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Fore word

This course evolved from mate rial that was orig i nally included in the Inter na tional Labour
Orga ni za tion (ILO)’s train ing pack age, Mak ing Microfinance Work: Man ag ing for Improved Per for -
mance. In that train ing, prod uct diver si fi ca tion was dis cussed as one of the strat e gies through
which microfinance man ag ers can improve their insti tu tion’s out reach. By expand ing the
range of prod ucts offered, MFIs can serve more poor peo ple, meet more of their cli ents’
finan cial ser vice needs and, as a result, make greater prog ress towards the achieve ment of
their com mer cial and social objec tives. 

Dur ing pilot test ing of the orig i nal train ing, par tic i pants requested that more time be devoted
to the dis cus sion of var i ous prod uct options and the man age ment of prod uct diver si fi ca tion.
Rather than lengthen an already intense two-week course, the ILO responded by remov ing
prod uct diver si fi ca tion con tent from the orig i nal cur ric u lum and cre at ing a sep a rate train ing
to explore that mate rial in more depth. This book is the out come of that deci sion. Mak ing
Microfinance Work: Man ag ing Prod uct Diver si fi ca tion is the sec ond of three vol umes in the ILO’s
Mak ing Microfinance Work (MMW) series. The third vol ume, which will help man ag ers
strengthen their “soft skills”, is slated for devel op ment in 2012. Read ers can find infor ma tion
on all three vol umes at the course website, http://mmw.itcilo.org.

This book and the train ing course it sup ports are designed to achieve four main objec tives: 1)
raise aware ness of the oppor tu ni ties and risks that prod uct diver si fi ca tion pres ents; 2) explore
options for improv ing the out reach of microfinance insti tu tions (MFIs)i through prod uct
diver si fi ca tion; 3) pro vide tools and strat e gies for man ag ing the prod uct diver si fi ca tion pro -
cess suc cess fully; and 4) encour age more proactive man age ment of MFI product portfolios
over time. 

Why the ILO?

Founded in 1919, the Inter na tional Labour Orga ni za tion is a spe cial ized agency of the United
Nations that pro motes social jus tice and inter na tion ally rec og nized human and labour rights.
Its vision for the 21st cen tury is decent work for all. Decent work embraces var i ous aspects of
daily life of the work ing poor - pro duc tive employ ment, safe work ing con di tions, equi ta ble
access to employ ment oppor tu ni ties, absence of child labour, abo li tion of bonded labour, for -
mal iza tion of infor mal enter prises, access to social pro tec tion and the right to organize (ILO,
2008).

Microfinance is an impor tant strat egy for the ILO because it con trib utes to the decent work
agenda in a vari ety of ways. Microcredit and micro-leas ing prod ucts pro vide oppor tu ni ties for
small invest ments in self-employ ment and job cre ation. Emer gency loans, sav ings and
microinsurance pro vide the means for poor peo ple to better cope with risk. When
microfinance is deliv ered through group-based mod els, it can pro vide oppor tu ni ties for the
poor to orga nize and have a voice. Some MFIs, par tic u larly those that part ner with other pub -
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non-governmental organizations that provide financial as well as non-financial services to the poor, among others.



lic or pri vate actors in pur suit of a social mis sion, are actively dis cour ag ing child and bonded
labour, and help ing microentrepreneurs to grow and formalize.

As the focal point for microfinance within the ILO, the Social Finance Programme ini ti ated
the devel op ment of the Mak ing Microfinance Work train ing series in 2003, build ing on another
area of ILO exper tise and concern–management. The ILO has a long his tory of involve ment
in strength en ing man age ment prac tices as a strat egy for improv ing labour rela tions and work -
ing con di tions. Its Inter na tional Train ing Cen tre (ITCILO) in Turin, Italy has been devel op -
ing and deliv er ing man age ment train ing cur ric ula for more than four decades. The ITCILO
brought this expe ri ence to bear when it joined forces with the Social Finance Programme to
pro duce this book and its accom pa ny ing train ing cur ric u lum.

The end result is a qual ity prod uct that draws from man age ment expe ri ences both within and
out side of the microfinance indus try. It incor po rates the per spec tive of a wide range of actors, 
includ ing reg u lated finan cial insti tu tions, gov ern ments, trade unions and non-gov ern men tal
orga ni za tions. The ILO’s unique gov er nance struc ture, in which work ers, employ ers and gov -
ern ments par tic i pate equally in deci sion-mak ing, puts it in a priv i leged posi tion to explore
how pub lic and pri vate sec tor actors can work together to expand the out reach and impact of
microfinance. With this course, the ILO hopes to facil i tate broader and more inno va tive use
of finan cial ser vices to help cre ate decent work for all low-income peo ple. The course is a nat -
u ral com ple ment to other train ing pack ages cre ated by the Social Finance Programme and
ITCILO, most notably on leasing, microinsurance and guarantee funds.

Intended Audi ence

Mak ing Microfinance Work: Man ag ing Prod uct Diver si fi ca tion is designed for mid dle and senior
man ag ers in microfinance insti tu tions. It is rel e vant for insti tu tions that have already diver si -
fied and are look ing for ways to man age their diver si fi ca tion more effec tively, as well as insti -
tu tions that have not yet diver si fied and are look ing for guid ance on where and how to begin.
The course can also be use ful to funders and tech ni cal assis tance pro vid ers that are try ing to
sup port MFI diver si fi ca tion. 

Ide ally, this course would be taken as a fol low up to the first vol ume of the MMW series, Mak -
ing Microfinance Work: Man ag ing for Improved Per for mance. The first vol ume lays the foun da tion for 
the sec ond by exam in ing the prin ci ples of effec tive microfinance man age ment and explor ing
spe cific per for mance improve ment strat e gies that will not be explained in detail here. Read ers 
who have not yet had access to a man age ment train ing cur ric u lum are encour aged to attend a
local deliv ery of the first course and to use that train ing man ual as a sup ple ment to the mate rial 
con tained in this vol ume.

Over view of the Course

This book and the train ing course it accom pa nies are divided into four parts:

I. Pre par ing for Diver si fi ca tion. This intro duc tory sec tion helps man ag ers under stand
diver si fi ca tion, the oppor tu ni ties and risks it poses, and how MFIs can pre pare them -
selves to diver sify suc cess fully. Chap ter 1 defines prod uct diver si fi ca tion and the con cept
of a stra te gic prod uct mix. It explores the many rea sons for which MFIs might want to
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develop new prod ucts and mar kets while rais ing aware ness of the dam age diver si fi ca tion
can cause. Chap ter 2 then explores how to man age prod uct devel op ment, in par tic u lar,
how to man age the risks inher ent in the pro cess. It pro vides some guide lines for decid ing
whether to diver sify and for screen ing diver si fi ca tion ideas. Since the desire to enter new
mar kets is often the pri mary rea son for an MFI’s prod uct diver si fi ca tion, Chap ter 3
focuses on the new mar ket devel op ment pro cess. It explores how man ag ers can use mar -
ket seg men ta tion to better under stand and serve new types of cus tom ers. 

II. Prod uct Options. MFIs that wish to diver sify will find they have many options to
choose from. Chap ters 4 through 13 dis cuss ten dif fer ent types of prod ucts that MFIs
could intro duce to expand their out reach: sav ings, long-term sav ings and micropensions,
microenterprise loans, hous ing loans, emer gency and con sump tion loans,
microinsurance, leas ing, money trans fers, non-finan cial ser vices and grants. Each chap ter 
explores the char ac ter is tics and require ments of one type of prod uct using exam ples
from MFIs around the world to illus trate vari a tions in the way the prod uct can be deliv -
ered. For exam ple, Chap ter 4 explores man da tory, fixed, vol un tary and con trac tual sav -
ings prod ucts while Chap ter 6 explores both group and indi vid ual microenterprise
lend ing meth od ol o gies. The main chal lenges and risks asso ci ated with each prod uct type
are dis cussed together with exam ples of the strat e gies MFIs have used to man age them.

III. Mar ket Seg ments. The chap ters in this sec tion explore mar ket seg ments with poten tial
for MFI expan sion. Chap ters 14 and 15 begin by look ing at more marginalized seg ments,
such as dis abled per sons, peo ple liv ing with HIV/AIDS, and the poor est of the poor.
The iso la tion and vul ner a bil ity of these groups makes them dif fi cult to reach and requires
a dif fer ent approach to tar get ing. Chap ters 16 through 21 exam ine six larger and more
main stream seg ments: youth, women, cri sis-affected com mu ni ties, Islamic com mu ni ties,
rural areas and small and medium enter prises. Each chap ter explores why that par tic u lar
seg ment can be chal leng ing to serve and dis cusses the prod ucts and prod uct adap ta tions
that can help insti tu tions serve the seg ment more effec tively.

IV. Diver si fy ing Suc cess fully. After explor ing numer ous com bi na tions of prod ucts and
ser vices that MFIs could offer to better meet the needs of spe cific mar ket seg ments, this
fourth and final sec tion returns to the man age ment agenda. How can MFIs plan, orga -
nize, lead and con trol the prod uct diver si fi ca tion pro cess to max i mize the ben e fits for
them selves as well as their cli ents? Chap ter 22 looks at the impor tant role of part ner ships
in help ing MFIs of var i ous types to diver sify effi ciently and effec tively. It sur veys the con -
tin uum of part ner ships that are being used today and pro vides guide lines for mak ing
them more stra te gic. Chap ter 23 focuses on the chal lenges of deliv er ing a diverse prod uct 
port fo lio. It raises aware ness of the issues that need to be dealt with and pro vides spe cific
sug ges tions for adapt ing the insti tu tional cul ture, redis trib ut ing respon si bil i ties, empow -
er ing staff, com mu ni cat ing with cli ents, reengineering sys tems and man ag ing change.
Finally, Chap ter 24 exam ines the prod uct port fo lio man age ment func tion and the activ i -
ties through which MFIs can not only cre ate but also main tain a stra te gic prod uct port fo -
lio over time.

Like the first vol ume of the MMW cur ric u lum, this course addresses 24 top ics, but unlike the
first vol ume, it does not address all of them in the train ing room. Parts I and IV make up a
core cur ric u lum which is deliv ered dur ing every offer ing of the course. Parts II and III, how -
ever, pro vide prod uct and mar ket options that man ag ers can choose to explore in the class -
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room or on their own. Par tic i pants in each train ing event pri or i tize the chap ters they would
most like to dis cuss face-to-face. Up to seven of the eigh teen chap ters in Parts II and III can
be addressed dur ing a five-day course. This book pro vides an intro duc tion to all eigh teen
prod ucts and mar kets, so man ag ers can explore options that may not be high on their cur rent
list of pri or i ties, or may not have been pri or i tized by the audi ence as a whole, yet may con sti -
tute promising opportunities for the future. 

Once an MFI decides that it wants to develop a new prod uct or mar ket that is dis cussed in this 
book, it will need addi tional infor ma tion. A sur vey course such as this one is lim ited in the
amount of detail it can pro vide on any one topic. To facil i tate fol low up research, each chap ter 
of this text con cludes with a list of addi tional read ing mate rial. The lists are not meant to be
exhaus tive, but rather, to point man ag ers effi ciently in the direc tion of sup ple men tal
resources that are respected and, when ever pos si ble, avail able on the Internet. Train ers that
have been cer ti fied by the ITCILO to deliver this course are also a valu able source of infor ma -
tion, par tic u larly with respect to the local experts and sec ond ary data that can sup port MFIs’
diver si fi ca tion efforts. Cer ti fied train ers can be contacted via the course website.

x
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Acro nyms and Abbre vi a tions

AAOIFI Account ing and Audit ing Orga ni za tion for Islamic Finan cial Insti tu tions

ABA Alex an dria Busi ness Asso ci a tion (Egypt)

ABW Asso ci a tion of Busi ness Women (Tajikistan)

ACB Akiba Com mer cial Bank (Tan za nia)

ACF Asian Credit Fund (Kazakhstan)

ACH Auto mated Clear ing House

ACLEDA Asso ci a tion of Cam bo dian Local Eco nomic Devel op ment Agen cies

ACP Acción Communitaria del Perú

ACSI Amhara Credit and Sav ings Insti tu tion (Ethi o pia)

ADA Aus trian Devel op ment Agency

ADEMCOL Asociacion para el Desarrollo Microempresarial Colombiano

ADEMI Asociación para el Desarrollo de Microempresas, Inc.(Domin i can Repub lic)

ADOPEM Asociación Dominicana para el Desarrollo de la Mujer

AFI Assets for Inde pend ence

AIDMI All India Disas ter Mit i ga tion Insti tute

AIDS Acquired Immu no de fi ciency Syn drome

AMC Asset Man age ment Com pany

AML/CFT Anti-Money Laun der ing and Com bat ing the Financ ing of Ter ror ism

AMFIU Asso ci a tion of Microfinance Insti tu tions of Uganda

AMREF Afri can Med i cal Research and Edu ca tion Foun da tion

ANED Asociación Nacional Ecuménica de Desarrollo (Bolivia) 

APA Appre cia tive Plan ning and Action

ARC Amer i can Ref u gee Com mit tee 

ART Anti-Retroviral Ther a pies

ASA Asso ci a tion for Social Advance ment (Ban gla desh)

ASA Activ ists for Social Alter na tives (India)

ASCA Accu mu lat ing Sav ings and Credit Asso ci a tion

ASO AIDS Sup port Orga ni za tions

ATK Asuransi Takaful Keluarga (Indo ne sia)
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ATM Auto matic Teller Machine

AVFS Afri can Vil lage Finan cial Ser vices

AWOFS AIDS Wid ows and Orphans Fam ily Sup port

BAAC The Bank for Agri cul ture and Agri cul tural Coop er a tives (Thai land)

BASF Badische Anilin- & Soda-Fabrik

BASIX Bharatiya Samruddi Finance Ltd. (India)

BCP Banco del Crédito del Perú

BDS Busi ness Devel op ment Ser vices

BMCE Banque Marocaine du Com merce Exterieur

BRAC Ban gla desh Reha bil i ta tion Assis tance Com mit tee

BRI Bank Rakyat Indo ne sia

BSFL Bhartiya Samruddhi Finance Lim ited (India)

BSP Bangko Sentral ng Pilipinas

BWDA Bull ock-Cart Work ers Devel op ment Asso ci a tion (India)

BWTP Bank ing with the Poor Net work

BZ Beselidhja-Zavet (Kosovo)

CBCP-ECMI Epis co pal Com mis sion for the Pas to ral Care of Migrants and Itin er ant
People (Phil ip pines)

CARD Cen tre for Agri cul tural Research and Devel op ment (Phil ip pines)

CARE Coop er a tive for Assis tance and Relief Every where, Inc.

CASHE Credit and Sav ings House hold Enter prise (India)

CCCF Comunitárias de Crédito e Poupança (Mozam bique)

CD Cer tif i cate of Deposit

CECAM Caisses d'Epargne et de Crédit Agricole Mutuel (Mad a gas car)

CEEWA Coun cil for Eco nomic Empow er ment for Women of Africa

CEO Chief Exec u tive Offi cer

CEP Cap i tal Aid Fund for the Employ ment of the Poor (Viet nam)

CEREM LUXCen tre de Recher che en micro-finance à Lux em bourg

CETZAM Chris tian Enter prise Trust of Zam bia

CFPR Chal leng ing the Fron tiers of Pov erty Reduc tion

CFS Com mu nity Finan cial Ser vices

xii

MAKING MICROFINANCE WORK
Man ag ing Prod uct Diver si fi ca tion



CFW Cash-for-Work

CGAP Con sul ta tive Group to Assist the Poor est

CHF Coop er a tive Hous ing Foun da tion

CIDA Cana dian Agency for Inter na tional Devel op ment

CIDR Cen tre Inter na tional de Développement et de Recher che (Mali)

CLM Child Labour Mon i tor ing

CLM Chemin Levi Miyo [A Path to a Better Life] (Haiti)

COO Chief Oper a tions Offi cer

CPRC The Chronic Pov erty Research Cen tre

CRDB Coop er a tive and Rural Devel op ment Bank (Tan za nia)

CRECER Crédito con Educación Rural (Bolivia)

CRM cus tomer rela tion ship man age ment

CRS Cath o lic Relief Ser vice

CVECA Caisse Villageoise d'Epargne et de Crédit Autogérée [auton o mous vil lage
banks]

DBACD Dakahlya Busi ness men Asso ci a tion for Com mu nity Devel op ment (Egypt)

DECT Dowa Emer gency Cash Trans fer

DEPROSC Devel op ment Pro ject Ser vice Cen ter (Nepal)

DFCU Devel op ment Finance Com pany Uganda

DFID Depart ment for Inter na tional Devel op ment (United King dom)

DPO Dis abled Per sons Orga ni za tion

EACID Egyp tian Asso ci a tion for Com mu nity Ini tia tives and Devel op ment

ECDI Enter prise and Career Devel op ment Insti tute (Paki stan)

EDA Enter prise Devel op ment Agency

EFT Elec tronic Funds Trans fer

EKI Microcredit Foun da tion EKI (Bosnia and Herzegovina)

ELA Employ ment and Live li hood for Ado les cents

EMS Educación Media Supe rior

E&S Envi ron men tal and Social

ESMS Envi ron men tal and Social Man age ment Sys tems

FAO Food and Agri cul tural Orga ni za tion
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FCC Fundo de Crédito Comunitário (Mozam bique)

FFH Free dom from Hun ger

FIE Centro de Fomento a Iniciativas Económicas

FINCA Foun da tion for Inter na tional Com mu nity Assis tance

FMO Entre pre neur ial devel op ment bank of the Neth er lands

FOCCAS Foun da tion for Credit and Com mu nity Assis tance (Uganda)

FSA Finan cial Ser vice Asso ci a tion

FSD Finan cial Sec tor Deep en ing Trust (Kenya)

FSM Finan cial Ser vice Mea sure

FUCEC Faitière des Unités Coopératives d'Epargne et de Crédit du Togo
Togo

FUNHAVI Fundación Hab i tat y Vivienda (Mex ico)

FWBL First Women's Bank Ltd. (Paki stan)

G2P Gov ern ment-to-per son

GDP Gross Domes tic Prod uct

G.E. Goviin Ekhlel

GNP Gross National Prod uct

GPS Grameen's deposit pen sion scheme 

GTZ Deut sche Gesellschaft für Technische Zusammenarbeit

GXI G-XChange, Inc. (Phil ip pines)

GYBI Gen er ate Your Busi ness Idea

H High (Risk)

HIV Human Immuno Defi ciency Virus

HP Hewlett Packard

HR Human Resources

HSNP Hun ger and Safety Net Pro gram (Kenya)

IADB Inter Amer i can Devel op ment Bank

IBD Inter na tional Busi ness Divi sion

IDA Indi vid ual devel op ment account

IDB Islamic Devel op ment Bank

IDLO Inter na tional Devel op ment Law Organi sa tion
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IDS Insti tute of Research Stud ies (UK)

IDP Inter nally Dis placed Per son

IFAD Inter na tional Fund for Agri cul tural Devel op ment

IFC Inter na tional Finance Cor po ra tion

IFPRI Inter na tional Food Pol icy Research Insti tute 

IFSB Islamic Finan cial Ser vices Board

IGVGD Income Gen er a tion for Vul ner a ble Group Devel op ment

IIFC Islamic invest ment and finan cial coop er a tives (Afghan i stan)

IIMPS India Micro Pen sion Ser vices

ILO Inter na tional Labour Orga ni za tion

IMAGE Inter ven tion with Microfinance for AIDS and Gen der Equity

IMF Inter na tional Mon e tary Fund

ISTRAW Inter na tional Research and Train ing Insti tute for the Advance ment of
Women

IOM Inter na tional Orga ni za tion for Migra tion

IPEC Inter na tional Programme on the Elim i na tion of Child Labour

IPO Ini tial Pub lic Offer ing

IRC Inter na tional Res cue Com mit tee

IRCDS Inte grated Rural Com mu nity Devel op ment Soci ety

ISFD Islamic Sol i dar ity Fund for Devel op ment

ISSIA Ini tia tive of Small Scale Indus tri al ists' Agency (Uganda)

IT infor ma tion tech nol ogy

ITC Indian Tobacco Com pany

IYB Improve Your Busi ness

JCCUL Jamai can Coop er a tive Credit Union League

KCIS Kosovo Credit Infor ma tion Ser vice

KBS Krishna Bhima Samruddi (India)

KPOSB Kenya Post Office Sav ings Bank

Ksh. Ken yan Shil ling

KWFT Kenya Women's Finance Trust

L Low (risk)
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LEDA Local Enter prise Devel op ment Agen cies

LLC Lim ited Lia bil ity Com pany

LEAP Learn ing for Empow er ment against Pov erty

LSMS Liv ing Stan dard Mea sure ment Sur veys

Ltd. Lim ited

LYCOM Link ing youth with knowl edge and oppor tu ni ties in microfinance

M Medium (risk)

M&A Merg ers and Acqui si tions

MABS Microenterprise Access to Bank ing Ser vices (Phil ip pines)

MACTS Mutu ally Aided Coop er a tive Thrift and Soci et ies

MBA Mutual Ben e fit Asso ci a tion

MBB MicroBanking Bul le tin

MBP Microenterprise Best Prac tices

MCO microcredit orga ni za tion

MEDA Men no nite Eco nomic Devel op ment Asso ci ates

MEDF Mac e do nian Enter prise Devel op ment Foun da tion

MFI Micro Finance Insti tu tion

MFSP Microfinance Sup port Pro gram

MFT Microdevelopment Finance Team

MIS Man age ment Infor ma tion Sys tem

MIUSA Mobil ity Inter na tional USA

MIX Microfinance Infor ma tion eXchange

MMF Mem bers Mutual Fund

MoU Mem o ran dum of Under stand ing

M-PESA M = mobile, pesa = money (Swa hili)

MSE Micro- and small Enter prise

MSCT Micro Sav ings and Credit Trust

MSSL Mahindra Shubhlabh

MSSS Malankara Social Ser vice Soci ety

N/A not appli ca ble

NABARD National Bank for Agri cul ture and Rural Devel op ment (India)
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NAD Nor we gian Asso ci a tion of Dis abled

NBFI non-bank finan cial insti tu tion

NGO Non-gov ern men tal Orga ni za tion

NLCL Net work Leas ing Cor po ra tion Lim ited, Paki stan

NMB National Microfinance Bank (Tan za nia)

NRSP National Rural Sup port Programme (Paki stan)

NUDIPU National Union of Dis abled Per sons in Uganda

NWTF Negros Women For Tomor row Foun da tion (Phil ip pines)

ODI Over seas Devel op ment Insti tute

OECD Orga ni za tion for Eco nomic Co-oper a tion and Devel op ment

OFW Over seas Fil i pino Work ers

OIBM Oppor tu nity Inter na tional Bank Malawi

OLC Oportunidad Latinoamérica 

PAR Port fo lio at Risk

PCA Per sonal Cap i tal iza tion Accounts

PCR Poupança e Credito Rotativo [rotat ing sav ings and credit groups]

PDA Per sonal Dig i tal Assis tant

PEBLISA Pre vent ing and Elim i nat ing Bonded Labour in South Asia

PEST Polit i cal, Eco nomic, Social and Tech no log i cal

PKR Paki stan Rupee

PLWHA Per sons liv ing with HIV/AIDS

PMC Prod uct Man age ment Com mit tee

PMPC Panabo Multi-Pur pose Coop er a tive

POS point-of-sale

PP Perum Pegadaian

PPI Prog ress out of Pov erty Index

PPP Pur chas ing Power Party

PR Pub lic rela tions

PRA Par tic i pa tory Rural Appraisal

PRIDE Pro mo tion of Rural Ini tia tives and Devel op ment Enter prises (Guinea)

PRODEM Fundación para la Promoción y Desarrollo de la Microempresa (Bolivia)
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PWR Par tic i pa tory wealth rank ing

Q&As Ques tions and answers

R&D Research and Devel op ment

RADAR Rural AIDS and Devel op ment Action Research (South Africa)

RBAP Rural Bank ers Asso ci a tion of the Phil ip pines

RBP Rural Bank of Panabo (Phil ip pines)

RCPB Réseau des Caisses Populaires du Burkina

RD$ Domin i can peso

RMC Risk Man age ment Com mit tee

RMP Rural Main te nance Pro gram

ROE Return on equity

ROSCA Rotat ing sav ings and credit asso ci a tion

Rp. Rupees

RRA Rights, Respon si bil i ties, and Advo cacy

RTS Remote Trans ac tion Sys tem

S.A. Anon y mous Soci ety

SACCO Sav ings and Credit Coop er a tive 

SATM Smart Auto matic Teller Machines

SEAD Small Eco nomic Activ i ties Devel op ment

SEAGA Socio-eco nomic and Gen der Anal y sis

SEEDS Sarvodaya Eco nomic Enter prise Devel op ment Ser vices (Sri Lanka)

SEEP Small Enter prise Edu ca tion and Pro mo tion

SEF Small Enter prise Foun da tion (South Africa)

SEWA Self-Employed Women's Asso ci a tion (India)

SFCL Small Farmer Coop er a tive, Ltd. (Nepal)

SFI Serviamus Foun da tion Incor po rated (Phil ip pines)

SHG Self-help group

SIFFS South Indian Fed er a tion of Fish er men Soci et ies

SfL Sis ters for Life

SIM Sub scriber iden tity mod ule

SIYB Start and Improve Your Busi ness
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SKS Swayam Krishi Sangam (India)

SMART Spe cific, Mea sur able, Achiev able, Real is tic, and Time-bound

SME Small and Medium Enter prise

SMS Short mes sage ser vice

SPARC Soci ety for the pro mo tion of area resource cen tres

SSB Sharia super vi sory board

SSI Sur vival Score Index 

SWIFT Soci ety for World wide Inter bank Finan cial Tele com mu ni ca tion 

SWOT Strengths, Weak nesses, Oppor tu ni ties, Threats

TASO The AIDS Sup port Orga ni za tion

Tk Taka (Cur rency of Ban gla desh)

TLM The Lep rosy Mis sion Trust (India).

TPB Tan za nia Postal Bank

TRY Tap and Repo si tion Youth

TSKI Taytay sa Kauswagan, Inc. (Phil ip pines)

TUP Tar get ing the Ultra Poor

TUW SKOK Mutual Insur ance Com pany of Coop er a tive Sav ings and Credit Unions
(Poland)

TYM Tao Yeu May (Affec tion ate Fund, Viet nam)

UGA United Geor gian Bank

UK United King dom

ULD United Leas ing Com pany (Tan za nia)

UMCOR United Meth od ist Commitee on Relief

UMU Uganda Microfinance Union

UN United Nations

UNDP United Nations Devel op ment Programme

UNESCO United Nations Edu ca tional, Sci en tific and Cul tural Orga ni za tion

UNFPA United Nations Pop u la tion Fund

UNHCR United Nations High Com mis sioner for Ref u gees

UNICEF United Nations Chil dren's Fund

UNIFEM United Nations Devel op ment Fund for Women
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U.S. United States

USA United States of Amer ica

US$ United States dol lar

USAID United States Agency for Inter na tional Devel op ment

USSD unstruc tured sup ple men tary ser vice data

UTI Unit Trust of India

VAT Value-added tax

VCT Vol un tary coun sel ing and test ing

VDBI Vul ner a bil ity to Debt Bond age Index

VGF Vul ner a ble Group Feed ing Programme

VLTCS Vol un tary long-term con trac tual sav ings

vs. Ver sus

VS&L Vil lage Sav ings and Loan

VSLA vil lage sav ings and loan asso ci a tions

WEP Women's Empow er ment Pro gram

WFP World Food Programme

WHO World Health Organi sa tion

WOCCU World Coun cil of Credit Unions

WORD Women Read ing for Devel op ment

WU-KG Women's Union of Kien Giang (Viet nam)

WWB Women's World Bank ing

X.A.C Golden Fund for Devel op ment (Mon go lia)

YAP Youth Appren tice ship Programme

YCO Youth Char i ta ble Organi sa tion

YDF Youth Devel op ment Foun da tion
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Part I: Pre par ing for Diver si fi ca tion

The first three chap ters of this book are designed to help MFIs plan and
orga nize them selves for suc cess ful prod uct diver si fi ca tion. Insti tu tions
that offer a very lim ited num ber of prod ucts can use this sec tion to
enhance their under stand ing of diver si fi ca tion, the rewards and risks they
can expect to gen er ate through dif fer ent diver si fi ca tion strat e gies, and the 
steps they might need to take to diver sify in a stra te gic and cost-effec tive
man ner. Insti tu tions that already offer a range of prod ucts and ser vices
can use this mate rial in other ways: to ana lyze their prod ucts at mul ti ple
lev els and explore new oppor tu ni ties for diver si fi ca tion, to strengthen their 
man age ment of exist ing and new prod uct devel op ment pro cesses, and to
iden tify strat e gies for using their diverse prod uct mix to enter new mar kets 
or new seg ments within mar kets they already serve.

In sum, this intro duc tory sec tion explores the con cept of diver si fi ca tion
from a vari ety of per spec tives and attempts to artic u late the pre req ui sites
for suc cess. It also encour ages MFIs and the enti ties that sup port them to 
reflect upon their diver si fi ca tion efforts to date and how they might do
things dif fer ently in the future to expand their out reach through ongo ing
prod uct and mar ket devel op ment. 
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01 1 Under stand ing Prod uct Diver si fi ca tion

“Suc cess (in terms of both deep out reach and insti tu tional sustainability) will come to those
orga ni za tions that best deter mine the per cep tions, needs, and wants of the very poor and
sat isfy them through the design, com mu ni ca tion, pric ing, and deliv ery of appro pri ate and

com pet i tively via ble offer ings.” ~ Kotler and Andreasen (1996)

The microfinance indus try has come a long way in the last 20 years. Even five years ago, most
MFIs were still focused on con quer ing the chal lenges of deliv er ing one prod uct – microcredit
– to one mar ket – microentrepreneurs. The suc cess of pio neer ing insti tu tions that have imple -
mented a broader vision of sus tain able finan cial ser vices for the poor is now inspir ing MFIs
around the world to ques tion whether they too can and should do more.

This chap ter lays the foun da tion for dis cuss ing suc cess ful prod uct diver si fi ca tion by clar i fy ing 
a few impor tant def i ni tions and con cepts. It also intro duces the main oppor tu ni ties and chal -
lenges that diver si fi ca tion can pose. It addresses the following six themes:

1. What is prod uct diver si fi ca tion?

2. Why diver sify?

3. The dam age diver si fi ca tion can cause

4. Man ag ing the chal lenges and oppor tu ni ties

5. What is a stra te gic prod uct mix?

6. Towards suc cess ful prod uct diver si fi ca tion

1.1 What Is Prod uct Diver si fi ca tion?

To define prod uct diver si fi ca tion, one must first define prod uct. For microfinance insti tu -
tions, a prod uct is a finan cial ser vice that cus tom ers pur chase because it ful fils a par tic u lar
need. Some of the most com mon types of prod ucts are credit, sav ings, insur ance, and money
trans fer ser vices. Some prod ucts com bine mul ti ple finan cial ser vices in one pack age, while
oth ers inte grate finan cial ser vices with non-finan cial ser vices such as edu ca tion, training or
market linkages.

A prod uct can be ana lyzed at three main lev els, as shown in Fig ure 1.1 (Brand, 1998a):

1. Core prod uct: The main ben e fit the prod uct is pro vid ing or the need it is ful fill ing. A sav -
ings prod uct, for exam ple, might pro vide finan cial return, secu rity or liquid ity. 

2. Actual prod uct: The spe cific fea tures and pack ag ing that char ac ter ize what the cus tomer
is buy ing. For a pass book sav ings prod uct, this would include the inter est rate, min i mum
bal ance require ments, with drawal fees, account open ing form and pass book design.

3. Aug mented prod uct: The way cus tom ers receive what they are buy ing. This includes how 
the prod uct is deliv ered and ser viced, for exam ple, the hours of oper a tion dur ing which
cus tom ers can access their sav ings, the amount of time it takes to open an account, the way
cus tom ers are treated before and after they open their account, and so on.
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Tak ing into account all three lev els, the num ber of finan cial prod ucts that could be intro duced 
into a com pet i tive mar ket place appears unlim ited. Even if two MFIs were to offer two sav ings 
prod ucts that served the same basic need and had very sim i lar fea tures, dif fer ences in the way
the two prod ucts are pack aged or deliv ered could clearly dis tin guish them among customers.

Fig ure 1.1 The To tal Prod uct

Source: Adapted from Brand, 2001.

Prod uct diver si fi ca tion refers to the devel op ment, mar ket ing and deliv ery of one or more
finan cial (and per haps non-finan cial) ser vices that expand an insti tu tion’s exist ing prod uct
offer ing. Insti tu tions can diver sify in a num ber of ways:

l by intro duc ing a com pletely new prod uct that has never before been seen in the mar ket
(for exam ple, FINCA Uganda and Microcare launch ing a health microinsurance prod uct
in 1999);

l by intro duc ing a prod uct line that is new to the insti tu tion, but not to the mar ket (for
exam ple, TSKI, a credit-only MFI in the Phil ip pines, intro duc ing a vol un tary sav ings
prod uct in 2007);

l by add ing a new prod uct to an exist ing prod uct line (for exam ple, El Comercio intro duc -
ing a hous ing loan in Par a guay to com ple ment its exist ing microenterprise loan prod uct);

l by launch ing a “new and improved” ver sion of an exist ing prod uct (for exam ple, Grameen
Bank intro duc ing a more flex i ble “Basic Loan” to even tu ally replace its “Gen eral Loan”).

When an MFI intro duces a new prod uct, that prod uct can dif fer from exist ing prod ucts at any 
of the three lev els described above:

l The new prod uct can meet an entirely new need or deliver a unique type of ben e fit. For
instance, a new money trans fer prod uct could enable cus tom ers to make pay ments in a
way that exist ing credit, sav ings and insur ance prod ucts can not. In this case, diver si fi ca -
tion takes place at the core prod uct level.
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l The new prod uct can deliver the same core ben e fit as an exist ing prod uct, but do so
through a dif fer ent pack age of fea tures. For exam ple, vol un tary sav ings and emer gency
loan prod ucts can both pro vide access to cash if a cli ent faces an unex pected expense, but
they pro vide that access through dis tinct sets of activ i ties and pre req ui sites, with dif fer ent
costs and tim ing for the cli ent. A card-based sav ings prod uct could be intro duced with
sim i lar terms and con di tions as an exist ing pass book sav ings account, but be deliv ered
through a dif fer ent pro cess and with dis tinct phys i cal evi dence. In such cases, diver si fi ca -
tion takes place at the actual prod uct level.

l The new prod uct can deliver the same core ben e fit and fea tures as an exist ing prod uct, but 
be ser viced or com mu ni cated dif fer ently. For instance, an MFI might try to sell its exist ing 
work ing cap i tal loan prod uct to men using a dif fer ent sales strat egy than it uses to sell the
prod uct to women. Even if it has one inter nal name for the prod uct, it could mar ket the
prod uct through dif fer ent chan nels, use dis tinct lan guage and images, and high light dif fer -
ent ben e fits, thus cre at ing the impres sion that it is sell ing a “work ing cap i tal loan for men”
and a “work ing cap i tal loan for women”. In this case, diver si fi ca tion takes place at the aug -
mented prod uct level.

An MFI’s degree of diver si fi ca tion will depend not only on the num ber of prod ucts it offers
or is per ceived to offer, but also on the range of needs that its prod ucts can sat isfy. Bai
Tushum Finan cial Foun da tion in Kyrgyzstan, for exam ple, has a large port fo lio of loan prod -
ucts for live stock, crop pro duc tion, trade, fixed assets, con sump tion, mort gages, coop er a -
tives, small and medium enter prises, and groups of self-employed women. Bank Rakyat
Indo ne sia (BRI)’s microfinance units offer only two loan prod ucts (sal ary loans and a ver sa tile 
enter prise loan), but also offer three sav ings prod ucts and a money trans fer ser vice. It can be
argued that Bai Tushum is a more diver si fied insti tu tion because of the num ber of prod ucts it
offers, but it can also be argued that BRI’s microfinance units are more diver si fied because
they offer products that meet a wider array of needs.

The impor tant ques tion to con sider is not which insti tu tion is more diver si fied, but rather,
which diver si fi ca tion strat egy is the right one for a par tic u lar insti tu tion at a par tic u lar point in
time. As explained below, expan sion of an MFI’s prod uct port fo lio will not auto mat i cally cre -
ate value for an insti tu tion or its cli ents. It is not a goal in and of itself. Prod uct diver si fi ca tion
can, how ever, play a crit i cal role in help ing an MFI achieve its objectives.

1.2 Why Diver sify?

There are numer ous good rea sons for an MFI to diver sify its prod uct offer ing: to meet cur -
rent cus tom ers’ needs better, to increase cus tomer loy alty, to attract new cus tom ers, to
achieve a social mis sion, to diver sify sources of income and fund ing, to reduce insti tu tional
risks, to increase prof it abil ity, and to be com pet i tive. Each of these is dis cussed briefly in this
section.

1. To meet cur rent cus tom ers’ needs better

As sum ma rized in Table 1.1, low-income cli ents have a need for many types of finan cial ser -
vices. They may not require all of these ser vices at once and their needs will cer tainly change
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over time, but no microfinance insti tu tion will be able to meet all of its cli ents’ needs through
a sin gle prod uct. Through diver si fi ca tion, an MFI can offer cli ents more options and prod ucts 
that are better suited to meet par tic u lar needs. This increases prod uct effec tive ness as well as
the flex i bil ity of cli ents’ finan cial man age ment and results in greater cus tomer sat is fac tion.

Ta ble 1.1 Cat e go ries and Pur poses of Fi nan cial Ser vices for
Low-in come Cli ents

Cat e gory Pur pose Finan cial Ser vices

1) Pay ments Man age ment Receive wages or remit tances,
pay bills or send money

• Bank accounts

• Money trans fers

• For eign exchange

2) Cash Flow Man age ment Smooth income and
con sump tion

• Liq uid sav ings

• Con sump tion loans

3) Invest ment Man age ment Main tain and grow pur chas ing
power of sav ings and other
assets

• Term depos its

• Hous ing and asset loans

• Leas ing

• Retire ment sav ings (or
micropensions)

4) Busi ness Ser vices Assist busi ness with its finan cial 
needs

• Start up, work ing cap i tal and
expan sion loans

• Pay roll ser vices

• Prop erty and lia bil ity
insur ance 

• Ven ture cap i tal invest ment

5) Risk Man age ment Reduce vul ner a bil ity to
eco nomic stresses, keep money
safe

• Tar geted sav ings

• Emer gency loans

• Life, health and prop erty
insur ance

• Safe deposit box

Source: Adapted from Chur chill and Frankiewicz, 2006.

2. To increase cus tomer loy alty

One of the best ways for an MFI to encour age exist ing cus tom ers to remain with the insti tu -
tion is to offer them a port fo lio of prod ucts that remains rel e vant even as their needs change.
Prod uct diver si fi ca tion can be an impor tant part of any insti tu tion’s effort to develop a life -
long rela tion ship with cli ents. Chil dren’s sav ings accounts or appren tice ship loans could draw
young peo ple into a rela tion ship with an MFI while microenterprise and hous ing loans, life
insur ance, or a retire ment sav ings prod uct could keep them in the rela tion ship as they age.
The more an MFI suc ceeds in sat is fy ing a cus tomer over time, the greater the chances of that
cli ent becom ing not only a loyal cus tomer, but also an advo cate for the insti tu tion – some one
who rec om mends the insti tu tion to friends, family, neighbours and colleagues. 
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Of course, the reverse is also true. Insti tu tions that do not diver sify to meet their cus tom ers’
chang ing needs give cus tom ers no choice but to look else where to have their needs met. The
com pet i tive microfinance mar ket in Bolivia pro vides a case in point. BancoSol, which exclu -
sively offered sol i dar ity group loans for many years, was slow to develop an indi vid ual loan
prod uct for cus tom ers who were out grow ing their groups. When Caja Los Andes (now Banco 
Los Andes ProCredit) entered the mar ket pro vid ing only indi vid ual loans, it eas ily attracted
many of BancoSol’s best cus tom ers because it offered what they wanted.

3. To attract new cus tom ers

Just as exist ing cus tom ers are enticed to remain with an insti tu tion that has a diverse prod uct
offer ing, new cus tom ers may be attracted by an MFI’s abil ity to meet mul ti ple finan cial needs.
MFIs can also intro duce new prod ucts that help it reach out to new mar ket seg ments, such as
sav ers, rural com mu ni ties or migrant work ers. In Bosnia and Herzegovina, EKI expanded its
tar get mar ket from small and medium-sized enter prises to include a poorer and more rural cli -
en tele because it believed this mar ket seg ment had sig nif i cant poten tial for growth. It devel -
oped a loan prod uct to meet the needs of this new seg ment and within two years that prod uct
came to rep re sent 73 per cent of EKI’s loan port fo lio. In the same time period, EKI’s total
num ber of cli ents increased from 9,000 to nearly 19,000 (Szubert and Petric, 2005).

4. To achieve a social mis sion

By devel op ing addi tional prod ucts, insti tu tions can be more effec tive at sup port ing the over all 
socio eco nomic devel op ment of their cli ents. The Self-Employed Women’s Asso ci a tion
(SEWA) in India, for exam ple, pro vides a range of ser vices to its cli ents and has tracked the
ben e fits asso ci ated with dif fer ent inter ven tions (see Table 1.2). It has found that it is able to
have a greater over all impact because of the way its mul ti ple ser vices rein force each other
(Chen, 2005). As dis cussed in Mod ule 15, a grow ing num ber of MFIs are diver si fy ing their
prod uct port fo lio, often add ing non-finan cial ser vices to the finan cial ser vices mix, to reach
poorer mar ket seg ments effec tively.

Ta ble 1.2 Im pact at SEWA by Type of In ter ven tion

Loans and Sav ings:

• Use of finan cial ser vices is asso ci ated with increases in house hold income, both total and per capita.

• Use of finan cial ser vices is asso ci ated with sig nif i cant hous ing improve ments and dura ble goods
pur chases.

• Bor row ing and sav ing increases sec ond ary school enrol ment, espe cially of boys.

• Repeated bor row ing from SEWA Bank is asso ci ated with increased expen di ture on food.

• Use of loans is asso ci ated with improved abil ity to cope with eco nomic shocks.

Childcare:

• Use of day care cen tres is asso ci ated with increases in child health and sev eral child devel op ment
indi ca tors, nota bly edu ca tion.

• Use of day care cen tres is asso ci ated with nota ble increases in the work ing hours and earn ings of
moth ers, as well as reduc tion in their stress or anx i ety about child care.
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Infra struc ture Ser vices:

• Pro vi sion of urban infra struc ture – water, san i ta tion, elec tric ity – is asso ci ated with improve ments in
health and increases in hours of work, pro duc tiv ity, and incomes. 

• Pro vi sion of rural infra struc ture – nota bly, water resources – is asso ci ated with increases in hours of
work and in income, if the released time is invested in eco nomic activ i ties.

Health Insur ance:

• A far higher per cent age of SEWA mem bers – as many as ten times – com pared to the gen eral
pop u la tion have health insur ance.

• Health insur ance reim burse ments halved the per cent age of cat a strophic hos pi ta li sa tions (defined as
cost ing more than 10 per cent of annual house hold income) and hos pi ta li sa tions result ing in
impov er ish ment.

Source: Chen, 2005.

5. To diver sify sources of income and fund ing

Com mis sion and fee-based prod ucts, such as insur ance, remit tances, money trans fers and bill
pay ment ser vices, allow MFIs to gen er ate rev e nue through means other than the loan port fo -
lio. Instead of risk ing cap i tal upfront to earn inter est income later, MFIs can gen er ate income
upfront, either before or at the time a ser vice is pro vided. The dif fer ent cash flows pro vided
by these prod ucts can aid an insti tu tion’s liquid ity man age ment. They can also add to an MFI’s 
bot tom line. In 2007, six per cent of the rev e nue gen er ated by MFIs report ing to the
Microfinance Infor ma tion eXchange (MIX) came from fee-based finan cial ser vices; another
four per cent came from other assets, mainly inter est on invest ments. This may seem insig nif i -
cant, yet these rev e nues rep re sented at least half of all net oper at ing income (after remov ing
expenses) for 49 per cent of the 549 sustainable MFIs in the sample (Gonzalez, 2008). 

If the prod ucts being intro duced are sav ings prod ucts, then diver si fi ca tion can also broaden
an MFI’s sources of fund ing. This is par tic u larly impor tant if the sav ings prod ucts are
long-term because they can gen er ate resources that can then be used to finance lon ger-term
lend ing prod ucts such as hous ing loans and leas ing prod ucts, which are often in demand by
cus tom ers but are dif fi cult to finance.

6. To reduce insti tu tional risks

Prod uct diver si fi ca tion can help MFIs to reduce risk in sev eral ways. By giv ing cli ents more
tools with which to man age their finan cial stresses, insti tu tions can mit i gate their own credit,
rep u ta tion, com pe ti tion and social mis sion risks. As men tioned in point five, if dif fer ent prod -
ucts gen er ate income in dif fer ent pat terns, then diver si fi ca tion can help an insti tu tion ensure
that it has suf fi cient cash on hand when needed. If an MFI is try ing to pro vide long-term loans 
financed by short-term lia bil i ties, the intro duc tion of lon ger-term sav ings prod ucts could
reduce its asset-lia bil ity risk. It can also reduce depend ence on a sin gle rev e nue stream. If the
econ omy turns sour and enter prise loans are less in demand, an MFI could still gen er ate
income through other types of loans or fee-based ser vices. In addi tion, by man ag ing a port fo -
lio of prod ucts that cater to dif fer ent eco nomic subsectors, MFIs like Confianza in Peru (see
Box 1.1) can avoid the risks that come from concentrating too narrowly on one segment of
the population.
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7. To increase prof it abil ity

Expand ing one’s cus tomer base and sources of income, increas ing cus tomer loy alty, gen er at -
ing more busi ness vol ume per cli ent by cross sell ing mul ti ple ser vices to each cus tomer, and
low er ing costs through better risk man age ment can all con trib ute to greater insti tu tional prof -
it abil ity. The Grameen Bank in Ban gla desh, for exam ple, increased net prof its six-fold in one
year – from 60 to 358 mil lion taka (US$6 mil lion) – as a result of re-invent ing its prod uct port -
fo lio. Research ers con cluded that the improve ment in per for mance was “related to the
greater attrac tive ness of Grameen II’s wider range of more user-friendly loan prod ucts, and to 
its deci sion to attract depos its in much greater vol ume, which has allowed it to expand its loan
port fo lio and serve many new borrowers” (Hossain, 2005).

8. To improve competitiveness

The first MFI to intro duce a new prod uct or ser vice will dif fer en ti ate itself from all other
com pet i tors. It is likely to be per ceived as more inno va tive and more respon sive, and this can
result in a stron ger brand and increased mar ket share. MFIs that are not among the first to
bring a prod uct to the mar ket can remain com pet i tive only if they intro duce a prod uct of their
own that offers at least as much value as that of the com pe ti tion. XacBank in Mon go lia pro -
vides a good exam ple of how MFIs use prod uct diver si fi ca tion as a com pet i tive strat egy (refer
to the case study at the end of Chapter 2).

Copy ing a mar ket leader’s prod uct can help an MFI retain cus tom ers, but it will not dis tin -
guish the MFI in the mar ket place or enable it to gain mar ket share. If an MFI is not the mar ket 
leader, it will have to mod ify the mar ket leader’s design and improve upon it in some way to
attract cli ents who did not find pre vi ous ver sions of the prod uct use ful or find the MFI’s
adap ta tion more attrac tive than what oth ers are offer ing. In mature or highly com pet i tive
mar kets, even very small changes in a prod uct’s design or mar ket ing can enable an MFI to dif -
fer en ti ate its prod uct and increase mar ket share. 
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Box 1.1 Loan Diver si fi ca tion at Confianza

Confianza is a small reg u lated microfinance insti tu tion in cen tral Peru that pro vides agri -
cul tural loans along side a range of rural, urban, small busi ness, hous ing, and con sumer
loans to low-income cli ents. From its begin nings as an Inter-Amer i can Devel op ment
Bank-funded NGO pro gram in 1993 until becom ing a reg u lated microfinance pro vider in 
1999, Confianza’s loan port fo lio was almost exclu sively devoted to sol i dar ity group loans 
for agri cul tural pur poses. When a com bi na tion of fac tors, includ ing plung ing com mod ity
prices, led to an arrears rate of over 50  per cent in 1999, Confianza was forced to make
a set of swift, sub stan tial changes in order to sur vive.

The MFI altered its lend ing meth od ol ogy, insti tuted stricter lend ing require ments and
mon i tor ing, and added urban and indi vid ual loans to diver sify its port fo lio. Its non-agri cul -
tural port fo lio flour ished, yet Confianza also main tained a focus on agri cul tural lend ing
(about a quar ter of its total port fo lio), with lend ing to agri cul ture almost qua dru pling in vol -
ume over the next few years. By year-end 2002, Confianza had become finan cially sus tain -
able, lend ing more than US$4 mil lion annu ally, with a respect able arrears rate (port fo lio at 
risk > 30 days) of less than 4  per cent and a 19  per cent adjusted return on equity.

Source: Pearce and Reinsch, 2005a.



1.3 The Dam age Diver si fi ca tion Can Cause

Although the poten tial ben e fits are many, prod uct diver si fi ca tion will not nec es sar ily gen er ate
returns for an insti tu tion. The intro duc tion of a new prod uct cre ates many oppor tu ni ties for
things to go wrong, as dem on strated by Equity Bank’s expe ri ence with its con sumer loan
prod uct in Kenya (see Box 1.2). Diver si fi ca tion could result in finan cial losses, reduced
demand for exist ing prod ucts, weaker ser vice qual ity, mis sion drift and/or dam age to the
institution’s reputation.
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Box 1.2 The Risk of Fol low ing the Com pe ti tion

In the words of CEO James Mwangi, “We thought it would be a quick win.” Equity Bank
had a great deal of liquid ity thanks to its suc cess ful sav ings mobi li za tion and was look ing 
for a way to use those funds prof it ably. Other banks already offered a sal ary-based loan
prod uct and Equity was under pres sure to do the same. Since it offered a Sal ary Advance
prod uct and thought it under stood the sal a ried mar ket fairly well, it decided not to fol low
the more time con sum ing prod uct devel op ment pro cess that it had used with other prod -
ucts.

Equity Bank intro duced a prod uct called “Equiloan” that was very sim i lar to other sal -
ary-based loan prod ucts on the mar ket. From the out set, there was enor mous demand for 
the prod uct. It was easy to admin is ter at low vol ume, so the bank scaled up quickly,
reach ing a port fo lio of US$3.75 mil lion within 9 months. Although Equity Bank
expected the strong response, it was not fully ready for it. It under es ti mated the amount
of staff time that would be required to com plete employer assess ments and to man age
the employer rela tion ships on a daily basis. Soon, one Equity employee was man ag ing a
port fo lio of 5,000 cli ents.

It took more than three months for Equity to get into the cen tral pay ment sys tem and it
had not built a grace period into the prod uct’s design, so sev eral months of arrears
quickly piled up as cus tom ers’ loan pay ments came due and their sal a ries had not yet
been cred ited to the bank. Once an employer’s sal ary pay ments had been pro cessed,
there was no easy way for Equity’s man age ment infor ma tion sys tem (MIS) to iden tify cli -
ents asso ci ated with that employer.

The delays in get ting sal a ries cred ited, together with instances of inter nal and exter nal
fraud involv ing fake and fraud u lent pay slips, masked other prod uct weak nesses which
con trib uted to ris ing port fo lio at risk (PAR) lev els. By July 2004, six months after Equiloan
had been intro duced, PAR > 30 days was 7 per cent, a level Equity deemed dan ger ous for
a new prod uct. Three months later, it had risen to 18 per cent.

Equity Bank had a major chal lenge on its hands. As Mwangi noted, “Tack ling the prob -
lem when it is small is one thing; solv ing it when you already have a port fo lio of 60,000
cli ents is another.” Equity remapped all of the prod uct’s pro cesses and com pletely
reengineered how the prod uct is deliv ered, pay ing care ful atten tion to the risks that had
been iden ti fied. It pur chased and installed a new MIS and launched a major col lec tions
effort. By Novem ber 2005, it could report that 90 per cent of the delin quent port fo lio
was per form ing, although provisioning and mon i tor ing costs asso ci ated with the prod uct
con tin ued to be sig nif i cant.

Source: Adapted from Frankiewicz, 2006.



Finan cial Losses

If an MFI’s new prod uct fails, the insti tu tion will lose time, energy, and money. A prod uct can
fail for sev eral rea sons: 

l Few peo ple buy it. Per haps they do not like the prod uct, or they like what the com pe ti -
tion is offer ing better. Maybe they do not have a need for it, or they do not under stand it
well enough to be will ing to pur chase it. What ever the rea son, if too few peo ple buy it, the
MFI will not gen er ate enough income to cover the costs of devel op ing and deliv er ing the
prod uct.

l The prod uct con cept is well-received, but the insti tu tion has dif fi culty deliv er ing
it. Inad e quate infor ma tion sys tems, phys i cal infra struc ture, com mu ni ca tion chan nels or
risk man age ment could result in a prod uct not being deliv ered effec tively, as illus trated by
the Equity Bank case above. Poorly recruited, inad e quately trained or unmo ti vated staff
could also con trib ute to prod uct fail ure, as described in Box 1.3.

l The prod uct is used in an unan tic i pated man ner. This can sub ject the insti tu tion to
risks that the prod uct design does not con trol, as was the case with one South Afri can
bank’s trac tor loan. The prod uct was very pop u lar, but ulti mately failed because the loan
recip i ents were laid-off work ers who did not under stand the agri cul tural mar ket. Loans
were used to finance sec ond-hand trac tors, which proved dif fi cult for cus tom ers to main -
tain. When trac tors broke down they were grad u ally dis man tled for parts, and with out an
income, bor row ers could not repay their loans (Cracknell, 2006).

l The prod uct is priced inap pro pri ately. In this case, the prod uct is well-received by the
mar ket and the insti tu tion deliv ers it effec tively, but the price of the prod uct is ini tially set
too low to cover its costs. Yeshasvini Trust in India had to dou ble the pre mium on its
health insur ance prod uct dur ing its third year of oper a tion in an attempt to achieve finan -
cial self suf fi ciency. It lost one third of its cli ents (750,000 mem bers) as a result
(Radermacher et al., 2005).

Reduced Demand for Exist ing Prod ucts

If cus tom ers choose to buy the new prod uct instead of a prod uct that is already on offer, the
new prod uct will sim ply replace or “eat” the old one, rather than cre at ing a new rev e nue
stream (the phe nom e non is referred to as “can ni bal iza tion”). This is what hap pened to the
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Box 1.3 Prod uct Diver si fi ca tion Leads to Insti tu tional Col lapse

In the late 1990s, Fed eral Sav ings, a coop er a tive based in Ban gla desh, tried to dupli -
cate the inno va tive prod ucts of SafeSave, which was suc cess fully oper at ing in Dhaka
slums. How ever, although Fed eral Sav ings could copy the fea tures of the prod uct it
could not dupli cate the orga ni za tional cul ture, or the care ful man age ment and pre cise
report ing sys tems that under pinned SafeSave. With pop u lar prod ucts, Fed eral Sav ings
expanded rap idly, became dan ger ously under cap i tal ized and even tu ally col lapsed.

Source: Cracknell, 2006.



Asso ci a tion for Social Advance ment (ASA) in Ban gla desh when it intro duced the Asso ci ate
Mem ber’s Sav ings Account. The prod uct was an open access, vol un tary sav ings account that
could be used by mem bers of the com mu nity who did not want to bor row. It was a rel a tively
high-cost prod uct that began to can ni bal ize the exist ing Gen eral Mem ber’s Sav ings Account
because it was mar keted only to exist ing bor row ers’ rel a tives who were already sav ing indi -
rectly through the bor row ers’ Gen eral Member’s Savings Account (Wright et al., 2001a).

Can ni bal iza tion often occurs when a new prod uct is added to an exist ing prod uct line. If a
group-lend ing MFI launches an indi vid ual loan prod uct, some of the cli ents that used to take a 
group loan because it was the only option avail able will actu ally pre fer and be able to qual ify
for an indi vid ual loan. Microenterprise lend ers that intro duce hous ing or con sump tion loans
can face a sim i lar sit u a tion. New prod ucts can be designed to encour age cli ents’ tran si tion
from an old prod uct to a new prod uct that meets their needs more appro pri ately and to cover
the cost of that tran si tion. How ever, exist ing prod ucts may begin to oper ate at a loss if the
MFI does not fore see a cer tain degree of can ni bal iza tion and redistribute its resources
accordingly.

Weak ened Ser vice Qual ity

A new prod uct can cause dam age by mak ing it more dif fi cult for staff to deliver an MFI’s
pre-exist ing prod uct menu. Resources may be diverted from exist ing prod ucts to fuel new
prod uct devel op ment and the old vol ume of busi ness may have to be han dled in less time, by
fewer peo ple, or with more lim ited sup port from back or head office staff. The qual ity of ser -
vice pro vided to exist ing cus tom ers could suffer as a result.

The intro duc tion of a new prod uct could also com pli cate the prod uct menu, mak ing it more
dif fi cult for staff to clearly explain what the insti tu tion has to offer and mak ing it harder for
cli ents to decide which prod uct best meets their needs. Each time a new prod uct is added to
the mix, the vol ume of infor ma tion that must be remem bered and orga nized increases, and
this increases the poten tial for con fu sion and errors.

Mis sion Drift

A fourth way that a new prod uct can cause dam age is by mov ing an insti tu tion away from its
stated pur pose or tar get mar ket. This can hap pen if an MFI designs a new prod uct to improve
its finan cial sustainability and ends up serv ing better-off or less-risky cli ents than it is man -
dated to serve. Even if an insti tu tion designs a prod uct with its tar get mar ket in mind, the
prod uct can become pop u lar with other types of cus tom ers. For exam ple, when some
group-lend ing MFIs intro duced indi vid ual lend ing to facil i tate the expan sion of exist ing (pri -
mar ily female) cli ents’ busi nesses, they found that the prod uct attracted large num bers of new
(pri mar ily male) cli ents as well. The pop u lar ity of the prod uct among men quickly shifted the
cli ent gen der bal ance in insti tu tions that existed, first and foremost, to empower women.

Mis sion drift can also occur if an MFI devel ops a new prod uct in response to gov ern ment
pres sure or an oppor tu nity to access addi tional funds. The new prod uct may ben e fit the MFI,
but it may simul ta neously divert resources from the insti tu tion’s cur rent stra te gic plan. This
can result in less out reach to the MFI’s tar get mar ket or inad e quate invest ment in the peo ple
and infra struc ture needed to effec tively imple ment the MFI’s core activities.

Preparing for Diversification
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MFIs that make a delib er ate deci sion to change their mis sion and develop a new prod uct as
part of their strat egy for achiev ing that new mis sion do not suf fer from mis sion drift. In such
cases, prod uct devel op ment fol lows a change in mis sion; it is not prod uct devel op ment that
leads the insti tu tion away from its mis sion. Nev er the less, an MFI that changes its mis sion may 
still be crit i cized by the pub lic for shift ing its focus away from one mar ket or pur pose in
favour of another, par tic u larly if the rea sons for the change are not well-communicated.

Rep u ta tion Dam age

Obvi ously, if a prod uct fails, that fail ure could have a neg a tive impact on the image of an insti -
tu tion. How ever, even a suc cess ful prod uct can neg a tively affect an MFI’s rep u ta tion. This
can occur, for exam ple, if staff become over-worked or highly stressed as a result of the new
prod uct’s intro duc tion and start to deliver poor cus tomer ser vice. Long lines or wait ing peri -
ods caused by strong prod uct demand can also frus trate cus tom ers and lead them to ques tion
the insti tu tion’s abil ity to deliver on its prom ises. If an MFI begins mak ing larger loans to
small and medium enter prises, it could be criti cised for aban don ing the poor. Table 1.3 sum -
ma rizes the main oppor tu ni ties and chal lenges presented by product diversification.

Ta ble 1.3 Di ver si fi ca tion Op por tu ni ties and Chal lenges

Oppor tu ni ties Chal lenges

• Meet ing cur rent cus tom ers’ needs better

• Increas ing cus tomer loy alty

• Attract ing new cus tom ers

• Ful fill ing a social mis sion

• Diver si fy ing income sources

• Reduc ing insti tu tional risks

• Increas ing prof it abil ity

• Improving competitiveness

• Avoid ing prod uct fail ure

• Cop ing with lower demand for exist ing prod ucts

• Real lo cat ing resources in a way that does not
harm the ser vice qual ity

• Com mu ni cat ing a more com pli cated prod uct
menu

• Pre vent ing mis sion drift

• Safe guard ing the insti tu tion’s brand

Source: Authors.

1.4 Man ag ing the Chal lenges and Oppor tu ni ties

It is impos si ble to reap the ben e fits of prod uct diver si fi ca tion with out becom ing vul ner a ble to 
its risks. There fore, MFIs that wish to diver sify must find ways of man ag ing those risks to
limit the dam age that might be caused dur ing the pro cess of prod uct diversification.

In gen eral, diver si fi ca tion risks can be man aged in the same way that all other risks are man -
aged. The risks must first be iden ti fied, mea sured and pri or i tized. Con trols must then be
designed and imple mented to reduce the insti tu tion’s expo sure to those risks as cost-effec -
tively as pos si ble. After wards, the con trols must be mon i tored and adapted as nec es sary to
ensure their effec tive ness over time. Chap ter 2 explores the risks asso ci ated with prod uct
diver si fi ca tion as well as some of the strat e gies for con trol ling risk dur ing the product
development process.
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Suc cess ful diver si fi ca tion requires more, how ever, than the effec tive man age ment of risk dur -
ing the devel op ment of indi vid ual prod ucts. It also requires effec tive man age ment of the
prod uct port fo lio as a whole to max i mize the ben e fits that an MFI can gen er ate with a par tic u -
lar set of human and finan cial resources. This includes:

l Mak ing sure that the prod ucts in an MFI’s port fo lio work together to ful fill the insti tu -
tion’s stra te gic objec tives.

l Coor di nat ing prod uct devel op ment activ i ties so that actions taken to strengthen per for -
mance in one area do not inad ver tently harm per for mance in another area.

l Coor di nat ing prod uct deliv ery in a way that lever ages insti tu tional strengths, cap tures
econ o mies of scale, pro tects loyal cus tom ers and max i mizes effi ciency.

l Allo cat ing resources so that pri or ity prod ucts get suf fi cient sup port while poorly per form -
ing prod ucts are either fixed or replaced.

l Gath er ing, orga niz ing and chan nel ing infor ma tion about the per for mance of each prod -
uct to deci sion mak ers on a reg u lar basis to facil i tate timely and appro pri ate actions in the
face of chang ing cus tomer needs and mar ket con di tions.

These activ i ties con sti tute the Prod uct Port fo lio Man age ment func tion, which will be dis -
cussed in detail in Chap ter 24. Because of its impor tance, this func tion should be assigned to a 
spe cific group of peo ple, ide ally a prod uct man age ment com mit tee, who can then be held
account able for ensur ing that a stra te gic prod uct mix is cre ated and maintained over time.

1.5 What Is a Stra te gic Prod uct Mix?

Ulti mately, a stra te gic prod uct mix is one that enables an MFI to achieve its mis sion. How -
ever, given lim ited resources and a con stantly chang ing, com pet i tive envi ron ment, what
makes a prod uct mix stra te gic is its abil ity to help an insti tu tion achieve short-term objec tives
in pur suit of a lon ger-term mission.

As an MFI devel ops, it has nine main options for growth, as sum ma rized in Table 1.4. It can
focus on sell ing more of its exist ing prod ucts to mar kets it already serves. It can take its exist -
ing prod ucts to new geo graphic areas or to dif fer ent types of cus tom ers than those it has
served in the past. It can mod ify its prod ucts for sale to exist ing or new mar kets, and it can
develop new prod ucts for sale to exist ing or new cus tom ers (Kotler, 1999). Of course, it can
also com bine strat e gies and pur sue dif fer ent options for dif fer ent products or product lines.

No one strat egy is best. How ever, as Chap ters 2 and 3 will explore, the risks and costs asso ci -
ated with new prod uct and mar ket devel op ment make the strat e gies in the upper left-hand
cor ner of the table safer and cheaper. Thus, if MFIs can make prog ress towards their mis sion
and objec tives by work ing with their exist ing prod uct(s) and mar ket(s), it is usu ally wise to do
so.

When the prod ucts and mar kets that already exist can not meet cli ent and/or insti tu tional
needs, then other growth options become more attrac tive. Insti tu tions can scan the avail able
options, assess their com pet i tive strengths and weak nesses and choose to develop a prod uct
or mar ket that will best enable them to meet their out reach objectives.

1 Under stand ing Prod uct Diver si fi ca tion Preparing for Diversification
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Ta ble 1.4 Strat egy Op tions

PRODUCT

Exist ing Mod i fied New

 Exist ing 1. Sell more of the
MFI’s exist ing
prod uct(s) to the
same types of cli ents
and geo graphic areas
it is already serv ing 

2. Mod ify the MFI’s
prod uct(s) and sell
more to mar kets that
the MFI is already
serv ing

3. Design new
prod uct(s) that will
appeal to mar kets
that the MFI is
already serv ing

Geo graph i cally
Mod i fied

4. Enter new
geo graphic areas and
sell exist ing prod ucts
to the same types of
cus tom ers served
else where

5. Mod ify exist ing
prod uct(s) for sale in
new geo graph ical
mar kets but to the
same types of
cus tom ers served
else where 

6. Design new
prod uct(s) for sale in
a new geo graphic
area but to the same
types of cus tom ers
served else where

New 7. Sell exist ing
prod ucts to new types 
of cus tom ers 

8. Sell mod i fied
prod ucts to new types 
of cus tom ers 

9. Design new
prod ucts to sell to
new types of
cus tom ers 

Source: Adapted from Kotler, 1999.

Since resources are lim ited, how ever, and a pro lif er a tion of prod ucts has the poten tial to con -
fuse staff and cli ents more than it helps, MFIs should find a way to focus their diver si fi ca tion.
Some of the dif fer ent approaches taken by finan cial ser vice pro vid ers are described below.

l Mar ket seg ment approach. MFIs that take this approach decide to focus on a par tic u lar
mar ket seg ment and develop a com bi na tion of prod ucts to meet the needs of that cus -
tomer group. For exam ple, ProMujer in Latin Amer ica is well-known for its delib er ate
focus on women while BancoEstado in Chile seg mented its mar ket into six groups (indi -
vid u als, busi nesses, small enter prises, microenterprises, pub lic insti tu tions and Chil eans
out side the coun try) and offers a dif fer ent port fo lio of prod ucts to each. The con cept and
pro cess of mar ket seg men ta tion will be dis cussed in more detail in Chap ter 3.

l Cli ent lifecycle approach. With this approach, MFIs aim to develop a set of prod ucts
that can meet cli ents’ needs dur ing each stage of their lives. An insti tu tion that con cep tu al -
izes its mix in this way might include chil dren’s sav ings accounts, edu ca tion loans,
microenterprise loans, hous ing loans, and a long-term sav ings or insur ance prod uct in its
port fo lio. Some of the prod ucts that are designed for use early in a cli ent’s life could be
“loss lead ers”, in other words, they might not make a profit, but they would attract new
busi ness, build brand aware ness or cre ate affin ity with the insti tu tion, which would gen er -
ate rev e nue indi rectly and over time. Hattan National Bank in Sri Lanka is serv ing youth
sustainably through a lifecycle approach.

l Busi ness lifecycle approach. This approach is sim i lar to the cli ent lifecycle approach,
but it focuses on meet ing the needs of cli ents’ busi nesses as they grow in vol ume and
assets and become more for mal ized over time. The Small and Micro Enter prise Pro ject of
the Alex an dria Busi ness Asso ci a tion (ABA) in Egypt seeks to “develop and pro mote
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exist ing small and microenterprises, raise the incomes of SMEs, help the trans for ma tion
of SMEs from infor mal to for mal, and con trib ute to solv ing the prob lems of
unemployement (ABA, 2010).” It offers seed cap i tal, group and indi vid ual loans, as well as 
fee-based train ing, mar ket ing and tech ni cal assis tance ser vices. Cli ents can access larger
loans with better terms as their busi nesses grow, become licensed, begin pay ing taxes, and
improve record-keep ing.

l Devel op men tal approach. MFIs that take this approach typ i cally have a strong social
mis sion and aim to sup port the eco nomic and social devel op ment of their cli ents over
time. They offer a set of prod ucts that helps peo ple move up the socio eco nomic lad der
and tran si tion out of pov erty, pro vid ing safety nets along the way to pre vent them from
mov ing too far back wards in the event of a set back or cri sis. The expe ri ences of BRAC
and the Grameen Bank in Ban gla desh pro vide excel lent exam ples of this approach (see
Chap ter 15).

l Core com pe tence approach. Less com mon in microfinance, this is a pop u lar approach
in other indus tries and is being adopted by banks and pri vate com pa nies enter ing
microfinance. To take this approach, an MFI iden ti fies its core com pe tence or strength
rel a tive to the com pe ti tion, and chooses to deliver prod ucts and ser vices that lever age that 
com pe tence. In Mex ico, for exam ple, the third larg est cement man u fac turer in the world
is pro vid ing finan cial ser vices, but only to sup port the con struc tion and improve ment of
hous ing, since this builds on its core com pe tence. Wizzit Pay ments Ltd. in South Africa
iden ti fied tech nol ogy as its core com pe tence. Through part ner ships with Vodacom,
MasterCard, the Absa Group and South Afri can Post Office it uses cel lu lar phones,
Internet, auto matic teller machines (ATMs) and point-of-sale (POS) devices to deliver
transactional finan cial ser vices, namely per son-to-per son pay ments, trans fers, pre-paid
pur chases and retail pur chases.

l Entry and expan sion (phased) approach. With this approach, an MFI iden ti fies a lim -
ited set of prod ucts that it deliv ers when it first enters a mar ket and other prod ucts that it
intro duces later. Entry-level prod ucts are gen er ally those that are easy to man age and can
gen er ate vol ume and income rel a tively quickly. This keeps oper a tions sim ple dur ing the
period of time when peo ple are still being trained and sys tems are being put in place.
Although insti tu tions are often crit i cized for enter ing new mar kets with a credit prod uct
rather than a sav ings prod uct, this is a pop u lar choice because it gen er ates income quickly.
How ever, for banks that already have a license to cap ture depos its and for mem -
ber-owned insti tu tions, a sim ple vol un tary sav ings prod uct is usu ally the best way to go. It
enables the insti tu tion to get to know the mar ket, estab lish a rela tion ship with cli ents, and
build up a local cap i tal base before assum ing the risk of a lend ing port fo lio.

l Core vs. optional approach. An MFI might decide to have a core set of prod ucts that it
offers in all loca tions and other prod ucts that will vary from one geo graphic area or mar -
ket seg ment to another. 

These approaches are not mutu ally exclu sive. An MFI could decide to serve women (a mar ket
seg ment) and then develop a port fo lio of prod ucts that cater to the needs that women have at
dif fer ent stages of their lifecycle. It could offer that port fo lio of prod ucts using a phased
approach, offer ing access to pass book sav ings and group loans to new cli ents or in new
branches, and other prod ucts later. 

1 Under stand ing Prod uct Diver si fi ca tion Preparing for Diversification
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Clearly, there are many ways to build a prod uct mix and many prod uct com bi na tions that
could be stra te gic. MFIs need to choose among the var i ous options keep ing in mind their mis -
sion, avail able resources, insti tu tional type, out reach objec tives and, of course, the exter nal
envi ron ment. Since cus tom ers form their per cep tions of value rel a tive to other avail able
options, prod uct port fo lio strat egy will always have to be defined in the con text of what the
com pe ti tion has to offer. Chap ters 2, 3 and 24 pro vide addi tional guid ance and tools for mak -
ing the deci sion about whether to pur sue prod uct diver si fi ca tion and which prod uct or
market to prioritize for development.

1.6 Towards Suc cess ful Prod uct Diver si fi ca tion

Prod uct diver si fi ca tion is suc cess ful when it gen er ates more ben e fits than costs, both for the
diver si fy ing insti tu tion and for its cli ents. The chal lenge, of course, is that the ben e fits sought
by cli ents and insti tu tions usu ally dif fer. Cli ents would like to have all their finan cial ser vice
needs met at a high level of qual ity and a low price, while insti tu tions need to charge prices that 
are high enough to cover the cost of the ser vices pro vided and they do not have suf fi cient
resources to meet every one’s needs every where. Choices have to be made about which ser -
vices to pro vide to which markets and at what price. 

Suc cess lies in find ing an area of over lap between what cli ents want and what an insti tu tion is
able and will ing to pro vide (see Fig ure 1.2). The more that an insti tu tion can focus itself and
the spend ing of its resources on meet ing the pri or ity needs of the cus tom ers it wants to serve,
the larger it can make that over lap. It can cre ate more value if it can pro vide more of the “right
kind” of ben e fits per unit of cost. The rest of this book explores strat e gies for doing this by
iden ti fy ing the pri or ity needs of var i ous mar ket seg ments and devel op ing prod uct com bi na -
tions that meet those needs.

Fig ure 1.2 Suc cess ful Prod uct Di ver si fi ca tion

Source: Adapted from Chur chill et al., 2002.
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Main Mes sages

1. Prod uct diver si fi ca tion should not be pur sued as a goal in itself, but rather as a
means to achieve an insti tu tion’s mis sion and out reach objec tives.

2. Although the poten tial ben e fits are many, prod uct diver si fi ca tion will not nec es sar -
ily gen er ate returns for an insti tu tion.

3. Man age prod uct devel op ment risks to limit the dam age that can be caused by diver -
si fi ca tion.

4. Suc cess ful prod uct diver si fi ca tion gen er ates value for both an MFI and its cli ents.
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02 2 Man ag ing Prod uct Devel op ment

“Many com pa nies have found that their suc cess in prod uct devel op ment comes more from
a stream of small wins than from a one-time flood. These suc cesses require a con sis tent
flow of new prod uct ideas that can be eval u ated for poten tial com mer cial iza tion, ideas

that should be part of an over all prod uct strat egy… The more ideas that are eval u ated in 
the pro cess, the greater the like li hood of strong (rather than ‘good enough’) prod ucts being

the result.” ~ Gorchels (2003)

Six of the nine growth strat e gies dis cussed in Chap ter 1 are fueled by prod uct devel op ment.
Three strat e gies involve new prod uct devel op ment while three oth ers involve adap ta tions
that improve the exist ing prod uct offer ing. All six strat e gies depend on a flow of ideas for
prod uct inno va tion and an MFI’s abil ity to iden tify and act on the ideas with the most poten -
tial for generating value.

This chap ter focuses on the pro cess through which MFIs can effec tively man age their prod -
uct devel op ment activ i ties, both those that result in the cre ation of new prod ucts and those
that improve the per for mance of exist ing prod ucts. How can insti tu tions gen er ate a con sis -
tent flow of prod uct devel op ment ideas? How can they screen those ideas effec tively to iden -
tify the ones with the great est poten tial? And how can they man age the risks inher ent in the
pro cess of prod uct devel op ment so as to limit the dam age that could be caused as a result of
diversification? 

This chap ter will address these ques tions through a six-part dis cus sion:

1. The prod uct devel op ment pro cess

2. The inte gra tion of prod uct devel op ment

3. To diver sify or not to diver sify?

4. Prioritizing diver si fi ca tion ideas

5. Using the prod uct devel op ment pro cess to man age risk

6. Prod uct devel op ment vs. prod uct man age ment

2.1 The Prod uct Devel op ment Pro cess

A con sid er able amount of lit er a ture has already been writ ten to guide MFIs through the prod -
uct devel op ment pro cess. Fig ure 2.1 illus trates the most com monly ref er enced approach,
which is briefly described below.

l Stage 1: Eval u a tion and prep a ra tion. Prod uct devel op ment ideas are iden ti fied and the
insti tu tion assesses not only which ideas would best help it meet its objec tives, but also
which ideas it is most capa ble of purs ing.

l Stage 2: Mar ket research. Cus tomer needs and pref er ences, mar ket poten tial, com pet i -
tors, and the oper at ing envi ron ment are all ana lysed to inform prod uct design.

20

2 Man ag ing Prod uct Devel op ment



l Stage 3: Pro to type design. Mar ket research makes it pos si ble to define an ini tial con cept
of the new or improved prod uct. Oper a tional pro ce dures are mapped, risks are iden ti fied
and con trolled, and cost anal y sis and rev e nue pro jec tions enable the MFI to esti mate a
break-even point. Even tu ally, the prod uct con cept is refined into a pro to type that is ready
for test ing in the mar ket.

l Stage 4: Pilot test. The pro to type, or final design, is intro duced to the mar ket at a lim ited
scale. The prod uct is usu ally offered at only one or two loca tions for a cer tain period of
time and the results are closely mon i tored to assess both cus tomer demand and insti tu -
tional readi ness. 

l Stage 5: Launch. If the pilot test con cludes that the prod uct should be rolled out, mod i fi -
ca tions are made to the design as rec om mended by the pilot test and the insti tu tion pre -
pares to inte grate the new or improved prod uct into its ongo ing oper a tions. Staff
mem bers are trained, funds are allo cated, a mar ket ing strat egy is devel oped, and nec es sary
infra struc ture is put into place.

Fig ure 2.1 Prod uct De vel op ment Pro cess

Source: Wright et al., 2001b.

Through out this five-stage pro cess, an MFI should gather infor ma tion from its cli ents, staff,
sys tems and envi ron ment to ensure that the prod uct under devel op ment will be valu able to
both the insti tu tion and its tar get mar ket. The dou ble-sided arrows in Fig ure 2.1 are meant to
con vey this reg u lar inter ac tion, while the cir cu lar flow of the five large arrows illus trates the
cycli cal nature of the prod uct devel op ment pro cess. Since cli ent and insti tu tional needs are
con stantly chang ing, suc cess ful MFIs must reg u larly re-eval u ate, re-research, rede sign, retest,
re-launch and/or remove prod ucts in their port fo lio to respond effectively to those changes.
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2.2 The Inte gra tion of Prod uct Devel op ment

Prod uct devel op ment is often treated as a dis tinct pro cess that MFIs embark upon only when
they want to intro duce a new prod uct. This is unfor tu nate because it lim its MFIs’ abil ity to iden -
tify oppor tu ni ties for improv ing per for mance. Prod uct devel op ment can be more pro duc tively
thought of as an ongo ing pro cess of con tin u ous improve ment that enables an MFI to make
steady prog ress towards the achieve ment of its mis sion, even in a com pet i tive envi ron ment.

Suc cess ful MFIs – those ori ented to the needs of their cus tom ers – have inte grated much of
the iter a tive prod uct devel op ment pro cess into ongo ing man a ge rial respon si bil i ties. Infor ma -
tion gath ered dur ing daily activ i ties sig nals the need for prod uct devel op ment, either to seize
an oppor tu nity or to cor rect a prob lem, and that infor ma tion is reg u larly chan nelled to deci -
sion mak ers, who then deter mine whether the exist ing prod uct mix should be adapted and, if
so, how. This inte gra tion of prod uct devel op ment into ongo ing oper a tional activ i ties is what
facil i tates the con sis tent flow of ideas that fuels effective product portfolio management.

As shown in Table 2.1, infor ma tion gath ered by man ag ers in all func tional areas of an MFI’s
busi ness can sig nal oppor tu ni ties for prod uct devel op ment as well as com pet i tive threats or
capac ity issues that might demand prod uct devel op ment as a response. When mon i tor ing cus -
tomer sat is fac tion, for exam ple, staff may gather sug ges tions that iden tify an untapped mar ket 
or an oppor tu nity to increase out reach in exist ing mar kets. They may also gather com plaints
or exit inter view data that help the MFI under stand why it is los ing mar ket share. This infor -
ma tion could be used to improve an exist ing prod uct, or to inspire prod uct diver si fi ca tion, as
was the case at Microfund for Women in Jordan (see Box 2.1).
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Box 2.1 Ongo ing Mon i tor ing Gen er ates a New Prod uct Oppor tu nity in
Jor dan

Faced with the launch ing of three new MFIs in its geo graphic area of oper a tion and the
need to main tain reten tion rates and mar ket share, Microfund for Women (MFW) decided 
to launch a par al lel sea sonal loan prod uct for its active bor row ers. The loan was for pro -
duc tive pur poses and was linked to cli ents’ need to increase their inven tory to meet
higher sea sonal demand. The new prod uct was designed and rolled out within 30 days of
the ini tial con cep tion of the idea. It was extremely suc cess ful both from the cli ents’ per -
spec tive (in terms of higher profit mar gins and the abil ity to repay loans) and from the
MFI’s per spec tive (in terms of on-time repay ment, higher yield on port fo lio and
increased cus tomer sat is fac tion). The expe ri ence was so suc cess ful that it was rep li -
cated by regional part ners and cop ied by com pet i tors; cli ents con tinue to look for ward to
it as an annual high light of their rela tion ship with MFW.

In hind sight, MFW’s abil ity to turn a com pet i tive threat into a prod uct devel op ment
oppor tu nity can be attrib uted to its ongo ing mon i tor ing activ i ties at var i ous lev els, which
tracked changes in cli ents’ needs, the com pet i tive envi ron ment and the insti tu tion’s
posi tion in the mar ket. Although no for mal sur vey indi cated the need or poten tial
demand for this prod uct, field pres ence and obser va tions, good com mu ni ca tion chan -
nels inter nally (among employ ees) and exter nally (between cli ents and staff mem bers)
pro vided deci sion mak ers with the infor ma tion nec es sary to quickly and suc cess fully
launch the new prod uct. It was intro duced with out pilot test ing, but access was
restricted to cli ents in their third cycle or more with an excel lent repay ment record and a
busi ness that required inven tory build up dur ing the Ramadan sea son.

Source: Inter view with Sahar S. Tieby, for mer MFW Oper a tions Man ager, 2009.



For such a sys tem to work, how ever, at least three things are needed: 1) the man ag ers car ry ing
out the activ i ties described in Table 2.1 need to under stand that they have a role to play in
prod uct devel op ment; 2) they must want to carry out that role; and 3) mech a nisms have to be
cre ated to chan nel the infor ma tion gath ered to deci sion mak ers in a timely and useful manner.

Under stand ing Man ag ers’ Roles

Ongo ing prod uct devel op ment activ i ties are the respon si bil ity of both mid dle and senior
man ag ers. Mid dle man ag ers quickly and fre quently gather infor ma tion about cli ents, com pet i -
tors and the local envi ron ment as they are engaged in the day-to-day deliv ery of prod ucts.
They tend to focus on cur rent issues at the local or regional level and make the first attempt at
respond ing to com plaints, sug ges tions and inqui ries as they arise in the field. They then for -
ward to senior man ag ers any issues that are not within their author ity to address.

Senior man ag ers focus on the over all busi ness strat egy, adopt ing a lon ger-term per spec tive
than man ag ers in the field. As part of their ongo ing respon si bil i ties, they per form reg u lar
reviews of the insti tu tion and its prod ucts, from dif fer ent per spec tives. For exam ple, the
human resource man ager con sid ers whether the staff devel op ment programme is suf fi cient to 
enable employ ees to deliver the insti tu tion’s prod ucts effec tively. The MIS man ager assesses
the capac ity of the infor ma tion sys tem to sup port those prod ucts and explores how new tech -
nol o gies might cre ate oppor tu ni ties for deliv er ing them more effi ciently, or for devel op ing
entirely new prod ucts and mar kets.

Com mu ni cat ing to man ag ers that they have a role to play in the ongo ing prod uct devel op -
ment pro cess is poten tially easy. Even a sim ple state ment in each employee’s job descrip tion
could make it every one’s respon si bil ity to gather prod uct devel op ment ideas as part of their
daily activ i ties. Such a state ment would cre ate the expec ta tion that even lower-level man ag ers
are sup posed to con trib ute to ongo ing prod uct devel op ment and not just imple ment the deci -
sions made by oth ers. 

In addi tion to this sim ple state ment of respon si bil ity, how ever, man ag ers need to under stand
what they should do with the infor ma tion they gather. Once sys tems are estab lished to facil i -
tate the flow of infor ma tion, man ag ers at all lev els need guid ance as to which sys tems they
should use and when. Some times this can be included in the job descrip tion, for exam ple, if a
man ager’s respon si bil i ties include par tic i pa tion on the prod uct man age ment com mit tee or if
an employee is to report to one per son on admin is tra tive mat ters and another on tech ni cal
mat ters. It may also be com mu ni cated through more infor mal con ver sa tions with a super vi -
sor. The risk of using infor mal chan nels is that dif fer ent super vi sors may send dif fer ent mes -
sages, or send some employ ees no mes sage at all, which could eas ily lead to con fu sion and
incon sis tent imple men ta tion. 
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Ta ble 2.1 In te gra tion of Prod uct De vel op ment into On go ing Re spon si bil i ties

Man age ment
activ ity

Sig nals that may be
observed

Impli ca tions for prod uct
devel op ment

Mon i tor ing
cus tomer
sat is fac tion

Cus tomer com plaints; ris ing
drop-out or deser tion rate

Exist ing prod uct design may need adjust ment to
meet cus tom ers’ chang ing require ments; new
prod ucts may be needed to make the MFI’s prod uct
menu more attrac tive

Cus tomer sug ges tions Untapped mar kets may exist and pro vide an
oppor tu nity for the MFI to increase out reach

Com pe ti tion
anal y sis

Declin ing mar ket share Prod uct mix needs adjust ment 

Intro duc tion of a new prod uct by
the com pe ti tion

Pos si ble part ner ship oppor tu nity; exist ing prod ucts
may need to be adapted or a new prod uct intro duced 
to avoid los ing mar ket share

News of the mar ket’s reac tion to a
com pet i tor’s strat egy

MFI can learn from com pet i tors’ suc cess or fail ure to 
improve its own prod uct offer ing

Human
resource
man age ment

Over worked staff Could sug gest larger than expected demand; prod uct
deliv ery pro cesses may need to be mapped and made 
more effi cient 

Tar di ness and days lost to ill ness Staff may be unhappy; changes to the prod uct may
be nec es sary to improve qual ity of work

Staff request job enrich ment
oppor tu ni ties

May be pos si ble to offer addi tional or more com plex
prod ucts

Per for mance
mon i tor ing

Dete ri o rat ing port fo lio qual ity;
neg a tive trends in growth or
effi ciency; weak per for mance
rel a tive to peer groups

Prod uct design may need to be adapted to better fit
cli ent needs; bun dling and cross sell ing oppor tu ni ties 
could be explored; may need to check for
can ni bal iza tion or rethink allo ca tion of resources to
focus on prod ucts with com pet i tive advantage

Aver age loan size is increas ing New prod ucts may be required to reach lower income 
mar ket seg ments or to sup port the growth of
suc cess ful cli ents. 

Annual
busi ness
plan ning

Over ca pac ity is iden ti fied Underutilized resources could be chan nelled towards 
prod uct devel op ment

New objec tives or tar get mar ket are
intro duced

New prod uct devel op ment may be able to help
achieve the new objec tives

Prod uct cost ing Unprof it able prod uct; neg a tive
trend in a prod uct’s prof it abil ity

Prod uct design and/or deliv ery must change to
increase rev e nue or decrease costs

Finan cial
man age ment

Reg u lar cash short ages; MFI has
dif fi culty meet ing its loan
obli ga tions on time 

New prod ucts with dif fer ent rev e nue streams or asset 
and lia bil ity struc tures may be required

Lon ger-term financ ing becomes
avail able for the MFI

Lon ger-term prod ucts (such as hous ing loans) may
become fea si ble

Man ag ing
infor ma tion

Delays in report ing, data entry or
pro gram ming errors

Prod uct deliv ery pro cesses need to be mapped and
exam ined for appro pri ate con trols

New tech nol o gies emerge May increase the fea si bil ity of new prod ucts or
deliv ery chan nels

Risk
man age ment

A new risk appears Prod ucts must be adapted to mit i gate the risk

An old risk becomes weaker May be pos si ble to remove costly con trols 

Legal and
reg u la tory
com pli ance

Legal and reg u la tory changes It may become more (or less) fea si ble to offer cer tain 
prod ucts; exist ing prod ucts may need adap ta tion to
com ply with new require ments

Inter nal audit Inci dences of fraud, secu rity
breaches, or lack of com pli ance
with insti tu tional pol i cies

Better con trols must be intro duced into the prod uct
design or deliv ery sys tems

Source: Authors.
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Moti vat ing Con tri bu tions

Although a sim ple state ment in the job descrip tion may com mu ni cate that man ag ers have a
role to play in prod uct devel op ment, it will not nec es sar ily con vince them that they should
spend time gath er ing and chan nel ling infor ma tion to fuel ongo ing prod uct devel op ment.
Some how MFIs must com mu ni cate that it is impor tant for man ag ers to spend time on these
activ i ties. There are sev eral ways to do this. First, they can pro vide reg u lar feed back to staff on 
how the ideas and data that are com ing from dif fer ent parts of the insti tu tion are con trib ut ing
to ongo ing prod uct devel op ment and, hope fully, to greater insti tu tional out reach and com -
pet i tive ness. Man ag ers will be more willing to make an effort if they see that it is worth it.

Sec ond, infor ma tion users can encour age infor ma tion col lec tors by let ting them know that
they are inter ested in receiv ing the infor ma tion being col lected and by hold ing them account -
able for mak ing what ever con tri bu tion they have agreed to make. This can hap pen infor mally
or by includ ing con tri bu tions to ongo ing prod uct devel op ment as part of an employee’s peri -
odic performance appraisal.

Hav ing a high-level prod uct man age ment com mit tee that meets reg u larly and does not have
its meet ings cancelled when other “more impor tant” issues arise can also moti vate con tri bu -
tions. If mem bers of the com mit tee are knowl edge able and respected within the insti tu tion
and the com mit tee is given the author ity and bud get to under take ongo ing prod uct devel op -
ment, it will be more pro duc tive and more cred i ble. Strong com mit ment to prod uct devel op -
ment by top man age ment and the Board of Direc tors will help as well. If the Gen eral Man ager 
expects to see min utes or prog ress notes on the work of the prod uct man age ment com mit tee,
and com ments on them when they are received, that should moti vate the committee to meet
and to make progress.

