires them to on-lend to
customers at 6% per annum.

Key changes and impacts since last year:

@ The Banco Central de la Republica Argentina
(BCRA, the Central Bank) has recognised the
importance of the microfinance industry by issuing
regulation related to collateral constraints on
micro-borrowers and to make mandatory the
offering of simplified savings accounts.
Encouraging banks to downscale their operations
to reach unserved markets is part of the Central
Bank’s financial-inclusion strategy.

@® The BCRA issued a circular requiring all
commercial banks to offer a basic deposit account,
which signals the potential for more inclusive
financial products in the future.

@ The Red Argentina de Instituciones de
Microcrédito (RADIM, the micro-credit network) is
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scaling up the usage of INFOCRED, a microfinance
credit bureau. RADIM is now providing training
services to MFIs out of the network, as of this year.
@ The BCRA has increased its supervisory capacity
for commercial banks.

® Government ministries supporting social welfare
are offering increasing wholesale funding for
microfinance.

B Bolivia

Key characteristics of the microfinance business
environment:

@® Bolivia maintains a strong and favourable
microfinance regulatory environment, although
major changes are expected, following the
implementation of the Financial Services Law (see
below). Since its creation, the Autoridad de
Supervisién del Sistema Financiero (ASFI, the
Financial System Supervisory Authority) has
pursued a market-based approach towards the
microfinance industry, based on considerable
technical expertise and professionalism. Thisis
notwithstanding the high turnover of mid-level
staff and the widening reach of the Ministry of
Economy and Public Finance, under which the ASFI
is organised.

@ The requlatory framework has permitted
commercial banks, Fondos Financieros Privados
(FFPs, private financial institutions) and regulated
co-operatives to undertake large microfinance
operations. NGOs engaged in microfinance
(officially termed Instituciones Financieras de
Desarrollo; IFDs, Development Finance
Institutions) fall under the ASFI’s supervisory
remit, although the process of fully integrating
them into the requlatory framework has lagged,
pending the adoption of the new Financial Services
Law.

@ Local experts have widely noted that regulated
microfinance institutions (MFIs) voluntarily follow
International Accounting Standards (IAS). Legal
requirements are weaker for unregulated
institutions, although there is considerable self-
regulation among non-governmental organisations
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(NGOs) through the Asociacién de Instituciones
Financieras de Desarrollo (FINRURAL, their
industry association), which puts the country
ahead of these initiatives within the region.

Key changes and impacts since last year:

@ The long-anticipated Financial Services Law was
promulgated in early August 2013. The new
legislation reflects a greater institution-, rather
than activity-specific focus, and features
prominent state intervention in the industry.
Provisions include interest-rate caps and quotas on
loans to the productive sectors and for housing;
interest-rate floors for deposits; special
requirements for services to rural areas and other
potentially market-distorting measures.

@ Private MFI providers have expressed
reservations of opinion about the proposed
measures vis-a-vis their individual operations,
whereas a more positive outlook is held by NGOs.
Private MFIs will likely face challenges with
shrinking margins, higher costs and a controlled
operating environment.

@ There remains concern that the process of
bringing all NGOs and co-operatives under formal
supervision may dilute overall governance
standards. As governance norms and other terms
of regulation for Instituciones Financieras de
Desarrollo (IFDs, Development Finance
Institutions) have not been clearly established by
the ASFI, a two-tiered system could emerge, where
laxer standards are in place for IFDs and closed co-
operatives than for Fondos Financieros Privados
(FFPs, private financial institutions), which, under
the draft legislation, will be converted to small and
medium-sized enterprise (SME) banks.

@ A major tax change has hit the microfinance
industry in the form of Supreme Decree No 1288 of
July 2012, which adds a 12.5% tax on earnings of
regulated financial institutions (FIs) when return-
on-equity (ROE) exceeds 13%. The adoption of this
tax has limited the profitability of requlated MFIs,
resulting in annualised return on equity (ROE) of
16.78% at the end of May 2013, down from 19.83%
ayear earlier.
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B Brazil

Key characteristics of the microfinance business
environment:

@ The government continues to promote micro-
credit to serve social purposes. Publicinstitutions
are being mobilised to extend microfinance loans
at below market rates, whereby second-tier funds
go mainly to four public-sector banks, which cap
micro-credit interest rates and also on-lend to
other microfinance institutions (MFIs), with final
rates to consumers similarly capped. Some of these
banks have proved more adept than others in
adapting lending practices and methodologies to
the microfinance industry.