Gain shar ing, inno va tion awards or other finan cial and non-finan cial incen tives for those who 
con trib ute suc cess ful prod uct devel op ment ideas can moti vate par tic i pa tion. CEP in Viet -
nam, for exam ple, pro vides a finan cial bonus to employ ees who con trib ute suc cess ful new
prod uct ideas while, in Ethi o pia, PEACE rec og nizes employ ees with inno va tive prod uct
devel op ment ideas at its annual staff meeting. 

Last but not least, an MFI can com mu ni cate the impor tance of ongo ing prod uct devel op ment 
by mak ing con tin u ous improve ment a key value of its insti tu tional cul ture. All of the actions
men tioned above can con trib ute to the cre ation of a cul ture of con tin u ous improve ment, but
there is much more that an insti tu tion could do to shape its cul ture in that direc tion (see Chap -
ter 23). One impor tant ini tia tive is to cre ate and main tain an envi ron ment that encour ages the
shar ing of infor ma tion and respects dis sent ing opin ion. When sub or di nates are seen to be
lack ing ini tia tive or cre ativ ity, they may actu ally be full of ideas but be afraid to share them.
Even when reg u lar meet ings, sug ges tion boxes, data base reports, staff sur veys and other
com mu ni ca tion chan nels are well estab lished, employ ees need to believe that man age ment is
open to receiv ing their ideas and obser va tions if infor ma tion is to flow freely. Similar
dynamics exist between an MFI’s staff and clients.

Moti vat ing staff to par tic i pate in ongo ing prod uct devel op ment is impor tant for more than
just infor ma tion gath er ing. It is also crit i cal to the suc cess ful imple men ta tion of prod uct
devel op ment deci sions. If employ ees are part of the pro cess, they will be more likely to sup -
port the changes that need to be made rather than resist them. They might even become
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enthu si as tic about mak ing the changes, instead of fear ing the con se quences, because they
under stand why change is nec es sary and may have influ enced the direc tion of the institution’s
response. 

Facil i tat ing Effec tive Com mu ni ca tion 

Per haps the most chal leng ing part about inte grat ing prod uct devel op ment into ongo ing oper -
a tional activ i ties is cre at ing the mech a nisms that enable infor ma tion to reach deci sion mak ers
in a timely and use ful way. The more an insti tu tion embraces con tin u ous improve ment and
wel comes the con tri bu tions of every one in the insti tu tion, the more likely it is to become
over whelmed by the sheer vol ume of infor ma tion flow. To avoid this, and encour age
productive communication, MFIs can:

l Pro vide guide lines that help staff under stand what kind of infor ma tion is use ful to col lect
and where to send it for pro cess ing. 

l Make sure man ag ers have a mech a nism for coor di nat ing infor ma tion needs and col lec tion 
activ i ties so they can avoid dupli ca tion of effort. If an MFI’s Finance Man ager and
regional man ag ers agree on a sin gle set of report ing require ments, for exam ple, branch
man ag ers can com plete one report at the end of each month instead of two.

l Pro cess infor ma tion at dif fer ent lev els so that raw data is not all for warded to top man age -
ment for deci sion mak ing. Branch man ag ers can pro cess infor ma tion received at the
branch level, feed back received through hot line calls can be pro cessed by the call cen tre
man ager, the results of cus tomer sat is fac tion sur veys can be pro cessed by com puter soft -
ware, and so on. If hor i zon tal com mu ni ca tion chan nels exist, peers can quickly com pare
the infor ma tion they gather, learn from each oth ers’ expe ri ences and brain storm solu tions 
which can be chan nelled to deci sion mak ers for con sid er ation.

l Pro cess infor ma tion reg u larly. This will help pre vent mail boxes, inboxes and other com -
mu ni ca tion chan nels from becom ing so full of data that they become blocked and infor -
ma tion stops flow ing. It will also help to make sure that good ideas are received by
deci sion mak ers quickly enough for timely action.

l Syn the size related infor ma tion that has been pro cessed in dif fer ent places and put it in a
for mat that facil i tates anal y sis by deci sion mak ers. For exam ple, a cus tomer ser vice offi cer 
at the head office could col lect feed back from branch man ag ers, call cen tre man ag ers and
the com puter data base and cir cu late a monthly report on cus tomer sat is fac tion that sum -
ma rizes the find ings from all sources, seg ment ing the data by prod uct and by mar ket seg -
ment.

l Ana lyze the syn the sized infor ma tion from a vari ety of per spec tives before mak ing a deci -
sion. Hav ing rep re sen ta tives from dif fer ent depart ments inter pret the data allows an MFI
to ben e fit from the knowl edge and expe ri ence that dif fer ent parts of the orga ni za tion pos -
sess. These rep re sen ta tives can dis cuss the impli ca tions of the data and agree on pri or i ties
for action and resource allo ca tion that ben e fit the orga ni za tion as a whole and not just a
part.

The more an insti tu tion can inte grate man ag ers from all areas into the prod uct devel op ment
pro cess, the better informed the insti tu tion will be and the more oppor tu ni ties will be cre ated
to increase out reach and com pet i tive ness through prod uct devel op ment. Once timely and rel -
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e vant infor ma tion is being chan nelled to deci sion mak ers on a reg u lar basis, those deci sion
mak ers will have reg u lar oppor tu ni ties to strengthen the product offering.

An effi cient mech a nism for facil i tat ing syn the sis and anal y sis, while pro vid ing reg u lar oppor -
tu ni ties for deci sion-mak ing, is a prod uct man age ment com mit tee. This com mit tee of
approx i mately five to eight peo ple from dif fer ent depart ments of the insti tu tion can meet
monthly or quar terly to assess the sig nals emerg ing from var i ous mon i tor ing activ i ties and to
dis cuss the impli ca tions for prod uct devel op ment (refer to Section 2.6 for a more detailed dis -
cus sion of the com mit tee’s role and com po si tion). In prep a ra tion for each meet ing, com mit -
tee mem bers gather infor ma tion from their respec tive teams and pro cess it for dis tri bu tion to
oth ers on the com mit tee. When they meet, mem bers share their infor ma tion and per spec tive
and bring dif fer ent ques tions to the table. For exam ple, a finance man ager may be sur prised
by higher-than-expected deposit mobi li za tion, the mar ket ing man ager may note a rise in drop
outs among cus tom ers of the indi vid ual loan prod uct, while the oper a tions man ager may
highlight an increased number of complaints from individual borrowers about loan size
limits.

Com mit tee mem bers can dis cuss the rea sons for these trends, the impli ca tions, and pos si ble
courses of action. In the exam ple described above, the shar ing of infor ma tion could result in
the com mit tee rec om mend ing that the ceil ing for its indi vid ual loan prod uct be increased.
Rarely will the trends be suf fi ciently clear and con nected to facil i tate a sin gle solu tion such as
this, but com ing together as a com mit tee does allow man ag ers from dif fer ent depart ments to
jointly syn the size and ana lyze infor ma tion in a way that sheds light on solu tions that may oth -
er wise not have been seen or may not have been iden ti fied as quickly. It also builds con sen sus
around deci sions and gen er ates buy-in from the par tic i pat ing depart ments which is crit i cal for 
effec tive imple men ta tion. Even when com mit tee mem bers bring unre lated issues to the table
and lim ited resources make it impos si ble for all to be addressed, the com mit tee pro vides a
mech a nism for jointly prioritizing issues from an institutional perspective.

Many orga ni za tions, espe cially those that are young or small, may not have the resources for a
prod uct man age ment com mit tee, but can still carry out the above activ i ties dur ing reg u lar
senior man age ment meet ings. The advan tage of hav ing a body spe cif i cally focused on prod -
uct man age ment is that prod uct issues are less likely to be over whelmed by other man age ment 
issues. It also enables oper a tional staff who would not nor mally attend senior man age ment
meet ings to con trib ute their exper tise to the product management process.

2.3 To Diversify or Not to Diversify?

When ongo ing man age ment activ i ties sug gest the need to change an insti tu tion’s prod uct mix, 
the prod uct man age ment com mit tee (or senior man age ment team) will have to decide
whether to rec om mend diver si fi ca tion as well as what kind of diver si fi ca tion to rec om mend.
Often, the avail able infor ma tion will sig nal the need to do some thing, but addi tional data will
be required to deter mine the most appropriate next step.

Some times the best place to get that addi tional infor ma tion is from cli ents them selves.
Although ongo ing mon i tor ing of cus tomer sat is fac tion will gather com plaints and sug ges -
tions, those com plaints and sug ges tions will not nec es sar ily be rep re sen ta tive of the mar ket.
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Such infor ma tion will have to be sup ple mented with tar geted mar ket research to under stand
the root causes of prob lems iden ti fied and ensure that the voices of less vocal mem bers of the
mar ket are heard. The research may also focus on oppor tu ni ties rather than prob lems, such as
how inter ested a par tic u lar mar ket segment might be in a new product or service.

Another source of addi tional infor ma tion is staff mem bers in the field. If prob lems or oppor -
tu ni ties are iso lated in spe cific branches, then vis its to dis cuss these issues with the rel e vant
per son nel would cer tainly be in order. If the issues are more wide spread, per haps a com bi na -
tion of meet ings and staff sur veys may be nec es sary (see Box 2.2). Staff sur veys have the
advan tage of allow ing respon dents to be anon y mous and there fore increase the like li hood of
hon est responses, although they may not be an appro pri ate way of gath er ing addi tional infor -
ma tion if a problem must be addressed urgently.

A third impor tant place to seek out infor ma tion is an MFI’s inter nal data base. Man ag ers
will have already ana lysed a lot of data as part of their ongo ing activ i ties, but this data could be
explored in more detail or placed into con text for deci sion mak ers using the larger body of
infor ma tion that is gath ered and stored by an MFI. Man ag ers could, for exam ple, exam ine a
prod uct’s per for mance across all branches, com pare growth rates and pat terns for dif fer ent
mar ket seg ments, or ana lyze the demo graphic char ac ter is tics of a par tic u lar cus tomer group.
Since infor ma tion can usu ally be obtained more quickly and cheaply from an MFI’s data base
than from pri mary research with cli ents or staff, this is often a good place to begin the search
for additional insight.

Based on the sig nals gen er ated dur ing the course of man ag ers’ ongo ing activ i ties, and the
addi tional infor ma tion col lected to prop erly inter pret the sig nals, the prod uct man age ment
com mit tee (or senior man age ment team) must decide whether it makes sense to pur sue new
prod uct or mar ket devel op ment. As dis cussed in Chap ter 1, if an insti tu tion can respond to its
prob lems and oppor tu ni ties by adjust ing the deliv ery of its exist ing prod uct mix in mar kets
that are already famil iar, this is gen er ally the pre ferred strat egy because new prod uct or mar ket 
devel op ment will gen er ate addi tional costs and risk. Table 2.2 sum ma rizes the wide range of
risks that insti tu tions are exposed to when they choose to diver sify. 
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Box 2.2 Ques tion naires Help Improve Ser vice Deliv ery at KPOSB

In 2005-6, Kenya Post Office Sav ings Bank (KPOSB) orga nized three sep a rate work -
shops to dis cuss prob lems with its ser vice deliv ery and to gen er ate ideas for fol low up
action. The first two work shops were held for senior man age ment and frontline staff, and
a third work shop was sub se quently orga nized for mid dle man ag ers. Each par tic i pant in
the work shops was given a copy of MicroSave’s Cus tomer Ser vice Diag no sis and Anal y sis
Tool, which can be down loaded at: www.microsave.org. Par tic i pants com pleted the
ques tion naire anon y mously; then the results were col lated and dis cussed in the work -
shops. The pro cess helped KPOSB to craft a Cus tomer Ser vice Strat egy, which pri or i -
tized actions to increase staff mem bers’ prod uct knowl edge and decrease pro cess ing
time, among other objec tives. Imple men ta tion of this strat egy resulted in mea sur able
improve ments in cus tomer sat is fac tion by the end of the year.

Source: Authors.



Regard less of the addi tional risk and cost, if an MFI can not respond ade quately to its prob -
lems or oppor tu ni ties through its exist ing prod uct mix, it will want to con sider the pos si bil ity
of launch ing some thing new. By mak ing an addi tional invest ment and being will ing to man age 
a higher level of risk, the insti tu tion could gen er ate stra te gic ben e fits for itself and its clients. 

An MFI’s deci sion to embark on new prod uct devel op ment should be based on three key cri -
te ria:

l Is the devel op ment of a new prod uct con sis tent with the MFI’s stra te gic plans?

l Does the orga ni za tion have suf fi cient capac ity to develop a new prod uct?

l Is this the right time to develop a new prod uct? 

Stra te gic con sis tency. MFIs have multi-dimen sional strat e gies. Informed by senior man -
age ment and guided by a mis sion and vision, the Board of Direc tors decides which out reach
objec tives an insti tu tion will pur sue and with what com bi na tion of pri or i ties. Depend ing on
the insti tu tion’s stage of devel op ment, the Board and senior man age ment deter mine how
much mar ket expan sion the orga ni za tion can afford and the degree of risk they are will ing to
take in prod uct devel op ment. Guided by this stra te gic frame work, the prod uct man age ment
com mit tee (or senior man age ment team) then screens and prioritizes ideas for devel op ing
prod ucts and mar kets so that the pro jects that are pur sued are the ones with the great est
poten tial to assist the orga ni za tion in meeting its strategic objectives for a given period.

At Cen te nary Bank in Uganda, for exam ple, the Board of Direc tors pro vided the gen eral
guide line that one new prod uct could be devel oped each year. Ideas for new prod uct devel op -
ment are then sub mit ted by dif fer ent parts of the insti tu tion and screened by the Busi ness
Devel op ment Depart ment, which makes a rec om men da tion to the Board for approval.

Suf fi cient capac ity. Since the devel op ment of new prod ucts demands more from an insti tu -
tion than the devel op ment of exist ing prod ucts, MFIs should care fully con sider whether they
have suf fi cient inter nal capac ity to diver sify before spend ing too much time and energy try ing
to decide which new prod ucts should be devel oped. Box 2.3 sum ma rizes some of the basic
pre con di tions that should be met. If an MFI finds that its capac ity in any of these areas is
weak, it should strengthen its capa bil i ties in the iden ti fied area of weak ness before mov ing
ahead with diver si fi ca tion. Oth er wise, the capac ity weak ness could pre vent diver si fi ca tion
suc cess.

Right tim ing. Even if diver si fi ca tion is broadly con sis tent with an MFI’s strat egy and capac -
ity, the tim ing may not be right. Per haps the MFI is already devel op ing another prod uct and
too many changes too close to each other might be con fus ing for staff or cli ents. Per haps the
orga ni za tion is about to over haul its MIS or trans form into a bank and key staff do not have
suf fi cient time or energy to devote to a simul ta neous prod uct diver si fi ca tion effort.
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Table 2.2 Diver si fi ca tion Risks

Prod uct design
risk

The pos si bil ity that a new prod uct will not meet cus tomer needs.

New tar get
mar ket risk

The pos si bil ity that an MFI will not fully under stand the needs of a new group of
cus tom ers it wants to serve due to invalid assump tions based on expe ri ence with
past cus tom ers.

Demand risk The pos si bil ity of over- or under es ti mat ing how many cus tom ers will want to use a 
new prod uct, or how much they will want to use it.

Com pe ti tion risk The pos si bil ity that a com pet i tor’s actions will affect the suc cess of a new
prod uct or mar ket devel op ment ini tia tive.

Posi tion ing risk The pos si bil ity that a new prod uct will con fuse, or change in an unde sir able
man ner, the pub lic’s per cep tion of what an MFI offers.

Deliv ery sys tems
risk

The pos si bil ity that an MFI does not have ade quate infra struc ture to get a
prod uct to the cus tomer as prom ised. 

Counterparty risk The pos si bil ity that other organi sa tions with which an MFI has joined forces
might fail to per form in some way that harms the MFI.

Infor ma tion
sys tems risk

The pos si bil ity that an MFI’s data gath er ing and pro cess ing tech nol o gies can not
han dle the require ments or scale of a new product.

Com mu ni ca tion
risk

The pos si bil ity that an MFI will not be able to mar ket its new prod uct effec tively
inter nally or exter nally.

Incen tive sys tems 
risk

The pos si bil ity that a new prod uct will dis tort exist ing staff incen tive sys tems, or
that the exist ing sys tem will impede the suc cess of a new prod uct or mar ket
devel op ment initiative.

Human resource
risk

The pos si bil ity that suf fi ciently skilled staff are not avail able or are not assigned
to work with a new prod uct or mar ket.

Trans ac tion risk The pos si bil ity of human or com puter error dur ing daily pro cess ing of a prod uct.

Com pli ance risk The pos si bil ity that a new prod uct will not ade quately meet the terms of the
coun try’s reg u la tions and laws.

Exter nal risks The pos si bil ity that diver si fi ca tion will increase an insti tu tion’s expo sure to
mac ro eco nomic, demo graphic, phys i cal envi ron ment or political risk.

Man age ment /
board
com mit ment risk

The pos si bil ity that senior man age ment or the Board of Direc tors will not fully
sup port the devel op ment of a new prod uct or market.

Stra te gic risk The pos si bil ity that poor deci sion mak ing or resource allo ca tion will result in a
new prod uct not being com pat i ble with the MFI’s goals.

Orphan prod uct
risk

Pos si bil ity that a new prod uct will not be inte grated into the insti tu tion’s day to
day oper a tions.

Cul ture risk The pos si bil ity that weak insti tu tional com mit ment to con tin u ous improve ment or 
cli ent-cen tred prod uct devel op ment could delay or impede a product.

Prod uct mix risk The pos si bil ity that a new prod uct will not com ple ment the insti tu tion’s exist ing
port fo lio of prod ucts, perhaps even can ni bal iz ing one or more of those products.

Rep u ta tion risk The pos si bil ity that a new prod uct will dam age the insti tu tion’s image or brand.

Credit risk The pos si bil ity that bor row ers will repay late or not at all.

Finan cial
man age ment risk

The pos si bil ity that a new prod uct or mar ket devel op ment ini tia tive will weaken
the MFI’s asset and lia bil ity bal ance, liquid ity or earnings.

Fraud risk The pos si bil ity that a new prod uct will cre ate oppor tu ni ties for staff to deceive or
mis rep re sent the insti tu tion for the pur pose of mate rial gain.

Secu rity risk The pos si bil ity that a prod uct will increase the insti tu tion’s vul ner a bil ity to theft
or crime.

Source: Adapted from Pikholz et al, 2005.
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Once an MFI decides that it has suf fi cient capac ity and a stra te gic, timely man date for diver si -
fi ca tion, it can tackle the chal lenge of decid ing which prod uct or mar ket it wants to diver sify
into. This deci sion is some times easy. Mem bers of a prod uct man age ment com mit tee may
meet and quickly agree on the new prod uct or mar ket that they wish to develop because there
is an obvi ous fit between what cus tom ers want and what the insti tu tion is well-pre pared to
pro vide in an area with lit tle or no com pe ti tion. More often, how ever, man ag ers bring sev eral
ideas to the table and are not sure which one to pur sue, or which to pur sue first. In such cases,
there is a risk that ideas will be pri or i tized on the basis of one influ en tial per son’s pref er ences,
or the pas sion with which ideas are pre sented, rather than their poten tial for suc cess. The fol -
low ing sec tion pro vides tools to help MFIs screen their diver si fi ca tion ideas in a more
thorough and objective manner.

2 Man ag ing Prod uct Devel op ment Preparing for Diversification
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Box 2.3 Capac ity Pre req ui sites for Diver si fi ca tion

To ensure that new prod uct or mar ket devel op ment is appro pri ate, it is impor tant for
MFIs to deter mine if they meet cer tain pre con di tions, for exam ple:

l Avail able resources: Although prod uct improve ments can be made with out major
invest ments, new prod uct devel op ment can be an expen sive pro cess. Are suf fi cient
funds and appro pri ate human resources avail able for a diver si fi ca tion effort?

l Finan cial via bil ity: Is the organi sa tion in suf fi cient finan cial health to accept the risks 
asso ci ated with diver si fi ca tion?

l Cus tomer ser vice ori en ta tion: Does the MFI already pro vide qual ity cus tomer ser vice
and have a cli ent ori en ta tion? Does it have sys tems in place to under stand the chang -
ing needs, behav iours and pref er ences of its cus tom ers?

l Mar ket ing capac ity: Is the organi sa tion able to effec tively com mu ni cate the value of
its exist ing prod ucts in the mar kets where it cur rently oper ates?

l Cul ture of inno va tion: Is the MFI’s cul ture geared toward inno va tion and con tin u ous
improve ment? Do employ ees embrace change? 

l Effec tive MIS: Does the organi sa tion have an infor ma tion man age ment sys tem that
can eas ily accom mo date new prod ucts? Can it han dle the increase in vol ume that
might come from expan sion to a new mar ket?

l Prod uct prof it abil ity mon i tor ing: Does the organi sa tion already mon i tor the prof it abil -
ity of indi vid ual prod ucts by assign ing both costs and rev e nues on a prod uct basis?

l Effec tive inter nal com mu ni ca tion: Does the MFI have effec tive inter nal com mu ni ca -
tion chan nels, for both ver ti cal and hor i zon tal trans mis sion?

l Effec tive train ing func tion: Does the MFI have the means to train its staff on the pol i -
cies and pro ce dures of a new prod uct or the char ac ter is tics of a new mar ket?

l Low staff turn over: Is the organi sa tion suc cess ful in retain ing its key staff mem bers?

l Appro pri ate con text: Is the legal and mac ro eco nomic envi ron ment suit able for new
prod uct or mar ket devel op ment? 

Source: Adapted from Chur chill and Frankiewicz, 2006.



2.4 Prioritizing Diver si fi ca tion Ideas

There are three main tech niques that MFIs can use to pri or i tize their options for new prod uct
and mar ket devel op ment. Each one is described below.

Risk and Returns Anal y sis

This screen ing tech nique reviews the risks and returns that are asso ci ated with each diver si fi -
ca tion idea and helps an MFI iden tify which ideas seem to offer the great est poten tial returns
with risks that can be man aged. The tech nique is a use ful tool for pre lim i nary screen ing
because it can be applied by a prod uct man age ment com mit tee in a cou ple of hours with out
prep a ra tion or research. Cer tainly, the accu racy of the results and anal y sis will be greater the
more the com mit tee knows and the more detail it anal y ses, but the tool can be used to facil i -
tate imme di ate dis cus sion using exist ing knowl edge as a start ing point. More detailed anal y sis
of risks and poten tial returns would be needed once the com mit tee selects an idea or subset of 
ideas with which to move forward.

To assess risk, MFIs can con sider all of the risks pre sented in Table 2.2 or they can select a few 
that are most impor tant to the insti tu tion. In deter min ing which risks are most impor tant,
MFIs may want to con sider the fol low ing four dimen sions:

a) Like li hood: What is the prob a bil ity that a par tic u lar risk event will occur?

b) Sever ity: If the risk event occurs, how seri ously would it impact the orga ni za tion?

c) Trends: Is the risk becom ing more or less threat en ing? 

d) Man age abil ity: How pre pared is the insti tu tion to avoid, trans fer, con trol or accept the risk?

Risks that are becom ing more likely and will have a seri ous impact on the orga ni za tion if they
occur should take pri or ity over risks that will have lit tle impact or could be man aged well by
the insti tu tion’s staff. 

To cre ate a frame work for ana lys ing risks, an MFI should list the risks it wants to con sider in
the left-hand col umn of a chart such as the one pre sented in Fig ure 2.2 and then esti mate the
degree of risk expo sure that each diver si fi ca tion idea is likely to cre ate (H=high, M=medium
and L=low).1 The exam ple pro vided in Fig ure 2.2 com pares six new prod uct devel op ment
ideas, but the same frame work could be used to com pare new mar ket devel op ment ideas.
Once the table is com pleted, an MFI can ana lyse the results by count ing the num ber of low,
medium and high risk rat ings for each prod uct. If cer tain risks are of par tic u lar con cern to the
MFI, they could be weighted more heavily in the anal y sis, per haps by divid ing the risks into
dif fer ent cat e go ries and ana lys ing the results in each cat e gory sep a rately, or by count ing the
rat ing of a “top pri or ity” risk twice. Prod ucts with few high risk rat ings will look imme di ately
attrac tive, but the anal y sis can not be completed without also looking at the potential returns.
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1 This ranking of low, medium and high is preferred over 1, 2, 3 because it discourages analysis using averages, which would 
be inappropriate since these designations do not actually have values. For example, the impact of a risk rated as “high”
would not necessarily be three times greater than a risk rated as “low”, which is what the designations 1, 2, 3 would imply.



MFIs may want to con sider three main types of return:

a) Finan cial returns: How prof it able is the prod uct or mar ket likely to be? How large of a con -
tri bu tion is it likely to make to the insti tu tion’s return on equity or return on assets?

b) Mar ket returns: What effect is the new prod uct or mar ket likely to have on the MFI’s com -
pet i tive posi tion? Even if a prod uct does not con trib ute directly or imme di ately to finan cial 
returns, it may dra mat i cally increase an orga ni za tion’s out reach or mar ket share, or have a
pow er ful effect on cus tomer loy alty.

c) Social returns: Will the devel op ment of this new prod uct or mar ket cre ate jobs, alle vi ate pov -
erty, or empower the dis ad van taged? MFIs with a dou ble- or tri ple-bot tom line will be par -
tic u larly inter ested in tak ing into con sid er ation the broader impact of each diver si fi ca tion
idea.

As with risks, the degree of return that each prod uct or mar ket idea is likely to gen er ate
(H=high, M=medium and L=low) can be esti mated and recorded as in Fig ure 2.2. Cer tainly,
it is use ful to esti mate the rel a tive mag ni tude of the finan cial returns that the MFI might be
able to gen er ate from each prod uct, but it is not nec es sary (or pos si ble) to quan tify the finan -
cial returns at such an early stage of screen ing. This will come later, dur ing the fea si bil ity study
or the devel op ment of the product concept.

To use risk and return anal y sis to draw some pre lim i nary con clu sions about which prod uct
diver si fi ca tion ideas an MFI should pri or i tize, it is nec es sary to con sider the two sides of anal -
y sis together. In gen eral, it would be good to iden tify low risk prod ucts that will gen er ate high
returns, but a high risk prod uct might also be attrac tive if the expected finan cial, social and
mar ket returns are suf fi ciently high and the orga ni za tion can develop strat e gies for con trol ling 
the impact of the major risks. Pio neer ing MFIs that seek to dif fer en ti ate them selves through
inno va tion often take this kind of approach.

In the exam ple pro vided in Fig ure 2.2, the micro-pen sion prod uct seems likely to gen er ate
high finan cial, social and mar ket returns for the MFI com plet ing the assess ment, but it also
seems likely to gen er ate sig nif i cant risk expo sure in five out of six of the risk areas assessed. If
this MFI was par tic u larly inter ested in pro tect ing or expand ing its mar ket share and pos sessed 
a com pe tent mar ket ing depart ment, it might pri or i tize the leas ing prod uct, since it seems
likely to gen er ate high mar ket returns and the high posi tion ing risk could prob a bly be mit i -
gated through proactive action on the part of the mar ket ing depart ment. If, how ever, this
MFI was par tic u larly inter ested in social returns, it might pri or i tize contractual savings, which
has the lowest risk profile.

Rarely will the results of this broad anal y sis be suf fi ciently con clu sive for an MFI to pri or i tize
a sin gle prod uct for devel op ment, but the risk-return com par i son can help man ag ers reduce
the num ber of ideas that they con sider for fur ther explo ra tion. It can also raise their aware ness 
of the infor ma tion gaps they might need or want to fill before being will ing to move for ward
with the development of a product. 

2 Man ag ing Prod uct Devel op ment Preparing for Diversification
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Fig ure 2.2 Risk and Return Assess ment Frame work (exam ple)

 Con trac tual
Sav ings

Micro-
Pen sion

SME
loans

Hous ing
loan

Health
insur ance Leas ing

RISKS

Demand L M M M L M

Prod uct design L H M L H M

Finan cial H H L M M L

Prod uct mix L L L H L M

Posi tion ing L M H H M H

Com pe ti tion M M M H L M

RETURNS

Finan cial M H M L M L

Social M H M M M L

Mar ket L H L M M H

Source: Authors.

Criteria-based

A sec ond tech nique for screen ing diver si fi ca tion ideas involves the def i ni tion of cri te ria that
an MFI thinks would make a new prod uct or mar ket suc cess ful. For exam ple, if an insti tu tion
was devel op ing a new prod uct to pro tect its mar ket share and it believed it needed to intro -
duce the prod uct within the next six months, then it could screen its new prod uct ideas on the
basis of whether they could be devel oped within a six month time frame. 

Coo per and Edgett (1999) pro pose two main types of cri te ria, which they call “must-meet”
and “should-meet” cri te ria. The cri te ria often take the form of yes/no ques tions and they can
be qual i ta tive or quan ti ta tive in nature. Must-meet cri te ria typ i cally assess stra te gic issues,
fea si bil ity ques tions, and resource avail abil i ties, for exam ple: 

l Will this idea assist the MFI in achiev ing its mis sion and stra te gic plan for the period? 

l Has the tar get mar ket dem on strated some need for this prod uct? 

l Does it seem tech ni cally fea si ble for our insti tu tion to develop this prod uct?

l Is the prod uct likely to gen er ate more return than risk?

A “no” response to any must-meet ques tion would be enough to kill a diver si fi ca tion idea, or
to war rant its being placed at the bot tom of an MFI’s list of pri or i ties. 

Should-meet cri te ria are highly desir able but not essen tial char ac ter is tics of a new prod uct
or mar ket idea. A weak response to any one ques tion would not kill an idea, nor auto mat i cally
place it at the bot tom of the pri or ity list. Rather, each should-meet ques tion is scored and
ideas earn points depend ing on the degree to which they meet each criterion. 

34

2 Man ag ing Prod uct Devel op ment



Accord ing to Coo per and de Brentani (1984), there are four main types of screen ing cri te ria
for new prod uct ideas: 1) eco nomic and finan cial poten tial; 2) cor po rate syn ergy; 3) pro duc -
tion-design syn ergy; and 4) prod uct dif fer en tial advan tage. Table 2.3 pro vides a few exam ples
of cri te ria in each of these cat e go ries that MFIs can use to screen their own ideas.

Table 2.3 Sam ple Should-Meet Pri or i tiz a tion Cri te ria

Eco nomic and
finan cial poten tial

Cor po rate
syn ergy

Pro duc tion-
design syn ergy

Prod uct dif fer en tial
advan tage

• How large is the
mar ket?

• How fast is it
grow ing?

• Will it pro vide an
entry point for new
cus tom ers?

• Would it make
cur rent cus tom ers
more loyal?

• How cer tain is it that 
the prod uct will
pro vide a
return-on-invest ment 
of at least x%?

• How many other
insti tu tions already
offer this prod uct?

• How long will it take
to get the prod uct to
the mar ket? 

• To what degree does
the prod uct align
with the MFI’s
stra te gic direc tion?

• How much would the 
prod uct impact the
MFI’s key objec tives?

• Does the prod uct
build on the MFI’s
strengths and
com pe ten cies?

• How well does it
com ple ment the
MFI’s exist ing
prod uct menu?

• Will the prod uct use
exist ing deliv ery
chan nels?

• Could it be
pro cessed through
the exist ing MIS?

• Will the prod uct
resist cycli cal or
sea sonal
fluc tu a tions?

• Will cur rent staff be
able to deliver the
prod uct?

• Is the MFI capa ble
of man ag ing the key
risks asso ci ated with
the devel op ment of
this idea?

• To what extent does
the prod uct pro vide
unique ben e fits to
cus tom ers?

• Does it fit cus tomer
needs and pri or i ties
better than
com pet i tors’
prod ucts?

• Can the prod uct
deliver better value
than com pe ti tion
(either more ben e fits 
or equal ben e fits at a 
lower cost)?

Source: Adapted from Coo per and Edgett, 1999 and Avlonitis and Papastathopoulou, 2006.

The selec tion of cri te ria is impor tant and can be extremely valu able in help ing a prod uct man -
age ment com mit tee to iden tify weak ideas while at the same time avoid screen ing out poten -
tially good ideas too early in the pro cess due to entrenched insti tu tional hab its or the
indi vid ual pref er ences of one per son or depart ment. Insti tu tional SWOT (Strengths, Weak -
nesses, Oppor tu ni ties, Threats) anal y sis (dis cussed in Chap ter 24) can be very help ful in guid -
ing the selec tion of appro pri ate cri te ria because it iden ti fies strengths and oppor tu ni ties that
the insti tu tion will want any new prod uct to take advan tage of as well as threats or weaknesses
it will want to avoid. 

Once an MFI iden ti fies which cri te ria it wants to use, it can cre ate a rat ing tool such as the one
shown in Table 2.4. In this sam ple grid, ten cri te ria were deter mined to be impor tant in pre -
dict ing new prod uct suc cess and were listed down the first col umn. The cri te ria were weighted 
accord ing to their impor tance to the insti tu tion on a scale of 1 to 3. Three prod uct ideas were
then rated accord ing to each cri te rion, also on a scale of 1 to 3. For exam ple, the first cri te rion, 
“fit with strat egy”, was given a weight of 3 because the insti tu tion con sid ers that cri te rion to
be very impor tant. Review ing each of the prod uct options, the first idea was con sid ered to
have a weak fit with the insti tu tion’s cur rent strat egy, so it was given a rat ing of 1, while each of 
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the other ideas had a strong fit with the cur rent strat egy and were given a rat ing of 3. Since the
“fit with strat egy” cri te rion had been assigned a weight of 3, the first prod uct idea received a
weighted score of 3 (1 x 3) in that area, while the other two product ideas scored 9 (3 x 3).

Rat ing the three prod uct ideas against all ten cri te ria, the tool pin points the sec ond idea, which 
received a total score of 50, as the one that should be pri or i tized for devel op ment. Weights
can also be assigned in terms of per cent ages so that the total value of all cri te ria (100 per cent)
is divided unequally among dif fer ent cri te ria on the basis of their impor tance to the insti tu tion 
(for exam ple, the risk of com pe ti tion might be rel a tively unim por tant and receive a weight of
five per cent while the fit with insti tu tional strat egy might be highly impor tant and receive a
weight of 30 per cent). An exam ple of a tool designed in this man ner can be found in
Table 20.2 in the chapter on rural microfinance.

Table 2.4 Sam ple Criteria-based Screen ing Tool

Cri te rion
Score Weighted

Value
Weighted Score

Idea 1 Idea 2 Idea 3 Idea 1 Idea 2 Idea 3

1. Fit with strat egy 1 3 3 3 3 9 9

2. Fit with tar get mar ket’s pri or i ties 3 2 1 3 9 6 3

3. Fit with cur rent prod uct mix 2 3 2 2 4 6 4

4. Size of poten tial mar ket 3 2 1 2 6 4 2

5. Low risk of com pe ti tion 1 2 3 1 1 2 3

6. Uses exist ing deliv ery chan nels 1 1 3 1 1 1 3

7. Resists sea sonal fluc tu a tions 1 3 2 3 3 9 6

8. Devel op ment and test ing period
(shorter is better)

2 2 1 2 4 4 2

9. Cost of devel op ment 1 3 2 1 1 3 2

10.Return on invest ment of 25%
within 2 years

1 3 1 2 2 6 2

TOTAL 34 50 36

Source: Adapted from Gorchels, 2003.

The cri te ria-based screen ing tool can be used to pri or i tize com pletely dif fer ent prod uct or
mar ket devel op ment ideas as well as vari a tions of a sin gle prod uct. For instance, an MFI may
be unsure about whether it wants to intro duce a new sav ings prod uct that uses man ual sys -
tems as its exist ing loan prod ucts do, or whether it wants to take advan tage of the new prod uct 
intro duc tion to launch a smart-card based ser vice. It could use the tool to com pare the attrac -
tive ness of the two product variations. 

Cri te ria-based screen ing tools can also be used at var i ous lev els of detail. If the tool is being
used to broadly screen a range of ideas, the cri te ria can be left broadly stated as in Table 2.4.
How ever, if the tool is being used to choose between two “final can di dates”, the cri te rion can
be made more spe cific with mea sur able indi ca tors. For exam ple, instead of “fit with strat egy”
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the cri te rion could be “num ber of stra te gic objec tives in the cur rent five year busi ness plan
that the idea will help to meet”.

Fea si bil ity Anal y sis

The third tech nique that MFIs can use to pri or i tize prod uct diver si fi ca tion ideas is fea si bil ity
anal y sis. As sug gested by its name, fea si bil ity anal y sis is an assess ment of the via bil ity of a busi -
ness idea. What dis tin guishes this tech nique from the two described above is the depth of the
anal y sis, par tic u larly with respect to quan ti ta tive data. An MFI will likely have gath ered a great
deal of infor ma tion by the time it decides to pur sue fea si bil ity anal y sis, but it will almost cer -
tainly need to con duct addi tional research to obtain spe cific fig ures and/or to probe a more
representative sample.

Barringer and Ire land (2005) rec om mend eval u at ing four types of fea si bil ity. 

l Tech ni cal fea si bil ity eval u ates whether the prod uct being con sid ered for devel op ment
can oper ate in the man ner desired. It inves ti gates infra struc ture con straints, legal lim i ta -
tions and tech nol ogy reli abil ity. It explores the local labour mar ket and assesses the poten -
tial for access ing and attract ing qual i fied per son nel. If part ner ships will be required, it
exam ines whether appro pri ate part ners are avail able and capa ble of deliv er ing what will be 
required. 

l Mar ket fea si bil ity eval u ates whether there is suf fi cient demand for the new prod uct or
ser vice. It assesses the size of the poten tial mar ket, usage trends and the level of com pe ti -
tion in the area that the MFI wishes to tar get. It esti mates sales under var i ous assump tions
(for exam ple, price or eli gi bil ity require ments). It can also assess the cost-effec tive ness of
dif fer ent dis tri bu tion and com mu ni ca tion chan nels. 

l Orga ni za tional fea si bil ity eval u ates whether the insti tu tion has the capa bil i ties and
resources not only to pro duce the prod uct, but also to mar ket and dis trib ute it along side
its exist ing prod uct menu. This part of the fea si bil ity study would include an inter nal anal -
y sis of man a ge rial skills, orga ni za tional struc ture, avail able employ ees and their skills sets,
tech nol ogy resources and reg u la tory sta tus.

l Finan cial fea si bil ity esti mates the cost of devel op ing and deliv er ing the prod uct, the
amount and tim ing of cap i tal require ments, the rev e nues that will be gen er ated, the profit
mar gin and break-even point. It assesses whether the prod uct will gen er ate ade quate cash
flow and prof its. 

Fea si bil ity stud ies are more expen sive and time con sum ing than the other two screen ing
meth ods and they will not nec es sar ily indi cate that one diver si fi ca tion idea is obvi ously more
likely to suc ceed than another. The anal y sis will, how ever, help an MFI to chal lenge its
assump tions and assess more accu rately the risks and rewards asso ci ated with the idea(s)
under con sid er ation. Even if it is not used to pri or i tize diver si fi ca tion ideas, fea si bil ity anal y sis
is fre quently used as a screen or gate through which any idea must pass before a prod uct is
actu ally devel oped and tested, or invest ments are made in build ing new infra struc ture. 
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2.5 Using the Prod uct Devel op ment Pro cess to Man age Risk

Once an MFI decides to diver sify, it will want to develop its new prod uct or mar ket idea in a
way that max i mizes the poten tial ben e fits while min i miz ing risk. Most insti tu tions, regard less
of whether they are intro duc ing a new prod uct or re-devel op ing old prod ucts to meet the
needs of a new mar ket, pass through the major ity of the stages of the prod uct devel op ment
pro cess described in Section 2.1 above. How ever, they do so with dif fer ent degrees of for mal -
ity and spend dif fer ent amounts of time and resources on each step (see, for exam ple, the
XacBank case at the end of this chap ter). The first and sec ond steps of the pro cess are often
given lit tle time or atten tion, and the fourth is most fre quently skipped. This is unfor tu nate
because all steps of the pro cess offer valu able oppor tu ni ties to iden tify and con trol risks, as
Pikholz et al (2005) explain:

By break ing out the new prod uct devel op ment pro cess into dis crete steps, there is a deci -
sion point, Go/No Go, before pro ceed ing to the next step. Each step costs more than the
pre ced ing one. As the amount of money at stake increases, risk is man aged by ensur ing that 
the uncer tain ties of the pro ject decrease: Do we have the capac ity for this prod uct? Do our
cli ents want this prod uct? Will our sys tems, pric ing, and pro ce dures work? The pro cess is
delib er ately designed to drive uncer tain ties down at each suc ces sive step, so that by the
time you have com pleted Step 2 you are much wiser than you were at the com ple tion of
Step 1.

Man ag ers that rush the early steps of the prod uct devel op ment pro cess, or launch their
adapted prod uct in a new mar ket with out any test ing, are tak ing on an unnec es sary level of
risk. Not only do they pass up oppor tu ni ties to pro tect their insti tu tion from loss, but they
also increase the cost of man ag ing risk the lon ger they wait for a risk expo sure to be iden ti fied. 
As illus trated in the Equity Bank case pre sented in Chap ter 1, when prob lems are dis cov ered
dur ing rollout, they are much more dif fi cult to fix than they would have been had they been
dis cov ered ear lier. More staff mem bers are involved, more cli ents are affected, more money is 
at risk, more trans ac tions have to be sorted out, and some solu tions will no lon ger be fea si ble
given that the product has already been made public.

Of course, there is a trade-off between risk and return. Some MFIs delib er ately skip steps in
the prod uct devel op ment pro cess to respond more quickly to a com pet i tive threat or to gain
first mover advan tage in a new mar ket. They make a cal cu lated deci sion to accept higher risk
in the hope of greater returns. This is a legit i mate strat egy, but insti tu tions that adopt it should
be pre pared to cover their poten tial losses. They need to be ready to deal with the neg a tive
impact of prod uct fail ure as dis cussed in Chap ter 1, not only on the insti tu tion’s prof it abil ity
and rep u ta tion, but also on staff and the low-income cli ents the MFI is trying to serve.

In gen eral, it is rec om mended that MFIs take a sys tem atic approach to prod uct devel op ment
and look for ways to effi ciently com plete each step of the pro cess in order to min i mize the sig -
nif i cant risks inher ent in it. The higher the cost, the larger the change that needs to take place
and the greater the risk envi sioned in pur su ing a diver si fi ca tion idea, the more it makes sense
to invest in a com plete prod uct development process. 
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MFIs that fol low a sys tem atic approach to prod uct devel op ment will have oppor tu ni ties to
iden tify and con trol risk at each stage of the pro cess. Table 2.5 lists exam ples of the risks that
can be man aged at each stage, along with a sam ple of strat e gies and tools that can be used to
mit i gate the risk expo sure. For instance, one of the risks that insti tu tions are exposed to in the
first stage of the prod uct devel op ment pro cess is stra te gic risk. This risk can be par tially mit i -
gated through SWOT anal y sis and there is a MicroSave toolkit on stra te gic busi ness plan ning
that can be freely down loaded from the Internet to guide MFIs through that anal y sis.  2

Table 2.5 Using the Prod uct Devel op ment Pro cess to Mit i gate Risk

Stage
Sam ple Risks that
Can Be Man aged

Mit i ga tion
Strat e gies Tools2

• Man age ment/Board
Com mit ment Risk

• Stra te gic Risk

• Staff Risk

• Prod uct Mix Risk

• Exter nal Risks

• Cul ture Risk

• Be well-informed about the 
MFI’s capa bil i ties, core
com pe ten cies, weak nesses, 
risks, envi ron ment

• Have a busi ness plan with
clear objec tives 

• Form a prod uct
man age ment com mit tee
with high level buy in 

• SWOT anal y sis (1)

• Stra te gic busi ness plan ning 
toolkit (1)

• Insti tu tional risk
assess ment and mit i ga tion
tool (2)

• Cross Prod uct Risk
Over view Tool (2)

• Demand Risk

• New Tar get Mar ket Risk

• Com pe ti tion Risk

• Prod uct Design Risk

• Posi tion ing Risk

• Gather infor ma tion to know 
the mar ket’s needs and
con text

• Find out how poten tial
cus tom ers per ceive the
insti tu tion and its
com pe ti tion

• Focus Group Dis cus sions (3)

• PRA Tools such as
Finan cial Land scape
Anal y sis or Sea son al ity of
Income and Expen di ture (3)

• Mar ket seg men ta tion (4)

• Prod uct Design Risk

• Finan cial Man age ment
Risk

• Com pli ance Risk

• Fraud Risk

• Prod uct Mix Risk

• Secu rity Risk

• Solicit feed back from
cli ents and staff on ini tial
design

• Make pro jec tions

• Ver ify com pli ance

• Iden tify risks at each step
in the deliv ery pro cess and
include con trols in the
prod uct design

• Cus tomer anal y sis matrix (5)

• Prod uct design matrix (5)

• Cost ing and pric ing (6)

• Pro cess map ping (7)

• Prod uct risk assess ment
tool (2)

• Quan ti ta tive mar ket
research (8)

• Mod el ling soft ware such as 
Microfin (9)
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Stage
Sam ple Risks that
Can Be Man aged

Mit i ga tion
Strat e gies Tools2

• Demand Risk

• Finan cial Man age ment
Risk 

• Com mu ni ca tion Risk

• Incen tive Sys tems Risk

• Infor ma tion Sys tems Risk

• Rep u ta tion Risk

• Develop clear pilot test
pro to col

• Define pilot test objec tives

• Include any new mar ket ing
mate ri als or incen tives in
the test

• Doc u ment pro ce dures

• Train staff before the pilot

• Mon i tor and eval u ate
results

• Pilot test ing toolkit (10)

• Mon i tor ing tools (10)(11)

• Go/NoGo deci sion model (2)

• Post pilot risk assess ment
(2)

• Deliv ery Sys tems Risk

• Staff Risk

• Trans ac tion Risk 

• Orphan Prod uct Risk

• Posi tion ing Risk

• Counterparty risk

• Adjust pol i cies and
sys tems in response to
pilot test les sons before
rollout begins

• Doc u ment “should be”
pro cesses

• Artic u late a grad ual rollout
strat egy 

• Develop a clear part ner ship 
agree ment 

• Pre Rollout Risk
Assess ment Tool (2)

• Rollout pro to col (12) 

• Rollout order worksheet
(12)

• Sys tems plan ning check list 
(12)

• Mar ket ing plan (5)

• Pro cess map ping (7)

Source: Authors.

2.6 Prod uct Devel op ment vs. Prod uct Man age ment

Whereas prod uct devel op ment refers to actions that are taken to improve exist ing prod ucts
and cre ate new ones, prod uct man age ment refers to the ongo ing pro cess of plan ning, orga -
niz ing, lead ing and con trol ling those prod uct devel op ment activ i ties so that they gen er ate
value for the MFI and its clients.

Many MFIs have a prod uct devel op ment com mit tee that takes respon si bil ity for guid ing a
new prod uct idea through its phases of devel op ment, hope fully cul mi nat ing in a suc cess ful
launch. This helps to ensure that the prod uct devel op ment activ i ties of dif fer ent depart ments
are coor di nated along a com mon timeline and are focused on the same objec tives. Once a
prod uct is ready for rollout, respon si bil ity for the prod uct is passed to oper a tions and the
com mit tee is dis banded or takes up another new prod uct. The com mit tee’s com po si tion is
altered from one prod uct to the next to ensure that appro pri ate tech ni cal and field exper tise is
rep re sented, and to bring fresh energy and com mit ment to the new prod uct’s devel op ment,
usu ally in the form of a new chair per son, who is often referred to as the prod uct champion. 

This kind of com mit tee can play a vital role in man ag ing the devel op ment of a par tic u lar prod -
uct. It can keep the new prod uct devel op ment pro cess on track and take pri mary respon si bil -
ity for man ag ing the risks inher ent in that pro cess. It does not, how ever, take respon si bil ity for 
mon i tor ing the ongo ing per for mance and devel op ment of already exist ing prod ucts. This is
usu ally car ried out by the operations department. 
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Unfor tu nately, the oper a tions depart ment lacks the cross-depart men tal per spec tive of the
prod uct devel op ment com mit tee. Its abil ity to inter pret prod uct per for mance and define
future prod uct port fo lio strat egy from a finan cial, mar ket ing, tech nol ogy and risk man age -
ment per spec tive is lim ited, and for this rea son it is not the ideal home for the prod uct port fo -
lio man age ment func tion. MFIs that are cur rently man ag ing prod uct devel op ment through
the oper a tions depart ment might want to con sider other options, such as those described
below.

Option #1: Con vert the Prod uct Devel op ment Com mit tee into a Prod uct
Man age ment Com mit tee

A prod uct man age ment com mit tee can be made respon si ble for the devel op ment of spe cific
prod ucts as well as the def i ni tion and mon i tor ing of prod uct port fo lio strat egy. Its com po si -
tion can vary depend ing on the nature of the prod uct man age ment activ i ties tak ing place dur -
ing a par tic u lar meet ing, as sum ma rized in Table 2.6. The com mit tee might be led by the
Direc tor of Oper a tions or the Head of Busi ness Devel op ment, but this indi vid ual could del e -
gate respon si bil ity for lead ing a par tic u lar meet ing to his or her dep uty or to another mem ber
of the team. Heads of other depart ments could do the same. In gen eral, idea gen er a tion and
imple men ta tion meet ings could be staffed by mid dle man ag ers and tech ni cal spe cial ists who
are directly involved in the activ i ties being dis cussed while the insti tu tion’s most senior man -
ag ers would attend the meetings at which decisions are made and emergencies are addressed. 

The exact com po si tion of a prod uct man age ment com mit tee will depend on an insti tu tion’s
size and struc ture, as well as the nature of the prod ucts being devel oped at a par tic u lar point in 
time. For exam ple, invit ing some one from the Credit Depart ment to par tic i pate on the com -
mit tee makes sense when a new loan prod uct is being devel oped, but not for a new sav ings
prod uct. Sub-com mit tees can also be orga nized, par tic u larly to over see intense peri ods of
imple men ta tion activ ity, such as pro to type devel op ment or a pilot test. If an MFI does not
have inter nal exper tise in all the areas required, it can invite Board mem bers or exter nal con -
sul tants to sit on the com mit tee. MFIs often rely on the external advice of legal experts, for
instance. 

The fre quency of prod uct man age ment com mit tee meet ings will also vary. It will depend pri -
mar ily on the num ber and com plex ity of prod uct devel op ment ini tia tives cur rently in pro cess
as well as the speed with which the insti tu tion is try ing to com plete those pro jects. The shorter 
the timeline and the more com plex the activ i ties, the more fre quent the com mit tee is likely to
meet. Weekly meet ings are not uncom mon imme di ately before and dur ing product testing,
for example. 
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Table 2.6 Prod uct Man age ment Com mit tee Com po si tion

Meet ing Pur pose Sam ple Activ i ties Com po si tion

Idea Gen er a tion • Mon i tor prod uct per for mance 

• Iden tify trends and emerg ing risks 

• Gather, pro cess, syn the size and ana lyze ideas 
for improv ing per for mance of the prod uct
port fo lio

• Rec om mend actions and next steps

• Depart men tal rep re sen ta tives – 
those gath er ing and pro cess ing 
infor ma tion

• Prod uct man ag ers

Screen ing • Refine or pri or i tize prod uct devel op ment
ideas

• Ana lyze poten tial risks and returns

• Screen ideas against must-meet and
should-meet cri te ria

• Decide which ideas to explore fur ther

• Con firm whether prod uct devel op ment has
met estab lished tar gets and can advance to
next stage

• Depart men tal rep re sen ta tives – 
those with author ity to approve 
spend ing or risk-tak ing at the
level being dis cussed 

• Risk man ager or Head of
inter nal audit

• Legal advi sor

• Part ner ship man ager

• Prod uct man ag ers

Deci sion Mak ing • Approve bud get and timeline for con cept
devel op ment

• Decide whether the busi ness case for a new
prod uct con cept is strong enough to jus tify
its risks

• Approve prod uct devel op ment plan, pilot
test ing pro to col, or rollout plan

• Decide whether the insti tu tion is ready to test 
or rollout a new prod uct 

• Define prod uct strat egy

• Top man age ment

• Heads of each depart ment 

• Risk man ager or Head of
inter nal audit

• Legal advi sor

• Part ner ship man ager

• Prod uct man ager(s)

Imple men ta tion • Coor di nate con cept devel op ment, includ ing
cost ing and pric ing, demand pro jec tions,
sen si tiv ity and breakeven anal y sis

• Coor di nate prep a ra tion and imple men ta tion
of prod uct devel op ment plan, pilot test ing
pro to col or rollout plan

• Mon i tor per for mance against prod uct
devel op ment plan, pilot test ing pro to col or
rollout plan

• Mon i tor cus tomer and com pet i tor reac tions

• Mon i tor impact of new prod uct devel op ment
on other prod ucts 

• Pro cess feed back from pilot test and
coor di nate changes in sys tems, mar ket ing,
infra struc ture, train ing and other activ i ties

• Rec om mend adjust ments to a plan

• Depart men tal rep re sen ta tives – 
those involved in doing the
work

• Prod uct man ager(s)

• Mid dle man age ment and/or
frontline rep re sen ta tives

• Part ner ship man ager

Emer gency
Response

• Brain storm response to major com pet i tive
threat or other exter nal event

• Adjust plans due imple men ta tion fail ure or
com pli ca tions

• Heads of each depart ment 

• Risk man ager or Head of
inter nal audit

• Prod uct man ager(s)

Source: Authors.
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If an MFI is not devel op ing or test ing a new prod uct, prod uct man age ment com mit tee meet -
ings might be held once per month or quar ter, depend ing on how proactive the insti tu tion is
about gath er ing and respond ing to infor ma tion in order to strengthen the per for mance of its
prod uct port fo lio. Spe cial meet ings can be called at any time if a mem ber of the com mit tee
iden ti fies a warn ing sign that requires urgent attention. 

Option #2: Assign Respon si bil ity for Prod uct Port fo lio Man age ment to an
Exist ing Cross-func tional Team

If an MFI already has a cross-func tional team that is tasked with stra te gic deci sion mak ing,
such as a Busi ness Devel op ment Team or Senior Man age ment Com mit tee, it can assign
respon si bil ity for prod uct port fo lio man age ment to this entity. As men tioned pre vi ously, this
can be an appro pri ate option for small MFIs with lim ited resources. It can also avoid the cre -
ation of “yet another com mit tee” in insti tu tions that already have, for exam ple, a Research
and Devel op ment (R&D) Com mit tee and want to main tain a degree of sep a ra tion between
prod uct devel op ment and product management activities. 

There are two main chal lenges asso ci ated with this approach: 1) mak ing sure that infor ma tion
flows effec tively between those involved in prod uct devel op ment and those involved in prod -
uct man age ment; and 2) mak ing sure prod uct man age ment activ i ties are not over whelmed by
the exist ing man age ment team’s other respon si bil i ties. Prod uct man age ment should be
included in the team’s terms of ref er ence, reg u lar meet ing agenda and report ing, but this alone 
will not guar an tee suc cess. Top man age ment must hold the team account able for effec tive
prod uct man age ment and ensure that appro pri ate mech a nisms are in place to facilitate
communication.  

Option #3: Cre ate Prod uct Man ag ers

One of the ways to bridge the gap between prod uct devel op ment and prod uct man age ment is
through indi vid ual prod uct man ag ers. These man ag ers focus on the health of one par tic u lar 
prod uct or prod uct line and can either par tic i pate in senior man age ment meet ings or inform
those meet ings on an as-needed basis. The des ig na tion is rarely a full-time posi tion, but rather, 
a set of respon si bil i ties that is assigned to spe cific staff mem bers in addi tion to their basic job
description. 

Some MFIs award this des ig na tion to prod uct cham pi ons who suc cess fully man age a new
prod uct’s devel op ment through to its launch. In this case, prod uct man ag ers are given
respon si bil ity for mak ing sure that the prod uct they cham pi oned is inte grated into the insti tu -
tion’s main stream oper a tions and remains suc cess ful over time. Other MFIs rotate the prod -
uct man ager respon si bil ity among high-per form ing indi vid u als as a job enrich ment strat egy or 
as part of a man age ment trainee pro gram. This is because prod uct man ag ers gain expo sure
and vis i bil ity as they carry out their respon si bil i ties. They have the oppor tu nity to inter act with 
dif fer ent depart ments of the insti tu tion, develop their anal y sis skills, and dem on strate their
abil ity to for mu late rec om men da tions that strengthen not only their own product’s
performance, but also the product portfolio as a whole.

This third option can be com bined with either of the two described above. In fact, an MFI can 
inte grate prod uct man ag ers into any struc ture it cre ates to man age prod uct devel op ment.
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Doing so can help the insti tu tion max i mize the value of its exist ing prod ucts and dis cern when 
prod uct diver si fi ca tion is a stra te gic solu tion to a chal lenge or oppor tu nity. 

Main Mes sages

1. Make it every employee’s respon si bil ity to gather prod uct devel op ment ideas as part
of their daily activ i ties. 

2. Man age diver si fi ca tion risks through a sys tem atic prod uct devel op ment pro cess.

3. Screen prod uct devel op ment ideas to iden tify those with the great est poten tial.

4. Assign respon si bil ity for prod uct man age ment, not just new prod uct devel op ment.

Case Study: New Prod uct Devel op ment at XacBank, Mon go lia

The XacBank (pro nounced “haas bank”) that exists today resulted from a 2002 merger
between X.A.C. (“Golden Fund for Devel op ment”), a UNDP MicroStart pro ject which
financed micro entre pre neurs, and Goviin Ekhlel (G.E.), a Mercy Corps pro ject which
pro vided SME loans to small busi nesses. As of Decem ber 2008, the Bank offered more
than 30 dif fer ent finan cial prod ucts and had approx i mately 63,000 bor row ers and
230,000 depos i tors.

The first prod uct devel op ment strat egy fol lowed by X.A.C. and later XacBank was to
deter mine in gen eral terms what cli ents wanted and to try to pro vide it. Mar ket research
con sisted of talk ing to some poten tial or actual cli ents and brain storm ing among staff.
Start-up, growth and con sump tion loans were devel oped in this man ner and are still very
pop u lar prod ucts. How ever, as the range of prod ucts and ser vices expanded, this strat egy 
encoun tered con straints, which led XacBank to adopt a more delib er ate approach to
prod uct devel op ment.

XacBank under stands the impor tance of first mover advan tage. Man age ment knows that
if they can get a new, inno va tive prod uct to mar ket first, they have a good chance to instil 
cus tomer loy alty. Accord ing to XacBank, the prod ucts in which they were the first mover
have proven suc cess ful. Exam ples include inno va tions such as the finan cial leas ing
prod uct, chil dren’s sav ings (“Future Mil lion aire”) and long-term sav ings (“Age Grace -
fully”).

If one can not be the first to mar ket with a prod uct, the sooner one devel ops a copy-cat
prod uct, the less of an advan tage there will be for the first-mover. Recently, XacBank has 
cop ied suc cess ful prod ucts of its com pet i tors in order to main tain mar ket share. At first
glance, a strat egy of copy ing other bank’s prod ucts offers sev eral advan tages. The bank
can save itself the expense of doing mar ket research and can save time by short en ing the
prod uct devel op ment cycle because the prod uct is already designed and con di tions are
well estab lished.

In devel op ing a copy-cat remit tance prod uct, for exam ple, XacBank con ducted sales
anal y sis instead of demand anal y sis because it believed that other banks had already
dem on strated the demand. Research included an anal y sis of the num ber of trans ac tions, 
the size of trans ac tions and fee income earned by pro vid ers of both Money Gram and
West ern Union ser vices. Bank staff acquired this data through mar ket intel li gence and
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ana lysed it to esti mate the level of profit to be earned from each ser vice, which led to its
deci sion to offer Money Gram remit tance ser vices. 

The dia gram below shows the new prod uct devel op ment pro cess at XacBank as
described by staff of the Stra te gic Plan ning and Mar ket ing Depart ment in 2005. Once a
new prod uct is designed, it is “tested” by being imple mented in one branch for approx i -
mately two months. If no major prob lems occur, the prod uct is rolled out. 

Rec om mended Read ing 

u Brand, M. 1998a. New prod uct devel op ment for microfinance: Eval u a tion and prep a ra tion,
Microenterprise Best Prac tices (MBP) Pro ject, Tech ni cal Note Num ber 1 (Bethesda,
MD, MBP Devel op ment Alter na tives Inc., USAID), at:
http://www.microlinks.org/ev02.php?ID=7478_201&ID2=DO_TOPIC.

u Brand, M. 1998b. New prod uct devel op ment for microfinance: Design, test ing and launch,
Microenterprise Best Prac tices (MBP) Pro ject, Tech ni cal Note Num ber 2 (Bethesda,
MD, MBP Devel op ment Alter na tives Inc., USAID), at:
http://www.microlinks.org/ev_en.php?ID=7477_201&ID2=DO_TOPIC.

u Brand, M. 2001. The MBP guide to new prod uct devel op ment, Microenterprise Best Prac tices
(MBP) Pro ject (Bethesda, MD, Devel op ment Alter na tives Inc., ACCION, USAID), at:
http://www.microlinks.org/ev_en.php?ID=7501_201&ID2=DO_TOPIC.

u Brand, M. 2003. Mar ket intel li gence: Mak ing mar ket research work for microfinance (Boston,
MA, ACCION), at: http://pub li ca tions.accion.org/pub li ca tions/InSight_7__162.asp.
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2005. Insti tu tional and prod uct devel op ment risk man age ment toolkit (Nai robi, MicroSave,
Shorebank Advi sory Ser vices), at:
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03 3 Devel op ing New Mar kets

“Research has dem on strated that the range of cli ents cur rently using microfinance ser vices is
lim ited, con cen trated in a pop u la tion that ranges from 40% below to just above the pov erty

line. This leaves a large pop u la tion, both above and below this band, that is largely unserved.
At the same time, there are many within this band that do not access finan cial ser vices.

They include those that self-exclude, includ ing those who pre vi ously used MFI ser vices but
now choose not to, and those who have been rejected by finan cial ser vice pro vid ers. The

‘unbanked’ pres ent a sig nif i cant oppor tu nity for those MFIs who can dis cover how to mar ket
the MFI’s ser vices to this unserved pop u la tion.” ~ Matul, et al. (2006a)

Dur ing the last three decades, MFIs have sought after sim i lar mar ket seg ments. They have
focused, for the most part, on serv ing the needs of microentrepreneurs in urban and
semi-urban areas. These mar kets are becom ing increas ingly com pet i tive, how ever. Tech nol -
ogy is cre at ing new deliv ery chan nels, and stake holders of var i ous kinds are push ing the
indus try to ful fil more of its social and com mer cial poten tial. In response, MFIs are slowly but 
surely explor ing and expand ing into new markets.

This is an impor tant trend given that 50 to 80 per  cent of the pop u la tion in many coun tries still 
lacks access to for mal finan cial ser vices (World Bank, 2008). It is also a chal lenge for the
major ity of MFIs that have not yet diver si fied into new mar kets or have done so with lim ited
suc cess. As Part III of this book dem on strates, there are many underserved mar kets that pro -
vide expan sion oppor tu ni ties for MFIs. The issue is how to develop those new mar kets effec -
tively, par tic u larly if it requires serv ing a dif fer ent kind of cus tomer than an MFI has served in
the past.

This chap ter will briefly dis cuss the pro cess of new mar ket devel op ment and then explore
how MFIs can be more stra te gic about the way they use the pro cess to select and develop their 
new mar ket rela tion ships. It is divided into six sections:

1. The pro cess of new mar ket devel op ment

2. Under stand ing mar ket seg men ta tion 

3. Cre at ing effec tive mar ket seg ments

4. Pro fil ing a mar ket seg ment

5. Select ing a tar get mar ket 

6. Devel op ing an out reach strat egy

3.1 The Pro cess of New Mar ket Devel op ment

In many respects, the pro cess of devel op ing a new mar ket is sim i lar to that of devel op ing a new
prod uct. An MFI eval u ates whether new mar ket devel op ment is a stra te gic choice, it con ducts
mar ket research to deter mine which new mar ket should be tar geted, it designs a strat egy for
deliv er ing a port fo lio of prod ucts to that mar ket, and then it costs and tests its strat egy before
full imple men ta tion. The major dif fer ence between the two is that in new mar ket devel op ment
the MFI is devel op ing a rela tion ship, not a par tic u lar prod uct or ser vice (see Table 3.1).
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In devel op ing a new mar ket, MFIs will some times decide that it is nec es sary to develop one or 
more new prod ucts, but that is not always the case. Often they will be able to adapt their exist -
ing prod ucts, or the way they com mu ni cate and deliver those prod ucts, to make them use ful
to the new cus tomer group. The key to suc cess ful new mar ket devel op ment is first under -
stand ing the finan cial ser vice needs of the new mar ket and then shap ing a port fo lio of finan -
cial (and per haps, non-finan cial) ser vices to meet those needs as effectively as possible.

Table 3.1 Com par ing New Prod uct and New Mar ket Devel op ment

New Prod uct Devel op ment New Mar ket Devel op ment

Objec tive Cre at ing a new prod uct or ser vice Serv ing a new group of cus tom ers

Prod uct focus Sin gle prod uct Port fo lio of prod ucts 

Out put for test ing Prod uct pro to type Out reach strat egy

Desired result Suc cess ful prod uct Suc cess ful rela tion ship

Source: Authors.

The argu ments made in Chap ter 2 for tak ing a sys tem atic approach to prod uct devel op ment apply 
equally to mar ket devel op ment. A sys tem atic pro cess will help MFIs man age risk – not only new
tar get mar ket risk, but also stra te gic, com mu ni ca tion, demand, finan cial man age ment, deliv ery sys -
tems and many other risks.  As shown in Fig ure 3.1, the pro cess and the oppor tu ni ties for man ag -
ing risk begin with the deci sion to explore new mar ket pos si bil i ties. If this deci sion is taken
delib er ately and in line with an MFI’s over all busi ness strat egy, the new mar ket devel op ment pro -
cess is much more likely to have the sup port and direc tion it needs to be suc cess ful.

Once a deci sion has been taken to explore the pos si bil ity of devel op ing a new mar ket, the
MFI can ana lyse infor ma tion about new mar ket options that has already been gath ered by
staff and screen those options using the tools dis cussed in Chap ter 2 to iden tify a few ideas
worth explor ing in more detail. If infor ma tion has not been gath ered on an ongo ing basis, or
if prom is ing oppor tu ni ties are not obvi ous, mar ket research and seg men ta tion can help an
MFI to iden tify options. The pro cess of iden ti fy ing attrac tive mar ket seg ments will be dis -
cussed in Sections 3.3 and 3.5 below.

MFIs can explore sev eral new mar ket oppor tu ni ties at once or one at a time. If a sin gle mar ket
seg ment clearly stands out as hav ing the most poten tial, or if an insti tu tion’s resources are very 
lim ited, it will usu ally make sense to explore one seg ment first and to make a deci sion about
whether or not to develop it before explor ing other options. If an MFI has iden ti fied sev eral
options and is unsure which one to pur sue, it can explore mul ti ple seg ments simultaneously.

In either case, the next step in the new mar ket devel op ment pro cess is to define and pro file
the mar ket seg ment(s) under con sid er ation (see Sec tion 3.4) and to ana lyze the oppor tu ni ties
that the MFI can take advan tage of by reach ing out to each mar ket, the threats it could face if
it attempts to serve that mar ket, and the insti tu tional strengths and weak nesses that would
help or hin der the insti tu tion’s abil ity to serve that mar ket. In other words, the MFI should
con duct a SWOT anal y sis. On the basis of that anal y sis, it can then make a stra te gic deci sion
about whether it wants to move for ward with the devel op ment of any of the market segments
being considered.
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If an MFI deter mines that it is not suf fi ciently strong or pre pared to take advan tage of oppor -
tu ni ties in the mar ket seg ment(s) it iden ti fied, it can put plans in place to strengthen its capac -
ity in order to pur sue those oppor tu ni ties in the future, or it can use mar ket research and
seg men ta tion to iden tify other oppor tu ni ties that it might be able to take advan tage of now
using its existing capacity.

Fig ure 3.1 New Mar ket Devel op ment Pro cess

Source: Authors.
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Once an MFI has selected the mar ket it wants to develop, it will need to design and imple ment 
an out reach strat egy. There are four main issues that should be dealt with in that strat egy: 

1. What prod ucts will the insti tu tion offer to its new mar ket? 

2. How will the insti tu tion com mu ni cate the value that its prod ucts and ser vices can offer the
new mar ket?

3. What sys tems, pro cesses or infra struc ture will the insti tu tion have to adjust in order to
deliver its prod ucts to the new mar ket?

4. How will the insti tu tion build a rela tion ship with its new mar ket?

This last point is par tic u larly impor tant and is what makes new mar ket devel op ment some -
what more chal leng ing than new prod uct devel op ment. When a new prod uct is being devel -
oped for an exist ing mar ket, an MFI has estab lished cli ent rela tion ships that it can lever age to
develop an appro pri ate prod uct and to sur vive fail ure if the prod uct does not per form as
expected. When devel op ing a new mar ket, an MFI may have exist ing prod ucts that it can try
to use to meet the needs of the new mar ket, but its prod ucts may not be appro pri ate and the
lack of pre-exist ing rela tion ships can make it dif fi cult to deter mine what would be appro pri -
ate. Fur ther more, if an MFI takes its exist ing prod ucts to a new mar ket and they fail to meet
cus tomer needs, the MFI will have no pre-exist ing rela tion ships to fall back on as it tries to
over come the fail ure.  New cus tom ers could eas ily lose inter est and/or trust in the insti tu tion,
particularly if competitors offer them other options.

MFIs tend to move rather quickly and infor mally through the new mar ket devel op ment pro -
cess and it is pre cisely the speed and infor mal ity of their pro cess that often leads to medi o cre
results. The skip ping or very brief treat ment of steps described above can end up wast ing
resources as insti tu tions find new cus tom ers through trial and error rather than a sys tem atic
tar get ing of cus tom ers that they are in the best posi tion to serve. Sim i lar to new prod uct devel -
op ment, the new mar ket devel op ment pro cess will ben e fit from pilot test ing to check the
assump tions made dur ing pre vi ous steps in the pro cess and to revise the out reach strat egy
before mak ing large-scale invest ments in the new mar ket. The rest of this chap ter will explore
how MFIs can use mar ket seg men ta tion to select new mar kets more stra te gi cally and to craft
more cost-effective outreach plans.

3.2 Under stand ing Mar ket Seg men ta tion

Mar ket seg men ta tion is the pro cess of divid ing one’s cur rent or poten tial cus tom ers into
smaller groups, or mar ket seg ments, the mem bers of which have at least one impor tant char -
ac ter is tic in com mon which sets them apart from other cus tom ers. For exam ple, cus tom ers
with new busi nesses com prise a dif fer ent mar ket seg ment than those with estab lished busi -
nesses; those who raise live stock fall into a dif fer ent seg ment than those who sell goods in a
mar ket; cus tom ers who need to finance unex pected expenses can be grouped sep a rately from
those who seek to finance planned expenses, and so on. Indeed, there are doz ens of ways to
carve a mar ket into seg ments. Table 3.2 lists some of the more com mon options.

50

3 Devel op ing New Mar kets



Table 3.2 Mar ket Seg men ta tion Vari ables

Cat e gory Exam ples

Demo graphic gen der, eth nic ity, age, house hold size, edu ca tion, reli gion, level of income, source 
of income (sal a ried, self-employed, pen sioner, remit tances)

Geo graphic loca tion, pop u la tion den sity 

Firmographic num ber of years in busi ness, num ber of employ ees, sec tor, growth trends,
busi ness rev e nue or assets

Psychographic likes and dis likes, val ues, atti tude towards risk, atti tude towards sav ing and
finan cial plan ning, rea son for start ing a busi ness (sur vival, aspi ra tion)

Behav ioural usage fre quency; usage inten sity (aver age size of loan or deposit); user sta tus
(ex-cli ent, poten tial cli ent, first-time user, reg u lar user, num ber of loan cycles
com pleted, num ber of years as a cli ent), use of other finan cial ser vices (both
for mal and informal)

Ben e fit sought low price, high qual ity, excel lent ser vice

Source: Adapted from Frankiewicz et al., 2004.

Mar ket seg men ta tion is a crit i cal tool for both prod uct and mar ket devel op ment. There are
two main rea sons for this. First, it can help MFIs to better under stand the diver sity and com -
plex ity of the mar ket they are try ing to serve. Most MFIs define their mar ket in broad terms
such as “eco nom i cally active poor” or “low-income com mu ni ties,” but not all eco nom i cally
active poor want or need the same things. They are active in dif fer ent eco nomic sec tors. They
have vary ing lev els of tol er ance for risk. They have dis tinct pri or i ties when it comes to min i -
miz ing finan cial, trans ac tion and oppor tu nity costs. By divid ing a broad tar get mar ket into
smaller seg ments and research ing the char ac ter is tics of these dif fer ent groups, MFIs can iden -
tify oppor tu ni ties for devel op ing new prod ucts or adapt ing exist ing ones to better serve the
needs of each group. For exam ple:

l In Jor dan, once Microfund for Women began ana lyz ing its ser vice deliv ery to rural and urban
cus tom ers sep a rately, it was able to put in place a monthly repay ment sched ule for rural cli ents
that increased credit offi cer pro duc tiv ity with out increas ing loan losses. The monthly repay -
ment scheme was not attrac tive in urban mar kets where bor row ers had weekly cash flows and
the com pet i tive envi ron ment made more fre quent fol low up nec es sary.

l In Paki stan, Kashf Foun da tion seg mented its cur rent cus tom ers on the basis of monthly
dis pos able income to esti mate what per cent age would be eli gi ble for larger loans using an
indi vid ual lend ing meth od ol ogy. When it launched its indi vid ual loan prod uct, it tar geted
one seg ment in par tic u lar (McCarty, 2007).

l In Poland, Inicjatywa Mikro seg mented the unbanked pop u la tion within its area of oper a -
tion using vari ables related to exclu sion (were cli ents exclud ing them selves or was the MFI 
deem ing them inel i gi ble and why). It then devel oped out reach strat e gies for attract ing two 
of the five seg ments it iden ti fied (Matul et al., 2006a).

l In the Domin i can Repub lic, ADOPEM seg mented its mar ket into four income cat e go ries 
to deter mine what type of sav ings prod ucts to develop when it con verted from an NGO
to a bank. It ulti mately devel oped three prod ucts: pass book sav ings, pro grammed sav ings
and cer tif i cates of deposit, and mar keted these prod ucts dif fer ently to dif fer ent seg ments
(McCarty, 2007).
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The sec ond rea son mar ket seg men ta tion is impor tant is its abil ity to help MFIs make more
effi cient use of their resources. Once an insti tu tion divides its mar ket into seg ments and
under stands the char ac ter is tics of those seg ments, it can focus its resources on meet ing the
pri or ity needs of the seg ments it most wants to serve or is in the best posi tion to serve. This
can enable the MFI to increase its impact and/or decrease its risk. It can also help the MFI to
increase its com pet i tive ness by using its resources to pro vide more of what cer tain seg ments
value than the competition.

l In South Africa, research ers used mar ket seg men ta tion to under stand the char ac ter is tics of
users of a cat e gory of basic bank accounts known as “Mnazi” accounts. After deter min ing that 
young peo ple (ages 16-25), those with a pre dict able income stream, and those with a pos i tive
atti tude towards sav ings and money man age ment were more likely to use an Mnazi account,
they seg mented all poor, unbanked house holds in South Africa using these three vari ables to
iden tify and then pro file the mar ket seg ment that was most likely to adopt the prod uct in the
future. This pro file was used to design an out reach strat egy (Porteous et al., 2008).

l In Ban gla desh, BRAC seg ments its mar ket to find the poor est areas and the poor est peo -
ple liv ing within those areas to par tic i pate in its Chal leng ing the Fron tiers of Pov erty
Reduc tion (CFPR) programme (see Chap ter 14). Its tar get ing pro cess helps ensure that its
lim ited resources are chan nelled to the cus tomer group it most wants to serve.

l In Morocco, when Al Amana seg mented its cus tom ers on the basis of net profit and growth
poten tial in prep a ra tion for the launch of an indi vid ual loan prod uct, it iden ti fied vast dif fer -
ences in the gen der bal ance of dif fer ent seg ments. The seg ment least likely to qual ify for an
indi vid ual loan was pre dom i nantly female (70 per cent), whereas the seg ment most likely to
qual ify was pre dom i nantly male (84 per cent). The research results alerted Al Amana to the
need for it to find ways to bal ance the growth of its indi vid ual loan prod uct with its com mit -
ment to serv ing both low-income women and men (Dellien et al., 2005).

If an MFI wants to serve a broad mar ket, such as “low-income com mu ni ties,” mar ket seg men -
ta tion can help it spend its lim ited resources more wisely to meet the pri or ity needs of dif fer ent
groups of cus tom ers in those com mu ni ties rather than try ing to meet all cus tom ers’ needs in the
same way. As shown in Fig ure 3.2, if an MFI divides its tar get mar ket into seg ments and spends
the same amount of money deliv er ing its prod ucts to each seg ment, but uses its resources to
deliver the prod uct port fo lio in a way that responds to each seg ment’s pri or i ties, then with out
increas ing its bud get it can give each mar ket seg ment more of what it wants.

To pro vide a very sim ple exam ple, if cus tom ers in urban areas want to receive prod uct infor -
ma tion in writ ing but 65 per cent of cus tom ers in rural areas are illit er ate, an MFI could spend
part of its mar ket ing bud get print ing bro chures for dis tri bu tion in urban areas and part of its
bud get on local radio adver tise ments in rural areas. By com mu ni cat ing with its urban and rural 
mar ket seg ments via dif fer ent chan nels, the MFI’s prod uct deliv ery would be more cost effec -
tive than if it tried to com mu ni cate with all cus tom ers using only bro chures or only radio or
both channels everywhere.

In gen eral, an MFI’s pro mo tional cam paigns will be more suc cess ful if they speak directly to one 
type of cus tomer rather than try ing to speak to all cus tom ers at the same time with the same
mes sage. Once an MFI seg ments its mar ket, it can craft tai lor-made mes sages for each seg ment
that com mu ni cate the par tic u lar ben e fits that a prod uct or ser vice can bring to that seg ment.
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Fig ure 3.2 Increas ing Value through Mar ket Seg men ta tion

Source: Authors.

In Table 3.3, MicroSave dem on strates how the fea tures of one prod uct can be described suc -
cinctly yet dif fer ently to four mar ket seg ments by focus ing on the dif fer ent rea sons for which
cus tom ers in those seg ments would want to use the new prod uct. For cli ents that already have 
a sav ings account with the insti tu tion, the mes sage high lights how much faster the new
card-based sav ings prod uct is than the cur rent paper pass book prod uct. For insti tu tions, it
focuses on the faster sal ary pro cess ing made pos si ble by the prod uct, while for petty trad ers it
empha sizes how lit tle time cli ents will have to be away from their businesses in order to use
the product.

Table 3.3 Different Messages for Different Markets

Target Market Key Message

Existing Passbook Account Holders “The Premium Fast Account is Faster, Safe, Easy and Earns
Interest”

Institutions “You can process salaries through this account and your staff
will have fast, safe, easy access to their money”

Petty Traders “Why spend time away from your business? This account is fast,
safe, easy and earns interest … and has a minimum balance of
only Tshs.5,000”

Savings Groups “Keep your money safe in this fast, easy access account that
earns interest for your group”

Source: Frankiewicz et al., 2004.

Through mar ket seg men ta tion, MFIs can make del i cate trade-offs between price, qual ity and ser -
vice for each seg ment in response to its pri or i ties, thus increas ing the value that the insti tu tion’s
prod ucts offer each seg ment. An MFI could, for exam ple, offer the same basic sav ings prod uct at
two dif fer ent inter est rates: one for cli ents who come to the MFI to make depos its them selves and
one for cli ents who pre fer to have the MFI come to them to col lect the deposit.
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One more way that mar ket seg men ta tion can help MFIs allo cate resources more effi ciently is by
iden ti fy ing areas of insti tu tional strength and weak ness, which can then be tar geted for expan -
sion or improve ment. When Microfund for Women began ana lyz ing its rural and urban per for -
mance data sep a rately, for exam ple, it uncov ered weak nesses in its rural oper a tions that had
pre vi ously been hid den by its suc cess ful urban oper a tions. Mar ket seg men ta tion enabled it to
detect and cor rect sig nif i cant fraud and credit risks that threat ened its rural lend ing programme.

3.3 Cre at ing Effec tive Mar ket Seg ments

The pro cess of cre at ing a mar ket seg ment is rel a tively easy. All an MFI has to do is choose one 
of the vari ables in Table 3.1 and divide its cus tom ers into cat e go ries as defined by that vari -

able. It can define the cat e go ries up front (known as the a pri ori method) or it can use sta tis ti -
cal anal y sis tech niques to cre ate cat e go ries based on how cus tom ers actu ally clus ter in rela tion

to that vari able (known as the post hoc method). For exam ple, using age as the seg men ta tion
vari able, an MFI could cre ate five age cat e go ries of 20 years each (0 to 19 years, 20 to 39 years,
40 to 59 years, 60 to 79 years; and 80 years or more) and divide cus tom ers into seg ments based 
on their age. This would be an appli ca tion of the a pri ori method. 

Alter na tively, an MFI could research the ages of its cus tom ers and orga nize them into seg -
ments based on the way they nat u rally clus ter. For exam ple, there may be no cus tom ers in the
age cat e gory 0 to 15, rel a tively few cus tom ers above age 55, and sev eral clus ters between the
ages of 15 and 55 divided roughly along gen er a tional lines. In this case, an MFI might define
four age group seg ments using the post hoc method as fol lows: 15 to 24 years; 25 to 34 years; 35 to
49 years and 50 years or older. An exam ple of post hoc seg men ta tion at Kashf Foun da tion in
Paki stan is pro vided in Table 3.4. In this case, cus tom ers were seg mented on the basis of net
busi ness income and three seg ments of approx i mately the same size were cre ated, rep re sent -
ing 30 per cent, 35 per cent and 35 per cent of Kashf’s total cli ent base respec tively.

Table 3.4 Segmentation at Kashf Foundation, Pakistan

Net Business Income
(Rupees)

Segment 1
< 2,500

Segment 2
2,500 – 6,000

Segment 3
> 6,000

Average Business Net Income 1,145 4,096 15,142

% of Cases 30.5% 35.2% 35.3%

Average Total Assets 30,347 60,802 69,667

Average “Other Family” Income 6,651 5,230 6,425

% Net Business Income / Total
Family Income

19% 53% 71%

Average Family Expenses 5,794 5,971 9,963

Average Family Surplus 2,002 3,355 11,604

Average Loan Amount Disbursed 11,574 12,306 13,432

Average Monthly Loan Instalment 800 1,231 1,343

% Instalment / Family Surplus 107% 43% 17%

Source: McCarty, 2007.
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Although the cre ation of a mar ket seg ment is rel a tively easy, the cre ation of an effec tive mar -
ket seg ment is not. Of all the vari ables that an MFI could use to seg ment its mar ket, which
should it use? And how many seg ments should it create?

In gen eral, an effec tive mar ket seg ment will be:

l Iden ti fi able. The cus tom ers in the seg ment will have at least one char ac ter is tic in com -
mon that makes them easy to iden tify. They will be sim i lar enough to each other that they
can be iden ti fied as a group.

l Dif fer en tia ble. There will be some thing unique about the seg ment that dis tin guishes it
from other seg ments.

l Mea sur able. It will be pos si ble to mea sure the size and char ac ter is tics of the seg ment.

l Sub stan tial. The seg ment will be large enough, prof it able enough or impor tant enough
to make it worth pay ing spe cial atten tion to.

l Acces si ble.  It will be pos si ble to reach the seg ment.

l Action able. It will be pos si ble to for mu late a plan to attract and serve the seg ment.

l Sta ble. The seg ment is likely to exist in the fore see able future.

If an MFI chooses a vari able and defines seg ment cat e go ries in a way that divides cus tom ers
into three groups which have 5, 50 and 5,000 mem bers respec tively, the seg men ta tion will not
be effec tive because two out of the three groups are too small to be sub stan tial, and the third,
with 99 per cent of all cus tom ers, is not action able. There is lit tle to be gained by focus ing on
that group sep a rately from the total pop u la tion of cus tom ers. There is also likely to be a high
level of het er o ge ne ity within the third group that will make it dif fi cult for the MFI to iden tify
com mon needs and priorities among its members.

In gen eral, the more seg ments an MFI cre ates, the more sim i lar it can make the mem bers of
each seg ment. How ever, the more seg ments it cre ates, the more dif fi cult it becomes for the
MFI to man age all the seg ments it has cre ated. A gen eral rule of thumb is that unless a mar ket
can be divided into at least three size able groups, the advan tages of seg ment ing are not cost
effec tive over a gen eral mar ket approach, while tar get ing more than seven seg ments at the
same time is not prac ti cal (MarketVision Research, 1998).

When it comes to the selec tion of appro pri ate seg men ta tion vari ables, experts gen er ally agree
that the pro cess is more an art than a sci ence. There is no easy answer to the ques tion of which 
vari able is best. In fact, the same insti tu tion is likely to choose dif fer ent vari ables at dif fer ent
points in time depend ing on the rea son for which it is seg ment ing its market.

In the con text of new mar ket devel op ment, there are two main rea sons for which an MFI might
want to seg ment its mar ket: 1) to iden tify what options for expan sion exist; and 2) to iden tify
how to serve a poten tial new mar ket most effec tively. In both cases, MFIs can begin the search
for appro pri ate seg men ta tion vari ables by iden ti fy ing ways in which their new mar ket is likely to
be dif fer ent from their exist ing mar kets. For exam ple, if an MFI wants to find a way to reach dif -
fer ent types of cus tom ers in its exist ing areas of oper a tion, an impor tant point of dif fer ence is
the fact that those cus tom ers are not cur rently using the MFI’s ser vices. To find oppor tu ni ties
for expan sion, an MFI could research why non-cus tom ers in its catch ment area do not use its
ser vices and seg ment them accord ing to the rea son given. It could then explore which of the
seg ments have needs that the insti tu tion might be able to do some thing about.
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If an MFI wanted to reach cus tom ers out side of its exist ing areas of oper a tion, then one
impor tant point of dif fer ence would be the geo graphic loca tion of the new mar ket. It could
divide the national mar ket into geo graphic seg ments and then com pare the attrac tive ness of
the var i ous seg ments on the basis of such fac tors as pop u la tion den sity, level of com pe ti tion,
avail able infra struc ture, expo sure to weather-related risk, and so on.

Even when using mar ket seg men ta tion to deter mine how to serve a new mar ket effec tively, an
MFI can start by iden ti fy ing the likely points of dif fer ence between the mar kets it cur rently serves
(and pre sum ably already knows how to serve effec tively) and the one it wants to serve.  For exam -
ple, is the new mar ket more rural? Is it more con flict-affected? If it is more rural, the new mar ket’s
eco nomic activ i ties are likely to be sig nif i cantly dif fer ent from the old, so divid ing cus tom ers into
seg ments based on eco nomic activ ity would enable the MFI to iden tify seg ments with needs that
are sim i lar to mar kets it already serves and to under stand better the needs of seg ments with which
it is unfa mil iar (see Chap ter 20). If the new mar ket is more con flict-affected, poten tial cli ents’ rela -
tion ship to the con flict might be a use ful seg men ta tion vari able. By explor ing the needs of demo -
bi lized sol diers, ref u gees, inhab it ants who remained in the com mu nity dur ing the con flict and
return ees sep a rately, an MFI will better under stand the range of finan cial needs that exist and how
it might need to adapt its prod uct offer ing to meet those needs (see Chap ter 18).

Kotler and Keller (2006) rec om mend choos ing the vari able that is most crit i cal to one’s busi ness.
In other words, what is it that most influ ences cus tom ers’ pur chase deci sions? For MFIs, the
answer to this ques tion might be cus tom ers’ income level, the size of their busi ness, or the type of
ben e fit they seek. Ben e fit seg men ta tion is often a good place to start because, after divid ing poten -
tial cus tom ers into groups accord ing to what they want most from a finan cial ser vice pro vider, an
MFI can choose to develop those seg ments that want what it is well-posi tioned to pro vide.

Even with the above guide lines, MFIs will have many options when it comes to the selec tion
of a seg men ta tion vari able and it will not nec es sar ily be obvi ous which to choose. Matul et al.
(2006a) sug gest that MFIs hold a brain storm ing meet ing with mem bers of their out reach
inno va tion team to cre ate a list of dif fer ent ways that cus tom ers could be divided into groups
and then to jointly decide which would be best. This approach is attrac tive for at least two rea -
sons. It would fos ter cre ativ ity and encour age new ways of look ing at the mar ket. It would
also bring a vari ety of expe ri ences and per spec tives to bear on the selection decision.

When choos ing a seg men ta tion vari able, it is impor tant to make a choice that can be
operationalized. For exam ple, an MFI might deter mine that “atti tude towards risk” is the vari -
able that best explains cus tomer pur chase behav iour, fol lowed by “age”. Despite the explan a -
tory power of the “atti tude towards risk” vari able, loan offi cers and branch man ag ers might
find it dif fi cult to quickly deter mine whether they are talk ing to a cli ent from Seg ment A or
Seg ment B if the vari able they are try ing to ana lyse is “atti tude towards risk”. If they can not
place a cli ent into a seg ment, then they can not use their under stand ing of dif fer ent seg ments’
pro files to help them serve that customer effectively. 

It might be more effec tive for the MFI to seg ment cli ents accord ing to the next-best vari able
(“age”) because it is rel a tively easy for staff to deter mine into which age group a poten tial cli -
ent belongs. Staff can then use their knowl edge of that seg ment to quickly iden tify the port fo -
lio of prod ucts they might rec om mend to the cli ent, or the strat egy they might use to
com mu ni cate the value of a par tic u lar prod uct. MFIs that are more expe ri enced with seg men -

56

3 Devel op ing New Mar kets



ta tion might want to use “atti tude towards risk” as their seg men ta tion vari able, but the result -
ing seg ments must be defined and described clearly enough that staff can under stand and use
the seg men ta tion to help them sell and support the MFIs’ products. 

3.4 Pro fil ing a Mar ket Seg ment

Once mar ket seg ments have been cre ated, an MFI needs to under stand the char ac ter is tics of
each one so that it can decide which seg ments it will tar get and how it can best reach them.
The pro cess of record ing and ana lyz ing the char ac ter is tics of a par tic u lar group of peo ple in
order to iden tify them as a group is called pro fil ing.

MFIs can choose to include any char ac ter is tics they wish in their pro file of a mar ket seg ment.
The same kinds of vari ables that were used to divide cus tom ers into seg ments can also be used 
to describe the char ac ter is tics of cus tom ers in a par tic u lar seg ment. For exam ples, see the par -
tial pro file in Table 3.5 and the ADOPEM case at the end of the chap ter.

Table 3.5 Par tial Pro file of Mzansi First Time Users

Age 16-29 years (62%)

30-54 years (36%)

Rural 42%

Source of income For mal employ ment (20%)

Gov ern ment grant (36%)

Atti tudes Believe sav ings accu mu late (72%)

Try to save regularly (55%)

Sac ri fice to save (46%)

Work to a bud get (55%)

Don’t trust infor mal groups (42%)

Source: Adapted from Porteous et al., 2008.

Since the amount of infor ma tion that could be pre sented in a seg ment pro file is sig nif i cant,
MFIs may want to cre ate an ini tial pro file for each of the mar ket seg ments they are con sid er -
ing tar get ing and then con struct a more detailed pro file later for only those seg ments that they
actu ally choose to develop. The ini tial pro file should con tain the kind of infor ma tion that will
help the MFI decide whether it wants to tar get that seg ment. It should pro vide some indi ca -
tion of the size of the mar ket and how dif fi cult or costly it will be for the MFI to reach it. One
of the most impor tant vari ables to include in an ini tial seg ment pro file is a descrip tion of what
the seg ment val ues – the ben e fits sought by its mem bers, or the expec ta tions that they have of
finan cial insti tu tions (see Table 3.6 for an exam ple). This infor ma tion will be crit i cal to an
MFI’s deci sion about whether it is in a posi tion to serve that seg ment effec tively. 
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Table 3.6 Expectations in Segments at Inicjatywa Mikro

Segment Expectations about Credit Providers

Helpless Starters Opportunity to get credit (simple documentation, lack of credit history)

Active Starters Eligibility for credit (lack of credit history)

Short processing time (they want their idea to come to life quickly)

Survivalists Opportunity to get credit (lack of credit history)

Processing time (otherwise they may go bankrupt)

Close personal relations with loan officer (they want to discuss their problems)

Potential Winners Simple documentation required

Processing time (otherwise they may go bankrupt)

Close personal relations with loan officer (they want to discuss their problems)

VIPs Bigger loan size (they make large investments)

Low price (they have the chance to negotiate it)

Flexible collateral (they have assets to pledge)

Credible brand (they do not want to waste their time checking out an institution
and they care about prestige)

Source: Matul et al., 2006a.

Although there is no stan dard for mat for a seg ment pro file, MFIs may want to con sider the
one pre sented in Table 3.7 because it guides insti tu tions to gather the kind of infor ma tion that 
they will need to assess each seg ment’s attrac tive ness (see Sec tion 3.5 below). 

Table 3.7 Pro fil ing Mar ket Seg ments

Seg ment A Seg ment B Seg ment C

Basic descrip tive vari ables (demo graphic, 
geo graphic, firmographic)

Cur rent use of finan cial and non-finan cial 
ser vices

Atti tude towards finan cial ser vices 

Expec ta tions or ben e fits sought 

Oppor tu ni ties in the seg ment (What
makes this seg ment attrac tive to our
MFI?)

Threats in the seg ment (What makes this
seg ment unat trac tive or risky for our
MFI?)

Insti tu tional strengths (What does this
seg ment expect that our MFI can offer?)

Insti tu tional weak nesses (What does this
seg ment expect that we can not offer?)

Source: Adapted from Matul et al., 2006a.
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Mar ket research will often be required to develop both the ini tial seg ment pro file as well as the 
detailed seg ment pro file that ulti mately informs an MFI’s out reach plan. Since this research
will carry a price tag, insti tu tions are advised to draw from the infor ma tion they already pos -
sess, or can eas ily acquire from exter nal sources, before devel op ing a plan to gather addi tional
infor ma tion through pri mary research. An MFI’s data base is an excel lent source of insight,
par tic u larly if its man age ment infor ma tion sys tem has data min ing capa bil i ties.3 National
house hold sur veys are another valu able source of infor ma tion and can usu ally be accessed
with ease even if an MFI does not yet have a copy in-house. One type of sur vey that is pro duc -
ing par tic u larly use ful data is FinScope, which focuses on finan cial needs and usage at a
national level (see Box 3.1).

Once an MFI has ana lyzed exist ing infor ma tion about its tar get mar ket, addi tional research
will be very help ful for fill ing knowl edge gaps, test ing the insti tu tion’s assump tions, and
obtain ing more accu rate esti mates about the size of the seg ment and its demand for spe cific
prod ucts or fea tures. This step of the pro cess is crit i cal to the effec tive man age ment of new
tar get mar ket risk – the pos si bil ity that an MFI will not fully under stand the needs of the new
group of cus tom ers it wants to serve due to invalid assump tions based on experience with
past customers.
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Box 3.1 FinScope

FinScopeTM is a nation ally rep re sen ta tive
study of con sum ers’ per cep tions on finan -
cial ser vices and issues, which pro vides
insight into how con sum ers source their
income and man age their finan cial lives.
It explores who is using what finan cial
prod ucts, who is not using them and why.
One of the ways it does this is through the
Finan cial Ser vices Mea sure (FSM), a seg -
men ta tion model that mea sures five
broad com po nents: 1) finan cial pen e tra -
tion (usage of for mal and infor mal finan -
cial prod ucts and ser vices); 2) phys i cal
access to for mal finan cial insti tu tions
(dis tance and time); 3) finan cial dis ci -
pline; 4) finan cial knowl edge and con trol; and 5) connectedness and opti mism (qual ity
of life, future out look, self-esteem).

The model clas si fies a per son into one of eight “tiers” (or seg ments) for each of these
com po nents.  The results are used to develop a pro file for each tier and usage pro files for
spe cific prod ucts, as well as to ana lyse changes in each of the model’s com po nent areas
over time. A sum mary of the 2006 pro file for FSM Tier 2 in South Africa is shown above.
To see how the FSM cal cu la tor works, visit http://www.finscope.co.za/technicaloverview.html.

3 Data min ing is the pro cess of iden ti fy ing sig nif i cant cor re la tions, pat terns and trends that are hid den among
the wealth of infor ma tion in the data base, through a com bi na tion of sta tis tics, math e mat ics, and rec og ni tion
of pat terns (Teskiewicz, 2007).



3.5 Select ing a Tar get Mar ket

If an MFI seg ments its mar ket using just two vari ables, it will eas ily iden tify between four and
nine mar ket seg ments. This does not nec es sar ily mean that it should tar get each of these seg -
ments with a spe cial mar ket ing plan. Par tic u larly in the case of new mar ket devel op ment,
which is risky and can be expen sive, MFIs should focus their resources on the one or two seg -
ments in which they believe they can cre ate the most value. Guided by the def i ni tion of suc -
cess ful prod uct diver si fi ca tion pre sented in Chap ter 1, this means that insti tu tions need to
seek out the seg ments that they are in the best posi tion to serve, both from the cus tom ers’
per spec tive and from their own perspective.

To accom plish this objec tive, McDon ald and Dunbar (2004) rec om mend scor ing each mar -
ket seg ment on the basis of: 1) how well it meets the MFI’s require ments; and 2) how well the
MFI meets the seg ment’s require ments. An MFI can make a list of its own pri or i ties (for
exam ple, prof it abil ity, growth, low-risk out reach, or reach ing those who have no access) and
cre ate a scor ing model such as the one pre sented in Chap ter 2 to rate the degree to which each
seg ment can help it achieve those pri or i ties. The score earned by each seg ment indi cates how
attrac tive that seg ment is to the MFI. A sec ond scor ing model can be cre ated to rate the MFI’s 
abil ity to meet the needs of cus tom ers in each seg ment. In this case, scores indi cate the MFI’s
degree of com pet i tive ness in each seg ment. Plot ting the results in a chart like the one in Fig ure 
3.3 can help an MFI iden tify which segment(s) it might want to target. 

Fig ure 3.3 Com par ing New Mar ket Options

Source: McDon ald and Dunbar, 2004.

In this exam ple, the insti tu tion is well-posi tioned to meet the needs of Seg ment 1, but that seg -
ment will not gen er ate many ben e fits for the insti tu tion, or it will do so at a rel a tively high cost
com pared to Seg ment 2. By con trast, Seg ment 2 is extremely attrac tive to the insti tu tion, but the
insti tu tion is not well-posi tioned to meet the seg ment’s needs. Any ben e fits it obtains from
devel op ing that mar ket are likely to be short-lived, if it is able to cap ture ben e fits at all given the
com pet i tive envi ron ment. Of these two options, one might argue that Seg ment 1 is the better
choice, as the seg ment is larger (indi cated by the size of the cir cle) and cus tomer loy alty is more
attain able. As long as the seg ment can meet the MFI’s min i mum require ments, it may be worth
devel op ing. To under stand how attrac tive a mar ket must be in order for an MFI to be will ing to
purse it, a must meet/should meet screen ing test (see Chap ter 2) can be help ful.
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Obvi ously, the seg ments most worth tar get ing will be the ones that are found in the upper left
hand cor ner of Fig ure 3.3 because it is in those seg ments that the MFI has the great est poten -
tial to gen er ate value for itself as well as for cus tom ers. Per haps the most stra te gic choice for
this insti tu tion is to not enter either seg ment until it can improve the value prop o si tion for
cus tom ers in Seg ment 2 or find ways to serve Seg ment 1 at a lower cost or risk.

Matul et al (2006a) rec om mend a sim i lar approach, but use a sin gle scor ing model and no
chart (see Box 3.2). Like McDon ald and Dunbar, they looked at both the cus tom ers’ per spec -
tive (rep re sented by the demand selec tion cri te ria) and the MFI’s per spec tive (rep re sented by
the sup ply selec tion cri te ria) to cal cu late a total score. They ana lysed the oppor tu nity to real ize 
the insti tu tion’s social mis sion sep a rately. As a result of their anal y sis, Inicjatywa Mikro
decided to tar get two seg ments. It tar geted the Sur viv al ists in an attempt to secure long-term
growth and ensure that its social mis sion would be ful filled, and it tar geted the Poten tial Win -
ners in order to mit i gate short-term risks and ensure its financial viability. 

Matul and his col leagues focus on the need to iden tify the seg ment in which an MFI has great -
est advan tage over its com pet i tors. This empha sis is use ful, par tic u larly for MFIs oper at ing in
a com pet i tive envi ron ment. Even in mar kets where there is lit tle com pe ti tion, MFIs will want
to enter the seg ments where they have a core com pe tence that is val ued highly by that seg -
ment. Oth er wise, they may invest in open ing a mar ket only to have a com pet i tor enter six
months later and eas ily attract their cli ents away by offer ing them something they value more.
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Box 3.2 Scor ing and Selec tion of Cus tomer Seg ments at
Inicjatywa Mikro

The scor ing exer cise used a 6-point scale: 0 was the min i mum (i.e., there is no pos si bil -
ity to attract the group at all); 5 was the max i mum (i.e., there is a very high pos si bil ity of
attract ing the group). To explore long-term busi ness oppor tu ni ties, demand and sup ply
con sid er ations were taken into account. The impact of the seg ment on the MFI’s social
objec tive (i.e., the pos si bil ity of real iz ing the MFI’s mis sion) was scored using a binary
scale.

Selec tion cri te rion Help less
start ers

Active
start ers Sur viv al ists Poten tial

win ners VIPs

Demand

Seg ment size 3 1 4 3 1

Will ing ness to use and pay 1 2 4 2 2

Sup ply

Poten tial to attract 2 3 3 3 1

Poten tial to retain 3 1 4 2 1

Total score 9 7 15 10 5

Oppor tu nity to real ize
social mis sion

1 1 1 0 0

Source: Matul et al., 2006a.



To iden tify its com pet i tive advan tage in spe cific seg ments, an MFI can ask itself a series of
ques tions:

1. What do cus tom ers in this seg ment care about?

2. What are their most impor tant expec ta tions?

3. Which of these expec ta tions is the com pe ti tion meet ing well (or would it be able to meet
well if it entered the seg ment)?

4. What are we good at? 

5. Can we use these com pe ten cies to meet any of this seg ment’s top pri or ity expec ta tions
better than the com pe ti tion? What can we offer cus tom ers in this seg ment that would
make them want to enter into a rela tion ship with us and stay in a rela tion ship with us? 

If an MFI has dif fi culty answer ing the last ques tion for cer tain seg ments, it can remove those
seg ments from con sid er ation as oppor tu ni ties for expan sion. It can then com pare responses
to the last ques tion across the remain ing seg ments. Does the MFI have much more to offer
one seg ment than oth ers? Which of its com pet i tive strengths would be most dif fi cult for oth -
ers to imi tate? The seg ments that value what the MFI can offer most uniquely will be the seg -
ments in which the insti tu tion has the great est competitive advantage. 

An MFI’s deci sion about which, if any, new mar ket to tar get for devel op ment should be
informed by its mis sion and busi ness strat egy, its insti tu tional SWOT anal y sis (see Chap ter
24) and the SWOT anal y ses con ducted for each mar ket seg ment. This should include an
assess ment of the risks the MFI is likely to face if it enters each new mar ket seg ment (see
Chap ter 2). Would the insti tu tion be able to effec tively manage those risks? 

If an MFI does not find a via ble mar ket seg ment to develop as a result of its first seg men ta tion 
attempt, it should not be dis cour aged. As noted pre vi ously, there are doz ens of ways that
MFIs can seg ment their cur rent and poten tial cus tom ers. If the first attempt does not iden tify
a new mar ket devel op ment oppor tu nity, an MFI can choose a dif fer ent seg men ta tion vari able 
and try again.

3.6 Devel op ing an Out reach Strat egy

Once an MFI has iden ti fied a seg ment that it wants to tar get, it will have to come up with a
plan for how it will reach and attract that mar ket. As men tioned in Sec tion 3.1 and sum ma -
rized in Fig ure 3.4, an MFI’s out reach strat egy should have four main com po nents: 1) a def i ni -
tion of the prod ucts and ser vices that will be made avail able to the new mar ket; 2) a plan for
com mu ni cat ing the value that those prod ucts and ser vices offer the new mar ket; 3) a plan for
adjust ing sys tems, pro cesses and/or infra struc ture to deliver prod ucts and ser vices to the new 
mar ket; and 4) a plan for build ing a relationship with the new market.

Fig ure 3.4 Four Com po nents of an Out reach Strat egy

 Source: Authors.
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The start ing point for devel op ing an out reach strat egy for a new mar ket is an under stand ing
of why that mar ket is not cur rently using the MFI’s ser vices. Is it because the MFI pre vi ously
refused to serve that mar ket or is it because the mem bers of that seg ment have cho sen not to
use the MFI’s ser vices? If the seg ment has access to the MFI’s ser vices but chooses not to use
them, why does it not use them? Some of the pos si ble answers include:

l Lack of aware ness (con sum ers do not know what the MFI has to offer);

l Lack of under stand ing (con sum ers do not know how to use the MFI’s ser vices, or finan -
cial ser vices in gen eral);

l Inap pro pri ate design (prod uct fea tures do not match con sum ers’ needs, for exam ple, the
repay ment sched ules offered do not match their cash flow);

l Access is unaf ford able (prod uct prices or the costs incurred to access the MFI’s ser vices
are too high);

l Access is unat trac tive (com pet i tors offer better ser vice, or the psy cho log i cal costs of using 
the MFI’s prod ucts out weigh the ben e fits)

This under stand ing is an impor tant start ing point because the strat e gies for reach ing out to
cus tom ers who lack aware ness are quite dif fer ent from the strat e gies for reach ing out to cus -
tom ers who know the MFI and under stand its prod ucts and ser vices, but choose not to use
those ser vices because they find access unaf ford able. Once an MFI under stands the source of
the “prob lem,” (in other words, why a rela tion ship with that mar ket has not devel oped in the
past) it can look for ways to solve the problem. 

If the mar ket that an MFI decides to tar get has dif fer ent rea sons for not using the insti tu tion’s
ser vices, the MFI could seg ment that mar ket again to cre ate smaller groups, each of which it
could try to reach with a dif fer ent out reach strat egy. Alter na tively, it could choose to tar get
one or two groups at a time, start ing with the larg est group, or the ones that it can reach most
quickly or cheaply.

In the Ukraine, for exam ple, Matul et al (2006b) used seg men ta tion first to iden tify the poten -
tial mar ket for microinsurance, and then to divide the larg est seg ment into smaller seg ments
using “atti tude towards insur ance”, “will ing ness to buy”, and “rea sons for rejec tion of the
prod uct con cept” as the seg men ta tion vari ables. Once sub-seg ments had been defined, dif fer -
ent strat e gies were designed to over come the pri or ity con cerns of each (see Table 3.8). Since
low-income house holds were located mostly in Seg ments B, E and F, the pro vi sion of insur -
ance edu ca tion was iden ti fied as the strategy most worth pursuing.

Although the Ukrai nian exam ple focuses on a sin gle type of prod uct, a sim i lar approach could 
be used to iden tify pri or ity ini tia tives for an out reach strat egy that is designed to increase a
mar ket seg ment’s will ing ness and/or abil ity to access an MFI’s over all prod uct port fo lio. The
ini tia tives may focus on one or more of an out reach strat egy’s four main com po nents, each of
which is briefly dis cussed below.
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Table 3.8 Strat e gies for Sub-seg ments in the Mar ket Devel op ment Zone

Segment Description Strategy for Reaching this Segment

A Seeing the value but
hesitant

This group is interested in
insurance but because of
distrust is hesitant

Supply system reform

B Not understanding
insurance

This group rejects the idea of 
insurance because they do
not get anything back when
nothing happens

Insurance education
provision

C Excluded by product
features

The product features are not
adapted to this group

Product delivery innovation

D Not seeing value for price Interested in insurance but
want a lower price

Product delivery innovation

E Distrustful Do not trust insurers and are
sceptical about whether
insurance can work in
Ukraine

Supply system reform

F Expressing no need This group believes that they
do not need insurance

Insurance education
provision

Source: Matul et al., 2006b.

Prod uct Strat egy

As noted in Chap ter 1, MFIs may choose to enter a new mar ket with a core set of prod ucts or
with their entire prod uct offer ing. They may decide to develop a new prod uct that spe cif i cally
meets the needs of the new mar ket, or sim ply adapt the prod ucts that already exist. The deci -
sion about what prod ucts to offer a new mar ket will be driven by the seg ment’s pro file. What
are the pri or ity needs of cus tom ers in this seg ment, and why have they not accessed the insti -
tu tion’s prod ucts to date? If lack of aware ness is the bar rier, then the MFI may not need to
make major changes to its prod uct offer ing in order to enter the mar ket. It can focus its out -
reach strat egy on com mu ni ca tion and pro mo tion activ i ties. If inap pro pri ate prod uct design is
the rea son for which the seg ment has not entered into a rela tion ship with the MFI, then
changes in the product offering will be mandatory. 

Major issues about the rel e vance of the prod uct port fo lio to the new mar ket seg ment should
have been raised as part of the pro cess of decid ing whether to enter the mar ket. The seg ment
pro file should have indi cated if a new prod uct would need to be devel oped, and the degree to
which an MFI is ready to develop that new prod uct would have been fac tored into the deci -
sion about whether to invest in reach ing the seg ment. By the time an insti tu tion gets to the
stage of defin ing an out reach strat egy, it is sim ply clar i fy ing what new prod uct will be devel -
oped, by what team, with what bud get and accord ing to what timeline.

Com mu ni ca tions Strat egy

This part of the out reach strat egy is impor tant no mat ter what the rea son for the MFI’s not
hav ing served this mar ket in the past. Some how the insti tu tion must com mu ni cate what it has
to offer and why that offer ing is valu able to the par tic u lar mar ket being tar geted. The rea sons
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for past exclu sion will help focus the pro mo tional cam paign. For exam ple, if a tar get mar ket
has lim ited expe ri ence using for mal finan cial ser vices, then the MFI may want to include a
finan cial lit er acy com po nent in its pro mo tional strat egy. If a mar ket is highly com pet i tive,
then the MFI’s sales cam paigns will have to clearly explain what makes its prod uct or ser vice
better than that of major com pet i tors. Strat e gies for adapt ing one’s pro mo tional strat egy to
the needs of a particular market are discussed in Chapter 23. 

Deliv ery Strat egy

The out reach strat egy should describe how an MFI will deliver its prod uct(s) to the new mar -
ket. It should also define a plan for adjust ing the insti tu tion’s pol i cies, pro ce dures, part ner -
ships, sys tems and infra struc ture as nec es sary to imple ment that deliv ery. Even if an MFI is
not going to launch a new prod uct, when it tries to take exist ing prod ucts to a new mar ket it
may need to make changes in all major depart ments, for example:

l Human resources: Will new posi tions need to be cre ated? Will new staff have to be hired 
or can the respon si bil i ties of exist ing staff be reor ga nized? Who will need train ing in the
new mar ket’s char ac ter is tics and how will they be trained? Should the staff incen tive
scheme be adjusted to reward out reach to the new mar ket seg ment?

l Oper a tions: Do addi tional ser vice points need to be cre ated? Is a new branch needed or
can peo ple and/or tech nol ogy be used to extend the reach of exist ing ser vice points so
that the new mar ket can eas ily access the MFI’s ser vices?

l Infor ma tion: What changes need to be made to the insti tu tion’s man age ment infor ma -
tion sys tem? Should these changes be made inter nally, or should they be outsourced?

l Finance: Does the MFI need to develop addi tional sources or types of cap i tal to meet this 
mar ket’s cash flow and financ ing needs? Do sys tems need to be put in place to track the
prof it abil ity of this new mar ket?

l Risk man age ment: In what ways could this new mar ket make the MFI vul ner a ble and
what pol i cies or pro ce dures might the insti tu tion want to put in place to limit its risk expo -
sure in these areas?

Regard less of whether an MFI is intro duc ing new or exist ing prod ucts, it may find it help ful to 
map its pro cesses prior to expan sion. It could then use those pro cess maps as a tool for ana -
lyz ing what might need to change, what risks those changes might cre ate, and what new pol i -
cies or pro ce dures could be intro duced to man age those risks. It could also use the maps as a
tool for com mu ni cat ing to staff which steps of an old pro cess they need to change, or how a
new pro cess should be car ried out. The chal lenges of adjust ing insti tu tional infra struc ture to
accom mo date a more diverse prod uct port fo lio are dis cussed in more detail in Chapter 23. 

Rela tion ship Strat egy

There is noth ing auto matic about estab lish ing a rela tion ship with a new mar ket seg ment, par -
tic u larly if that seg ment con sists of a dif fer ent type of cus tomer than the MFI has served in the 
past. Rela tion ships are built over time, yet MFIs can reduce the amount of time that it takes to
build new rela tion ships, and strengthen the bonds that are built early on, by mak ing sure their
out reach strat egy is designed to achieve the following: 
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1. Get the new mar ket’s atten tion. MFIs can design an ini tial mar ket ing cam paign that
directly responds to the rea sons for cus tom ers’ lack of access in the past and artic u lates a
clear and com pel ling rea son for them to enter into a rela tion ship with the MFI in the
future. The cam paign should stand out in a way that is attrac tive to the mar ket, per haps
through the use of col our, music, humor ous char ac ters, spe cial lan guage or even sta tis tics.
What makes the cam paign attrac tive will depend on the mar ket’s char ac ter is tics. Since the
first cam paign makes the first impres sion and it is impos si ble to know exactly how the
mar ket will receive it, it is very impor tant that MFIs test the mes sages and the appro pri ate -
ness of the deliv ery chan nels they want to use before launch ing their cam paign to help
ensure that their com mu ni ca tion will have the effect they desire. 

2. Make it easy for cus tom ers in the new mar ket seg ment to enter into a rela tion ship
with the insti tu tion. MFIs can make account open ing pro ce dures as sim ple and clear as
pos si ble, pro vide a deliv ery envi ron ment that is com fort able and wel com ing, and have
mech a nisms through which cus tom ers can quickly get their ques tions answered. In their
ini tial mar ket ing cam paigns, they can explain where and how cus tom ers can find more
infor ma tion. They might even include a pro mo tional offer to entice new cus tom ers to fol -
low up sooner rather than later, or they can plan ways to go to cus tom ers rather than wait -
ing for cus tom ers to come to them.

3. Deliver on ini tial prom ises. Actions always speak louder than words, so what an MFI
actu ally deliv ers in its first months of oper a tion in the new mar ket will dem on strate much
more than any mar ket ing cam paign. MFIs can design their out reach strat e gies so that they
prom ise only what the insti tu tion is sure it can deliver early on. They can also put con trol
mech a nisms in place to ensure that those com mit ments are met and find ways to high light
in the short-term when those com mit ments have been met. This will help build trust and
give cus tom ers some thing to talk about with oth ers.

4. Pro vide excel lent cus tomer ser vice. If some thing goes wrong dur ing the early months
of the rela tion ship with the new mar ket, MFIs can make sure that cus tom ers have ways to
let the insti tu tion know. As part of their out reach strat egy, they can put  sys tems in place
that help ensure such prob lems are addressed; that action is taken to pre vent them from
reoc cur ring; and that cus tom ers are informed about the actions that have been taken to
pro vide better ser vice in the future. If the new mar ket sees that the MFI is mak ing a con -
certed and gen u ine effort to learn how to meet its needs, cus tom ers will be more will ing to
wait and see what hap pens, and may even be will ing to help the insti tu tion iden tify what
else it needs to do be suc cess ful in that mar ket.

The dif fi culty of build ing a rela tion ship with cus tom ers in a new mar ket is one of the rea sons
for which MFIs should screen their new mar ket devel op ment options accord ing to the degree 
of com pet i tive advan tage that they bring to each. If an insti tu tion takes the time to get to
know what a par tic u lar mar ket seg ment’s pri or i ties are and it chooses to serve a new seg ment
because it knows it has the capac ity to meet that seg ment’s pri or ity need(s), then it puts itself
in a strong posi tion to develop a suc cess ful rela tion ship. The pro cess of get ting to know the
new cus tomer group, ask ing for infor ma tion and feed back, and being able to respond to that
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input in a pro duc tive way will build not only trust and a belief that the MFI will lis ten, but also
con fi dence that the insti tu tion is capa ble of meet ing the mar ket’s needs. By con trast, if an
insti tu tion enters a mar ket that it is not well-pre pared to serve and it can not respond pro duc -
tively to cus tomer requests for better ser vice or to com pet i tive threats, then it risks losing
those customers as well as damaging its reputation.

Putt ing the Strat egy Together

The for mat of an out reach strat egy is no dif fer ent from that of any other strat egy. It should
include objec tives, mea sur able indi ca tors, activ i ties, a bud get, timeline and human as well as
finan cial resource allo ca tions. The seg men ta tion pro cess will gen er ate data (for instance, on
the size of the seg ment, its will ing ness and abil ity to pay for the MFI’s ser vices, and so on) that 
can inform an MFI’s assump tions about the resources required and result in more accu rate
plan ning and cost/benefit analysis.

Once an MFI has defined its out reach strat egy, it is always a good idea to pilot that strat egy on
a small scale before roll ing it out. Fol low ing the same logic as that explored in Chap ter 2 with
respect to new prod uct devel op ment, feed back received dur ing the insti tu tion’s ini tial
attempts to reach the new mar ket will sug gest oppor tu ni ties for improve ment in other loca -
tions. Test ing will help an MFI to refine its mes sages, adjust its man age ment infor ma tion sys -
tem, adapt train ing cur ric ula, refine cash flow pro jec tions, and so on. If these changes can be
made while oper a tions are still small in scale, they will cost less to imple ment and should make 
sub se quent expansion more successful.

With new prod uct devel op ment, there can be sig nif i cant pres sure to reduce the amount of
time that it takes to get a prod uct to mar ket so that a com pet i tor can not copy an MFI’s idea
before it is fully launched. With new mar kets, how ever, the options are already there for com -
pet i tors to see. They can develop an unbanked seg ment any time they like. What deter mines
suc cess is not so much which insti tu tion reaches the mar ket first (although there can be a first
mover advan tage), but rather, which insti tu tion is able to develop a sus tain able rela tion ship
with that mar ket. This means find ing a way to meet the pri or ity needs of cus tom ers in that
seg ment while also meet ing the insti tu tion’s needs and estab lish ing the expec ta tion that the
ser vices pro vided will continue to exist and improve over time.

With new mar ket devel op ment, the argu ment for cau tion is even stron ger than with new
prod uct devel op ment. If an MFI gets a prod uct wrong, it can always elim i nate it and try again,
but if it enters a new mar ket and gets the rela tion ship wrong, it must either uproot all its infra -
struc ture and move to another mar ket or it will have to try to develop some thing new on the
foun da tion of a weak relationship.

Thus, it is worth tak ing a sys tem atic approach. The chap ters in Part III of this book pro vide
numer ous exam ples of out reach strat e gies that MFIs have devel oped to serve new mar kets
effec tively. MFIs can learn from and be inspired by their expe ri ences, both in terms of the
results that they achieved and the pro cesses through which they were able to man age the risks
asso ci ated with new mar ket devel op ment to achieve those results.
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Main Mes sages

1. In new mar ket devel op ment, focus on devel op ing a rela tion ship rather than a par tic -
u lar prod uct or ser vice.

2. Use mar ket seg men ta tion to develop a prod uct port fo lio that responds to the tar get
mar ket’s pri or ity needs and pref er ences. 

3. Pro file new mar ket seg ments to better under stand their char ac ter is tics and avoid
mak ing invalid assump tions based on expe ri ence with past cus tom ers.

4. Tar get those seg ments in which the MFI has great est advan tage over its com pet i -
tors.

5. The start ing point for devel op ing a new mar ket out reach strat egy is an under stand -
ing of why that mar ket is not cur rently using the MFI’s ser vices.

Case Study: Mar ket Seg men ta tion at ADOPEM

ADOPEM in the Domin i can Repub lic seg mented its mar ket on the basis of net house hold 
income to inform the design of its sav ings prod ucts. It then cre ated a pro file for each of
the four seg ments it iden ti fied, one of which is sum ma rized below:

Seg ment Descrip tion

Seg ment 1 is the low est income seg ment, and there fore has the low est sav ings capac ity, but
it rep re sents 74 per cent of ADOPEM’s cur rent bor rower base. It also rep re sents a RD$256
mil lion (US$10.8 mil lion) mar ket that is largely unserved by any for mal sav ings insti tu tion.

This seg ment saves small amounts on a daily basis and val ues liquid ity and con ve nience
much more than it does the inter est earned. It finds the trans ac tion costs asso ci ated with 
sav ing in a bank too high and val ues many ele ments of ROSCAs such as deposit col lec -
tion, the com mit ment and the pos si bil ity of amass ing a lump sum quickly. This seg ment
is the most loyal to ADOPEM because it has the few est alter na tives. 

Best Sav ings Prod ucts to Offer

The most effec tive sav ings prod ucts for this seg ment are pass book sav ings and pro -
grammed sav ings. The seg ment is unlikely to be attracted to Cer tif i cates of Deposit given 
the rel a tively high min i mum depos its required.

Key Prod ucts/Ser vice Design Fea tures 

l Con ve nience

l Pric ing that appeals to ‘mindset’

l Saver incen tives such as raf fles, pro grammed sav ings

l Pri vacy

Atti tudes

Mem bers of this mar ket seg ment gen er ally dis trust banks but also per ceive MFIs as an
unre li able place to save. They are opti mis tic and believe they can improve their sit u a -
tion. They are also very entre pre neur ial and keen to find the high est return before invest -
ing their money. They have some loy alty to ADOPEM.
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Mar ket ing Strat e gies and Tac tics 

To appeal to Seg ment 1, ADOPEM needs to: 1) dem on strate that the insti tu tion is trust -
wor thy; 2) appeal to cus tom ers’ opti mism and entre pre neur ship; and 3) lever age exist ing 
cus tomer loy alty. It can meet these objec tives through the fol low ing activ i ties:

l Design Pro grammed Sav ings Prod ucts, for exam ple, “Save to build a house in three
years” in order to appeal to cus tom ers’ entre pre neur ship and opti mism.

l Develop cus tomer loy alty pro grams for cli ents who use ADOPEM for all their finan cial
needs.

l Pro mote ADOPEM as a solu tion to cli ents’ great est chal lenges, in other words, health
care and edu ca tion, to cre ate a sense of secu rity and assur ance that ADOPEM is part
of the solu tion.

l Avoid gim micky sales tac tics such as cou pons, lot ter ies, raf fles, and so on to dif fer en -
ti ate ADOPEM from dis hon est bank gim micks.
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Part II: Prod uct Options

The next ten chap ters of this book explore the dif fer ent types of prod ucts
that microfinance insti tu tions might want to include in their prod uct
port fo lio. Each chap ter explores the char ac ter is tics and require ments of
one type of prod uct using exam ples from MFIs around the world to
illus trate vari a tions in the way the prod uct can be deliv ered. MFIs that
have already defined their prod uct devel op ment pri or i ties will find some
chap ters to be more imme di ately inter est ing than oth ers. Yet, read ing all
of the chap ters in this section can be useful for several reasons.

First, it can increase aware ness of the range of prod ucts that an MFI
might con sider offer ing in the future. Many of the assump tions about what 
is and is not pos si ble in the world of microfinance have been chal lenged
in the last five years and prod uct options that an MFI may have deemed
unviable in the past may now be fea si ble. Read ing about adap ta tions that
oth ers have made to prod ucts that an MFI already offers could inspire
ideas for expand ing an exist ing prod uct line or tak ing the prod uct to a new 
mar ket.

Review ing all the chap ters in this sec tion will also make it eas ier to
under stand the rec om men da tions that are made in Part III of the book,
which explores the com bi na tions of prod ucts required by dif fer ent mar ket
seg ments and the chal lenges that must be over come to deliver an
appro pri ate mix to each. Before con sid er ing these appli ca tion sce nar ios, it 
is use ful to under stand the basic design of each prod uct in the mix and
the issues that must be man aged to develop and deliver it suc cess fully.

Finally, each of the prod uct chap ters dis cusses tools or deliv ery strat e gies
that can be applied to the con tent of other chap ters. Chap ter 4, for
exam ple, dis cusses tech niques for tack ling the chal lenges asso ci ated with 
vol un tary sav ings, which are rel e vant to Chap ter 5 on long-term sav ings
and micropensions. Chap ter 6 com pares the advan tages and
dis ad van tages of indi vid ual and group lend ing meth od ol o gies, which can
be used to deliver the hous ing loans described in Chap ter 7 as well as the 
emer gency and con sump tion loans described in Chap ter 8. Chap ter 9 on
insur ance pro vides guid ance on choos ing between insur ance, sav ings and
credit prod ucts for help ing cli ents man age risk, and so on. Even a quick
glance at the con tent of each chap ter in this sec tion can help man ag ers
gain broader and deeper perspective on their product options.
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4 Sav ings4

“When serv ing small depos i tors, the big gest prod uct-related chal lenge is usu ally not to design a 
new prod uct that is unique to a spe cific mar ket but to find an over lap between what peo ple

want and what the microfinance insti tu tion can man age cost effec tively. An MFI’s chal lenge
is to offer just a few prod ucts that meet as much of the tar get mar ket’s demand as pos si ble –

and are man a ge ri ally fea si ble and finan cially via ble.” ~ Hirschland (2005a)

Often called the for got ten half of microfinance, sav ings ser vices are abso lutely impor tant for
a microfinance insti tu tion and its cli ents, not to men tion for the greater com mu nity or econ -
omy. They can pro vide the basis for a long-term rela tion ship between an MFI and its cus tom -
ers, one that facil i tates better risk man age ment and the build ing of assets. For MFIs, sav ings
can pro vide a rel a tively sta ble means to finance the loan port fo lio – a key to growth. They can
dra mat i cally increase an insti tu tion’s cli ent base and improve borrowers’ capacity to repay.

Of course, MFIs incur oper a tional, finan cial and admin is tra tive costs to mobi lize sav ings.
And when they use the depos its mobi lized to finance loans, they put the sav ings of the poor at 
risk. As impor tant a ser vice as sav ings is, MFIs must pre pare them selves care fully before
diver si fy ing into this area. This chap ter pro vides an over view of the sav ings ser vices that poor
peo ple need, the prod ucts MFIs might offer and the chal lenges insti tu tions must over come if
they are to offer via ble and sus tain able sav ings ser vices. It addresses the following six topics:

1. Do poor peo ple need sav ings?

2. What are the lim i ta tions of avail able sav ings options?

3. What are the char ac ter is tics of appro pri ate sav ings for the poor?

4. What are the prod uct options?

5. Who should offer vol un tary sav ings?

6. Meet ing the chal lenges of vol un tary sav ings for the poor

4.1 Do Poor Peo ple Need Sav ings?

Poor peo ple save all the time. Sav ings are often the only way poor peo ple can man age to pay
for a major life event, sur vive a nat u ral disas ter, or take advan tage of a busi ness oppor tu nity.
In par tic u lar, poor peo ple save for the fol low ing needs:

l Life-cycle events: Pre dict able events, such as child birth, school fees, mar riage and death, 
cause poor peo ple to require larger amounts of cash than are usu ally avail able in the
house hold. Some needs can be antic i pated, but can cause great anx i ety. In Ban gla desh and
India, the dowry sys tem makes mar ry ing daugh ters an expen sive under tak ing; in parts of
Africa, funer als can be very costly; in many coun tries, recur rent fes ti vals like Eid, Christ -
mas, or Diwali can also be expen sive.

l Emer gen cies: Unpre dict able events cre ate a sud den and unan tic i pated need for a larger
sum of money than can nor mally be found at home. Per sonal emer gen cies include sick -
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ness, the death of a bread win ner, the loss of employ ment, and theft; non-per sonal emer -
gen cies include war, floods, fires, and cyclones or hur ri canes.

l Oppor tu ni ties: Besides needs for large sums of cash, there are also oppor tu ni ties that cre ate a 
demand for funds, such as invest ing in an exist ing or new busi ness, or buy ing land or other 
pro duc tive assets.

4.2 What Are the Lim i ta tions of Avail able Sav ings Options?

Leav ing microfinance insti tu tions aside for the moment, there are two main options avail able
to poor peo ple who want to save. One is to save infor mally, and the other is to seek access to
the sav ings ser vices pro vided by reg u lated finan cial insti tu tions that serve the gen eral pub lic.
To better under stand the chal lenges and oppor tu ni ties fac ing MFIs in this area, it is nec es sary
to con sider the lim i ta tions of both infor mal and formal savings.

Lim i ta tions of Infor mal Sav ings 

To save, poor peo ple use a vari ety of infor mal sav ings mech a nisms, such as:

l Invest ing in-kind (live stock, gold, jewel lery)

l Hid ing cash at home (under a mat tress, bur ied in back yard)

l Keep ing sav ings with neigh bours

l Par tic i pat ing in infor mal sav ings groups

How ever widely used, most infor mal mech a nisms fail to meet the needs of poor peo ple in a
con ve nient, cost-effec tive and secure man ner. In many cases, infor mal sav ings are high risk,
illiquid, indi vis i ble, or impose rigid or uni form terms. For example:

l Sav ings in-kind: Live stock can die of dis ease and must be sold as a whole, not in parts, to
obtain cash. The trans ac tion imposes time and finan cial costs, and con ver sion into cash
may be com pli cated if mar kets are not eas ily acces si ble or a buyer can not be iden ti fied.
The value of in-kind sav ings – be it gold, maize, land or live stock – will change over time
as the mar ket price for the good being saved fluc tu ates, which cre ates addi tional risk.

l Sav ing at home: Cash kept under the mat tress runs the risk of theft and destruc tion.
Because of its acces si bil ity, sav ing at home is also at risk of triv ial spend ing for less impor -
tant pur chases or demands of rel a tives. Although cash hold ings offer a liquid ity advan -
tage, they do not pro vide a hedge against infla tion.

l Infor mal rotat ing sav ings groups tend to be small, rotate lim ited amounts of money,
and are not the best finan cial mech a nism for cop ing with an emer gency or build ing up a
large sum of cash. They often require rigid amounts at set inter vals and do not reflect
changes in their mem bers’ abil ity to save.

Lim i ta tions of For mal Sav ings

Poor peo ple lack access to safe, vol un tary deposit ser vices offered by for mal insti tu tions.
Those deposit ser vices that are offered by for mal finan cial insti tu tions often impose time,
finan cial and other trans ac tion costs:
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l Incon ve nient loca tion and open ing hours

l Com pli cated pro ce dures

l Inap pro pri ate trans ac tion sizes

l Min i mum bal ance require ments

l Dis re spect ful or intim i dat ing treat ment by the insti tu tion

4.3 What Are the Char ac ter is tics of Appro pri ate Sav ings for the Poor?

Typ i cally, poor peo ple want their sav ings to be secure, with low trans ac tion costs, appro pri ate
design, and, if pos si ble, real returns. Their pri or i ties in order of pref er ence are (CGAP, 2002):

1. Secu rity: Secure sav ings are not in jeop ardy from fraud, theft, fire, and rel a tives’ demands.
Safety is par a mount, even in the face of infla tion.

2. Low trans ac tion costs: Prox im ity is essen tial to reduce the high trans ac tion costs of mak -
ing depos its and with draw als. Con ve nient open ing times and min i mal paper work are also
impor tant.

3. Appro pri ate design: Indi vid ual vol un tary deposit prod ucts that allow fre quent depos its
of small, vari able amounts and quick access to funds are best. Con trac tual sav ings are also
use ful for planned expen di tures such as wed dings, home con struc tion and edu ca tion.

4. Inter est rates: If trans ac tion costs are low, rural sav ing takes place even with neg a tive real
returns, indi cat ing that the poor can be rel a tively insen si tive to inter est rates com pared to
other sav ings char ac ter is tics. Nev er the less, demand for sav ings prod ucts does increase as
real inter est rates rise.

Since micro-sav ers rep re sent dif fer ent mar ket seg ments with dif fer ent sav ing needs, insti tu -
tions should pro vide a mix ture of deposit prod ucts that offer a range of liquid ity, inter est,
con ve nience and flex i bil ity options. As shown in Table 4.1, highly liq uid accounts that
allow flex i ble and per haps fre quent small depos its and with draw als will best meet cli ents’
unex pected sav ings needs.  Time-bound accounts will be more appro pri ate for help ing peo -
ple to save for expected needs, such as school fees, wed dings, etc.).  A sin gle sav ings prod uct
will not be able to meet all the needs of all depos i tors.  How ever, a few well-designed and
com ple men tary sav ings prod ucts will meet the needs of most depositors.

Table 4.1 What do poor peo ple want most in a sav ings ser vice?

What Do Poor People Want Most in a Savings Service?

For all sav ings needs

• Security

• Convenience

• Com pet i tive returns

• Con fi den ti al ity

For unex pected sav ings needs

• Vol un tary depos its

• Unre stricted access

For expected needs

• Restricted access

• Fixed reg u lar amounts

Source: Adapted from Chur chill et al., 2002.
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4.4 What Are the Prod uct Options?5

MFIs mobi lize sav ings in two dif fer ent ways: 1) through com pul sory depos its that are a con di -
tion of mem ber ship or access to credit, and 2) through vol un tary depos its that are made
entirely at the dis cre tion of the saver.

Com pul sory Sav ings

Also known as man da tory or forced sav ings, com pul sory sav ings are funds that must be
depos ited by bor row ers in order to be eli gi ble for a loan, or some times, by mem bers of a
coop er a tive to main tain their mem ber ship sta tus. The amount may be a per cent age of the
loan being sought, or a nom i nal amount. Many MFIs mobi lize com pul sory sav ings because
they believe these savings:

l Pro vide cli ents with the dis ci pline to save;

l Pro tect cli ents’ sav ings from less impor tant uses;

l Func tion as col lat eral for cli ents who oth er wise have only social col lat eral (the group
may use these sav ings to repay the loan if a mem ber defaults); and

l Serve as an impor tant source of loan cap i tal; for exam ple, before offer ing vol un tary sav -
ings ser vices, the Asso ci a tion for Social Advance ment (ASA) in Ban gla desh funded 40
per cent of its port fo lio with man da tory sav ings.

Since com pul sory sav ings are a form of col lat eral, most coun tries do not treat such sav ings as
depos its, pro vided that they are not finan cially inter me di ated (CGAP, 2010a). Thus, even
non-reg u lated MFIs can usu ally col lect them. 

For cli ents, how ever, com pul sory sav ings have sig nif i cant draw backs. 

l Cus tom ers have very lim ited access to their sav ings, so they can not use the funds to man -
age their cash flows. 

l They may have to bor row from other, more expen sive sources to meet emer gency needs. 

l If cir cum stances force them to with draw their sav ings, they lose access to credit. 

l And if mem bers of their bor row ing group default, they can lose some or all of their sav -
ings. 

This risk and lim ited access result in cli ents per ceiv ing com pul sory sav ings as a cost of bor -
row ing rather than as a ser vice.  For the very poor, tying sav ings to credit often makes the sav -
ings “ser vice” inac ces si ble, as they are fre quently not in a posi tion to borrow. 

These dis ad van tages can trans late into unde sir able con se quences for the MFI. Com pul sory
sav ings can limit out reach, not only to the very poor, but also to any low-income per son who
wants to save but not bor row. If com pul sory sav ings require ments are cal cu lated as a per cent -
age of the loan being sought they can limit growth as well, since cli ents are less will ing to tie up
(and risk, in the case of group lend ing) large amounts of sav ings. They may choose not to take
larger loans to avoid the increase in sav ings required and this cre ates loan pla teaus that are
unre lated to cli ents’ debt capac ity. Fur ther more, the restric tions placed on cli ents’ access to
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their sav ings can result in sig nif i cant cli ent dis sat is fac tion and deser tion. For exam ple, in 1995, 
Grameen Bank mem bers in Tangail Dis trict went on strike to demand access to their
locked-in sav ings. Dur ing that same year, a study found that nearly 57 per cent of the mem -
bers of BRAC (Ban gla desh Rural Advance ment Com mit tee) deserted because of their desire
for access to sav ings dur ing emer gen cies (Wright, 2000a). The advan tages and dis ad van tages
of com pul sory sav ings are sum ma rized in Table 4.2.

Table 4.2 Advan tages and Dis ad van tages of Com pul sory Sav ings

Advan tages Dis ad van tages

Cli ent • Dis ci pline to save

• Pro tect sav ings from triv ial uses

• Can not access sav ings as needed

• Can not save unless will ing to bor row

• May exclude the very poor

• To access sav ings, may have to for feit
access to credit

Insti tu tion • Loan guar an tee for cli ents with out
tra di tional col lat eral

• Illiquid, reli able source of loan cap i tal

• Less costly than liq uid sav ings ser vices

• Cli ents desert to access sav ings

• Cli ents do not take larger loans to avoid
the increase in the effec tive inter est
rate

• May limit out reach to the very poor

Source: Chur chill et al, 2002.

Vol un tary Sav ings

Vol un tary implies that sav ers deter mine the amount and the tim ing of their depos its and with -
draw als. Vol un tary sav ings ser vices fall into three cat e go ries: demand depos its, con trac tual
sav ings, and time depos its (see Table 4.3):

a) In a demand deposit account (also known as a reg u lar sav ings accounts and pass -
book sav ings) the amount and tim ing of depos its and with draw als are not set in advance.
Two vari a tions of pass book accounts are: 1) a com pletely liq uid or open access account,
which allows cus tom ers to deposit and with draw funds as fre quently as they please, and 2)
a semi-liq uid account, which restricts the num ber of trans ac tions, such as two with draw -
als per month. While, in aggre gate, these accounts tend to be quite sta ble, they are costly
for an insti tu tion to man age, with high admin is tra tive expenses over shad ow ing low finan -
cial costs. Yet, if only one sav ings prod uct can be offered, a demand deposit account is
often the one that best meets the demands of most cli ents.

b) With con trac tual sav ings (also known as com mit ment sav ings, tar geted sav ings and
accu mu lated fixed-term accounts), the cli ent agrees to deposit a set amount on a reg u lar 
basis for a spec i fied period of time. After the matu rity date the cli ent can with draw the
entire amount plus inter est. Early with drawal is either pro hib ited or penal ised. On the sur -
face, con trac tual sav ings and com pul sory sav ings appear sim i lar. How ever, to cli ents, the
dif fer ences are impor tant: con trac tual sav ings are not tied to a loan and cli ents can set the
amount and dura tion of the sav ings con tract them selves, based on their abil ity and desire

4 Sav ings Product Options

79



to save. Often cli ents can define a spe cific goal for which they want to save, which helps to
moti vate reg u lar depos its.  

c) With a time deposit, such as a cer tif i cate of deposit (CD), a cli ent depos its a lump sum
and prom ises not to touch it for a spe cific period of time. The insti tu tion pro vides a range
of pos si ble terms from which the cli ent can choose. Time depos its usu ally pay the high est
inter est of any sav ings prod uct since they involve the few est trans ac tions. They are sel dom
demanded by low-income house holds since they require a large sum of money upfront,
but a three- or six-month time deposit could help farm ers and other entre pre neurs with
lumpy cash flows set aside a por tion of their annual earn ings for use dur ing a sea son of the
year when they have lit tle income.

Table 4.3: Com par ing Vol un tary Sav ings Prod uct Options

Cli ent
per spec tive

Finan cial via bil ity
per spec tive

Man age ment capac ity
per spec tive

Demand deposit
accounts

• For emer gen cies and 
unex pected
oppor tu ni ties, for
smooth ing
con sump tion or for
stor ing excess cash

• Lowest interest rate

• Large amount
over all, through
small aver age
bal ance

• Less prof it able: low
finan cial cost, but
high oper at ing costs

• Rel a tively sta ble

• Heavy demand for
staff, MIS and
inter nal con trols
because of large
num ber of accounts
with fre quent and
irreg u lar trans ac tions

• Requires atten tion to 
liquid ity
man age ment

Con trac tual sav ings • For expected needs,
such as school fees

• Pro vides dis ci pline

• Higher interest rate

• Lon ger term funds

• Larger amount per
account

• More profitable:
lower operating
costs, somewhat
higher financial
costs

• May be vol a tile

• Much more
predicable than
demand deposits

• Fewer admin is tra tive 
require ments

• Requires atten tion to 
liquid ity
man age ment

Time deposit prod ucts • For expected needs
and for stor ing
sur plus

• Requires large
deposit

• Highest interest rate

• Lon ger term funds

• Larger amount per
account

• Much lower
operating costs;
profitability depends
on financial costs

• May be vol a tile

• Very low
man age ment
require ments: two
trans ac tions per
account

• Requires more
atten tion to liquid ity
man age ment

Source: Adapted from Wisniwski, 1999 and Hirschland, 2000 as pub lished in Chur chill et al., 2002.

80

4 Sav ings



Choos ing a Sav ings Prod uct Mix

As sum ma rized in Table 4.1, cli ents need fun da men tally dif fer ent fea tures in a sav ings prod -
uct that will be used to meet expected needs ver sus one that will be used to meet unex pected
needs.  For this rea son, MFIs that offer sav ings ser vices should aim to pro vide a mix of liq uid
and illiquid options. Many suc cess ful microfinance oper a tions pro vide just two or three
generic and flex i ble sav ings prod ucts that cli ents can use for a range of pur poses. The
well-known Bank Rakyat Indo ne sia (BRI) Unit sys tem attracted 25.9 mil lion deposit accounts 
with just three prod ucts: a liq uid pass book account for the pub lic, a sim i lar account for insti -
tu tions, and an illiquid time deposit prod uct with terms of one to twenty-four months.

Other insti tu tions, in par tic u lar credit unions, take a life cycle approach to defin ing their sav -
ings mix in an effort to attract depos i tors of all ages. The World Coun cil of Credit Unions
(WOCCU) rec om mends a mix of six prod ucts: a reg u lar sav ings account, a youth account, an
insti tu tional account (a liq uid account with a high min i mum bal ance and trans ac tion fees), a
pen sion account, time depos its, and con trac tual prod ucts named and designed to meet
specific local demands. 

Given the dis ad van tages of com pul sory sav ings, MFIs may want to con sider replac ing their
com pul sory sav ings with a con trac tual sav ings prod uct, or trans form ing com pul sory sav ings
into a com pul sory-vol un tary prod uct that enables cli ents to save and with draw sav ings in
excess of the required minimum (see Box 4.1). 
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Box 4.1 Can an Insti tu tion Mobi lize Both Com pul sory and Vol un tary
Sav ings?

Many insti tu tions, espe cially credit unions, mobi lize large vol umes of vol un tary depos its
as well as man da tory ones.  For exam ple, in Guinea, the Yete-Mali coop er a tive’s required
col lat eral sav ings rep re sent just five per cent of total depos its.  The rest are vol un tary. In
fact, many insti tu tions allow cli ents to make a vol un tary deposit along with – and into the 
same account as – their man da tory min i mum. Depos i tors make good use of this ser vice.
For exam ple, sav ings accounts at ASA and VYCCU, a coop er a tive in Nepal, allow mem -
bers to save as much as they wish. In 2002, ASA’s cli ents held, on aver age, 66 per cent
more in the deposit account than the com pul sory require ment – and had with drawn
about one-third of this excess over the course of the year. In a three-month period VYCCU 
mem bers saved, on aver age, 78 per cent more than required.  Fur ther more, these man -
da tory-vol un tary depos its rep re sent just one-quar ter of VYCCU’s total depos its – the rest
are completely voluntary.

Of course, cus tom ers will hardly deposit vol un tarily if they believe that their sav ings
might be taken to cover oth ers’ defaulted loans. Fur ther more, credit offi cers who are
accus tomed to col lect ing required pay ments may be reluc tant to pro mote vol un tary sav -
ings. With appro pri ate pol i cies, incen tives, and train ing, how ever, offer ing a mix of prod -
ucts that includes both com pul sory and vol un tary sav ings can be suc cess ful.

Source: Hirschland, 2005a.



4.5 Who Should Offer Vol un tary Sav ings?

Accord ing to McKee (2005), insti tu tions that want to inter me di ate depos its should meet four
min i mum con di tions: cli ent demand, insti tu tional capac ity, gov er nance and suf fi cient exter -
nal checks, rep re sented by the four con cen tric cir cles shown in Figure 4.1.

1. The inner cir cle rep re sents cli ent demand – will the ser vices that the insti tu tion can offer
attract a suf fi cient vol ume of depos its? The answer to this ques tion will depend, in part, on
whether poten tial cli ents trust the insti tu tion enough to deposit their sav ings with it. An
MFI should pro ceed only if effec tive demand is ade quate.

Fig ure 4.1 Pre con di tions for Inter me di at ing Sav ings

Source: McKee, 2005.

2. The sec ond cir cle rep re sents the sup ply side – does the insti tu tion have the finan cial
sound ness, cost struc ture and capac ity to suc cess fully man age vol un tary sav ings? For the
secu rity of both depos i tors and pro vider, an insti tu tion should only offer vol un tary sav ings 
ser vices if it is at or very close to prof it abil ity. Oth er wise the risks to the depos i tors are
unjus ti fi able. It should also have strin gent credit man age ment, a real is tic busi ness plan for
ongo ing via bil ity, strong liquid ity, asset lia bil ity man age ment and inter nal con trol sys tems,
suf fi cient phys i cal secu rity and man age ment and staff that can man age the new prod uct.

3. The third cir cle rep re sents effec tive gov er nance. Does the insti tu tion have a Board of
Direc tors or other gov er nance body that exer cises rea son able over sight of the insti tu tion,
ensures suf fi cient dis ci pline and serves as a check on man age ment? At a min i mum the
insti tu tion should have a gov er nance body that is suf fi ciently knowl edge able, engaged and
pow er ful to be able and will ing to step in if man age ment is putt ing either sav ers’ depos its
or the insti tu tion’s via bil ity at risk.

4. Beyond the inner three cir cles are other exter nal checks and envi ron men tal fac tors that
can increase the like li hood of the insti tu tion oper at ing as a dis ci plined pro vider of sav ings
ser vices. These include well-informed cred i tors or donors that pay atten tion to the MFI’s
per for mance; exter nal audits and rat ings; indus try per for mance stan dards and trans par -
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ency ini tia tives; and accred i ta tion, exam i na tion, and other self-reg u la tory mech a nisms
such as those pro vided by credit union fed er a tions. Ide ally, any pro vider of sav ings ser -
vices would be sub ject to capa ble exter nal super vi sion or, at a min i mum, a rig or ous licens -
ing pro cess. How ever, although super vi sion and licens ing are desir able, their absence
should not nec es sar ily pre vent an MFI from offer ing sav ings ser vices. The bot tom line is
that if an MFI is not super vised by the gov ern ment, it should pro tect con sum ers through
plain-lan guage finan cial dis clo sures. 

For an MFI, deter min ing whether it has the capac ity to man age sav ings oper a tions and
whether its gov er nance is suf fi ciently strong will be eas ier and cost less than con duct ing mar -
ket research to see whether there is suf fi cient effec tive demand. There fore, insti tu tions gen er -
ally con sider the sec ond and third cir cles before they con sider the first.

With respect to the exter nal envi ron ment, MFIs should be very cau tious about try ing to
mobi lize sav ings in coun tries plagued by high or highly erratic infla tion, con flict, polit i cal
insta bil ity, gov ern ment restric tions on inter est rates, or widely avail able sub si dized credit
because these fac tors may make it dif fi cult for a sus tain able insti tu tion to pro vide cli ents with
a pos i tive real return on their sav ings. At the same time, not pro vid ing sav ings ser vices in
these dif fi cult envi ron ments can deprive those most in need of sav ings of a vehi cle for diver si -
fy ing their risk. MFIs can deter mine whether they are capa ble of offer ing sav ings in an unfa -
vour able envi ron ment by answer ing the same ques tions they would con sider in a more
favour able envi ron ment: given the cir cum stances, is there still effec tive demand? Can the
insti tu tion main tain its via bil ity? A sum mary check list of the prerequisites for intermediating
deposits is provided in Box 4.2.

Organi sa tions that do not have the capac ity or legal abil ity to mobi lise and on-lend depos its
may pro vide access to ser vices with out actu ally inter me di at ing depos its. For example:

l Rather than pro vid ing finan cial ser vices directly, orga ni za tions might pro mote small
coop er a tives, vil lage banks or self-help groups (SHGs) that can pro vide sim ple finan cial
ser vices to them selves. This strat egy can be par tic u larly use ful in serv ing remote, sparsely
pop u lated areas, as dem on strated by the expe ri ences of the Devel op ment Pro ject Ser vice
Cen ter (DEPROSC), which pro motes auton o mous coop er a tives in hill regions of Nepal,
and the Cen tre Inter na tional de Développement et de Recher che (CIDR), which helped
cre ate auton o mous vil lage banks (CVECAs) in Mali.

l Orga ni za tions can also help link the groups described above to deposit-tak ing insti tu tions
so that they can have a safe place to store excess sav ings (and access other finan cial ser -
vices). As of March 2008, the National Bank for Agri cul ture and Rural Devel op ment
(NABARD) in India had linked 70 mil lion rural poor to com mer cial, rural and coop er a -
tive banks through some five mil lion SHGs. Col lec tively, the SHGs had out stand ing sav -
ings of nearly US$760 mil lion depos ited in the banks (NABARD, 2008).

l Orga ni za tions could arrange for sav ings to be mobi lised by col lec tors who are employed
by a deposit-tak ing insti tu tion, for exam ple, at Atwima Kwanwoma Rural Bank in Ghana
(see case at the end of this chap ter) or Hatton National Bank in Sri Lanka (Chris ten et al.,
2005).
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Box 4.2 Sum mary Check list of Pre req ui sites for Inter me di at ing
Depos its

l Legal ity: Is it legal? If this is unclear, are the author i ties will ing to waive or adjust
legal or reg u la tory require ments? If the insti tu tion is not super vised, is it pre pared to
imple ment full dis clo sure on an ongo ing basis?

l Cur rent prof it abil ity: Has the insti tu tion reached sustainability?

l Credit man age ment: Does it have a dem on strated his tory of strin gent credit man age -
ment and high port fo lio qual ity?

l Liquid ity and asset lia bil ity man age ment: Does the insti tu tion have the skills, pol i -
cies, and sys tems needed for proper liquid ity and asset lia bil ity man age ment? Alter -
na tively, do the pro posed prod uct terms nearly elim i nate inter est rate and liquid ity
risk?

l Inter nal con trols: Are inter nal con trols suf fi cient to pro tect sav ings from fraud and
mis man age ment and to assure the phys i cal secu rity of funds? Are they rein forced by
the MFI’s cul ture, pol i cies and pro ce dures, infor ma tion sys tems, and train ing and
super vi sion of staff? 

l Human resources: Does the MFI have (or can it add) ade quate man age ment and other 
staff to design and launch suc cess ful small sav ings oper a tions? Does man age ment
have the skills to reori ent exist ing staff or recruit and train new staff to inter act with
cli ents in new ways, inspire con fi dence, and, for credit-only insti tu tions, han dle the
more com plex man age ment involved in mobi liz ing and inter me di at ing depos its? Do
man ag ers have the trust of the tar get cli ents?

l Facil i ties: Will the phys i cal facil i ties afford ade quate pro tec tion, accom mo date cli -
ents, and inspire their trust? Can the infor ma tion sys tem han dle the expected num ber 
and type of trans ac tions asso ci ated with the new ser vice? Does the infor ma tion sys -
tem, whether man ual or com put er ized, pro vide infor ma tion that is suf fi cient, accu -
rate, timely, and trans par ent?

l Gov er nance: Does the insti tu tion have an effec tive board or other gov er nance body
that exer cises rea son able over sight, ensures suf fi cient dis ci pline, and serves as a
check on man age ment? Is it suf fi ciently knowl edge able, engaged and pow er ful to be
able and will ing to step in if man age ment is putt ing either sav ers’ depos its or the
insti tu tion’s via bil ity at risk?

l Demand: Is there effec tive demand for the pro posed prod uct? Will it strike the bal -
ance among prod uct fea tures, secu rity, con ve nience, and price better than com pet -
ing prod ucts?

l Future prof it abil ity: Does it have a real is tic busi ness plan that dem on strates its ongo -
ing prof it abil ity? Is the plan explicit about what costs the new ser vice is expected to
cover by when? Are pro jec tions based on a cost of cap i tal that includes the admin is -
tra tive and finan cial costs of sav ings? Does it include suf fi cient reserves, cap i tal, and
oper at ing funds to cover ini tial oper at ing losses and losses due to cat a strophic events
with out using cli ent depos its? Does it have a prof it able place to invest excess sav -
ings?

Source: McKee, 2005.



l Last, but not least, orga ni za tions could work as agents for deposit-tak ing insti tu tions and
use tech nol o gies such as point-of-sale devices or cel lu lar phones to help cli ents con ve -
niently access sav ings ser vices. Although there are no exam ples of this kind of part ner ship 
to date, the oppor tu nity is within reach given the suc cess of retail agent net works in Brazil
and cel lu lar phone pay ment ser vices in Kenya and the Phil ip pines (see Box 4.4). 

4.6 Meet ing the Chal lenges of Vol un tary Sav ings for the Poor 6

Insti tu tions that wish to develop vol un tary sav ings ser vices for a low-income mar ket face five
major chal lenges: a) pre vent ing fraud; b) cov er ing costs; c) man ag ing liquid ity; d) inspir ing
trust; and e) reori ent ing staff.

a) Pre vent ing fraud

Sav ings oper a tions can be more vul ner a ble to fraud and errors than credit oper a tions because
of larger amounts of cash in the insti tu tion, and the unpre dict abil ity of the size and tim ing of
depos its. Dual con trol is cru cial. The per son who han dles the money should be dif fer ent
from the per son who records the transaction.

In the absence of dual con trol, for exam ple, when pass book sav ings are col lected by field
agents, pass book ver i fi ca tion is nec es sary to check that the amounts writ ten in pass books
are the same as in the field agents’ records. Both to deter and to detect fraud, branch man ag ers 
should peri od i cally check all trans ac tions in each pass book and dis crep an cies should be sys -
tem at i cally noted and imme di ately inves ti gated. Pay should be tied to low error rates and fraud 
should be imme di ately and severely penal ized. Cli ents should also be trained to review their
pass books while the col lec tor is pres ent or, in the case of elec tronic tech nol o gies, to know
what sounds or screens should appear to verify a properly processed transaction.

b) Cov er ing costs

Mobi liz ing fre quent, small depos its is expen sive, espe cially in the more dif fi cult to reach areas
where MFIs often work. Accord ing to Rich ard son and Hirschland (2005), there are two keys
to mak ing sav ings mobi li za tion via ble in the low-income mar ket: 1) attract ing an ade quate
vol ume of depos its; and 2) man ag ing operating costs.

Vol ume is impor tant because it enables the fixed costs of sav ings mobi li za tion to be dis trib -
uted across a larger num ber of units, which low ers the unit cost of sav ings that must be cov -
ered by the MFI’s rev e nue gen er at ing activ i ties. Some of the strat e gies that MFIs use to
mobi lize a larger vol ume of deposits include:

l Search ing for net sav ers (those who save larger amounts and typ i cally do not hold a loan);

l Devel op ing a phys i cal image and secu rity sys tems that build con fi dence;

l Offer ing sav ings ser vices in safe and con ve nient loca tions (see Box 4.3);

l Offer ing a mix of sav ings prod ucts that meet mar ket demand;
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l Build ing incen tives into the sav ings prod uct design to encour age higher account bal ances,
for exam ple, bun dling the sav ings prod uct with life insur ance that pays out a sum that is
equal to (or a mul ti ple of) the amount saved in the account (see Chap ter 5);

l Moti vat ing and enabling all employ ees to mar ket sav ings prod ucts effec tively (see Box 4.5).

Of course, the more MFIs can lower the cost of pro vid ing sav ings ser vices, the more likely
they are to be able to cover those costs through their rev e nue-gen er at ing activ i ties. To man age 
oper at ing costs effec tively, MFIs may con sider the fol low ing strategies:

l Serve groups rather than indi vid u als, or allow some cli ents to deposit for oth ers.

l Keep oper a tions sim ple. Sim ple prod ucts and pol i cies allow for sim pler and less costly
account ing, mon i tor ing, audit ing and infor ma tion dis sem i na tion, and can pre vent fraud.
ASA became famous for its abil ity to serve mil lions of depos i tors with a high level of effi -
ciency using mostly man ual sys tems. Accord ing to Md. Shafiqual Haque Choudhury, ASA’s
Founder & Pres i dent, “The keys to ASA’s model are sim ple oper a tional pro ce dure, stan -
dard iza tion and decen tral iza tion along with a sim ple writ ten man ual” (Choudhury, 2006).
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Box 4.3 Mak ing It Easy to Make a Deposit

The eas ier it is for low-income sav ers to make small, fre quent depos its, the more pos si -
ble it becomes for them to accu mu late large sums. The most con ve nient loca tions of all
are the ones that cli ents already fre quent daily, so MFIs must find cre ative ways to bring
their sav ings ser vices to these loca tions. Two chan nels that have proven effec tive for
many MFIs are lockboxes and deposit col lec tors.

l In 1998, the agri cul tural bank of Thai land (BAAC) pilot tested the use of vehi cles to
col lect sav ings at vil lage mar kets, tem ples, and other fre quented places and found
that the aver age bal ance in the vehi cle accounts was four times the aver age bal ance
in the branch accounts after just six months (Bankakademie, 2000a).

l Bank Dagang Bali, before it col lapsed due to improper lend ing, employed three teams 
of col lec tors. The first served nearby areas by foot, the sec ond served more dis tant cli -
ents by motor cy cle, and the third served the most dis tant by car. The teams often col -
lected many depos its at once by vis it ing gov ern ment insti tu tions or fac to ries on
pay day (Hirschland, 2005b).

l Numer ous com mer cial banks and not-for-prof its in India, Ghana and Nepal use indi -
vid ual col lec tors to offer con trac tual sav ings prod ucts at cli ents’ door step. SafeSave
in Ban gla desh uses them to pro vide vol un tary deposit and with drawal ser vices on a
daily basis in urban slums (Staehle, 2005).

l The Amhara Credit and Sav ings Insti tu tion (ACSI) is using lockboxes suc cess fully in rural 
Ethi o pia to give cli ents, par tic u larly women, the oppor tu nity to set aside small amounts
of cash at home before it can be spent on other things. When cli ents want to access their
sav ings, they bring the box to ACSI’s office, where it is unlocked (Gobezie, 2010).

l At the Rural Bank of Talisayan in the Phil ip pines, mobile agents open lockboxes
biweekly or monthly and count and record the con tents in the pres ence of the cli ent.
The intro duc tion of lockboxes reduced its trans ac tions per cli ent dra mat i cally – from
22 to 2 per month while the sav ings per cli ent increased (Hirschland, 2005b).



l Expect accu racy. Fol low ing up on errors can con sume large amounts of staff time.
Strong inter nal con trols, sim ple, stan dard ized pol i cies and pro ce dures, a cul ture of intol er -
ance for errors, and staff incen tives that pro mote mis take-free work are impor tant means
to con trol staff costs.

l Do not pay inter est for accounts under a min i mum amount.

l Offer “value added” fea tures in place of some inter est. A ticket for a lot tery with an
attrac tive prize, val ued house hold items, or a life-insur ance pol icy such as the one men -
tioned ear lier in this sec tion, may attract a higher vol ume of depos its than an inter est rate
increase of a sim i lar value.

l Ensure an effi cient man age ment infor ma tion sys tem (to avoid record ing trans ac tions
numer ous times).

l When hir ing, recruit employ ees with the min i mum edu ca tion level nec es sary and con -
sider using part-time staff and vol un teers.

l Make use of part-time sat el lite offices with a min i mal ist struc ture that are super vised by a 
nearby branch. These offices can have lim ited hours or days of oper a tion, so that one or
two full-time employ ees might staff sev eral offices. Oppor tu nity Inter na tional Bank of
Malawi used forty-foot ship ping con tain ers to cre ate mod u lar branches that pro vided lim -
ited sav ings and lend ing ser vices one-half-day per week and could be built for one-quar ter
the cost of a reg u lar branch (Chris ten et al., 2005).

l “Pig gy back” ser vices onto other deliv ery sys tems, such as self-man aged groups that col -
lect depos its for the MFI to man age, post offices, or retail agents that facil i tate elec tronic
depos its and with draw als (see Box 4.4).

l Share exter nal sup port ser vices such as train ing, audit ing and the devel op ment of mar ket -
ing mate ri als with other small insti tu tions. This can be done through outsourcing, net -
work ing or draw ing on a cen tral facil ity. 

l Man age liquid ity to have enough cash on hand to meet expenses and the demand for
with draw als while invest ing as many assets as pos si ble to gen er ate rev e nue.

c) Man ag ing liquid ity

Demand depos its pose greater chal lenges for liquid ity man age ment than either credit or com -
pul sory sav ings. After all, com pul sory sav ings are depos ited in expected amounts and times and
are rarely with drawn. Match ing loans to the inflow and out flow of vol un tary sav ings requires
more plan ning and man age ment. The sim plest approach involves pre cise match ing of the terms 
of loans and sav ings, as prac ticed by the CVECAs in Mali. Pass book depos its are not lent out
and time depos its are sim ply repro cessed as loans with a shorter matu rity (Hirschland, 2005b).

MFIs with the capac ity to man age a more com plex approach will be able to offer a wider range 
and terms of ser vices to cli ents and may con sider the fol low ing rec om men da tions from Biety
(2005) and Branch and Klaehn (2002):

l Expect many depos its and with draw als, espe cially when demand depos its are first intro -
duced, and plan for larger demand for with draw als at par tic u lar sea sons, such as before
fes ti vals and plant ing.
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l Be aware that set ting inter est rates that are higher than those offered by the com pe ti tion
will attract sav ers that move with high returns. These sav ers are less sta ble and are likely to
move rap idly when mar ket inter est rates change.

l Set a higher liquid ity reserve rate for larger accounts to com pen sate for the higher risk of
the con cen trated depos its in those large accounts.

l Use sim ple liquid ity man age ment tools such daily cash fore cast ing, cash-flow bud get ing,
sources-and-uses anal y sis and ratio anal y sis to be more aggres sive in ensur ing ade quate
rather than exces sive liquid ity. 

l Estab lish sources of backup liquid ity, such as a line of credit/over draft facil ity with a com mer -
cial bank or a liquid ity pool through a sec ond-tier orga ni za tion like a credit union fed er a tion.

l Con sider incen tives or restric tions that reduce the num ber or vol ume of unpre dict able
with draw als, for exam ple, by requir ing advance notice for with draw als over a cer tain
amount, charg ing a fee to with draw large amounts with out advance notice, or pay ing a
higher inter est rate on accounts with lim ited with draw als.

l Pay atten tion to cash man age ment, so that the amount of cash held on-site earn ing no
return is min i mized. For exam ple, coor di nate loan dis burse ments with the receipt of sav -
ings depos its and deposit excess funds in short-term, inter est-earn ing money mar ket or
demand deposit accounts, if only for the day.
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Box 4.4 Piggybacking Sav ings Ser vices on Retail Out let Infra struc ture

Finan cial access is fun da men tally a prob lem of dis tri bu tion. It needs sys tems that are
acces si ble from every neigh bour hood and every vil lage and that can effi ciently han dle a
large vol ume of daily, low-value sav ings trans ac tions. It is hard to rec on cile these two
require ments – ubiq uity and low cost – if that requires build ing new infra struc ture.
Instead, the oppor tu nity is to lever age exist ing retail out lets that already exist in every vil -
lage and in every neigh bour hood. These stores can be mar shalled to the ben e fit of both
banks and their cus tom ers.

Cus tom ers can be issued bank cards (whether phys i cal or embed ded in their mobile
phones) with appro pri ate secu rity fea tures, and the local store can be equipped with a
point-of-sale device (a ded i cated ter mi nal or a mobile phone) con trolled by and con -
nected to the bank via a tele com mu ni ca tions net work. If a cus tomer wishes to make a
deposit at a store, swip ing his card puts him in direct com mu ni ca tion with the bank. The
bank auto mat i cally with draws the equiv a lent amount from the store’s bank account to
fund the deposit, and issues a receipt to the cus tomer through the point-of-sale device.
The store keeps the cash in com pen sa tion for the amount taken out of its bank account. 

This vision – of bank ing beyond bank branches – is now com ing true. Brazil has seen
37,000 such retail ‘bank cor re spon dents’ (stores offer ing deposit and with drawal ser -
vices on behalf of banks) open up, most in the last five years, with the result that all
munic i pal i ties are now cov ered by the for mal bank ing sys tem. In Kenya, the M-PESA
mobile money ser vice in its ori gins relied on a mobile oper a tor’s broad pre paid card dis -
tri bu tion net work to dou ble up as cash in/cash out points. Although M-PESA was
designed as a money trans fer ser vice, there is evi dence that it is also being used for sav -
ings (Morawczynski, 2009).

Source: Adapted from Chris ten and Mas, 2009 and Mas, 2009.



d) Inspir ing trust7

Peo ple will deposit their sav ings with an insti tu tion only if they per ceive it to be reli able, trust -
wor thy and pro fes sional. There fore, insti tu tions that seek to develop or strengthen their sav -
ings oper a tions must care fully and method i cally develop such an image. To start, man ag ers
can deter mine how their insti tu tion is cur rently per ceived in the mar ket ver sus how they
would like it to be per ceived. Then they can iden tify actions to change cur rent per cep tions in
favour of the image they seek. To inspire trust, an MFI’s actions will have to be delib er ate and
con sis tent across all aspects of its operations, for example:

l Deliv er ing on prom ises, even if they seem insig nif i cant or have no direct con nec tion to a
sav ings prod uct. An MFI’s fail ure to deliver will cre ate the impres sion that it is unre li able.

l Serv ing cus tom ers in an effi cient, friendly and respon sive man ner.

l Pro vid ing well-defined and trans par ent ser vices.

l Cre at ing a secure, attrac tive and pro fes sional appear ance.

l Hir ing and pro mot ing man ag ers who dem on strate pro fes sion al ism and are per ceived by
cli ents to be strong, risk-con scious and trust wor thy.

l Mak ing with draw als sim ple and easy to access.

l Devel op ing mar ket ing cam paigns and pro mo tional mate ri als that com mu ni cate safety,
reli abil ity, trans par ency and a long-term com mit ment to the com mu nity.

l Mak ing pub lic rela tions a more impor tant com po nent of the insti tu tion’s mar ket ing strat -
egy (see Chap ter 23).

l Pro vid ing finan cial coun sel ling or finan cial edu ca tion to increase poten tial cli ents’ under -
stand ing of the ben e fits of sav ing and the mea sures the MFI is tak ing to ensure the safety
of their funds.

l Invit ing super vi sion and inspec tion by out sid ers.

The inte gra tion of sav ings prod ucts into an MFI’s prod uct port fo lio can require a sig nif i cant
and impor tant change in insti tu tional cul ture, par tic u larly for microcredit insti tu tions. Strat e -
gies for man ag ing this change are dis cussed below and in Chapter 23.

e) Reori ent ing staff

New sav ings ser vices will suc ceed only if staff mem bers pro mote them. Yet get ting the sup -
port of field staff can be dif fi cult. Field offi cers who are accus tomed to col lect ing uni form
loan pay ments and com pul sory sav ings may not eas ily accept more flex i ble sav ings prod ucts
that are harder to “sell” and require more care ful record keep ing.

Man ag ers must help their employ ees under stand why sav ings mobi li za tion is as impor tant to
their job and to their insti tu tion as credit. In addi tion, train ing, incen tives and eval u a tion sys -
tems must be designed to ensure that field staff are both capa ble of explain ing the ben e fits of
flex i ble sav ings and moti vated to pri or i tize sav ings (see Box 4.5). An MFI’s lead er ship should
be care ful not to under es ti mate the scale of this chal lenge and to look for ways to pri ori tise not 
only sav ings, but also the values that support it.
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4.7 Con clu sion

Poor peo ple can and do save. How ever, most lack access to for mal sav ings ser vices that can
meet their var i ous needs appro pri ately with secu rity and con ve nience. MFIs have the poten -
tial to meet many of these needs through the devel op ment and deliv ery of a stra te gic range of

90

4 Sav ings

Box 4.5 Achiev ing Vol ume: Les sons from the BRI Unit Sys tem in Indo ne sia

One of the rea sons for the BRI unit sys tem’s suc cess ful mobi li za tion of depos its was
man age ment’s belief that staff mem bers had to be moti vated to mobi lize depos its. To be
moti vated to mobi lize depos its, they had to be respon si ble for, aware of, and affected by
their per for mance in this area.

l So that branch staff could be held account able for branch results, BRI began to
account for its branches as profit cen tres.

l So that staff were aware of their per for mance, the MIS pro vided staff with key, timely, 
and trans par ent indi ca tors of pro duc tiv ity and prof it abil ity.

l So that staff would ben e fit from the branch’s good per for mance, BRI estab lished a
staff incen tive sys tem based on these indi ca tors that rewarded prof it abil ity.

l So that mobi liz ing depos its was more prof it able than bor row ing funds, man age ment
set the cost for inter nal loans from within BRI - known as the inter nal trans fer price -
0.5 per cent higher than the high est inter est rate for depos its. For the incen tive sys -
tem to work, mobi liz ing depos its had to be more prof it able than obtain ing other funds
for lend ing.

With these ele ments in place, the more depos its a branch mobi lized, the greater its
prof it abil ity and the higher the pay its staff received. These ele ments were rein forced 
by a new cul ture of ser vice and pro duc tiv ity that ema nated from the senior lev els;
com pre hen sive retrain ing of staff in the new prod ucts, sys tems, and ser vice ori en ta -
tion; and inten sive super vi sion – one super vi sor for four units.

The final key to mas sive growth was to pro vide staff with a meth od ol ogy and detailed
train ing for how and where to mobi lize depos its. BRI devel oped a book of case stud -
ies to use in train ing its staff – exam ples of how to mobi lize sav ings from a wide
range of indi vid u als, groups, pri vate insti tu tions and gov ern ment offices. Then, in
1987, it ini ti ated its Sys temic Approach to Sav ings Mobi li za tion. 

Staff were taught a sys tem for iden ti fy ing the hun dred larg est depos i tors in their ser vice
areas. First, staff were to visit gov ern ment and vil lage offi cials, heads of local insti tu tions 
and gov ern ment offices, better-off res i dents, and other local lead ers and con tacts. From
talk ing to these peo ple, staff com piled lists of poten tial large sav ers. After the unit noted
their loca tions on a large map, each staff mem ber was assigned names and dates for vis -
it ing these poten tial cli ents. Staff were taught how to talk to these peo ple, includ ing how
to explain the uses and advan tages of each sav ings prod uct. They were also taught how to 
record the vis its and the next steps needed for each poten tial cli ent. Through talk ing with 
poten tial cli ents, man ag ers and staff learned about heir mar ket in gen eral as well as
about indi vid u als.

Source: Rob in son, 2002 as pub lished in Hirschland (ed.), 2005.



sav ings prod ucts, either on their own or in part ner ship with oth ers. Doing so can assist
low-income house holds to accu mu late assets and to man age risk with out becom ing indebted.
Yet this is true only if MFIs are capa ble of pro tect ing the value of the depos its that
low-income house holds entrust to them. An insti tu tion should take great care to ensure it is
capa ble of man ag ing the chal lenges inher ent in deposit mobi li za tion before ask ing clients to
put their funds in its hands.

Main Mes sages

1. Poor peo ple save for emer gen cies, life-cycle events, and to be able to take advan -
tage of oppor tu ni ties. 

2. What low-income sav ers typ i cally value most in a sav ings prod uct is secu rity and
acces si bil ity.

3. Aim for a prod uct mix that pro vides liq uid and illiquid sav ings options. 

4. MFIs should not inter me di ate sav ings unless they have ade quate cli ent demand,
insti tu tional capac ity, gov er nance and exter nal checks.

5. Organi sa tions that can not mobi lise depos its directly can work through self-man aged 
groups or other finan cial insti tu tions to make sav ings ser vices acces si ble in the
com mu ni ties they serve.

Case Study: Mobile Col lec tion at Atwima Kwanwoma Rural Bank

Estab lished in 1983, Atwima Kwanwoma is the larg est of Ghana’s rural banks. A pub lic
bank with four branches and a head office, Atwima Kwanwoma serves the area within
twenty miles of its cen tral office. In 1999 the bank intro duced two new prod ucts – a tra -
di tional susu prod uct and a group-guar an teed sav ings-and-loan prod uct – with which it
hoped to increase its vol ume of depos its and improve its mar ket posi tion.  In 2001 the
bank also started deploy ing mobile units to bring ser vices to vil lages in its ser vice area.
The results were dra matic.  By 2002 the bank’s depos its had grown from US$39,000 to
US$3.7 mil lion; the num ber of accounts had dou bled to 44,423.  Half of the new depos -
i tors and over one-fifth of the new depos its were accounted for by the susu prod uct.

The susu prod uct was designed to attract sav ers such as trad ers and arti sans who would
deposit a fixed amount daily or weekly – if they could do so at their “door step.” The prod -
uct is famil iar and con ve nient.  Unlike depos its for the bank’s other prod ucts, which
require a visit to the branch, the susu depos its are made with mobile bank ers dur ing a
daily or weekly visit to cus tom ers’ work places.  With draw als can be made at the bank, or
lit er ate cus tom ers can with draw from the mobile banker by using a with drawal check.
Cli ents must deposit a min i mum of US$0.55 per day (or US$2.75 per week).  The actual 
aver age deposit size is about US$2.20.  The prod uct is nearly iden ti cal to prod ucts
offered by the infor mal susu col lec tors but prom ises more secu rity, greater access to
credit, and no ser vice fee. Mobile bank ers deposit cus tom ers’ fixed daily or weekly
depos its in the bank at the end of each day.  The cus tomer can with draw these sav ings at
the end of the month or, after three months, can use them as col lat eral for a loan or con -
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vert them into an inter est-bear ing account.  The new prod uct required many changes in
oper a tions:

Staff ing: New staff included a prod uct and ser vice devel op ment man ager respon si ble for
all the new ser vices, as susu coor di na tor, and fifty mobile bank ers who have the esteem
of the com mu nity and twelve years of school ing (three to five years less than the bank’s
reg u lar tell ers).

Pro mo tion: The bank pro moted the prod uct over the radio and met with local vil lage lead -
ers to ask them to pro mote it as well.  Staff also vis ited churches, dis played post ers,
depos ited hand bills in all local post office boxes, and dis trib uted free key hold ers to new
cli ents.

Inter nal con trols: Early on, a lack of proper inter nal con trols resulted in fraud by mobile
col lec tors. When these were fired, the bank found it dif fi cult to locate all their cus tom -
ers.  There fore, man age ment cre ated two new posi tions: stand-by mobile bank ers, who
peri od i cally accom pany the mobile bank ers and take their place when they are ill or
resign; and mon i tor ing clerks, whose job is to check office records against cli ent pass -
books.

Incen tive scheme: Because the mobile bank ers needed a lot of moti va tion, the bank pays 
a com mis sion in addi tion to sal a ries to mobile bank ers who mobi lize more than a tar get
vol ume of depos its (and whose cli ents do not with draw too fre quently).  Some of the
mobile bank ers are paid purely by com mis sion.

The scheme was launched with out pilot test ing. As it grew, unan tic i pated issues arose.
First, the MIS did not seem suf fi cient. Mobile bank ers serve at least five hun dred depos i -
tors and must work over time to post all trans ac tions in the man ual sys tem. Sec ond, the
mobile bank ers for ward a lot of prob lems to man age ment, pos si bly because some pol i -
cies were not defined or com mu ni cated clearly.

Rec om mended Read ing

u Branch, B; Klaehn, J. (eds.). 2002. Strik ing the bal ance in microfinance: A prac ti cal guide to
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Unions), at: http://www.woccu.org/pub li ca tions/savings.

u Con sul ta tive Group to Assist the Poor est (CGAP) Sav ings Infor ma tion Resource
Cen ter. 2006. Poor peo ples’ sav ings: Q&As with experts (Wash ing ton, DC) at:
http://www.microfinancegateway.org/p/site/m//tem plate.rc/1.9.30272
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5 Long-term Sav ings and Micropensions8

“Poor peo ple well under stand the pur pose and value of sav ing. They sense that there may be a 
sav ings route to old-age secu rity, and grab oppor tu ni ties when they come their way. But they
are beset by many dif fi cul ties, both in their own cir cum stances and in the finan cial ser vices
avail able to them, so that in prac tice suc cess remains the excep tion rather than the rule.” ~

Women’s World Bank ing, as quoted in Rutherford (2008)

This chap ter describes the pos si bil i ties of pro vid ing long-term sav ings ser vices  – those with a
dura tion of five years or more – to the poor. The first sec tion explores why low-income
house holds and MFIs might be inter ested in long-term sav ings and con sid ers some of the rea -
sons why such prod ucts are not readily avail able. Next, the chap ter reviews prod uct design
fea tures that might meet the needs of microfinance insti tu tions and their cli ents, includ ing
prod ucts that com bine sav ings and insur ance. The final sec tion looks at some of the key issues 
in offer ing long-term sav ings prod ucts and sug gests ways in which poten tial risks can be
managed.

This mod ule cov ers the fol low ing top ics:

1. Sup ply and demand per spec tives on long-term sav ings

2. Long-term sav ings prod ucts for the poor

3. Key issues in offer ing long-term sav ings

5.1 Supply and Demand Perspectives on Long-term Savings

The lim ited avail abil ity of long-term sav ings prod ucts for the poor is due to a com bi na tion of
both sup ply and demand chal lenges.

The Demand Per spec tive

Often policymakers, prac ti tio ners, and even the poor them selves, believe that the poor can -
not save, or are at least unable to save mean ing ful sums for the long-term. In fact, a closer look 
at the sav ings behav iour of the poor shows that indeed they do save for long-term goals, or at
least try to (see Box 5.1).
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8 This chapter was adapted from Roth, J., Garand G.; Rutherford, S. 2006. “Long-term savings and insurance”, in
Churchill, C. (ed.). Protecting the poor: A microinsurance compendium, Part 2.2., pp. 94-110 (Geneva, ILO, CGAP Working
Group on Microinsurance, Munich Re Foundation).



The poor often try to accu mu late lump sums of money for some long-term goal. While the
notion of retire ment is quite dif fer ent for work ers in the infor mal econ omy than the for mal
econ omy (see Box 5.2), secu rity in old age is one of the many rea sons for which poor peo ple
might save. Other long-term sav ings goals include chil dren’s edu ca tion, pur chas ing land, buy -
ing or expand ing a house, invest ing in busi nesses, pay ing for chil dren’s wed dings, as well as
for reli gious cer e mo nies including funerals.

For the eco nom i cally active poor, the sav ings prob lem is not usu ally on the demand side, but
rather on the sup ply side. Long-term sav ings prod ucts are often not avail able to this mar ket
seg ment, or if they are avail able, are not designed to meet their needs.
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Box 5.1 Long-term Sav ings and the Poor

Rahman, a low-paid trans port worker liv ing in a Bangladeshi slum, seemed pes si mis tic
about his abil ity to save: “On the one hand there are my own par ents, on the other my
wife and chil dren. I can’t man age so many things. How can I save? Here is two taka: what 
shall I do with it, eh? Shall I take care of my fam ily, or of my par ents, or edu cate my kids,
or marry off my daugh ter?” Or you think I will save it for when I’m old? Which?” Yet
research ers learned that Rahman does save. He had up-to-date pass books for two
ten-year term com mit ment sav ings accounts and his wife paid US$1 each week into a
sav ings account with a microfinance insti tu tion.

In South Africa, research into the mar ket for vol un tary long-term con trac tual sav ings
(VLTCS) prod ucts aimed at low-income cli ents revealed that the poorer the house hold
the higher their appar ent pro pen sity to pur chase a VLTCS pol icy. The poor est pol icy
hold ers were sav ing just over 10 per cent of their house hold income. The pur chase of
such prod ucts by poor house holds was also found in work con ducted by Daryl Col lins and 
oth ers in the Finan cial Dia ries Pro ject, despite the fact that the pro ject did not spe cif i -
cally set out to find very poor house holds with VLTCS prod ucts.