@ Correspondent banking is highly developed, but
mobile banking remains weak. Although regulation
for simplified accounts exists, the offer of this
financial product is practically non-existent.

@® The regulatory framework is prudent, although
informants complain of excessive documentation
requirements. Migration from non-regulated to
regulated status has remained difficult. The
diversity and complexity of legal status, both
regulated and non-regulated, makes for a
fragmented microfinance industry.

@ Institutions have to inform clients about
interest rates and fees in a transparent manner,
with good compliance and fairly good norms of
self-regulation by non-regulated MFIs. Yet the
system still remains complex from the borrower’s
perspective, even as the government and
institutions have emphasised the importance of
financial education.

Key changes and impacts since last year:

@ It has become more difficult to open and
operate non-regulated MFIs, such as Organizacoes
da Sociedade Civil de Interesse (OSCIPs, public-
interest organisations) and traditional non-
governmental organisations (NGOs) in the view of
informants. The latter group must continue to
demonstrate that they operate in the public
interestin order to set market interest rates, and
both types of institution face difficulties in
maintaining market share and in accessing second-
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tier funding, as they compete with subsidised
publicinstitutions charging well below market
rates.

@ Thereis a variety of moderately well-functioning
dispute-resolution mechanisms for consumer
protection. These include a mandatory ombudsman
at regulated institutions, state-level consumer-
protection offices not specific to microfinance,
increased formal adherence to Smart Campaign
voluntary norms among MFIs and their networks,
and small-claims courts.

@ The long-expected positive registry for credit
information services is slated to begin functioning
on August 1st 2013, owing to implementing
regulations approved in October. However, its
status—as a voluntary institution subject to the
individual consumer’s consent to information-
sharing—was clouded as of July 2013 by legal
challenges.

B Chile

Key characteristics of the microfinance business
environment:

@ Chile’s microfinance market is relatively small,
in line with its relatively low levels of poverty. It is
dominated by large private banks and one large
state bank, Banco del Estado. Smaller non-
governmental organisations (NGOs) service more
rural areas, where large banks have limited reach.
@ The microfinance information lacks formal
regulation (for example, simplified accounts are
not covered in the financial regulation). There is
little expertise within the Superintendencia de
Bancos e Instituciones Financieras (SBIF, the
Supervisor of Banks and Financial Institutions) to
regulate it.

@ There are interest-rate caps, which are of
growing concern to some actors in the
microfinance industry.

® Non-regulated micro-credit providers can easily
be established, but may not accept deposits.

Key changes and impacts since last year:
@ There are growing concerns about interventions
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directly affecting the microfinance industry.
Proposed legislation would lower maximum
allowable interest rates, albeit with some
mitigating provisions for the microfinance
industry. Erasure of default information ordered by
a law passed in February 2012 may encourage non-
repayment, even if its purpose was to eliminate
erroneous or unfairinformation in DICOM.

@® A proposed new law would bring Credit Co-
operatives, currently under supervision by the
Department of Co-operatives, under SBIF
supervision.

@ Thereis a slow and steady increase in consumer
protection and transparency, both from the
government and the private sector.

@® A national financial-inclusion council is under
preparation, led by the Minister of Finance, and is
expected to contribute to a more conducive
environment for microfinance.

B Colombia

Key characteristics of the microfinance business
environment:

@ Most of the large microfinance institutions
(MFIs) have converted into a bank or are in the
process of becoming regulated under the
Superintendencia Financiera (SF, the financial
supervisor). There are still a few big players (such
as Fundacion Mundo Mujer) that are not yet
regulated by the SF and that hold a significant part
of the segment portfolio. The government, Banco
de la Republica de Colombia (BRC, the central
bank) and multilateral organisations have been
working with Asomicrofinanzas (the association of
MFIs) and directly with MFIs to understand the
idiosyncrasies of this market.

@ The interest-rate cap is calculated quarterly
under a methodology that accounts for
microfinance and commercial loans. This yields an
artificially low rate. However, requlators and
policymakers have increased the rate each quarter,
such that it does not constitute a constraint on
most institutions offering microfinance products.
Additional fees, such as micro, small and medium
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enterprises (MSMEs) fees (for example, Comisién
MIPYME) are mandatory, but are notincluded in
the calculation of the micro-credit interest rate.

@® Colombia passed a comprehensive set of laws in
2009 around client protection that included rules
about pricing transparency and dispute resolution.
MFIs are required to disclose interest rates and
fees, but there does not yet appear to be
standardisation in reporting to allow for price
comparisons. The SF has a Financial Consumer
Advocate Department that handles client-dispute
resolution.