In south ern India, chil dren may be enrolled soon after birth in ‘mar riage funds’ man aged
by insti tu tions which are per ma nent but whose main func tion is not finan cial ser vices –
insti tu tions like churches, tem ples, and work ers’ clubs.  Their par ents (includ ing many
poor peo ple) then pay in small reg u lar depos its at con ve nient inter vals – each Sunday as
they come out of church, for exam ple. The rules are sim ple and uni form: sav ers take out
dou ble what they put in, but only after a min i mum of fif teen years of reg u lar depos its and 
only if the child has reached the legal age for mar riage and is betrothed or reaches age
25 unmar ried.

Source: Adapted from Roth et al., 2007  and Rutherford, 2008.



The Sup ply Per spec tive

Many of the chal lenges asso ci ated with the sup ply of sav ings ser vices that were described in
Chap ter 4 become mag ni fied with long-term prod ucts. Reg u la tors are espe cially con cerned
when insti tu tions attempt to hold what are often the life sav ings of cli ents. A high level of
trust is required to induce cli ents to part with their sav ings for five years or more, and trust in
finan cial insti tu tions is often not high in coun tries that have wit nessed cur rency col lapse, bank 
fail ure, inad e quate cap i tal mar kets, hyper-infla tion and polit i cal insta bil ity. In such envi ron -
ments, it may not be fea si ble to offer long-term savings products.

Where the envi ron ment allows, microfinance insti tu tions should be keen to be engaged in
long-term sav ings prod ucts for sev eral rea sons. First, these prod ucts pro vide access to a
long-term source of cap i tal which could enable the MFI to then offer a cor re spond ing
long-term loan prod uct, such as mort gages. Sec ond, long-term sav ings prod ucts can be an
impor tant cus tomer loy alty strat egy. Since these prod ucts are typ i cally illiquid for long peri ods 
of time, the depos i tor is unlikely to remove the funds and there fore the MFI has an ongo ing
rela tion ship with the cus tomer that it can use for cross-sell ing pur poses. Lastly, these prod -
ucts can be used as secu rity for loans, so they serve as credit enablers as well.
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Box 5.2 Micro-pen sions?

Pen sions are gen er ally under stood as a reg u lar flow of receipts from retire ment to death.
They became com mon in the rich world as indus tri al iza tion advanced and for mal
employ ment replaced casual or self-employ ment as the main source of income for most
peo ple. But in many devel op ing coun tries, for mal employ ment is not the norm. Most
poor vil lag ers and slum dwell ers patch their live li hoods together from a mix of
self-employ ment, casual employ ment, or low-grade for mal employ ment. To them, the
idea of “retire ment” is for eign. The ques tion they raise about their old age is “what hap -
pens when I can no lon ger sup port myself?”

The ideal answer to this ques tion would be some form of social pen sion where the state
raises rev e nue and redis trib utes it to the cit i zens. While there is some prog ress being
made to expand the avail abil ity of social pen sions in some devel op ing coun tries, the cov -
er age remains lim ited, leav ing plenty of space for micro-pen sions, or pri vate sav ings
accounts that allow the poor to man age their money for old age.

Micro-pen sion prod ucts will con sist prin ci pally of medium- to long-term sav ings
schemes that pro duce cap i tal for rein vest ment in real, human, social or finan cial assets
that can cre ate a flow of income to sup port the non-work ing elderly. In some cases the
rein vest ment will be prop erty for rental, or in the busi nesses or edu ca tion of fam ily mem -
bers in exchange for future income or sub sis tence sup port. But cru cially, micro-pen sion
prod ucts will also offer the option of rein vest ment in a finan cial asset that pro duces a
flow of income.

In Ban gla desh, wives are cus tom arily youn ger than their hus bands, and women tend to live
lon ger than men. Women must antic i pate a long wid ow hood, a cause of much anx i ety. They
hope that their chil dren (espe cially their sons) will care for them, but are often not con fi dent
in such an out come. If they could save up some money for old age, even sums as low as
US$300, or accu mu late assets such as land, their wid ow hood could be more dig ni fied.

Source: Adapted from Rutherford, 2008.



When think ing about sup ply issues, it is use ful to con sider insur ance and asset man age ment
com pa nies as pos si ble sup pli ers. Insur ance com pa nies have long pro vided long-term sav ings
prod ucts com bined with insur ance. How ever, these prod ucts are often inef fi cient, as the
insur ance com pany’s oper at ing expenses are high and are hid den from con sum ers. Per haps
this result is not inev i ta ble, but could be resolved through col lab o ra tion with an MFI that
reduces the dis tri bu tion costs and pro vides secu rity and value to the cli ent. A recent part ner -
ship between Unit Trust of India Asset Man age ment Com pany (UTI–AMC), Invest India
Micro Pen sion Ser vices (IIMPS) and MFIs such as SEWA Bank and BASIX pro vides an
inno va tive exam ple of what might be pos si ble (refer to the case study at the end of this
chapter).

5.2 Long-term Savings Products for the Poor

Long-term sav ings prod ucts for the poor typ i cally con sist of small reg u lar depos its over a
period of time (usu ally five to 15 years) and a pay out, which can either come in a lump sum or
as an income stream. The prod uct may be designed to help a depos i tor save up a par tic u lar
sum by a spe cific date in the future, or alter na tively, the depos i tor may iden tify how much she
can save each week or month and then the lump sum amount is what she has accu mu lated at
the end of the period, plus inter est.

Long-term sav ings prod ucts are typ i cally ancil lary prod ucts for exist ing cus tom ers, rather
than entry level prod ucts. Accord ing to Branch (2002), sav ings prod ucts exist along a con tin -
uum of trade-offs between liquid ity (access) and return (com pen sa tion). Pass book accounts
offer com plete access, but lim ited or some times even neg a tive returns. Long-term prod ucts
are at the other end of the spec trum, offer ing higher returns, but very lim ited or no access.
Con se quently, many hold ers of long-term accounts also main tain a min i mum amount in a liq -
uid account for immediate needs.

To pre serve sav ings against ero sion by triv ial with draw als or against con sump tion by rel a -
tives, low-income peo ple fre quently have an illiquidity pref er ence, at least for a por tion of
their sav ings. How ever, when low-income cli ents assess the value of a long-term sav ings
prod uct, they con sider more than just liquid ity. Research con ducted on con trac tual sav ings
schemes indi cates that mem bers often par tic i pate because they like the com pul sion to save
(Aliber, 2001). The idea of enter ing into a con tract to save reg u larly has proven to be an
impor tant moti va tion for choos ing these prod ucts over more flex i ble ones (Roth et al., 2007).
Long-term sav ers also con sider the trans ac tion costs asso ci ated with mak ing a deposit, along
with the oppor tu nity costs. Where else could they put their money, what is the likely return
from those invest ment opportunities, and what is the associated risk?

There are sev eral dif fer ent ways of offer ing long-term sav ings prod ucts that can meet the
needs of the low-income mar ket, while being appro pri ate for microfinance insti tu tions. This
chap ter cov ers the fol low ing: 1) long-term con trac tual sav ings, 2) sav ings com ple tion insur -
ance, 3) endow ments, and 4) annu ities. As sum ma rized in Table 5.1, the first prod uct type is
pure sav ings; the other three com bine savings and insurance.
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Table 5.1 Different Types of Long-term Savings Products

Prod uct Key design fea tures Advan tages Dis ad van tages

1) Long-term
con trac tual
sav ings (LTCS)

Small reg u lar depos its
toward a tar get amount or 
for a spe cific pur pose

Usu ally paid out in a
lump sum upon
com plet ing the con tract

Can be pro vided by most
licensed deposit-tak ing
insti tu tions with out
involve ment of an insurer

Can serve as col lat eral
for a loan

If the cli ent dies or is
dis abled before
com plet ing the con tract,
the sav ings goal will not
be achieved

Should only be offered by 
licensed finan cial
inter me di ar ies

2) Sav ings
com ple tion
insur ance

Same as LTCS plus an
insur ance com po nent to
pro tect depos i tor

Able to achieve sav ings
goal even if account
holder dies or is dis abled

Involves another party
(insurer)

Involves an addi tional
cost

Can only be offered by
licensed finan cial
inter me di ar ies

3) Endow ments Similar to the savings
completion product
except that the insurer
(not the MFI) typically
keeps the savings and
the lump sum amount is
unlikely to be guaranteed 
as it depends on the
return that the insurer
receives on its
investment of the
deposits made

Can be offered by MFIs
that are unable to offer
savings accounts

Can serve as collateral
for a loan

Often does not provide
good value to low-income 
customers

4) Annu ities Sim i lar to an endow ment 
prod uct except that it
pays an income stream,
usu ally from retire ment
until death, instead of a
lump sum ben e fit

Provides clients with
regular source of income
instead of lump sum

Very com pli cated
prod uct; may not even be 
avail able from insur ance
com pa nies

Source: Authors.

Con trac tual Sav ings Accounts

Long-term con trac tual sav ings can, of course, only be offered by insti tu tions licensed to
accept depos its with rep u ta tions that moti vate their cli ents to trust them. The sup ply of such
ser vices is still lim ited, but there are some impor tant exam ples of insti tu tions offer ing these
prod ucts suc cess fully. Per haps the best known is the Grameen Bank’s deposit pen sion
scheme (see Box 5.2). Although the prod uct is used by some mem bers to save for old age
secu rity goals, its use is not restricted to retire ment needs. Col lins et al. (2009) report that
many youn ger fam i lies use the prod uct to build resources for major expenses that loom in the
medium-term – like the even tual need to pay for chil dren’s schooling or weddings.
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The Cen ter for Agri cul ture and Rural Devel op ment Mutual Ben e fit Asso ci a tion (CARD
MBA) in the Phil ip pines also offers a long-term con trac tual sav ings plan, which is com pul sory 
for mem bers. The scheme, known as the “prov i dent fund,” involves mem bers depos it ing five 
pesos per week (US$0.09). They receive an eight per cent return per year on their sav ings and
are able to with draw their depos its when they reach sixty-five (the local retire ment age).
Non-mem bers who are cli ents of MFIs with whom CARD MBA has a rela tion ship are also
eli gi ble to take part in the scheme (CGAP Sav ings Infor ma tion Resource Cen ter, 2006).

Rel a tive to other long-term sav ings prod ucts, the main advan tage of con trac tual sav ings
accounts for cli ents is that they can save with out need ing insur ance. Yet that is also the dis -
ad van tage. If they die or are dis abled dur ing their sav ings-gen er at ing years, they (or their
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Box 5.2 Grameen’s Deposit Pension Scheme (GPS)

As part of ‘Grameen II’ – the whole sale rede sign of its prod ucts that Grameen Bank
estab lished in 2001 in a bid to recover from declin ing per for mance in the 1990s –
Grameen began to offer one of the world’s larg est and fast est-grow ing long-term sav ings
prod ucts for the poor. It is based very closely on an extremely pop u lar prod uct that has
long been offered to wealth ier Bangladeshis by the coun try’s com mer cial banks, offer ing
fur ther evi dence that it is short com ings on the sup ply side, rather than on the demand
side, that con strain the use of such ser vices by poor peo ple.

Terms are five or 10 years, and equal monthly depos its are made in sums as lit tle as
US$1. Inter est on the 10-year scheme is paid at 12 per cent per annum (about 8 per
cent p.a. in real terms and rather gen er ous com pared to rates offered by com mer cial
banks for sim i lar prod ucts, lead ing to a sud den new demand from non-poor house holds
to obtain Grameen mem ber ship). The matured sum may be taken in cash, or as monthly
income (not an annu ity, merely the inter est income on the sum at 12 per cent p.a.). Sav -
ers may also trans fer the sum into one of Grameen’s attrac tively priced fixed deposit
schemes. There is no insur ance ele ment, and no evi dent demand for it to be added.

Depos its are made dur ing the weekly meet ing that all Grameen mem bers are obliged to
attend. Grameen thus uses its own ‘agents’, and does so extremely eco nom i cally, since
the agents are also respon si ble for ser vic ing the loan port fo lio.

When it was five years old, GPS had attracted more than 3 mil lion accounts, and the total 
port fo lio held by Grameen at the end of 2005 was approx i mately US$83 mil lion. As of
Octo ber 2009, the port fo lio had grown to $430 mil lion. The GPS has been one of the
main ele ments in con vert ing Grameen from a microcredit pro vider into a true finan cial
inter me di ary: its total sav ings port fo lio, from all sav ings prod ucts, is now US$1.2 bil lion
and exceeds its out stand ing loan port fo lio by 52%.

Under stand ing pre cisely why the scheme is so pop u lar is com pli cated by the fact that all
bor row ers with a loan of more than US$125 are required to hold a min i mum-value GPS
account. Nev er the less, many accounts have bal ances above this min i mum, and many
sav ers hold more than one account, sug gest ing that the scheme is val ued for its own sake 
– a find ing rein forced by tes ti mo nies taken from sav ers for a MicroSave-funded research
pro ject.

Source: Adapted from Roth et al., 2006 with updated sta tis tics from www.grameen-info.org.



fam i lies) will have noth ing to fall back on except the amount of sav ings that has accu mu -
lated thus far, and access ing that amount before the end of the sav ings con tract could result
in the pay ment of pen al ties or the for fei ture of part of the inter est accrued. If cli ents want
insur ance to com ple ment this kind of sav ings scheme, they may be able to shop around.
How ever, when seek ing indi vid ual cov er age, they are not likely to find a more afford able
option than a term pol icy offered by the orga ni za tion that takes their sav ings (ide ally under -
writ ten by an insurer).

Where pos si ble, MFIs should con sider allow ing depos i tors to use the accu mu lated value of
their account as secu rity for loans. Accord ing to Rutherford (2005), being able to tap sav ings – 
even if through rel a tively expen sive bor row ing – helps to fos ter con fi dence and to avoid con -
flicts between long-term sav ings goals and cur rent liquid ity needs. It also helps to finance the
inter est paid on the savings, of course.

Typ i cally these prod ucts are acces si ble as a lump sum at matu rity; or the depos i tor can roll -
over the accu mu lated sum into a time deposit and leave it in the bank. For per sons who are
using the prod uct for retire ment pur poses, another option that MFIs could con sider is to
mimic the advan tages of an annu ity prod uct by pay ing the inter est as an income stream to the
cli ent as long as the prin ci pal is left on deposit with the MFI. This is one of the options offered 
by Grameen’s deposit pen sion scheme. Cli ents can give up the income stream and with draw
their lump sum at any time.

Sav ings Com ple tion Insur ance

A sec ond way of address ing the long-term sav ings needs of the low-income mar ket is through 
sav ings com ple tion insur ance. This prod uct is essen tially the same as con trac tual sav ings
except that it pro vides pro tec tion to the saver in case he or she dies or is dis abled before
achiev ing the target amount.

TUW SKOK, the pri mary pro vider of insur ance to Pol ish credit unions, offers such a prod uct 
to encour age credit union mem bers to develop a reg u lar sav ings programme. The mem ber
deter mines the sav ings goal and time period, up to a max i mum of 10 years. The credit union
has soft ware that will then cal cu late the amount of the monthly deposit to achieve the sav ings
tar get. The soft ware also cal cu lates the monthly pre mium for insur ance cov er age. In the event 
of acci den tal death of the mem ber, TUW SKOK will pay the ben e fi ciary the dif fer ence
between the sav ings tar get and the sav ings bal ance at the time of death. There is also a dis abil -
ity com po nent that sup ple ments the mem ber’s sal ary if he or she is unable to work for more
than 30 days (Churchill and Pepler, 2004).

This insur ance prod uct is of par tic u lar inter est to the credit unions because it is closely inte -
grated into their core busi ness and helps them achieve their own goals by mak ing the con trac -
tual sav ings prod uct more attrac tive. It is also eas ier for credit union staff to sell than
stand-alone insur ance prod ucts because they can ask when set ting up the account whether the 
mem ber wants the addi tional insur ance cov er age. First Microfinance Bank of Paki stan is cur -
rently test ing a sim i lar prod uct, in col lab o ra tion with New Jubilee Insurance.
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Endow ment Pol i cies

Endow ment pol i cies, com monly sold by insur ers, com bine life insur ance and long-term con -
trac tual sav ings. They usu ally involve a reg u lar pay ment paid over a term of five years or more. 
If cli ents sur vive the term, they receive a lump sum and per haps a bonus. If a pol i cy holder dies 
before the end of the term, and is up-to-date with pre mium pay ments, then his or her ben e fi -
ciary receives a guar an teed pay out, referred to as the sum assured. Endow ments can be
cashed in early (in other words, sur ren dered). In this case, the pol i cy holder receives the sur -
ren der value, which will vary depend ing on how long the pol icy has been in effect and how
much has been paid in to it.

A par tic u larly inter est ing fea ture of endow ment pol i cies is that they can also facil i tate access to 
credit, since cli ents can bor row against the sur ren der value of the pol icy. This com bi na tion of
sav ings, credit and insur ance could be an effec tive instru ment to assist low-income house -
holds in man ag ing a vari ety of risks if it were designed and deliv ered cost effec tively.

At pres ent, endow ment pol i cies are con tro ver sial as vehi cles for col lect ing the long-term sav -
ings of the poor. They are com plex prod ucts to design and man age. They are rel a tively expen -
sive, in part because they have tra di tion ally been sold to indi vid u als and each pol icy must
gen er ate enough income to pay an accept able com mis sion fee to the sales agent. With small
sums assured, insur ance com pa nies typ i cally cover their costs by pro vid ing pol i cy hold ers with 
com par a tively lit tle value. Pay outs tend to be small and pen al ties for late pre mium pay ment
can be large. The com mis sion struc ture also tends to encour age sales prac tices that are not
within the spirit of microinsurance (refer to sec tion 5.3 below). For endow ment prod ucts to
ben e fit the low-income mar ket, these and other obsta cles will have to be over come.

A hand ful of insur ers are test ing inno va tive ways of over com ing some of the obsta cles. Pio -
neer Life in the Phil ip pines (see Box 5.3) and Max New York Life in India (see Table 5.2) are
pro vid ing flex i ble long-term sav ings with insur ance through part ner ships and top-up cards
that allow low-income users to decide when and how much they save. SBI Life’s Grameen
Shakti prod uct offers much less flex i bil ity and no invest ment returns (see Table 5.2), but the
sim plic ity of its design has made it quite pop u lar—one mil lion lives were being cov ered as of
March 2010 (Bhatt, 2010). The prod uct is mar keted as a group microinsurance prod uct that
refunds pre mi ums at matu rity. It is sold to MFIs, NGOs and self-help groups, not to indi vid -
u als, which helps keep costs down.

A major dif fer ence between these long-term sav ings prod ucts and the sav ings com ple tion
insur ance dis cussed above is that with the lat ter, the insurer does not hold the sav ings – the
credit union or MFI does. From the insurer’s per spec tive, sav ings com ple tion is a very sim ple
prod uct: just basic term life with a declin ing sum insured. It may be less attrac tive to insur ers
than an endow ment prod uct because they would gen er ally pre fer to invest the funds and gen -
er ate addi tional rev e nue. How ever, sav ings com ple tion insur ance may pro vide better value to
cli ents than endow ments, since the design is eas ier to under stand and cli ents’ sav ings will not
be used to pay an agent’s com mis sion. 
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Life Annu ities

With life annu ities, the pol i cy holder or annu itant pays reg u lar pre mi ums until a spec i fied date,
usu ally their retire ment date. In many coun tries, life annu ities are referred to as retire ment
annu ities. They do not, how ever, need to be linked to retire ment; they can be linked to any
date accepted by the insurer. From that date, the pol i cy holder receives pay ments from the
insur ance com pany until he or she dies. Life annu ities, like any other insur ance prod uct, work
on a pool ing prin ci ple. An annu ity pop u la tion can be expected to have a dis tri bu tion of life
spans around the pop u la tion aver age, so those dying ear lier will sup port those liv ing lon ger.
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Box 5.3 Using Top-Up Cards to Mobi lize Long-term Sav ings

Pamilyang Over seas Fil i pino Work ers’ (OFW) Sav ers and Wellness Club is a pro gram
cre ated by Cath o lic Bishop Con fer ence of the Phil ip pines through its Epis co pal
Com mis sion for the Pas to ral Care of Migrants and Itin er ant Peo ple (CBCP-ECMI) in
part ner ship with Pio neer Life, Inc. It was founded to offer fun and excit ing pro grams
that teach OFW fam i lies how to prop erly man age the hard-earned money of their
loved ones abroad. The over all objec tive is to encour age the habit of sav ing, so much
so that when enough sav ings is built, migrant work ers can plan for their return home.

To join the club, pro spec tive mem bers get an appli ca tion form from their par ish or
school coor di na tor, which they com plete and sub mit together with the cor re spond -
ing mem ber ship fee. Chil dren between the ages of one and six teen can join the
Saver’s Club for a fee of P410  (approx i mately US$9.50) and gain access to finan -
cial lit er acy work shops, an insur ance pol icy (P75,000 acci den tal death ben e fit,
P25,000 burial cash assis tance and P5,000 acci dent med i cal reim burse ment), dis -
counts from Pio neer Life’s retail part ners (for exam ple, Generika Drug Store, Hi-Pre -
ci sion Diag nos tics) and a P200 start-up sav ings fund, which they can grow and use
to start a small busi ness when they reach the age of 21.

Adults between the ages of 17 and 50 can pay P510 to become mem bers of the
Wellness Club. They also gain access to finan cial lit er acy work shop and dis counts,
but their insur ance pol icy ben e fits are greater (P100,000 acci den tal death and
P50,000 burial cash assis tance), as well as a P300 start-up retire ment fund, which
they can access at the age of 65. 

Mem bers of both clubs can increase their sav ings fund by pur chas ing SPARX top-up
cards from any Pio neer Life agent or part ner, includ ing finan cial insti tu tions like
Union Bank, Banco De Oro and Chinatrust as well as 7-Eleven con ve nience stores.
The cards can be loaded on site or by SMS in amounts as low as P100 for the Sav ers
Club and P300 for the Wellness Club. Once acti vated, each card offers a guar an teed
future sav ings value (for exam ple, a P100 card pur chased when a child is four years
old will have a value of P144 at matu rity ten years later). SPARX cards never lapse
and will earn inter est over the years until matu rity. They can be pur chased by
non-Club mem bers also, in which case the life insur ance com po nent is equal to the
guar an teed future sav ings value of the card. 

Source: Adapted from Pio neer Life Inc., 2008 and Pamilyang OFW Sav ers and Wellness Club, 2010.



Table 5.2 Two Long-term Sav ings Prod ucts Avail able in India

Product name Max Vijay Grameen Shakti

Insurance company Max New York Life Insurance
Company, Ltd.

SBI Life Insurance Company, Ltd.

Term 10 years 5 or 10 years

Premium First payment from Rs. 1000 to
2500 (approximately US$22-55);
subsequent premiums of Rs 10
(US$0.20) to Rs. 2500 per day are
voluntary

Annual payment of Rs 301 for a
sum assured of Rs 25,000
(approximately US$6.50 for $532
of coverage); grace period of 30
days from the premium payment due 
date

Sum assured 5x premiums paid subject to a limit
of Rs 50,000 to 100,000 (limit
depends on amount of first premium 
payment)

Rs.5,000 to 50,000 (in multiples of 
5,000); group decides the sum it
wishes to assure

Maturity benefit Account value at the time of
maturity = (sum of premiums paid + 
investment return – account fees)

5 year term =  50% of premium
paid net of service tax guaranteed;
10 year term = 100% of premium
paid net of service tax guaranteed

Death benefit Natural death = account value plus
sum assured; accidental death =
account value plus 2x sum assured

Sum assured

Withdrawal/ surrender Surrender and partial withdrawals
possible after 3 years

Surrender possible after 3 years

Source: Adapted from Max New York Life, 2010 and SBI Life, 2010.

How ever, for annu ities to work, the insurer needs accu rate data for the pop u la tion’s age and
mor tal ity tables (along with other com pre hen sive demo graphic data) and must have actu ar ial
exper tise to pre dict future aver age life spans. This is a dif fi cult task even in devel oped coun -
tries with good data. In most devel op ing coun tries, the task is many times more dif fi cult. In
microinsurance schemes, even the age of the cli ents can be dif fi cult to pin down. Pre dict ing
the future is also chal leng ing, as small changes can have dra matic effects on long-term life
spans. For exam ple, improve ments in the pro vi sion of clean water and san i ta tion, or a suc -
cess ful vac ci na tion or mos quito net cam paign can dra mat i cally improve aver age life spans.
This makes pricing annuities very difficult.

Life annu ities for the poor were tried in the Phil ip pines by CARD. How ever, as shown in Box
5.3, CARD’s “pen sion” scheme almost led the orga ni za tion into bank ruptcy. This case illus -
trates the poten tial disas ter await ing an insti tu tion that enters the risky world of insur ance
with out the proper expertise.

Any sav ing facil ity with long-term guar an tees should be reviewed by an actu ary and be man -
aged to ensure via bil ity. How ever, the lack of mor tal ity risk exper tise, invest ment man age -
ment skills, and qual ity actu ar ial data in many coun tries makes this dif fi cult. As a result,
annu ity prod ucts are gen er ally not rec om mended for MFIs, although where qual ity data and
exper tise do exist, they are worth con sid er ing (refer, for exam ple, to the case at the end of this
chapter).
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5.3 Key Issues in Offering Long-term Savings and Insurance

When offer ing long-term sav ings and insur ance to the poor, sev eral issues need to be care fully 
con sid ered, includ ing mac ro eco nomic sta bil ity, finan cial sec tor infra struc ture, mis-sell ing,
pre mium col lec tion mech a nisms, lapses and sur ren der val ues. Some of these chal lenges affect 
endow ments more sig nif i cantly than the other savings products.

Macroeconomic Stability

For any finan cial instru ment intended to retain value into the future, mac ro eco nomic sta bil ity
is a key con cern. Many peo ple from around the world, rich and poor, have awak ened one day
to real ize the money they had saved was vir tu ally worth less. The cul prits: infla tion and/or
deval u a tion. These risks are not triv ial. McCord and Buczkowski (2004) relate a story of a man 
who paid his pre mi ums as required and waited until the endow ment had reached full matu rity. 
When he arrived at the insur ance com pany office, his pay out was less than the cost of the bus
ticket he bought to come to town to collect the benefit. 
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Box 5.3 CARD’s Foray into Annuities

In 1994, CARD began offer ing insur ance through a Mem bers Mutual Fund (MMF)
designed to pro vide loan bal ance cov er age plus burial assis tance in the case of bor -
rower death. This was a fairly straight for ward insur ance prod uct. In Decem ber 1996, 
rec og niz ing the need of its older mem bers for pen sions and feel ing con fi dent after
the appar ent ini tial suc cess of the MMF, man age ment decided to expand the prod -
uct cov er age. CARD mem bers were offered a pen sion ben e fit for only US$0.05 more 
per week. The addi tional five cents meant that for both insur ance and a pen sion, the
new com pul sory con tri bu tion was US$0.10 per week. This pen sion scheme was
imple mented across the mem ber ship with out test ing and with out actu ar ial input.

When the cli ent reached 65, or became per ma nently dis abled, the new prod uct
offered a life time monthly pen sion between US$5.45 and US$10.90, depend ing on 
a how long the annu itant had been a CARD mem ber. Under this arrange ment, it took
14 months of monthly pre mi ums of US$0.40 from a mem ber to accu mu late the low -
est pen sion amount of US$5.45. There was no min i mum par tic i pa tion period before
the pen sion was avail able; mem bers just had to turn sixty-five years old, although
newer mem bers would only receive the min i mum pen sion.

Dur ing the 1998 audit, CARD’s exter nal audi tors advised man age ment that the pen sion
sit u a tion was finan cially unsus tain able. They had noted the lia bil i ties build ing up under
the MMF. Based on the audi tors’ insights, man age ment real ized that this lia bil ity was a
very seri ous threat. Even though the aver age age of a CARD mem ber was 43.6 (37.1 in
2004), the poten tial vol ume of soon-to-be pen sion ers would quickly deplete CARD’s
cap i tal. The pen sion fund would destroy all the prog ress CARD had made, and indeed
would destroy the insti tu tion itself. 

CARD even tu ally man aged to extri cate itself from its lia bil ity and shut the pen sion
scheme down in 1999. The pre mi ums that had been paid into the scheme were used 
to cap i tal ize a new and sep a rate mutual ben e fit asso ci a tion (MBA) owned by CARD
mem bers and man aged by an insur ance pro fes sional.

Source: Adapted from McCord and Buczkowski, 2004



In econ o mies with high infla tion, it is par tic u larly dif fi cult to offer long-term sav ings. There are,
how ever, ways to man age infla tion ary risks. For exam ple, the finan cial insti tu tion could offer for -
eign cur rency accounts and make inter na tional invest ments. Estab lished insur ance com pa nies
may be better placed than more recent finan cial inter me di ar ies to carry out the com plex trans ac -
tions required to hedge effec tively against infla tion. Inter est rates or invest ment returns are some -
times infla tion linked, with depos its, pre mi ums and ben e fits increas ing based on infla tion.

The finan cial secu rity of low-income peo ple is pre car i ous. If pol i cies with long-term invest -
ment com po nents are to be sold to this mar ket, the pol i cies should be devel oped to pro vide
pro tec tion from mac ro eco nomic insta bil ity and real value to cli ents. All econ o mies are sub ject 
to unfore seen infla tion, so prod uct design has to develop returns to pol i cy hold ers to pro tect
them from the rav ages of infla tion. If MFIs can not achieve that objec tive, then cli ents should
be encour aged to save in assets that retain their value, like live stock or gold, and to explore
short-term insurance coverage to manage risks.

Finan cial Sec tor Infra struc ture

Another impor tant require ment for long-term sav ings is the pres ence of an effec tive invest -
ment or cap i tal mar ket in the coun try. Long-term sav ings can be ben e fi cial to all if the insti tu -
tion receiv ing the funds can invest them in a vari ety of instru ments for vary ing lengths of
time. Invest ments in bonds, trea sury bills, equi ties and prop erty would be pos si ble forms of
long-term sav ings to the extent that they match the desired invest ment time frame. It is also
impor tant that infra struc ture exist to rate invest ments so that MFIs and insur ers can assess
the risk pro file of dif fer ent invest ment options. In some coun tries, these con di tions do not
exist, mak ing it dif fi cult to properly manage long-term savings.

A lack of finan cial sec tor infra struc ture has a greater effect on endow ment prod ucts than on
sav ings com ple tion or sav ings alone because the insurer relies more on the invest ment mar ket 
for returns. If there are lim ited invest ment oppor tu ni ties, and it is dif fi cult to assess the risk of
the few oppor tu ni ties that are avail able, it will be par tic u larly dif fi cult for endow ment prod -
ucts to suc ceed.

Sell ing the Prod uct

As the term of a sav ings prod uct length ens, the dif fi cul ties asso ci ated with sell ing the prod uct
grow. Long-term sav ings prod ucts are rarely sold pas sively, in other words, through a cli ent
com ing to an MFI and request ing the prod uct. More typ i cally, a sales per son must develop a
rela tion ship with the cli ent and use sell ing tech niques sim i lar to those of insur ance, for
instance, ask ing ques tions like “What will hap pen to you when you grow old?” or “How will
you be able to pay your chil dren’s school fees?” The sales per son needs to reas sure the poten -
tial cli ent that the insti tu tion is sta ble and safe because, unlike with short-term sav ings prod -
ucts, the cli ent has no imme di ate way to test the seller’s claims (Roth et al, 2007).

Long-term sav ings prod ucts, par tic u larly endow ments and annu ities, are com plex and can be
dif fi cult to explain even when an insti tu tion wants to do so clearly. Sales staff must be capa ble
not only of com mu ni cat ing prod uct fea tures, but also of help ing cli ents under stand the rela -
tion ship between risk and return, the dif fer ence between lump sum and annu ity pay outs and
the effects of com pound ing inter est rates. They have to be able to iden tify and over come
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sources of cli ent resis tance to long-term sav ing (WWB, 2003). Staff mem bers need to be well
pre pared and well sup ported to meet this challenge (see Box 5.4).

Since long-term sav ings prod ucts tend to be “sold, not bought” there is sig nif i cant poten tial
for those who are sell ing the prod ucts to mis lead cli ents (see Box 5.5). They may do so delib er -
ately in order to make a sale, or through the inad ver tent with hold ing of infor ma tion that
makes it impos si ble for cus tom ers to fully under stand what they are buy ing. Three-quar ters of 
the long-term sav ings cli ents sur veyed by Roth et al. (2007) in South Africa were unhappy
with their sav ings prod uct and one of the main rea sons for their unhap pi ness was a lack of
aware ness about key terms and con di tions, par tic u larly the early ter mi na tion pen al ties. They
believed that they would get back at least what they had put in, even if they stopped sav ing
before their con tract matured. This issue is much more prob lem atic for endow ment pol i cies
than sav ings schemes because the lat ter are less com plex and more trans par ent. In addi tion,
the staff “sell ing” sav ings prod ucts are unlikely to earn an indi vid ual com mis sion based on
sav ings vol umes, so they do not have the incen tive to mis rep re sent the prod uct or press per -
sons who are not inter ested to buy it.

One needs to bear in mind that while it may be in the agent’s inter est to mis-sell pol i cies
(depend ing on the struc ture of the sales incen tive), it may also be in the inter est of the insurer,
espe cially if the pol icy lapses. Some insur ers rely on lapses in lat ter years to avoid pay ing ben e -
fits. Endow ment plans designed to rely on lapses can be ben e fi cial to the few cli ents who have 
the abil ity to main tain pre mi ums, but they are of poor value for the major ity of cli ents. For tu -
nately, with con sumer pres sure in some coun tries, a few insur ance com pa nies have been
forced by reg u la tors to pay out hun dreds of mil lions of dol lars to mis led con sum ers. This has
not only been costly, but has proved a public relations fiasco for insurers.

Sav ings and Pre mium Col lec tion Meth ods

A key issue with all prod ucts is min i miz ing the costs of col lect ing depos its; oth er wise the sav -
ings of the poor will merely be pay ing the oper at ing costs of the pro vider. One way to reduce
costs is to reduce the fre quency of pay ments, but for the low-income mar ket it is rea son able to 
assume that peri odic pay ments (weekly, monthly or quar terly) are prob a bly more appro pri ate
for their cash flow than annual payments.
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Box 5.4 Sell ing Long-Term Sav ings

To sup port its micropension prod uct, SEWA Bank has under taken a spe cial finan cial
edu ca tion cam paign that uses a vari ety of meth ods and tools to spread the mes sage of
micropension as an “Old-age Sav iour”. Class room trainings, film shows fol lowed by dis -
cus sion, large group meet ings for expe ri ence shar ing par tic u larly between youn ger and
older cli ents, ques tion and answer ses sions, essay writ ing com pe ti tions, and finan cial
camps where indi vid ual coun sel ling is pro vided are some of the tech niques used. SEWA
believes the cam paign is crit i cal to its suc cess, not just for com mu ni cat ing the impor -
tance of sav ing reg u larly and the power of com pound ing, or for increas ing cli ents’ under -
stand ing about invest ment in the open mar ket, but also for chang ing women’s atti tudes
towards plan ning for old age.

Source: Adapted from Vyas (2008)



With long-term sav ings, there are three gen eral mod els in use for pre mium col lec tion: elec -
tronic deduc tions, micro-agents, and link ing the prod uct to another finan cial trans ac tion.

Elec tronic Deduc tions: In coun tries where low-income per sons have bank accounts, the
pre mium pay ment may take place elec tron i cally, with fol low-up occur ring only if the deduc -
tion fails. This is how endow ment pol i cies are sold to the poor in South Africa, where poor
house holds often have one mem ber with a for mal sec tor job and bank account. Under pres -
ent con di tions, this model would be inap pro pri ate for many low-income coun tries, although
as new tech nol o gies emerge, new oppor tu ni ties may arise, for exam ple, pre mium deduc tions
through mobile phone bank ing. In the Phil ip pines, depos its can now be made via mobile
phones for a charge of one peso (US$0.02) per trans ac tion, which is con sid er ably lower than
the trans por ta tion cost to a finan cial insti tu tion (Chemonics, 2006).

Micro-agents: In India, Tata-AIG first began work ing with an MFI to sell its insur ance pol i -
cies. The rela tion ship did not work because the short-term nature of the MFI’s loan con flicted 
with the long-term nature of the endow ment pol i cies. It was dif fi cult to col lect pre mi ums
from cli ents who took out an endow ment pol icy but only a sin gle loan. While it is rel a tively
easy to deduct a pre mium from the dis bursed loan, if the cli ent stops bor row ing, then a new
mech a nism for pre mium col lec tion is required. Tata-AIG there fore turned to indi vid ual
agents, pri mar ily low-income women liv ing in the com mu ni ties it wished to serve. These
women form Com mu nity Rural Insur ance Groups that oper ate like insur ance agen cies (Roth
and Athreye, 2005). Delta Life, a Bangladeshi insurer, also relies pri mar ily on poor house -
wives to be its army of agents col lect ing pre mi ums door-to-door. Such an approach may work 
in the Indian sub con ti nent where pop u la tion den si ties are high and many peo ple with suf fi -
cient lev els of edu ca tion are pre pared to work for a low wage. It is unclear whether this model
could apply to coun tries with lower pop u la tion den si ties and low lev els of for mal edu ca tion.

As men tioned pre vi ously, a few insur ers are exper i ment ing with scratch cards as a tool for
facil i tat ing sav ings account top-ups and pre mium pay ments. In the ory, these cards can be sold 
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Box 5.5 Mis-sell ing in South Africa

The Black Sash is a South Afri can human rights orga ni za tion which runs com mu nity
advice bureaus that assist with a range of con sumer pro tec tion issues. Many of the cases
taken up by the Black Sash involve the agents of insur ance com pa nies who sell a pleth -
ora of insur ance pol i cies, includ ing endow ments, to rural con sum ers. 

A fairly typ i cal case involved a domes tic worker in a local gov ern ment agency. Until her
retire ment in March 1993, she earned US$162 each month. She paid US$37 per month
for insur ance pol i cies from four major insur ance com pa nies. After her retire ment, all she
received from her numer ous pol i cies was US$58. She went to the Black Sash for assis tance.

In this case, after a long strug gle involv ing many months of cor re spon dence with insur -
ance com pa nies, she even tu ally received US$169 in total (from sur ren der ing pol i cies).
One pol icy was sur ren dered when she retired, four years before the pol icy became due.
She was “assisted” by the per son nel offi cer of the gov ern ment agency she worked for,
who failed to inform her that if she waited until the pol icy became due she would have
received much more.

Source: Adapted from Roth, 1995 



by any type of retailer and cus tom ers can buy them as gifts or for them selves, reg is ter ing the
pur chase into their own account by SMS, internet or tele phone. In prac tice, iden ti fy ing the
right type of agent to sell the cards is prov ing dif fi cult for insur ers. Max Vijay is test ing a wide
vari ety of dis tri bu tion part ner ships, some of which have already been dis con tin ued due to
poor results (Wall Street Jour nal, 2010). More time is needed to explore what type of agents
and what kind of terms might make this collection method viable.

Linked pay ments: In the exam ples from CARD, Grameen and TUW SKOK, the costs of
sav ings col lec tion are min i mized by link ing with another finan cial trans ac tion. CARD and
Grameen cli ents make their sav ings pay ments in the same weekly group meet ings, gen er ally
located very close to their home, where they make loan repay ments. At TUW SKOK, when
the mem ber makes her or his monthly deposit, a small amount is auto mat i cally deducted and
at the end of the month accu mu lated with all the other pre mi ums that the credit union needs
to pay to the insurer.

Lapses and the Prob lem of Sur ren der Val ues

Another prob lem, which is very spe cific to endow ment prod ucts, is lapsed pol i cies. With sav -
ings prod ucts, if depos i tors miss a pay ment or stop depos it ing, they may earn a lower inter est
rate, but they will not lose their sav ings. If a pol i cy holder stops pay ing the pre mium on an
endow ment pol icy, how ever, it will lapse and only the sur ren der value - often only a small part
of the sav ings - is returned to the cli ent. This leaves the cli ent with fewer assets than he or she
started with and erodes trust in both long-term sav ings and the insti tu tion that pro vided the
ser vice. Given the irreg u lar incomes of low-income house holds, lapsed pol i cies are a very sig -
nif i cant prob lem for prod ucts that combine savings and insurance.

The lim ited sur ren der value in the early years is related to the upfront remu ner a tion of the agent
along with other costs of ini ti at ing a pol icy, such as screen ing, data entry and con tract prep a ra -
tion. Agents tend to receive their com mis sion in the first few years of the sale. In a lapse sit u a -
tion, these costs are deducted from the sav ings com po nent and the remain der is returned to the
cli ent. In the first few years of the pol icy, there is usu ally no sur ren der value at all.

There are var i ous ways to deal with the issue of lapses. Delta Life allows a thirty-day grace
period for late pay ments, after which time the insur ance com po nent is sus pended. Pol i cy -
hold ers can refresh the pol icy within 12 months if they pay a late fee and undergo an under -
writ ing review. Pol i cies can even be revived after two years with a late fee plus med i cal report
show ing accept able health. If Tata-AIG’s pol i cy hold ers are late with their pre mi ums, the
insurer deducts the pre mium from the amount accu mu lated in the sur ren der value. Pol i cy -
hold ers can also request a loan from the insurer in order to be able to pay the pre mium within
the grace period, as long as the pol icy is at least three years old and pre vi ous pre mi ums have
been paid. Max Vijay requires a larger ini tial pre mium pay ment, which helps to ensure that the
cost of open ing and main tain ing the account will be cov ered and the account will not lapse if
addi tional pre mium pay ments are not reg u larly made. Of course, poten tial cus tom ers may
have dif fi culty accu mu lat ing suf fi cient funds to make the first pay ment and they will not gen -
er ate much return unless they make subsequent premium payments.
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More inno va tion is required to deal with the prob lem of lapses. Per haps an area to be
explored would be the cre ation of incen tives for reg u lar pay ment, for exam ple, a bonus if all
pre mi ums are paid within five days of becom ing due and a reduc tion in ben e fit if pay ments
are not made, rather than a sim ple ter mi na tion of cover. The cru cial issue is that the sur ren der
val ues must be fair, and cli ents must be aware of the pol icy con di tions includ ing the sur ren der
value. Fair ness in this instance would mean that the sav ings and insur ance por tions of the pre -
mi ums are under stood by the pol i cy holder, and that income or expense adjust ments are
clearly under stood prior to the purchase of the policy.

5.4 Con clu sions

The pro vi sion of long-term sav ings is an excit ing new oppor tu nity to expand the fron tier of
microfinance. The demand is there. The chal lenge is to find the right prod uct design, deliv ery
mech a nism and insti tu tional arrange ment to address that demand in a cost-effec tive way that
pro vides value.

To expand the avail abil ity of long-term sav ings and insur ance prod ucts, insur ers, bank ers,
asset man age ment com pa nies, donors and devel op ment agen cies can play a sig nif i cant role in
improv ing the design of prod ucts for the poor, help ing reg u la tors to over see them, and
strength en ing con sumer pro tec tion mech a nisms to ensure that the prod ucts are fairly
designed and honestly sold.

None of the cur rently avail able prod ucts are flaw less. Indeed, addi tional inno va tion is
required to pro vide better long-term prod ucts to the low-income mar ket. Such inno va tions
would need to be eval u ated on their own mer its. Are they safe, pro tected from infla tion and
well reg u lated? Do they pro vide real value to clients?

Main Mes sages

1. The poor can and do save for long-term goals. 

2. All long-term sav ings prod ucts are dif fi cult to offer in unsta ble eco nomic envi ron -
ments.

3. Long-term sav ings prod ucts tend to be sold, not bought.

4. Insur ance com pa nies could play a role in over com ing many of the dif fi cul ties asso -
ci ated with long-term sav ings, either on their own or in part ner ship with an MFI.

5. When bun dling long-term sav ings with insur ance, design the prod uct to avoid lapses 
and to ensure that pol icy con di tions are clearly under stood prior to pur chase.
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Case Study: Micro Pen sion Ser vices in India

Invest India Micro Pen sion Ser vices (IIMPS) was estab lished in 2006 by lead ing devel -
op ment and pen sion sec tor experts to enable low-income infor mal sec tor work ers to
build up sav ings for retire ment in a com pet i tive and well-reg u lated envi ron ment. IIMPS
deliv ers pen sion and insur ance prod ucts to low-income work ers in col lab o ra tion with
microfinance insti tu tions, coop er a tives, self-help groups, worker unions, mul ti lat eral
and bilat eral aid agen cies, gov ern ment depart ments and finance firms. It has devel oped
a tech nol ogy plat form called Micro Pen sion™ that allows these orga ni za tions to chan nel
retire ment sav ings, short-term sav ings and insur ance pre mi ums of low-income indi vid u -
als to reg u lated asset man age ment and insur ance com pa nies.

IIMPS has as inves tors and board rep re sen ta tives two of the first big play ers in
micro-pen sions: UTI-AMC, one of the larg est asset man age ment com pa nies in India, and 
SEWA Bank, a bank run by the Ahmedabad-based Self Employed Women’s Asso ci a tion.
SEWA Bank began work ing with UTI-AMC in April of 2006 to offer its cli ents access to
UTI’s Retire ment Ben e fit Pen sion Fund. Women between the ages of 18 and 55 who
have a sav ings account with SEWA Bank can enrol in the scheme by autho riz ing the bank 
to deduct Rs. 50 to 500 (US$1 to US$10) per month from their sav ings account for a
10, 15 or 20-year period. SEWA Bank sends these con tri bu tions to UTI-AMC, which
invests them in UTI Mutual Fund, a bal anced fund con sist ing of 60% debt (min i mum)
and 40% equity (max i mum). In exchange for act ing as UTI’s dis trib u tor, SEWA Bank
receives 3% of the amount col lected as com mis sion.

UTI-AMC opens an indi vid ual retire ment account for each sub scriber, who receives a
quar terly report of her invest ment. There is no fee to enter the scheme and no guar an teed 
return.9 A mem ber can with draw at any time, but must pay an exit load, which var ies from 
1% to 6.5%, if she wants to leave the pol icy before it matures (see Table 5.3 below).
SEWA Bank mar kets the prod uct as one from which mem bers should not with draw until
they reach 58 years of age, so that it can serve as a real pen sion scheme. At the age of
58, mem bers can with draw a lump sum amount or con vert that sum into an annu ity.
Within one year SEWA Bank enrolled 40,000 women in this scheme, includ ing veg e ta -
ble ven dors, domes tic maids, hand cart pull ers, con struc tion work ers, bidi roll ers,
embroi dery work ers, rag and waste paper pick ers, who con trib uted Rs.25,000,000
(US$625,000).

Table 5.3 Exit Charges for UTI’s Retire ment Ben e fit Pen sion Fund

Period Exit Load

Less than 1 year

1-2 years

2-3 years

More than 3 years up to the age of 58 years

After 58 years of age

6.5%

4.5%

3%

1%

Nil

Source: UTI Bul le tin, cited in Uthira and Manohar (2009).
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9 UTI’s Retirement Benefits Scheme, of which the micropension initiative is a part, has delivered 12.5% returns over the
years since it started in 1994. SEWA Bank used to offer a long-term savings product, Bhavi Suraksha Yojana, with a
guaranteed return of 12%, but had to re-launch that product in 2002 with a guaranteed return of 7% due to falling interest
rates (Chaturvedi et al., 2005).



In April, 2009 IIMPS and UTI-AMC for ma lised a new stra te gic alli ance with the BASIX
Group. Under this part ner ship, IIMPS will use its Micro-Pen sion Model to deliver the
UTI-Retire ment Ben e fit Pen sion Fund to BASIX cus tom ers, tar get ing 700,000 work ing
poor in 2009-10. UTI-AMC and IIMPS are also try ing to work with State Gov ern ments to
facil i tate co-con trib u tory social secu rity schemes for low-income infor mal sec tor work -
ers. MFIs and coop er a tives are being recruited to help tar get such schemes through
proxy means tests based on their local knowl edge of mem bers’ actual incomes. They may 
also be able to pro vide finan cial edu ca tion in sup port of the schemes and col lect mem -
bers’ social secu rity con tri bu tions, which would be matched by the State Gov ern ment
and then invested by UTI-AMC.

The IIMPS tech nol ogy plat form and imple men ta tion capac ity are por ta ble and can be
adopted in other coun tries that seek to offer con trib u tory social secu rity and pen sion
schemes to low-income infor mal sec tor work ers.
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6 Microenterprise Loans

“Suc cess fully designed credit prod ucts that meet the needs of microentrepreneurs are a neces sity
for any MFI. It is impor tant that the peo ple who pro vide and eval u ate lend ing ser vices

under stand the dif fer ent ele ments of lend ing prod ucts and the way in which these ele ments
affect both bor row ers and the via bil ity of the MFI.” ~ Ledgerwood (1998)

Microenterprise loans are often the first prod uct that MFIs offer when they open their doors.
For most insti tu tions, they also make up the vast major ity of the loan port fo lio. They can be
offered by almost any insti tu tional type: reg u lated and non-reg u lated finan cial inter me di ar ies,
pub lic and pri vate pro jects, indi vid ual and insti tu tional mon ey lend ers, and oth ers.
Microenterprise loan prod ucts facil i tate income gen er a tion for cli ents as well as for MFIs and, 
thus, play a crit i cal role in enabling insti tu tions to achieve both com mer cial and social objec -
tives. 

This chap ter begins with a brief back ground on the his tory and gen eral char ac ter is tics of
microenterprise loans. It then dis cusses five pri mary meth od ol o gies for deliv er ing them and
explores the con di tions under which cer tain meth od ol o gies might be more appro pri ate for
serv ing a par tic u lar mar ket than oth ers. The chap ter con cludes with a dis cus sion of
microenterprise loan prod uct design and the trade offs that must be man aged for suc cess. The
outline of the module is as follows:

1. Back ground on microenterprise loans

2. Major microlending meth od ol o gies

3. Choos ing a lend ing meth od ol ogy

4. Design ing a microenterprise loan prod uct

5. Mov ing from one meth od ol ogy to another

6.1 Back ground on Microenterprise Loans

The orig i nal pur pose of microfinance was to help the poor to work their way out of pov erty
by pro vid ing small loans that could be used for microenterprises or for income-gen er at ing
pur poses. This devel op ment strat egy assumed that credit was a miss ing link.
Microentrepreneurs could put afford able invest ment cap i tal to good use, cre at ing or sus tain -
ing jobs for them selves and per haps for oth ers as well. This approach was pos si ble because
the high mar ginal returns on microenterprises could increase house hold income and still
allow bor row ers to repay their loan plus inter est, as shown in Figure 6.1.
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Fig ure 6.1 Logic of Income-gen er at ing Loans

Source: Authors.

Microenterprise lend ing became a pop u lar devel op ment approach in the 1980s and ‘90s
because it could be sus tain able, in other words, the income earned on the loans could cover
the costs of deliv er ing those ser vices, includ ing the cost of cap i tal. To do so, microlending
meth od ol o gies had to over come four sig nif i cant design challenges:

l Col lat eral: One rea son why poor house holds typ i cally could not get a loan from the for -
mal finan cial sys tem was their lack of assets that could be pledged as secu rity for the loan.
Microlending meth od ol o gies there fore had to develop other tech niques for con trol ling
credit risk, such as non-tra di tional col lat eral, peer pres sure, social cap i tal, incre men tal
lend ing and com pul sory sav ings.

l Infor ma tion asym me tries: To make good credit deci sions, finan cial insti tu tions also
need to know about the bor rower’s char ac ter and whether the intended pur pose of the
loan is likely to gen er ate suf fi cient returns to ser vice the debt. How ever, poor house holds
often lack a credit his tory and busi ness records, so it is dif fi cult for finan cial insti tu tions to
get the infor ma tion they need to make good deci sions. Microcredit meth od ol o gies over -
come this prob lem pri mar ily by using: 1) bor rower groups or guar an tors to assess the
char ac ter and capac ity of appli cants; and 2) stepped lend ing, to grad u ally increase the
loan size over time, and learn about the bor rower and the enter prise in the pro cess.

l Mini mis ing costs: Since low-income house holds can not usu ally make good use of par -
tic u larly large loans, microlending meth od ol o gies had to develop effi cient and stream lined 
means of deliv er ing small loans. Some of the answers included sim ple pro ce dures that
could be imple mented by low-cost staff mem bers, the del e ga tion of cer tain deliv ery activ i -
ties to bor rower groups, basic infra struc ture in branch offices, high pro duc tiv ity through
large cli ent-to-staff ratios, imme di ate fol low up on delin quent loans, and credit scor ing.

l Reach ing huge vol umes: The drive to reach large vol umes of cus tom ers had a dual pur -
pose. From a devel op ment per spec tive, there was a moti va tion to help as many peo ple as
pos si ble; from a com mer cial per spec tive, vol umes were nec es sary to achieve econ o mies
of scale that made sustainability pos si ble. Inno va tions to reach large vol umes of poor per -
sons included group lend ing meth od ol o gies, stand ard ised pol i cies and pro ce dures, and
more cus tomer-respon sive prod uct design.
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By find ing effec tive ways to over come these obsta cles, microcredit pro grams chal lenged con -
ven tional wis dom about financ ing the poor. They showed that poor peo ple, espe cially
women, could main tain excel lent repay ment rates, includ ing port fo lio qual ity that often
exceeded that of the for mal finan cial sec tor. Microfinance insti tu tions dem on strated that
microenterprises were a legit i mate mar ket niche.

The evi dence regard ing the effec tive ness of microcredit in increas ing incomes and cre at ing
jobs has been mixed. Thou sands of cli ent sto ries shared over the last four decades dem on -
strate that microcredit has helped many low-income house holds to increase or at least sta bi lise 
their incomes, but at this point in time, there is no con clu sive evi dence from a rig or ous sci en -
tific per spec tive about the over all impact of microcredit (Rosenberg, 2010).

Cer tainly, not all house holds ben e fit from income-gen er at ing loans; in fact, some house holds
end up worse off – a con se quence that MFIs must take care to avoid. If a cli ent receives a
microenterprise loan, but does not invest it in her busi ness, then the logic for suc cess pre -
sented in Fig ure 6.1 will not hold. Sim i larly, if she invests it in her busi ness, but does not earn a 
suf fi cient return to meet her debt and house hold obli ga tions, she may actu ally de-cap i tal ize
her busi ness in order to ser vice her loan, result ing in less future income rather than more.
Finally, not all house holds wish to be per pet u ally in debt, so even if they suc cess fully repay
one loan, they will not nec es sar ily take another. These are just some of the fac tors that need to
be taken into con sid er ation when design ing microenterprise loans, and when think ing about
the other types of prod ucts that an MFI might want to include in its prod uct port fo lio to sup -
port cli ents’ abil ity to use microenterprise loans effec tively. 

6.2 Major Microenterprise Lend ing Meth od ol o gies 10

Microenterprise lend ing has taken dif fer ent forms in dif fer ent con texts. The dif fer ences often 
have a regional bias. For exam ple, in South Asia, microloans are usu ally aimed at rural women
who engage in agri cul ture, ani mal hus bandry or other income-gen er at ing activ i ties on a
part-time basis. Whereas in Latin Amer ica, microloans are largely for microenterprises in
urban areas, includ ing petty trad ers, small man u fac tur ers and other infor mal busi nesses,
which may employ up to five to ten peo ple. Some microloans are intended to help peo ple to
start busi nesses, while oth ers are only for exist ing enter prises. In cer tain places, microloans
even tar get coop er a tive or community enterprises. 

Microlending meth od ol o gies can be clas si fied into five major schools or approaches: a) sol i -
dar ity group, b) Grameen, c) self help group, d) vil lage bank ing and e) indi vid ual
microlending. Although there are numer ous vari a tions for each meth od ol ogy, some of which
incor po rate ele ments of other meth od ol o gies, this sec tion sum ma rises key aspects of the
most common versions.
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Sol i dar ity Group Lend ing

This approach to microenterprise lend ing, popu lar ised by ACCION Inter na tional, began in
the large urban mar kets and shanty towns of Latin Amer i can cit ies that were bus tling with
infor mal eco nomic activ i ties (see Fig ure 6.2). In sol i dar ity group lend ing, a loan offi cer or pro -
moter goes out into the mar kets to encour age microentrepreneurs to form bor rower groups
of three to ten peo ple who already know each other, trust each other, and are will ing to guar -
an tee each other’s loans. By lend ing to a small group of friends or busi ness asso ci ates, sol i dar -
ity group lend ers over come infor ma tion asym me try prob lems – group mem bers implic itly
assume some of the deliv ery costs since they con duct due dil i gence assess ments of each oth -
ers’ enter prises.

Fig ure 6.2 Sol i dar ity Group Lend ing

Source: Authors.

Sol i dar ity group lend ers use joint lia bil ity of the group, and the accom pa ny ing peer pres sure,
to con trol credit risk. They also usu ally tar get enter prises that have been in busi ness for six to
twelve months and have a reg u lar cash flow; the microenterprise is often the house hold’s pri -
mary source of income. Lend ers typ i cally employ a stepped loan approach, start ing with very
small loan sizes and then grad u ally increas ing the amounts, pre sum ably to mir ror the growth
of the busi ness. This pro cess allows bor row ers to develop a credit his tory while mini mis ing
the expo sure of the lender. Ini tial loans are usu ally avail able within two to six weeks. Loan
terms tend to be quite short, four to six months for ini tial loans and then length en ing some -
what with larger loans to repeat bor row ers.

Loans are gen er ally repaid at the MFI’s branch office or into the MFI’s account at a col lab o -
rat ing bank, with one mem ber bring ing the repay ment for the whole group, although in some
envi ron ments loan offi cers visit groups. Repay ments are fre quent – weekly for ini tial loans
and monthly for more mature bor row ers. Lend ers may not allow groups to make par tial pay -
ments as a way of ensur ing that mem bers assist each other. There are usu ally no sav ings
require ments in sol i dar ity group lending.

The sol i dar ity group approach appears to reach men and women in roughly equal pro por tions 
unless the lender has a par tic u lar bias or pref er ence.
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Grameen’s Group of Groups

The Grameen meth od ol ogy began in Ban gla desh and has since been rep li cated, or adapted, in
numer ous coun tries around the world with vary ing degrees of suc cess. Typ i cally a
self-selected group of five women – almost all Grameen bor row ers are women – are linked
with four or five other groups from their vil lage to form a cen tre (see Fig ure 6.3). All meet ings
take place in the vil lage, in some one’s yard or in a com mu nity cen tre. The cen tre struc ture
enhances the effi ciency of the field worker by allow ing her or him to col lect sav ings and repay -
ments from 25 to 30 peo ple dur ing a one-hour meet ing; and the MFI does not have to have
phys i cal infrastructure in the community.

Fig ure 6.3 Grameen Cen tre

Source: Authors.

Before receiv ing a loan, groups undergo two to four months of weekly meet ings for train ing
and indoc tri na tion dur ing which they also begin mak ing small com pul sory depos its.
Income-gen er at ing loans are typ i cally used to launch a new rural eco nomic activ ity, such as
cow fat ten ing or paddy husk ing, which tends to be just one of the house hold’s sev eral income
strat e gies. Although a profit from the invest ment might not be real ised for six or nine months, 
bor row ers are gen er ally able to make the small weekly repay ments dur ing the twelve-month
loan term from other income, such as daily or occa sional wage labour as agricultural workers.

Grameen lend ers usu ally pro vide loans to indi vid ual group mem bers on a stag gered basis, ini -
tially to two of the five mem bers. After two months of repay ments, two other mem bers are
eli gi ble for loans, and then the group leader two months later. While mem bers are not legally
lia ble for the debts of their fel low group mem bers, mem bers are not allowed to access a sub se -
quent loan if any one in the group is delinquent.

In the Grameen approach, the com pul sory sav ings is kept by the MFI and serves three main
pur poses. First, it allows a pro spec tive bor rower group to dem on strate that it is dis ci plined,
that the mem bers can pro vide a pre scribed amount of money each week. Groups that can not
man age the sav ings require ment do not receive loans. Sec ond, com pul sory sav ings serves as
cash col lat eral for the loan. In some cases, bor row ers are not allowed to access their sav ings
unless they leave the programme. If a bor rower defaults on her loan, the sav ings is liq ui dated
and the bal ance is writ ten off. Third, for some organi sa tions, accu mu lated sav ings rep re sents
an important source of loan capital.
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Self-help Group Approach

Orig i nat ing in neigh bour ing India, the self-help group (SHG) approach is quite dif fer ent
from Grameen. The SHG approach is also known as the bank-link age model because it typ i -
cally involves two insti tu tions, an NGO pro moter and a bank (see Fig ure 6.4). This rela tion -
ship has been encour aged by the Indian gov ern ment, through the National Bank of
Agri cul ture and Rural Devel op ment (NABARD) and other gov ern ment programmes, which
pay NGOs a fee to form and train groups of rural women, and to assist them to qual ify for a
bank loan. After forg ing the link to the bank, if fund ing per mits, the NGO may remain
involved, assist ing the mem bers to man age their affairs, and pos si bly pro mot ing fed er a tions
of SHGs, or it may withdraw and work with other groups. 

The mem bers have their accounts with the SHG, not the bank; the bank does not have any
direct deal ings with indi vid ual mem bers. To qual ify for a bank loan, a self-help group of
twenty or so mem bers fol lows cer tain steps, includ ing:

l The SHG mem bers decide to make reg u lar sav ings con tri bu tions, which are man aged by
the group. 

l Mem bers can then bor row indi vid u ally from the SHG, for pur poses, on terms and at
inter est rates decided by the group.

l The SHG opens a group sav ings account and depos its funds that are not loaned out to
group mem bers to qual ify for a loan from the bank.

l The SHG main tains metic u lous records of the group’s atten dance, sav ings and inter nal
lend ing activ i ties. The dis ci pline shown in these records, and the cor re spond ing bal ances
in the group’s sav ings account, can after six months make the SHG eli gi ble for a bank
loan, which it uses to sup ple ment its own funds for on-lend ing to its mem bers.

Fig ure 6.4 Self-help Group

Source: Authors.
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Inter nal loans are typ i cally small and used pri mar ily for con sump tion pur poses. Income-gen -
er at ing invest ments are more likely to occur after the SHG gets a loan from the bank. Loans
are used for a wide range of farm and off-farm income-gen er at ing activities.

The SHG per forms the same func tions as those required by the Grameen sys tem, but on their 
own behalf, since the SHG is effec tively a micro-bank car ry ing out all the inter me di a tion tasks 
asso ci ated with sav ings mobi li sa tion and lend ing. Banks may demand to know who the mem -
bers are and impose cer tain con di tions as to the uses of the loans that they make to the SHG,
but the SHG is an auton o mous finan cial insti tu tion in its own right. 

NABARD also encour ages the banks to lend to SHGs by refi nanc ing the loans at the sub si -
dised rate of six-and-a-half per cent. Loans to SHGs are excluded from the max i mum inter est
ceil ing of 12 per cent which still applies to other loans under Rs. 20,000, but banks have gen er -
ally not taken advan tage of this free dom, and most still lend to SHGs at about 12 per cent. The 
result ing five-and-a-half per cent spread is felt to be enough to cover the trans ac tion costs so
long as the SHG pro mo tion, train ing and devel op ment task has been car ried out by an NGO,
at no cost to the bank.

The on-time repay ment rates on SHG loans are usu ally well over 95 per cent. This is so much
higher than the nor mal per for mance of loans granted under gov ern ment ‘schemes’ to poorer
peo ple that the banks are gen er ally sat is fied with this form of inter me di a tion, even if the
spread is less than that which they usu ally obtain.

Since India has a fairly exten sive bank ing infra struc ture, this meth od ol ogy is rea son ably effec -
tive in reach ing out into sparsely pop u lated rural areas. Even if the bank is not par tic u larly
close, groups can still func tion effec tively and cre ate a bank-link age as long as they do not
have to keep their group funds in a bank account and can nego ti ate infre quent repay ments to
lower the trans ac tion costs of inter act ing with the bank. Other groups do not link with a bank
at all, but rather grad u ally build up their own capital. 

Vil lage Bank ing

Although sim i lar to the SHG approach, the lend ing meth od ol ogy com monly known as vil lage 
bank ing was devel oped inde pend ently by FINCA in Latin Amer ica in the mid 1980s. In its
orig i nal design, shown in Fig ure 6.5, vil lage banks of 30 to 50 women had the same respon si -
bil i ties for finan cial inter me di a tion as Indian self-help groups – col lect ing reg u lar sav ings
from group mem bers and lend ing it to each other (or invest ing it else where). Well-per form ing 
vil lage banks could then bor row money from an exter nal organi sa tion (usu ally an inter na -
tional NGO), and on-lend to group mem bers. To keep credit man age ment sim ple for the vil -
lage bank, loan conditions were highly standardised:

l four-month terms with 16 equal weekly repay ments;

l US$50 ini tial loan with sub se quent loans equal ling the last loan plus accu mu lated sav ings;

l Man da tory sav ings (20 per cent of the loan amount) per loan cycle paid in weekly instal -
ments; and

l Full repay ment by the entire group a pre req ui site for addi tional funds.
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Fig ure 6.5 Vil lage Bank ing Model

Source: Hatch and Hatch (1989).

The ini tial expec ta tion was that the vil lage bank’s inter nal account would grow over time and
accu mu late suf fi cient funds to cap i tal ise its loan port fo lio and become auton o mous. This
grad u a tion objec tive was soon dropped because it was not really in any one’s inter est. Vil lage
banks gen er ally pre ferred hav ing access to exter nal credit, rather than rely ing solely on their
sav ings. For the inter na tional NGO, which played both the pro moter and pro vider role –
unlike in the Indian con text where the pro mo tion was paid for by the gov ern ment – grad u a -
tion meant los ing mature banks that generated the greatest revenues. 

The vil lage bank ing meth od ol ogy has been adopted by MFIs around the world and they have
adapted it in dif fer ent ways in an effort to make it more cli ent respon sive and sus tain able.
Some insti tu tions have elim i nated the inter nal account, oth ers have accel er ated the pace with
which cli ents can access larger loans, many have relaxed restric tions on the loan term, repay -
ment fre quency or sav ings require ments. As a result, what now char ac ter izes the vil lage bank -
ing meth od ol ogy is its deliv ery of ser vices to rel a tively large groups of cli ents who have some
level of con trol over deci sion-mak ing (see Box 6.1). The meth od ol ogy is often used to serve
poorer and more rural mar ket seg ments and fre quently includes the provision of
non-financial services. 
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Indi vid ual Microlending

Indi vid ual microlending, the only meth od ol ogy that does not rely on groups to over come the
chal lenges of design ing microenterprise loans for the poor, adapts con ven tional bank ing to
the unique char ac ter is tics of infor mal busi nesses. This approach gath ers infor ma tion to assess 
risk, not through doc u ments, but through inspec tion of the busi ness and house hold, and
through rec om men da tions of respected per sons. Table 6.1 illus trates the com bi na tion of
assess ment tools used by four individual lending MFIs.

Like bank ing, indi vid ual microlending assesses char ac ter, col lat eral and capac ity in mak ing a
credit deci sion, but places a dif fer ent empha sis. The pri mary fac tor is the indi vid ual’s char ac -
ter, fol lowed by the capac ity of the busi ness and house hold to ser vice the loan. The char ac ter
of a pro spec tive bor rower is assessed through inter views with neigh bours, cus tom ers, sup pli -
ers and com mu nity lead ers. Loan assess ments deter mine the cash flow of the entire fam ily
eco nomic unit based on the assump tion that low-income house holds often have sev eral
sources of income as part of their sur vival and risk reduc tion strat egy. The cash flow anal y sis
does not usu ally take into con sid er ation the impact of the bor rowed funds on the earning
potential of the household.

Indi vid ual microlenders will take col lat eral when pos si ble, but the secu rity options are more
expan sive than with con ven tional bank ing. Indi vid ual microlenders often request co-sign ers
to guar an tee the loans, and may accept jewel lery, pro duc tive assets from the busi ness, and
even house hold fur ni ture and appli ances as col lat eral. These forms of non-tra di tional col -
lat eral serve pri mar ily to dem on strate the bor rower’s com mit ment and are rarely used as a
secondary repayment source. 
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Box 6.1 Meth od ol ogy Peer Groups at the MIX

The Microfinance Infor ma tion eXchange (MIX) clas si fies MFIs into four meth od ol ogy
peer groups: 1) indi vid ual; 2) sol i dar ity; 3) vil lage bank ing; and 4) mixed. The prin ci pal
cri te rion used to clas sify a meth od ol ogy as vil lage bank ing is con trol over deci sion mak -
ing. If there is group con trol over the lend ing out of inter nal funds or requests for exter nal 
funds, then the meth od ol ogy is clas si fied as vil lage bank ing. Thus, MFIs that use a
self-help group meth od ol ogy are placed in this cat e gory. Other meth od ol o gies that
involve groups in the lend ing pro cess but do not give them con trol over deci sion mak ing
are clas si fied as sol i dar ity, regard less of the size of group through which loans are made.
Prod ucts that have no group involve ment are clas si fied as indi vid ual. Insti tu tions that
use mul ti ple meth od ol o gies with no one meth od ol ogy dom i nat ing the port fo lio are clas si -
fied into the mixed cat e gory. MFIs that wish to com pare their per for mance with that of
other insti tu tions that use a sim i lar meth od ol ogy can refer to the meth od ol ogy rows of the 
peer group benchmarking tables pub lished semi-annu ally by the MIX (www.themix.org).

Source: Email cor re spon dence with Blaine Stephens, COO and Direc tor of Anal y sis, MIX, 2010.



Table 6.1 Tools Used by Indi vid ual Microlenders to Assess New Bor row ers

Credit Assess ment ABA ADEMI BRI CMACs

Credit offi cer vis its
busi ness

yes Up to 3-4 vis its, 
some times
unan nounced

once Usu ally once

Visit to cli ent’s home no yes yes Usu ally once

Anal y sis of busi ness and
house hold cash flow

Not detailed:
assess ment of
pro duc tiv ity and 
age of busi ness

Grad u ally
refined with
data
accu mu lated
over time

Impor tant fac tor 
in deter min ing
loan size

Extremely
detailed for first 
loan and
updates with
each addi tional
loan

Check on out stand ing debts 
from other sources

no Yes, and review
credit his tory
based on util ity
bill pay ments

yes yes

Cal cu late repay ment
capac ity

Study poten tial
prof it abil ity of
activ ity

Include
poten tial prof its 
from use of loan

Instal ment 75% 
of monthly net
income of the
busi ness before
the loan

Cli ents must be
able to
dem on strate
repay ment
capac ity before
use of loan

Char ac ter ref er ences Friends and
neigh bours

Neigh bours,
employ ees,
local bar and
shops,
sup pli ers;
rec om men da tio
ns from cur rent
clients

At least two
neigh bours or
influ en tial
com mu nity
mem bers

Neigh bours,
employ ees,
local bar and
shops, sup pli ers

Knowl edge of com mu nity Build inside
infor ma tion
about exist ing
cli ents and
appli cants

Build inside
infor ma tion
about exist ing
cli ents and
appli cants

Vil lage head
con firms that
the appli cant
lives in the
vil lage and has
a busi ness

Not con sciously; 
as occurs from
other activ i ties

Bank account infor ma tion When
appli ca ble

When
appli ca ble

When
appli ca ble

When
appli ca ble

Ver i fi ca tion of col lat eral
pledged

As
psy cho log i cal
pres sure

Deed or copy of
own er ship for
cli ent file

Copy of
land/house title
or tax receipts

Orig i nal proof of 
own er ship held
in cli ent file
dur ing loan
period

Ver i fi ca tion of capac ity and 
co-signer

N/A Assess pay ment 
capac ity
includ ing assets 
and income

N/A Asses pay ment
capac ity
includ ing assess 
and income

Source: Chur chill, 1999.
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6.3 Choos ing a Meth od ol ogy

Whether an MFI is think ing about intro duc ing a microenterprise loan prod uct for the first
time, or is think ing of intro duc ing an addi tional microenterprise loan prod uct to com ple ment
its exist ing prod uct offer ing, the deci sion about which meth od ol ogy to use will be deter mined
by three main fac tors: 1) the MFI’s out reach objec tives; 2) the needs of its tar get mar ket; and
3) the char ac ter is tics of the envi ron ment in which the product will be delivered. 

An insti tu tion that aims to serve remote areas that do not yet have access to for mal finan cial ser -
vices is unlikely to make the same meth od ol ogy choices as an insti tu tion that wants to help exist -
ing cus tom ers in urban areas to grow. The pov erty level, gen der, and edu ca tion level of poten tial 
bor row ers will influ ence an MFI’s deci sion, as will the cash flow of the income-gen er at ing activ -
i ties to be financed. Pop u la tion den sity, the cohe sive ness of the com mu ni ties where the MFI
wishes to work and the infra struc ture avail able in those areas will also have an impact.

Thus, to choose a meth od ol ogy, an MFI must first be clear about who it is choos ing the meth -
od ol ogy for – who does it want to serve and where. Once it makes this deci sion, the next step
is to deter mine whether a group or indi vid ual approach would be most appro pri ate.

Group vs. Indi vid ual Lend ing

The group approach enables an MFI to pur sue social as well as eco nomic objec tives. Some
MFIs use the group meet ing to edu cate bor row ers about such top ics as nutri tion, child immu -
ni za tion, fam ily plan ning and HIV/AIDS. Oth ers encour age the group to become a build ing
block of a broader net work that allows entre pre neurs to coop er ate on busi ness issues, such as
bulk buy ing or hir ing secu rity guards for the mar ket place, and on social issues such as dig ging
wells or pit latrines. Group meth od ol o gies also have an implicit empow er ment objec tive as
mem bers develop lead er ship, facil i ta tion and nego ti a tion skills. For SHGs and the orig i nal vil -
lage bank ing model, mem bers also learn how to manage the group’s accounts.

If given the choice, some low-income bor row ers would pre fer a group loan. They express
con cern about what would hap pen if they had an indi vid ual loan and could not make a repay -
ment. Bor row ers also appre ci ate and ben e fit from the social and eco nomic sup port sys tem
inher ent in group meth od ol o gies. Women in par tic u lar seem to appre ci ate the net work ing
oppor tu nity pro vided by the group approach. 

But bor rower groups are cer tainly not for every one. Peo ple who are more entre pre neur ial or
who have larger busi nesses often feel con strained in a group since the loan sizes or repay ment
con di tions are fre quently appli ca ble to the group as a whole and designed to meet the needs of 
the low est com mon denom i na tor (or the stand ard ised sys tem of the MFI). These indi vid u als
may also become vic tim ised by free rid ers in a group set ting, which has caused some MFIs to
lose their best borrowers.

The vol a til ity of port fo lio qual ity is a greater con cern for group meth od ol o gies. Col lat eral, even
non-tra di tional col lat eral, can have a stron ger influ ence on repay ment per for mance than group
guar an tees, par tic u larly as loan sizes become larger and the cost of mak ing a pay ment on another
mem ber’s behalf may out weigh the ben e fits. Vol a til ity also results from the con nec tion between
group mem bers, which allows the repay ment behav iour of one per son to influ ence the behav iour
of oth ers more quickly than with indi vid ual bor row ers. Delin quency prob lems within a group may 
not be vis i ble to an MFI until they become seri ous enough to affect the group as a whole.
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Group meth od ol o gies are more appro pri ate for new busi nesses or microenterprises that can -
not pre dict their cash flow, and for per sons who have no col lat eral. The group approach tends 
to be more effec tive in close-knit com mu ni ties that have many fairly homo ge neous busi -
nesses. In com mu ni ties where per sons do not trust each other, or where busi ness per sons do
not know many oth ers with sim i lar-sized busi nesses, group lend ing is less likely to succeed.

The per loan costs for indi vid ual lend ing are much higher than those for group lend ing.
Rather than del e gat ing respon si bil i ties to a bor rower group, the MFI assumes the expenses of
assess ing the char ac ter of the appli cant and the cash flow of the busi ness and house hold. Plus, 
field staff deal with one cli ent at a time, dur ing the loan appli ca tion pro cess as well as dur ing
dis burse ment and repay ment trans ac tions. Con se quently, indi vid ual microlending
approaches can not prof it ably offer loan sizes that are as small as those offered by group lend -
ers, and there fore can not reach as poor a mar ket. As sum ma rised in Table 6.2, group and indi -
vid ual meth od ol o gies are com ple men tary approaches to serving different markets. 

Table 6.2 Pros and Cons of Group and Indi vid ual Meth od ol o gies

Advantages of Group Lending

• Economies of scale – more clients served by a fixed 
operating investment

• Economies of scope – ability to deliver multiple
services through group mechanism

• Achieve social and economic objectives

• Reduce information asymmetry

• Improve loan collection

• Costs and risks transferred to clients

• Reduce moral hazard risks through group monitoring

Advantages of Individual Lending

• Able to reach diverse markets

• Effective to support growing
businesses

• Less volatile portfolio quality

• Able to learn about individual clients’
character and capacity

• Building block to broader social and business
network

• Collateral not required

• Assistance with repayments

• Social benefits including empowerment

• Product design can be more flexible
and adapted to individual needs

• Most clients would prefer not to
guarantee the loans of others – no free 
rider problem

Disadvantages of Group Lending

• Less effective in heterogeneous markets

• Difficult to enforce contracts

• May contribute to desertion

• Reduced learning of individual client’s credit histories

• Dependence on group leadership

• Covariant risk and contagion

• Group formation and maintenance can be costly,
time-consuming

Disadvantages of Individual Lending

• Not as effective in reaching women,
very poor borrowers, start-ups

• Costly delivery model – no efficiencies 
through bundling

• Assume all of the credit risk

• Purely an economic intervention

• May not be cost effective means for
serving rural or remote communities

• Potential for corruption by group leadership

• Limited flexibility of the loan product

• Lack of privacy

• Potential free riders

• Costs and risk are transferred to clients

• Requires collateral

• No built-in support network to help
during difficult times

Source: Adapted from Chur chill, 1999.

6 Microenterprise Loans Product Options

123

N
OIT

UTIT
S

NI
T

N
EIL

C
T

N
EIL

C
N

OIT
UTIT

S
NI



Select ing a Group Lend ing Model

If an MFI is launch ing its first microenterprise loan prod uct and it decides that it wants to use
a group-based meth od ol ogy, then the dif fer ences between group meth od ol o gies become
impor tant. Some of the fac tors that can help guide the selec tion of a model are listed below.

1) Auton omy. Is it a pri or ity for the MFI to sup port the cre ation of auton o mous or self-man -
ag ing groups? If so, the SHG or vil lage bank ing meth od ol o gies will be most appro pri ate.

2) Group for ma tion. Does the MFI want to take respon si bil ity for pro mot ing the con cept of 
group lend ing and form ing or find ing groups through which to lend? If not, then the SHG
model will be the one to con sider. Iden ti fy ing and devel op ing a rela tion ship with an appro -
pri ate local part ner will be crit i cal to suc cess. 

3) Loca tion. Will bor rower groups visit the MFI or is the MFI going to bring its ser vices to
the bor rower group? If the MFI will go to the groups, a large group meth od ol ogy is likely
to be more cost-effec tive, although tech nol ogy or high pop u la tion den sity could enable
sol i dar ity groups to work as well. 

4) Diver sity. How het er o ge neous is the tar get mar ket? The more diverse cus tom ers’ needs
are, the more dif fi cult it will be to serve them effec tively using a large group meth od ol ogy.

5) Busi ness devel op ment. The more enter prise expe ri ence cli ents have and the larger their
busi nesses are, the more likely it is that sol i dar ity lend ing will be fea si ble. Larger groups
spread both risk and the cost of pro vid ing finan cial ser vices over a larger num ber of bor -
row ers, which can make it pos si ble to pro vide smaller loans to poorer bor row ers or those
just start ing a busi ness.

6) Social cohe sion. How dif fi cult will it be for cli ents to find or cre ate a group? If there is a
strong tra di tion of com mu nity orga ni za tion or many exist ing groups through which to
work, a large group meth od ol ogy may be more con ve nient for cli ents and the MFI. If,
how ever, there is lit tle trust in a com mu nity or pop u la tion den si ties are low, insti tu tions
may find it eas ier to work through sol i dar ity groups.

Diver si fi ca tion Options

Since group and indi vid ual meth od ol o gies com ple ment each other so well, MFIs that already
offer one are likely to find their great est diver si fi ca tion oppor tu nity in intro duc ing the other.
Many insti tu tions that began by offer ing group loans have intro duced indi vid ual loans in
order to retain cus tom ers who have out grown their group. Other MFIs, such as Equity Bank
in Kenya and sev eral of the BPRs in Indo ne sia, started with indi vid ual lend ing and have diver -
si fied into group lend ing in an effort to reach new market segments. 

It is less com mon for MFIs that already offer a group-based microenterprise loan prod uct to
intro duce another group-based microenterprise loan prod uct using a dif fer ent meth od ol ogy,
but insti tu tions do occa sion ally find this stra te gic. CrediAmigo in Brazil offered sol i dar ity
group and indi vid ual microenterprise loans but launched a vil lage bank ing prod uct in 2005 to
serve rural cli ents. By Sep tem ber 2007, it had reached more than 33,000 cus tom ers in 11 states 
using the new meth od ol ogy (Fonseca, 2008). In India, Bhartiya Samruddhi Finance Lim ited
(BSFL), which is part of the BASIX Group, offers loans to indi vid u als, SHGs, joint lia bil ity
groups, mutu ally aided coop er a tive thrift and soci et ies (MACTS) and revolv ing savings and
credit associations (ROSCAs).
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Of course, a third option is for an insti tu tion to intro duce another microenterprise loan prod -
uct using the same meth od ol ogy already in use to tar get a par tic u lar mar ket seg ment. XacBank 
in Mon go lia, for exam ple, offers house hold loans, sal ary loans, apart ment loans, stu dent
loans, small busi ness start up loans, growth loans, devel op ment loans, har vest loans, herds -
man loans, deposit-backed loans and over draft loans, all through an indi vid ual lend ing meth -
od ol ogy. Although this type of diver si fi ca tion is likely to be the eas i est, it may not gen er ate
suf fi cient ben e fits to make the costs of doing so worth while. As dis cussed in Chap ter 23,
every prod uct that an MFI adds to its port fo lio increases the com plex ity of its oper a tions.
Thus, insti tu tions may find it more stra te gic to increase the flex i bil ity of exist ing prod ucts to
meet the needs of new mar ket seg ments rather than to intro duce entirely new prod ucts (see,
for example, the case of Prodem at the at the end of this chapter.) 

6.4 Design ing a Microenterprise Loan Prod uct

No mat ter which meth od ol ogy an MFI chooses, it will need to bal ance three com pet ing objec -
tives in its loan design: a) mini mis ing credit risk; b) maxi mis ing acces si bil ity and worth for cli -
ents; and c) mini mis ing trans ac tion costs. Each of these objec tives is impor tant, but there are
trade offs amongst them. Most microlending meth od ol o gies empha size credit risk con trols to
com pen sate for the fact that their loans are unse cured. This tends to keep port fo lio-at-risk low,
but it also results in higher trans ac tion costs and acces si bil ity bar ri ers that limit out reach.

Cer tainly MFIs need to min i mize risk, but if they can find a better bal ance between their risk
con trols, their costs, and the value pro vided to cli ents, they can increase their vol ume and
prof it abil ity. One way to find a better bal ance is to chal lenge assump tions about the con tri bu -
tion of each risk con trol. As MFIs define the fea tures of their loan prod uct, they should con -

sider not only which con trols they could put in place, but which con trols would be most cost
effec tive. Some of the issues worth tak ing into account are described below.

l Eli gi bil ity: Who is eli gi ble to access a loan? Any one in the com mu nity? Only peo ple with
a cer tain amount of busi ness expe ri ence? Only women? Per sons with incomes below a
cer tain level? The broader an organi sa tion’s eli gi bil ity cri te ria, the larger its poten tial mar -
ket within a spe cific geo graphic area. The nar rower the cri te ria, the more con trol an MFI
has over the risk it is expos ing itself to.

l Inter est rate and fees: Do all loans have the same inter est rate, or does the MFI dif fer en -
ti ate the rate for dif fer ent seg ments of the mar ket (for exam ple, offer ing a dis count for
low-risk, repeat bor row ers)? Will there be finan cial incen tives or pen al ties for timely or
late repay ment? Will there be an appli ca tion fee or any other addi tional charges asso ci ated
with the loan? Will these charges be eas ily under stood by cli ents?

l Loan amount and dura tion: Small loan amounts for short terms help keep the reins
tight on credit risk, but they increase trans ac tion costs for screen ing and dis burse ment as
loans come up for renewal more fre quently. Ulti mately, the loan term should be linked to
the loan pur pose and the house hold’s or busi ness’ cash flow: how long do they need to use 
the money?

l Repay ment fre quency: Sim i lar to loan term, fre quent repay ments enhance credit risk
con trol, but cre ate higher trans ac tion costs. In fact, most microlending costs are asso ci -
ated with repay ments. What would be the effect on credit risk if instal ments were paid
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fort nightly or monthly instead of weekly? Can the slightly higher credit risk be jus ti fied by
the dra mat i cally lower trans ac tion costs?

l Pay ment sched ule: Most MFIs opt for equal instal ment amounts to sim plify
recordkeeping, but cli ents tend to have irreg u lar incomes and expenses – some months
they can afford to pay more, other months they can not afford to pay any thing. For organi -
sa tions that have more advanced infor ma tion sys tems, flex i ble repay ment sched ules will
enhance the prod uct’s worth and likely lower credit risk. In addi tion, for low-risk cus tom -
ers, a line of credit would allow them to decide when and how much they repay.

l Col lat eral and col lat eral sub sti tutes: The most com mon types of col lat eral and col lat -
eral sub sti tutes in microlending include: a) group guar an tees, b) co-sign ers or per sonal
guar an tors, and c) non-tra di tional col lat eral such as busi ness equip ment, house hold appli -
ances or live stock. Will one or more types of col lat eral be required? Cer tainly, the amount
of col lat eral required will increase as the loan size increases, but will there be any flex i bil ity
in the type of col lat eral cli ents pro vide? For microloans, it is help ful to keep in mind that
the mar ket value of the col lat eral tends to be less impor tant in lever ag ing timely repay ment 
than its worth to the bor rower. If group guar an tees are used, how will the MFI ensure that
mem bers of a self-formed group have a strong bond?

Of course, these fea tures are not the only ele ments of prod uct design that need defin ing.
MFIs must also decide how they will mar ket their prod uct, receive appli ca tions, screen those
appli ca tions, dis burse funds, col lect repay ments, and mange delin quency should it occur. As
an insti tu tion defines each of these pro cesses, it can look for ways to mini mise risk, trans ac -
tion costs and acces si bil ity bar ri ers.

Take, for exam ple, the screen ing pro cess. Assess ing an appli cant’s credit worthi ness can be
quite expen sive, but it is also quite impor tant, espe cially if the lender’s fallback repay ment
method is not par tic u larly strong. An MFI could del e gate part of the assess ment pro cess to a
bor rower group, but it would need to con sider what kind of train ing bor row ers might require
to per form this func tion effec tively. Would cli ents find the reduc tion in finan cial costs and
increased access to loans more valu able than the increase in trans ac tion costs (in other words,
the time they would have to spend in group train ing and meet ings)? Would the train ing cause
long delays in access ing loans? Could it help bor row ers better under stand how to assess their
own bor row ing capac ity and avoid over-indebt ed ness? What checks could the insti tu tion put
in place to ver ify the qual ity of group assess ments? 

For indi vid ual loans, the MFI’s assess ment of each cli ent is more rig or ous and time con sum -
ing and, thus, more expen sive. How long will that assess ment remain valid? Could one assess -
ment be rel e vant for two or three con sec u tive loans? Could the cli ent be offered access to a
credit line for a par tic u lar period of time instead of one lump sum dis burse ment? Could sub -
se quent assess ments be made less oner ous for the MFI and cli ent on the basis of repay ment
per for mance or through improved record-keep ing dur ing the period of the ini tial loan? Credit 
com mit tees are a crit i cal part of the indi vid ual loan assess ment pro cess, but adjust ing the
num ber and senior ity of par tic i pants sit ting on the com mit tee accord ing to the size or risk i -
ness the loans being appraised can help man age the cost, risk and worth trade offs.

Deci sions about many of the other pro cesses that an MFI needs to con sider – such as the
meth ods for dis burs ing and repay ing loans – are usu ally made based on con cerns regard ing
fraud and secu rity risks, and are partly dic tated by the finan cial sec tor infra struc ture. For

126

6 Microenterprise Loans



exam ple, do MFIs want field staff dis burs ing loans in cash, or can they issue cheques with out
cre at ing sig nif i cant dis burse ment delays and acces si bil ity bar ri ers? Does the group need to
meet all together to make their loan repay ments, or can a group rep re sen ta tive col lect indi vid -
ual repay ments and remit them to the MFI?

Microlending meth od ol o gies are rap idly evolv ing as MFIs develop more expe ri ence and are
will ing to exper i ment in an effort to find a better bal ance between risk, cost and acces si bil ity.
Activ ity-based cost ing and pro cess map ping are being used by more and more insti tu tions to
iden tify the steps in their lend ing pro cess that are most expen sive and to gauge the impact that 
prod uct design changes might have on trans ac tion costs. Equity Bank’s turn around has been
linked to mar ket research that was done in 2001, which revealed access bar ri ers cre ated by its
pric ing pol i cies. By revis ing its pric ing strat egy, increas ing its trans par ency and respond ing to
other issues raised by cus tom ers, Equity was able to vastly increase its out reach with out sac ri -
fic ing prof it abil ity. Within one year, it dou bled the num ber of active bor row ers to more than
18,000 (Coetzee et al., 2002). Today, it has more than 540,000 active bor row ers.

A small but increas ing num ber of MFIs are look ing at ways to use the lend ing pro cess to man age 
a much broader array of risks than just credit risk. This is tricky, as pro ce dures that could be put
in place to pro tect MFIs or cli ents from social and envi ron men tal risks could eas ily increase
trans ac tion costs and limit access to finan cial ser vices. How ever, insti tu tions like FMO (the
entre pre neur ial devel op ment bank of the Neth er lands), Triodos Facet and Tri ple Value Strat egy 
Con sult ing are work ing together to cre ate tools to make this more fea si ble (see Box 6.2).
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Box 6.2 Design ing a Loan Prod uct for the Tri ple Bot tom Line

In the view of FMO, the social and eco nomic ben e fits for which microfinance is widely
praised can decrease if envi ron men tal and social (E&S) risks are neglected. Thus, it
requires that all of its bor row ers (includ ing MFIs) imple ment an Envi ron men tal and
Social Man age ment Sys tem (ESMS) that screens and mon i tors cli ents on E&S issues
and encour ages action when nec es sary. Some of the main issues faced by MFIs include
san i ta tion and safety in the work place, pol lu tion, use of chem i cals and pes ti cides,
destruc tion of for est, child labour, and the financ ing of ille gal activ i ties. 

To facil i tate and sup port MFIs’ imple men ta tion of a via ble ESMS, FMO has devel oped a
toolkit with prac ti cal guide lines for loan offi cers and other MFI staff to use when work ing
with cli ents on envi ron men tal and social issues.

l The Office Guide explains how ESMS can be put in place in align ment with the MFI’s
reg u lar credit eval u a tion, approval, mon i tor ing and report ing pro cesses.

l The Field Guide pro vides MFI loan offi cers with prac ti cal guid ance for assess ing and
address ing E&S themes with cli ents. It includes fact sheets for 24 of the sec tors that
MFIs work in, which give prac ti cal exam ples of issues that might be raised, an expla -
na tion of the ben e fits to cli ents of doing so, and rec om men da tions for pos si ble pre -
ven tion and mit i ga tion mea sures that might be dis cussed with cli ents and pos si bly
included in the loan con tract.

l The Train ing Guide pro vides mate rial to help MFIs build capac ity among staff to
estab lish and imple ment an ESMS sys tem.

The Toolkit can be found at: http://www.fmo.nl/smartsite.dws?id=531

Source: Adapted from FMO, 2010.



Tech nol ogy is also open ing up tre men dous oppor tu ni ties to decrease risk and trans ac tion costs
while increas ing cli ent worth. SafeSave in Ban gla desh, for exam ple, has used handheld com put -
ers (PDAs) to pro vide dual con trols with out hav ing two staff in the field at the same time. It also 
reduced its account error rate to less than 0.1 per cent, which was a ten-time improve ment over
its per for mance with paper-based sys tems (Staehle, 2005). In Peru, Mibanco used credit scor ing
to lower its weighted aver age response time from 8 days to 4.6 days for new cli ents and to 2.3
days for repeat cli ents with out increas ing port fo lio-at-risk (Caire et al., 2006).

In Mex ico, FINCA is using cus tom ized pre paid cards to give cli ents access to their loans on
an as-needed basis 24 hours a day (Muñoz et al., 2009). And in Brazil, nearly 30,000 bank ing
cor re spon dent out lets use point-of-sale (POS) devices and bar code scan ners to pro vide
finan cial ser vices in every munic i pal ity in the coun try, even though many are reach able only by 
boat or plane (Ivatury, 2005). As illus trated in Box 6.3, branch less bank ing is dra mat i cally
reduc ing the cost of deliv er ing finan cial services to poor people.

6.5 Mov ing from One Meth od ol ogy to Another

For MFIs that decide to diver sify by intro duc ing a microenterprise loan prod uct that uses a
meth od ol ogy that is dif fer ent from the one(s) cur rently used, it is impor tant to rec og nize that
an effec tive prod uct design will include more than a sim ple def i ni tion of the new prod uct’s
fea tures. The design needs to con sider how the new prod uct will inte grate with exist ing
products and systems.

As illus trated in Table 6.2, the lend ing pro cess for group and indi vid ual microenterprise loans
dif fers sub stan tially. Small and large group meth od ol o gies have more in com mon, but fun da -
men tal dif fer ences remain, par tic u larly in the acqui si tion, appraisal and repay ment pro cesses.
MFIs that wish to move from one meth od ol ogy to another will need a plan for intro duc ing
and man ag ing the changes that are required to tran si tion staff and sys tems from an old way of
doing things to the new. Some of the issues that will need to be dealt with include:

l How to ensure that employ ees are both able and moti vated to make the changes required? 

128

6 Microenterprise Loans

Box 6.3 Using Branch less Bank ing to Over come Trans ac tion Costs

Branch less bank ing can offer basic bank ing ser vices to cus tom ers at a cost of at least 50
per cent less than what it would cost to serve them through tra di tional chan nels. The big -
gest cost sav ing is on trans ac tions that can be done com pletely elec tron i cally, through
mobile bank ing. In the Phil ip pines, a typ i cal trans ac tion through a bank branch costs the 
bank US$2.50; this would cost only US$0.50 if it were auto mated by using a mobile
phone. The cost reduc tion from using agents rather than banks for remote cash trans ac -
tions is equally dra matic. Banco de Credito in Peru esti mates that a cash trans ac tion at a 
branch costs about US$0.85, while the same trans ac tion at an agent would cost
US$0.32. Tameer Bank in Paki stan esti mates that, in the Orangi slum of Karachi, the
setup cost of a bank branch would be 30 times more than the setup cost per agent, which 
is about US$1,400. Monthly run ning costs aver age about US$28,000 for a branch,
com pared with US$300 for an agent, but also, a much larger share of monthly run ning
costs is vari able for an agent than for a branch.

Source: Ivatury and Mas, 2008.



l Will cli ents access old and new prod ucts dif fer ently? Will they be able to access both at the
same time? Under what con di tions will exist ing cus tom ers be able to “grad u ate” from one
prod uct to another, and how will the MFI help them make this tran si tion? 

l Will exist ing infra struc ture have to be adapted or will new infra struc ture be cre ated? How
will peo ple, data and other assets be trans ferred from one sys tem or loca tion to another?

l Can the risks cre ated by the new prod uct be man aged through exist ing staff and pro ce -
dures?

l How will the MFI avoid the can ni bal iza tion of one microenterprise loan prod uct by
another? 

These issues are dis cussed in Chap ter 23, but they are raised here to cau tion MFIs against
under es ti mat ing the level of effort and care that diver si fi ca tion will require even within an
exist ing prod uct line. 

Table 6.3 Com par ing Group and Indi vid ual Lend ing Pro cesses

Indi vid ual Group

 Acqui si tion • Vari ety of tech niques used to mar ket
the prod uct: per sonal sales,
adver tis ing, sales pro mo tions, direct
mar ket ing and pub lic rela tions 

• MFI decides who is eli gi ble 

• Mem bers find new cli ents

• NGO pro moter may assist

• MFI adver tis ing through appro pri ate
chan nels can also help

• Group (mostly) decides who is eli gi ble

 Appraisal • MFI decides who should bor row and
how much

• Credit com mit tees enhance qual ity

• Credit bureaus and col lat eral reg is tries, 
if avail able, can sup port the pro cess

• Mem bers decide who should bor row
and how much

• MFI can request that groups fol low a
par tic u lar assess ment pro cess

• MFI may pro vide train ing in
assess ment or mutual respon si bil ity

• MFI may look for group dis ci pline
before lend ing

 Dis burse ment • Cli ents usu ally come to MFI

• Loan size and ten ure is per son al ized

• Tim ing of dis burse ment is per son al ized

• Occurs within weekly, bi-weekly or
monthly meet ings

• Can be more fre quent if inter nal
account exists 

• Group may go to MFI or loan offi cer
may go to group

• Loan sizes are often sim i lar for all
group mem bers

• Loan ten ure is often fixed

• Dis burse ments may be stag gered
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Indi vid ual Group

 Repay ment • Cli ents usu ally come to MFI

• Repay ment amount and fre quency is
per son al ized

• MFI can track the indi vid ual’s
repay ment

• Occurs within weekly, bi-weekly or
monthly meet ings

• Group (or rep re sen ta tive) may go to
MFI or MFI go to group

• Mem bers of a group repay on same
sched ule

• Sched ule usu ally con sists of equal
pay ments

• MFI usu ally tracks only the group’s
repay ment

 Renewal • Cli ents usu ally come to MFI

• Tim ing is driven by cli ent

• Dynamic effi cien cies make repeat
loans cheaper and faster

• Renewal takes place in reg u lar group
meet ings

• Stepped lend ing approach is com mon

• Renewal typ i cally is not allowed if
any one in group is delin quent

• Insta bil ity can result if not every one
wants to renew

 Delin quency
Man age ment

• Loan offi cer mon i tor ing and fol low up

• Esca la tion pro cess is backed by
col lat eral and/or per sonal guar an tee

• Group mon i tors indi vid ual repay ment;
MFI mon i tors group

• Mem bers first pres sure each other to
pay, then pay for each other if
nec es sary and seek reim burse ment
later

• MFI exerts pres sure on entire group

• MFI is exposed to con ta gion risk

Source: Authors.

Main Mes sages

1. To choose a lend ing meth od ol ogy, an MFI must first be clear about who it is choos -
ing the meth od ol ogy for – who does it want to serve and where.

2. Group and indi vid ual lend ing meth od ol o gies should be seen as com ple men tary
approaches to serv ing dif fer ent mar ket seg ments.

3. When design ing a microenterprise loan prod uct, strike a bal ance among three com -
pet ing objec tives: min i miz ing credit risk, min i miz ing trans ac tion costs, and max i -
miz ing cli ent worth.

4. Do not under es ti mate the changes that may be required to diver sify within an exist -
ing prod uct line.
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Case Study: Adjust ing Prod uct Design for a New Mar ket in Bolivia

When Prodem, a non-bank finan cial insti tu tion in Bolivia, moved into rural areas, it
began lend ing with the same sol i dar ity group meth od ol ogy it had used in urban areas. It
offered a joint-lia bil ity loan repay able in reg u lar, equal instal ments. It eval u ated loan
requests by exam in ing the house hold cash flow of poten tial bor row ers to ensure that they 
had the abil ity to repay the loan being requested. By focus ing on house hold cash flow,
Prodem intro duced the first inno va tive ele ment of its rural lend ing meth od ol ogy. Rather
than enter rural areas with a focus on agri cul tural lend ing, it entered with a focus on
lend ing to microentrepreneurs, includ ing farm ers. It con sid ered both farm and off-farm
income sources when exam in ing the cash flow of a poten tial bor rower. 

This was an inter est ing, but prob lem atic inno va tion. Since 90 per cent of Bolivia’s rural
pop u la tion worked in the infor mal sec tor, and since much of their work was agri cul -
ture-based, monthly cash flows var ied greatly with the tim ing and qual ity of har vests.
Bor row ers needed a loan prod uct that was not only autho rized on the basis of cash flow,
but was also repaid on the basis of cash flow. The prod uct Prodem ini tially mar keted did
not allow this flex i bil ity.

After spend ing sev eral months col lect ing infor ma tion on its cli ents’ activ i ties and cash
flows, get ting to know local crop cycles and the expe ri ences of neigh bour hood mon ey -
lend ers, staff at Prodem’s Caranavi branch pro posed to national man age ment a loan
prod uct with repay ment terms that would allow bor row ers to ser vice their loans in a man -
ner that was appro pri ate for their cash flow. Instead of mak ing equal monthly pay ments,
groups could cus tom ize the size of each month’s pay ment to con cen trate pay ments of
prin ci pal in those months when the group gen er ated greater income. Pay ments would
still be made monthly, but the amount and com po si tion of each month’s pay ment would
vary. In some months, inter est only would be paid and in oth ers, cap i tal with inter est.

After a year of exper i men ta tion with the new prod uct, Caranavi’s active loan port fo lio
grew 36 per cent com pared with the 29 per cent aver age port fo lio growth of all other
rural branches that were oper at ing by the begin ning of 1994. It achieved this level of
growth while main tain ing a 30-day port fo lio at risk below 0.3 per cent.

Despite the suc cess ful imple men ta tion of the new prod uct, Prodem’s rural cli ents con -
tin ued to press for more flex i bil ity and staff sought ways to accom mo date that request.
They rec og nized that the new pay ment plan had a fun da men tal weak ness: it assumed
that the mem bers of each sol i dar ity group were involved in the same pro duc tive activ i -
ties. It did not allow for dif fer ences in cash flow needs. As such, it made it dif fi cult to
nego ti ate a pay ment plan that was equally sen si ble and con ve nient for all mem bers of
the group. Unless the group was extremely homog e nous, some mem bers had dif fi culty
mak ing the large pay ments required in cer tain months because their house hold’s cash
flow did not match the group’s cash flow. At the same time, those groups that were highly 
homo ge neous pre sented Prodem with a dif fer ent kind of risk – that of total default.
Should the com mon crop be destroyed by bad weather or dis ease, every one in the group
would suf fer and no one would remain in a strong enough posi tion to help the oth ers out. 

Prodem saw room to improve the meth od ol ogy and designed yet another, more per son al -
ized pay ment plan. As dem on strated in the table below, this pay ment plan allowed each
mem ber of a group to design a per sonal repay ment sched ule that matched his or her
house hold’s cash flow. Mem bers still made reg u lar pay ments as a group, but the size of
the pay ment var ied from month to month, as did the size of each indi vid ual’s por tion of
the pay ment. There were only two restric tions. Each pay ment had to include a por tion of
cap i tal and inter est, and no one pay ment could equal more than 40 per cent of the orig i -
nal loan amount. 
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The per son al ized pay ment plan was intro duced in 1996, first at Prodem’s most estab -
lished rural agen cies, and later nation wide. The prod uct proved effec tive because it pro -
vided greater flex i bil ity for cli ents while simul ta neously low er ing risk for the insti tu tion
(see Table 6.4).

Table 6.4 Sam ple Sched ule for a 3-Per son Group Using the Per son al ized Pay ment
Plan

Group Mem ber Pay ments

Group
Repay ment

Date

Rafael
cof fee farmer / tire sales

Loan = US$ 474

Miguel
cof fee farmer / car pen try

Loan = US$ 474

Jorge
cof fee farmer

Loan = US$ 474

Pay ment Inter est Total Pay ment Inter est Total Pay ment Inter est Total

Aug 21 9 18 27 19 18 37 19 18 37

July 18 9 17 26 19 17 36 19 17 36

Oct 16 19 17 36 95 16 111 19 16 35

Nov 13 9 16 25 19 13 32 19 16 35

Dec 12 95 16 111 19 12 31 19 15 34

Jan 8 95 12 107 9 11 20 19 14 33

Feb 5 95 9 104 9 11 16 19 13 32

March 5 95 5 100 66 11 77 19 13 32

April 3 19 2 21 66 8 74 95 12 107

May 3 19 1 20 76 6 82 95 8 103

May 28 10 1 11 76 4 80 132 6 138

TOTAL 474 114  588 474 127  596 474 148 622

Source: Lee, 2000.
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7 Hous ing Loans

“The prob lem with hous ing is not build ing it. We all know how to build houses. It’s not
demand. There are plenty of peo ple who want houses. The prob lem is allow ing the peo ple who
want the houses the financ ing capac ity to buy them.” ~ Miller, Quoted in Phillips (2007)

Along with food and cloth ing, shel ter is one of the most basic human needs. Sev enty-five
per cent of coun tries in the world con sider ade quate hous ing to be so impor tant that they have 
ensured it in their national con sti tu tions or leg is la tion (Hokans, 2008). And yet, UN Hab i tat
has reported that nearly one bil lion peo ple cur rently live in slums. This rep re sents one-third of 
the world’s total urban pop u la tion and 78 per cent of the urban pop u la tion in the least devel -
oped coun tries. It pre dicts that an addi tional 3 bil lion peo ple – approx i mately 40 per cent of
the global pop u la tion – will need hous ing by the year 2030 (UN-Habitat, 2003).

Given such trends in global demo graph ics, finan cial prod ucts that can enable indi vid u als and
com mu ni ties to improve exist ing hous ing or build new homes are likely to be in sig nif i cant
demand and rep re sent an inter est ing oppor tu nity for microfinance insti tu tions.  This chap ter
explores the nature of that oppor tu nity and the chal lenges that MFIs must con front if they
wish to diver sify into hous ing finance. It addresses five main themes:

1. Why offer hous ing loans? 

2. What makes hous ing loans dif fer ent from other loan prod ucts?

3. Key design deci sions

4. Risks and chal lenges

5. Assess ing poten tial demand

7.1 Why Offer Hous ing Loans?

Although sav ings prod ucts can be used to finance hous ing, these prod ucts can also be dif fi -
cult for microfinance insti tu tions to intro duce (see Chap ters 4 and 5). In addi tion, they can be
rel a tively unat trac tive solu tions for low-income house holds because of the time it takes to
accu mu late suf fi cient funds and, in many cases, the cost of access ing a sav ings ser vice.

Hous ing loans, on the other hand, can be rel a tively easy for microfinance insti tu tions to intro duce
using staff, struc tures and meth od ol o gies that they may already have in place for microenterprise
lend ing. Cross-sell ing is pos si ble with out hav ing to incur sig nif i cant addi tional oper at ing costs.
The larger aver age size and lon ger term of hous ing loans low ers admin is tra tive costs per unit lent,
and repay ment per for mance is often better than with other types of loan prod ucts.

Hous ing loans can make an MFI’s over all port fo lio more sta ble by mod er at ing the sea sonal
fluc tu a tions inher ent in enter prise lend ing. They can improve cli ent sat is fac tion by pro vid ing
cus tom ers with another option for meet ing their finan cial ser vice needs. Hous ing loans can
also give MFIs access to a huge new mar ket. The poten tial demand for hous ing microfinance
that was sug gested in the intro duc tion has been con firmed by MFI expe ri ence to date. In
Peru, for exam ple, Mibanco made 3,000 hous ing loans and was cov er ing both the oper a tional
and cap i tal costs of its new prod uct within a year of its intro duc tion (Brown and Gar cia,
2002). Addi tional esti mates of demand for housing loans are provided in Box 7.1.
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For low-income cli ents, hous ing loans are attrac tive because they speed up the build ing pro -
cess. They can sup ple ment the funds that cli ents are able to accu mu late through other
sources, mak ing it pos si ble to pur chase at one time the nec es sary quan tity of mate ri als to com -
plete a par tic u lar phase of con struc tion. This is par tic u larly impor tant for mate ri als that can -
not be eas ily stored or are vul ner a ble to theft, such as cement or roof ing mate rial. Depend ing
on their design, hous ing loans may also give cli ents access to elec tri cal, plumb ing or other
exper tise that they may not be able to find in their own social network. 

In addi tion to these ben e fits, hous ing loans pro vide both MFIs and low-income house holds
an oppor tu nity to invest in asset-build ing, which is impor tant for sev eral rea sons:11

l Hous ing is typ i cally the great est source of wealth cre ation avail able to the poor. It
usu ally appre ci ates in value over time. It can be rented out for extra income. It can be used
as col lat eral for a loan to start or expand a small busi ness or to cope with an unex pected
event so that the need for cash does not result in the sale of pro duc tive assets. 

l An invest ment in the home can also be an invest ment in the busi ness.
Microentrepreneurs often use their homes to gen er ate income. The home might be a place 
to pro duce goods, store inven tory, or con duct sales trans ac tions. Thus, improv ing the
roof of a home could pre vent inven tory from get ting wet; add ing a room could allow the
busi ness to expand; and install ing sewer or water infra struc ture could improve san i ta tion
and work ing con di tions.
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Box 7.1 Esti mat ing Poten tial Demand for Hous ing Loans

l In Morocco, two sur veys found that 88 per cent of house holds have or are plan ning a
pro duc tive activ ity in the home and more than 83 per cent of house holds want to take
a loan to finance home improve ment – but 93 per cent of house holds did not have
access to for mal finance and had to resort to other means (UN-Hab i tat, 2005). 

l In Peru, 82 per cent of the eight mil lion peo ple liv ing in greater Lima are clas si fied as
poor. At least half of poor house holds and 60 per cent of the poor est house holds
express a strong desire to expand or improve their home within the next 12 months
(UN-Hab i tat, 2005).

l In Mex ico, inter views with 1,000 house holds in three Mex i can cit ies found that the
effec tive demand for hous ing microfinance (US$122 mil lion) exceeded that for
microenterprise finance by six times (US$20 mil lion) (Fer gu son, 2004).

l In India, nearly half of SEWA Bank’s total loans dis bursed are hous ing and infra struc -
ture loans (Biswas, 2003).

l Within ACCION’s Latin Amer ica net work, the total num ber of cli ents with out stand ing 
hous ing microfinance loans grew from 15,000 to about 38,000 between Decem ber
2002 and Decem ber 2005, and the port fo lio jumped from US$38 mil lion to US$117 
mil lion in the same three-year period. By Decem ber 2005, ACCION affil i ates that
offer hous ing loans reported 18.7 per cent of their total loan port fo lios in hous ing
prod ucts (Mesarina and Stickney, 2007).

11 This list was adapted from Brusky (2004) and Jamii Bora (2006).



l Shel ter helps ensure per sonal safety and health. Poor hous ing con di tion is one of the
major causes of dis ease and pre ma ture death among the poor. By con trast, improve ments in 
hous ing can have a direct and pos i tive impact on the health, secu rity and self-esteem of
home own ers and their fam i lies. Elderly par ents who own a house can offer shel ter to their
income-earn ing chil dren in return for food and other care. When hous ing is destroyed by a
nat u ral or man-made disas ter, hous ing loans can help rebuild com mu ni ties (see Chap ter 20).

l Hous ing is the big gest expense in the house hold bud get. Most urban poor are ten -
ants, and even slum dwell ers can pay con sid er able amounts in rent every month for their
small shacks. If they could build their own house, they could pay the same amount of
money per month in loan repay ment and after a few years own their home. This will be a
con sid er able sav ing in their house hold bud get and free up resources for invest ment in
their busi nesses and their chil dren’s edu ca tion.

Because of the poten tial for eco nomic, social and envi ron men tal impact, hous ing loans will be 
a par tic u larly inter est ing prod uct for MFIs that are pur su ing a tri ple-bot tom line. They can
also be a valu able tool for encour ag ing cus tomer reten tion, not only because of the pro gres -
sive nature of hous ing microfinance, which is likely to keep cus tom ers com ing back to finance 
var i ous phases of con struc tion, but also because of the psy cho log i cal attach ment that cli ents
typ i cally have to their homes. MFIs that are will ing and able to sup port cli ents’ efforts to
improve their homes may find them selves rewarded with greater customer loyalty.

7.2 How Do Hous ing Loans Dif fer from Other Loan Prod ucts? 12

Hous ing loans dif fer from microenterprise loans in that they finance cus tom ers’ hab i tat needs 
rather than busi ness needs.  Such needs may include:

l repairs to walls, roof ing or foun da tions;

l expan sion (for exam ple, add ing rooms or floors);

l land pur chase;

l prop erty legal iza tion;

l basic infra struc ture, such as sewer, water or elec tric ity hook ups;

l new house con struc tion; or 

l the pur chase of an entirely new home.

Tra di tion ally, hous ing finance has focused on the last two needs listed above and has con -
sisted pri mar ily of mort gage lend ing, in which loans are secured by a lien on the house or
land that is being devel oped. This type of finance has not been very use ful to low-income
house holds because of their lack of credit his tory and legally doc u mented land titles as well as
their inabil ity to bor row enough money at real inter est rates to finance a com pleted home,
unless repay ments are stretched over long peri ods of time. Even when insti tu tions have found 
ways of pro vid ing such long-term financ ing through part ner ships, poor bor row ers have had
dif fi culty sus tain ing repay ments over such long periods.
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The finan cial ser vices that are increas ingly referred to as “hous ing microfinance” tend to
focus on other hab i tat needs, spe cif i cally for home improve ment and pro gres sive con struc -
tion. Accord ing to Fer gu son (2004), stud ies show that low-income fam i lies highly pre fer
improv ing their exist ing home to pur chas ing a new home else where so that they can main tain
rela tion ships with friends, fam ily and neigh bors. If they build, they tend to build in small,
incre men tal steps, so they need financ ing that fits the pace of that approach.

Insti tu tions that pro vide hous ing microfinance use meth od ol o gies that are adapted from
microenterprise lend ing:

l Loans are for rel a tively small amounts and are based on cli ents’ will ing ness and abil ity to
repay. 

l Repay ment peri ods are rel a tively short (espe cially com pared to mort gage lend ing) and are
on par with mid- to high-end microfinance indi vid ual loans. 

l Loan pric ing is expected to cover the real, long-run costs (both oper a tional and finan cial)
of pro vid ing the ser vice.

l Loans are not heavily col lat er al ized, if at all, and col lat eral sub sti tutes are often used.

l Loans tend to finance hab i tat needs incrementally.

l Loans can be linked to prior par tic i pa tion in sav ings or more tra di tional microenterprise
loan ser vices.

Table 7.1 sum ma rizes these sim i lar i ties, but it also high lights four impor tant dif fer ences that
dis tin guish hous ing loans from microenterprise loans. First, hous ing loans are designed to
finance hab i tat needs, not busi ness needs. Because of this focus, their eval u a tion pro ce dures
and aux il iary ser vices can be quite dis tinct. Sec ond, aver age loan sizes are typ i cally larger and
terms are gen er ally lon ger than the aver age work ing cap i tal loan. Third, because of the larger
loan sizes and lon ger terms, inter est rates tend to be slightly lower. For exam ple, a 2005 sur vey 
of ACCION Inter na tional’s Latin Amer i can part ners revealed that inter est rates for hous ing
loans ranged from 24 to 35 per cent, while the aver age microenterprise loan was priced at 48
per cent (Mesarina and Stickney, 2007). Finally, hous ing loans tend to be made to indi vid u als,
rather than groups. Hold ing a group col lec tively lia ble for all mem bers’ repay ments of large
sums of money over a long period of time cre ates higher risks that are less likely to be accepted 
by lenders or borrowers.
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Table 7.1 Com par ing Microenterprise, Mort gage and Hous ing
Microfinance Loans

Char ac ter is tics Microenterprise
Loans

Hous ing
Microfinance Loans

Mortgage-backed
Loans

Tar get mar ket Microentrepreneurs Low-income
microentrepreneurs and 
sal a ried work ers

Mid dle to high-income
cli ents, sal a ried, for mal 
sec tor work ers with a
sta ble income

Loan term Usu ally 2-12 months Usu ally 2-24 months
for home
improve ments, and 2-5
years for land pur chase
or con struc tion

Long-term (more than 5 
years)

Loan amounts Small, gen er ally range
from US$50-US$1,000

Var ies, but gen er ally 2-4
times larger than aver age
work ing cap i tal loans
(US$100-US$5,000)

Large 

Inter est rate Between 25% and 90% Same as work ing
cap i tal loans or slightly
lower 

Typ i cally lower than
busi ness loans

Deliv ery method Group or indi vid ual Almost always pro vided
to indi vid u als

Indi vid ual

Loan use Work ing cap i tal Home improve ment

Pro gres sive build ing

New house con struc tion

House pur chase

Type of guar an tee Mostly unse cured:
co-sign ers, sav ings,
pledged assets,
psy cho log i cal 

Mostly unse cured:
co-sign ers, sav ings,
pledged assets (not
nec es sar ily land title),
psy cho log i cal

For mal mort gage
(own er ship of dwell ing
or land) col lat er al ized
by the prop erty

Asso ci ated
non-finan cial ser vices

Pos si ble access to
busi ness devel op ment
ser vices

Pos si ble access to
tech ni cal assis tance for 
land acqui si tion, land
reg is tra tion and
con struc tion (includ ing
self-help build ing
techniques)

Uncom mon

Source: Adapted from Mesarina and Stickney, 2007 and Brusky, 2004.

Since low-income house holds often con duct some por tion of their entre pre neur ial activ i ties
from their home, there can be over lap between microenterprise and hous ing loan prod ucts.
Indeed, cli ents can and will seek to access microenterprise loans for hous ing and hous ing
loans for microentrepreneurial activ i ties depend ing on which type of loan prod uct offers
them the best terms. In Mex ico, for exam ple, FinComun offers a suc cess ful hous ing
microfinance loan prod uct, yet it esti mates that 10 to 15 per cent of its busi ness loans are still
used for hous ing improve ments related to busi ness oper a tions (UN-Hab i tat, 2008). 

Cli ents will also seek to use hous ing loans for pur poses unre lated to busi ness or hous ing, espe -
cially if hous ing loans are cheaper than other loan prod ucts. When con struc tion assis tance is not 
part of a hous ing loan’s design, the prod uct becomes, in effect, a con sumer loan whose declared
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pur pose is hous ing but whose actual pur pose may never be known. MFIs need to take this into
account when decid ing whether and what kind of hous ing prod uct to develop (see Box 7.2).

7.3 Key Design Deci sions 

There are three main design deci sions that must be made when devel op ing a hous ing loan: 1)
should the prod uct be linked to other prod ucts or should it be deliv ered inde pend ently; 2)
should the loan finance new home con struc tion or only home improve ment; and 3) should
con struc tion advice be pro vided as part of the loan prod uct? Each of these issues is dis cussed
below.

To Link or Not To Link?

There are two main types of hous ing microfinance loans: 1) linked prod ucts; and 2)
stand-alone prod ucts.  Stand-alone hous ing loans are deliv ered along side but inde pend -
ently of any other prod ucts that an insti tu tion might offer. Thus, a new cli ent can apply for
this kind of loan with out ever hav ing used the insti tu tion’s ser vices before. With linked hous -
ing loans, only cli ents that have an estab lished rela tion ship with the insti tu tion are eli gi ble to
apply.  Access to the prod uct is linked to pre vi ous usage of some other product. 
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Box 7.2 How Many Loans Does an MFI Need?

The over lap between hous ing microfinance loans and other types of loans calls into ques -
tion the value that will be added by intro duc ing a hous ing loan prod uct into a port fo lio
that already con tains other loan prod ucts. Would it not be more effi cient to offer one or
two flex i ble loan prod ucts whose size and term can be adjusted to match the stated loan
pur pose and the bor rower’s house hold or busi ness cash flow? BRI’s Unit Desa sys tem
has suc cess fully offered just one loan prod uct for decades, and ADEMI in the Domin i can
Repub lic meets hous ing microfinance needs through a generic con sumer loan prod uct.
Of course, the suc cess of both insti tu tions has been depend ent on their hav ing the staff
and sys tems nec es sary to man age such flex i bil ity. 

Other insti tu tions opt to launch a sep a rate hous ing loan prod uct despite the addi tional
com plex ity that this brings (see Chap ter 23) because they find mul ti ple, stan dard prod -
ucts eas ier to man age than one flex i ble prod uct. In highly com pet i tive mar kets, it can be
eas ier to mar ket sev eral slightly dif fer ent prod ucts to dif fer ent mar ket seg ments than one 
gen eral prod uct. In addi tion, since hous ing is a basic need that pro vides secu rity and
health ben e fits, it is likely to be a more accept able and less risky prod uct than one that
finances all types of con sump tion, but this is only true if it does, indeed, only finance
hous ing and if the assess ment of a bor rower’s capac ity to repay is accu rate enough that
the MFI can avoid over-indebt ing its cli ents.

A sep a rate hous ing loan prod uct will usu ally make sense for MFIs that want to lend
beyond the zone of pri mary prod uct over lap, in other words, to offer lon ger-term loans for
rel a tively large amounts to indi vid u als rather than groups. This kind of prod uct will have
fea tures, eli gi bil ity require ments, assess ment meth ods, deliv ery pro cesses and risks that 
dif fer sub stan tially from those of typ i cal microenterprise loan prod ucts and war rants
being man aged sep a rately. 

Source: Authors.



Each type of loan has its advan tages. Stand-alone prod ucts are better at help ing MFIs to
diver sify their cli ent base. They are gen er ally seen to be more appro pri ate for insti tu tions that
already use an indi vid ual lend ing meth od ol ogy and have the sys tems in place to eval u ate bor -
rower repay ment capac ity. Stand-alone prod ucts are fairly com mon in Latin Amer ica, but are
also in use else where, for exam ple, by the Kuyasa Fund in South Africa and by CHF Inter na -
tional in the Middle East.

Linked prod ucts help insti tu tions to man age their credit risk and costs by using the infor ma -
tion pro vided through cli ents’ pre vi ous per for mance to help deter mine will ing ness and abil ity
to pay. They seem to be more appro pri ate for insti tu tions that embrace group lend ing as their
pri mary meth od ol ogy. The Grameen Bank (Ban gla desh) and SEWA Bank (India) are two of
the best known MFIs that link hous ing microfinance to other prod ucts. At SEWA Bank,
access is linked to a cli ent’s sav ings per for mance while at Grameen, access is linked to at least
two year’s mem ber ship as a bor rower and saver. Linked hous ing loans can serve as a per for -
mance incen tive and reten tion strat egy, since cli ents usu ally value access to larger, lon ger-term 
term loans and will pay on time and remain with the insti tu tion in order to gain (or retain) this
access. Linked prod ucts can also be use ful for MFIs that must limit the num ber of hous ing
loans they make because of capital or other constraints. 

New or Improved?

As dis cussed above, hous ing microfinance loans are typ i cally designed to finance home
improve ment and pro gres sive con struc tion. The major ity of the poor do not have clear title to 
the land they occupy and would not be able to ser vice a loan that would be large enough for
new home pur chase or con struc tion. Even when the appli cant and the prop erty are able to
qual ify for mort gage financ ing, the high upfront lump sum costs asso ci ated with meet ing
down pay ments and title deed reg is tra tion costs can pres ent sig nif i cant bar ri ers to access ing a
housing loan (Porteous, 2006). 

Nev er the less, some MFIs are financ ing new home pur chase and con struc tion through mort -
gage loans. ACCION affil i ates, for exam ple, report that 38 per cent of their hous ing loan
port fo lio con sists of new con struc tion or mort gage loans (Mesarina and Stickney, 2007).
Hokans (2008) reports on some of the cre ative strat e gies being used by MFIs to over come the 
bar ri ers to mort gage-backed lend ing. In Morocco, for instance, Al Amana and Zakoura offer
short-term microloans to qual i fy ing bor row ers to finance down pay ments for the even tual
pur chase of sub si dized hous ing units with long-term finance being pro vided by Banque
Marocaine du Com merce Exterieur (BMCE). In El Sal va dor, title pro cess ing and mort gage
reg is tra tion fees are being cap i tal ized and rolled into the loan amounts approved. In India and
Kenya, part ner ships are mak ing new home con struc tion for slum dwellers possible (see
Box 7.3).
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The deci sion about whether to finance new home con struc tion or pur chase will largely be
driven by the needs and resources of an MFI’s tar get mar ket. Mar ket research can help inform 
an MFI’s deci sion, but sim ply ask ing cli ents whether they would like to finance new or
improved hous ing will not pro vide accu rate enough infor ma tion to inform prod uct design.
Cli ents will often express a pref er ence for large, long-term loans but not be able to afford
them (see Sec tion 7.5 below). 

Con struc tion Assis tance

One of the most sub stan tial debates with respect to the design of hous ing loans revolves
around the issue of tech ni cal assis tance. Should con struc tion advice or super vi sion be pro -
vided as part of the hous ing loan? Pro po nents argue that con struc tion assis tance can
strengthen the qual ity of hous ing improve ments, thus lead ing to greater cli ent sat is fac tion and 
better repay ment. At Grameen Bank, for exam ple, homes built accord ing to the Bank’s stan -
dard spec i fi ca tions fared much better dur ing the flood of 1987 than those that were not
(Escobar and Merrill, 2004). 
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Box 7.3 Part ner ing for New Home Con struc tion for Slum Dwell ers

Two inno va tive exam ples of the poten tial of plan ning and par tic i pa tion for new home
con struc tion can be found in India and Kenya. The Soci ety for the Pro mo tion of Area
Resource Cen tres (SPARC) is a large mem ber ship-based NGO located in the one of the
larg est slums in Mumbai, India. It launched a com mu nity mobi li za tion and plan ning
cam paign that led to the reset tle ment of 50,000 slum dwell ers in their own units, con -
structed by social devel op ers. Although the whole pro ject took over three years to com -
plete, and involved sig nif i cant efforts to bring the local gov ern ment, bank ing sec tor, and
donors together, SPARC was able to fully finance new homes for dis placed slum dwell -
ers. By sell ing land rights in a hot real estate mar ket, it was able to repay a com mer cial
bank loan that was sup ported by a guar an tee from USAID.

Jamii Bora Trust is an NGO that pro vides finan cial ser vices to approx i mately 240,000
slum dwell ers in Kenya. It pro cured 293 acres of land south of Nai robi and obtained
plan ning per mis sion to develop a com mu nity, known as Kaputei, which will even tu ally
house 2,000 fam i lies. Jamii Bora col lab o rated with engi neers from the Uni ver sity of Nai -
robi to develop sys tems for wastewater recy cling and solar power that give the town a sus -
tain able water and power sup ply. Build ing mate ri als are being pro duced on site in a
fac tory that pro vides employ ment to Jamii Bora mem bers and a com mer cial cen tre will
even tu ally pro vide shops, a health cen tre, post office, pri mary school, and other facil i -
ties. Within Kaputei, neigh bour hoods of 250 fam i lies each will have their own cen tre,
planned and main tained by fam i lies them selves, with a park, play ground for chil dren
and com mu nity hall. Jamii Bora cli ents who have been mem bers for at least three years
and have suc cess fully man aged three busi ness loans are eli gi ble to buy a home in
Kaputei, which Jamii Bora will finance through a 10-15 year loan with instal ments that
are on par with rents paid in the slums (approx i mately US$20-35 per month). Cap i tal is
raised locally through a loan guar an tee pro vided by social inves tor Unitus. As of May
2009, 300 fam i lies had moved into their new homes in Kaputei.

Source: Adpated from Hokans, 2008; Reavis, 2008; and www.jamiibora.org.



Con struc tion assis tance can also help bor row ers deter mine how much of what kind of mate ri -
als they need, where to find those mate ri als at a rea son able cost, and how large of a loan they
need to request in order to com plete a par tic u lar hous ing improve ment. It can assist bor row -
ers with per mits and other legal or safety require ments. Per haps most impor tantly for MFIs,
con struc tion assis tance may encour age repeat busi ness (see Box 7.4). In an impact study on
lend ers in South Africa, for exam ple, bor row ers who received hand outs that explained how to 
avoid com mon build ing prob lems reported that the infor ma tion received was highly use ful
and they were more likely to go back to that MFI for another housing loan (Hokans, 2008).

Those who do not sup port the inte gra tion of con struc tion assis tance into hous ing loan design 
argue that such assis tance is costly, unnec es sary and out side of an MFI’s scope and exper tise.
Cli ents, they say, have their own trusted sources of advice within their com mu nity and are
more likely to live with their own deci sions than some one else’s. If cli ents do not like the out -
come of a hous ing invest ment that involved con struc tion assis tance from an MFI, they may
blame the poor results on the MFI and refuse to pay their loan. 

Fundación Hab i tat y Vivienda (FUNHAVI) in Mex ico and Asociación para el Desarrollo de
Microempresas, Inc. (ADEMI) in the Domin i can Repub lic dem on strate that both
approaches to con struc tion assis tance can be suc cess ful. The two MFIs are sim i lar in many
ways, yet FUNHAVI sees the non-finan cial ser vices that it pro vides to cli ents as a core com -
po nent of its mis sion while ADEMI has publically stated that such assis tance is con trary to its
oper at ing phi los o phy. Both MFIs report repay ment rates approach ing 100 per cent (Daphnis, 
2004a). Anal y sis of these expe ri ences and oth ers (see Box 7.5) have led most in the
microfinance indus try to con clude that con struc tion assis tance may be use ful, but it is not a
nec es sary com po nent of hous ing microfinance.
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Box 7.4 Con struc tion Assis tance and Cli ent Reten tion

Those in favour of con struc tion assis tance argue that it can affect cli ent reten tion in sev -
eral impor tant ways. First, there is the con nec tion between sat is fac tion and loy alty. If
con struc tion assis tance can help a cus tomer make her home improve ments with higher
qual ity or at a lower cost, she is more likely to value that assis tance and her rela tion ship
with the MFI that pro vided it and return for more in the future. 

Sec ond, con struc tion assis tance can help a cli ent map out her desired home improve ments
over sev eral incre men tal steps, cre at ing a long-term goal with a clear plan of how to achieve
it. Once a cli ent has a plan that shows how a series of hous ing invest ments will achieve her
long-term vision, she is likely to have greater incen tive to repay her cur rent loan and bor row
again. With each step she takes towards her long-term vision, she is also likely to tell oth ers
about her pos i tive expe ri ence, pos si bly gen er at ing new busi ness for the MFI.

Finally, hous ing microfinance pro duces phys i cal struc tures that peo ple often iden tify with
the financ ing insti tu tion. Thus, the qual ity of the hous ing improve ments financed by the MFI 
can have mar ket ing and insti tu tional image impli ca tions that microenterprise lend ing does
not. Many MFIs believe that when a cli ent’s neigh bours see her improved liv ing con di tions,
they will be more likely to take loans to improve their own homes. Nat u rally, a highly vis i ble,
poorly con structed home would have the oppo site effect. To the extent that con struc tion
assis tance can ensure a min i mum level of qual ity, it can also pro tect an MFI’s brand.

Source: Adapted from Tilock, 2004.



If nei ther approach is clearly better than the other, how can MFIs decide which one to take?
Some of the fac tors that will influ ence the deci sion include:

1. Atti tude towards pre- and post-loan due dil i gence. If an MFI already per forms
pre-loan due dil i gence on its microenterprise loans (for exam ple, to assess whether a cli -
ent’s desired loan amount is appro pri ate to and can be used for the pur pose declared on the 
loan appli ca tion), it may want to extend this prac tice to hous ing microfinance. Sim i larly, if
it fol lows up after a microenterprise loan is dis bursed to ensure that it is used for the
intended pur pose, it may wish to pro vide con struc tion over sight (Daphnis, 2004a).

2. Mis sion. If an MFI has a strong social mis sion to improve liv ing con di tions for the poor,
it may find con struc tion assis tance help ful in ensur ing that its social objec tives are met.
MFIs that work with the poor est often find that con struc tion assis tance is nec es sary to
over come defi cien cies in human or social cap i tal.

3. Mar ket ing strat egy. If an MFI oper ates in a com pet i tive envi ron ment, con struc tion
assis tance may help dif fer en ti ate its hous ing loan prod uct from oth ers.
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Box 7.5 Mixed Results on Hous ing Loans and Con struc tion Assis tance

ACCION and Inte gral, an MFI in El Sal va dor, con tracted an inde pend ent pro fes sor of archi -
tec ture from the Uni ver sity of the Andes in Colom bia to con duct a sur vey on hous ing qual -
ity in El Sal va dor. The sur vey’s objec tive was to doc u ment the impact that hous ing loans
had in improv ing cli ent hous ing, in terms of qual ity of life, reduc tion of vul ner a bil ity (par -
tic u larly to earth quakes), and cli ent sat is fac tion. A nation-wide sam ple of 56 recent home
improve ments cov ered three cat e go ries: improve ments financed by Inte gral with con struc -
tion assis tance; improve ments financed by Inte gral with out con struc tion assis tance, and
improve ments not financed by Inte gral. A key con clu sion from the sur vey was that there
was no sig nif i cant dif fer ence in con struc tion qual ity among the three cat e go ries. In other
words, con struc tion assis tance pro vided by Inte gral did not make houses more live able or
reduce their vul ner a bil ity to nat u ral disas ters. Home improve ments financed met min i -
mum stan dards for earth quake resis tance, whether or not cli ents had received con struc -
tion advice from Inte gral. How ever, the bud get por tion of the tech ni cal eval u a tion did help
cli ents by pre dict ing the actual costs of home improve ments, allow ing bor row ers to con trol
their con struc tion bud gets and com plete their pro jects with loan funds.

In hous ing loan pilot tests with Women’s Union of Kien Giang (WU-KG) and Cap i tal Fund 
for the Employ ment of the Poor (CEP), Hab i tat for Human ity Viet nam com pared the sat -
is fac tion of cli ents who had not received a tech ni cal assis tance pack age with those that
did. Although addi tional study is needed, focus group dis cus sions revealed that cli ents
who did not receive tech ni cal assis tance showed a clear will ing ness to pay for it in the
future, hav ing encoun tered prob lems that could have been fore seen and per haps pre -
vented by tech ni cal assis tance, either before, dur ing or after loan dis burse ment. Some of 
the prob lems men tioned include: 1) mis cal cu la tion of the cost or amount of mate ri als
needed, which resulted in under-bor row ing (and sub se quently, bor row ing else where at a
high rate of inter est or com pro mis ing the qual ity of con struc tion to fin ish the pro ject); 2)
being over charged for mate ri als and labor; 3) dam age to mate ri als (for exam ple, cement
left in rain or dam aged by flood ing); and 4) cracks in foun da tions or tile work due to poor
qual ity mate ri als or labor. Cli ents found that the loans cost them a lot more in the long
run, both finan cially and emo tion ally, when they did not have sound advice. 

Source: Adapted from Shumann, 2004 and Kruize, 2007. 



4. Part ner ship poten tial. If an MFI can iden tify other orga ni za tions that could pro vide con -
struc tion assis tance, it can offer cli ents these ser vices as fee-based options that can be
added onto a basic loan prod uct with out the MFI need ing to have in-house exper tise to
deliver such ser vices itself. 

Mar ket research dur ing the prod uct devel op ment pro cess can help MFIs deter mine the right
approach. The key ques tion to ask is whether bor row ers would be will ing to pay for con struc -
tion assis tance, and if so, how much they are will ing to pay for what kind of assis tance. As sum -
ma rized in Box 7.6, there are many dif fer ent types of con struc tion assis tance. The great est
chal lenge is find ing an offer ing that cli ents will value suf fi ciently to be will ing to pay for its cost.
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Box 7.6 Types of Con struc tion Assis tance

Con struc tion assis tance tends to fall within two main cat e go ries: pre-loan assis tance and 
post-loan assis tance. Pre-loan assis tance is pro vided before a loan is made and is part of
the loan assess ment pro cess. Post-loan assis tance is pro vided after a loan is approved
and tends to focus on com pli ance and con struc tion qual ity.

Pre-Loan Assis tance

l Con struc tion design. This involves vis it ing the house to be improved, tak ing mea sure -
ments, and sketch ing out the exist ing struc ture and pro posed improve ments. The
design can be used as a basis for the con struc tion bud get and should ensure that the
pro posed improve ment is tech ni cally sound. It could involve work ing with cli ents to
help deter mine and map out their needs and aspi ra tions for their home.

l Bud get devel op ment. This can range from assess ing a bud get pro vided by the cli ent
to ensure that the pro posed cost esti mates are rea son able, fea si ble, and in line with
the cli ent’s repay ment capac ity to devel op ing the actual con struc tion bud get includ -
ing pric ing the dif fer ent inputs.

l Cli ent edu ca tion. This can include guid ance on what mate ri als to use and where to
pur chase them, how to nego ti ate with con trac tors and man age the con struc tion pro -
cess, as well as train ing in self-help con struc tion.

Post-Loan Assis tance

l Con struc tion fol low-up. This assis tance is gen er ally used to ver ify loan use, inspect
work qual ity, and pro vide advice to the cli ent or con trac tor. It can also be used to rep -
re sent the cli ent’s inter ests with con trac tors and mate rial pro vid ers. It is typ i cally pro -
vided through site vis its dur ing con struc tion and may be tied to loan dis burse ments,
so that the loan is dis bursed in instal ments on the basis of pre de ter mined prog ress
and qual ity cri te ria.

l Con struc tion mate ri als. Part or all of a loan may be dis bursed in the form of build ing
mate ri als, or through vouch ers or other pre-paid arrange ments. By pro cur ing con -
struc tion mate ri als itself or pro vid ing access to such mate ri als through part ner ships
with sup pli ers, MFIs can help pre vent loan diver sion and pro vide access to lower-cost, 
qual ity mate ri als through econ o mies of scale.

Source: Adapted from Tilcock, 2004.



7.4 Risks and Chal lenges

Insti tu tions that want to offer a hous ing loan prod uct should be pre pared to meet a num ber of 
chal lenges. The first four, access to lon ger-term cap i tal, inse cure land own er ship, eli gi bil ity
cri te ria and col lat eral require ments, are faced by most pro vid ers. The last two chal lenges,
lower life expec tancy and sub sidy man age ment may be faced depend ing on the envi ron ment
within which an MFI is operating.

Access to medium- and long-term cap i tal. MFIs that want to offer medium- or long-term
hous ing loans should fund them with lia bil i ties of a sim i lar dura tion in order to avoid inter est
rate and liquid ity risks (see Box 10.6 in the chap ter on leas ing). Unfor tu nately, this kind of
fund ing is usu ally dif fi cult for MFIs to access. Some insti tu tions solve the prob lem by cap tur -
ing sav ings, but many MFIs are not legally allowed to mobi lize sav ings, and those that are
allowed are often unable to mobi lize enough sav ings to be able to meet the demand for hous -
ing loans. Some MFIs, such as SPARC, Jamii Bora, Al Amana and Zakoura have used credit
guar an tees and com mer cial bank lines of credit to access lon ger-term finance. Oth ers have
used their own equity and have financed only as many hous ing loans as the avail able funds
would allow them to finance. 

Com mer cial banks have rel a tively easy access to medium- and long-term cap i tal and have thus 
been able to reach the great est scale with their hous ing microfinance prod ucts. Mibanco, for
exam ple, had a hous ing loan port fo lio of US$30 mil lion (15 per cent of its total loan port fo lio) 
at the end of 2007 and expects that to increase to 25 per cent by 2012 (Mar tin, 2008). Yet
many com mer cial banks that are inter ested in the low-income mar ket find it a chal leng ing one
to reach. They are enter ing hous ing microfinance by “outsourcing” a part of their port fo lio to
a ser vice com pany or part ner orga ni za tion. In Ghana, HFC Bank and CHF Inter na tional,
with assis tance from USAID and UN Hab i tat’s Slum Upgrad ing Facil ity, cre ated a non-finan -
cial ser vice com pany, Boafo, that ser vices hous ing loans which are kept on the bal ance sheet
of the bank. HFC acts as a joint ven ture man ag ing part ner and minor ity share holder. In India,
ICICI Bank has part nered with Cap Stone Trust to deliver hous ing microfinance through a
sim i lar model (Hokans, 2008). Such part ner ship arrange ments offer MFIs oppor tu ni ties for
access to lon ger-term cap i tal while giv ing banks access to the low-income market.

Col lat er al ized debt obli ga tions like the ones being arranged by Hous ing Microfinance LLC,
Microfinance Loan Obli ga tions S.A., and Symbiotics have pro vided medium-term financ ing
for a small but impor tant num ber of MFIs pro vid ing hous ing microfinance (Hokans, 2008
and Symbiotics, 2007). These may be a more sig nif i cant source of financ ing in the future,
espe cially since they can include cross-cur rency swaps that allow the under ly ing term loans to
be denom i nated in local cur ren cies, which helps MFIs man age exchange rate risk.

Inse cure land own er ship. In most devel op ing coun tries, poor fam i lies do not pos sess for -
mal proof of land own er ship. Thus, if reg u la tions stip u late that hous ing loans may not be
extended with out for mal prop erty titles, MFIs may not be legally able to develop a hous ing
loan. They could, how ever, develop a mul ti pur pose con sumer loan and tai lor the loan amount 
and the repay ment period as appro pri ate for hous ing, which is what ADEMI has done in the
Domincan Repub lic (Daphnis, 2004b). If reg u la tions do not require for mal prop erty titles,
MFIs have more flex i bil ity and can assess an appli cant’s land secu rity sta tus instead of own er -
ship (see Box 7.7). Proof of land own er ship is not crit i cal for hous ing microfinance, as MFIs
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often use non-tra di tional col lat eral to secure hous ing loans, but land secu rity is essen tial.
With out evi dence of a solid rela tion ship between the bor rower and the prop erty being
developed, housing microfinance becomes quite risky.

Eli gi bil ity Require ments. Since hous ing loans finance hab i tat needs and not income-gen er -
at ing activ i ties, the pro cess and cri te ria used to eval u ate whether a cus tomer is eli gi ble to
receive a hous ing loan may be quite dif fer ent from that used to assess eli gi bil ity for
microenterprise loans. In hous ing microfinance, eli gi bil ity is pri mar ily based on cur rent
income and debt lev els, land secu rity, and pro posed loan use (CHF Inter na tional, 2001).
Thus, MFIs must have the staff and sys tems in place to be able to mea sure busi ness and
house hold cash flows. Under stand ing the pro posed loan use is par tic u larly impor tant so that
the amount of funds required to com plete the pro ject can be reli ably esti mated. As dis cussed
above, if an appro pri ately-sized loan is not approved and the hous ing improve ment can not be 
com pleted, there will be dis in cen tives for repay ment. Loans will need to be secured, although
not usu ally by a for mal land title. A key find ing from reviews of coun try expe ri ences to date is
that cost recov ery rates on unse cured loans with flex i ble or mul ti ple guar an tees are as good as
or even better than mortgaged loans (Vance, 2004). 

Large hous ing loans granted as par al lel loans to cli ents who were already repay ing work ing
cap i tal loans have been cited as the key causes of loan port fo lio qual ity prob lems at both
Finansol/Corposol in Colom bia and Grameen Bank in Ban gla desh (Chris ten, 2004). To
avoid this out come, MFIs that offer hous ing microfinance usu ally set a limit on the loan
amount bor rowed so that instal ments are no more than 20 to 35 per cent of either net or gross 
monthly income (Daphnis, 2004b). CHF Inter na tional, for exam ple, rec om mends that
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Box 7.7 Land Secu rity

A cli ent enjoys land secu rity when the fol low ing con di tions exist: 1) she has the use of a
prop erty at the time the loan appli ca tion is made; 2) the MFI deter mines that the cli ent
will not be forced to vacate the prop erty dur ing the time it takes to repay the loan; and 3)
that deter mi na tion is sup ported by usual and cus tom ary local prac tices. In other words,
in the absence of legal proof of own er ship, the MFI should sat isfy itself that poten tial cli -
ents would not be forc ibly evicted while the loan is still active. The under ly ing assump -
tion is that repay ment per for mance will be enhanced if the cli ent has a vested long-term
inter est in the prop erty being financed.

Cri te ria for land secu rity should vary from coun try to coun try – and per haps within a given 
coun try, from MFI to MFI, based on the MFI’s atti tude toward risk. Some of these cri te ria
include:

l A writ ten agree ment between the buyer and seller of the land;

l A long-term rental agree ment between the home owner and gov ern ment for use of
pub lic lands;

l The num ber of years dur ing which a fam ily has inhab ited a prop erty with out pay ing
rent and with out due notice from the right ful owner; or 

l Pay ment by the home owner of taxes to the gov ern ment.

Source: CHF Inter na tional, 2001 and Daphnis, 2004b.



monthly hous ing loan pay ments should not exceed 25 per cent of the house hold monthly
income and that the total debt bur den (includ ing hous ing loan repay ment) should not exceed
40 per cent of the monthly house hold income (CHF Inter na tional, 2001).

Choos ing the Right Com bi na tion of Col lat eral and Col lat eral Sub sti tutes.13 There is a
close rela tion ship between loan size and the type and qual ity of col lat eral that should be
requested to secure a hous ing loan. The main fac tors in deter min ing the choice of collateral
are:

l the trans ac tion costs involved in ver i fy ing own er ship of assets and val u at ing them; 

l the ease of enforce ment and fore clo sure pro ce dures; and 

l the likely sale price. 

The larger the loan, the more likely is the need for some form of col lat eral that retains its value
over time. Cur rent microfinance prac tice indi cates that it makes sense to secure a mort gage
for a loan of over US$5,000. How ever, due to high trans ac tion costs, there is a gen eral pref er -
ence for secur ing loans with a mix of guar an tees. For the rea sons dis cussed in Box 7.8, even
when a title is taken, it is used more to put psy cho log i cal pres sure on the bor rower to honor
her debt than as a means for recu per at ing cap i tal in the event of default. 

Co-sign ers pro vide the most com mon form of guar an tee in hous ing microfinance, but com -
pul sory sav ings is also pop u lar as it dem on strates both an abil ity and will ing ness to pay. The
CEMEX case at the end of this chap ter pro vides one well-known exam ple of this strat egy.
Another com mon strat egy is to put a lien on house hold assets. A few MFIs use pen sion fund
con tri bu tions, life insur ance pol i cies or future wages as col lat eral. Along the U.S.-Mex i can
bor der, for exam ple, FUNHAVI has devel oped rela tion ships with a num ber of man u fac tur -
ing assem bly plants (maquildoras) to lend to their employ ees with loan pay ments being
deducted directly from the borrowers’ salary (Ferguson, 2004). 
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Box 7.8 Why Land Titles May Not Be Use ful Col lat eral

For hous ing microfinance, the use of prop erty as col lat eral can be prob lem atic for sev eral 
rea sons. If land ten ure is uncer tain or fore clo sure laws are not well devel oped, it may be
dif fi cult for the MFI to fore close on the prop erty should a cli ent default on her loan. Even
when local laws allow the MFI to take over the prop erty of a delin quent cli ent, other bar ri -
ers may pre vent the MFI from find ing a new owner for that prop erty. A for mal real estate
mar ket may not exist, thus, not allow ing for accu rate val u a tion of the prop erty; poten tial
buy ers may not have the finan cial resources to pur chase the prop erty at the agreed-upon
value. Assum ing these bar ri ers can be over come, the MFI must decide whether it wants
to be involved in the busi ness of tak ing over and sell ing real estate – a new line of busi -
ness for MFIs and a dif fi cult one for socially-ori ented insti tu tions that do not want to
leave bor row ers home less, espe cially if the value of the loan out stand ing is but a frac tion
of the value of prop erty being seized.

Source: Adapted from Daphnis, 2004b.

13 This discussion of collateral and collateral substitutes is adapted from Vance (2004).



Life expec tancy. In coun tries or com mu ni ties with a rel a tively short life expec tancy, it is
more dif fi cult to pro vide medium- to long-term hous ing loans. In Zam bia, for exam ple, one
of the con se quences of the AIDS epi demic is an aver age life expec tancy of just 38 years.
Hous ing lend ers there require home own ers to pur chase life insur ance, which is included in
the monthly mort gage pay ments (Phillips, 2007).

Man ag ing sub si dies. To reach poorer mar ket seg ments, sub si dies for con struc tion assis -
tance or infra struc ture improve ments may be nec es sary. Indeed, there are good rea sons for
gov ern ments to sub si dize low-income hous ing. Hous ing microfinance can com ple ment
those sub si dies (see Box 13.2 in the chap ter on grants), but it is gen er ally rec om mended that
finan cial ser vices be kept dis tinct from the sub sidy ele ment. In a slum improve ment pro gram,
for exam ple, loans to indi vid ual slum-dwell ers should be man aged sep a rately from state sub si -
dies for infrastructure and sanitation (Brusky, 2004).

7.5 Assess ing Poten tial Demand 14

It was argued at the begin ning of this chap ter that there is demand at a global level for hous ing
microfinance. This is encour ag ing, but it is hardly suf fi cient infor ma tion for MFIs to deter -
mine whether there is suf fi cient demand for hous ing microfinance within their par tic u lar tar -
get mar ket to war rant devel op ment of a hous ing loan prod uct. This final sec tion pro vides
MFIs with some guid ance on the issues that should be con sid ered when assess ing demand for 
this product. 

As shown in Fig ure 7.1, poten tial demand is a func tion of three fac tors: need, will ing ness to
bor row and affordability. Need refers to the range of hous ing improve ments that poten tial
cli ents might want to make. Will ing ness to bor row refers to the tar get mar ket’s inter est in tak -
ing a loan to finance those needs. It is heavily influ enced by the terms of the loan being
offered and is often expressed as a per cent age (for exam ple, 75 per cent of cli ents sur veyed say 
that they would take on a three-year home improve ment loan car ry ing a 35 per cent inter est
rate). Affordability is deter mined by the cost of the home improve ment, the poten tial cli ents’
repay ment capac ity, and the loan terms (for instance, repay ment period, fre quency and loca -
tion, col lat eral requirements, fees and interest rate).

Once an MFI has selected its tar get mar ket, it can use focus groups, sur veys, site vis its and
case stud ies to col lect the infor ma tion it needs to assess these three fac tors. Some of the tools
that may be use ful in this pro cess include:

l Hous ing Stock Assess ment. This assess ment deter mines, inde pend ently of bor row ers’
pref er ences, which hab i tat improve ments appear to be needed and how often these
“needs” occur. For exam ple, 40 per cent of houses sur veyed may need new roofs, 10 per
cent may require improved or new latrines, and 75 per cent may need san i tary floors. The
assess ment requires a tech ni cally com pe tent per son to visit the tar geted com mu ni ties and
sys tem at i cally inspect the exist ing hous ing stock. 
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14 This section is adapted from CHF International (2001) and Daphnis (2004b).



Fig ure 7.1 Esti mat ing Poten tial Demand for Hous ing Microfinance
Ser vices

Source: CHF Inter na tional, 2001.

l Poten tial Cli ent Base line Sur vey. The goal of this sur vey is to obtain base line data on
the tar geted pop u la tion. It should iden tify income and expen di ture lev els, cur rent and past 
use of alter na tive for mal and infor mal finan cial ser vices, sav ings, debt obli ga tion lev els,
and per ceived hous ing needs.

l Cost Esti ma tion. A sim ple worksheet can be used to esti mate the costs of com plet ing
the dif fer ent home improve ment activ i ties iden ti fied in the hous ing stock assess ment and
tar get cli ent base line sur vey. It may be infor ma tive to inter view indi vid u als with local con -
struc tion expe ri ence to deter mine the costs of mate ri als and labor for the pro posed
improve ment pro jects.

Inter pret ing this data will not nec es sar ily be a straight for ward pro cess. Peo ple do not always
accu rately dis close infor ma tion on their income, expenses and sav ings, par tic u larly if they are
aware of the pur pose of the sur vey. They may under state their income and over state their
expenses. In addi tion, their per cep tions of how much they need to bor row may not cor re -
spond with how much they think they can afford for a monthly pay ment (see Box 7.9). Thus,
infor ma tion should be ver i fied by com par ing data gath ered from mul ti ple sources. For exam -
ple, dis pos able income could be esti mated through a com bi na tion of direct cli ent feed back, an 
assess ment of expenses and sav ings, and inter views with peo ple famil iar with the pop u la tion
group sur veyed, such as the MFI’s loan offi cers, the pro moter for a community-based
organization, or a local builder. 
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Another use ful pro cess for ana lyz ing the data gath ered is sen si tiv ity anal y sis of affordability. This
anal y sis exam ines the rela tion ships between capac ity to pay, loan terms and the cost of a hous ing
improve ment, as illus trated in the exam ple pro vided in Table 7.2. The cost of each hous ing
improve ment is taken from the cost esti ma tion worksheet com pleted dur ing mar ket research.

Table 7.2 Sen si tiv ity Anal y sis of Affordability

Cost of
Improve ment Inter est

 Monthly
pay ment

in 18
months

Min i mum
income

 Monthly
pay ment

in 24
months

Min i mum
income

 Monthly
pay ment

in 36
months

Min i mum
income

With No Con struc tion Assis tance

Roof 200 30% $13.93 $63.34 $11.18 $50.83 $8.49  $38.59

Latrine 120 30% $8.36 $38.00 $6.71 $30.50 $5.09  $23.16

San i tary floor 150 30% $10.45 $47.50 $8.39 $38.12 $6.37  $28.94

Room Addi tion 400 30% $27.87 $126.67 $22.37 $101.66 $16.98  $77.18

New Core Home 850 30% $59.22 $269.18 $47.63 $216.03 #36.08 $164.02

With  Some Con struc tion Assis tance

Roof 200 34% $14.34 $65.17 $11.60 $52.72 $8.93  $40.61

Latrine 120 34% $8.60 $39.10 $6.96 $31.63 $5.36  $24.37

San i tary floor 150 34% $10.75 $48.88 $8.70 $39.54 $6.70  $30.46

Room Addi tion 400 34% $28.68 $130.34 $23.20 $105.44 $17.87  $81.22

New Core Home 850 34% $60.93 $276.98 $49.29 $224.06 $37.97 $172.60

With Full Con struc tion Assis tance

Roof 200 38% $14.75 $67.03 $12.02 $54.65 $9.39  $42.68

Latrine 120 38% $8.85 $40.22 $7.21 $32.79 $5.63  $25.61

San i tary floor 150 38% $11.06 $50.28 $9.02 $40.99 $7.04  $32.01

Room Addi tion 400 38% $29.49 $134.07 $24.05 $109.30 $18.78  $85.36

New Core Home 850 38% $62.68 284.89 $51.10 $232.25 $39.91 $181.40

Source: Daphnis, 2004b.
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Box 7.9 Esti mat ing Demand at PLAN Inter na tional

PLAN Inter na tional’s hous ing finance sur veys showed that eco nom i cally active but very
poor PLAN fam i lies in nine coun tries around the world tended to con sis tently over state
hous ing needs and under state income. Only when PLAN asked cli ents about spe cific
amounts for afford able monthly pay ments and nar rowed the types of hous ing inter ven -
tion to home improve ments did it gen er ate infor ma tion that proved use ful in the ulti mate 
design of the hous ing loan. In those instances, PLAN had decided before con duct ing the
sur veys that it would offer some type of home improve ment loans with a short repay ment
period, as opposed to the long-term, high-value loans its cli ents invari ably wanted but
could not real is ti cally afford.

Source: Daphnis, 2004b.



The loan terms are set by the MFI as a func tion of the risks that it asso ci ates with the tar get
mar ket, its esti mate of what it will cost to deliver the prod uct and the type of cap i tal that it has
avail able to fund the prod uct, among other fac tors. In the exam ple pro vided, the MFI wanted
to explore poten tial demand for a prod uct that would have a term of 18, 24 or 36 months and
an inter est rate of between 30 and 38 per cent, depend ing on the degree of con struc tion assis -
tance pro vided. Finally, capac ity to pay is rep re sented by the min i mum monthly income
required to ser vice a loan with a par tic u lar set of loan terms.

Com par ing the infor ma tion sum ma rized in Table 7.2 with income dis tri bu tion tables for the
tar get pop u la tion and data on the will ing ness of the pop u la tion to bor row under each set of
loan terms, the MFI can esti mate the poten tial demand for var i ous loan sizes. It can also seg -
ment its tar geted pop u la tion by income and sum ma rize the results from Table 7.2 in a sep a -
rate chart that shows what improve ments can affordably be car ried out by each mar ket
seg ment. This infor ma tion can inform the MFI’s fea si bil ity assess ment as well as its mar ket ing 
of the hous ing loan prod uct should the MFI decide to proceed with the product’s
development.

7.6 Con clu sion

As dis cussed in Chap ter 2, mar ket demand is not the only fac tor that should be taken into
account when decid ing whether to develop a hous ing loan prod uct. MFI man ag ers will want
to con sider whether their insti tu tions have the capac ity to oper ate a hous ing loan prod uct, and 
if not, whether they have the resources to build that capac ity. They will also want to con sider
whether hous ing loans fit with their insti tu tion’s mis sion and vision, and if so, what kind of
loan design would fit best. Deci sions about whether to link the loan prod uct to other finan cial
ser vices, what kind of con struc tion assis tance to offer, if any, and whether to seek part ner -
ships in deliv er ing the prod uct will have far-reach ing impli ca tions for the level of demand,
costs and com pe ti tion. Most likely, a mar ket oppor tu nity exists, but it will not look the same
to all MFIs. Each insti tu tion must decide uniquely and care fully what it wants to achieve with
the prod uct and through what strat egy it will manage the risks inherent in it. 

Main Mes sages

1. Hous ing is typ i cally the great est source of wealth cre ation avail able to the poor.

2. Low-income house holds tend to build in small, incre men tal steps, so they need
financ ing that matches the pace of that approach.

3. Proof of land own er ship is not crit i cal for hous ing microfinance, but land secu rity is
essen tial.

4. The larger the loan, the more likely is the need for col lat eral that retains its value
over time.

5. Cli ents will seek to access hous ing loans for non-hab i tat activ i ties if the prod uct
offers them better terms than other loan prod ucts.
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Case Study: Hous ing Loans at CEMEX in Mex ico

CEMEX is the larg est cement man u fac turer in Mex ico and third larg est in the world. The
infor mal con struc tion sec tor accounts for almost 40 per cent of cement con sump tion in
Mex ico and rep re sents a poten tial annual mar ket of US$500–600 mil lion. More over, the 
seg ment has shown sta bil ity even dur ing the eco nomic cri sis of the mid 1990´s. The goal 
of CEMEX’s Patrimonio Hoy pro gram was to develop a deliv ery chain that would respond
to low-income house holds. In order to tap this mar ket, CEMEX had to adapt its exist ing
busi ness model based pri mar ily on sell ing its cement via large dis trib u tors to a scheme
that offers sav ings and credit com bined with tech ni cal assis tance, and engages directly
with thou sands of low-income cus tom ers.

The tar get com mu ni ties are those with fam ily incomes of US$10-15 a day. CEMEX’s
mar ket stud ies showed that obtain ing credit is one of the main bar ri ers for the poor. They
also found that women tra di tion ally save in clubs called tandas. Hence, Patrimonio Hoy
is based on adap ta tions to the tra di tional sav ing clubs. Three-per son sav ings groups are
formed; house wives in the com mu ni ties are enrolled as pro mot ers of the pro gram, and
are respon si ble for sales ses sions and the col lec tion of mem ber ship fees. The only
require ment for mem ber ship is a com mit ment to save a fixed amount for a def i nite
period, usu ally 70 weeks.

Upon enrol ment each mem ber saves for five weeks, where upon CEMEX pro vides the first
instal ment of credit through the deliv ery of mate ri als, equiv a lent to 10 weeks worth of
col lec tions. Sav ings and credit are at the core of the model. Prices of mate ri als are at
mar ket rates and remained fixed dur ing the 70 week cycle. By mak ing small reg u lar pay -
ments, the poor ben e fit from the com pet i tive pric ing. For CEMEX and the dis trib u tors,
this rep re sents a con tin ual rev e nue flow. Sup plies are guar an teed and ware hous ing ser -
vices are included, which adds sig nif i cant value for low-income cus tom ers since it
avoids dete ri o ra tion of stored mate ri als. Deliv er ies are made in stages pro vid ing sev eral
cycles of extended credit for the dura tion of the build ing pro cess. Each cus tomer
receives per son al ized tech ni cal advice from an archi tect in the plan ning of the incre -
men tal con struc tion. All costs, includ ing tech ni cal assis tance, are cov ered by the weekly 
mem ber ship fee.

The pack age of ser vices (credit, design lay out, ware hous ing, and trans por ta tion of build -
ing mate ri als) has resulted in ben e fits for the cus tomer by reduc ing the time to add a
room from 48 to 16 months, as well as a reduc tion in costs by more than two-thirds. For
CEMEX, the pro gram oper ates at a profit and addi tional rev e nue has come from sales to
non-Patriomonio Hoy cus tom ers via exclu siv ity agree ments with dis trib u tors that par tic i -
pate in the pro gram. Cur rently there are 86 ser vice cen tres in 42 cit ies in Mex ico. By
early 2008, US$82 mil lion had been loaned in credit, and 185,000 fam i lies reached.
CEMEX’s pro jec tions are to expand the ser vices in the next five years via 1,600 offices
and to two mil lion fam i lies.

Despite the pro gram’s suc cess, Hokans (2008) reports that CEMEX may move in the
future towards indi vid ual credit lines offered by con sumer lend ers in order to bring costs
down. One model for pos si ble rep li ca tion is that of Lendcor, a South Afri can com pany
that offers cell phones equipped with WIZZIT, a mobile bank ing plat form, to pen sion ers
and microentrepreneurs that want to buy build ing mate ri als and cement.  Using a sim i lar 
model, CEMEX cus tom ers could apply for a loan to pur chase mate ri als at one of
CEMEX’s build ing stores and then pay their loan instal ments via their cell phone or ATM
card.
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8 Emer gency and Con sump tion Loans15

“Eco nomic pov erty is not just a mat ter of low incomes, but also of irreg u lar and

uncer tain incomes.” ~ Rosenberg (2010)

Microcredit is known for its valu able con tri bu tion to pov erty alle vi a tion and to a lesser extent
job cre ation. Small loans for income gen er a tion allow poor house holds to ini ti ate eco nomic
activ i ties or expand exist ing microenterprises. Yet enter prise loans only ful fil half of credit’s
pov erty alle vi at ing poten tial. When con sid er ing the needs of the poor est house holds, equally
if not more impor tant are loans that allow them to smooth income and consumption.

This chap ter attempts to answer the fol low ing ques tions:

1. What is an emer gency loan?

2. Why do most MFIs not offer emer gency loans?

3. Why should MFIs offer emer gency loans?

4. When is credit the right choice?

5. How to design an emer gency loan?

8.1 What Is an Emer gency Loan?

Low-income house holds are vul ner a ble to a range of risks and eco nomic stresses, such as
those high lighted in Fig ure 8.1. The term emer gency loan con jures up images of typhoons,
earth quakes and post-war recon struc tion. That is not the intended mean ing of the term in this 
chap ter. While MFIs should have con tin gency plans for deal ing with disas ters (see Chap ter 18),
this chap ter focuses on loans that allow low-income per sons to cope with idio syn cratic
risks, risks that are asso ci ated with a spe cific indi vid ual, such as ill ness, a death in the fam ily,
and other urgent needs for cash. The pri mary pur pose of these loans is to help house holds to
smooth a tem po rary cash flow con straint so that con sump tion becomes less depend ent on
income dur ing the short-term.

Fig ure 8.1 Eco nomic Vul ner a bil i ties

Economic Stresses Idiosyncratic Risks Covariant Risks

• Wedding

• Cerimonies

• Child birth

• Education

• Raying rent, utilities

• Death

• Illness

• Accidents

• Loss of assets

• Business failure

• Unemployment

• Floods

• Drought

• Other disasters

Source: Authors.
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Poor, Vol. 4, No. 3 (Manila, Asian Development Bank, 2003).



In that con text, the main char ac ter is tics of an emer gency loan are: a small amount of money,
imme di ately avail able, and repaid in a rel a tively short period of time. In prac tice, such an
emer gency loan has the same char ac ter is tics as a con sumer loan (see Box 8.1) and could in
fact be used for a vari ety of pur poses. Or, to put it another way, loans that are not spe cif i cally
intended for emer gen cies could be used to address them. 
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Box 8.1 A Brief Look at Con sumer Loans

Con sumer credit has no defined financ ing pur pose. Loans are approved based on the
exis tence of col lat eral, typ i cally the bor rower’s sal ary or in some cases an object pur -
chased on credit. Loan anal y sis is sim ple, fast and can be han dled at low oper a tional
cost.

Con sumer lend ing is a rap idly-grow ing busi ness and con sumer credit insti tu tions are
increas ingly tar get ing low-income cli ents and the microfinance mar ket. The results, at
times, have been disas trous. In Bolivia, for exam ple, con sumer credit com pa nies pushed 
into the coun try’s microcredit mar ket in the 1990s, which until then had been served by
an estab lished microfinance sec tor. To com pen sate for a lack of local mar ket know-how,
and in lieu of car ry ing out their own credit anal y sis or demand ing col lat eral, the con -
sumer credit com pa nies set tled for the knowl edge that an apply ing bor rower was already
a cli ent of an MFI. The lax credit han dling and even tu ally exces sive offer ing of loans
resulted in the seri ous over-indebt ed ness of poor cli ents. When mac ro eco nomic con di -
tions dete ri o rated, the inflated sys tem col lapsed. Cli ents became insol vent, con sumer
credit insti tu tions went out of busi ness and MFIs, though most could sus tain their oper a -
tions, had to accept sub stan tial credit losses.

This has not been the con sumer credit expe ri ence every where, how ever. What is called
microcredit in South Africa is pri mar ily con sumer credit com ing out of the for mal iza tion
and expan sion of infor mal con sumer lend ing, rather than the devel op ment of income-
gen er at ing activ i ties through enter prise-based lend ing. It is wide spread and is hav ing an
impor tant albeit incom plete impact on low-income house holds’ access to finan cial ser -
vices. In Mex ico, Banco Azteca, a wholly-owned sub sid iary of Latin Amer ica’s larg est
spe cialty retailer (Grupo Elektra), took over the issu ance of instal ment loans tied to
Electra mer chan dise pur chases in 2002 and then started offer ing US$500 con sumer
loans not tied to mer chan dise in 2003. By the end of 2007, it had 15 mil lion cus tom ers
and an aver age loan out stand ing of US$257. Its growth and prof its have been phe nom e -
nal. Clearly, it is pro vid ing a ser vice that low-income house holds value, but the bank has
been heavily criti cised for annual per cent age rates above 85 per cent and sto ries of cli -
ent over indebt ed ness (Epstein and Smith, 2007).

Accord ing to Mugwang’a and Cracknell (2005), a grow ing num ber of microfinance
programmes are choos ing to pro vide con sumer loans to low-income sal a ried work ers,
who use their employ ment sta tus to bor row on behalf of poor rel a tives and to cover for
fam ily emer gen cies. The prod uct is per ceived to be a low-risk, high-return oppor tu nity,
but cau tion is war ranted (refer, for exam ple, to the case of Equity Bank that was pre -
sented in Box 1.2). Such loans usu ally rep re sent a move to a new mar ket seg ment and a
shift away from direct rela tion ships with cli ents to direct rela tion ships with employ ers.
The sys tems required to man age risk within this new kind of rela tion ship are fun da men -
tally dif fer ent than those used to man age risk with a microenterprise loan prod uct.

Source: Adapted from responsAbility, 2008.



8.2 Why Do Most MFIs Not Offer Emer gency Loans?

Most MFIs con sider loans that are not meant for income-gen er a tion pur poses as non-pro -
duc tive. MFIs are often ret i cent about offer ing these loans for a vari ety of rea sons. The most
com mon con cern is the per ceived credit risk asso ci ated with loans that do not gen er ate
income. This logic assumes that house holds can not afford to repay a loan unless it is used to
stim u late addi tional rev e nue. This belief is unfounded.

Many poor house holds bor row instead from friends, fam i lies and mon ey lend ers – per haps
under dis agree able loan terms – and find some way to repay. In Indo ne sia, cli ents of BRI
reported that about half of their loans were being used for non-entre pre neur ial activ i ties
(Karlan and Morduch, 2010) while in India, a study of SEWA Bank cli ents reported that only
23 per cent of borrowings were used for busi ness invest ment (Chen and Snodgrass, 2001).
Yet repay ment rates at BRI and SEWA were high at the time this research was con ducted.
Although some MFIs argue that their repay ment prob lems are caused by cli ents using loans
for non-pro duc tive pur poses, an alter na tive expla na tion is that these prob lems stem from a
mis match between the design of a prod uct and its use, and from the fact that credit deci sions
are typ i cally based on repay ment his tory rather than repay ment capac ity.

Some MFIs recog nise that cli ents need emer gency loans, but the organi sa tion’s deliv ery sys -
tems are not struc tured to pro vide them. To offer quick, has sle-free loans, credit deci sions
must be made close to the cli ents, which requires loan approval author ity in the field. Rural
MFIs find it dif fi cult and expen sive to use their exist ing deliv ery chan nels to pro vide such a
ser vice. Typ i cally emer gency loans would also be for indi vid u als, which may not syn chro nise
well with all group meth od ol o gies. Fur ther more, to con trol credit risk, some MFIs do not
allow cli ents to have more than one loan outstanding at a time.

In some coun tries, policymakers pre vent MFIs from non-pro duc tive lend ing. There is a
widely held per cep tion that con sumer loans are bad, that they con trib ute to over-indebt ed -
ness by encour ag ing peo ple to spend beyond their means. Since con sumer and emer gency
loans share some char ac ter is tics, the lat ter is vic tim ised by the bias against the for mer. While
over-indebt ed ness is a legit i mate chal lenge, it should not pre vent peo ple from access ing an
essen tial pov erty-alle vi at ing financial service.

8.3 Why MFIs Should Offer Emer gency Loans?

The par tial ity for pro duc tive loans, and prej u dice against con sump tion loans, sug gests that
some policymakers and prac ti tio ners are only see ing half of the microcredit pic ture. Indeed,
the pro vi sion of emer gency loans could be extremely ben e fi cial for cli ents and MFIs alike.

From the cli ent’s per spec tive, the vul ner a bil ity of low-income house holds is not elim i nated by 
access to income-gen er at ing loans. While a microenterprise loan may help the poor reduce
their vul ner a bil ity by boost ing income and assets, it is not an effec tive means to man age risks.
Loan sizes, terms and eli gi bil ity require ments (for exam ple, group guar an tees, weeks of
pre-loan meet ings, com pul sory sav ings) make microenterprise loans unsuit able to address a
house hold’s short-term need for cash.
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Poor house holds that have access to microenterprise loans remain vul ner a ble to numer ous
eco nomic stresses. Some risks con trib ute to unex pected increases in house hold expenses,
such as rebuild ing a dam aged house, pay ing for burial costs, or trav el ling to visit a sick rel a tive. 
Other risks, such as tem po rary unem ploy ment, death of live stock or theft of pro duc tive
assets, reduce a house hold’s expected income. Some risks increase expenses and reduce
income, such as the ill ness or death of a bread win ner. Emer gency loans are there fore valu able
com ple ments to microenterprise loans, pro vid ing safety nets to low-income house holds to
resist the down ward pres sures of eco nomic stresses, as depicted in Figure 8.2.

From the MFI’s per spec tive, var ied loan prod ucts can enlarge an organi sa tion’s mar ket. Not
all poor per sons are self-employed or want income-gen er at ing loans, so the pro vi sion of
non-pro duc tive loans can broaden an MFI’s impact by allow ing it to serve low-income com -
mu ni ties as a whole. If the organi sa tion serves a broader mar ket, then an emer gency loan
prod uct also diver si fies an MFI’s credit risk. The cross-sell ing of emer gency loans to exist ing
cli ents allows the organi sa tion to increase the out stand ing bal ance per cli ent which –  assum -
ing that risks are suf fi ciently con trolled – increases per cli ent prof it abil ity since there are no
addi tional acqui si tion costs. By quickly help ing cli ents dur ing times of need, the MFI is also
likely to strengthen cus tomer loy alty.

Fig ure 8.2 Microenterprise Credit and Emer gency Loans:
Two Sides of the Same Coin

Source: Chur chill, 2003.

Although many MFIs are inter ested in devel op ing sav ings and insur ance ser vices to help cli -
ents to man age house hold and busi ness risks, an emer gency loan is prob a bly an eas ier ser vice
to develop, par tic u larly for nongovernmental organi sa tions (NGOs). Microcredit NGOs are
typ i cally pro hib ited from mobi lis ing depos its and should only offer insur ance as an agent for
an insur ance com pany. Plus, the pro vi sion of emer gency loans is sim i lar to the core com pe -
tency of microcredit NGOs – deliv er ing microenterprise loans – and there fore will not
require fun da men tal changes to their systems or human resource needs.

Microfinance insti tu tions that develop deliv ery mech a nisms for emer gency loans may learn
some thing about flex i bil ity that could pos i tively affect the design of their other loan prod ucts.
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If such improve ments were to occur, it would raise a per ti nent ques tion: is it nec es sary to have 
mul ti ple loan prod ucts or would it be better to have one flex i ble loan that could be used for
many purposes? 

8.4 When Is Credit the Right Choice?

Along with sav ings and insur ance, emer gency loans are one of three types of risk-man ag ing
finan cial ser vices that enable low-income house holds to cope with eco nomic stresses. Gen er -
ally, sav ings is the most ver sa tile and least expen sive. Ide ally, sav ings is the pre ferred option
for expected expenses, such as school fees and reli gious cer e mo nies. Insur ance is most rel e -
vant for larger expenses stem ming from risks that are less likely to occur. An emer gency loan
may be appro pri ate to cover unex pected eco nomic stresses in the event that some one has not
built up suf fi cient sav ings reserves or pre fers not to deplete them, and for risks that are not
cov ered or not sufficiently covered by insurance. 

As shown in Fig ure 8.3, low-income house holds oper ate at the mar gins. In some months,
income exceeds expenses, but in other months the house hold runs a def i cit. In this par tic u lar
exam ple, even though dur ing the 12 month period total income slightly exceeds total
expenses, from Decem ber through April the house hold is spend ing more money per month
than it earns. If the house hold has not saved its sur plus, or if that sav ings is not liq uid (e.g.,
sav ings in live stock or jewel lery), then an emer gency loan can help the house hold to smooth
consumption until May.

Fig ure 8.3 Income Smooth ing

Source: Authors.

In this sce nario, an emer gency loan would reduce the need for dis tress-sell ing – the sell ing
of assets to access quick cash, usu ally at a below-mar ket rate – by allow ing peo ple to bor row
against future earn ings. Credit is only a pos si ble solu tion, how ever, if pro spec tive bor row ers
can con vince lend ers that they will have: a) future earn ings to repay the loan; and b) suf fi cient
secu rity to guarantee the loan.
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The choice between rely ing on sav ings ver sus bor row ing depends partly on whether the eco -
nomic stress decreases income or increases expenses in the medium term, as shown in Fig ure
8.4. Drought, for exam ple, decreases income in the same way that a microentrepreneur would
expe ri ence poor mar ket con di tions. In this sit u a tion, the pre ferred response would be to
reduce con sump tion and/or draw down on sav ings. Credit is an unde sir able cop ing strat egy
because the expected reduc tion of income in the com ing months means that it will be dif fi cult
to ser vice the loan. An MFI should avoid extend ing a loan in these cir cum stances; it could
worsen the bor rower’s sit u a tion since inev i ta ble late pay ments would dam age the house hold’s 
abil ity to bor row in the future.

When decid ing between sav ings and credit, it is also impor tant to con sider whether the eco -
nomic stress has cre ated a tem po rary or per ma nent cash flow prob lem. A long-term prob lem,
such as the death of a bread win ner, can not eas ily be smoothed over by a small, short-term loan.

Fig ure 8.4 Cop ing with Eco nomic Stresses

Source: Chur chill, 2003.

Alter na tively, if the shock gen er ates an expense, but does not adversely affect one’s gross
income, then an emer gency loan could be a rea son able solu tion. For exam ple, replac ing a roof 
is an unex pected expense that does not affect income. So rather than draw down on sav ings,
which should be reserved for a time when a peril sup presses house hold income, an emer gency 
loan for the addi tional expense might be appropriate.

A slight twist to this logic emerges when access ing sav ings means cash ing in on pro duc tive
assets. If some one’s pri mary sav ings strat egy is to rein vest in his or her microenterprise, then
draw ing down on sav ings would decrease rev e nue gen er a tion. In this sit u a tion, a loan might
serve the house hold better than de-cap i tal is ing the business. 

8.5 How to Design an Emer gency Loan

Three issues of par tic u lar con cern in design ing emer gency loans – inter est rate, credit risk and
deliv ery meth ods – are dis cussed below.

Inter est Rate

Inter est rate is the most straight for ward of the three. There may be an incli na tion for organi -
sa tions to offer emer gency loans at a lower price than other credit prod ucts since cli ents who
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request these loans are expe ri enc ing a finan cial hard ship. That incli na tion should be avoided
because dis counted loans will stim u late a huge demand for ersatz, or arti fi cial, emer gen cies.
In fact, it is pos si ble to argue that the risks and trans ac tion costs asso ci ated with small,
short-term loans jus tify a higher inter est rate than an income-gen er at ing loan. In addi tion, if
the MFI strongly pre fers that loans are indeed used for real emer gen cies rather than for con -
sumer pur poses, then a higher inter est rate might contribute to that objective.

Con trol ling Credit Risk 

An emer gency loan prod uct needs to respond to cri ses with out over indebt ing cli ents, and
with out wors en ing the MFI’s port fo lio qual ity. There are sev eral dif fer ent approaches that an
MFI might take toward con trol ling the credit risk of an emer gency loan. 

The most com mon method for MFIs is to rely on the cli ent’s credit his tory as a col lat eral
sub sti tute. Bor row ers who have repaid sev eral loans with out a late pay ment are eli gi ble for a
par al lel loan no ques tions asked, as long as the loan amount is below a pre-approved thresh -
old. For exam ple, Financiera Calpia in El Sal va dor has a cus tomer rat ing sys tem based on
repay ment his tory (see Box 8.2). Cli ents with the best rat ings are eli gi ble for small, short-term
loans that can be accessed con cur rently with microenterprise loans. Along the same lines, in
the Phil ip pines, CARD Bank’s mul ti pur pose loan is a par al lel loan avail able to exist ing clients
with a good track record.
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Box 8.2 Pre ferred Ser vices at Calpiá, El Sal va dor

Financiera Calpiá, an MFI in El Sal va dor, has a cus tomer rat ing sys tem that enables its best
cus tom ers to access pre ferred ser vices. The rat ing sys tem com bines quan ti ta tive and qual i -
ta tive indi ca tors on a scale of 1 to 5. The quan ti ta tive mea sure is based on the aver age num -
ber of days late per repay ment; cus tom ers who aver age less than three days late receive an
excel lent rat ing (1) and those between three and five receive a good rat ing (2). Using the
same scale, the loan offi cer also gives the cus tomer a rat ing based on his or her coop er a tive -
ness. Con se quently, if a cus tomer missed a pay ment because of a good rea son like a death
in the fam ily, the loan offi cer rat ing can make sure that she is not unduly penal ized.

Cus tom ers who receive a 1 or 2 rat ing for sev eral stan dard microenterprise loans become 
eli gi ble to access a sec ond-tier of pre ferred loan prod ucts, includ ing sea sonal loans and
auto matic credit. Sea sonal loans are short-term work ing cap i tal loans intended for peri -
ods of peak busi ness demand, although they could also be used for emer gency pur poses. 
These loans are accessed con cur rently with microenterprise loans for cus tom ers whose
pre vi ous loan was repaid with a 1 rat ing and who have never exceeded a 2 on any loan. 

Calpiá’s auto matic credit is sim i lar to a line of credit, except that each time cus tom ers
draw down on their credit limit, they sign a sep a rate loan con tract. To access auto matic
credit, the cus tomer must have repaid three stan dard loans with a 1 rat ing or main tained
a 1 rat ing for 12 months. Once they are eli gi ble for auto matic credit, cus tom ers receive a 
“Pre ferred Cus tomer” iden ti fi ca tion card and the loan offi cer con ducts a detailed anal y -
sis of the busi ness to set the credit limit. The inter est rate on the auto matic credit is also
lower than on the stan dard loan prod uct to reward those cus tom ers and encour age their
loy alty.

Adapted from Chur chill, 1999.



The logic of this credit risk con trol is that the ser vice is so valu able that cli ents would strive to
main tain their good stand ing and retain eli gi bil ity for future emer gency (and microenterprise)
loans. The most impor tant advan tage of the credit his tory approach, besides the ease of
admin is tra tion, is that it cre ates a strong cus tomer loy alty incen tive: it rewards the MFI’s best
cli ents by pro vid ing them with access to a preferred service. 