@ Since 2011 there has been discussion about
passing a new law that will demand traditional
banks to facilitate the access to micro-credit for
unbanked populations. The proposed methodology
is to require banks to have a percentage of their
portfolio allocated to micro-credit and that at least
50% of that portfolio should focus on the poorest
segments of the population. This law has not yet
been approved, but it was presented again in
March 2013 for new discussions during this
legislative period.

Key changes and impacts since last year:

@ As the market continues to mature, competition
among MFIs for the best clients is intensifying. As
they begin to offer more and bigger credits,
especially to customers with good credit profiles,
over-indebtedness and loan delinquencies are
concerns.

@® Asomicrofinanzas was launched in 2011.
Currently, there are 33 institutional members that
represent most of the market: banks, co-operatives,
finance companies and non-governmental
organisations (NGOs). Asomicrofinanzas is building
platforms to collect, manage and disseminate
information about the market.

@ Dispute-resolution statistics published by the
SF’s Financial Consumer Advocate Department show
that the number of days it takes to receive a final
resolution is increasing. As of March 2012, 18% of
claims were outstanding for more than 180 days. As
of March 2013, that figure had increased to 42% of
outstanding claims.
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B Costa Rica

Key characteristics of the microfinance business
environment:

@ The microfinance environmentin Costa Rica
remains underdeveloped and faces strong
competition from state-owned banks (most
notably, the Banco Nacional de Costa Rica), which
participates extensively in micro-credit, but also
acts as a second-tier lender. However,
requirements to operate in the market (or to
upscale) are low.

@ There is no specialised vehicle for microfinance,
and the majority of microfinance institutions
(MFIs) are constituted as non-regulated non-
governmental organisations (NGOs). These tend to
be small and undercapitalised and have few
incentives to formalise or expand, given the limited
market opportunities that exist.

@ Regulated financialinstitutions (FIs) in Costa
Rica generally uphold high accounting and
governance standards, and adherence to IFRS is
mandatory. Accounting quality and transparency in
non-regulated institutions is mixed, however, with
the highest standards arising from those who are
part of microfinance networks.

@ Transparency in pricing varies, butis generally
adequate, as is the level of consumer protection
and credit bureau information.

Key changes and impacts since last year:

@ Aproposed law seeks to expand the options for
micro and small firms in offering loan guarantees
(including, for example, intangible assets such as
receivables), and which could therefore improve
access to credit.

@ A reform of the Development Banking Law is also
under negotiation and could increase the scope for
second-tier lending from public banks, but could
also increase competition with other MFIs.

@ The BancoNacional de Costa Rica and Banco de
Costa Rica have been strong early adopters of mobile
and Internet banking and establishers of points-of-
service (POS), a trend that is likely to continue in the
next two to three years with the implementation of
these technologies by some MFIs.
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@ The country’s challenging fiscal outlook poses
an indirect risk to the microfinance industry if it
remains unresolved, as a result of potential
reduction in resources (such as second-tier
lending), as well as a lack of consumer demand for
credit due to macroeconomic uncertainties less
than a year before the general election.

B Dominican Republic

Key characteristics of the microfinance business
environment:

@® The microfinance industry lacks a comprehensive
regulatory framework. The industry comprises 25
regulated and non-regulated institutions. Three of
these are requlated credit and savings banks, two
are regulated savings and loans associations
(S&Ls), and the rest are unregulated co-operatives
and non-governmental organisations (NGOs).

@ Forming either regulated or non-requlated MFIs
is a transparent and straightforward process;
however, there is no legislation that specifically
establishes a transformation process, forcing NGOs
to create new entities if they want to become
regulated. Recent tax hikes have increased the tax
take for NGOs, and an upgrading trend is seen as
NGOs are forming regulated MFIs in order to
become eligible for deposit taking.

@ Co-operatives are players in microfinance. Both
NGOs and co-operatives, which are non-regulated
institutions, practice some sort of self-requlation
and adhere to transparency standards.

@ Conflict resolution is not well established among
MFIs.

@ (Credit-history information is considered to be
accurate, although timeliness is moderate. There is
a 42-day information gap that poses challenges to
risk assessment in micro-loans. Non-regulated
MFIs are not required to report to the credit
bureaus.

Key changes and impacts since last year:

@ The administration that took powerin 2012 has
scaled government programmes that directly
engage in microfinance. Interest rates 