In using this approach, MFIs need to be care ful to use credit his tory to deter mine eli gi bil ity,
but not the loan amount. Auto mat i cally deter min ing loan sizes based on the amounts repaid
to date runs the risk of over-indebt ing house holds. The loan amount should be based on
repay ment capac ity. Since a capac ity assess ment could delay the deliv ery of an emer gency
loan, some organi sa tions con duct peri odic assess ments to deter mine how much cli ents would 
be eli gi ble for, and then allow them to draw down amounts below that ceil ing when and if they 
need it.

The pri mary down side of the credit his tory approach is that it has a lim ited scope. Because
only per sons with out stand ing microenterprise loans are eli gi ble, credit his tory “col lat eral” is
not effec tive in serv ing the low-income com mu nity at large. 

Guar an tors or co-sign ers can also be used to con trol credit risk. Since vul ner a ble per sons
already rely heavily on the eco nomic sup port of fam ily and friends, a guar an tor arrange ment
can for ma lise fam ily or social obli ga tions with out upset ting the cash flow of the assis tance
pro vider. Guar an tors could be pro vided within the con text of a bor rower group, whereby the
group approves and guar an tees a mem ber’s loan, or it could be orga nized on an indi vid ual
basis out side of the group sys tem. An indi vid ual arrange ment makes it pos si ble for MFIs to
address the broader com mu nity’s need for emer gency loans instead of just serving existing
borrowers. 

The main chal lenge to con trol ling credit risk through guar an tors is whether the legal sys tem
can eas ily and cost-effec tively enforce the con tract. Another lim i ta tion is whether peo ple who
need emer gency loans can find co-sign ers who would meet the MFI’s cri te ria. In addi tion, the
pro cess of ver i fy ing that indeed the guar an tor met the eli gi bil ity cri te ria might make it dif fi cult 
to make credit deci sions in a timely man ner, unless pro spec tive guar an tors were pre-approved 
before a loan is actually needed.

Credit risk for an emer gency loan can also be man aged through non-tra di tional col lat eral,
such as a pawn lend ing arrange ment with jewel lery or other small, valu able items (see
Box 8.3). For this type of secu rity to work, the MFI needs the exper tise to assess the value of
the col lat eral and a safe means of stor ing it until the loan is repaid. A pawn-lend ing facil ity also 
requires a retail out let or a method for sell ing unclaimed items. If these con di tions could be
met, then a pawn loan could be extremely ver sa tile. Assum ing that a pawn bro ker is locally
avail able, trans ac tion costs are quite min i mal for lender and bor rower alike. Pos si ble dis ad -
van tages are: do low-income house holds have assets to pawn, and is pawn ing a cul tur ally
acceptable means of accessing funds?
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Deliv ery Meth ods

Per haps even more chal leng ing than con trol ling credit risk is design ing an effec tive deliv ery
method. By def i ni tion, emer gency loans need to be made imme di ately avail able at a loca tion
that is close to the cli ent. Per haps the ideal arrange ment from the bor row ers’ per spec tive
would be daily door-to-door ser vice, such as that pro vided by SafeSave in Ban gla desh, or a
large branch net work that would ensure facil i ties were close at hand. Unfor tu nately, these
over head costs can only be jus ti fied where there is a mar ket con cen tra tion, in cit ies and towns. 
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Box 8.3 A Fresh Look at Pawn shops

Pawn shops are an impor tant source of microcredit in many devel op ing coun tries. Nev er -
the less, many prac ti tio ners, policymakers, and fund ing agen cies seem to be prej u diced
against them. They con sider pawn ing to be a “des per ate mea sure” and an activ ity that
needs to be cur tailed. Per sons inter ested in finance for low-income house holds should
take a fresh look at pawn ing. 

Where pawn ing is acces si ble, low-income per sons use pawn shops to obtain cash for
emer gency cash needs, as well as to expand their busi nesses and finance con sump tion.
In Thai land, for exam ple, low-income house holds use pawn shops to obtain cash to pay
school fees. Pawn shops in Shang hai receive fre quent vis its from a large num ber of small
enter prise oper a tors in need of rel a tively short-term and small vol ume loans in the city. 

Pawn ing has sev eral attrac tive fea tures for the pawn shop or the finan cial insti tu tion and
the bor rower:

l A pawn ing trans ac tion is sim ple: the bor rower pledges an asset for a spec i fied sum of
money (a per cent age of the appraised value of the asset) and retains the right to
redeem it within a spe cific time by return ing the orig i nal sum plus inter est. If the item 
is not redeemed by the agreed time, the bor rower loses the asset. This is the end of
the trans ac tion and hence there is no “ever-increas ing debt” in pawn ing. For the
pawn ing ser vice pro vider, the main costs include labour, cost of cap i tal, build ing,
secu rity, and insur ance.

l Pawn ing sub stan tially reduces the lender’s risk com pared with other types of
microcredit. Also, the lender’s trans ac tion costs are min i mal because there is no need 
to col lect and ana lyze infor ma tion about the cli ent’s cash flow and credit worthi ness,
although the lender has to ascer tain that the pledged asset has not been sto len. A
pawn loan can be pro cessed very quickly. Thus, the lender can make a large num ber
of small trans ac tions in a short period. There is no need for fre quent con tact with cli -
ents because each loan involves only two trans ac tions (dis burse ment and recov ery).

l Bor row ers are not sub jected to high trans ac tion costs. A bor rower makes only one trip
to secure a loan and one to make the repay ment. Dis burse ment is quick. Pawn shops,
there fore, can be a reli able source of credit for emer gen cies. The need for dis tress
sell ing of assets can also be min i mized if pawn ing facil i ties are avail able. Cli ents can
get a lower inter est rate from pawn shops than from most infor mal com mer cial mon ey -
lend ers. Another advan tage is that cli ents are not involved in com plex “social rec i -
proc ity arrange ments” because the trans ac tion is straight for ward. 

Adapted from Fernando, 2003.



To reach out to rural areas, one pos si bil ity is through part-time branches that are only
staffed a cou ple of days a week – but what hap pens if some one des per ately needs money dur -
ing an off day? Another pos si bil ity is a sys tem of mobile out lets that spend an hour in 6 or 8
vil lages a day, although they may represent a security risk.

To over come this deliv ery chal lenge, the orig i nal design of the vil lage bank ing meth od ol ogy
called for groups to main tain an inter nal account, which would be cap i tal ised through man -
da tory sav ings. Vil lage banks could then lend out that money as they saw fit. These funds were 
often used for emer gency loans, to help mem bers who had urgent needs for small amounts of
money. A sim i lar arrange ment occurs in the self-help group meth od ol ogy common in India. 

Another approach worth explor ing is to estab lish mutu ally ben e fi cial part ner ships with
local shop keep ers. They already have finan cial trans ac tions with poor peo ple and may
already be act ing as mon ey lend ers. Shop keep ers may be expe ri enc ing some dif fi cul ties in
get ting repaid and they may not have suf fi cient cash to keep up with demand. An MFI, on
the other hand, wants to help low-income per sons better man age their irreg u lar cash flows,
but doing so cre ates credit risks and trans ac tion costs. If they work together, the MFI might
be able to develop sys tems to improve the shop keep ers’ lend ing efforts, such as pric ing,
screen ing and mon i tor ing, which would also improve the shop keeper’s busi ness by reduc -
ing loan losses and increas ing sales. Shop keep ers would effec tively work as agents for the
MFI. The microfinance insti tu tion would pro vide loan cap i tal, train ing, doc u men ta tion,
and assis tance in delin quency man age ment, but the two part ners would share the risk. This
arrange ment might be a boon to the MFI as well because the shop keep ers’ famil iar ity with
their cus tom ers could reduce infor ma tion asym me tries, and their prox im ity to the cli ents
would improve cus tomer value and mini mise trans ac tion costs, all with hardly any addi -
tional over head expenses.

Main Mes sages

1. Emer gency loans are a valu able com ple ment to microenterprise loans because they
pro vide a safety net that reduces the impact of risk events.

2. Con sump tion loans are not bad as long as the house hold can repay them.

3. If an eco nomic shock simul ta neously increases a cli ent’s expenses and reduces
income, emer gency loans will rarely be appro pri ate.

4. Resist the temp ta tion to offer emer gency loans at a lower price than other credit
prod ucts.

5. Access to emer gency loans can pro vide a strong cus tomer loy alty incen tive.

8 Emer gency and Con sump tion Loans Product Options
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9 Microinsurance16

“Risk and vul ner a bil ity to risk are fun da men tal causes of under de vel op ment.”
~ Mosley (2009)

Insur ance is a finan cial ser vice that helps peo ple man age risks, but it is not the only finan cial
ser vice that can do this. After defin ing insur ance, this mod ule describes risk-man ag ing finan -
cial ser vices and explains the con di tions under which insur ance is pre ferred over sav ings and
credit. In addi tion, this mod ule pro vides some exam ples of microinsurance prod ucts offered
by MFIs, describes dif fer ent struc tures for deliv er ing insur ance, and offers prac ti cal rec om -
men da tions to MFIs that are inter ested in pro vid ing insur ance. The struc ture of this chapter is 
as follows:

1. What is insur ance?

2. Sav ings, credit or insur ance?

3. MFIs and their moti va tion

4. Insti tu tional arrange ments

5. Microinsurance prod ucts

6. Where to begin?

7. Con clu sions and rec om men da tions

9.1 What Is Insur ance?

Insur ance is com monly a mis used term. Peo ple often say insur ance when they are refer ring to
sav ings or credit prod ucts that ful fil a risk-man ag ing func tion. For insur ance to be insur ance,
it needs to involve a risk-pool ing mech a nism. This mech a nism com bines the resources of
the many to com pen sate for the losses of the few. In effect, pol i cy hold ers pay pre mi ums for
the aver age loss suf fered by the group rather than for the actual cost incurred when a risk
event occurs. Risk-pool ing ben e fits the few who suf fered the loss, while the many basi cally
receive “peace of mind” in exchange for their premium payments.

Because of this risk pool ing, the value of an insur ance ben e fit is related to the cost of the loss,
not to the value of the pre mium pay ments that have been made. If the pay out amount is
directly related to the value of the “pay-in,” then the cli ent is receiv ing a sav ings ser vice, not
insur ance.

Insur ance is a new busi ness for microfinance insti tu tions and not merely another prod uct.
The insur ance busi ness has a more com pli cated risk struc ture that requires dif fer ent man age -
ment skills than those com monly found in MFIs. There fore, they should tread care fully, rec -
og niz ing that insur ance is sig nif i cantly out side their area of expertise.
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9.2 Sav ings, Credit or Insur ance?

Risk man age ment has always been an objec tive of microcredit cus tom ers. Most MFIs admit
that cli ents occa sion ally use busi ness loans to pay for med i cal expenses or funer als, or to
smooth house hold cash flow. Even if they do not have an imme di ate emer gency, some cus -
tom ers invest only a por tion of the loan in their busi nesses, and they save the rest so that they
will have a cush ion to fall back on if they expe ri ence repay ment prob lems. In these exam ples,
cli ents use a prod uct designed for one pur pose to ful fill a dif fer ent objec tive because that is
the only finan cial service that is available.

As MFIs begin pro vid ing prod ucts that more accu rately fit the pur pose for which cli ents use
them, they need to think more about risk man age ment. Three classes of risk-man ag ing finan -
cial prod ucts are: (1) liq uid sav ings accounts; (2) emer gency loans; and (3) microinsurance,
which includes cov er age for death, ill ness, dis abil ity, and property loss.

Although all three can help reduce vul ner a bil ity, when is insur ance a more appro pri ate
response than sav ings or credit? Fig ure 9.1 depicts areas that insur ance prod ucts can best
address based on the fol low ing two vari ables:

1. The degree of uncer tainty about whether, when, and how often a loss will occur; and
2. The cost of the poten tial loss.

Insur ance is not an effec tive response in three areas. First, for losses that are very cer tain to
occur, the risk-pool ing mech a nism can not work.17 Sec ond, insur ance is also not appro pri ate
for small losses because admin is tra tive and trans ac tion costs would make the prod uct too
expen sive. Third, insur ance is not always effec tive in address ing covariant risk, when many
peo ple in the risk pool are affected at the same time.

Fig ure 9.1 Credit, Sav ings, or Insur ance?

Brown and Churchill, 1999.
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On the basis of this assess ment, nor mal life cycle events (births, wed dings, edu ca tion) are
better addressed through var i ous sav ings prod ucts. Even unplanned but rel a tively inex pen -
sive losses can be served through liq uid sav ings accounts. But the poor can not always save for
a rainy day. For them, emer gency loans could address sud den and unfore seen needs.

Sav ings and credit are much more flex i ble than insur ance. A life insur ance pol icy, for exam ple,
will not help some one who is robbed or whose house burns down. Most losses expe ri enced by
low-income house holds are small. To help reduce their vul ner a bil ity, liq uid sav ings and emer -
gency loans are the most appro pri ate responses to deal with the bulk of their risks. Before ven -
tur ing into the con fus ing world of insur ance, a MFI would pro vide its cus tom ers with greater
value if it first devel oped these other risk-man ag ing finan cial ser vices. Once an orga ni za tion
helps its cli ents to reduce their expo sure to most of their risks, then it can con sider how to
reduce vul ner a bil ity to the fewer, but more expen sive, risks that can be cov ered by insur ance.

It is impor tant to note that the poor are often unfa mil iar with insur ance, or uncom fort able
with it. Indeed, insur ance may not be their pre ferred means of man ag ing risks for per sonal or
cul tural rea sons. Low-income house holds may see insur ance as a lux ury that only peo ple with
excess income can afford. If a low-income house hold must choose between putt ing food on
the table and pay ing for pro tec tion against a future calam ity that they do not know will occur,
they are likely to spend their money on food. Fur ther more, if the risk does not occur, they will
believe that they have spent their lim ited resources unnec es sar ily, and all they have to show
for it is peace of mind. One cannot eat peace of mind.

The rela tion ship between a finan cial insti tu tion and its cus tom ers is quite dif fer ent for sav -
ings, credit and insur ance. With credit, the MFI puts its money at risk. Despite inten tions to
reach large vol umes of peo ple, microfinance insti tu tions need to care fully select credit worthy
appli cants. Credit should not be over sold because if the sup plier aggres sively drives out reach,
it will invari ably reach an increas ingly risky mar ket. For sav ings, the risk roles are reversed.
Depos i tors need to trust that the insti tu tion will be finan cially sol vent and safe guard their
assets. Sav ers can fairly eas ily test whether their money is acces si ble and secure by
withdrawing their funds.

The risk rela tion ship with insur ance is more com plex. As with credit, there is a screen ing ele -
ment to ensure that the cli ent pool does not include an over-rep re sen ta tion of high-risk indi -
vid u als. But like sav ings, there is a crit i cal need for pro spec tive pol i cy hold ers to trust the
insti tu tion. Unlike depos i tors, how ever, pol i cy hold ers can not eas ily test whether the insurer
will ful fil its obli ga tions – with life insur ance, the pol i cy holder has to die before the insurer has 
to respond. 

9.3 MFIs and Their Microinsurance Motivation

Microfinance insti tu tions are indeed a major deliv ery chan nel for microinsurance, but before
get ting into detailed rec om men da tions, it is impor tant to start with a basic ques tion: should an 
MFI get involved in offer ing insur ance? When microfinance insti tu tions are inter ested in
insur ance, their main moti va tion is often to reduce their credit risk in the event that bor row ers 
or their fam ily mem bers expe ri ence death, ill ness or other losses. If insur ance can help pro tect 
the house holds in such cir cum stances, it will indi rectly safe guard the MFI’s portfolio. 
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Another moti va tion behind the inter est in insur ance is to improve the wel fare of their cli ents.
MFIs typ i cally have dual mis sions to alle vi ate pov erty or pro mote eco nomic devel op ment
while gen er at ing a profit (or cov er ing their costs). The social mis sion of improv ing the wel fare 
of poor house holds can be enhanced through the pro tec tion provided by insurance.

There are also a num ber of legit i mately com mer cial rea sons why MFIs might be inter ested in
pro vid ing insur ance, such as:

l Cus tomer loy alty: Many MFIs real ize that they need to offer a vari ety of prod ucts to
enhance reten tion, so that even when cli ents do not want a loan, they may still appre ci ate a
sav ings account, a wire trans fer ser vice or…insur ance pro tec tion. 

l Prod uct prof it abil ity: A diverse prod uct menu allows cross-sell ing oppor tu ni ties and
spreads the acqui si tion costs for a cli ent across mul ti ple prod ucts, enhanc ing prod uct
prof it abil ity.

l Diver si fy ing income streams: Microinsurance pro vides an addi tional source of income
either from profit if the scheme is pro vided in-house (and well-man aged), or from fees if
done in part ner ship with an insurer. The lat ter sit u a tion is par tic u larly inter est ing to MFIs,
which wel come oppor tu ni ties to earn income with out tak ing risks.

Of course, there are also dis ad van tages to offer ing insur ance. It is a dif fer ent busi ness from
sav ings or credit, requir ing dif fer ent exper tise. Even offer ing insur ance prod ucts in part ner -
ship with an insurer can be time-con sum ing and demand ing. A num ber of orga ni za tions, like
ProCredit banks in East ern Europe, have no inter est in offer ing insur ance, directly or indi -
rectly, so they are not dis tracted from their core ser vices. Other MFIs may be will ing to pur -
chase credit life cov er age to pro tect their loan port fo lios, but are less inter ested in pro vid ing
addi tional ben e fits to their cus tom ers because of the addi tional work required. 

If an MFI believes that there are more pros than cons, and decides that it wants to branch out
into the brave new world of insur ance, there are two key ques tions it needs to con sider when
offer ing microinsurance:

1. Through what insti tu tional arrange ment should it offer insur ance?

2. What types of cover should it offer? 

9.4 Institutional Arrangements

If an MFI wants to offer insur ance to its cli ents, there are four main ways to do so: a) in part -
ner ship with an insur ance com pany, b) by cre at ing its own insur ance bro ker age, c) by
self-insur ing or d) by cre at ing its own insur ance company. 

Part ner-agent model

Under what cir cum stances is one option pref er a ble to the oth ers? Cer tainly, if no insur ance
com pany is avail able or will ing to offer pro tec tion through the MFI, then it could go on its
own. How ever, the pos si bil ity of not being able to find an inter ested insur ance part ner is
becom ing increas ingly less likely as more insur ers seek oppor tu ni ties to reach new mar kets.
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MFIs are also becom ing more con vinc ing, arm ing them selves with argu ments and expe ri -
ences to per suade insur ers that this is indeed a valu able market opportunity for them. 

In gen eral, if an MFI can not entice an insurer into a part ner ship, it is prob a bly not effec tively
com mu ni cat ing what it has to offer. Many insur ers are attracted to the pros pect of access ing a
large num ber of new cli ents through a cheap dis tri bu tion net work. MFIs should rec og nize
that insur ers and bank ers may have very dif fer ent atti tudes toward the masses of low-income
peo ple. For bank ers, whose money is at risk when they lend, the poor are a risky mar ket.
Insur ers, how ever, tend to be inter ested in ways of reach ing an expan sive mar ket cost-effec -
tively. For insurers, volumes speak volumes.

To make the part ner-agent model work effec tively for MFIs, the fol low ing rec om men da tions
emerge from the expe ri ences of MFIs around the world:

l Tell them what you want: To get good prod ucts and pro cesses from insur ers at a decent
price, MFIs need to know what they want and they have to sit in the driver’s seat in the
nego ti a tions. The larger they are, the more demand ing they can be. ASA, an MFI in Ban -
gla desh, and Oppor tu nity Inter na tional affil i ates in the Phil ip pines have designed their
own prod uct spec i fi ca tions and then sent requests to insur ers to bid on their pro posed
prod uct.

l Know your stuff: MFIs need to speak with author ity, using lan guage that insur ers under -
stand backed up with com pel ling data. One advan tage of an MFI is that it can often cre ate
use ful actu ar ial data from its own expe ri ence of work ing with cli ents, to which the insurer
oth er wise would not have access. 

l Choose a trust wor thy insurer: It is often pref er a ble to part ner with a well known insur -
ance com pany because it helps cre ate trust and con fi dence in insur ance. With out trust, cli -
ents may be unwill ing to pay pre mi ums today against the prom ise of a pos si ble future
ben e fit. In India, Tata-AIG has a sig nif i cant advan tage in the low-income mar ket because
of the high name rec og ni tion of the Tata brand. 

l Do not be afraid to switch part ners: MFIs do not have to be wed ded to one insur ance
part ner for ever. If the insurer is not per form ing, the MFI can look for a new part ner.
Although this should not be taken to an extreme; fre quently chang ing insur ance part ners
can cause con fu sion among cli ents and staff.

l Involve the insurer: The alter na tive to chang ing part ners is to get exist ing part ners to
improve. Shep herd (India) found that it was use ful to invite insur ers into the field so they
could under stand the tar get mar ket better and rec og nize the dif fer ences between insur -
ance and microinsurance. 

l Ask for train ing: A major chal lenge in intro duc ing insur ance is train ing the MFI’s
employ ees, par tic u larly the frontline staff who are respon si ble for sales and ser vice. Sev -
eral MFIs have per suaded their insur ance part ners to train their employ ees in insur ance in
gen eral and the prod ucts in par tic u lar.

l Man age claims: An effi cient claims-pro cess ing sys tem is one of the most impor tant
points for nego ti a tion. MFIs should insist that they pay the claims (at least for life insur -
ance), and then be reim bursed by the insurer, on the basis of doc u men ta tion that is appro -
pri ate for their cli ents. 
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l Cre ate a review com mit tee: Since claims pro cess ing tends to be one of the most con ten -
tious issues, Shep herd formed a review com mit tee, with rep re sen ta tives from the MFI,
insurer and cli ents, which meets quar terly (or more often if nec es sary) to improve claims
pro cesses.

l Elim i nate exclu sions: Strive to per suade insur ers to drop as many exclu sions as pos si -
ble, even if the MFI has to pay a higher price, because that sim pli fies the prod uct and
makes it eas ier to explain to cus tom ers. It also reduces claims rejec tions that could cause
sig nif i cant pub lic rela tions prob lems for the MFI.

l Main tain and ana lyse data: MFIs should main tain good infor ma tion about insur ance
per for mance, enabling them to develop exper tise over time and to push insur ance part -
ners for better deals. An appro pri ate and “actuarially-approved” man age ment infor ma -
tion sys tem (MIS) is cru cial.

l Deter mine the costs: MFIs need to con duct a cost ing anal y sis to deter mine how much
they need to earn in com mis sion (or through a pre mium mark-up) to cover their admin is -
tra tive expenses. Even seamlessly inte grated insur ance, like com pul sory cov er age, cre ates
some addi tional admin is tra tive costs for the MFI.

l Own the cli ents: Some entre pre neur ial insur ance com pa nies might be inter ested in steal -
ing the cli ents in the future. The MFI should always “own” the cli ent. This can be done if
the MFI is always the insti tu tion that sees the cli ent.

Insur ance bro ker age or agency

The cre ation of an MFI-owned insur ance bro ker age is essen tially a more sophis ti cated ver -
sion of the part ner-agent model. This approach, often used by credit union net works, facil i -
tates access to for mal insur ance for MFIs and mem bers alike. As with the part ner-agent
model, this arrange ment has the advan tage of outsourcing the risk to for mal insurers. 

The advan tage of the bro ker age arrange ment over the basic part ner-agent model is that an
orga ni za tion affil i ated to an MFI (or a group of MFIs) devel ops insur ance exper tise to nego ti -
ate the best deals. The bro ker age is not tied to any one insur ance com pany, so it can explore
var i ous options on behalf of its two main cus tom ers, the MFIs and their cli ents. In addi tion,
the bro ker age is not lim ited to using MFIs as the dis tri bu tion chan nels. Once it under stands
the needs of the low-income mar ket, it can explore other strat e gies for extend ing insur ance to
the poor, such as through coop er a tives, com mu nity orga ni za tions, and even retail ers. Oppor -
tu nity Inter na tional has recently launched such an ini tia tive (the Micro Insur ance Agency).
The insur ance bro ker age could also be seen as a first step towards cre at ing an insur ance com -
pany, although that does not necessarily have to be the objective.

Going solo

A third option is for MFIs to self-insure, in other words, to carry the risk them selves. There
are com pel ling rea sons why some microfinance insti tu tions would want to self-insure, as well
as some strong argu ments against it.

One argu ment for self-insur ance is a belief that the MFIs (or their cus tom ers) will have to pay
extra for the insurer’s over head. For the most basic prod ucts, like credit life, that logic might
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be valid. How ever, basic credit-life insur ance largely ben e fits the lender since it means the
MFI does not have to solicit loan repay ments from the deceased’s sur vi vors.18 If the MFI
really wants to reduce the vul ner a bil ity of its cus tom ers, more com pli cated prod ucts are
required – prod ucts that an MFI prob a bly can not offer on its own. 

Both TYM (Viet Nam) and CARD (Phil ip pines) had neg a tive expe ri ences try ing to enhance
cus tomer value on their own. They pro vided credit life on a self-insur ance basis and gen er ated 
sig nif i cant sur pluses. Con se quently, they thought it would be a good idea to offer addi tional
ben e fits, by includ ing other fam ily mem bers or by cov er ing addi tional risks. They added these
ben e fits, how ever, with out assess ing the impact that they might have on claims. As a result,
CARD’s pen sion plan nearly bank rupted the com pany (see Box 5.3 in Chap ter 5), and TYM’s
hos pi tal iza tion ben e fit threat ens to do the same even though the ben e fit is extremely mod est. 

Another con cern sur round ing self-insur ance is the extent to which an MFI will cope if it expe -
ri ences cat a strophic losses. The pri mary rea son why MFIs should not self insure – besides not 
hav ing the exper tise to price and design prod ucts appro pri ately – is because they will have dif -
fi culty meet ing claims if many cli ents are affected by a peril at the same time. Since they are not 
for mal insur ers, they do not have access to rein sur ance, which is how insur ers cope with
covariant risks. 

Vimo SEWA (India) learned this les son the hard way. After sev eral years of neg a tive expe ri -
ences with insur ance part ners, it began offer ing in-house health insur ance in 1996, and then
added asset insur ance in 1998. Ini tially, Vimo SEWA’s tran si tion to self-insur ance had pos i -
tive finan cial and ser vice ben e fits – claims were paid faster and not rejected, and Vimo SEWA
began build ing up some reserves. How ever, when the Jan u ary 2001 earth quake struck
Gujarat, over Rs 3.4 mil lion (US$75,000) was required to sat isfy claims, caus ing a severe finan -
cial strain. Prior to the earth quake, annual pay outs for asset pro tec tion were below Rs 30,000
(US$662). This expe ri ence helped Vimo SEWA appre ci ate the need for rein sur ance, and led
the orga ni za tion back to the partner-agent approach. 

The main point is that a self-insur ing MFI must think care fully about how it will con trol
covariant risks. It could exclude such risks to limit its expo sure, which is what the Indian MFI
Spandana does. This approach, how ever, aban dons cli ents when they need the help most.
More over, exclud ing cover does not help the MFI man age its credit risk in a disas ter sit u a tion. 
Alter na tively, a self-insur ing MFI could solve this prob lem by buy ing catas tro phe cover with
an insur ance com pany, so the MFI cov ers idio syn cratic risks in-house while outsourcing
covariant risks to an insurer.

A fur ther argu ment against going solo is that it may be ille gal to offer insur ance with out a
licence. Reg u la tors gen er ally do not bother with small schemes. Some orga ni za tions man age
to dis guise their schemes by call ing it a mem ber-ben e fit instead of insur ance. Insur ance reg u -
la tors may be will ing to look the other way, or may not even real ize that the scheme exists.
How ever, once it achieves sig nif i cant scale, it is bound to attract atten tion. In addi tion, reg u -
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lated MFIs are prob a bly not allowed to keep insur ance lia bil i ties on their bal ance sheets, so for 
them (or MFIs plan ning to trans form), self-insurance may not be an option. 

Some MFIs self-insure because they do not want to share the insur ance prof its with another
orga ni za tion. Sim i larly, if going solo means lower over head costs, the cov er age could be
cheaper for the cli ents. Con se quently, some MFIs con tend that they can pro vide greater cus -
tomer value with out involv ing an insurer. 

Another aspect of cus tomer value is the ser vice stan dard for claims pay ments. For MFIs that
have tried work ing with insur ers and given up, prob lems with claims –includ ing delays and
rejec tions – are prob a bly the num ber one rea son for the divorce. If the MFI self-insures, it can 
pay claims quickly and impose less oner ous doc u men ta tion require ments on the ben e fi cia ries. 
For exam ple, when Spandana was col lab o rat ing with the Life Insur ance Cor po ra tion of India, 
claims often took two to three months or more to be paid. After the MFI moved the scheme
in-house, it was able to set tle 73 per cent of claims within seven days. 

Experts have mixed opin ions on the topic of self-insur ance. Leftley (2005) feels strongly that
there are no good rea sons why MFIs should take on insur ance risk as long as there is exist ing
under writ ing capac ity in the coun try. Other experts are more open-minded about the issue,
will ing to con cede that self-insur ance might even be pref er a ble to the part ner-agent approach
if cer tain con di tions are met: 

1) the MFI is large enough to pool risks (at least 10,000 mem bers) and those risks are rea son -
ably homo ge neous;

2) the prod uct is kept sim ple;

3) the MFI obtains catas tro phe cov er age from an insur ance com pany;

4) the MFI accesses appro pri ate tech ni cal assis tance to help with prod uct design, pric ing,
data man age ment and per for mance mon i tor ing; and 

5) reg u la tors will allow it.

Cre at ing an insur ance com pany

The fourth option is for an MFI or an asso ci a tion of MFIs to cre ate their own insur ance com -
pany. In many coun tries, credit unions and coop er a tives have sat is fied their insur ance needs
through insur ers owned by the asso ci a tion and its mem bers. The typ i cal approach has been
for the credit unions to cre ate a bro ker age com pany that facil i tates access to insur ance for the
credit unions and mem bers alike. Over time, the bro ker age builds up suf fi cient exper tise in
under writ ing, set tling claims and man ag ing data, and amasses suf fi cient funds to form a credit
union-owned insurance company.

In some juris dic tions, it might be appro pri ate for other types of MFIs or MFI asso ci a tions to
cre ate their own insur ance com pany. In the Phil ip pines, CARD has cre ated a mutual ben e fit
asso ci a tion (MBA) that is “owned” by the mem bers, but struc tured to meet the insur ance
needs of the MFI. Some advan tages of cre at ing an insur ance com pany over self-insur ance are:

l It sep a rates the credit and insur ance risks into dif fer ent orga ni za tions;

l It ensures that exper tise is engaged in the man age ment of the insur ance busi ness;
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l It can col lab o rate with mul ti ple dis tri bu tion chan nels to extend insur ance to the poor and
hence it can reach many more peo ple; and

l It enables the microinsurer to access rein sur ance.

Com pared to the part ner-agent approach, an MFI-owned insur ance com pany allows the MFI
greater influ ence on prod uct design and ser vice stan dards. Fur ther more, it enables any prof its
to be redis trib uted to the pol i cy hold ers. How ever, the man age ment of the insur ance com pany 
should be kept at an arm’s length from the MFI so as not to jeop ar dize the sound ness of its
insur ance deci sions. In par tic u lar, care ful con sid er ation should be given to the invest ment
strat egy, since it is unwise to mix the credit and insur ance risks by invest ing too great a pro por -
tion of pre mi ums in the MFI’s loan port fo lio.

The trans for ma tion of an infor mal scheme into an insur ance com pany is not with out its chal -
lenges. In some juris dic tions, there may be sig nif i cant start-up and report ing require ments
that do not jus tify the effort. For years, Self-Employed Women’s Asso ci a tion (SEWA) in
India has had its sights set on cre at ing an insur ance com pany. How ever, it has not been able to 
raise the min i mum cap i tal require ment, and the Indian insur ance reg u la tors are not inter ested
in mak ing an excep tion for microinsurance.

9.5 Microinsurance Prod ucts19

There are three basic types of insur ance prod ucts: life insur ance, prop erty insur ance and
health insur ance. Each of these is dis cussed briefly below.

Life Insur ance

Of the three types of insur ance, life insur ance can be the most sim ple and is the one most
com monly offered by microfinance insti tu tions. The insured event – death – is easy to ver ify,
it is dif fi cult to fake, it occurs only once per per son, and the risk of moral haz ard is low
because most pol i cy hold ers do not pur posely increase the chances that the event will occur by 
engag ing in risky behav iour. There are many dif fer ent kinds of life insur ance, with vary ing lev -
els of complexity:

l Credit life insur ance pays the out stand ing bal ance of a loan in the event of the death of
the bor rower. Thus, the insur ance term cor re sponds with the loan term.

l Term life insur ance pro vides cov er age against the death of an insured per son for a spec -
i fied period of time, such as one, five or ten years. The amount paid out in the event of
death is pre-deter mined in the insur ance con tract. The sav ings com ple tion insur ance dis -
cussed in Chap ter 5 is a type of term life pol icy.

l Whole (or per ma nent) life insur ance dif fers from term insur ance in two ways. First, it
offers pro tec tion for a life time rather than just a fixed term. Sec ond, it has a cash value that 
can be drawn down or bor rowed against like a sav ings account. The cash value equals the
pre mi ums paid, less the cost of pro vid ing the insur ance, plus inter est earned on the pre mi -
ums.
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l Endow ment life insur ance com bines fea tures of both term and per ma nent insur ance.
Like per ma nent life, endow ment pol i cies have a cash value. How ever, endow ment pol i -
cies pro vide pro tec tion for a fixed term, rather than for a life time. If an endow ment pol icy
reaches the end of its term and the pol i cy holder has not died, he or she receives a fixed pay 
out rep re sent ing the cash value of accu mu lated pre mi ums plus inter est. Endow ment pol i -
cies are dis cussed in more detail in Chap ter 5.

l Life sav ings insur ance pro vides a death ben e fit that is linked to the amount of sav ings
that the insured per son has in his or her account. Pop u lar ized by credit unions as a way to
pro mote sav ings, pre mi ums are paid by the finan cial insti tu tion to an insurer based on a
mul ti ple of the total value of its sav ings accounts. Depos i tors implic itly assume a lower
inter est rate on their sav ings in exchange for this mem ber ben e fit. In the event of death,
ben e fi cia ries receive a pay out equal to a mul ti ple (usu ally dou ble) of the sav ings in the
account of the deceased (usu ally up to a max i mum amount).

l Annu ities are among the most com plex life insur ance prod ucts. As dis cussed in Chap ter
5, they are basi cally retire ment sav ings plans that pay pol i cy hold ers a reg u lar pay ment until 
they die. If a pol i cy holder dies before a cer tain age, then the ben e fi ciary earns either a lump 
sum or a series of pay ments. There are two peri ods asso ci ated with annu ities: the accu mu -
la tion period when the pol icy holder pays pre mi ums, and the pay out period when the
insurer makes pay ments to the pol i cy holder.

Prop erty Insur ance

Prop erty insur ance can pro tect against the cost of dam age or loss of just about any type of
asset. Some of the assets that low-income house holds might need to pro tect include live stock, 
homes, busi ness stands, inven tory, equip ment, modes of trans port (for exam ple, rick shaws or 
boats, in the case of fish ing com mu ni ties), tools and per sonal valu ables. Prop erty insur ance is
sim i lar to term life insur ance in that it offers cov er age of a fixed amount for a lim ited period of 
time. It dif fers from life insur ance in that it cov ers dam age to, as well as loss of, the insured
asset. As a result, the pro vi sion of prop erty insur ance tends to be risk ier and more admin is tra -
tively com plex than many types of life insur ance. There are four main rea sons for this:

1. Greater com plex ity in asset val u a tion: Prop erty insur ers need to have a reli able method
for deter min ing the value of the asset to be insured. For exam ple, should the com pen sa -
tion for a poor fam ily that has their insured pig sto len be deter mined based on the orig i nal
pur chase price of the pig, on the cost of replac ing the pig today, or should a fixed value be
placed on all insured pigs? Con duct ing asset val u a tions increases the admin is tra tion
required to issue a prop erty insur ance pol icy.

2. Pos si bil ity of repeat dam age: Unlike life insur ance, a sin gle prop erty insur ance pol icy
may expe ri ence mul ti ple claims – peo ple can die only once, but an insured asset can be
dam aged many times.

3. Higher risk of moral haz ard: A pol i cy holder with insur ance pro tec tion may be less likely
to take proper care of what ever is insured.

4. Higher like li hood of fraud u lent claims: House holds can more eas ily make false claims
about dam age to an asset than death of a fam ily mem ber. Prop erty insur ers need greater
con trols to pro tect against such abuses, and these con trols increase the admin is tra tion
required to ver ify claims.
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Prop erty insur ance is usu ally offered by microinsurers to insure the prop erty that is col lat eral
for an MFI loan or a lease. For instance, Grameen Bank requires insur ance cov er age on all
loans used to pur chase live stock, and the NLC of Paki stan has man da tory insur ance on leased
assets (Havers, 1999). To reduce the risk and com plex ity of the prop erty insur ance pol i cies,
ben e fits are often lim ited to the out stand ing bal ance of the related credit rather than the
replace ment value of the asset. A few MFIs do pro vide other types of prop erty insur ance.
SEWA offers a mul ti ple risk pol icy that cov ers the loss or dam age of house hold and busi ness
assets due to nat u ral calam i ties, human-made disas ters and fire up to a pre-deter mined
amount. Columna in Gua te mala offers similar coverage as a single risk policy.

Disas ter insur ance and crop insur ance are two prod ucts that could be extremely valu able for
low-income com mu ni ties, yet there has been lit tle suc cess with these prod ucts to date.
Threats from nat u ral disas ters, such as earth quakes, hur ri canes or floods are dif fi cult to insure 
against for three main rea sons. First, disas ters are usu ally dif fi cult to pre dict. His tor i cal occur -
rences of such risk events are not strong pre dic tors of future disas ters. Sec ond, when a disas -
ter does occur, the total finan cial losses can be very high. And third, a nat u ral disas ter is a
covariant risk that will affect many of an insurer’s pol i cy hold ers at once. The only way to pro -
vide disas ter insur ance is through a rein sur ance arrange ment that broad ens the risk pool
across coun tries and regions, and protects insurers against catastrophic losses.

Agri cul tural insur ance schemes in devel op ing coun tries have pro duced poor results for
decades, partly because they were oper ated by para-statal organi sa tions that were not sub ject
to rig or ous finan cial dis ci pline and partly because they were not able to over come the risk of
moral haz ard. They typ i cally offered ‘area yield guar an tees’ which pro vided loan repay ment
and occa sion ally income sup ple ments to farm ers suf fer ing crop yields below an estab lished
min i mum, but no incen tive for farm ers to put max i mum effort into pro duc ing the best yield
possible (Mosley, 2009).

An impor tant inno va tion has been the recent pilot test ing of weather insur ance schemes that
are based on rain fall instead of crop yield. If the rain fall index falls below a cer tain per cent age
of its aver age value, pay outs are made in pro por tion to likely crop losses.  By link ing ben e fits
to rain fall, weather insur ance resolves sev eral of the chal lenges that ear lier crop insur ance
schemes failed to over come: 1) moral haz ard is elim i nated, since nobody can influ ence rain -
fall; 2) admin is tra tive expenses are dra mat i cally reduced, since claim ver i fi ca tion is unnec es -
sary; 3) ben e fits can be paid out as soon as the size of the local rain fall defi ciency is known;
and 4) low-income indi vid u als who are affected indi rectly can also ben e fit from the scheme
(for exam ple, land less labour ers, who will have lit tle work if a har vest is poor). Addi tional
details about these schemes can be found in Chap ter 20 on rural microfinance.

Health Insur ance

Health insur ance helps house holds cover the costs of hos pi tal and sur gi cal expenses, med i ca -
tions, and doc tor’s fees. Health insur ance pol i cies usu ally pay for some or all of the costs
incurred as a result of spec i fied acci dents or ill nesses. These costs are gen er ally reim bursed to
the house hold after ver i fi ca tion of a claim or paid directly to the care pro vider. The range of
health prob lems cov ered and the expected cost of treat ing these prob lems deter mine the pre -
mi ums and the degree of risk for the insurer.
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The pro vi sion of health insur ance is more risky and more com plex than either life or prop erty
insur ance. There are mul ti ple rea sons for this:

l The range of causes of health risks are var ied and it is dif fi cult to esti mate the prob a bil ity
that each ill ness will occur for each sub set of the pop u la tion.

l Health insur ance usu ally includes pre ven ta tive care, such as annual check-ups, that can not 
be risk-pooled.

l Detailed infor ma tion is required to iden tify and clas sify the rel a tive risk level asso ci ated
with a poten tial pol i cy holder. 

l Mul ti ple claims are likely, and there is poten tial for over-usage. 

l There is sig nif i cant risk of adverse selec tion and moral haz ard. Those in poorer health will
be more likely to buy health insur ance pol i cies, and once pol i cies have been bought, pol i -
cy hold ers may not be as care ful with their health since they know they have access to
afford able treat ment.

l The involve ment of the health care pro vider as a third party nat u rally increases the com -
plex ity of each trans ac tion, but it also increases the poten tial for inef fi ciency and abuse. A
doc tor may over-pre scribe or add addi tional pro ce dures to a cli ent’s bill if he knows that
the bill will be paid by an insur ance plan rather than by the cli ent. Pol i cy hold ers and
healthcare pro vid ers can also col lude to defraud the insurer. 

Although health insur ance is a dif fi cult prod uct for MFIs to offer, two com pel ling argu ments
may entice an insti tu tion to diver sify in this direc tion. First, MFIs with a strong social agenda
may see them selves as much more than just a microfinance insti tu tion. Sec ond, the health
expenses of bor row ers and their fam ily mem bers could adversely affect an MFI’s loan port fo -
lio. With out pro tec tion from the finan cial risk asso ci ated with ill ness, mem bers often use their 
income-gen er at ing loans to pay for health expenses, and then have dif fi culty repay ing their
loan. Their other options for cov er ing health costs - with draw ing from their sav ings account,
bor row ing from mon ey lend ers or sell ing pro duc tive equip ment - can all have neg a tive effects
on the microenterprise, and consequently the MFI’s loan portfolio. 

Most health microinsurance prod ucts that exist today restrict cov er age to low fre quency,
high-cost events such as hos pi tal iza tion. India’s Yeshasvini Coop er a tive Farm ers Health
Scheme takes this approach, cov er ing more than 1,600 dif fer ent sur ger ies but no expen di -
tures that are unre lated to hos pi tal iza tion with sur gery. In sit u a tions where health care costs
are low com pared to oppor tu nity costs in the event of a hos pi tal iza tion, ben e fits some times
take the form of a per diem pay ment which the pol i cy holder can use as he or she pleases. In
Jor dan, for exam ple, Microfund for Women’s Care Giver prod uct pays out a lump sum ben e -
fit for each night a bor rower spends in the hos pi tal and cli ents can use the funds to cover costs 
such as trans por ta tion, childcare and med i cal fees, as well as lost income. Bor row ers are auto -
mat i cally cov ered when they take a new loan; they do not need to have a med i cal exam, and
there are no exclu sions for pre-existing conditions (Microfund for Women, 2010).

Minor health shocks are a more press ing con cern for most low-income house holds than hos -
pi tal iza tion, how ever, and there are few schemes in oper a tion that cover out pa tient ser vices.
This is unfor tu nate, since such schemes could encour age reg u lar check-ups, early diag no sis
and timely care for minor ill nesses, reduc ing over all treat ment costs and low er ing claims for
inpa tient insur ance prod ucts. They might also increase the take up of microinsurance and sta -
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bi lize the risk pool (Leatherman et al., 2010). A hand ful of more com pre hen sive health insur -
ance schemes are being tested using tech nol ogy to help man age costs and risk, which may
pro vide insights and les sons for other MFIs in the near future. In Nige ria, for instance,
Clearline Inter na tional has part nered with four major banks to intro duce a health insur ance
scheme spe cif i cally tar geted at the infor mal sec tor using elec tronic “Magicards” and recharge
scratch cards to facil i tate trans ac tions and mon i tor ing (Clearline Inter na tional, 2010). In
India, the CARE Foun da tion is plan ning to use hand-held devices to enable the deliv ery of
basic health care, data col lec tion, bio met ric iden ti fi ca tion, insur ance and financial transactions 
in rural areas (CARE Foundation, 2010). 

Since the link between an MFI’s core ser vices and health insur ance is not par tic u larly strong,
and health insur ance is a both com plex and expen sive prod uct, most MFIs tend to steer clear
of it. As an alter na tive, some have devel oped sav ings and loan prod ucts spe cif i cally to meet
cli ents’ health care financ ing needs. At Réseau des Caisses Populaires du Burkina (RCPB), for
instance, cli ents who open a health sav ings account agree to set aside a min i mum monthly
amount and must show med i cal receipts or a doc tor’s order to be able to with draw funds. The
account is blocked dur ing an ini tial six-month “cap i tal iza tion period,” after which cli ents who
con tinue sav ing become eli gi ble for a health loan in the case of a major med i cal expense that
their health sav ings can not cover (Reinsch and Ramirez, 2010). 

MFIs inter ested in offer ing health insur ance would be wise to keep the scheme at arm’s length 
from their microfinance activ i ties. Unlike life insur ance, where it is advan ta geous for the MFI
to man age claims, with health insur ance the MFI should avoid the admin is tra tive bur den of
claims pro cess ing. In addi tion, it is dif fi cult for health microinsurance to be self-sus tain ing.
Con se quently, MFIs need to ensure that any insur ance losses do not adversely affect their
microfinance operations. 

9.6 Where to Begin?

One of the key fac tors in decid ing what type of insur ance to offer is the MFI’s moti va tion for
doing so. MFIs’ moti va tions gen er ally fall into two cat e go ries: 1) to reduce credit risks by
being able to recover loans if bor row ers die or are too ill to repay; and 2) to assist their cli ents
in man ag ing risks and to cope with cri ses and eco nomic stress. Of course, many orga ni za tions
may be moti vated by both objec tives, but their pri mary moti va tion will prob a bly influ ence
their choice of insur ance ser vices and the means of offering them.

In gen eral, it is eas ier for MFIs in the first cat e gory to meet their objec tives than for MFIs in
the sec ond cat e gory. Owing to its rel a tive sim plic ity, basic credit-linked insur ance is more
likely to be avail able to MFIs and more afford able to cli ents, and it is more likely that MFIs
can self-insure. Com pre hen sive cov er age – to pro tect the poor from the many risks that they
really worry about – is very dif fi cult for MFIs to offer on their own and may not be avail able
from other sources. 

If MFIs are moti vated to offer insur ance pri mar ily because they want to help their cli ents
man age risks, and if they are not already offer ing sav ings, then that should be their first pri or -
ity (where the law allows). The poor are vul ner a ble to a range of risks and eco nomic stresses,
many of which rep re sent rel a tively small but nag ging expenses for which insur ance is not an
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appro pri ate solu tion. Insur ance cov ers larger losses and is very risk-spe cific; for exam ple, a
life insur ance pol icy can not help some one whose valu ables are sto len. Sav ings (and emer -
gency loans) are more flex i ble and respon sive in coping with risks than insurance. 

MFIs with a broader devel op ment objec tive should also con sider help ing their cli ents to pre -
vent or mit i gate their risks, like Shep herd which offers health work shops and cat tle care
camps. While an MFI might under take pre ven tion strat e gies to ful fil its social mis sion, such
mea sures could have the addi tional advan tage of reduc ing claims, and there fore have a pos i -
tive impact on the via bil ity of the insurance product. 

In select ing insur ance prod ucts, it is impor tant for MFIs to rec og nize that they can not cover
all risks and cli ents can not afford to buy numer ous insur ance prod ucts. Indeed, this might be
a rea son to avoid insur ance alto gether, since MFIs do not want cli ents to pay insur ance pre mi -
ums at the expense of loan repay ments or sav ings depos its. If an MFI does decide to go ahead
with insur ance, the chal lenge is to fig ure out the most cost-effec tive solu tions to its cli ents’
primary problems.

Credit life or credit life plus?

In gen eral, it makes sense for MFIs to start with a sim ple pol icy to learn about insur ance. Sim -
ple prod ucts work best because they are eas ier to admin is ter and eas ier for cli ents to under -
stand. Once MFIs know how to man age insur ance risks (either on their own or in part ner ship
with an insurer), then they can move on and pro vide cov er age that better meets cli ents’ needs.
Sim i larly, once the mar ket better under stands what insur ance is, and begins to develop an
insur ance cul ture, cli ents will be more will ing to pay for broader benefits. 

The sim plest insur ance prod uct is a basic credit life pol icy. How ever, on its own, such a pol icy
will not meet the objec tives laid out above. It will not cre ate a firm foun da tion on which to
build other insur ance prod ucts because it does not require the nec es sary infra struc ture. Since
the ben e fit is paid to the MFI, no mech a nism needs to be devel oped to pay claims to cli ents.
And since the prod uct is usu ally man da tory, staff do not have to explain it to cus tom ers. Thus, 
no oppor tu nity is cre ated for staff or cus tom ers to learn about insur ance, and no con tri bu tion
is made towards cre at ing an insur ance cul ture among the poor. The pre mi ums will be inte -
grated into another finan cial trans ac tion, so no mech a nism needs to be devel oped to pay pre -
mi ums. The only addi tional oper a tional infra struc ture required is to col lect the nec es sary
claims doc u ments, but that is not a firm foundation on which to build other insurance
products.

To begin to cre ate a cul ture of insur ance among the poor, it would be pref er a ble to start with a 
credit life plus prod uct that requires some train ing of staff, cli ent edu ca tion, and tan gi ble ben -
e fits that the cli ents (or at least their ben e fi cia ries) actu ally see. For that to hap pen, cli ents
should have some choice of ben e fits so they have to make an edu cated deci sion about what
cov er age they want. Some of the addi tional ben e fits that could be offered with a credit life
insurance policy include:

l Credit dis abil ity: This cov ers the out stand ing bal ance of the loan in the event of per ma -
nent dis abil ity and not just death.
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l Addi tional ben e fit: If the bor rower dies dur ing the loan term, ben e fi cia ries would
receive a fixed pay out to cover funeral and other imme di ate expenses, in addi tion to hav -
ing the out stand ing bal ance of the loan paid.

l Addi tional lives: The pol icy would cover not only the bor rower, but also a cer tain num -
ber of addi tional house hold mem bers.

l Con tin u a tion: A one-month renew able term pol icy could be pur chased at the end of a
loan term if a cli ent wanted to con tinue his or her insur ance cov er age with out tak ing
another loan.

An MFI could make basic credit life man da tory, but then give cli ents the option of pur chas ing 
one or more of the above ben e fits. At min i mum, it would be good to extend some cov er age to 
other fam ily mem bers so that cli ents can actu ally ben e fit from insur ance with out dying. This
would also increase the like li hood that peo ple in a com mu nity will have a chance to see that
the MFI is ful fill ing its insur ance obli ga tion.

Inte grated or stand-alone?

To offer insur ance cost-effec tively to the poor, one of the main strat e gies is to com bine it with 
another finan cial ser vice, in other words with sav ings or loans, so that the trans ac tion costs
can be min i mized. Since credit is the core busi ness of many MFIs, the insur ance and loan
terms can coin cide so cli ents can renew their loan and their insur ance at the same time. By
link ing cover to the loan, an MFI can also make the pre mium eas ier to pay by deduct ing it
from the loan amount. How ever, not every one wants a loan, and even peo ple who want loans
do not want them all the time, so credit-linked insur ance pro vides incom plete cov er age.

Con se quently, a link between sav ings and insur ance pro vides more con tin u ous cov er age than
the credit-insur ance link. For sav ings-linked insur ance prod ucts, pre mi ums can be also be
paid by auto mat i cally deduct ing the amount from the sav ings, although there is a pub lic rela -
tions risk that depos i tors may not be aware that the money is being deducted.

From an MFI’s per spec tive, the insur ance prod ucts that make the most sense are inte grated
into or linked to the orga ni za tion’s core ser vices of credit and pos si bly sav ings. Not only do
inte grated prod ucts enhance effi ciency, but also they bol ster the MFI’s core products. 

Still, there may be jus ti fi ca tion for con sid er ing stand-alone insur ance. The stron gest argu ment 
is to retain pol i cy hold ers who want to stop bor row ing. MFIs that offer loan-linked insur ance
should seri ously con sider a con tin u a tion pol icy that enables cli ents to retain insur ance cover
between loans. As long as the MFI has a pre mium-col lec tion method that is inde pend ent
from a loan, this is a fairly low risk prod uct because it does not require additional screening.

A sec ond rea son to offer stand-alone insur ance is to expand the MFI’s mar ket, reach ing peo -
ple it can not serve through sav ings and loans. If the MFI does adopt that approach and it sells
microinsurance to non-mem bers, the orga ni za tion (or its insur ance part ners) is vul ner a ble to
adverse selec tion risks. To con trol this risk, insur ance should only be offered to per sons who
have joined a group for pur poses other than access ing insur ance, or increase ben e fits grad u -
ally over time, or both.
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Man da tory or vol un tary?

Another key deci sion is whether insur ance should be man da tory or vol un tary as sum ma rized
in Table 9.1. Either approach can be taken; how ever, for group meth od ol o gies the cov er age
must be con sis tent within each group. If a group decides to have insur ance, then all mem bers
must carry it. Because of joint lia bil ity, it would be unfair for some mem bers to pay pre mi ums
and there fore relieve the group from the bur den of pay ing for them in the event of default
caused by an insured risk, while oth ers con tinue to depend on the group as the fallback.

Table 9.1 Advan tages of Vol un tary vs. Man da tory Loan Cov er age

Vol un tary Man da tory

1. Vol un tary insur ance requires that the cli ent and
staff under stand the prod uct. This ensures a
suf fi cient invest ment in devel op ing the prod uct
in clear, com mu ni ca ble terms for mar ket ing
purposes.

2. It enables the insti tu tion to assess the demand
for the prod uct.

3. A vol un tary ser vice pro vides better value to
cli ents because it does not force them to
pur chase prod ucts they do not want.

1. Man da tory insur ance requires a sim ple track ing
and man age ment sys tem. It is eas ier to track
insur ance for all cli ents than to dis tin guish
those who are insured and those who are not.

2. It reduces the risk of adverse selec tion.
Because all cli ents are required to join, there is
not a high per cent age of high-risk pol i cy hold ers.

3. It enables the insur ance pro vider to reach large
num bers of pol i cy hold ers, which allows for both 
econ o mies of scale and a higher like li hood that
actual losses will track closely to the expected
losses.

4. It is much less expen sive for cus tom ers.

Source: Churchill et al., 2002.

Long-term or short-term?

Short-term insur ance is eas ier for MFIs to offer than lon ger-term cov er age. It is eas ier to pre -
dict whether an insured event will occur in the next year than over the next five or ten years. If
an insurer makes errors in the pric ing, it is only com mit ted to those mis takes for a short period 
of time, after which it can make adjust ments. It is strongly rec om mended that microfinance
insti tu tions do not get involved in long-term insur ance on their own.

Fur ther more, many MFIs are not in a posi tion to offer long-term insur ance in part ner ship
with an insur ance com pany because their deliv ery sys tems typ i cally revolve around short-term 
loans. For exam ple, Tata-AIG (an insurer) and the Bridge Foun da tion (an MFI) linked up to
sell a long-term life insur ance prod uct that required pre mi ums to be col lected over many
years. The pilot proved unsuc cess ful because the loan term and the insur ance term did not
coin cide. When cli ents decided to stop bor row ing, the MFI did not have a mech a nism for
them to con tinue to pay their pre mi ums, result ing in many lapsed policies.

An MFI that uses a sav ings account as a deliv ery mech a nism could the o ret i cally offer
long-term insur ance. Yet microfinance insti tu tions may see long-term insur ance offered on
behalf of an insur ance com pany as com pe ti tion for the MFI’s own sav ings products.
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How to sell it?

Although stud ies con sis tently find that the hypo thet i cal demand for insur ance is high, the
uptake of a new insur ance prod uct is often slow and renewal rates low (Dercon, 2009). In the
main stream insur ance mar ket this phe nom e non is well-known and has resulted in the say ing,
“insur ance is sold, not bought.” Many of the rea sons for which the mar ket ing of insur ance
prod ucts is dif fi cult have already been men tioned: a lack of under stand ing about what insur -
ance is, the upfront cost of the insur ance pre mium, the lack of trust in insur ance com pa nies to 
pro vide com pen sa tion when a cri sis strikes, and the lack of oppor tu ni ties for poten tial cli ents
to test an insur ance pro vider’s sol vency and cred i bil ity.

When an MFI decides to offer an insur ance prod uct for the first time, it must think seri ously
about these bar ri ers and include strat e gies for address ing them in its prod uct design. Some of
the fea tures that have helped MFIs get their microinsurance prod ucts off the ground
include:20

l Sim plic ity. A sim ple prod uct design, with as few exclu sions as pos si ble, is eas ier for staff
to explain and for cli ents to under stand. La Equidad in Colom bia, for exam ple, has two
microinsurance prod ucts, but has had more suc cess with the one that is sim pler.

l Ease. In Nic a ra gua, one MFI gave away tick ets for six free months of insur ance. All the
win ners had to do was go to the MFI with their doc u ments, ID, photo, and cop ies of chil -
dren’s birth cer tif i cates to reg is ter. Yet only 27 per cent of the win ners signed up; the rest
said it was too incon ve nient. When sur vey ors were sent to fill out forms and take pic tures
so that poten tial cli ents could do every thing at their shops, enrol ment went up to 68 per
cent (Leatherman et al., 2010).

l Clar ity. Insur ance prod ucts are bur dened with more jar gon than most other finan cial
prod ucts, so microinsurers must make a spe cial effort to ensure that terms and con di tions
are explained in a way that staff and poten tial cli ents can under stand. Many microinsurers
have used con sumer edu ca tion cam paigns to help com mu ni cate the con cept and appro -
pri ate use of insur ance. Typ i cally, these cam paigns rely on pic tures, games and thea tre,
rather than sim ply words, to com mu ni cate effec tively.

l Piggybacking. MFIs often link their insur ance prod uct to some thing poten tial cli ents
already trust, per haps a well-known insur ance com pany, a well-respected pub lic fig ure, or
well-func tion ing com mu nity groups. These enti ties can help com mu ni cate with pro spec -
tive cli ents about the prod uct, deliver the prod uct, or strengthen the prod uct’s brand. In
Poland, for instance, the logo of TUW SKOK resem bles the logos of the credit unions
with which it works, to draw a con nec tion between the trust that the mem bers have in
their credit unions and the credit union’s insur ance com pany.

l Pub lic rela tions. As dis cussed in Chap ters 4 and 23, MFIs that want to encour age poten -
tial cli ents to trust them tend to spend more time build ing rela tion ships that dem on strate a 
long-term com mit ment to the com mu nity that goes beyond mak ing a profit.

l After-sales ser vice. One way that microinsurance dis tin guishes itself from con ven tional
insur ance is by de-empha siz ing sales and empha siz ing ser vice. In the world of insur ance,
ser vice is largely linked to claims: mak ing sure cli ents know how to make claims, assist ing
them in meet ing the doc u men ta tion require ments, and ensur ing that claims are paid
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quickly with a bare min i mum of rejec tions. Excel lent ser vice cre ates a dem on stra tion
effect whereby the non-insured begin to see that the MFI is ful fill ing its obli ga tions and is
trust wor thy.

l Publicity around claims. Pos i tive word-of-mouth expe ri ences early on are key to a
prod uct’s growth. One of the most com mon pub lic rela tions activ i ties for life insur ers is
to hold claims award cer e mo nies, where a ben e fi ciary receives an insur ance pay out at a
pub lic event. Tes ti mo ni als from ben e fi cia ries can be used to com mu ni cate the impor tance 
of receiv ing an insur ance set tle ment when a fam ily needs it most.

l Fair ness. MFIs can pro mote the sol i dar ity nature of insur ance so that peo ple do not feel
they wasted their money if they do not make a claim. If a claim is denied, they must do
their best to dem on strate that the denial is fair. An appeals pro cess that is well-adver tised,
sim ple, friendly and free from polit i cal and social manip u la tion can help facil i tate this.

As high lighted in Chap ter 23, it is impor tant for an MFI to con sider the dif fer ent mar ket seg -
ments that may find its insur ance prod uct use ful, and to design mul ti ple com mu ni ca tion and
sales strat e gies that respond to the dif fer ent seg ments’ needs and atti tude towards insurance.

Insur ance for MFIs?

Besides con sid er ing what insur ance prod ucts to offer their cli ents, microfinance insti tu tions
also need to con sider their own insur ance needs. MFIs work ing in part ner ship with an insur -
ance com pany should con sider pack ag ing their entire insur ance needs – those of the MFI and
its cli ents – into the dis cus sions to achieve a better deal. In addi tion, if staff mem bers are cov -
ered by the pol i cies that they also sell to the MFI’s cli ents, it helps ensure that staff under stand
the pol icy. If they do not like the prod uct, there is a strong like li hood that the MFI’s cli ents
will not like it either.

In gen eral, MFIs should assess whether they need the fol low ing types of cor po rate cov er age:

l Life and health insur ance for employ ees: MFIs should be con cerned with pro tect ing
their most valu able assets, their employ ees. Mod est invest ments in life and health cover
for employ ees and their fam i lies can reap sig nif i cant returns in the form of staff reten tion,
higher pro duc tiv ity and fewer work ing days lost to ill ness.

l Fidel ity insur ance: Bonds guar an tee a pay ment or a reim burse ment of finan cial losses
result ing from dis hon esty, fail ure to per form and other acts. One type of bond is fidel ity
insur ance, which pro tects the MFI from losses incurred due to fraud u lent acts per pe trated 
by spec i fied staff mem bers.

l Money stor age and han dling: Any MFI that stores or trans ports cash is vul ner a ble to
theft. As the amount of cash in the safes or in tran sit increases, MFIs would be wise to
sup ple ment their inter nal con trol and secu rity pol i cies with insur ance cov er age.

l Prop erty loss or dam age: Many MFIs have a lot of money invested in their office infra -
struc ture, and these offices are often located in high-risk com mu ni ties. Cer tainly, pro tec -
tion against fire, van dal ism and other prop erty loss is worth con sid er ing. 
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l Deposit insur ance: In many coun tries, deposit insur ance is a pub lic ser vice pro vided by
or in asso ci a tion with the cen tral bank for reg u lated deposit tak ing insti tu tions. How ever,
such an arrange ment could be del e gated to an insur ance com pany that has better infor ma -
tion about the health of cer tain finan cial insti tu tions than the cen tral bank.

9.7 Con clu sions and Rec om men da tions

There are no rea sons why an MFI has to offer insur ance. Indeed, most MFIs should focus on
improv ing the effec tive ness of their lend ing activ i ties and intro duc ing sav ings facil i ties before
they dis tract them selves with insurance. 

If an MFI decides to offer insur ance, it needs to rec og nize that it can not address all risks for
every one; it needs to deter mine the most cost-effec tive way to help cli ents solve their pri mary
prob lems with out under min ing the orga ni za tion’s core busi ness. It also should con sider if it
has suf fi cient skills to pro vide insur ance, either on its own or with an insur ance com pany.
Insur ance train ing for microfinance man ag ers will strengthen their abil ity to nego ti ate appro -
pri ate prod ucts on behalf of their clients.

Microfinance insti tu tions that are keen to offer insur ance to pro tect them selves, their cli ents,
or both, should explore the poten tial for part ner ships with insur ance com pa nies. Where such
part ner ships are pos si ble, they should adapt the prod ucts and sys tems to accom mo date the
char ac ter is tics and pref er ences of the low-income mar ket. Where the reg u la tory envi ron ment
allows, MFIs or asso ci a tions of MFIs could also con sider cre at ing bro ker age firms or even
their own insur ance com pa nies, although these need to be man aged at arm’s length to ensure
that credit pol i cies do not influ ence insurance policies, and vice versa. 

When deter min ing what prod ucts to offer, and through what chan nels, an impor tant con sid -
er ation is how an MFI can best cre ate an insur ance cul ture in its tar get mar ket. For exam ple,
what can the MFI do in terms of prod uct design, ser vice stan dards and cus tomer edu ca tion to
cre ate con di tions in which low-income house holds appre ci ate insur ance and are will ing to pay 
for additional benefits? 

There remains a gap between the risks that the poor really worry about – such as afford able
healthcare and pro tec tion from nat u ral disas ters – and the insur ance prod ucts that MFIs can
real is ti cally offer, even in part ner ship with an insurer. Microfinance insti tu tions have to be
real is tic about what they can and can not pro vide, and at what cost. Indeed, some types of
insur ance for the poor, such as health insur ance, may need to be sub si dized, which might not
make sense for an MFI with a com mer cial business model.
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Main Mes sages

1. Insur ance is one way for MFIs to help their cli ents to man age risk, not the only way.

2. Microinsurance requires a dif fer ent skill set than sav ings and credit.

3. In most cir cum stances, MFIs should part ner with reg u lated insur ance com pa nies to
pro vide microinsurance.

4. In the part ner-agent model, the MFI needs to man age the rela tion ship with the
insurer to ensure that it is able to pro vide valu able ser vices to its cli ents.

Rec om mended Read ing

u Banthia, A.; John son, S.; McCord, M.; Mathews, B. 2009. “Microinsurance that works
for women: mak ing gen der-sen si tive microinsurance pro grams,” (Geneva, ILO), at:
http://www.ilo.org/pub lic/eng lish/employ ment/mifacility/down load/mpaper3_gen der.
pdf. 

u Brown, W.; Chur chill, C. 2000. “Insur ance pro vi sion in low-income com mu ni ties. Part
II: Ini tial les sons from micro-insur ance exper i ments for the poor.” New Prod ucts for
Microfinance, Review Paper 2 (Bethesda, MD, USAID MBP Pro ject), at:
http://www.microfinancegateway.org/gm/doc u ment-1.9.28683/2460_file_02460.pdf.

u Brown, W.; Chur chill, C. 1999. “Pro vid ing insur ance to low-income house holds. Part I:
A primer on insur ance prin ci ples and prod ucts”, in New Prod ucts for Microfinance, Review
Paper 1 (Bethesda, MD, USAID MBP Pro ject), at:
http://www.microfinancegateway.org/gm/doc u ment-1.9.26877/2459_file_02459.pdf. 

u Chur chill, C., Liber, D., McCord, M.; Roth, J. 2003. Mak ing insur ance work for microfinance
insti tu tions: A tech ni cal guide to devel op ing and deliv er ing microinsurance (Geneva, ILO).

u Chur chill, C. (ed.). 2006. Pro tect ing the poor: A microinsurance com pen dium (Geneva, ILO),
also avail able at:
http://www.munichre-foun da tion.org/StiftungsWebsite/Pro jects/Microinsurance/2006
Microinsurance/Microinsurance_Com pen dium.htm.

u Leatherman, S.; Christensen, L.; Holtz, J. 2010. Inno va tions and bar ri ers in health
microinsurance, Microinsurance Paper No. 6 (Geneva, ILO), at:
http://www.ilo.org/pub lic/eng lish/employ ment/mifacility/down load/mpaper6_health_en.
pdf.

u Good and Bad Prac tices in Microinsurance Case Study Series, avail able at:
http://www.ilo.org/employ ment/Whatwedo/Pub li ca tions/lang—en/WCMS_123376/i
ndex.htm. 

u Mosley, P. 2009. Assess ing the suc cess of microinsurance programmes in meet ing the insur ance needs
of the poor, DESA Work ing Paper No. 84 (New York, United Nations Depart ment of
Eco nomic and Social Affairs), at:
http://www.un.org/esa/desa/papers/2009/wp84_2009.pdf.
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u Roth, J., McCord, M.; Liber, D. 2007. The land scape of microinsurance in the world’s 100 poor est 
coun tries (Appleton, WI, MicroInsurance Cen tre), at:
http://www.microinsurancecentre.org/UI/DocAbstractDetails.aspx?DocID=634.

u Wipf, J.; Garand, D. 2008. Performance indicators for microinsurance: A handbook for
microinsurance practitioners (Luxembourg, ADA), at:
http://www.microfinancegateway.org/p/site/m//template.rc/1.9.29234

Use ful Websites

u Microinsurance Cen tre: www.microinsurancecentre.org.

u Microinsurance Inno va tion Facil ity:
http://www.ilo.org/public/english/employment/mifacility/

u Microinsurance Net work: www.microinsurancenetwork.org.
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10 Leas ing21

“It is now widely rec og nized that the acqui si tion of equip ment is often a key chan nel through
which microentrepreneurs expand their busi nesses, improve their prod ucts, and raise their

incomes – under scor ing the impor tance of equip ment finance.” ~ Westley (2003)

Equip ment finance is a sig nif i cant part of microfinance. Based on a July 2002 sur vey of 25
MFIs in Latin Amer ica, many of which are con sid ered to be indus try lead ers, equip ment loans 
and leases account for an aver age of 21 per cent of MFIs’ over all port fo lios. Of these 25
MFIs, 23 offer equip ment loan or lease prod ucts with at least 2-year terms Westley (2003).
Most of this equip ment finance con sists of loans, but there is a small and grow ing move ment
toward leas ing which reflects the advan tages of leas ing over lend ing in cer tain cir cum stances
(ILO, 2007 and Westley 2003).

This chap ter seeks to clar ify the major dif fer ences between leas ing and lend ing and explore
the con di tions under which MFIs might con sider add ing leas ing to their exist ing prod uct
port fo lio. It cov ers the fol low ing five topics:

1. What is leas ing?

2. What can be leased?

3. Leas ing vs. lend ing

4. Under what con di tions is leas ing via ble? 

5. Can part ner ships make it work?

10.1 What Is Leas ing?

Leas ing is a con tract in which some one uses equip ment owned by some body else. The user,
the les see, pays spe cific reg u lar amounts to the les sor, the equip ment owner. The impor tant
fea ture of leas ing is that the use of the equip ment is sep a rated from its own er ship. The leas ing
arrange ment ben e fits both par ties: the les see gen er ates extra income from the use of the
equip ment, and the owner receives income while retain ing the security of ownership.

Enter prises through out the world use leas ing to finance vehi cles, machin ery and equip ment.
In devel oped coun tries, up to one third of equip ment invest ment is financed this way. Leas ing 
in devel op ing coun tries started slowly, but dur ing the 1990s the leas ing indus try saw spec tac u -
lar growth, mostly through leases to large and medium enterprises.

In a stan dard lease oper a tion, sum ma rised in Fig ure 10.1, the les see goes to an equip ment sup -
plier, chooses the needed equip ment, and nego ti ates the price and terms of deliv ery. Then,
rather than approach ing a bank for a loan, the les see approaches a les sor. The les sor eval u ates
the lease appli ca tion, and if it is approved, the two par ties sign a lease con tract. The les sor pur -
chases the equip ment from the sup plier and leases it to the les see for a period that is usu ally
close to the esti mated eco nomic life of the asset. Dur ing this lease term, the les see uses the
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equip ment and makes reg u lar pay ments to the les sor. In many cases, the les see has the option
to buy the equip ment at the end of the lease term. Typ i cally, the les see is respon si ble for any
insur ance or repairs that are not cov ered by the sup plier’s war ranty.

Fig ure 10.1 The Standard Lease Operation

Source: Deelen et al., 2003.

The word “lease” has a num ber of slightly dif fer ent mean ings, depend ing on the type of con -
trac tual arrange ment. The mean ing also can dif fer from coun try to coun try.22 Broadly, there
are four dif fer ent types of leasing:

A finan cial lease is a way of financ ing the pur chase of equip ment. In a finan cial lease, the
lease term is set close to (although less than) the expected eco nomic life of the equip ment.
The lease pay ments are set so that their total over the lease term will cover the cost of the asset
plus inter est and profit. At the end of the lease term, the les see usu ally has the right to pur -
chase the equip ment. The resid ual value of the equip ment at the end of the lease term is of lit -
tle or no sig nif i cance to the les sor.

In an oper at ing lease a les see signs a con tract for the short-term use of the equip ment – a
com mon exam ple is car rent als. The les sor pur chases the equip ment and makes prof its by
rent ing it out to dif fer ent users. The les sor bears the risk related to the resid ual value of the
equip ment, as well as the risk of obso les cence.

Hire-pur chase, which is sim i lar to a finan cial lease, is a way to finance the pur chase of equip -
ment. It is nor mally used for small items like sew ing machines and refrig er a tors. In hire-pur -
chase, part of the own er ship is trans ferred with each pay ment. Upon pay ment of the last
instal ment, the les see becomes the full owner.

Sale and lease-back is much like a finan cial lease, except that the cli ent is the ini tial owner of
the equip ment. The cli ent sells the equip ment to the les sor, and signs a con tract to lease back the 
equip ment through reg u lar pay ments. The les sor in turn pro vides funds for work ing cap i tal.
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22 For example, in India, a financial lease cannot have a buy option; leases with an option to buy are called hire-purchase
schemes. In Ghana, however, leases with purchase options are called financial leases.



For microfinance, a finan cial lease or hire-pur chase scheme would gen er ally be the most rel e -
vant approaches since they allow the les see to own the asset at the end of the lease term (unlike
an oper at ing lease) and they do not require the les see to own equip ment upfront (as with sale
and lease-back). The rest of this chap ter focuses on issues related to finan cial leases.

10.2 What Can Be Leased?

Leas ing is often asso ci ated with the financ ing of such major assets as trac tors, vehi cles and
heavy-duty machin ery. How ever, leases can be used to finance any asset that is dura ble, iden ti -
fi able, mov able and sell able. This can include  live stock, land and many types of small equip -
ment, as shown in Table 10.1.

Table 10.1 Sample of Assets with Leasing Potential

Retail Trade Refrigerators, freezers, weighing scales

Food Processing Juicing machines, honey harvesting gear, oil presses, pasteurisers,
milk separators, canning  and bottling equipment 

Information Technology Computers, printers, fax machines, photocopiers, UPS Units 

Transport Bicycles, pushcarts, rickshaws, motorcycles, taxis 

Small-scale Manufacturing Hand tools, electrical or carpentry equipment, welding machines,
grinders, cutters, generators 

Entertainment and Hospitality Chairs, cooking pans, utensils, stoves, tents, music systems 

Health Clinics Admission beds, blood pressure machine, stethoscope, sterilizers,
simple microscopes, refrigerators for vaccination, filing cabinets 

Agriculture Small scale spraying equipment, hand-tools, wheel barrows, land 

Small Mining Pick, shovels, wheel barrows, portable compressors, crushers 

Source: Adapted from Mutesasira et al., 2001.

One of the issues that gen er ates sig nif i cant debate among those who design leas ing prod ucts is
whether or not les sors should finance sec ond-hand (or used) assets. Used assets are more
afford able for cli ents, and les sors can finance them over shorter terms. Most MFIs will appre ci -
ate these advan tages given the mar kets they serve and the lower credit risk and asset and lia bil ity
man age ment risk asso ci ated with shorter-terms. At Devel op ment Finance Com pany Uganda
(DFCU), which serves pri mar ily small and medium enter prises, more than 60 per cent of the
leases writ ten are for used equip ment (Kisaame, 2003). Caisses d’Epargne et de Crédit Agricole
Mutuel (CECAM) in Mad a gas car and Net work Leas ing Cor po ra tion Lim ited (NLCL) in Paki -
stan serve the microenterprise mar ket and also offer leases on used equip ment.

Of course, sec ond-hand assets have a higher risk of break-downs than newly pur chased
assets, and if a leased asset breaks down, the les sor is much less likely to be paid. To com pen -
sate for this risk, CECAM requires a higher down-pay ment on its used equip ment leases (40
per cent) than its new equip ment leases (20 per  cent) (Fraslin, 2003). Other les sors request
addi tional col lat eral. Some MFIs, such as Asociación Nacional Ecuménica de Desarrollo
(ANED) in Bolivia and Grameen Bank in Ban gla desh, sim ply do not finance used equip ment. 
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This can be a wise deci sion if main te nance facil i ties are not avail able nearby, as is often the
case in rural areas such as those served by ANED and Grameen.

10.3 Leas ing vs. Lend ing

If an MFI wants to pro vide asset financ ing and it already has the capac ity to make equip ment
loans, or if it is debat ing between the intro duc tion of such a loan prod uct and a leas ing prod -
uct, leas ing may be an attrac tive option, as explored below.

The Advan tages of Leas ing

Leas ing offers sev eral advan tages over loans for orga ni za tions that want to pro vide asset
financ ing. As Nair and Kloeppinger-Todd (2006) explain, these advan tages stem from the
way the two types of financ ing are struc tured as well as the reg u la tory frame work that gov erns
them. In a lease, the les sor owns the asset, while in a loan, the cred i tor only has a lien, or a legal 
claim, on the asset. This fun da men tal dif fer ence in the two prod ucts results in the following:

l Stron ger secu rity posi tion. In case of default, legal own er ship of the leased asset makes
it eas ier for the les sor to seize and sell the asset if this becomes nec es sary due to a les see’s
default on pay ments. This is an impor tant advan tage in many devel op ing coun tries, where
unclear prop erty rights, weak court sys tems and poorly func tion ing asset reg is tries can
make it dif fi cult to enforce liens.

l Lower col lat eral require ments. Since own er ship strength ens the les sor’s abil ity to
recover its funds in the event of default, the leased asset itself is often all that is required to
secure a leas ing trans ac tion. Thus, leas ing can enable MFIs to finance the acqui si tion of
assets by cli ents with lim ited col lat eral with out a group guar an tee. This makes leas ing a
par tic u larly valu able prod uct for replac ing assets that may be lost due to nat u ral disas ters
or man-made cri ses (see Chap ter 18). It can also be valu able in rural areas where land titles
may not exist and mov able assets such as live stock and ware house receipts may not be
legally per mis si ble as col lat eral.

l Sim pler eval u a tion. A lease can be con cluded more quickly and sim ply than a loan.
Rather than look ing into the credit his tory and asset struc ture of the cli ent, the les sor only
has to make sure that the cli ent has the abil ity to gen er ate suf fi cient cash through the
leased equip ment. Less detailed doc u men ta tion is nec es sary, and the appraisal can be pro -
cessed rel a tively quickly.

l Smaller down pay ments. An upfront pay ment of a cer tain per cent age of the asset value
dem on strates cli ents’ com mit ment to the lease and min i mizes poten tial loss to the les sor.
Leas ing down pay ments tend to be lower than what would be required for a sim i larly-sized 
loan, although they can approach sim i lar lev els when the leased asset is expected to dete ri -
o rate rap idly or when the reg u la tory envi ron ment makes it dif fi cult to seize and sell leased
assets. Down pay ments tend to be higher for rural leases to com pen sate for the higher
cost of recov er ing assets and the higher risk asso ci ated with financ ing rural assets.
CECAM, for exam ple, requires 20 per cent down pay ment for equip ment, but requires
25 per cent for farm ani mals because of the higher risk of los ing this asset. John Deere,
Mex ico demands 30 per cent down pay ment for agri cul tural equip ment, but only 15 per cent
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for con struc tion equip ment. Although upfront pay ments may be less for leases than loans, 
they can still rep re sent a sig nif i cant access bar rier for low-income cli ents. CECAM has
dealt with this prob lem by offer ing cli ents a sav ings plan through which they can accu mu -
late the funds for the leas ing down pay ment (Nair et al., 2004).

l No risk of fund diver sion. In leas ing, the fund ing pro vided goes directly to the pur chase
of equip ment with out even pass ing through the hands of the les see. This averts the risk
that the les see might use the funds for pur poses not agreed upon. It also avoids the risk
that the les see might use the loan to repay a debt to another finan cial insti tu tion.

l Lon ger terms, larger amounts. Loan terms for microcredit rarely exceed one year, and
the amounts tend to be restricted by the type and avail abil ity of col lat eral. Leas ing allows
for lon ger terms, gen er ally two to five years, as well as a larger amount of financ ing.

l Less aggres sive approach to delin quency. Because a lease is secured and the leas ing con -
tract is rel a tively easy to enforce (at least com pared to a loan con tract), the les sor can adopt a
less vig i lant approach to delin quency man age ment than one com monly finds in microfinance.

l Fewer legal restric tions. Many coun tries impose ceil ings on loan inter est rates, par tic u -
larly for small or rural loans, but they do not reg u late lease rates. Leas ing com pa nies also
face less strin gent require ments on cap i tal iza tion, debt-equity ratios and credit allo ca tions, 
which gives leas ing oper a tions more lever age in rais ing funds and more flex i bil ity to
charge mar ket inter est rates that let them extend their reach to cli ent seg ments that lend ers 
might con sider too high risk (Rozner, 2006)

l Lower costs. Sim pler eval u a tion, the avoid ance of fore clo sure and asset reg is try
expenses, less aggres sive delin quency man age ment, and less strin gent reg u la tory require -
ments typ i cally make it less expen sive to con tract a lease than to issue a loan. In addi tion,
MFIs that receive numer ous requests to finance the same type of equip ment may have
suf fi cient bar gain ing power to nego ti ate better prices than indi vid u als who finance an
asset pur chase through bor row ing would be able to obtain on their own (see Box 10.1).
ACBA Leas ing in Arme nia, for exam ple, gets a five per cent dis count on the pur chase of
both Kamaz Trucks (imported from Rus sia) and Hei del berg print ing equip ment
(imported from Ger many). This dis count is passed on to lessees (Hakobyan, 2006).
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Box 10.1 Dealer Dis count Programmes

MFIs that con tract numer ous leases for the same type of equip ment each year may
have suf fi cient bar gain ing power to nego ti ate dis counted prices, extended war ran -
ties or addi tional ser vice ben e fits with one or more deal ers. Such MFIs should select
rep u ta ble equip ment deal ers with good prod ucts, ser vice, and avail abil ity of spare
parts, and then try to nego ti ate dis counts and other ben e fits from these deal ers. The
MFI should then make the dealer dis count pro grams known to their lease cli ents but
should not require that cli ents choose equip ment only from these deal ers. Lead ing
Latin Amer i can MFIs as well as Mutesasira et al. (2001) argue that cli ents should be 
allowed to choose which model of equip ment they buy and from which dealer they
buy it, though the MFI should reserve the right to veto the choice by deny ing financ -
ing. Some les sors that have not fol lowed this strat egy in the past have found that if
some thing goes wrong with the equip ment the cli ent may blame them and pos si bly
use this as a pre text for with hold ing pay ments.

Source: Adapted from Westley, 2003.



l Tax ben e fits. Leas ing can offer both les sees and les sors tax advan tages that bor row -
ing/lend ing can not. In many coun tries, the les see can off set lease pay ments against tax -
able income, while bor row ers can only deduct the inter est paid on loans. Fur ther more, the 
les sor as owner of the asset can claim depre ci a tion ben e fits, which the les sor may or may
not pass on to the les see through reduced financ ing costs. The net impact of taxes on leas -
ing depends on many fac tors, how ever, includ ing a vari ety of other taxes (for exam ple,
value-added tax, cap i tal gains tax and prop erty tax), whether the les sor and les see are
tax-pay ing enti ties, and the length of lease terms (Westley, 2003).

The Chal lenges of Leas ing

In a leas ing con tract, the fact that the leased asset is owned by the les sor but will be oper ated
by the les see cre ates two main chal lenges. First, the les sor must ensure that the asset remains
in work ing order through out the life of the lease. Oth er wise, the les see may not earn enough
income from the leased asset to make pay ments on the lease (see Box 10.2), and it will be dif fi -
cult for the les sor to sell the asset to recover its invest ment. This chal lenge becomes more
acute when leas ing used equip ment because of the tech ni cal exper tise that is required to accu -
rately deter mine the con di tion of the asset to be leased, and there fore, the life over which the
asset can real is ti cally be financed. The chal lenge is also greater in rural areas where main te -
nance facil i ties are not eas ily acces si ble and monitoring costs can be high.

Rozner (2006) notes that mon i tor ing costs can be reduced by engag ing local part ners to help
mon i tor the leases, but fos ter ing such rela tion ships can require con sid er able time and effort.
An alter na tive is sug gested by CECAM, which suc cess fully mon i tors its leases through sol i -
dar ity groups (see Box 10.3). Les sors may be able to encour age equip ment main te nance
through incen tives such as a pur chase option at the end of the lease, or by requir ing equip -
ment main te nance capa bil i ties as a pre con di tion for apply ing for a lease. They can also facil i -
tate con tracts with equip ment sup pli ers that include tech ni cal train ing for new les sees (see, for 
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Box 10.2 GIE Hari Goumo in Tim buktu, Mali

GIE Hari Goumo leased irri ga tion motor pumps val ued at US$6,700 each with the help
of the Bel gian NGO “Îles de Paix”. The pumps were rented to farm ers at US$670 per
sea son. The leas ing scheme failed because:

l The Euro pean man u fac tured motor pumps were not designed for the Afri can envi ron -
ment and were too expen sive to be via ble.

l Farm ers over used their pumps and used cheap, dirty oil, which caused them to break
down quickly.

l Les sees were expected to pay half the sea son’s rent in advance, and half at har vest,
but most failed to pay the final instal ment.

l When pumps broke down, backup pumps were not avail able for farm ers to use dur ing
repair.

l The les sor had no sys tem to mon i tor the proper use of rented equip ment.

Source: Sempangi and Messan, 2005.



exam ple, the case of ANED at the end of this chap ter). Some les sors, such as United Leas ing
Com pany (ULC) in Tan za nia, try to facil i tate main te nance by sched ul ing lower lease pay -
ments dur ing peri ods when main te nance is more likely to be required, thus increas ing the like -
li hood that lesees will have cash on hand to pay for the main te nance (Mutesasira et al., 2001).

The sec ond chal lenge posed by the sep a ra tion between asset own er ship and usage is an
increase in lia bil ity and lit i ga tion risks. As the owner of the leased asset, an MFI could be lia ble
for third-party losses aris ing out of its cli ent’s oper a tion of the asset. This risk is par tic u larly
impor tant in the case of vehi cle leases, where there is a risk of acci dents that could harm oth -
ers. The risk can be mit i gated through lia bil ity insur ance, as NLCL has done in Paki stan (see
Box 10.4). The poten tial for legal dis putes is greater for leases than loans because the dif fer -
ence in own er ship and usage rights makes leases more com plex, espe cially in the case of sale
and lease-back arrange ments (see Box 10.5), but research ers have found this risk to be rel a -
tively minor for MFIs (Nair et al., 2004).
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Box 10.3 Rural Leas ing at CECAM, Mad a gas car

Caisses d’Epargne et de Credit Agricole Mutuels Mad a gas car (CECAM), a net work of sav -
ings and agri cul tural credit coop er a tives, was cre ated in 1991 by the farmer orga ni za tion 
FIFATA with the finan cial and tech ni cal assis tance of a French NGO, FERT. It is the larg -
est finan cial insti tu tion in rural Mad a gas car with 170 local offices and eight regional
credit unions. It pro vides work ing cap i tal loans, grain stor age loans, term loans, and
microleases. Leases account for 27 per  cent of its port fo lio.

CECAM uses leases to finance a vari ety of assets includ ing cap i tal equip ment for agri cul -
ture (plough, har row) and ani mals, equip ment for rural arti san imple ments (wield ing
units, vans) and domes tic equip ment (bicy cles, sew ing machines, solar lights, tele vi -
sions). To qual ify for a lease, the les see needs to be a net work mem ber. Sec ond ary
income sources are not required. Leases are secured through the equip ment and by the
ver bal prom ise of sol i dar ity group mem bers who mon i tor that the equip ment is well
main tained and not sold or destroyed. Lease appli ca tions are appraised by local credit
com mit tees and pay ment sched ules are flex i ble to fit cli ents’ pro duc tion cycle.

Source: Adapted from Fraslin, 2003 and Nair et al., 2004.

Box 10.4 Insur ance and Leas ing at NLCL, Paki stan

Net work Leas ing Cor po ra tion Lim ited (NLCL) pio neered microleasing in Paki stan in the
mid-1990s and pres ently is one of the lead ing pro vid ers in the coun try. Its lease port fo lio 
in 2004 was US$11.6 mil lion. Twenty-one per  cent of its port fo lio and 43 per  cent of its
leases were in rural areas. All NLCL leases are cov ered by insur ance on the life of the cli -
ent, so that NLCL does not have to repos sess the asset when the cli ent dies. This is both
pru dent for NLCL and humane for the cli ent’s fam ily. NLCL also takes out insur ance to
cover all risks (fire, theft, etc.) on each leased asset as well as a resid ual value insur ance
in case a repos sessed asset is worth less than the out stand ing amount of the lease. All
the costs of this insur ance are included in the lease pay ments made by the cli ent.

Source: Adapted from Havers, 1999 and Nair et al., 2006.



In addi tion to the chal lenges which result from the sep a ra tion of own er ship and usage, leas ing 
may be less attrac tive than lend ing for a few other reasons:

Set up and oper at ing costs. It is likely to cost more to set up and oper ate a leas ing prod uct
than a loan prod uct designed to finance sim i lar assets. The main rea sons for this are sum ma -
rized below:

l MFI staff must famil iar ize them selves with leas ing.

l Mar ket ing cam paigns must be designed to explain leas ing to cli ents.

l An insur ance strat egy will have to be devel oped.

l If value-added tax (VAT) is charged on lease pay ments, the MFI’s infor ma tion sys tem
may have to be mod i fied so that it can track and pay VAT on its leas ing oper a tions. 

l For each lease trans ac tion, the MFI will have to incur the cost of pur chas ing the equip -
ment desired by the cli ent.

l If the MFI wishes to nego ti ate dealer dis count pro grams, this will cre ate some set up and
oper at ing costs, although it will also help steer cli ents to rep u ta ble deal ers, which can ben -
e fit both the MFI and the cli ent in the long run.

Work ing cap i tal con straints. A finan cial lease can only finance the pur chase of fixed assets.
It can not directly ful fil a cli ent’s need for work ing cap i tal. Les sors need to be aware that a lack
of work ing cap i tal could jeop ar dise their cli ents’ capac ity to gen er ate extra cash flows through
the leased equip ment, and this in turn could jeop ar dise their abil ity to keep up with lease pay -
ments.

Can ni bal iza tion. If an MFI already offers an equip ment loan, or a work ing cap i tal loan with
a suf fi ciently long term and suf fi ciently large amount that it can be used to pur chase assets, the 
intro duc tion of a leas ing prod uct may decrease demand for the MFI’s exist ing prod uct. If the
leas ing prod uct attracts new cus tom ers, the can ni bal iza tion will not be a major con cern
because the costs of devel op ing the new prod uct can be cov ered by the addi tional rev e nue
gen er ated through growth in the total num ber of cli ents served. If, how ever, the leas ing prod -
uct only attracts the same types of cus tom ers that have already been using the MFI’s exist ing
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Box 10.5 Lit i ga tion Risk

Con sider, for exam ple, a leased machine that requires repairs dur ing the equip ment war -
ranty period. If the dealer balks at mak ing the repairs, claim ing that the les see abused
the machine, the MFI, as owner, could find itself in the mid dle of an unwanted, and per -
haps unex pected, legal bat tle. Leas ing oper a tions may give rise to legal prob lems not
expe ri enced with loans in cases where leas ing is new to the coun try and many courts still
do not under stand it fully. This may occur even with an ade quate leas ing law or other
legal frame work for under tak ing leas ing oper a tions. As an exam ple, the head of ANED’s
microleasing oper a tions tells of a legal prob lem involv ing a dis puted sale and lease-back
trans ac tion in rural Bolivia. The judge who was hear ing the case kept ask ing ANED
whether they were buy ing the good or leas ing the good, unable to under stand that they
were doing both.

Source: Nair et al., 2004.



loan prod uct, the leas ing prod uct may not increase the total num ber of cli ents served and the
costs of intro duc ing the new prod uct will only be cov ered if the leas ing prod uct is deliv ered
more effi ciently than the loan prod uct. In any case, insti tu tions should take into account the
poten tial decrease in the size of their loan port fo lio that could result from the intro duc tion of
a leasing product as they make their projections. 

The char ac ter is tics of loan and lease prod ucts designed to finance assets are sum ma rized in
Table 10.2.

Table 10.2 Com par ing Loan and Lease Prod ucts

Char ac ter is tics Loan Lease

Own er ship Bor rower Les sor

Equity / Down pay ment Usu ally 30 - 40% Usu ally 15 - 25%

Col lat eral Usu ally seek land and/or
col lat eral in addi tion to
equip ment being financed

Usu ally only equip ment being leased, may
require addi tional col lat eral

Secu rity posi tion Lien on equip ment, other
col lat eral

Title to equip ment gives stron ger legal
posi tion for equip ment sei zure and sale in
the event of cli ent default

Trans ac tion costs High: costs include
cre at ing, per fect ing and
enforc ing lien posi tion;
many coun tries do not
have effi cient asset
reg is tries

Lower: repos ses sion eas ier because les sor
owns equip ment

Reg u la tion Banks sub ject to
pru den tial reg u la tion

Leas ing com pa nies not as reg u lated (unless
deposit-tak ing, which is unusual); fewer
restric tions re: inter est rates, credit
allo ca tions, col lat eral require ments

Tax ben e fits Borrower recognizes
depreciation, borrower
records interest on loans
as expenditure, lender
records interest on loans
as taxable income

Depending on the tax regulation: 1) the
treatment of a financial lease is the same as
for loans, or 2) the lessor recognizes the
depreciation of the asset, the lessor records
the entire lease payment as taxable income,
the borrower records the entire lease
instalment (capital plus interest) as
expenditure

Port fo lio risk Sim i lar anal y sis pro ce dure; les sor has less risk because of  stron ger
own er ship posi tion

Lia bil ity and lit i ga tion risk Lit tle/None Les sor may have lia bil ity for third party
losses from oper a tion of asset (espe cially
vehi cles); own er ship/use rights more com plex

Source: Adapted from USAID, undated.
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10.4 Under What Con di tions is Leas ing Via ble?

Leas ing is more chal leng ing for MFIs that cur rently pro vide short-term, group-based work ing 
cap i tal loans and want to intro duce medium-term indi vid ual leases that finance asset pur -
chases. As men tioned pre vi ously, it is also more chal leng ing for MFIs that work in rural areas.
How can an insti tu tion know if it is up for the chal lenge? This sec tion dis cusses the min i mum
inter nal and exter nal con di tions that must exist in order for a leasing scheme to succeed.

Exter nal Con di tions

Enabling reg u la tory envi ron ment. Les sors will sur vive only if an enabling reg u la tory
frame work for leas ing is in place. This means that: 

l There should be a clear def i ni tion of what con sti tutes a finan cial lease trans ac tion and
what are the respon si bil i ties and rights of the les sor and les see.

l Pro ce dures for obtain ing a leas ing license must be trans par ent.

l Require ments regard ing the capitalisation of a leas ing scheme should be less strin gent
than for deposit-tak ing finan cial inter me di ar ies.

l Pro ce dures for les sors to repos sess equip ment in case of default have to be straight for -
ward. The eas ier and faster it is to reclaim an asset and claim pay ments and dam ages due,
the more fea si ble it will be for les sors to take on risk ier cli ents and offer leases with lower
risk pre mi ums.

l Lia bil ity for third party losses aris ing from the use of a leased asset should also be clear.

l The tax treat ment of les sors and les sees has to be con sis tent and favour able to leas ing.

l Under con di tions of bank ruptcy the les sor’s claim to the asset should be supe rior to any
claim cred i tors may have on the les see.

In coun tries where no spe cific reg u la tion for leas ing exists, the reg u la tory frame work should
at least not pose imped i ments. 

Suf fi cient demand for leas ing. A crit i cal mass of entre pre neurs must be in need of
medium-term invest ment finance for sim i lar types of equip ment. What con sti tutes a crit i cal
mass will vary depend ing on an MFI’s cost struc ture, but sev eral hun dred poten tial cus tom ers
within a ser vice able geo graphic area will usually be necessary. 

Exis tence of equip ment mar kets. Leas ing needs reli able equip ment sup pli ers who value
their rela tion ship with the MFI as part of their own mar ket ing strat egy. In dis torted or
uncom pet i tive equip ment mar kets, MFIs will have dif fi culty nego ti at ing favour able prices
and con di tions with sup pli ers. If the leased equip ment will serve as its own col lat eral, the exis -
tence of a sec ond-hand mar ket will also be impor tant because MFIs will need a way to sell
repos sessed equip ment. Insti tu tions that extend leases for equip ment with out a sec ond-hand
mar ket usu ally take house hold goods that can be eas ily resold as the pri mar ily or only col lat -
eral. How ever, this strat egy only works as long as the leased asset is not very expen sive, so that 
its financ ing can be fully collateralized by a collection of household goods. 
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Tech ni cal sup port and after-sales ser vice. As men tioned pre vi ously, one of the major
chal lenges for les sors is the main te nance of equip ment. Because les sees do not own the equip -
ment, and may not opt to own it at the end of the lease, there is a moral haz ard risk that they
will not keep the leased assets in good repair. Unless les sees have access to effi cient work -
shops and spare parts, even those who want to keep their equip ment in good con di tion will
not be able to do so. Access to tech ni cal anal y sis exper tise is also impor tant, par tic u larly when
used equip ment serves as col lat eral for the leae, so that MFIs and cli ents can make appro pri ate 
deci sions about what tech nol ogy and equip ment to finance. Most finan cial insti tu tions do not
have this capac ity in-house, so they have to estab lish links with insti tu tions that can pro vide
tech ni cal assis tance and rec om men da tions. One of the rea sons why NLCL has been able to
lease used equip ment suc cess fully is that it has a num ber of rep u ta ble inde pend ent machin ery
val u ers that it can rely upon to deter mine resale values and consequent lease amounts (Havers, 
1999).

Inter nal Con di tions

Match ing of finan cial resources. The larger amounts and lon ger terms of leases (gen er ally
two to five years) require that MFIs have suf fi cient equity and/or access to medium-term debt 
to meet demand for the prod uct. If an insti tu tion attempts to finance medium-term leases
with short-term loans or a vol a tile deposit base, it exposes itself to inter est rate and liquid ity
risks, which could result in finan cial loss or even bank ruptcy if one day it does not have
enough cash on hand to meet its short-term obli ga tions (see Box 10.6). MFIs with sub stan tial
cap i tal (in other words, paid-in shares, retained earn ings or grants, none of which has a fixed
matu rity) can finance medium- or even long-term leases with out inter est rate or liquid ity risk.
How ever, MFIs that do not have suf fi cient cap i tal to finance a leas ing port fo lio will have to
attract these funds, which can be dif fi cult in many devel op ing coun tries.

Human resources.  Lease offi cers need to be able to assess the value of the equip ment to be
leased, the busi ness and house hold cash flow of the lease appli cant, the extra cash flow the
leased asset can be expected to yield, and the envi ron ment in which the leased asset will be used.
These skills may be quite dif fer ent from those required by an MFI’s exist ing prod uct(s). If so,
the insti tu tion will need to either develop such skills among exist ing staff or hire new staff with a
dif fer ent pro file. When Africa Vil lage Finan cial Ser vices, S.C. (AVFS) launched its leas ing prod -
uct in Ethi o pia, it found it nec es sary to hire a full-time staff per son to explore pos si ble sup pli ers
and main te nance per sons, to obtain insur ance, and to nego ti ate with sup pli ers to train cli ents on
how to use the leased equip ment (Dawit, 2010). In Arme nia, ACBA Leas ing cre ated an asset
man ager posi tion to ana lyze the equip ment being leased and to main tain good rela tions with dis -
trib u tors, since much of the equip ment it leases must be imported (Hakobyan, 2006).

Oper at ing sys tems. Besides an infor ma tion sys tem for finan cial mon i tor ing, les sors need to
be able to keep track of the sta tus and value of all leased assets. If an MFI’s leas ing oper a tions
are sub ject to VAT, it will also have to be able to track how much tax is owed. Stan dard bank -
ing soft ware is unlikely to meet these requirements.
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10.5 Can Part ner ship Make It Work?

If an MFI wants to make a leas ing prod uct avail able to its cli ents but can not meet one or more
of the con di tions described above, it may be able to part ner with leas ing com pa nies, equip -
ment sup pli ers, inves tors or NGOs to achieve this objec tive. The most straight for ward part -
ner ship would likely be a bro ker-les sor rela tion ship in which an MFI takes on the role of
bro ker in part ner ship with a leas ing com pany. The MFI would pro vide some of the ser vices in 
the lease trans ac tion in exchange for a fee, but it would not hold the lease in its own port fo lio.

An MFI’s role as bro ker would depend on the arrange ment between it and the leas ing com -
pany. It could be involved in mar ket ing the lease prod uct, screen ing poten tial cli ents, arrang -
ing for the equip ment with the man u fac turer and/or col lect ing and mon i tor ing lease
pay ments. All of these ser vices could be pro vided for a fee, or an MFI could share the risk of
the leas ing con tract with the leas ing com pany and also share the profit. DFCU Leas ing, which 
oper ates pri mar ily in urban areas, and the Gatsby Trust, a local NGO in Uganda, part nered to
increase leas ing out reach in rural areas and their agree ment is based on equal risk shar ing
whereby each part ner sup plies 50 per  cent of the cost of financing (Nair et al., 2004).
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Box 10.6 Inter est Rate and Liquid ity Risks

Inter est rate and liquid ity risks arise when an MFI’s assets and lia bil i ties have dif fer ent
matu ri ties. Sup pose, for sim plic ity, that an MFI makes a sub stan tial amount of four-year
equip ment leases in a short period of time at an inter est rate of 35 per cent, and funds all 
of these leases with a two-year bank loan at 12 per cent. Also sup pose that the MFI
requires a mar gin of 18 per cent to cover its oper at ing costs and expected loan losses.
Under these cir cum stances, the MFI looks to make a healthy profit of five per cent on
these loans (=35% - 12% - 18%). But what hap pens if, in two years time, the coun try
has entered into a period of tight money or infla tion that has pushed bank loan rates up
by 10 per cent age points, from 12 per cent to 22 per cent? When the MFI goes to renew
its two-year bank loan, its five per cent profit turns into a five per cent loss. This is an
exam ple of inter est rate risk, which is the risk that changes in mar ket inter est rates will
affect the finan cial insti tu tion’s prof it abil ity. 

Even worse is the pos si bil ity that after two years the bank might not renew its loan to the
MFI at all. This could pro voke a seri ous liquid ity cri sis for the MFI because its four-year
equip ment loans would then be unfunded for their last two years. Such non-renew als can 
hap pen in peri ods of tight money or reces sion, for exam ple, because dur ing such peri ods
banks often pull back and fund only their larger and more prof it able cli ents. Or after the
ini tial two years, the bank sim ply might not deem the MFI credit worthy any lon ger, and
so may decline to con tinue fund ing it. Both inter est rate and liquid ity risks could have
been avoided in this exam ple had the MFI matched the matu rity of its assets (the equip -
ment leases to cli ents) with that of its lia bil i ties (the bank loan). That is, had both matu -
ri ties been four years (or two years), the MFI would not have been exposed to these risks.

Source: Westley, 2003.



Beyond the rel a tive sim plic ity of a bro ker-les sor rela tion ship, there is another type of leas ing
part ner ship that might be use ful to MFIs. Sup ply chain leas ing tar gets indus tries where
many micro- or small enter prises pro duce inputs on a reg u lar and pre dict able basis for larger
com pa nies fur ther down the sup ply chain. This model assumes that both the enter prises and
their buyer have a strong inter est in increas ing pro duc tion and main tain ing their com mer cial
rela tion ship. A les sor can take advan tage of this rela tion ship between sup plier and buyer by
leas ing equip ment to the enter prises, which will pro duce a min i mum quan tity of goods/ser -
vices for the buyer, and the buyer’s pay ment for those goods/ser vices cov ers the lease pay -
ments. The buyer mon i tors the enter prises, deducts lease instal ments from its pay ments to the 
enter prises (the les sees) and trans fers the amount owed to the les sor. In the event of default,
the les sor has a claim not only on the leased asset itself, but also on any out stand ing pay ment
(typ i cally 60 or 90 days sup ply) that the buyer owes the les see (see Fig ure 10.2).

Fig ure 10.2 Sup ply Chain Leas ing

Source: Deelen et al., 2003.

This model has sev eral advan tages. First, since the buyer will incur extra admin is tra tive costs
to par tic i pate in the scheme, its will ing ness to par tic i pate con firms a mar ket for the les sees’
prod ucts/ser vices, and hence the via bil ity of les sees’ busi nesses. Sec ond, the buyer sig nif i -
cantly reduces the les sor’s costs by col lect ing lease pay ments through its own finan cial sys -
tems. Third, the buyer is in a priv i leged posi tion to mon i tor the per for mance of les sees’
busi nesses since it should become aware of prob lems in out put long before default occurs.
Finally, the les sees’ incen tives against default are increased by the pro spec tive penalty of
losing payments owed by the buyer.

Sup ply chain leas ing has not been used much in microfinance. Avail able exam ples (see Box 10.7
for one) tend to be “lease-like” con trac tual arrange ments rather than pure leases. It is a more
com plex type of part ner ship to nego ti ate and man age, but it could be a rel e vant option for
MFIs oper at ing in rural areas.
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Main Mes sages

1. Leas ing facil i tates the acqui si tion of equip ment, which can enable entre pre neurs to
start, improve or expand their busi nesses.

2. Leases can be used to finance any asset that is dura ble, iden ti fi able, mov able and
sell able.

3. In a lease, the les sor owns the asset, while in a loan, the cred i tor has only a lien on
the asset.

4. The fact that a leased asset is owned by the les sor yet will be oper ated by the les see
cre ates advan tages and dis ad van tages that are dis tinct from asset-based lend ing. 

5. When the con di tions do not exist for an MFI to develop its own leas ing prod uct, part -
ner ships can make leas ing via ble.

Case Study: ANED’s Leas ing Programme, Bolivia

In 1997, Asociación Nacional Ecuménica de Desarrollo (ANED) in Bolivia devel oped a
microleasing programme to com ple ment its exist ing microloan programme. It was
designed to respond to the need for medium-term invest ment finance espe cially among
peas ant farm ers.

ANED started by offer ing finan cial leases with lease terms vary ing between two and
seven years. Poten tial cli ents had to have expe ri ence oper at ing the equip ment to be
leased and the abil ity to make a 15 to 25 per cent down pay ment. In addi tion, no more
than 30 per cent of total net house hold income could be allo cated to lease pay ments.
The most com mon types of assets leased were trac tors and motor ised water pumps.
Within three years, the leas ing port fo lio reached US$890,000 with arrears over one day
not exceed ing eight per cent of the port fo lio. No case of repos ses sion was nec es sary dur -
ing this time. As of April 2003, ANED had 877 leas ing con tracts out stand ing with a
median lease value of US$596.
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Box 10.7 Innovative Partnership for Microleasing

In the Jor dan Val ley, the USAID-funded PAPA pro ject part nered with Alrafah
Microfinance Bank and the Sinokrot Food Com pany to exper i ment with green houses for
small holder farm ers as lease-based col lat eral. Par tic i pat ing farm ers had to put up 20 per 
cent of the invest ment cap i tal. An addi tional 50 per cent of the cap i tal was pro vided by
the pro ject as a grant, and farm ers could access financ ing from the MFI for the bal ance,
pledg ing their green house as col lat eral. The farm ers received input sup ply, mar ket ing,
cer tif i ca tion and pack ag ing ser vices from Sinokrot, which effec tively owned the green -
houses until the farm ers paid their loans to the MFI in full. Sinokrot, as a buyer of the
farm ers’ out put, could deduct any out stand ing loan bal ances from the sales rev e nue of
their pro duce, but could also reclaim and sell the greenhouses in cases of default by
farmers.

Source: Adapted from Hishigsuren and Husseini, 2007.



To run its leas ing programme, ANED had to make con sid er able invest ments in staff
train ing and sys tems devel op ment. Many loan offi cers lacked the nec es sary expe ri ence
to eval u ate the con tri bu tion of equip ment to the cash flow of the enter prise. Soft ware
programmes were devel oped both for the design of lease pay ment schemes adapted to
cash flow pro jec tions as well as for the mon i tor ing of the leased equip ment. ANED also
estab lished close links with sup pli ers, most nota bly for trac tors and pumps, which often
led to dis counts for bulk pur chases and con tracts that included guar an tees against
break down, tech ni cal train ing, and other after-sales ser vices.

ANED now offers a vir tual cat a logue at its website (www.aned.org) where any one with an
internet con nec tion can find infor ma tion about the sup pli ers with which ANED works
and the prod ucts they offer. Poten tial les sees can search the cat a logue by type of equip -
ment. Thirty-three dif fer ent equip ment cat e go ries are now financed includ ing and solar
pan els, sew ing machines, beekeeping and con struc tion equip ment. Users will find a
vari ety of brands and mod els of equip ment with pho to graphs, tech ni cal spec i fi ca tions,
infor ma tion about pric ing, avail abil ity, the use ful work ing life of the asset, war ran ties,
pre- and post-sales ser vice, and other char ac ter is tics of the asset. They can cal cu late a
pay ment plan by spec i fy ing their desired lease term and num ber of instal ments. They
can also search for con sul tants and con sult ing com pa nies that offer tech ni cal assis tance 
in 23 areas of spe cial iza tion (for exam ple, law, mar ket ing, hydrol ogy and con struc tion)
and 21 dif fer ent prod uct cat e go ries (for instance, live stock, cof fee, pota toes, leather,
ceram ics) in dif fer ent regions of the coun try.
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11 Money Trans fers23

“I tried the remit tance ser vices of cou rier com pa nies; they were charg ing a pro cess ing fee of 130 
pesos which was 13% of the amount I was send ing. Now, I only have to shell out 10 pesos!
Imag ine how much I get to save using Text-A-Deposit!” ~ Evelyn, a G-Cash user in

the Phil ip pines (Owens, 2006)

Peo ple of all eco nomic back grounds engage in money trans fers with other indi vid u als, house -
holds, and busi nesses. They trans fer money to meet every day finan cial obli ga tions, like bill
pay ments. They also trans fer money for less com mon rea sons like pro vid ing money to chil -
dren away at school, send ing money to fam ily mem bers liv ing else where, or trans fer ring par -
tial earnings to other parties.

The vol ume of money being trans ferred is aston ish ing. Remit tances, the money sent home by
migrants, are esti mated to have reached US$325 bil lion in 2010 and are expected to increase
6.2 per cent in 2011 (World Bank, 2010). In many coun tries, remit tances account for a very
sig nif i cant por tion of the gross domes tic prod uct (GDP): Tajikistan (35%), Leb a non (22%),
Hon du ras (19%). In Kenya, the mobile money ser vice M-PESA is pro cess ing US$320 mil lion
per month in per son-to-per son money trans fers, which is roughly equiv a lent to ten per cent
of Kenya’s GDP on an annu al ized basis. M-PESA pro cesses another US$650 mil lion per
month in cash deposit and with drawal trans ac tions (Mas and Radcliffe, 2010).

Because of the size and growth of the money trans fer mar ket, a wide range of actors have
taken an inter est in pro vid ing the ser vice. This includes not only for mal bank ing insti tu tions,
but also mobile net work oper a tors, soft ware and hard ware com pa nies, and gov ern ments that
rec og nize the need for reg u la tion as well as an oppor tu nity to extend pub lic ser vices. Inter na -
tional money trans fer com pa nies have long dom i nated the global mar ket, but smaller regional
and national pro vid ers are begin ning to explore the market potential.

This chap ter briefly exam ines why money trans fers might be an inter est ing prod uct for MFIs
to con sider. It then explores the var i ous options through which MFIs could offer the prod uct
and the major con sid er ations that should be taken into account before embark ing on prod uct
devel op ment. The out line of the chap ter is as follows:

1. Money trans fers and MFIs

2. How money trans fers work

3. Money trans fer busi ness mod els for MFIs

4. Devel op ing a money trans fer strat egy

11.1 Money Trans fers and MFIs

MFIs have been drawn to the money trans fer mar ket because it offers them the oppor tu nity
to ful fil their finan cial goals as well as their social objec tives. From a finan cial per spec tive,
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money trans fers can be a lucra tive busi ness. West ern Union’s dom i nance in this mar ket has
earned the com pany hefty profit mar gins, esti mated to be 150 per cent higher than those of
the aver age U.S. com mer cial bank (Bezard, 2003). M-PESA earned Safaricom US$94.4 mil -
lion in 2009 and has become the sin gle big gest driver of new prof its for the com pany (McKay
and Pickens, 2010). MFIs are unlikely to earn such high prof its, but money trans fers can pro -
vide them with an addi tional source of rev e nue and an oppor tu nity to diver sify their income.
The addi tional prod uct offer ing might also help MFIs to retain cli ents, and to attract new cli -
ents who might approach the insti tu tion for the pur pose of mak ing a pay ment, but later pur -
chase other prod ucts as well.

From a social per spec tive, MFIs can chan nel remit tances and gov ern ment trans fer pay ments
to low-income house holds liv ing in iso lated areas that are not served by other pro vid ers (see
for exam ple, Boxes 13.10 and 13.11 in the chap ter on grants). If made reg u larly, these pay -
ments can pro vide a steady injec tion of cash into poorer com mu ni ties which could be used to
meet basic needs, man age risk or sup port income-gen er at ing activ i ties. As dis cussed later in
this chap ter, MFIs can design spe cial sav ings, credit and insur ance prod ucts that encour age
the use of remit tances for pro duc tive pur poses. Of course, remit tances can also be sent “on
demand” to assist households in coping with a crisis.

Even in com mu ni ties where other pay ment pro vid ers already exist, MFIs might be able to pro -
vide a valu able ser vice if they can meet the needs of their par tic u lar mar ket better than the com -
pe ti tion. Per haps they can make their sys tem more user-friendly to illit er ate cli ents, or offer
domes tic trans fers through their own branch net work at a lower price. One of the best ways for
an MFI to dif fer en ti ate itself in the mar ket is to link its money trans fer ser vice to other prod ucts
already being used by cli ents to make their over all finan cial man age ment eas ier and safer.

Money trans fer prod ucts have not always been suc cess ful for MFIs, how ever. Many insti tu -
tions have strug gled to be prof it able with the prod uct. One MFI that started its own money
trans fer ser vice offered the prod uct for seven years before it became prof it able. Other MFIs
have been prof it able in as lit tle as two to three months when work ing as an agent for a money
trans fer com pany in a region with a high vol ume of trans fers. While many MFIs have reported 
sig nif i cant and rapid growth in the num ber and vol ume of trans fers they pro cess, that increase 
has not nec es sar ily resulted in greater prof its for the MFI. One of the les sons that has been
learned by the microfinance indus try to date is that a care ful under stand ing of the mechan ics
of trans fers, as well as the envi ron ment in which an MFI wishes to offer them, is crit i cal to
suc cess ful prod uct devel op ment.

11.2 How Money Trans fers Work

Money trans fer sys tems can be thought of as hav ing three main ele ments:

1) the entity (or enti ties) that pro vide the trans fer;

2) the mech a nism that car ries a trans fer from point A to point B; and

3) the cus tomer inter face through which cash is col lected from send ers and/or dis bursed to
recip i ents.

These ele ments are sum ma rized in Fig ure 11.1 and briefly dis cussed below.
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Fig ure 11.1 Build ing Blocks of a Money Trans fer Sys tem
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Source: Adapted from Isern et al., 2005.

Trans fer Pro vid ers

Money trans fers can be sent through for mal or infor mal chan nels. For mal money trans fer ser -
vices are pro vided by banks, credit unions, MFIs, post offices, money trans fer com pa nies and
other licensed enti ties that report in some way to gov ern ment author i ties. Infor mal trans fers
are pro vided by fam ily mem bers, friends or busi nesses that are not for mally licensed to pro -
vide such ser vices (see Box 11.1).

MFIs may decide to pro vide money trans fer ser vices directly or to work through alli ances
with other pro vid ers who can sup ply cer tain aspects of the ser vice while the MFIs acts pri mar -
ily as the cus tomer inter face. The choice of an appro pri ate part ner will depend on whether the
MFI wishes to pro vide domes tic trans fers, inter na tional trans fers, or both and whether it
expects cli ents will want to send and/or receive transfers.

Trans fer Mech a nisms

With infor mal trans fers, money is either hand-car ried from one point to another, or it is
moved in a vir tual way through per sonal net works, as described in Box 11.1. For mal money
trans fers require some kind of paper or elec tronic mech a nism to facil i tate the trans ac tion. The 
major options include:

l Checks and bank drafts. These are some of the old est mech a nisms, but they are los ing
pop u lar ity for sev eral rea sons. First, they must be phys i cally deliv ered to the recip i ent,
which makes them vul ner a ble to theft, delays and the reli abil ity of the postal ser vice. Sec -
ond, the law typ i cally allows only banks and other reg u lated finan cial insti tu tions to use
them. Cus tom ers must wait for their check to arrive and clear, and the phys i cal pro cess ing
of the paper-based instru ment is expen sive for pro vid ers.

l Money orders. Since these are paper-based instru ments, they have some of the same dis -
ad van tages as checks, but they can be issued by and redeemed at a vari ety of finan cial ser -
vice pro vid ers, includ ing money trans fer com pa nies. They do not require a bank account;
the recip i ent receives cash sim ply upon pre sent ing the money order to an autho rized agent 
(such a post office).

11 Money Trans fers Product Options
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l Elec tronic funds trans fer (EFT). At the domes tic level, the most com mon types of
EFT sys tems are the auto mated clear ing house (ACH), which set tles trans ac tions in
batches, and the real-time gross set tle ment sys tem, which set tles trans ac tions imme di ately
but is more expen sive. ACHs can accept pay ment instruc tions from a finan cial insti tu tion
or directly from cli ents, who can link into these sys tems using their bank-issued debit or
credit cards. These net works are often owned and oper ated by cen tral banks, although pri -
vate play ers such as Visa also oper ate ACH sys tems in cer tain coun tries. At the inter na -
tional level, the most com monly used sys tem is oper ated by the Soci ety for World wide
Inter bank Finan cial Tele com mu ni ca tion (SWIFT), an indus try-owned coop er a tive that
pro vides real-time pay ment messaging ser vices to mem ber insti tu tions. Trans fers over
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Box 11.1 Infor mal Money Trans fer Sys tems

Infor mal funds trans fer sys tems vary tre men dously in struc ture and com plex ity. Hand
car ry ing cash, usu ally by migrants them selves or by fam ily and friends, is the most basic
sys tem and is espe cially com mon in sit u a tions of sea sonal or cir cu lar migra tion, where
migrants fre quently return to their place of ori gin. In some coun tries, the phys i cal trans -
fer of cash is also done by cou ri ers (inter na tion ally) or bus com pa nies and taxi driv ers
(domes ti cally).

Other sys tems involve only the vir tual move ment of funds. A basic two-way sys tem is
com mon between West Africa and France, where two peo ple (one in the home coun try
and one over seas) col lect and dis trib ute money trans fers in their respec tive com mu ni -
ties, set tling peri od i cally through their respec tive indi vid ual bank accounts. These trans -
fer pro vid ers can move sums sig nif i cant enough to meet the needs of trav el ing busi ness
peo ple, who often do not hold credit cards and pre fer to trans fer cash via infor mal chan -
nels rather than face the safety, cus toms, and for eign exchange issues involved in car ry -
ing large amounts of cash.

More sophis ti cated infor mal sys tems exist under dif fer ent names around the world,
includ ing hundi (South Asia), fei-chen (China), hui kwan (Hong Kong), padala (Phil ip -
pines), phei kwan (Thai land), and hawala (Mid dle East). Many of these sys tems, such as
those com mon in Afri can min eral-export ing coun tries like Angola, evolved as mech a -
nisms for trade financ ing and net funds trans fers against the move ment of goods.

The hawala sys tem used in the greater Mid dle East is rep re sen ta tive of how such sys tems 
work. Typ i cally, a migrant makes a pay ment to an agent (hawaladar) in the coun try where 
he works and lives, and the hawaladar gives him a code to authen ti cate the trans ac tion.
The hawaladar requests his coun ter part at the receiv ing end to make the pay ment to a
ben e fi ciary upon sub mis sion of the code.

After the trans fer, hawaladars set tle accounts through pay ment in cash or in goods and
ser vices. They are remu ner ated by send ers through a fee or an exchange rate spread.
Hawaladars often exploit fluc tu a tions in demand for dif fer ent cur ren cies, which enables
them to offer cus tom ers better rates than those offered by banks (most of which will only
con duct trans ac tions at autho rized rates of exchange). Since many hawaladars are also
involved in busi nesses where money trans fers are nec es sary, such as com mod ity trad ing, 
remit tance ser vices fit well into their exist ing activ i ties. Remit tances and busi ness trans -
fers are pro cessed through the same bank accounts and few, if any, addi tional oper a -
tional costs are incurred.

Source: Isern et al., 2005.



such elec tronic net works are quite reli able, but non-bank MFIs may not have access to
them. Even if the law allows it, cost, infor ma tion tech nol ogy and staff capac ity require -
ments can make access imprac ti cal.

l Giro. “Giro” is the term used for the elec tronic cross-bor der pay ments offered by post
offices in more than 40 coun tries. This sys tem enables hold ers of a postal bank account to
send money (domes ti cally or over seas) to another postal account, a bank account, or to a
post office for cash pay ment. Postal giros tend to be cheaper than bank trans fers for small
amounts, but it usu ally takes two to four days for the trans fer to be received.

l Pro pri etary net works. This type of pay ment sys tem is restricted to agents of the com -
pany or asso ci a tion that owns the net work, such as West ern Union or MoneyGram, but
many types of insti tu tions can become agents, includ ing banks, non-bank finan cial insti tu -
tions, post offices, and retail busi nesses. The ser vice is usu ally very reli able, nei ther the
sender nor the receiver has to hold an account or com plete exten sive paper work, and
recip i ents can col lect trans ferred funds almost instan ta neously. Pro pri etary net works are
the most expen sive of all trans fer mech a nisms, how ever. 

l Mobile tele phony. In a mobile-bank ing (m-bank ing) money trans fer model, cus tom ers
go to a retail agent to exchange cash for an elec tronic record of value, which is stored on
the server of a mobile net work oper a tor. Cus tom ers can then use a mobile phone to order
the trans fer of funds to oth ers using a wire less com mu ni ca tions chan nel such as SMS
(short messaging ser vice) or USSD (unstruc tured sup ple men tary ser vice data). They can
receive pay ments in the same man ner and con vert stored value into cash by vis it ing an
agent. This method of trans fer ring funds can be very con ve nient and afford able for cli -
ents, espe cially when tak ing trans ac tion costs into account, but it is usu ally not reg u lated
and there are no paper receipts to help resolve dis putes. Reg u lated finan cial insti tu tions
can develop their own mobile money trans fer ser vice, but they need the coop er a tion of at
least one mobile net work oper a tor to chan nel the wire less com mu ni ca tions.

The strengths and weak nesses of these main mech a nisms are sum ma rized in Table 11.1. 

Cus tomer Inter face

The third main build ing block of a money trans fer sys tem is the cus tomer inter face. Those
who wish to send money need to be able to hand their cash over to the trans fer pro vider, and
recip i ents need to be able to col lect cash as close as pos si ble to their home or busi ness. If there 
are prob lems with a trans fer, send ers and receiv ers need a place to go to resolve the sit u a tion.

In infor mal money trans fers, the cus tomer inter face is usu ally a spe cific human being,
although it may also be a retail store where a hawala agent works or the bus ter mi nal where
driv ers can be found to carry money to a recip i ent for a fee. In for mal money trans fers, the
cus tomer inter face has tra di tion ally been a fixed loca tion (for exam ple, a bank branch or post
office) which cus tom ers must visit dur ing reg u lar busi ness hours to access the trans fer ser -
vice. More recently, new tech nol o gies are enabling cli ents to send and receive trans fers at a
much wider range of loca tions, even from their own mobile phone, 24 hours a day (see Box 11.2).
ICICI Bank’s “Money2India” remit tance ser vice deliv ers money trans fers to remote Indian
vil lages through internet kiosks (See Box 11.3).
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Table 11.1 Com par ing Money Trans fer Mech a nisms

For Cus tom ers For MFIs

Checks • Com monly avail able from reg u lated
finan cial insti tu tions

• Slow

• Sub ject to loss/theft

• Must be phys i cally deliv ered

• Require bank accounts to send (not
nec es sar ily to receive)

• Well-known, tra di tional prod uct

• Access often lim ited to reg u lated
finan cial insti tu tions only

• Gen er ates rel a tively high pro cess ing
costs

Money Orders • Do not require bank accounts to send
or receive

• Slow

• Sub ject to loss/theft

• Must be phys i cally deliv ered

• Postal money orders for postal
finan cial ser vice pro vid ers only; oth ers 
can be issued/paid by a vari ety of
finan cial ser vice pro vid ers

• Gen er ates rel a tively high pro cess ing
costs

Elec tronic Funds 
Trans fer (EFT)

• Faster than paper-based instru ments

• Requires bank account to send and
receive

• Cheaper than pro pri etary net work
trans fers

• Lower labour costs than checks, but
requires link to net work and
infra struc ture

• Fees lower than for pro pri etary
net work trans fers

• Can be accessed by many MFIs
through the finan cial insti tu tions with 
which they con duct busi ness

Giro • Requires a postal account for
send ing, but gen er ally cheaper and
more acces si ble than bank-based
EFTs

• Lower labour costs than checks, but
requires link to net work and
infra struc ture

• Only postal finan cial ser vice pro vid ers 
can orig i nate trans ac tions; both postal 
and other MFIs can receive

Pro pri etary
Net works

• Real-time deliv ery pos si ble

• No bank accounts required

• Numer ous access points

• Higher price

• Infra struc ture require ments and costs
can vary depend ing on agency
rela tion ship

• Gen er ally more lucra tive than other
trans fer mech a nisms

• Agents some times restricted to banks, 
with fewer restric tions on sub agents

Mobile
Tele phony

• Con ve nient; can send an SMS from
almost any where any time

• Low-cost

• Send ing stored value is fast, but must 
visit an agent or ATM to con vert value 
into cash and vice versa

• Requires some degree of coop er a tion
with a mobile net work oper a tor

• May require sig nif i cant invest ment in
sys tem upgrades and inter face design

• No paper receipt to facil i tate dis pute
res o lu tion

Source: Isern, Deshpande and van Doorn, 2005.

Card-based tech nol o gies have been used by a vari ety of MFIs. At Banco Solidario in Ecua dor, 
for exam ple, remit tance recip i ents receive a stored value card which they can use to with draw
money from auto matic teller machines (ATMs) or point-of-sale (POS) devices when ever and
in what ever amount they choose. In Tan za nia, CRDB Bank installed POS ter mi nals in sav ings 
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and credit coop er a tives (SACCOs) in remote areas of the coun try so that rural cli ents can load
their debit cards in the cap i tal and then with draw cash at their home town SACCO and avoid
the risk of trav el ling with large sums of money.
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Box 11.2 M-PESA in Kenya

M-PESA was devel oped by mobile phone oper a tor Vodafone and launched com mer cially
by its Ken yan affil i ate Safaricom in March 2007. M-PESA (“M” for mobile and “PESA”
for money in Swa hili) is an elec tronic pay ment and store of value sys tem that is acces si -
ble through mobile phones. To access the ser vice, cus tom ers must first reg is ter at an
autho rized M-PESA retail out let. They are then assigned an indi vid ual elec tronic money
account that is linked to their phone num ber and acces si ble through a SIM card-res i dent 
appli ca tion on their mobile phone. Cus tom ers can deposit and with draw cash to/from
their accounts by exchang ing cash for elec tronic value at a net work of retail out lets. Once 
they have money in their accounts, they can use their phones to trans fer funds to other
M-PESA users and even to non-reg is tered users, pay bills, and pur chase mobile air time
credit. All trans ac tions are autho rized and recorded in real time using secure SMS, and
are capped at US$500. As of Jan u ary 2010, M-PESA had 9 mil lion reg is tered cus tom -
ers, equiv a lent to 23 per cent of Kenya’s pop u la tion, and approx i mately 16,900 retail
out lets, which is more than seven times the num ber of ATMs and bank branches in the
coun try. Reg is tra tion and cash depos its are free, but per son-to-per son trans fers and bill
payments cost 30 Kenyan shillings, or approximately US$0.40.

Source: Adapted from Mas and Radcliffe, 2010.

Box 11.3 Money Trans fers through Internet Kiosks at ICICI Bank in
India

The com puter kiosk sys tem work as fol lows: a sender remits a money trans fer to the
recip i ent’s ICICI account, either through an ICICI branch office or a Money2India agent.
As soon as the trans ac tion has taken place, the Money2India agent informs the kiosk
oper a tor, who in turn informs the recip i ent. The recip i ent can then either col lect the
remit tance at ICICI or the kiosk, which is equipped with a low-cost ATM. ICICI esti mates
that kiosks can be prof it ably placed in vil lages as small as 2,000 res i dents. This option
is very attrac tive for rural recip i ents because it elim i nates trans ac tion costs involved in
trav el ling to a larger town to visit a bank branch.

Kiosks used by ICICI bank offer a com bi na tion of tele phone, finan cial, edu ca tional, and
other ser vices. Kiosk oper a tors are inde pend ent busi ness peo ple, remu ner ated through
com mis sions paid by ser vice pro vid ers and user fees paid by cus tom ers. They pay for
set-up costs them selves, for which they typ i cally obtain a par tial loan from ICICI Bank.
Since ICICI Bank does not incur any fixed costs, the sys tem has proven a cost-effec tive
way for the bank to extend its out reach to rural areas. By June 2005, more than 2,000
kiosk oper a tors offered ICICI ser vices. From an oper a tor’s per spec tive, the busi ness
model is only via ble if mul ti ple ser vices are routed through a sin gle kiosk. How ever, expe -
ri ence indi cates that the kiosks can become prof it able even with out the money trans fer
ser vice, which can eas ily be added at a later date.

Source: Isern et al., 2005 and Finextra Research, 2005.



The Money Trans fer Value Chain

To develop a suc cess ful money trans fer ser vice, an MFI will need to decide which aspects of
the ser vice it wishes to pro vide, and which it can outsource more effec tively to oth ers. To
make this deci sion, it is impor tant to have a clear under stand ing of the dif fer ent activ i ties that
are involved in mak ing a money trans fer, and how they come together to pro vide cus tom ers
with a valu able ser vice. As shown in Fig ure 11.2, there are seven pri mary activ i ties involved in
the money transfer value chain:

l Mar ket ing and sell ing. The mar ket ing of money trans fer prod ucts dif fers some what
from that of other finan cial prod ucts because both the send ing and receiv ing cli ents need
to be con sid ered. MFIs may be able to mar ket cost-effec tively to one but not the other.

l Orig i nat ing and fund ing. The cus tomer must pro vide infor ma tion, either man u ally or
elec tron i cally, to request the trans fer. The amount to be trans ferred must then be col lected 
(either in cash or through a trans fer of funds from the cus tomer’s card or account) and
pay ment must be made for the trans fer ser vice itself.

l Send ing. The paper or elec tronic request for funds trans fer must be trans mit ted.

l Clear ing. The send ing and receiv ing finan cial insti tu tions must exchange infor ma tion
about the pay ment and the amount of funds to be set tled by those insti tu tions has to be
cal cu lated. Once the send ing insti tu tion receives a valid finan cial claim from the receiv ing
insti tu tion, it can set tle the claim by mak ing a pay ment to the receiv ing insti tu tion and the
final set tle ment is recorded and com mu ni cated. 

l Receiv ing. Pay ment instruc tions must be received at a loca tion where the recip i ent can
access them. MFIs play an impor tant role here, par tic u larly in remit tance trans ac tions,
because of their pres ence in the less devel oped areas where recip i ents live and work.

l Pay ment. Funds must be dis bursed in local or, if reg u la tions per mit, for eign cur rency in
the form of cash, check or credit to the receiver’s account.  MFIs that per form this activ ity
must ensure they have suf fi cient liquid ity to make the pay outs even at short notice and
dur ing peaks in demand. 

l Cus tomer ser vice. Ques tions about the prod uct, requests for infor ma tion about spe cific
trans ac tions, com plaints, and sug ges tions must all be addressed.  The abil ity to pro vide
both send ers and recip i ents with effec tive cus tomer ser vice is what gen er ates cus tomer
con fi dence, trust, and repeat busi ness.

Fig ure 11.2 Pri mary Activ i ties of the Money Trans fer Value Chain

Source: Isern et al., 2008.
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Of course, the seven pri mary activ i ties described above must be sup ported by appro pri ate
finan cial, tech nol ogy, risk man age ment and human resource infra struc ture. If an MFI feels it
is not capa ble of deliv er ing one or more of the pri mary activ i ties with qual ity, then it needs to
either strengthen its own capac ity or enter into one or more part ner ships with enti ties that
already have the infra struc ture and can assist the MFI in deliv er ing a quality service.

11.3 Money Trans fer Busi ness Mod els for MFIs

MFIs offer money trans fer ser vices through a vari ety of busi ness mod els. The one that is most 
com mon is that of part ner ship with a money trans fer com pany such as West ern Union or
MoneyGram. It is an attrac tive option because it pro vides a sim ple and fast way to enter the
mar ket. Many com pa nies offer agents a pre set pack age of well-tested prod ucts, a tech nol ogy
plat form, mar ket ing mate ri als and some times train ing or call cen tre sup port to help launch
oper a tions. Their estab lished brand, for eign exchange access, risk man age ment exper tise and
inter na tional pay ment net works can reduce both the cost and risk of an MFI’s entry into the
mar ket. In exchange for all this, MFIs must pay the money transfer company a fee.

Another pop u lar option has been to part ner with banks, either as a sub agent to a bank that is 
already oper at ing as a money trans fer com pany agent, or to gain access to the bank’s pay ment
net works or card sys tems (for exam ple, SWIFT or Visa). The postal net work Posta Moldova
estab lished such a part ner ship with ING and Deut sche Bank, for exam ple. Through part ner -
ship, MFIs can avoid bear ing the full bur den of licens ing, invest ment, fees, and other require -
ments of join ing a pay ment net work or card sys tem. How ever, access is usu ally lim ited to
licensed finan cial insti tu tions and may have mem ber ship require ments beyond the means and
capacity of most MFIs.

Finan cial insti tu tions with bank licenses can pro vide money trans fer ser vices via an elec tronic
pay ment net work by set ting up cor re spon dence rela tion ships with banks in other coun -
tries or regions. The rela tion ships between FONKOZE in Haiti and City National Bank of
New Jer sey in the United States, and between Span ish sav ings banks and Banco Solidario in
Ecua dor, are two such exam ples. In both cases, money trans fers are bun dled by the send ing
insti tu tion and trans mit ted to an account at the recip i ent insti tu tion that unbundles the pay -
ments for dis tri bu tion to receiv ing cli ents. Non-gov ern men tal orga ni za tions (NGOs) like the
one described in Box 11.4 may also set up part ner ships with banks to provide their clients
with money transfers.

As described in Boxes 11.2 and 11.3 above and Box 13.11 in the chap ter on grants, MFIs
could also part ner with mobile net work com pa nies, other pri vate enter prises, or the
gov ern ment to make money trans fers avail able to their cli ents. Depend ing on the nature of
the part ner ship, there may be restric tions on the type of trans fers that can be made or to
whom they can be sent, yet the ser vice could still prove valu able to both cli ents and MFIs. In
Kenya, for exam ple, Equity Bank and Safaricom have announced a part ner ship around
Equity’s M-Kesho inter est-bear ing sav ings account (in Swa hili, “Kesho” means “future”).
M-Kesho accounts can be opened at M-PESA agents and value can be moved to and from
M-Kesho accounts and M-PESA elec tronic wal lets, as well as from M-Kesho to other Equity
Bank accounts. Equity plans to intro duce an instant loan prod uct as well, based on a credit
scor ing model, once six months of trans ac tion data are avail able. Car rier ser vices like the ones
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being offered by M-PESA and by SMART in the Phil ip pines can make it pos si ble for even
small MFIs to use mobile phones to facil i tate loan repay ments and depos its, low er ing risk and
costs for them selves and their cus tom ers (Ketley, 2010 and Kumar et al., 2010). 

Smaller MFIs that do not have the lever age to nego ti ate favour able terms with larger part ners
some times form a con sor tium to become the pri mary agent of a money trans fer com pany.
This approach has been used by a num ber of MFI fed er a tions, includ ing the Jamaica Coop er -
a tive Credit Union League (JCCUL), which has part nered with a local money trans fer com -
pany to bun dle four for eign money trans fer com pa nies into a ser vice under its own
pro pri etary brand. IRnet, a money trans fer ser vice cre ated by the World Coun cil of Credit
Unions (WOCCU), bun dles trans ac tions from credit unions in Africa, Asia, Latin Amer ica,
Europe and Aus tra lia in order to obtain dis counted ser vice from main stream money trans fer
com pa nies. Send ers have the option of mak ing a trans fer from a credit union to a credit
union, from a credit union to a non-credit union (typ i cally, a retail out let serv ing as a money
trans fer out let), or from a non-credit union to a credit union. In Ghana, 125 rural banks use
“Apex Link” to trans fer funds between them selves as well as to receive pay ments from
abroad (see Box 11.5).

Part ner ships offer MFIs many advan tages, but they can be com plex and expen sive. An alter -
na tive cho sen by numer ous MFIs is to offer money trans fer ser vices directly, using
in-house sys tems that range from basic solu tions built around their core account ing pack age 
to more sophis ti cated solu tions based on EFT sys tems or m-bank ing plat forms. In-house sys -
tems can work well for domes tic money trans fers, par tic u larly for MFIs with large national
net works, although some MFIs have cre atively extended their in-house out reach inter na tion -
ally by open ing up branches in other coun tries, pri mar ily to pro vide remit tance ser vices to
migrant work ers. FIE Pri vate Finan cial Fund, for exam ple, pro vides such ser vices to Boliv ian
migrants in Argen tina (see Box 11.6). 
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Box 11.4 Part ner ing with a Com mer cial Bank to Pro vide Domes tic
Remit tances

In India, the NGO Adhikar is pilot ing a domes tic money trans fer ser vice for the large num -
ber of migrants who travel from the east ern state of Orissa to work in the west ern state of
Gujarat. Adhikar’s com par a tive advan tage in money trans fer ser vices is knowl edge of cus -
tomer needs and pref er ences, as well as the abil ity to ser vice cli ents in remote loca tions.
When design ing its trans fer sys tem, Adhikar decided to leave the actual trans mis sion of
funds to Cor po ra tion Bank, which has branches in both Orissa and Gujarat and the infra -
struc ture to make timely, secure trans fers. Although bank trans fers take place reg u larly
between Orissa and Gujarat, most migrants do not have bank accounts and find it costly to
visit a bank branch. Adhikar cen tral izes the col lec tion and dis sem i na tion of these small
trans fers and routes them through one account at the bank. This pro cess spreads trans ac -
tion costs over a larger num ber of trans fers, bring ing down the per-trans ac tion fee. Adhikar 
is now look ing to lever age the sys tem by involv ing NGOs that serve other dis tricts in Orissa
as dis tri bu tion agents, low er ing per-trans ac tion fees even fur ther while enabling the NGOs
to earn a new source of rev e nue to sup port their work.

Source: Isern et al., 2005.



The direct pro vi sion of money trans fer ser vices offers MFIs sev eral advan tages, namely the
abil ity to con trol prod uct and ser vice qual ity, the cli ent rela tion ship, and the total rev e nue gen -
er ated. In-house sys tems can be rel a tively quick and inex pen sive to pilot and launch. How -
ever, they typ i cally have high main te nance costs, so MFIs need to gen er ate a high vol ume of
trans fers to make the per trans ac tion cost via ble. This can be prob lem atic, since both send ers
and receiv ers must access the ser vice through the MFI’s ser vice points. Also, the MFI must
take full respon si bil ity for mar ket ing and reg u la tory com pli ance. The advan tages and dis ad -
van tages of the main money trans fer busi ness models for MFIs are summarized in Table 11.2.
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Box 11.6 Open ing Branches Abroad to Facil i tate Remit tances at FIE

FIE Pri vate Finan cial Fund in Bolivia, a for mal, reg u lated non-bank microfinance insti tu -
tion, works with its branch FIE Gran Poder in Bue nos Aires, Argen tina, to offer remit -
tance ser vices and microcredit to Boliv ian migrants in Argen tina. Remit tances serve as
col lat eral for loans, which are typ i cally used for com mer cial activ i ties. These migrants
gen er ally have no access to loans in Argen tina due to their national ori gin and their infor -
mal, undoc u mented sta tus. FIE requires lit tle doc u men ta tion from its loan appli cants.
Boliv ian iden ti fi ca tion papers suf fice and hence FIE is eas ily acces si ble to its cus tom ers.

Source: Authors.

Box 11.5 ApexLink: Going the Last Mile in Ghana

Apex Bank is a cen tral trea sury for the rural banks of Ghana, a net work that rep re sents
over 400 points of ser vice, some in vil lages as small as 500 peo ple. Mar ket stud ies in
the rural areas served by these banks revealed that cli ents were hav ing dif fi culty access -
ing trans fers from urban areas in Ghana. Crime made it espe cially dif fi cult for trad ers,
who car ried large sums of cash on their per son for busi ness. At the same time, the rural
banks were look ing for new rev e nue sources and ways to attract more cus tom ers.

In response to this dual need, Apex Bank devel oped the “Apex Link” domes tic money
trans fer sys tem. The ser vice uses pro pri etary soft ware to man age money trans fers
between rural banks using coded mes sages sent by phone, fax, or express mail. Turn -
around time is between 15 min utes and 24 hours, and trans fers can be made from an
account or in cash, mak ing the ser vice acces si ble to cus tom ers and non-cus tom ers alike. 
If recip i ents lack the gov ern ment-issued iden ti fi ca tion card or pass port nor mally
required for iden ti fi ca tion pur poses, they may come to the bank accom pa nied by a
“locally known per son” to act as a wit ness to the trans fer. Trans fer fees are paid by the
send ers on a slid ing scale, depend ing on the amount trans ferred (usu ally 0.5 per cent of
the trans fer amount for cus tom ers, and 0.75 per cent for non-cus tom ers). These fees are
shared between Apex Bank and the send ing and receiv ing rural banks.

Apex Link can also be used as the “last mile” in an inter na tional funds trans fer because
Apex Bank has a part ner ship with a local com mer cial bank that is licensed to han dle for -
eign exchange. The local bank depos its funds from abroad into Apex Bank’s cen tral
account in local cur rency. Apex Link then trans fers the funds to a rural bank for final pay -
ment to the receiv ing cli ent. In its first year of oper a tion, the sys tem made 24,000 trans -
fers total ling over US$27 mil lion.

Source: Isern, et al, 2005.



Table 11.2 Com par ing Money Trans fer Busi ness Mod els for MFIs

Advan tages Dis ad van tages

Direct
Approach

• Retain 100% of rev e nue

• Can pro tect cli ent rela tion ships

• Con trol over prod uct design and deliv ery

• May be able to offer a lower cost prod uct
in niche mar kets

• Can be quick and inexpensive to pilot

• Low trans ac tion vol umes if small
net work of ser vice points

• High main te nance costs

• Respon si bil ity for mar ket ing

• Respon si bil ity for com pli ance

• Some technology solutions, such as
m-banking, are time-consuming and
expensive to implement

Sin gle
Part ner ship

• Sim ple start

• Access to net works and sys tems 

• Mar ket ing and com pli ance sup port 

• Poten tial for greater trans fer vol ume

• Exclu siv ity may limit out reach

• Must share rev e nue

• Must com pete with the part ner’s
other agents

• Depend ent on part ner’s strength

Mul ti ple
Part ner ship

• Chance to diver sify oper a tions

• Better access to the mar ket in send ing
coun tries 

• Can estab lish strong posi tions in coun tries 
that best fit MFI needs 

• Poten tial for much greater trans fer vol ume

• More com plex

• Requires strong staff train ing

• May need to develop IT plat form to
man age mul ti ple rela tion ships

• Must share rev e nue 

Con sor tium • Can nego ti ate better terms with larger
part ners

• Can share costs

• Depend ent on con sor tium’s strength

• May ben e fit mem bers unequally

• Must share rev e nue

Source: Adapted from Isern et al., 2008.

The options described above are not mutu ally exclu sive. An MFI could offer paper-based
money orders for use in occa sional domes tic money trans fers or bill pay ment; oper ate as an
agency of a money trans fer com pany for sim ple, low-value domes tic or inter na tional trans -
fers; and estab lish a cor re spon dent rela tion ship with a bank for higher value, higher reli abil ity
inter na tional trans fers. The Asso ci a tion of Cam bo dian Local Eco nomic Devel op ment Agen -
cies (ACLEDA) in Cam bo dia, the National Microfinance Bank (NMB) in Tan za nia,
ProCredit Bank Bul garia, XAC Bank Mon go lia and Apex Bank Ghana all entered the money
trans fer mar ket by offer ing domes tic trans fers only, either using their own branch net work or
mem ber bank net works. Later, they took up inter na tional trans fer ser vices, typ i cally becom -
ing part of a brand name network (Sander, 2008).

11.4 Devel op ing a Money Trans fer Strat egy

Devel op ing a money trans fer prod uct is some what com pli cated. Not only are there a range of
pro vid ers with which to poten tially col lab o rate or com pete, but there are many types of trans -
fer mech a nisms to choose from and a rap idly expand ing range of options for cre at ing a cus -
tomer inter face. How can an MFI decide which strategy is best? 
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As men tioned above, MFIs can start by assess ing their own inter nal capac ity and the busi ness
mod els that oth ers have used suc cess fully. Issues related to man age ment infor ma tion sys tems
and liquid ity are par tic u larly impor tant. Oppor tu nity Bank in Malawi had to do an entire sys -
tems upgrade – a pro cess that took a year and cost more than US$100,000 to com plete –
before it could imple ment its m-bank ing solu tion (Kumar et al., 2010). Even for less tech no -
log i cally demand ing strat e gies, MFIs need to have sys tems that can han dle large vol umes of
data flow and ensure trans ac tion secu rity. They need be able to antic i pate the quan tity of cash
they must have on hand to meet cus tomer demands, and to man age the increased oper a tional
risk that comes with greater cash han dling, including employee error and fraud. 

MFIs should also give care ful con sid er ation to three exter nal fac tors that heavily influ ence
money trans fer prod uct design: the reg u la tory frame work, cli ent pref er ences, and com pe ti -
tion. Finally, strat egy devel op ment should com bine the inter nal and exter nal anal y ses and
look care fully at the oppor tu ni ties for link ing a money trans fer ser vice with other ser vices
being offered by the MFI.

Reg u la tion

An MFI’s choice of strat egy will often be lim ited by its reg u la tory envi ron ment. National laws
may pro hibit cer tain types of insti tu tions from access ing spe cific trans fer mech a nisms (for
exam ple, non-bank finan cial insti tu tions may not be allowed to con duct for eign exchange
trans ac tions, issue checks, or link into pay ment net works). In Brazil, for exam ple, all inter na -
tional trans fers must be chan nelled through the cen tral bank. In many coun tries, MFIs with -
out a bank ing license can act only as agents or sub agents of a money trans fer com pany or
estab lish a cor re spon dent rela tion ship with a licensed financial institution.

MFIs need to under stand not only the direct impli ca tions of the reg u la tory frame work on
their abil ity to offer money trans fer ser vices, but also the indi rect impact that reg u la tions
might have on their abil ity to part ner and com pete with other ser vice pro vid ers. MFIs may
find it dif fi cult to com ply with rules for anti-money laun der ing and com bat ing the financ ing
of ter ror ism (AML/CFT) as well as cus tomer due dil i gence. Their low-income cli ents may not 
pos sess the doc u ments required for iden tity ver i fi ca tion and the cost of keep ing detailed
records for very small trans ac tions can make money trans fers unviable (Lyman et al., 2008). In 
Viet nam, migrants are required to pay 30 per cent of their remit tances to the gov ern ment,
which makes it dif fi cult for MFIs to com pete with infor mal money trans fer sys tems, whereas
in Paki stan, for mal remit tances can be sent free of charge and free of taxes, banks are eli gi ble
for a rebate on each trans ac tion pro cessed, and inter na tional money trans fer com pa nies are
given per for mance-based incen tives for mobi liz ing higher vol umes of remit tances (Paki stan
Remit tance Ini tia tive, 2010). Such pol i cies obvi ously make it easier for financial institutions to 
compete with more informal mechanisms.

Cli ent Pref er ences

The iden ti fi ca tion of cli ent pref er ences is more com pli cated with money trans fer prod ucts than
other finan cial ser vices because there are two types of cli ents to con sider: the send ers and the
receiv ers. These two types of cli ents are likely to have fun da men tally dif fer ent pro files. In the case
of remit tances, MFIs are likely to have first-hand infor ma tion about receiv ers, but not send ers.
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Cer tainly, mar ket research will be nec es sary to iden tify the char ac ter is tics that dif fer ent mar -
ket seg ments value in a money trans fer prod uct. The main char ac ter is tics to con sider are
summarized below.

l Safety and trust. All remit tance users want their funds to be trans ferred safely but per -
cep tions of safety have a lot to do with cli ents’ trust in the pro vider. Although rob bery is a
com mon con cern with infor mal trans fer sys tems, low-income cli ents may still use them
because they dis trust for mal finan cial ser vice pro vid ers. Other cli ents seek out insti tu tions 
that have a track record in han dling trans fers and those that belong to large, well-known
inter na tional net works. 

l Speed. The speed of a money trans fer var ies, usu ally between one hour and two weeks (in
the case of a bank draft) although mobile phone trans fer mech a nisms are now reduc ing
this to min utes. Since there is usu ally a trade-off between speed and cost, send ers will
often choose a ser vice on the basis of the urgency of a par tic u lar trans ac tion. How ever,
many peo ple pre fer “real-time” trans fers regard less of their cost or urgency.

l Cost. Most peo ple seek trans fer ser vices that offer low fees, attrac tive exchange rates, and
trans par ency on fees and rates at both the send ing and receiv ing ends. 

l Ease of use. Send ers and receiv ers pre fer lim ited paper work, espe cially if they are not lit -
er ate. Some pre fer inter act ing with a sales agent for rea sons of ease and per sonal ser vice.
Oth ers pre fer the con ve nience and ano nym ity of ATMs or POS devices.

l Prox im ity. Send ers and receiv ers usu ally want to access money trans fer ser vices at nearby 
loca tions so that they can min i mize trans ac tion costs such as travel time and trans por ta -
tion expenses. How ever, this is not always the case. In Moldova, for exam ple, remit tance
recip i ents pre ferred to use a pay out point away from their vil lage or neigh bour hood for
fear that oth ers would learn about the arrival of the cash (Sander, 2008).

l Acces si bil ity. Require ments such as open ing an account, main tain ing a min i mum bal -
ance, or pre sent ing spe cific iden tity doc u ments can limit poor peo ple’s access to money
trans fer ser vices. Many migrants, espe cially undoc u mented work ers, pre fer ser vices with
few or no iden tity require ments and this makes them a dif fi cult mar ket for for mal finan cial 
insti tu tions to serve. 

Other cli ent char ac ter is tics that are worth research ing in prep a ra tion for the devel op ment of a 
money trans fer prod uct include: the socio eco nomic pro file of both send ers and receiv ers,
geo graphic pat terns and sea son al ity of the trans fer flows, and the size and char ac ter is tics of
money trans fers from both inter na tional and domes tic sources. Seg ment ing send ers and
receiv ers into smaller sub-groups can also be help ful, not only in under stand ing the demand
for money trans fers, but also for assess ing demand for other finan cial prod ucts that might be
linked to the money trans fer. An inter est ing exam ple of seg men ta tion for money trans fer
prod uct devel op ment is pro vided in the case study at the end of this chapter. 

Com pe ti tion

Experts esti mate that the total value of global money trans fers made through infor mal chan nels
is some where between 40 and 100 per cent of the vol ume of for mal trans fers. Bezard (2003)
esti mates that infor mal money trans fer sys tems in Asia and the Mid dle East may man age two
and a half times the value of trans fers pro cessed by for mal sys tems. Given these esti mates, MFIs 
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would be wise to include both for mal and infor mal ser vice pro vid ers in their com pe ti tion anal y -
sis. They can learn from the strengths of each, and they need to find some com pet i tive advan -
tage over both if they are to bring a money trans fer prod uct suc cess fully to their mar ket.

For mal sys tems are gen er ally quite safe and can be fast. They are also often expen sive, both in
terms of the fee paid for the ser vice and the trans ac tion costs incurred. Prices are fall ing, how -
ever, as com pe ti tion increases. In Latin Amer ica, for exam ple, the cost of send ing US$200
inter na tion ally is esti mated to have dropped from over 15 per cent to less than 5.6 per cent
from 2001 to 2005 (Orozco, 2006).

Infor mal sys tems are often faster and cheaper than for mal sys tems. Hand-car riage is the least
expen sive, but comes with the great est risk; hawala sys tems typ i cally charge between 0.25 and
1.25 per cent of the remit ted amount and offer a pre mium exchange rate. Infor mal sys tems also
have cer tain cli ent-friendly fea tures, such as con fi den ti al ity and min i mal paper work, which
make them pop u lar, and they are often avail able in areas where no for mal sec tor pro vid ers exist.

MFIs that man age to com pete against both for mal and infor mal sys tems do so by meet ing cli -
ents’ needs in a way that com pet i tors do not. They may pro vide ser vice in areas where for mal
finan cial insti tu tions do not oper ate or offer greater secu rity than infor mal ser vice pro vid ers
can. They may focus on deliv er ing a very tai lored and con ve nient ser vice for a par tic u lar dias -
pora com mu nity, such as Prodem with its office in Argen tina and Banco Solidario through its
part ner ship with com mer cial banks in Spain (see Box 11.7). The Banco Solidario exam ple
high lights another impor tant strat egy, that of link ing money trans fer ser vices to other prod -
ucts and ser vices offered by the MFI. Per haps more than any other strat egy, cre ative
cross-sell ing can help an MFI distinguish its product in a competitive market.
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Box 11.7 Tai lor ing a Remit tance Ser vice for Ecuadorians in Spain

Banco Solidario, an Ecua dor ian MFI, entered into an agree ment with two major sav ings
banks in Spain (Caja de Ahorro de Madrid and Caja de Ahorro de Murcia) to cre ate the
programme Mi Familia, Mi País, Mi Regreso [My Fam ily, My Coun try, My Return].
Through this part ner ship, Banco Solidario and the Span ish banks pro vide remit tance
ser vices to Ecua dor ian migrants in Spain. They expanded their dis tri bu tion net work in
Ecua dor by link ing up with coop er a tives and a cou rier com pany.

Banco Solidario bun dles its remit tance ser vice with a vari ety of other prod ucts, start ing
with a travel loan for Ecuadorians who are mov ing abroad, and later, an oppor tu nity to
make reg u lar depos its into a sav ings account for the pur pose of sav ing up money for
build ing or buy ing a house or start ing an enter prise. In fact, Banco Solidario describes its 
programme not as a remit tance ser vice, but rather, as an offer ing of tools to migrants to
be able to ful fil their goals of hav ing a house and busi ness upon their return to Ecua dor. 

Migrants can also trans fer money to fam ily mem bers in Ecua dor, who can use the remit -
tances as col lat eral for a loan, to pay an insur ance pre mium, or to fund every day pur -
chases using la chauchera, the elec tronic debit card that migrants’ fam i lies receive to
access their remit ted funds. 

Source: Adapted from Interamerican Devel op ment Bank, 2007 and
Banco Solidario, 2002.



Cross-sell ing and Bun dling

The link ing of an MFI’s money trans fer ser vice to other finan cial ser vices can not only dif fer -
en ti ate an MFI from its com pe ti tion, but also encour age cus tomer loy alty and gen er ate addi -
tional rev e nue. It can deepen the devel op men tal impact of money trans fers if, for exam ple,
send ers are able to trans fer funds directly into an edu ca tion or pen sion sav ings account or
make pay ments on a hous ing loan or insur ance pol icy. By giv ing cus tom ers options other than 
a full cash pay out, MFIs can make money trans fer trans ac tions more prof it able for the insti tu -
tion and more pro duc tive for their cli ents. Some of the options for link ing money transfers
include (Comstock et al., 2009):

l Demand depos its. Cli ents of WOCCU credit unions can receive remit tances directly
into a sav ings account using the IRnet money trans fer ser vice. They can then with draw
funds when ever and in what ever amount they please.

l Com mit ment sav ings accounts. The Infant/Youth Sav ings Plan at Salcajá in Gua te -
mala is one exam ple of a sav ings account into which remit tances can be reg u larly depos -
ited to accu mu late assets for edu ca tion, hous ing or start ing a busi ness.

l Health or life insur ance. At Banco ADOPEM (Asociación Dominicana para el
Desarrollo de la Mujer) in the Domin i can Repub lic, remit tances can be used to pay the
pre mium on insur ance cov er age for remit tance recip i ents. Other insti tu tions have con sid -
ered remit tance insur ance, a life insur ance pol icy that would guar an tee a stream of
income equal to the migrant’s reg u lar remit tances for a set time period in the event that he
or she should pass away.

l Pay ment ser vices. Cli ents of rural banks in the Phil ip pines are able to pay their loans,
school fees, elec tric ity and hos pi tal bills using mobile phone-based money trans fers (see
Box 11.8).

l Microenterprise loans. At Banco Salvadoreño in El Sal va dor, cli ents can bor row up to
80 per cent of the value of their last six months’ remit tance flows. 

l Home pur chase or con struc tion. Cemex’s Construmex pro gram chan nels remit tances
from migrants in the United States towards the pur chase of con struc tion mate ri als for
build ing a home in Mex ico. Banco de Crédito in Peru gives loans for home pur chase and
con struc tion backed by the reg u lar recep tion of remit tances. Remit tances can also be used 
to fund the down-pay ment on a home, either as a lump sum or grad u ally.
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Main Mes sages

1. Seg ment the mar ket to better under stand how cli ents might use money trans fer ser -
vices. 

2. Send ers and receiv ers may require dis tinct mar ket ing strat e gies.

3. Ana lyse com pe ti tion from both for mal and infor mal money trans fer sys tems.

4. Con sor tia can pro vide smaller MFIs with the lever age to nego ti ate favour able terms
with larger part ners. 

5. MFIs should look for ways to link their money trans fer ser vice to other finan cial ser -
vices on offer.
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Box 11.8 Link ing Money Trans fers and Finan cial Ser vice Pro vi sion
in the Phil ip pines

Since 2004, the Microenterprise Access to Bank ing Ser vices (MABS) pro gram has part -
nered with G-XChange, Inc. (GXI), a wholly-owned sub sid iary of Globe Telecom, in the
devel op ment and imple men ta tion of mobile phone bank ing appli ca tions and mobile
com merce ser vices for rural banks and their cli ents. Approved by the Bangko Sentral ng
Pilipinas (BSP), rural banks can now offer elec tron i cally-driven finan cial ser vices in the
com fort of their homes, busi ness or offices. These ser vices include:

l Text-A-Pay ment to make microloan pay ments

l Text-A-Remit tance to trans fer money locally and abroad

l Text-A-Deposit to make remote depos its into a cli ent’s sav ings account

l Text-A-With drawal to trans fer money from a cli ent’s sav ings account to their mobile
wal let

l Text-A-BillPay to facil i tate pay ments to local util ity com pa nies, enter prises, hos pi tals 
and schools 

l Text-A-Sweldo to pay staff sal a ries and sup port pay roll ser vices for local com pa nies

l Text-A-Credit to dis burse loans and pre-approved credit lines through cli ents’ mobile
wal lets

The banks and their cli ents are find ing that mobile phone bank ing offers sig nif i cant ben e fits
in terms of reduced costs, secu rity, con ve nience and expand ing busi ness oppor tu ni ties.

Source: RBAP-MABS, 2010a and 2010b.



Case Study: Seg ment ing the Mar ket for Remit tances at ACCION

Seg ment ing the mar ket by stages in the immi gra tion life cycle can help an MFI deter mine
how remit tances are being used and the poten tial that exists for pro vid ing recip i ents with
access to other finan cial ser vices. It can also assist MFIs in devel op ing com mu ni ca tion
and mar ket ing strat e gies that can effec tively reach poten tial cli ents. The fol low ing anal y sis 
by ACCION Inter na tional pro vides an exam ple of how seg men ta tion can sup port an MFI’s
prod uct and rela tion ship devel op ment (see Fig ure 11.3 for an over view).

Seg ment I cor re sponds to the ini tial years after an immi grant has arrived in the host
coun try. Dur ing this time remit tances are sent mainly to pay for the debt that was
incurred back home to finance the migra tion travel to the host coun try. It is esti mated
that once this debt is paid – approx i mately one to one and a half years into the migra tion
cycle – remit tances begin to be used mainly to improve the eco nomic sit u a tion and the
liv ing con di tions of the fam ily back home.

Poten tial prod ucts for this seg ment: Since most of the remit tance funds will be spent to
repay debt or meet basic house hold needs, the sav ings capac ity or poten tial to access
other finan cial ser vices is lower in this phase. A low-cost transactional account or a
pre-paid remit tance card, to which funds may be directly depos ited, is most appro pri ate.
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Fig ure 11.3 Evo lu tion of Finan cial Ser vice Needs after Migra tion to the
United States

Source:Jaramillo, 2008.
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These prod ucts make it unnec es sary for recip i ents to visit a bank branch and wait in line
for extended peri ods of time to receive their money. They also pro vide greater secu rity, as 
peo ple do not need to walk out of the bank with all their remit tances in cash. Pre-paid
cards or debit cards linked to transactional accounts can also give con ve nience as pay -
ment mech a nisms that can facil i tate the use of remit tances to pay for daily house hold
needs.

Seg ment II cor re sponds to the fol low ing years in the migra tion life cycle, approx i mately
two to five years from the time the immi grant arrived to the host coun try. In this phase,
debts incurred back home have gen er ally been paid, the immi grant and his or her fam ily
back home are more finan cially sta ble, and the emo tional bonds that unite them are still
strong. It is in this phase that remit tances begin to be sent for sav ings or invest ments in
the coun try of ori gin and, con se quently, where there is greater poten tial for link ing these
funds to finan cial ser vices. 

After achiev ing eco nomic sta bi li za tion, one of the main invest ment goals of immi grants
and their recip i ent fam i lies revolves around their hous ing sit u a tion back home. Car ry ing
out home improve ment pro jects, the pur chase of land for con struc tion, or the build ing of
a home are the key goals in this phase. A house becomes a sym bol of eco nomic
well-being and a rep re sen ta tion of the finan cial improve ment that is being achieved
through the migra tion. 

Between six and ten years into the migra tion life cycle, remit tances con tinue to be sent
to increase the assets of recip i ent fam i lies or to carry out joint-invest ment pro jects. Pro -
jects to build houses are con sol i dated, and other invest ments are pur sued, such as the
pur chase of cars or trucks as busi ness options, the build ing of a sec ond floor to be rented 
as an addi tional source of income, or the start of a busi ness.

Poten tial prod ucts for this seg ment: This seg ment pres ents greater oppor tu nity for bank -
ing for two rea sons. As the immi grant becomes more sta ble and more inte grated in the
host coun try their capac ity to send funds for sav ings or invest ments with more fre quency
increases. Also, the emo tional ties between the immi grant and their recip i ent fam ily are
still strong enough to facil i tate the estab lish ment of joint invest ment goals. The prod ucts 
that have greater poten tial to be offered in this phase include pro grammed sav ings
accounts that help recip i ents save for edu ca tion or the down pay ment of a mort gage and
home improve ment loans or remit tance-insur ance prod ucts that help secure the con tin u -
a tion of income. Mort gages adapted to the needs of immi grants also have poten tial in
this phase; how ever it is impor tant to take into account that immi grants car ry ing out
home invest ments back home have men tioned sav ings as their pri mary means of pur -
chas ing or con struct ing homes. Incor po rat ing sav ings as a key com po nent in the design
of these loan prod ucts could be impor tant in order to respond to the needs and ways in
which immi grant fam i lies are cur rently imple ment ing their home-con struc tion goals.

Seg ment III. In this phase, which for most immi grant com mu ni ties can take approx i -
mately ten years, a very dif fi cult pro cess takes place for the trans na tional fam ily. Immi -
grants con front the deci sion of either return ing to their coun try of ori gin or stay ing to live
in their host coun try. Often these deci sions are made in an indi rect way or by default.
Immi grants post pone their deci sion to return home, or they want to return but do not
concretize their plans, turn ing them into more hopes or wishes for the future. This often
results in fam i lies break ing up or immi grants sup port ing two house holds, one in the host
coun try and the one left back home. 
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Even though ties with the fam ily back home tend to change after a period of ten years,
this does not nec es sar ily mean that remit tances decrease or stop. How ever, there is a
shift in the recip i ent of the remit tances and how the funds are used. In Ecua dor, for
exam ple, it was observed that after ten years into the migra tion period, the flow of remit -
tances con tin ued to be the same, but rather than the spouse being the recip i ent, immi -
grants sent funds directly to their chil dren. In this seg ment remit tances tend also to be
sent to pro vide sup port for elderly rel a tives or to take care of chil dren that were left
behind and that will need to con tinue to be sup ported until they are adults.

Poten tial prod ucts for this seg ment: In all three seg ments described above, there is
poten tial to offer insur ance prod ucts that can help immi grants address one of their main
con cerns – car ing for the well-being of their fam i lies back home. How ever, in Seg ment III 
there is greater poten tial for insur ance prod ucts that can guar an tee the con tin u a tion of
income from remit tances in case the immi grant dies, insur ance prod ucts that can sup -
port the edu ca tion of chil dren back-home, or health-insur ance prod ucts to help take care 
of elderly rel a tives and close fam ily mem bers. In this phase – because the num ber of
years that have passed in the migra tion life cycle have weak ened the bond between the
immi grant and their imme di ate fam ily – there is less poten tial to offer finan cial ser vices
to help fam i lies imple ment joint-invest ment goals. There is, how ever, poten tial to
develop prod ucts to meet the spe cific needs of immi grants inter ested in sav ings, mort -
gage prod ucts that help them pre pare for their retire ment back home, or prod ucts that
can help recip i ent fam i lies achieve their own goals.
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12 Non-finan cial Ser vices
“Access to finan cial ser vices is pow er ful because it offers peo ple oppor tu nity – a greater range of
options to change their lives. But credit, even com bined with other finan cial ser vices, addresses

only one fac tor of many con strain ing the poor – lack of liquid ity. Just as they have been bypassed 
by for mal bank ing and other finan cial insti tu tions, the poor have lit tle or no access to edu ca tion,

health and other ser vices to build their human capac ity.” ~ Dunford (2001)

The fac tors that keep dis ad van taged peo ple in pov erty are mul ti ple and inter-related, and can -
not be over come solely by finan cial ser vices. In rec og ni tion of this real ity, some MFIs com -
ple ment their finan cial ser vices with edu ca tion, health, busi ness devel op ment and other
non-finan cial ser vices to broaden the impact of their work. By facil i tat ing access to cer tain
non-finan cial prod ucts, they strive to increase their cli ents’ abil ity to use their finan cial prod -
ucts. It is impor tant to note, how ever, that this approach is not uni ver sally embraced. Crit ics
do not deny the impor tance of non-finan cial ser vices, but they do ques tion the appro pri ate -
ness and the via bil ity of non-finan cial ser vice deliv ery by microfinance insti tu tions.

This mod ule explores the deci sion about whether or not to pro vide non-finan cial ser vices and 
offers some insight into the design of an appro pri ate link age. Spe cif i cally, it addresses the fol -
low ing questions: 

1. What are non-finan cial ser vices?

2. How can non-finan cial ser vices be pro vided together with finan cial ser vices?

3. When is it appro pri ate for MFIs to pro vide non-finan cial ser vices?

4. How should the inte gra tion pro cess pro ceed?

12.1 What Are Non-financial Services?

The area of non-finan cial ser vices is vast and hard to spec ify pre cisely. By def i ni tion, non-finan cial
ser vices are ser vices that do not involve brokering, bank ing or the cre ation of money through the
use of cap i tal (Farlex Finan cial Dic tio nary, 2009). Non-finan cial ser vices may be offered, how ever, 
for a fee. In the con text of microfinance, non-finan cial ser vices are some times linked to finan cial
ones because the effect that they pro duce is com ple men tary. Like finan cial ser vices, they have an
impact on cli ents’ pro duc tiv ity and eco nomic devel op ment.

In gen eral, non-finan cial ser vices can be divided into three cat e go ries: 1) social inter me di a -
tion, which focuses on group capac ity build ing and empow er ment; 2) busi ness devel op ment;
and 3) social services.

Social inter me di a tion pre pares mar gin al ised groups or indi vid u als to enter into solid busi ness
rela tion ships with MFIs, for exam ple, by form ing bor rower groups or explain ing the roles and
respon si bil i ties of being an MFI mem ber. Evi dence has shown that it is eas ier to estab lish such
rela tion ships in soci et ies that already encour age coop er a tive efforts through local clubs, reli -
gious asso ci a tions, or work groups – in other words, com mu ni ties with high lev els of social cap -
i tal. Per haps more than other eco nomic trans ac tions, microfinance depends on social cap i tal,
because it requires trust between the bor rower and the lender, and per haps between the bor -
rower and his or her guar an tors. Where nei ther tra di tional sys tems nor mod ern insti tu tions pro -
vide a basis for trust, finan cial rela tion ships are dif fi cult to estab lish.
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Busi ness devel op ment ser vices are intended to improve the per for mance of a cli ent’s busi -
ness. They can do this by strength en ing man age ment of the busi ness, improv ing invest ment
deci sions, reduc ing oper a tional con straints or costs, increas ing work place safety, or expand -
ing oppor tu ni ties for growth. Gen er ally, busi ness devel op ment ser vices involve the trans fer
of knowl edge to micro and small busi ness own ers in the form of “how to” advice, train ing,
mar ket infor ma tion, or link ages to knowl edge able orga ni za tions or net works. They can also
con nect busi ness own ers to mar ket infra struc ture, such as stor age facil i ties, tech nol ogy or cer -
tif i ca tion sys tems, and to other actors in a value chain.

Social ser vices such as those in the areas of health, edu ca tion or nutri tion, strengthen human
cap i tal and cre ate con di tions for the poor to make better use of microfinance ser vices. In this
way, they improve the impact of microfinance on income gen er a tion and pov erty reduction.

Table 12.1 pro vides exam ples of ser vices that fall into each of these cat e go ries. One type of
non-finan cial ser vice that could argu ably be placed in all three cat e go ries is finan cial edu ca -
tion. Finan cial edu ca tion is the trans fer of knowl edge, skills and atti tudes required to adopt
good money man age ment prac tices for earn ing, spend ing, sav ing, bor row ing and invest ing
(Cohen et al., 2003). It is a valu able non-finan cial ser vice because it builds con fi dence as well
as the capac ity to make better finan cial choices, and this affects not only the rela tion ship
between an MFI and its cli ents, but also the devel op ment of cli ents’ busi nesses and the
well-being of their fam i lies. Many MFIs incor po rate some kind of finan cial edu ca tion into
their ini tial ori en ta tion ses sion with bor row ers, but there is a wide range of top ics that could
be addressed by MFIs, par tic u larly those that are diver si fy ing and want their cli ents to be able
to make effec tive use of the new products and technologies being introduced (see Box 12.1).

Table 12.1 Exam ples of Non-Finan cial Ser vices

Social Inter me di a tion Busi ness Devel op ment Ser vices Social Ser vices

• Mobi liz ing groups

• Devel op ing group cohe sion

• Train ing group mem bers
in par tic i pa tory
man age ment, account ing,
or basic finan cial
man age ment

• Help ing groups estab lish a 
good record keep ing
sys tem

• Rais ing aware ness of
avail able finan cial ser vices

• Help ing indi vid u als
increase their
self-con fi dence when
deal ing with a finan cial
insti tu tion

• Tech nol ogy trans fer

• Busi ness man age ment train ing

• Pro duc tion train ing

• Man age ment con sult ing or advi sory
ser vices

• Legal advice and advo cacy

• Value chain anal y sis and
inter ven tions

• Link ing enter prises with mar kets or
buy ers 

• Export and trade ser vices 

• Improv ing access to inputs

• Build ing busi ness net works

• Pro vid ing mar ket infor ma tion through 
agents, data bases, pub li ca tions

• Cer tif i ca tion and qual ity stan dards

• Pro vi sion of basic
edu ca tion in areas of
health, hygiene or
nutri tion

• Pro vi sion of basic health,
hygiene or nutri tion
ser vices

• Lit er acy train ing

• Mentoring or advi sory
ser vices in basic human
rights, per sonal
devel op ment, fam ily
plan ning, chil dren’s
edu ca tion, or hous ing
con struc tion 

Source: Authors.
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12.2 How Can Non-financial Services Be Provided Together with Financial
Services?

If an MFI wants to pro vide non-finan cial ser vices to its cli ents, it can do so in one of three
ways: a) by part ner ing with a non-finan cial ser vice pro vider; b) by estab lish ing a par al lel
depart ment or programme inside the insti tu tion to deliver non-finan cial ser vices; or c) by
deliv er ing inte grated finan cial and non-finan cial ser vices through a uni fied infra struc ture.
These options, as well as whether they should be offered on a vol un tary or com pul sory basis,
are dis cussed below.

224

12 Non-finan cial Ser vices

Box 12.1 Exam ples of Finan cial Edu ca tion Top ics

Basic prin ci ples of money man age ment
l Assess ing your finan cial sit u a tion
l Set ting finan cial goals
l Dis tin guish ing between needs and

wants

Man ag ing cash flow
l Mak ing a finan cial plan
l Devel op ing a bud get
l Fol low ing a bud get
l Spend ing wisely – stretch ing your

money

Build ing assets
l Hous ing, land, prop erty and other

phys i cal assets
l Invest ing in a busi ness
l Pro tect ing assets

Deal ing with life cycle events
l Mar riage
l House hold for ma tion
l Birth and edu ca tion of chil dren
l Retire ment/old age
l Death

Earn ing money
l Money mak ing ideas
l Look ing for a job (paid employ ment)
l Start ing and man ag ing your own

busi ness
l Career plan ning

Deal ing with spe cial chal lenges
l Ill ness or death of fam ily mem bers
l Own ill ness
l Extend ing help to other fam i lies
l Divorce or fam ily break down
l Job loss
l Nat u ral disas ters / calam i ties

“Inter fac ing” with for mal and infor mal
finan cial insti tu tions
l Sav ing – open ing a sav ings account;

set ting sav ings goals; par tic i pat ing
in ROSCAs

l Bor row ing – when to (and not to)
bor row; risks asso ci ated with bor -
row ing; com par ing loan terms and
con di tions; cal cu lat ing inter est; how 
to man age debt

l Insur ance – under stand ing what it is 
and what it can do

l Tech nol ogy – why and how to use it;
pri vacy of per sonal infor ma tion

Finan cial deci sion mak ing pro cesses
l Joint deci sions
l Inde pend ent deci sions

Plan ning ahead for the future
l Invest ments
l Old age/retire ment 
l Death

Source: Cohen and Sebstad, 2003.



The Part ner ship Approach

Finan cial and non-finan cial ser vices can be pro vided to the same cli ent by two inde pend ent
orga ni za tions. In this model, the MFI does not directly pro vide non-finan cial ser vices; it part -
ners with a non-finan cial ser vice pro vider. For exam ple, it may ally with a local clinic and allow 
health care pro fes sion als to give pre sen ta tions at bor rower group meet ings and/or attend to
the health needs of cli ents and their fam i lies. Under this arrange ment, each orga ni za tion
focuses on what it does best. A part ner ship approach is par tic u larly appro pri ate when the
exper tise or infra struc ture required to deliver the non-finan cial ser vice is quite dif fer ent from
the exper tise or infrastructure possessed by the MFI.

A poten tial dis ad van tage of the part ner ship approach is that the MFI can not con trol the qual -
ity of a part ner’s ser vices. Ten sion may also arise as the two orga ni za tions com pete for cli ents’
time and atten tion. Thus, for the approach to be suc cess ful, MFIs must invest time and effort
in build ing and man ag ing the part ner ship (see Chap ter 22). This is made eas ier if the two orga -
ni za tions have some com mon roots or his tory. When the non-finan cial ser vice pro vider is
estab lished by one or more microfinance stake holders, it is more likely to have both a com pat -
i ble cul ture and an inter est in main tain ing a successful relationship over time.

The Par al lel Approach

An orga ni za tion com mit ted to pro vid ing mul ti ple ser vices could cre ate dis tinct pro grams or
depart ments within the same insti tu tion to deliver finan cial and non-finan cial ser vices in par -
al lel, but with sep a rate, spe cial ized per son nel. Staff would work for one orga ni za tion and, per -
haps, share the same phys i cal and admin is tra tive infra struc ture, but they would deliver
dif fer ent ser vices and be man aged sep a rately. This arrange ment is sim i lar to a pri vate-sec tor
hold ing com pany and has a clear divi sion of func tions. Qual ity con trol is in the hands of the
sin gle over arch ing orga ni za tion, which is an advantage of this model over the partnership
model. 

The par al lel approach places a larger finan cial and man age ment bur den on MFIs, how ever.
Fund rais ing and account ing for each pro gram must be dis tin guished to assure donors and
other sources of cap i tal that their funds are allo cated to the pro gram of their choice, and to
enable the per for mance of each pro gram to be assessed sep a rately. One of the most famous
exam ples of the par al lel approach is BRAC in Ban gla desh, which is discussed in Box 12.2.

The Uni fied Approach

Using this strat egy, the pro vi sion of finan cial and non-finan cial ser vices is fully inte grated.
The same staff mem bers pro vide mul ti ple ser vices to each cli ent. Direct costs are lower than
with the other two approaches because the deliv ery chan nel is the same for both types of ser -
vices, but employ ees may need to be paid more because of the mul ti ple skills their jobs
require. If staff mem bers are to remain pro duc tive, the scope of the non-finan cial ser vices
must be lim ited to activ i ties that can fit into reg u lar finan cial ser vice deliv ery, and incen tive
schemes must bal ance the need for qual ity finan cial and non-finan cial ser vice pro vi sion with
the need for effi ciency and pro duc tiv ity. Described in Box 12.3, the Credit with Edu ca tion
model is an exam ple of the uni fied approach that has been adopted by MFIs across the globe.
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Box 12.2 Par al lel Ser vice Pro vi sion at BRAC in Ban gla desh
The Ban gla desh Rural Advance ment Com mit tee (BRAC) pro vides mul ti ple ser vices to
some 8.5 mil lion mem bers through out Ban gla desh. It works through vil lage orga ni za -
tions, which are com posed of seven to eight BRAC groups of five indi vid u als each.
Microfinance, edu ca tion, health and social ser vices are offered to the vil lage orga ni za -
tions by func tion ally inde pend ent, sec tor-spe cific ser vice pro grams, each with its own
admin is tra tion and staff and rev e nue stream. In the past, the same BRAC staff were
respon si ble for all ser vices to their assigned groups. How ever, the rig ors of run ning an
effi cient credit pro gram meant that other sec tors and tasks tended to be neglected.
More over, BRAC real ized that a field agent who is good at man ag ing credit may not nec -
es sar ily be suit able for car ry ing out social aware ness-rais ing pro grams and vice versa.
BRAC acknowl edges that coor di na tion between dif fer ent pro grams is some times dif fi -
cult and that the total cost for sep a rate man age ment and staff for each pro gram is higher
than if there were a sin gle set of man ag ers and staff for all ser vices. How ever, the
microfinance pro gram is finan cially self-suf fi cient. There is some cross-sub sidy of the
edu ca tion and train ing pro grams from BRAC’s microfinance and sub-sec tor devel op ment 
(poul try, silk cul ture, social for estry and oth ers) pro grams. But edu ca tion and train ing
pro grams are also funded by exter nal grants, and par tial depend ence on exter nal fund ing 
is expected for the fore see able future.

Source: Adapted from Dunford, 2001.

Box 12.3 The Uni fied Deliv ery of Credit with Edu ca tion
Free dom from Hun ger launched Credit with Edu ca tion in 1989 with 50 women in Mali
and 50 women in Thai land. In 2009, the model was being used by 30 dif fer ent MFIs in
15 coun tries. All MFIs use a group lend ing meth od ol ogy to dis trib ute the prod uct,
although not all insti tu tions use Credit with Edu ca tion or the group lend ing meth od ol ogy
as their only prod uct. At Faitière des Unités Coopératives d’Epargne et de Crédit du Togo
(FUCEC-Togo), for exam ple, Credit with Edu ca tion is just one of the prod ucts offered by
mem ber credit unions and is spe cif i cally designed to reach rural women who would not
have been reached oth er wise by the credit unions.
In the Credit with Edu ca tion model, a por tion of each group’s reg u lar meet ing (pref er a bly
twenty to thirty min utes) is set aside for a “learn ing ses sion,” which is led by a Credit with
Edu ca tion field agent (usu ally a mod er ately edu cated per son from the local area). Field
agents are respon si ble for both finan cial and non-finan cial ser vice deliv ery at the meet ing.
Their role in edu ca tion is to intro duce a topic, help par tic i pants under stand its rel e vance to
issues in their lives, offer basic infor ma tion about prac ti cal changes they can make, iden tify
obsta cles to such change, encour age any par tic i pants who have mas tered these obsta cles to
share their suc cess ful expe ri ences, and pro mote sol i dar ity to help each other per sist in their
efforts to change. The field agents are not experts in the edu ca tion top ics. Their train ing
focuses on tech niques for pre sent ing sim ple infor ma tion mes sages and on facil i ta tion skills
for draw ing the par tic i pants into learn ing from each other as much as from the field agent.
The top ics addressed in learn ing ses sions range from group man age ment to the basics of
microenterprise man age ment to the improve ment of health and nutri tion of women and
chil dren. Each Credit with Edu ca tion prac ti tio ner orga ni za tion pro motes a dif fer ent mix of
top ics depend ing on its orga ni za tional objec tives, local needs and demand, avail abil ity of
train ing and sup port for deliv er ing dif fer ent top ics, and avail abil ity of good-qual ity local
ser vices (for exam ple, immu ni za tion or pri mary health clin ics) which can be pro moted by
the edu ca tion. Typ i cally, dur ing a loan period of four to six months, one or two top ics are
explored in depth in a series of learn ing ses sions, each build ing on the last. Some prac ti -
tio ners alter nate between two top ics, a learn ing ses sion on a health topic, the next on
microenterprise and group man age ment, then back to health, from one meet ing to the next 
over the loan period. Visit http://www.ffhtechnical.org for more infor ma tion.

Source: Adapted from Dunford, 2001.



Com pul sory vs. Vol un tary

The part ner ship, par al lel and uni fied approaches can all be imple mented via a com pul sory or
vol un tary link age. If the link age is com pul sory, cli ents must receive both finan cial and
non-finan cial ser vices as part of a sin gle pack age. If the link age is vol un tary, cli ents can decide
which ser vice or ser vices they want to receive. While vol un tary link ages are gen er ally the most
attrac tive, some orga ni za tions have found that a com pul sory link age is actu ally more effec tive
in help ing them achieve their outreach objectives (see Box 12.4). 

While in no way com pre hen sive, Table 12.2 illus trates the fact that MFIs use all of the
approaches described above to make non-finan cial ser vices avail able to their cli ents. Each
option has advan tages and dis ad van tages. The uni fied approach offers an MFI great est con -
trol and the abil ity to offer ser vices that may not be avail able in the com mu ni ties where it
oper ates, but the range of ser vices that can be offered is quite lim ited. The par al lel approach
gives an MFI some con trol and expands the poten tial range of ser vices that can be offered,
but pres ents greater finan cial and coor di na tion chal lenges. With the part ner ship approach, an
MFI can poten tially offer the great est vari ety of ser vices, but with the least con trol over the
qual ity of ser vice deliv ery.

The best choice depends on local options for pro vid ing diverse ser vices as well as an MFI’s
will and capac ity to pro vide more than microfinance. In gen eral, insti tu tions that use
large-group deliv ery chan nels have had more suc cess inte grat ing non-finan cial ser vices into
their prod uct port fo lio, while those that work through small groups or indi vid u als have relied
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Box 12.4 Can Com pul sory Link ages Be Worth while?

Non-finan cial ser vices tend to pro vide ben e fits over time. Unlike credit, which appears
imme di ately as cash in hand, the ben e fits of non-finan cial ser vices are not imme di ately
tan gi ble. For that rea son, low-income cli ents may not ini tially be will ing to pay for them.
Stud ies by Free dom from Hun ger reveal, how ever, that par tic i pants come to value
non-finan cial ser vices, such as health edu ca tion, over time. Once in the pro gram, cli ents
indi cate a will ing ness to pay more for these ser vices and cite the edu ca tion com po nent
as a prin ci pal rea son for con tin u ing to bor row from the orga ni za tion, even if other credit
facil i ties are avail able. 

In 2006, Inno va tions for Pov erty Action and FINCA-Peru eval u ated the effec tive ness of
inte grat ing entre pre neur ship edu ca tion with microfinance ser vices using a ran dom ized
con trol trial which assigned over 4,000 FINCA cli ents from pre-exist ing lend ing groups
to treat ment groups (which were given access to train ing) and con trol groups (which were 
not). The study found that repay ment among treat ment groups was three per cent age
points higher and cli ent reten tion was five per cent age points higher than among con trol
groups, which gen er ated sig nif i cantly more net rev e nue for FINCA than the mar ginal cost 
of pro vid ing the train ing. Nev er the less, treat ment cli ents often cited the extended length 
of weekly meet ings as a fac tor in drop ping out of the pro gram. FINCA could have solved
this prob lem by mak ing the train ing vol un tary, but it was pre cisely those cli ents who
expressed the least inter est in busi ness train ing prior to the pro gram whose repay ment
and reten tion rates improved the most as a result of the train ing. Fol low ing this study,
FINCA decided to make entre pre neur ship train ing com pul sory.

Source: Adapted from Dunford, 2001 and Karlan and Valdivia, 2006.



more on part ner ships to make such ser vices avail able to their cli ents. As MFIs evolve, their
approach may change, as illus trated by BRAC (Box 12.2), Financiera Solución (Box 12.5) and
the Grameen Bank (refer to the case at the end of the chap ter).

Table 12.2 Typology of Link ages

Type of
link age Vol un tary (cli ent decides) Com pul sory (insti tu tion decides)

Uni fied ADEMCOL (Growth cli ents) (Colom bia) 

Al Amana Tkwin Jdid (Morocco)

Financiera Solución (Peru)

MiBanco (Peru)

ADEMCOL (micro cli ents) (Colom bia)

Bank of Khyder (Paki stan) 

Free dom from Hun ger-sup ported insti tu tions

GDREP/PRIDE (Guinea) 

Papir (Mocambique)

ProMujer (Bolivia)

Par al lel BRAC (Ban gla desh)

IDEPRO (Bolivia)

PRIDE (Guinea)

SEEDS (Sri Lanka)

Fundación Mario Santo Domingo (Colom bia)

ISSIA (Uganda) 

SEEDS (Sri Lanka)

Part ner ADA-CEREM/LUX Youth pro ject-MFIs (Mali)

BASIX (India)

Care Bosnia Credit and Mar ket Access
com po nents (Bosnia-Herzegovina)

EDA Banja Luka - Microfins
(Bosnia-Herzegovina)

MEDF Banks - Busi ness Cen ters
(Mac e do nia)

Bank Niaga - Swisscontact sup ported
Busi ness Cen tres (Indo ne sia)

SIYB- Barclays bank/MFIs(Zim ba bwe)

Fundación Carvajal (Colom bia)

Primero Emprego youth employ ment
programme (Brazil)

VanCity Credit Union (Can ada)

LEDA (Croatia)

Source: Sievers and Vanderberg, 2007.
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12.3 When Is it Appropriate for MFIs to Provide Non-financial Services?

The debate about whether or not to inte grate finan cial and non-finan cial ser vices reflects the
ten sion between dif fer ent aspects of out reach at the heart of microfinance. Pro po nents of
inte gra tion argue, above all, that non-finan cial ser vices are essen tial to over com ing pov erty
(and thus in the inter est of the cli ent) and can be pro vided with out detract ing from the qual ity
and ulti mate sustainability of an MFI (see Box 12.6). When com pared to min i mal ist credit
mod els, inte grated pro grams can achieve a greater impact, poten tially lead ing not only to
higher incomes and asset accu mu la tion, but also to more tangible social improvements.

From the MFI’s per spec tive, inte gra tion is attrac tive because of its poten tial to increase cli ent
loy alty, improve port fo lio qual ity, and dif fer en ti ate the MFI in the mar ket. In Bolivia, for
exam ple, when microcredit bor row ers were polit i cally orga nized to pur posely default en masse
to pro test the high inter est rates and repay ment require ments of local microfinance insti tu -
tions in 1999, CRECER cli ents remained loyal and con tin ued their on-time repay ment. When
asked why, many cli ents responded, “CRECER cares about us. They are not just here to col -
lect our loans. They talk with us and give us edu ca tion (Dunford, 2001).” The FINCA and
Financiera Solución exam ples in Boxes 12.3 and 12.5 also high light the poten tial util ity of
non-finan cial ser vices as a cli ent reten tion strat egy.
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Box 12.5 Non-finan cial Ser vices as a Reten tion Strat egy at
Financiera Solución

Due to increas ing com pe ti tion for micro- and small enter prise cli ents, Financiera
Solución decided to intro duce a vari ety of incen tive schemes to retain its cli ents. This
included offer ing the Inter na tional Labour Orga ni za tion (ILO)’s Improve Your Busi ness
(IYB) man age ment train ing as a mar ket ing instru ment and a reward for cli ent loy alty. Of
the cli ents it con tacted, 10-15% com pleted the train ing. Dur ing the ses sions, each cli -
ent devel oped an invest ment plan that was passed on to a credit com mit tee for eval u a -
tion.

Train ing began in 2001 and 2,609 cli ents were trained in IYB by mid-2003. Financiera
Solución received advice from the ILO but self-financed the link age programme. It
invested a total of US$78,000 between 2001-2003, of which US$50,000 was spent on 
adver tis ing costs that also served to pro mote Financiera Solución’s other prod ucts. In
2003, the ILO com mis sioned a study that found that the 2,609 trained cli ents had lever -
aged addi tional credit total ling US$462,000, which in turn gen er ated addi tional income 
of US$42,000 for Financiera Solución. The study also found that out of 114 entre pre -
neurs inter viewed those tak ing the non-finan cial ser vice expressed stron ger loy alty to
Financiera Solución, achieved better busi ness per for mance and employed sig nif i cantly
more peo ple than those who did not take the ser vice.

Between March 2003 and Feb ru ary 2004, Financiera Solución was acquired by Banco
de Crédito del Perú (BCP), the larg est bank in Peru. After hav ing inte grated the core
finan cial oper a tions of Financiera Solución, BCP decided to con tinue offer ing man age -
ment train ing to its best cli ents in a stra te gic part ner ship with the Centro de Promoción
de la Pequeña Empresa – Propyme, backed by the Universidad del Pacífico.

Source: Sievers and Vanderberg, 2007



An addi tional rea son to con sider non-finan cial ser vices, and per haps the most impor tant one
in the con text of this text, is to reach new mar ket seg ments. As described in Chap ters 14-21,
non-finan cial ser vices have a poten tially pow er ful role to play in mak ing finan cial ser vices
more acces si ble and more use ful to youth, women, ref u gees, small and medium enter prises,
dis abled per sons, peo ple liv ing with HIV/AIDS, and other underserved groups.

Crit ics of inte gra tion con tend that finan cial ser vice pro vid ers should focus on their core busi -
ness, rather than expand ing into areas in which they are less knowl edge able and less capa ble of 
deliv er ing a qual ity ser vice. Unless pro vided by a part ner, non-finan cial ser vices increase oper -
at ing costs and the com plex ity of man ag ing, account ing and con trol ling these costs. They can
also under mine com pet i tive ness if cli ents are obliged to invest addi tional time or pay higher
prices to receive ser vices they did not request. The high cost of pro vid ing microfinance ser -
vices already leads to tight profit mar gins and add ing non-finan cial ser vices makes the chal -
leng ing task of achiev ing sustainability even more difficult. 

Both sides of this debate are com pel ling, as sum ma rized in Table 12.3. Thus, the use ful con -
clu sion to draw is not whether one side or the other is cor rect, but rather, under what con di -
tions would the inte gra tion of finan cial and non-finan cial ser vices make sense.
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Box 12.6 Evi dence that It Can Be Done

Although it does not stand up to the rig ours of aca demic research, there is some pre lim i -
nary evi dence to sug gest that the ben e fits of pro vid ing non-finan cial ser vices can out -
weigh the costs: 

Case #1: In a study of 543 bor row ers, Halder (2003) reports that BRAC cli ents who
received credit, voca tional train ing and access to inputs where mar kets were miss ing or
weak (for instance, new born chicks) gen er ated twice the gross annual income as those
who received credit alone (US$217 com pared to US$107). The fees cli ents paid for the
non-finan cial ser vices cov ered 47 per cent of BRAC’s cost of pro vid ing the ser vices, yet
the addi tional income gained by cli ents who received them was 8 to 66 times higher
than the fees paid, sug gest ing that cli ents could cover the full cost of the ser vice deliv -
ery.

Case #2: Of the 30 insti tu tions cur rently using the Credit with Edu ca tion meth od ol ogy,
23 report to the Microfinance Infor ma tion eXchange (MIX) and 78 per cent of these were
prof it able in 2008. Sci en tific research stud ies in Bolivia, Ghana, Mali, Peru and Thai -
land, have doc u mented that women par tic i pat ing in Credit with Edu ca tion, when com -
pared to sim i lar women not par tic i pat ing, have more income and assets, a greater sense
of per sonal empow er ment to make deci sions, and better nour ished and health ier chil -
dren. The women man age their busi nesses better and earn more money (espe cially dur -
ing slow sea sons) as com pared with non-par tic i pants.

Source: Adapted from Sievers and Vanderberg, 2007; http://www.ffhtechnical.org and
http://www.themix.org.



Table 12.3 Pros and Cons of Inte grat ing Finan cial and Non-Finan cial Ser vices

Poten tial Ben e fits Poten tial Risks

• Has broader impact in more areas of a cli ent’s
life and on her com mu nity

• Pro vides much-needed basic ser vices that might 
not oth er wise exist

• Can be finan cially sus tain able because, after
see ing the ben e fits, cli ents are often will ing to
bear higher costs to pay for non-finan cial
ser vices

• Increases cus tomer loy alty from cli ents who
appre ci ate the MFI’s con cern

• Height ens incen tive for timely repay ment

• Facil i tates steady repay ment by increas ing
profit (due to newly acquired busi ness skills, or
better health con di tions which increase cli ent
pro duc tiv ity)

• Strength ens insti tu tional and staff com mit ment
to the social mis sion

• Dif fer en ti ates the MFI from com pet i tors and
increases its mar ket abil ity to cli ents and donors

• Can facil i tate out reach to underserved mar ket
seg ments

• Has lower impact because the MFI takes on too
many ser vices that lie out side its core
com pe tency or has no addi tional impact
because not enough time and resources are
invested in the non-finan cial ser vice for it to be
effec tive

• Pro vides redun dant ser vices if sim i lar ser vices
and resources are already avail able in the region

• Increases costs, com pro mises oper a tional
effi ciency, and takes lon ger to reach
sustainability

• Increases cli ent deser tion among cli ents who
dis like the increase in trans ac tion costs
asso ci ated with non-finan cial ser vices

• Is harder to con trol costs because of com plex
account ing, which can make the MFI less
mar ket able to funders

• Requires a stron ger insti tu tional struc ture
because man age ment is more com plex

• Cre ates con fu sion over cor po rate cul ture
(finan cial pro grams pro ject a tough, seri ous
image while non-finan cial ser vices pres ent a
softer qual ity)

Source: Adapted from Chur chill et al., 2002.

An MFI’s deci sion about whether or not to develop a non-finan cial prod uct will depend on
the insti tu tion’s goals, its vision, and the depth of its desire to pro vide cli ents with more than
finan cial ser vices. It will also depend on the local options avail able for the pro vi sion of
non-finan cial ser vices and, at least ini tially, on the MFI’s abil ity to attract funds to sub si dize
costs. MFIs should only con sider the inte gra tion of non-finan cial ser vices if they can ful fil the
con di tions out lined in Chap ter 2 of this manual and if:

1. They have a strong com mit ment to pro vid ing the com ple men tary ser vices.

Suc cess ful inte gra tion depends on a clear com mit ment from all lev els of the orga ni za tion – 
from the board of direc tors to loan offi cers – to the pro vi sion of both finan cial and
non-finan cial ser vices. Half-hearted attempts at forg ing the del i cate bal ance that inte gra -
tion requires can not suc ceed. It is dif fi cult to cre ate a cor po rate cul ture that simul ta neously 
pro vides basic human ser vices while not tol er at ing late loan repay ments.

2. The strat egy to pro vide these ser vices matches the MFI’s timeline for
sustainability.

Cli ents may need a par tic u lar ser vice and the MFI may have a strong social com mit ment,
but if the MFI intends to become sus tain able within a spe cific period of time, it may have
to com pro mise on how the non-finan cial ser vice is pro vided. Options include link ing with
an exist ing NGO or pri vate ser vice pro vider, or select ing only ser vices that can be fully
inte grated into exist ing oper a tions with out over bur den ing cli ents or staff.
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3. The sup ply of ser vices in the area is not match ing demand or can not be adapted to
the needs of MFI cli ents.

MFIs should con duct a mar ket study to deter mine the non-finan cial needs of cli ents and the
sup ply of ser vices avail able to meet those needs. MFIs often are among the few agen cies
oper at ing in remote areas with vul ner a ble pop u la tions. In such envi ron ments, it may make
sense for them to use their infra struc ture and staff to pro vide addi tional busi ness, health and
edu ca tion ser vices that would not oth er wise be acces si ble. It would not make sense to launch 
a non-finan cial prod uct that com petes with an already exist ing, qual ity ser vice.

12.4 How Should the Inte gra tion Pro cess Pro ceed?

While there are no cer tain rules for suc cess, the fol low ing prin ci ples can help MFIs move
effec tively down the path of inte grat ing one or more non-finan cial ser vices into their finan cial 
ser vice portfolio:

l Seek poten tial part ners that are already pro vid ing high-qual ity non-finan cial ser vices in a
rel e vant area and could ben e fit from the MFI’s out reach. 

l Use mar ket research to iden tify which ser vices will respond to real wants and needs of the
pop u la tion.

l Select ser vices that com ple ment the MFI’s core com pe ten cies or that fit eas ily into its
lend ing pro cess.

l Decrease prod uct devel op ment time by tak ing advan tage of train ing cur ric ula and other
tools that have already been devel oped by oth ers (see, for exam ple, Box 12.7)

l Decide whether the non-finan cial ser vice will be vol un tary or man da tory, or should
become vol un tary over time. Rec og nize that if the ser vice is man da tory and cli ents do not
value it, inte gra tion may become a lia bil ity for the MFI.

l Depend ing on the type of ser vice being pro vided, con sider tar get ing par tic u lar sets of cli -
ents (for exam ple, women, par ents, rural cli ents, new cli ents or young cli ents), so that par -
tic i pa tion require ments and con tent can be tai lored to them. 

l Train man ag ers who over see finan cial and non-finan cial ser vices at the same time, so as to
develop sen si tiv ity for each other’s work.

l Pro mote a tough-love cul ture in which non-finan cial ser vices can be pro vided with sen si -
tiv ity with out finan cial ser vices los ing their seri ous ness.

l Mod ify incen tive schemes and per for mance eval u a tions to value both finan cial and
non-finan cial ser vices.

l Recon sider the cur rent pro file used to hire field staff. (Is it eas ier to train a health edu ca tor
to be a good loan offi cer or vice versa?)

l Use clear account ing pol i cies and sep a rate cost cen tres to mon i tor effi ciency and pro duc -
tiv ity of the deliv ery of finan cial and non-finan cial ser vices, both sep a rately and jointly.

l Mon i tor the qual ity and con sis tency of finan cial and non-finan cial ser vice pro vi sion as
well as cli ent sat is fac tion with the ser vices being deliv ered. If the costs of the link age come
to out weigh the ben e fits for either an MFI or its cli ents, the deliv ery strat egy will need to
change.
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Chap ter 22 pro vides addi tional guid ance for MFIs that choose to deliver non-finan cial ser -
vices through a part ner ship approach. 
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Box 12.7 Sample Training Tools

The Global Finan cial Edu ca tion Pro gram devel ops cur ric ula tar geted to low-income
house holds and trains a broad range of ser vice orga ni za tions to use it. The core cur ric u -
lum is avail able in Eng lish Span ish, Rus sian, Por tu guese, Arabic, Chi nese and French
and includes the fol low ing five top ics: bud get ing, debt man age ment, sav ings, bank ser -
vices, finan cial nego ti a tions. Four addi tional mod ules focus on a spe cific pop u la tion or
prod uct: young peo ple, remit tances, risk man age ment and insur ance, and con sumer
pro tec tion. Each mod ule con tains a con tent note that pro vides a basic over view of the
topic, a trainer’s guide and a train ing-of-train ers man ual to pre pare finan cial edu ca tion
train ers. Visit
http://www.globalfinancialed.org/cur ric u lum.html for more infor ma tion.

The Inter na tional Labour Orga ni za tion (ILO) offers four train ing pack ages to sup port
microenterprise devel op ment: 1) Gen er ate Your Busi ness Idea (GYBI) is for men and
women who want to start a busi ness but do not yet have a con crete busi ness idea; 2)
Start Your Busi ness (SYB) intro duces poten tial entre pre neurs to prac ti cal exam ples of
busi ness start-ups, con cepts and pro ce dures and guides them through the pro cess of
cre at ing a busi ness plan; 3) Improve Your Busi ness (IYB) intro duces exist ing entre pre -
neurs to the prin ci ples of effi cient small busi ness man age ment, namely mar ket ing, buy -
ing, stock con trol, cost ing, record-keep ing, busi ness plan ning and peo ple and
pro duc tiv ity; 4) GET Ahead for Women in Enter prise pro motes enter prise devel op ment
among women in pov erty who want to start or are already engaged in small-scale busi -
ness. All four train ing pack ages include writ ten mate ri als for par tic i pants as well as
trainer’s guides and ref er ence resources. More infor ma tion is avail able at:
http://www.ilosiyb.co.zw/train ing_mate ri als.html and
http://www.ilo.org/wcmsp5/groups/pub lic/—-ed_emp/—-emp_ent/doc u ments/pub li ca -
tion/wcms_116100.pdf.

Devel oped by the Inter na tional Finance Cor po ra tion (IFC), Busi ness Edge is a man age -
ment train ing pro gram for small and medium enter prises that includes 36 courses on
five dif fer ent top ics: mar ket ing, human resources, pro duc tion and oper a tions, finance
and account ing, and pro duc tiv ity skills. It is deliv ered through cer ti fied train ers and local 
fran chi sees in Viet nam, China, the Mid dle East and Africa. See
http://www.ifc.org/ifcext/africa.nsf/Con tent/SMED_BusinessEdge for details.

Source: Adapted from the Global Finan cial Edu ca tion, ILO and
IFC websites noted above.



Main Mes sages

1. The fac tors that keep dis ad van taged peo ple in pov erty are mul ti ple and
inter-related, and can not be over come solely by finan cial ser vices. 

2. By facil i tat ing access to cer tain non-finan cial prod ucts, MFIs can increase their cli -
ents’ abil ity to use their finan cial prod ucts.

3. MFIs can inte grate non-finan cial ser vices into their prod uct port fo lio and still be
prof it able. 

4. Suc cess ful inte gra tion of finan cial and non-finan cial ser vices requires a clear com -
mit ment from all lev els of the orga ni za tion; it will not be stra te gic for all MFIs.

5. If a non-finan cial ser vice is man da tory and cli ents do not value it, inte gra tion may
become a lia bil ity for the MFI.

Case Study: The Evo lu tion of Non-finan cial Ser vices at Grameen

Estab lished as a pilot pro ject in 1976, the Grameen Bank trans formed into the world’s
first microfinance bank in 1983. Some say it invented the uni fied deliv ery model of
non-finan cial ser vice pro vi sion with the intro duc tion of its Six teen Deci sions (see Box
12.8). The deci sions are res o lu tions that were made by cen tre lead ers when they gath -
ered together at a national level in 1980, 1982 and 1984 to review their prob lems and
achieve ments, iden tify areas of con cern, and look for solu tions to their social and eco -
nomic chal lenges. Ever since, the deci sions have been recited at the begin ning of each
cen tre meet ing and pro vide a focus for the diver si fied prod ucts and ser vices that
Grameen offers today.

In its first 15 years, the bank exper i mented with every thing from orga niz ing cli ent-run
preschools, to part ner ing with local gov ern ment agen cies to orga nize immu ni za tion days, 
to dis trib ut ing veg e ta ble seeds and sap lings at cost. By the early 1990s, it decided to
turn most of its non-finan cial ini tia tives into sep a rate com pa nies. That way, indi vid ual
CEOs could have more con trol over their oper a tions, and the bank could reduce the
effect of failed enter prises on other Grameen ini tia tives.

Most of these com pa nies use bank resources, such as staff, knowl edge, rela tion ships,
and facil i ties, to take on pov erty reduc tion oppor tu ni ties that microfinance alone could
not ade quately address. For exam ple, GrameenPhone, Ban gla desh’s larg est and most
prof it able tele com mu ni ca tions com pany, has helped 300,000 Grameen Bank cli ents
estab lish prof it able mobile pay phone busi nesses. Grameen Kalyan has set up more than 
30 health clin ics located along side Grameen Bank branches. The non-profit orga ni za tion 
uses a health insur ance model in which Grameen cli ents and other poor fam i lies pay a
yearly insur ance pre mium and receive pre ven tive and cura tive ser vices for a small
co-pay ment. They can also buy med i cine at a dis counted rate. Because health cri ses are
the pri mary rea son microfinance cli ents default on their loans, the clin ics’ suc cesses
help facil i tate the suc cess of Grameen Bank.
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Another thriv ing ini tia tive is Grameen Shakti, a prof it able yet non-profit renew able
energy com pany that sells, finances, and ser vices solar power sys tems for fam i lies and
busi nesses, thus pro vid ing clean power with out sub sidy. It had installed more than
320,000 solar power sys tems by Decem ber 2009. In total, the Grameen fam ily con sists
of 25 dif fer ent com pa nies, all with the com mon goal of alle vi at ing pov erty. The com pa -
nies are inde pend ent enti ties, but mem bers of the bank’s Board of Direc tors and senior
man age ment sit on other com pa nies’ Boards, which helps facil i tate col lab o ra tion.
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Box 12.8 The Six teen Deci sions

1. We shall fol low and advance the four prin ci ples of Grameen Bank – dis ci pline,
unity, cour age and hard work – in all walks of our lives.

2. Pros per ity we shall bring to our fam i lies.

3. We shall not live in a dilap i dated house. We shall repair our houses and work
towards con struct ing new houses at the ear li est oppor tu nity.

4. We shall grow veg e ta bles all the year round. We shall eat plenty of them and sell
the sur plus.

5. Dur ing the plan ta tion sea sons, we shall plant as many seed lings as pos si ble.

6. We shall plan to keep our fam i lies small. We shall min i mize our expen di tures.
We shall look after our health.

7. We shall edu cate our chil dren and ensure that they can earn to pay for their edu -
ca tion.

8. We shall always keep our chil dren and the envi ron ment clean.

9. We shall build and use pit latrines.

10. We shall drink water from tube wells. If they are not avail able, we shall boil
water or use alum to purify it.

11. We shall not take any dowry at our sons’ wed dings; nei ther shall we give any
dowry at our daugh ter’s wed ding. We shall keep the cen ter free from the curse of 
dowry. We shall not prac tice child mar riage.

12. We shall not com mit any injus tice, and we will oppose any one who tries to do so.

13. We shall col lec tively under take larger invest ments for higher incomes.

14. We shall always be ready to help each other. If any one is in dif fi culty, we shall
all help him or her.

15. If we come to know of any breach of dis ci pline in any cen ter, we shall all go there 
and help restore dis ci pline.

16. We shall intro duce phys i cal exer cises in all our cen ters. We shall take part in all
social activ i ties col lec tively.
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13 Grants

“Grants are a financial product that can reach the most vulnerable groups…. [They are] a
risk-free opportunity for the poor to start a business, build assets, expand an already existing

business, or re-establish assets that have been lost.” ~ Palaniswamy (2005)

A grant is a sum of money or an in-kind ben e fit, such as food or busi ness equip ment, pro -
vided to mem bers of spe cific tar get groups to help them with a par tic u lar sit u a tion. There may 
be con di tions attached to the grant, but there is no require ment for it to be repaid.

A few years ago, no one could have imag ined that a microfinance book would include a chap -
ter on grants. In an effort to pro mote a credit cul ture, and avoid cre at ing any pos si ble excuse
for not repay ing loans, most microfinance insti tu tions would not even con sider pro vid ing
their cli ents with grants. But times are changing.

The anti-grant bias of the microfinance com mu nity has been con fronted by the pro vi sion of
finan cial ser vices in chal leng ing envi ron ments and to dif fi cult mar ket seg ments. In post-con -
flict and post-cri sis envi ron ments, for exam ple, it is often inap pro pri ate to con sider giv ing
microenterprise loans since most peo ple have nei ther microenterprises nor a way of repay ing
the loan. So instead, to bridge the gap between relief and devel op ment, agen cies have been
exper i ment ing with grants to address basic needs, to help peo ple ini ti ate income-gen er at ing
activ i ties, and then once they have a rev e nue stream, to link to microcredit (see Chap ter 18).
The same con cept is appli ca ble in serv ing the “poor est of the poor,” for whom credit could be 
a det ri men tal bur den, but who might be able to grad u ate into main stream microfinance
through a com bi na tion of grants and other interventions (see Chapter 15).

Although the pro vi sion of grants is not a core ele ment of microfinance, and is cer tainly not a
prod uct as such, it can pres ent oppor tu ni ties for MFIs. This chap ter explores those oppor tu -
ni ties and pro vides some guide lines for man ag ing grants effec tively. It cov ers the following
topics:

1. When and how can grants be use ful?

2. Gen eral char ac ter is tics of effec tive grant design

3. Lever ag ing pub lic cash trans fer schemes

4. Financ ing micro-grants

13.1 When and How Can Grants Be Use ful?

Grants can be pro vided in cash, in-kind or as a voucher - a piece of paper that can be
exchanged for goods or ser vices. A cash grant gives the most flex i bil ity to the per son receiv ing 
the funds, but it also cre ates a greater risk that the funds will be mis used. In-kind grants can be
tar geted for more spe cific pur poses, but involve addi tional admin is tra tive efforts to pur chase
and deliver the sup plies. Vouch ers com bine some of the flex i bil ity of cash (for instance, the
receiver can decide when and where to access the goods or ser vices) while still restrict ing the
use of funds to a spe cific pur pose. The deci sion about which type of grant is more use ful
depends partly on what the grant will be used for.

Product Options

237



There are three main ways that micro-grants can be used: 1) as a tool for deep en ing out reach; 2) as
a strat egy for rebuild ing live li hoods; and 3) as a tem po rary safety net in the event of an emer gency.

Deep en ing Out reach

A grow ing body of evi dence shows that finan cial ser vices enable poor peo ple to reduce their
vul ner a bil ity, build assets, and link into the wider econ omy.  Yet mil lions of poor peo ple lack
access to finan cial ser vices, and hook ing them up with ser vices that are afford able, close by,
and appro pri ately designed is often not easy. Tech nol ogy, part ner ships and more mar -
ket-driven prod uct devel op ment have the poten tial to cre ate access for the major ity of peo ple, 
but for the most vul ner a ble and dis ad van taged mar ket seg ments, micro-grants can help the
“unbanked” get connected.

One exam ple of a mar ket seg ment that microfinance insti tu tions are not serv ing well is
start-up enter prises. Most MFIs do not lend to start-ups because they find them too risky, but
some orga ni za tions have used grants to help entre pre neurs finance their ini tial oper a tions and 
build up a track record that can make MFI access possible.

Per haps the most prev a lent exam ple of this approach is Trickle Up, which has been pro vid ing 
start-up and expan sion grants to the very poor since 1979. Trickle Up iden ti fies poten tial
entre pre neurs with help from local orga ni za tions in eight coun tries in Asia, Africa and Cen tral 
Amer ica. Its local part ners then pro vide these entre pre neurs with busi ness train ing, assis tance 
in pre par ing a busi ness plan and seed cap i tal of about US$50 to start a busi ness. After three
months, entre pre neurs who are work ing hard and have a busi ness with some poten tial
become eli gi ble for a sec ond US$50 grant. This com bi na tion of cash and in-kind grants has
enabled Trickle Up and its part ners to reach cus tom ers who would oth er wise not have been
served. This includes youth, ref u gees, immi grants, peo ple liv ing with dis abil i ties, and peo ple
living with HIV/AIDS (see, for example, Box 13.1).

As dis cussed in Chap ter 15, in-kind and cash grants can also be pack aged to reach the poor est
of the poor. In this case, cash grants may be pro vided early in the pro cess, not as seed cap i tal,
but as con sump tion sup port to sta bi lize a poor per son's sit u a tion and help ensure that his or
her basic needs are being met. Vouch ers in the form of food stamps or ration cards can also
serve this pur pose. The early grant "frees up" time and energy that the per son would have oth -
er wise spent try ing to sur vive, and enables the poor est to make more effec tive use of train ing,
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Box 13.1 Using Grants to Finance Start-Ups

Har riet Mukuba, a young widow liv ing in the sub urbs of Kampala, Uganda, tested pos i -
tive for HIV after her hus band died twelve years ago. She received coun sel ling and med i -
cal care from AIDS Wid ows and Orphans Fam ily Sup port (AWOFS). With no proven
busi ness expe ri ence, Har riet did not qual ify for their loan pro gram, so AWOFS selected
her to receive a Trickle Up grant to start a clothes embroi der ing busi ness. Her suc cess at
man ag ing her busi ness and sav ings later gave her access to AWOFS’ loan pro gram,
allow ing her to expand her busi ness fur ther. 

Source: Palaniswamy, 2005.



health care and other sup port ser vices, which are often pro vided as in-kind grants. These
grants can enable the poor est to man age their exist ing resources and income-gen er at ing activ -
i ties more effec tively and to enter into a rela tion ship with a finan cial ser vice pro vider to build
their assets through sav ings over time. Alter na tively, an in-kind grant or voucher can pro vide
an asset trans fer that enables the poor est to launch a new income-generating activity.

In reach ing out to the poor est, the trans fer of an asset rather than cash can be stra te gic for sev -
eral rea sons. First, it ensures that 100 per cent of the grant will be used to finance a new
income-gen er at ing activ ity. Sec ond, steps can be taken to ensure that the asset that is acquired
will be part of a value chain that can absorb new entrants. If indi vid u als are given a cash trans -
fer and they all choose to start the same kind of busi ness - sell ing veg e ta bles in the local mar -
ket, for exam ple - they may cre ate an over-sup ply of veg e ta bles that weak ens all mar ket
ven dors' abil ity to suc ceed. Third, by incor po rat ing a spe cific type of asset trans fer into the
design of an out reach strat egy, train ing and other non-finan cial ser vices can be planned to
sup port the care and opti mal use of the asset, as described in Box 13.2. 

When mem bers of a vul ner a ble mar ket seg ment already have income-gen er at ing activ i ties, an
alter nate approach for deep en ing out reach is to use grants as an entry point for build ing a sav -
ings-led rela tion ship with a finan cial ser vice pro vider. Although vul ner a ble mar ket seg ments
may not be in a posi tion to bor row, they can build assets over time with the help of an MFI
that pro vides the right mix of secu rity and access. A grant can serve as an incen tive for mem -
bers of a vul ner a ble mar ket seg ment to take the ini tia tive, accept the costs, and over come the
fear of enter ing into a rela tion ship with a finan cial insti tu tion.
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Box 13.2 Micro-Grants on a Graduation Pathway

Since 2006, the Con sul ta tive Group to Assist the Poor est (CGAP) and the Ford Foun da -
tion have been explor ing how a "grad u a tion model" can cre ate path ways out of extreme
pov erty, adapt ing a meth od ol ogy devel oped by the Ban gla desh Reha bil i ta tion Assis tance 
Com mit tee (BRAC) (refer to the case study at the end of Chap ter 15). The term "grad u a -
tion" refers to par tic i pants mov ing out of safety net pro grams and grad u at ing into
income-earn ing activ i ties that let them sus tain themselves without external subsidies. 

The grad u a tion model includes the trans fer of an asset, which is selected by each par tic i -
pant from a menu of five to eight dif fer ent options, based on their pref er ences and past
expe ri ence. The options are iden ti fied through value chain and subsector anal y sis, with
care ful atten tion being paid to avail able sup port ser vices and mar ket infra struc ture. In
Ethi o pia, for exam ple, mar ket anal y sis iden ti fied four live li hood options: sheep and goats,
cat tle fat ten ing, honey pro duc tion and petty trade, plus a fifth "open" option for those with
past expe ri ence in another area. These options were iden ti fied through a scor ing exer cise
that pri ori tised sec tors with poten tial for growth and out reach (in other words, the sec tor's
abil ity to incor po rate tar get ben e fi cia ries as core actors of the value chain).

Before the asset trans fer takes place, par tic i pants receive skills train ing on car ing for
their selected asset, and where to go for assis tance and ser vices. After the trans fer takes
place, weekly house hold vis its by staff allow for mon i tor ing and "coach ing" over the 18 to 
24 months of the pro gram. Dur ing these meet ings, staff help par tic i pants with busi ness
plan ning and money man age ment, along with social sup port and health and dis ease
prevention services.

Source: Adapted from El-Zoghbi and de Montesquiou with Hashemi, 2009.



One way to use grants as a finan cial ser vice entry point is to encour age pub lic cash trans fers that
are made into indi vid ual sav ings accounts rather than in cash (see Sec tion 13.3 below). Another
option is matched sav ings. Edge Finance S.A. has been exper i ment ing with Per sonal Cap i tal iza -
tion Accounts (PCAs) in Peru since 2003. It offers very poor peas ant women small mon e tary
incen tives for open ing and using indi vid ual sav ings accounts in a bank ing insti tu tion of their
choice. The PCA con cept is pro moted in finan cial edu ca tion work shops dur ing which par tic i -
pat ing women receive train ing in per sonal finan cial man age ment and infor ma tion on invest -
ment pro jects that could be made pos si ble by sav ings. Approx i mately 25,000 PCAs had been
opened as of April 2009 (Zimmerman and Moury, 2009), but data is not yet avail able on the per -
cent age of women that con tinue to use their account after the incen tives are removed.

Expe ri ence with matched sav ings pro grams has been mixed in the past, as par tic i pants some -
times saved only to access the grant and no behav ioural change or long-term rela tion ship with 
a finan cial ser vice pro vider was observed. How ever, results from Indi vid ual Devel op ment
Accounts for low-income earn ers in the United States sug gest that such pro grams have the
poten tial to bring the unbanked into the finan cial sys tem and to facil i tate asset building (see
Box 13.3).
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Box 13.3 Individual Development Accounts Facilitate Outreach and
Asset Building

Indi vid ual Devel op ment Accounts (IDAs) are matched sav ings accounts for low-income peo -
ple in the United States. For every dol lar saved, depos i tors receive a cor re spond ing match
which serves as both a reward and in incen tive to fur ther the sav ing habit. Sav ers agree to
com plete finan cial edu ca tion classes and use their sav ings for an asset-build ing pur pose –
typ i cally for post-sec ond ary edu ca tion or job train ing, home pur chase, or to cap i tal ize a
small busi ness. They may receive addi tional train ing based on their asset choice, for exam -
ple, guid ance on choos ing and enroll ing in post-sec ond ary edu ca tion or job train ing.

IDAs are offered through part ner ships between finan cial insti tu tions and local non-profit
orga ni za tions. Match dol lars come from many dif fer ent sources, includ ing gov ern ment
agen cies, pri vate com pa nies, churches, and local char i ties. An IDA pro gram can be as
short as six months or as long as five years.

A review of the effec tive ness of 14 IDA pro grams con ducted from 1997 to 2001 revealed
that one in five par tic i pants was unbanked when join ing the pro gram. Eighty-five per cent
of par tic i pants said that IDA classes had helped them to save. Oppor tu nity Fund, one of
the larg est IDA Sav ings Pro grams, released a study in 2007 that tracked its IDA cli ents two 
years after they grad u ated and found that 77 per cent of pro gram grad u ates con tinue to
save — sav ing an aver age of ten per cent of their annual income. In addi tion, sev enty per
cent of grad u ates had opened sav ings accounts for their chil dren.

In 2008, a five-year eval u a tion of the Assets for Inde pend ence (AFI) pro gram, which
funds IDA pro grams nation ally, found that those who par tic i pated in the pro gram were
35 per cent more likely to become home own ers, 84 per cent more likely to become busi -
ness own ers, and nearly twice as likely to pur sue post-sec ond ary edu ca tion or train ing
than their non-AFI coun ter parts.

Source: Adapted from CFED, 2010, Mills et al., 2008, Schreiner et al., 2002 and
Sil i con Val ley Com mu nity Foun da tion, 2007.



Get ting Re-started

A sec ond way that grants can be used is to help per sons dis placed by a con flict or affected by a
nat u ral disas ter to rebuild their live li hoods and replace lost assets. Of course, in the absence of 
ade quate sav ings or insur ance, recip i ents of cash grants could use the funds for imme di ate
con sump tion needs or to repay out stand ing debts rather than to restart live li hood activ i ties.
Thus, MFIs that use micro-grants to help cli ents replace pro duc tive assets tend to look for
ways to pro vide at least part of their sup port through in-kind grants.

World Vision devel oped a leas ing prod uct that pro vided a unique com bi na tion of asset
financ ing and an in-kind grant to vic tims of the 2004 tsu nami in Indo ne sia (see Box 13.4). In
Mozam bique, CARE’s cash grants to the cli ents of two MFIs after the floods in 2000 made
refi nanc ing and asset replace ment pos si ble, while other orga ni za tions’ in-kind pro vi sion of
build ing mate ri als, food and cloth ing sup ported cli ents’ basic needs (refer to the case study at
the end of this chapter). 

In a disas ter recov ery sit u a tion, micro-grants often do not need to be accom pa nied by addi -
tional train ing, since pre sum ably many of the affected per sons already had skills that could be
reap plied. In a post-con flict sit u a tion, how ever, com ple men tary skill train ing maybe required,
espe cially if the con flict lasted a long time and resulted in the loss of the pre vi ously skilled
work force.

Pro vid ing Social Pro tec tion

A third way that grants can be use ful is as a tem po rary safety net in the event of an emer gency.
Small grants at the right time can keep vul ner a ble cli ents from fall ing back into pov erty just as
they are begin ning to make prog ress climb ing out. Increas ingly, MFIs are using a com bi na tion 
of sav ings, insur ance and emer gency loan prod ucts to pro vide social pro tec tion to their cli -
ents. How ever, there are a few exam ples of MFIs that have added grants to the mix in a sus -
tain able way.
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Box 13.4 Com bin ing Grants and Leas ing to Get Re-Started in Indo ne sia

In Banda Aceh, Indo ne sia, the World Vision Live li hood Team devel oped a leas ing prod -
uct to assist motor ised becak (a three-wheel rick shaw) driv ers who lost their live li hood as 
a result of the tsu nami. The pro gram involved the driv ers, a motorcyle dealer and World
Vision. World Vision pro vided 50 per  cent of the pur chase price of the becak to the dealer 
on the con di tion that the dealer financed the sec ond 50 per  cent of the pur chase price
with the driver under a lease agree ment. The monthly pay ments at pre vail ing mar ket
rates (18 per  cent per year) were struc tured over 18 months to make the pay ments man -
age able for the driver. In this scheme, the driv ers had to set aside Rp17,000 (US$1.80)
a day from their daily income to repay the lease and own the becak. World Vision com mu -
nity facil i ta tors under took a back ground check at the becak reg is try in Banda Aceh to
ensure the ben e fi cia ries were becak oper a tors prior to the tsu nami. 

Source: Adapted from Bank ing with the Poor Net work, 2006a.



Where for mal insur ance prod ucts are not acces si ble, for exam ple, com mu nity-based orga ni -
za tions some times use a com bi na tion of sav ings and micro-grants to pro vide social pro tec -
tion to their mem bers (see Box 13.5). Such mech a nisms offer less reli able pro tec tion than
for mal insur ance prod ucts since the ben e fit received depends upon the amount of funds
avail able, the num ber of other claims being made on those funds, and the dis cre tion of a com -
mit tee. Nev er the less, they can be low-cost, easy to access, and simple to understand and
manage.

Other MFIs, such as Fundo de Credito Comunitario (FCC) in Mozam bique and Funcación
León 2000 in Nic a ra gua, have part nered with non-gov ern men tal agen cies to pro vide in-kind
grants to cli ents in the wake of a nat u ral disas ter. By offer ing their cli ent net works and deliv ery 
infra struc ture to relief agen cies, MFIs can pro vide social pro tec tion to both cli ents and
employ ees with out mak ing grants them selves. To the extent that MFIs can develop these
part ner ships before disas ter strikes, as part of their con tin gency plan ning, they may be able to
play a piv otal role in help ing to coor di nate the dis tri bu tion of emer gency relief in the areas
where they oper ate. 

Last but not least, MFIs like Oppor tu nity Inter na tional Bank Malawi (OIBM) and Equity
Bank in Kenya are part ner ing with gov ern ment agen cies to facil i tate the dis tri bu tion of pub lic
assis tance in remote areas, gen er at ing new cli ents and cross-sell ing other finan cial ser vices in
the pro cess (see Section 13.3 below).

In sum mary, micro-grants can be use ful as step ping stones and as safety nets. As step ping
stones, they can help spe cific groups enter into a long-term rela tion ship with a microfinance
insti tu tion that sup ports their future devel op ment. As safety nets, they can help pre vent vul -
ner a ble groups from fall ing back into pov erty just as they are mak ing prog ress climbing out. 
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Box 13.5 A Rain bow of Boxes

Effi ciently formed by local NGOs and church orga ni za tions, mutuelles in Haiti are
self-help groups of 8-60 mem bers each. Mem bers save, bor row, and keep care ful track
of their trans ac tions using a sim ple method to sep a rate accounts. Every mutuelle has
three boxes, each of a dif fer ent col our – blue, green and red. The blue box tracks money
from out side the mutuelle, such as loans from a bank or an MFI. The green box rep re -
sents a group’s inter nal sav ings and loan activ i ties. The funds inside the red box are for
emer gency, human i tar ian pur poses only, such as med i cine for a sick child, a sud den trip
to the doc tor, or a funeral. Red box disbursals are in the form of grants. Mem bers who
receive the emer gency amounts need not repay them. Red boxes are funded in a vari ety
of ways, depend ing on how each mutuelle sees fit. Some mutuelles set aside a por tion of
the inter est earned from their green boxes or allo cate 10 or 15 per cent of their reg u lar
green box con tri bu tions, auto mat i cally chan nel ling a steady sum to the red box. Some
peri od i cally pass the hat in a sep a rate red box col lec tion. Each box has a spe cial com mit -
tee that decides how to dis burse and col lect funds for that box. 

Source: Adapted from Wil son and Burpee, 2008.



13.2 Gen eral Char ac ter is tics of Effec tive Grant Design

Although micro-grants can serve as step ping stones and as safety nets, they can also cre ate
depend ency, dis cour age sav ings or dis tort the mar ket for sus tain able microfinance in the pro -
cess. To avoid these out comes, micro-grants need to be tar geted, com ple men tary, par tic i pa -
tory, tem po rary, trans par ent, sup ported, and deliv ered sep a rately. This sec tion briefly explains 
these seven design char ac ter is tics.

Tar geted. As described in Chap ter 14, tar get ing can be a con ten tious issue in microfinance,
but for micro-grants it is cru cial. Because the sup ply of grants is finite, it is impor tant to ensure 
that the lim ited resources that are avail able reach those who could not oth er wise be served by
a con ven tional microfinance insti tu tion.

The Trickle Up pro gram, for exam ple, employs a pov erty assess ment tool in the form of a
five-ques tion sur vey, which scores the pov erty level of poten tial pro gram par tic i pants accord -
ing to locally deter mined cri te ria (Maes et al., 2006). BRAC’s Income Gen er a tion for Vul ner a -
ble Group Devel op ment (IGVGD) pro gram first used a rather pas sive tar get ing method,
extend ing ser vices to food-inse cure women who were selected by local elected rep re sen ta -
tives to par tic i pate in the programme. How ever, an anal y sis of the effec tive ness of this screen -
ing mech a nism revealed that it was miss ing some of the intended tar get group while includ ing
some per sons who were not ultra poor. This is one the fac tors that led BRAC to develop a
new programme, Chal leng ing the Fron tiers of Pov erty Reduc tion – Tar get ing the Ultra Poor
(CFPR/TUP), which is described in the case study at the end of Chap ter 15. Details on the
more active tar get ing approach used by CFPR/TUP can be found in Box 14.2 in the chap ter
on tar get ing marginalized mar kets.

Com ple men tary. Micro-grants should not be given in iso la tion. They should com ple ment
an MFI’s other prod ucts and ser vices and, indeed, com ple ment the finan cial ser vices infra -
struc ture that already exists (or is being built) within the com mu ni ties being served. If the
needs of a tar get mar ket can be met through the pro vi sion of sus tain able sav ings, loans, pay -
ment ser vices and/or insur ance, they should not be met by grants. In Haiti, for exam ple,
Fonkoze was able to meet many of cli ents’ imme di ate needs in the after math of the 2010
earth quake by get ting them cash, not through grants, but through access to their own sav ings
and remit tances. Where grants are used by an MFI, they should serve a lon ger-term pur pose,
either enabling a sus tain able rela tion ship to be built between a dis ad van taged tar get group and 
the insti tu tion or by pro tect ing rela tion ships with exist ing cli ents through the pro vi sion of a
tem po rary safety net.

Deliv ered Sep a rately. Wher ever pos si ble, grants and loans should not be pro vided through
the same organi sa tion. If there is no alter na tive, how ever, the MFI should at least sep a rate
staff and offices pro vid ing grants from those pro vid ing loans (see Box 13.6). This will help the 
MFI to avoid send ing mixed sig nals that could con fuse both cli ents and staff mem bers. It is
dif fi cult, for exam ple, for loan offi cers to develop a dis ci plined approach to col lect ing loan
repay ments if they are also involved in giv ing away money that they do not intend to col lect.
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Con di tional. Grants should not be per ceived as free, but rather, as a con tri bu tion to a joint
invest ment in the recip i ent’s eco nomic and human devel op ment. They can be linked to spe -
cific con di tions, such as par tic i pa tion in train ing or the achieve ment of cer tain results. In the
case of Trickle Up, for exam ple, the two-phased grant with sub se quent links to microcredit or
sav ings is designed to encour age microentrepreneurs to invest suf fi cient time and effort in
their busi nesses to access the next ben e fit. If they do not make that invest ment, they lose
access to the next instal ment.

Some MFIs in tsu nami-affected areas insisted that those who received grants for rebuild ing
their live li hoods make a cash con tri bu tion of at least five to ten per cent of the grant value to
ensure that they were com mit ted to the pro posed eco nomic activ ity, and had not sim ply
dreamt it up in response to grant avail abil ity. In highly affected areas, where funds were not
avail able due to total loss of assets and incomes, orga ni za tions required cli ents to con trib ute
their labour to rebuild com mu nity assets (Bank ing with the Poor Network, 2006b).

Tem po rary. Micro-grants should sup port the tar get group for a lim ited time period and
include a mech a nism for transitioning recip i ents to sus tain able microfinance ser vices, as dis -
cussed above. If the grant lasts too long, it can cre ate depend ency and dis cour age recip i ents
from build ing the skills and asset base required to effec tively man age their own risks and
resources. If, how ever, field staff explain to ben e fi cia ries how their suc cess ful use of the grant
can enable their access to other finan cial ser vices, the grant can actu ally encour age the build -
ing of capac ity and assets, as noted in Box 13.6.

Trans par ent. To avoid dis tort ing the mar ket for other microfinance ser vices, micro-grant
pro vid ers need to com mu ni cate clearly with recip i ents to make sure they under stand the pur -
pose of the grant, the con di tions that are attached to it, the lim ited dura tion of sup port, and
the ben e fits that effec tive use of the grant can bring. The cri te ria for select ing grant recip i ents
should also be made clear. If grants are well-tar geted to reach those who can not make effec -
tive use of other finan cial ser vices, it can help reduce con flicts within a com mu nity over access 
to the grants. Some MFIs involve local com mu ni ties in iden ti fy ing who will receive a grant,
not only to facil i tate effec tive tar get ing, but also to increase trans par ency and under stand ing
about who will receive the grants and why.
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Box 13.6 A Case of Sep a ra tion

The Amer i can Ref u gee Com mit tee (ARC) oper ates in many con flict and disas ter-affected 
areas, includ ing drought-affected regions of Africa and parts of north ern Sri Lanka
affected by con flicts and the tsu nami. It pro vides small ini tial grants to ref u gees and
inter nally dis placed per sons in camps and then later inducts recip i ents into reg u lar
microfinance pro grams. ARC oper ates grants sep a rate from microfinance pro grams by
using staff ded i cated solely to either relief or microfinance activ i ties, sep a rate office
spaces, and indi vid ual names for the pro grams. It also oper ates in a two-step man ner
where loans “fol low” grants. ARC mon i tors grant ees to deter mine if they have asset
growth at the end of the grant period, whether a via ble on-going busi ness has been cre -
ated or re-started, and whether the busi ness is able to tap into sus tain able finan cial ser -
vices such as sav ings and loans after the grant period ends. ARC learned that sequenc ing 
grants and loans encour ages invest ment in pro duc tive assets.

Source: Bank ing with the Poor Net work, 2006b.



Sup ported by non-finan cial ser vices. Par tic u larly when they serve as step ping stones,
micro-grants should be accom pa nied by other inter ven tions that address the basic needs and
crit i cal cap i tal def i cits (human, social and finan cial) of the tar get group. These finan cial and
non-finan cial ser vices can help to ensure that the fac tors which make a tar get group vul ner a -
ble are suf fi ciently addressed to enable mem bers of the group to climb out of pov erty. For
exam ple, the com bi na tion of tem po rary employ ment, train ing and sav ings ser vices pro vided
in the Rural Main te nance Pro gram of CARE Ban gla desh (see Box 13.7) enables thou sands of
des ti tute rural women to cre ate their own enter prises each year.

13.3 Leveraging Public Cash Transfer Schemes24

Cash trans fers are a form of social assis tance to the poor or those who face a prob a ble risk of
fall ing into pov erty. They typ i cally take the form of small cash grants or vouch ers that are pro -
vided on a reg u lar basis (for exam ple, monthly) to dis ad van taged groups, such as
women-headed house holds, or in exchange for cer tain con di tions being met, such as immu -
niz ing chil dren or send ing girls to school (which is why they are often called con di tional cash
trans fers).
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Box 13.7 From Workfare to Entre pre neur ship

The Rural Main te nance Pro gram (RMP) of CARE Ban gla desh began in 1982 as a pub lic
works pro gram that pro vides employ ment for des ti tute rural women – women who are
heads of house holds or mar ried to dis abled men and who have no other income source.
Women are recruited to the RMP for a fixed four-year period. They receive cash wages for
main tain ing earthen vil lage roads. Women who are selected for the pro gram must be
18-35 years old and phys i cally able to do the job. Every woman in the pro gram is required
to par tic i pate in a com pul sory sav ings plan that cap tures a fifth of her earn ings. The par tic -
i pants are trained in numer acy, human rights, gen der equity, and health and nutri tion, as
well as income-gen er at ing skills and microenterprise man age ment. CARE con tin ues to
pro vide busi ness man age ment advice for a year after the end of the pro gram cycle.

RMP is active in 90 per cent of rural dis tricts in Ban gla desh. Pro gram crews main tain
84,000 kilo metres of roads. More than 40,000 women par tic i pate in the pro gram at any
one time, with 10,000 com plet ing the pro gram each year. RMP aims to move its par tic i -
pants beyond need ing con tin u ous exter nal assis tance. The strat egy is to cre ate new
microentrepreneurs with ade quate skills train ing and seed cap i tal from the forced sav -
ings.

Although not all women suc ceed as microentrepreneurs, RMP has an impres sive track
record. Sev enty-nine per cent of grad u ates con tinue to be self-employed in microenterprise
activ i ties three years after the end of the pro gram cycle. Women in the pro gram receive
infor ma tion on local MFIs and are encour aged to approach the MFIs for work ing cap i tal
and expan sion needs after they grad u ate.

Source: Adapted from Hashemi and Rosenberg, 2006.

24 This section was adapted from Pickens et al. (2009).



Pub lic cash trans fer schemes have a long his tory, but they have received increased atten tion in 
recent years because of sig nif i cantly improved stan dards for tar get ing, pay ment sys tems, man -
age ment and impact eval u a tion. More than 30 coun tries now have active programmes or
pilots and many more are con sid er ing whether to add a scheme to their social pro tec tion
programmes. Accord ing to Grosh et al. (2008), the larg est rel a tive cov er age is in Ecua dor,
where the Human Devel op ment Grant (Bono de Desarrollo Humano) cov ers five mil lion
ben e fi cia ries, or 40 per cent of the total pop u la tion. Brazil’s Fam ily Grant (Bolsa Familia) cov -
ers 46 mil lion ben e fi cia ries, mak ing it the larg est in abso lute terms, fol lowed by Mex ico’s
Oportunidades with 25 mil lion, or 23 per cent of the total population (see Box 13.8). 

The impact of pub lic cash trans fer schemes is increas ingly well-doc u mented and some pro -
grams report dra matic results. For exam ple, Lindert et al. (2007) found that Brazil’s Bolsa
Familia pro gram accounts for 20 per cent of the reduc tion in inequal ity in recent years and has
led to a marked jump in school enrol ment. Mex ico’s Oportunidades pro gram has not only
reduced pov erty, but has also encour aged behav iour change – health vis its increased by 18
per cent in areas with pro gram recip i ents com pared to other areas (Barrientos and Scott, 2008).

What Is the Oppor tu nity for MFIs?

Gov ern ments make reg u lar pay ments to at least 170 mil lion poor peo ple world wide – far
more than the 99 mil lion or so who have active microloans. This includes social trans fers as
well as wage and pen sion pay ments. These pay ments could become a vehi cle for extend ing
microfinance ser vices to mil lions of poor peo ple who cur rently do not have access. Evi dence
indi cates that poor recip i ents of gov ern ment-to-per son (G2P) pay ments will use finan cial ser -
vices if these are offered to them, pro vided the ser vices meet their needs (see Box 13.9).
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Box 13.8 Oportunidades Cash Trans fer Scheme in Mex ico

Ini ti ated in 1997 as PROGRESA, Mex ico’s Oportunidades is a flag ship programme for
tar geted human devel op ment. The scheme aims to erad i cate extreme rural pov erty by
pro mot ing invest ment in human cap i tal by the poor, strength en ing their demand for edu -
ca tion and health ser vices, and pro vid ing some sup port to schools and health ser vice
pro vid ers. Women in ben e fi ciary house holds receive cash trans fers, school sup plies, and 
nutri tion sup ple ments con di tional on their chil dren’s school atten dance and reg u lar pre -
ven ta tive health care vis its. 

Oportunidades tar gets ben e fi cia ries in three steps. First, local i ties are iden ti fied using a
mar gin al ity index that is con structed using socio eco nomic vari ables asso ci ated with
unsat is fied basic needs. The sec ond step selects ben e fi ciary house holds in those locales 
using a proxy means-test ing meth od ol ogy. Finally, the com mu nity reviews the ben e fi -
ciary list to ensure that it has iden ti fied the most needy and excluded oth ers.

The programme is run by a fed eral agency that gath ers all rel e vant data, applies the scor -
ing sys tem to deter mine eli gi bil ity, issues pay ments to house holds, con tracts for exter nal 
eval u a tions, and coor di nates ser vice deliv ery with other fed eral agen cies. Vol un tary
“mother lead ers” are selected and trained to help pro vide par tic i pants with infor ma tion
about programme rules, when and where pay ments will be made, which clinic to attend,
what to do in case of prob lems, and so on. 

Source: Adapted from Grosh et al., 2008.



In most coun tries, unfor tu nately, fewer than one-quar ter of G2P pay ments to the poor land in 
a finan cially inclu sive account, in other words, one that enables recip i ents to store G2P pay -
ments and other funds until they wish to access them and make or receive pay ments from
other peo ple in the finan cial sys tem, while also being acces si ble in terms of cost and dis tance.
Most low-income pub lic sec tor employ ees as well as pen sion and social trans fer recip i ents
receive their pay ments in per son in cash, so the recip i ent has to be at a spe cific loca tion on a
spe cific date, which is incon ve nient and risky.

This is chang ing, how ever.  An increas ing num ber of gov ern ments are switch ing to elec tronic
deliv ery of G2P pay ments because of the secu rity con cerns and trans ac tion costs gen er ated by 
cash pay ments for gov ern ments and recip i ents alike. The mode of elec tronic deliv ery var ies
and can include direct deposit into an entry-level sav ings account, a sim pli fied or basic
account that the gov ern ment man dates finan cial insti tu tions to offer, or even a pooled mech a -
nism where the finan cial insti tu tion holds all recip i ents’ funds in a sin gle account. In all cases,
the com mon ele ment is that funds are elec tron i cally trans ferred from the gov ern ment into a
finan cial insti tu tion, where they are stored until recip i ents col lect them.  Typ i cally, recip i ents
col lect their funds using an elec tronic card that car ries infor ma tion about the recipient and the 
benefit that should be received. 
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Box 13.9 From Cash Trans fer Recip i ent to Microfinance Cli ent?

l In Mex ico, Oportunidades recip i ents are offered a full sav ings account in Bansefi, a
state-owned bank, and more than 1.5 mil lion peo ple have elected to use it (or 30
per cent of the five mil lion total recip i ents). A ran dom ized con trol exper i ment shows
these house holds saved an aver age of 12 per cent of their gov ern ment grant, with
sub se quent invest ments lead ing to a 35 per cent increase in con sump tion after five
years in the pro gram.

l In South Africa, banks have man aged to sell at least one addi tional prod uct to 11
per cent of cli ents with Mzansi accounts (an entry-level account with sav ings and
transactional func tion al ity), many of whom are G2P recip i ents. Net1, a pri vate com -
pany sup ply ing elec tronic pay ment ser vices to the unbanked, has been offer ing loans
to social grant recip i ents since 1999, with the total port fo lio reach ing a high of
US$13.5 mil lion.

l In Brazil, Caixa Economica reports strong uptake of conta fac ile (easy accounts) by
two mil lion Bolsa Familia recip i ents, who can access it via one of more than 20,000
touch points in the coun try, includ ing POS-equipped mer chants who han dle depos its
and with draw als, ATMs, and branches. Caixa has also exper i mented with offer ing
insur ance to conta fac ile hold ers and has devel oped a finan cial lit er acy pro gram for
new account hold ers. It is con sid er ing offer ing microloans. Research con ducted by
Brazil’s Min is try of Social Devel op ment indi cates that there is demand for microloans 
from one mil lion house holds annu ally (out of the 12.4 mil lion house holds par tic i pat -
ing in Bolsa Familia).

l In Malawi, OIBM reports that 45 per cent of recip i ents enrolled in the Dowa Emer -
gency Cash Trans fer (DECT) scheme, which ended in 2007, are still using their bank
account more than two years later.

Source: Pickens et al., 2009.



For such elec tronic pay ment sys tems to work, gov ern ments must build an elec tronic infra -
struc ture that can reach recip i ents, includ ing those in remote areas. Microfinance insti tu tions
could both ben e fit from and be a part of that infra struc ture. They could pro vide and main tain
the access points that enable gov ern ments to reach remote areas and they could use the elec -
tronic infra struc ture, once built, to pro vide a range of finan cial ser vices to both G2P recip i -
ents and non-recip i ent house holds in the same com mu ni ties. This kind of arrange ment could
make it fea si ble to cover the costs of serving remote areas.

To date, the elec tronic ben e fit cards issued by social trans fer pro grams have been designed with
lim ited func tion al ity for the recip i ent. Gov ern ments wanted to pro mote imme di ate con sump -
tion of grant funds to bol ster liv ing stan dards and also enable recov ery of unclaimed funds. For
exam ple, Brazil’s Bolsa Familia pro gram began with an elec tronic ben e fit card from which
recip i ents could make a free with drawal of grant funds, but to which they could not deposit
money. Funds left on the card after three months were returned to the gov ern ment. This kind of 
design misses out on oppor tu ni ties to facil i tate link ages to finan cial ser vices.

Inno va tive exper i ments like the ones being car ried out by OIBM in Malawi and Equity Bank
in Kenya (see Boxes 13.10 and 13.11) illus trate the poten tial for col lab o ra tion among
microfinance insti tu tions and gov ern ments to pro vide poor peo ple with more valu able access
to finan cial ser vices. The pub lic cash trans fer could pro vide an ini tial safety net or stream of
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Box 13.10 The Dowa Emer gency Cash Trans fer (DECT) Scheme

A woman liv ing in a rural part of Malawi took out her bank card and swiped it. A teller
checked her iden tity with a thumbprint scan and then she went to the back of a pick-up
truck. Here, under the shade of a tree, a cash ier from Banki Yanga handed over her cash
enti tle ment for the month to meet her basic needs.

Smart card tech nol ogy and mobile banks/ATMs were used to pro vide cash to about
10,000 house holds in 259 vil lages in the remote area of the Dowa region fac ing severe
food short ages dur ing 2006/2007. This was the first time elec tronic cards had been
used to pro vide cash to peo ple fac ing severe hun ger. Oppor tu nity Inter na tional Bank of
Malawi (OIBM) deployed staff into the field and invested in a mobile bank, a mod i fied
Toy ota pick-up truck or bakkie. The Toy ota bakkie catered for two OIBM tell ers to be
locked safely into two kiosks built and added to the load ing bay of the bakkie. OIBM
issued smart cards to ben e fi cia ries, who would then pres ent them selves over a period of
five months to receive an emer gency cash trans fer. At the end of a reg is tra tion day, the
OIBM mobile bank ing team would return to the Kasungu branch and ‘up-load’ the day’s
trans ac tions via a net work link to the OIBM head office in Lilongwe.

Dur ing the eval u a tion of the pro ject, it became clear that the demand for access to sav -
ings facil i ties in rural Malawi, even among the very poor, is great and not being met. This
was most evi dent at the DECT pay-points, when many ben e fi cia ries (all women receiv ing
their final DECT pay ments) approached OIBM staff, ask ing if they could use their smart
cards after DECT ended, for the spe cific pur pose of mak ing depos its and with draw als. As 
a result of the suc cess of this model, the UK's Depart ment for Inter na tional Devel op ment 
(DFID) and Con cern World wide agreed to con tinue to sup port the oper a tional expenses in 
reach ing this area for an ini tial two-year period to enable OIBM to offer finan cial ser -
vices, rather than just facil i tat ing cash pay ments to the rural poor in the Dowa district.

Source: Adapted from Pearson and Kilfoil, 2007 and Opoku and Foy, 2008.



income that could facil i tate invest ments in pro duc tive assets, the accu mu la tion of sav ings and, 
later, access to other finan cial ser vices that could help the poor to man age their resources and
risks in the longer-term.
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Box 13.11 Build ing a More Inclu sive Finan cial Sys tem in
Remote Kenya

Halaku Mohamed is a widow who cares for three school-age chil dren. She was recently
iden ti fied by her com mu nity to be enrolled in the pilot phase of Kenya’s Hun ger and
Safety Net Pro gram (HSNP), which began in April 2009. As one of 60,000 HSNP ben e -
fi cia ries, Halaku will receive a reg u lar cash ben e fit dis bursed every other month for at
least three years. If the pilot is suc cess ful, it will be scaled up to reach more than one
mil lion food inse cure fam i lies.

Haluku lives in the arid north, a sparsely pop u lated region the size of the United King -
dom that is beset by ban dits and con tains just seven bank branches. To reach her and
other micro-grant recip i ents in the region, HSNP con tracted the nongovernmental Finan -
cial Sec tor Deep en ing Trust (FSD Kenya), together with Equity Bank (Kenya’s larg est
microfinance insti tu tion) to come up with an alter na tive way of mak ing pay ments. 

A net work of ordi nary shop keep ers with ade quate cash flow was selected to make the
pay ments on behalf of HSNP using point-of-sale (POS) pay ment machines. Where there
is no elec tric ity, Equity Bank installs solar pan els which pro duce AC elec tric ity when put
through an inverter. This power gives the shop keeper light and charges the bat ter ies of
the pay ment machine. At the base of each machine are two mobile phone SIM cards that 
auto mat i cally trans mit data back to Equity Bank, as well as record it on the shop keeper’s 
bank card (which is also a smart card and is stored at the base of the POS device).

To avoid crowd ing at par tic i pat ing shops, ben e fi cia ries line up on dif fer ent dates accord -
ing to the col our of their Equity Bank-issued smart cards. Upon arrival, they insert their
smart card into the POS device and ver ify their iden tity by plac ing their thumb on the
machine. The smart card starts off with no credit, so the first step is to trans fer credit, in
this case Ksh.2,150 (approx i mately US$25) from the shop keeper’s bank card account
to the ben e fi ciary’s smart card. Two receipts are pro duced by the machine, one con firm -
ing that the ben e fi ciary’s smart card has received a credit, and another con firm ing that
the shop keeper’s bank card has been deb ited.  A sec ond thumbprint is taken, and on ver -
i fi ca tion, the ben e fi ciary can enter the amount of cash that she would like to receive at
that time. Two addi tional receipts are then printed off, one for the ben e fi ciary and one for 
the shop keeper. The ben e fi ciary is given her money, her card, and two printed receipts. 

Shop keep ers pay out cash using money they receive from nor mal trad ing, but any cash
paid out is imme di ately recorded on their bank card as credit, and trans mit ted via the
SIM card to the shop keeper’s account with Equity Bank. Money left on the ben e fi ciary’s
smart card is secure, since no one can use the card, even if it is sto len, with out a match -
ing thumbprint, and all trans ac tions result in a paper con fir ma tion for the ben e fi ciary as
well as the shop keeper, backed up by an elec tronic record trans mit ted via the SIM card
to Equity Bank.

When shop keep ers visit their local Equity Bank branch, they hand over their bank card
and draw down how ever much cash they require to pur chase new sup plies. This low ers
their risk of keep ing too much money at their shops, and car ry ing large sums of cash from 
their shops to the main towns to buy goods.

Source: Adapted from Pickens et al., 2009 and http://www.hungersafetynet.org.



13.4 Financ ing Micro-Grants

Micro-grants can be financed through a vari ety of sources, as illus trated by the case stud ies
pre sented in this chap ter. IDAs, for exam ple, are funded through con tri bu tions from fed eral
and state gov ern ments, reli gious orga ni za tions, char i ties and pri vate com pa nies. Nearly 80 per 
cent of World Vision's fund ing comes from pri vate sources, includ ing indi vid u als, cor po ra -
tions and foun da tions, and includes both cash and gifts-in-kind, typ i cally in the form of food
com mod i ties, med i cine, and cloth ing. The remain ing 20 per cent comes from gov ern ments
and mul ti lat eral agen cies (World Vision, 2010). Trickle Up, CARE, ARC and Con cern World -
wide are funded through sim i lar sources, although the per cent age of sup port received from
pub lic and pri vate sources var ies. Sixty-two per cent of Trickle Up's fund ing comes from pri -
vate indi vid u als, some of whom give as little as US$20 (TrickleUp, 2010 and Wagner, 2010).

In Haiti, the mutuelles self-finance their grants. BRAC also self-finances 73 per cent of its ser -
vices, largely through the suc cess of its social enter prises. The remain ing 27 per cent is funded
through dona tions (BRAC, 2010). For-profit MFIs which oper ate as part of a hold ing com -
pany that includes a non-profit orga ni za tion could work together with that orga ni za tion to
finance micro-grants. Com mer cial microfinance insti tu tions could also finance their own
grants as part of their cor po rate social respon si bil ity or as a tool for deep en ing their out reach.
This option is likely to become more attrac tive as pilot pro jects such as the ones being imple -
mented through the CGAP-Ford Foun da tion Grad u a tion Pro gram gather more infor ma tion
on the cost and effec tive design of a grad u a tion ini tia tive.

For most MFIs, the solu tion to micro-grant financ ing will be found in part ner ships, either
with gov ern ments that have made a com mit ment to pro vide social pro tec tion to their cit i zens; 
or with orga ni za tions that have built the infra struc ture to mobi lize funds from pri vate indi vid -
u als, cor po ra tions and foun da tions for the pur pose of sup port ing eco nomic devel op ment in
the area where an MFI is oper at ing. One inno va tive new idea for con nect ing pri vate indi vid u -
als, com pa nies and gov ern ments at an inter na tional level is the Global Social Trust cur rently
being piloted in Ghana (see Box 13.12).

13.5 Con clu sion

The notion of giv ing away money and not expect ing it back runs coun ter to stan dard
microfinance logic and is cer tainly not a sus tain able oper a tion since money that is given away
needs to be replaced. How ever, as a tem po rary inter ven tion that com ple ments mar ket-based
finan cial ser vices, micro-grants can pro vide oppor tu ni ties for MFIs to strengthen cli ent
capac ity to make effec tive use of their finan cial ser vices; and to increase the depth of the mar -
ket they are able to serve sustainably. 
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Main Mes sages

1. Micro-grants can be use ful as step ping stones and as safety nets.

2. Grant pro vid ers and recip i ents should each con trib ute resources as part of a joint
invest ment in the future.

3. Design micro-grants to be tar geted, tem po rary and trans par ent. They should com -
ple ment rather than com pete with microfinance.

4. Sep a rate the deliv ery of grants from that of mar ket-based finan cial ser vices.

5. MFIs can both ben e fit from and be a part of G2P pay ment infra struc ture.
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Box 13.12 The Global Social Trust

The mis sion of the Global Social Trust is to sys tem at i cally reduce pov erty in devel op ing
coun tries through a part ner ship that invests in and spon sors the devel op ment of sus tain -
able national social pro tec tion schemes. The basic idea is to request peo ple in richer
coun tries to vol un tarily con trib ute a mod est monthly amount to a Global Social Trust
which will then invest those resources to build-up basic social pro tec tion schemes in
devel op ing coun tries and spon sor con crete ben e fits for a defined ini tial period until the
schemes become self-sup port ing.

The Confédération Syndicale Indépendante du Lux em bourg OGB-L through its NGO
Solidarité Syndicale, the Min is try of Health in Ghana, and the Inter na tional Labour Orga -
ni za tion (ILO) have entered into an agree ment to imple ment the Global Social Trust pilot
pro ject in Ghana. The Lux em bourg part ner (in col lab o ra tion with the Social Insur ance
Sys tem) will mount a fund rais ing cam paign among per sons cov ered by the Lux em bourg
social insur ance, ask ing them to con trib ute five Euros per month on a vol un tary basis.
The Lux em bourg part ner will col lect the vol un tary con tri bu tions from indi vid u als in Lux -
em bourg, man age the funds thus col lected, trans fer the funds to Ghana as they are
needed and audit the use of the funds.

The pro ject will pro vide a cash ben e fit of approx i mately US$10 per month to Gha na ian
indi gent preg nant women and moth ers with chil dren under the age of five who meet con -
di tions of pre-natal, post-natal and reg u lar health check-ups. Con tri bu tions from work ers 
in Lux em bourg would con stantly refuel the funds avail able to the pro ject. Since the size
of the pro ject will be deter mined by the num ber of actual con tri bu tors in Lux em bourg,
the pilot will fol low a grad ual imple men ta tion pro ce dure, start ing with one dis trict and
then inte grat ing oth ers as funds become avail able.

Source: Adapted from Inter na tional Labour Orga ni za tion, 2010.



Case Study: Cop ing with Disas ter in Mozam bique

After the floods of Feb ru ary 2000, CARE pro vided one-off cash grants aver ag ing
US$100 each to around 2,000 fam i lies, includ ing cli ents of two MFIs – Fundo de
Crédito Comunitário (FCC) and Caixa Comunitária de Crédito e Poupanca (CCCP). The
MFIs approached their cli ents and informed them of the grants, but the grants were actu -
ally dis bursed by CARE staff.

To those grant recip i ents that had active loans, the MFIs offered the option of apply ing
the grant to repay their out stand ing loan bal ance, so they could main tain their credit line
and imme di ately qual ify for a new loan. The MFIs then pro vided new loans to those that
had repaid their old debts. Alter na tively, cli ents could receive the entire cash grant and
resched ule the repay ment of their exist ing loans over a period of time decided by the
MFIs. New loans, how ever, were not made avail able until the restruc tured loans were
repaid. Repay ment effected through the grants helped the MFIs to avoid cash-flow prob -
lems, imme di ately ser vice their cli ents, and pro tect their cred i bil ity. Resump tion of the
loan cycle quickly helped to revive the MFI’s busi ness and, as a result, the incomes at
the end of the year were not sig nif i cantly dif fer ent from the pre vi ous year.

This approach was effec tive due to sev eral fac tors:

Co-ordi na tion among agen cies. CARE, FCC and CCCP worked well together, enabling
effec tive design and deliv ery of the prod uct, and help ing to avoid dupli ca tion of grants to
the same recip i ents.

Small grant size. There were many small grants rather than a few large grants, thus
spread ing their pos i tive impact and mini mis ing the poten tial for ineq ui ta ble dis tri bu tion.

Implicit link between grant and loans. Although implicit, the cash grant was tied to the
repay ment of loans. There fore, it was per ceived less as a hand out and more as a mech a -
nism to help them con tinue as cli ents of the MFI.

Good tim ing. The grants were made after the emer gency stage, when mar kets began to
emerge. There fore, peo ple could resume their eco nomic activ i ties using either the grants 
or new loans received after repay ing pre vi ous loans.

Other assis tance. Other forms of assis tance, such as build ing mate ri als, food and cloth -
ing, were pro vided by other relief organi sa tions. This meant that the cash grant was avail -
able to re-start eco nomic activ i ties. In the absence of this other assis tance, the cash
grants could have been diverted for con sump tion pur poses and the MFIs could have
expe ri enced repay ment prob lems.

Good com mu ni ca tion. Fre quent con tact with cli ents and clear com mu ni ca tion by MFI
staff before grants were dis bursed was effec tive. The staff informed return ing cli ents of
the pos si bil ity of a grant from an exter nal agency that could be used to repay out stand ing
debt, mak ing them imme di ately eli gi ble for a larger loan to restart their busi ness.

Imme di ate resump tion of reg u lar loan cycles. The MFI avoided a liquid ity squeeze
because cli ents kept up loan repay ments and helped FCC and CCCP to dis burse reg u lar
loans. Cli ent deser tion was low. 
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Part III: Mar ket Seg ments

As dis cussed in Part I, two of the pri mary rea sons for which MFIs diver sify 
their prod uct port fo lio are to meet the needs of their cur rent cus tom ers
better and to expand into new mar kets. The next eight chap ters are
designed to help man ag ers explore the char ac ter is tics of new mar ket
seg ments, the nature of the prod uct mix that can meet the needs of each, 
and the strat e gies that MFIs are using to over come key chal lenges
asso ci ated with each seg ment. This sec tion is pri mar ily designed to
increase famil iar ity with mar ket seg ments that are underserved, but it also 
hopes to pro vide per spec tive and exam ples that can assist MFIs already
work ing in these mar kets to serve them more effectively in the future.

Chap ters 14 and 15 open the sec tion with a look at some of the most
dif fi cult to serve mar ket seg ments - those that are iso lated, small,
dis persed, very poor, or for some other rea son rel e gated to the low est
posi tions or outer edges of soci ety. They illus trate that such groups can
ben e fit from access to microfinance and that MFIs are learn ing how to
iden tify, recruit and serve them effec tively. All other chap ters in this
sec tion focus on mar ket seg ments that tend to be larger and eas ier to
iden tify and recruit, but can still be quite chal leng ing to serve: youth,
women, cri sis-affected com mu ni ties, Islamic com mu ni ties, rural areas
and small and medium enter prises. By explor ing the meth ods that have
been used to over come these chal lenges, Chap ters 16 through 21 aim to
inspire more MFIs to enter these mar kets, albeit with a real is tic
per spec tive on the require ments for suc cess. Although they encour age a
broader under stand ing of what is pos si ble, they also cau tion MFIs against
rush ing into new mar ket seg ments with out an out reach strat egy that can
generate value for both clients and the institution.
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14 Targeting Marginalized Markets

“MFIs tend to tar get cli ents. It is part and par cel of their anti-pov erty mis sion, to cor rect
mar ket fail ure and build bridges to those excluded by con ven tional finan cial insti tu tions.” ~

Inter na tional Labour Orga ni za tion (2007)

Although tar geted microfinance is some times referred to as the direct ing of credit to a pre de -
ter mined set of activ i ties, this open ing chap ter of Part III of the book explores the tar get ing of 
spe cific mar ket seg ments. In this con text, tar geted microfinance refers to active approaches to 
find ing, recruit ing and serv ing a par tic u lar group of peo ple. Sub se quent chap ters will explore
how to tar get major mar ket seg ments such as rural areas, women and small and medium
enter prises (SMEs). These seg ments are rel a tively easy to iden tify and are suf fi ciently large to
make the iden ti fi ca tion and recruit ment of cli ents a fairly straightforward process.

Some mar ket seg ments are dif fi cult to iden tify and serve because they are small, iso lated or
marginalized and face par tic u lar vul ner a bil i ties. These groups, such as bonded labour ers or
per sons liv ing with HIV/AIDS25 (PLWHA) often do not meet an MFI’s stan dard eli gi bil ity
cri te ria or make use of its stan dard infra struc ture, and yet there may be an inter est from MFIs
and/or from donors to serve these vul ner a ble market segments.

This chap ter focuses on tar get ing dif fi cult to reach mar ket seg ments. After a brief dis cus sion
of tar get ing and the rea sons for which MFIs might want to serve more dif fi cult seg ments, it
explores how insti tu tions can iden tify and recruit such seg ments. It then dis cusses whether
these seg ments can be served through an MFI’s main stream ser vices or whether sep a rate
prod ucts, staff or infra struc ture are needed to effec tively reach them. The final sec tions of the
chap ter illus trate strat e gies that MFIs are using to serve two marginalized groups with some
suc cess, dis abled per sons and PLWHA. The out line of this chapter is as follows:

1. Moti va tions for tar get ing

2. Tar get ing tech niques

3. To inte grate or not to inte grate?

4. Serv ing dis abled per sons

5. Serv ing per sons liv ing with HIV/AIDS

6. Sub si dies and sustainability

14.1 Moti va tions for Tar get ing

Finan cial sys tems are not inher ently acces si ble to all. They are acces si ble to those with money,
those who know how to use the sys tem and trust its oper a tions, those who can meet the eli gi -
bil ity require ments of ser vice pro vid ers, and those who live or work within a rea son able dis -
tance of a ser vice point and can afford the cost of the service provided.

For decades, MFIs have been work ing to pro vide low-income house holds with access to
better qual ity and lower-cost finan cial ser vices than those pro vided by the infor mal sec tor. In
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gen eral, their tar get mar ket has been broadly defined to include any one who does not have
access to appro pri ate prod ucts and ser vices through the for mal finan cial sys tem. Defined in
this way, the poten tial mar ket is vast and, with the excep tion of urban mar kets in a hand ful of
coun tries, demand is far from being met.

Under these cir cum stances, most MFIs have ratio nally pri ori tised breadth of out reach over
depth of out reach. Serv ing as many poor cli ents as pos si ble has been more impor tant than
serv ing the most dis ad van taged or vul ner a ble seg ments of soci ety. As the microfinance indus -
try devel ops, how ever, two fac tors are driv ing insti tu tions to tar get groups that are more dif fi -
cult to reach. First, in mar kets where the easy-to-reach cli ents are now being served,
com pe ti tion is forc ing MFIs to look for new sources of growth. This is the prin ci pal fac tor
driv ing insti tu tions to explore rel a tively large mar ket seg ments, such as rural areas and SMEs.
Serv ing one or more niche mar kets in addi tion to the main stream poor can also be a way for
MFIs to dif fer en ti ate themselves in a competitive marketplace.

The sec ond fac tor driv ing MFIs to tar get more dif fi cult mar ket seg ments is their social mis -
sion. Insti tu tions with a devel op men tal man date are rec og niz ing that a spe cial effort needs to
be made to link marginalized seg ments with the finan cial sys tem or the sys tem will only per -
pet u ate, and per haps exac er bate, the inequal ity and dis crim i na tion that already exists within
soci ety. For exam ple, MFIs com monly reject loan appli ca tions from indi vid u als who do not
have an estab lished busi ness or can not sup ply guar an tors. Insur ance pro vid ers may exclude
the elderly or per sons with pre-exist ing med i cal con di tions. Although less restric tive cri te ria
are used to deter mine who can open a sav ings account, the poor may find offi cial iden tity doc -
u ments dif fi cult to obtain and min i mum bal ance require ments impos si ble to meet. In gen eral,
the more vul ner a ble peo ple are, the less likely they are to approach a finan cial insti tu tion, so
MFIs that want to reach these customer groups have to be proactive about their recruitment.

In some cases, it is donor orga ni za tions that pro vide the moti va tion for tar get ing. With a man -
date to ensure that the most vul ner a ble are not left behind, they pro vide incen tives or sub si -
dies to increase MFIs’ will ing ness and/or abil ity to serve risk ier cli ents. One exam ple of this is
Amer i can leg is la tion that requires 50 per cent of all USAID microenterprise resources to ben -
e fit the very poor, defined as those house holds liv ing in the bot tom (poor est) 50% below the
nation ally defined pov erty line or those liv ing on the equiv a lent of less than US$1/day (in Pur -
chas ing Power Par ity, or PPP). As a result of this leg is la tion, MFIs that receive sup port from
USAID must doc u ment the extent to which they are reach ing the poor.26 Another com mon
exam ple is guar an tee funds, through which donor orga ni za tions such as Appui au
Développement Autonome (ADA) and the Inter na tional Mon e tary Fund (IMF) share with
MFIs the risk of entering new markets.

Donor-moti vated tar get ing can fuel inno va tion, but it can also be risky if MFIs blindly exper i -
ment with what ever donors are will ing to finance. Before design ing inter ven tions for vul ner a -
ble mar ket seg ments, it is impor tant to answer one crit i cal ques tion: How will access to
finan cial ser vices improve the lives of the tar geted per sons? Too often, donors and
policymakers assume that microcredit is a spe cial ingre di ent that will mag i cally help the poor
and all sorts of other needy groups, but in prac tice badly designed or inap pro pri ate prod ucts
can actu ally make the poor worse off. For exam ple, giv ing enter prise loans to per sons who are 
not par tic u larly entre pre neur ial may help them to put food on the table for a few weeks, but if
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their busi ness fails, how will they repay the loans? Bor row ers may choose to sell off assets,
send chil dren to work or reduce food con sump tion in order to make their pay ments. Fur ther -
more, the expe ri ence of fail ure could have a neg a tive and last ing impact on their
self-confidence and hope for the future.

14.2 Tar get ing Tech niques

Tar get ing is a rel a tively straight for ward pro cess when a mar ket seg ment is large and is iden ti -
fied by a char ac ter is tic that is easy to mea sure, such as gen der, age or geo graphic loca tion. As
described in Chap ter 3, MFIs can use mar ket research to define a seg ment’s char ac ter is tics
and to design prod ucts and deliv ery chan nels that meet its needs. There may be argu ments
about how exactly to define what is “rural” or “small enter prise” or “youth”, but once this has
been set tled, find ing cli ents in these seg ments is not par tic u larly dif fi cult. Recruit ing and serv -
ing them cost-effec tively can be chal leng ing, how ever, and that is why sep a rate chap ters of
this book explore how to reach those markets.

Tar get ing is more dif fi cult for mar ket seg ments that are iden ti fied by a char ac ter is tic that is
hard to mea sure, such as HIV sta tus, vul ner a bil ity to debt bond age, or being among the poor -
est of the poor. Described below are some of the tech niques that have been used to iden tify
and recruit cli ents in these segments.   

Tar get ing the Poor est

His tor i cally, most MFIs relied on indi rect tar get ing approaches to iden tify and reach their
intended mar ket. For exam ple, by using group lend ing meth od ol o gies and only offer ing small
loans, insti tu tions assumed that they would reach poor cli ents. These indi rect approaches
have enabled MFIs to reach low-income house holds in gen eral, but they have caused some
insti tu tions to reach a better-off mar ket than they envi sioned. Research con ducted on the
pov erty lev els of cli ents often finds that they are just above or just below the pov erty line, but
few are among the extreme poor.

In rec og ni tion of the fact that the poor est will not nec es sar ily be reached by indi rect tar get ing,
an increas ing num ber of MFIs are being more direct and more proactive about their cli ent
recruit ment. Some are tak ing a very dif fer ent approach to deter min ing who is eli gi ble to be
their cus tomer. Pro spec tive cli ents have to dem on strate that they are suf fi ciently poor to gain
access to an MFI’s ser vices. This approach has gen er ated some debate within the indus try (see 
Box 14.1), par tic u larly when tar get ing tech niques are used to com pletely exclude those who
are less poor, rather than restrict access to a particular product or service.
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On the sur face, it may seem like a straight for ward pro cess to iden tify the poor est. In prac tice,
how ever, the con cept of pov erty is com plex; it is strongly influ enced by local cul tural and
socio eco nomic con di tions; there is no clear con sen sus on how it should be defined; and mea -
sure ment is dif fi cult. Stan dard inter na tional meth od ol o gies for assess ing pov erty, such as Liv -
ing Stan dards Mea sure ment Sur veys (LSMS), define pov erty in mon e tary terms, but they are
costly and obtain ing reli able income esti mates in a timely manner can be difficult.

MFIs have rec og nized that pov erty is mul ti di men sional and encom passes not only income
but also cap i tal (mainly human and phys i cal, but some times also envi ron men tal, social and
even polit i cal cap i tal). They use pov erty assess ment tools with indi ca tors that are related to
these forms of cap i tal rather than direct mea sures of income. Some of the tools that MFIs use
to tar get the poor are described below.

l Land own er ship: the most com mon tech nique for assess ing whether appli cants are poor
enough to be microfinance cus tom ers is based on how much land they own. For exam ple,
many Bangladeshi MFIs tar get per sons who own half an acre of land or less. Although, as
Rutherford (1995) points out, this can be a mis lead ing indi ca tor since landholding can eas -
ily be dis guised or con cealed.

l Free dom from Hun ger has devel oped sev eral food secu rity scales to assess house hold
and indi vid ual calo ric and nutri ent intakes, and eco nomic mea sures such as house hold
food expen di tures. This method assesses expe ri ences and behav iours that con sis tently
char ac ter ise food inse cu rity and hun ger, such as anx i ety that food may be insuf fi cient, the
expe ri ence of run ning out of food, and hav ing to reduce food intake.

l CASHPOR’s Hous ing Index is an obser va tional meth od ol ogy that pro duces an indi ca tor
that char ac ter izes the qual ity and the sta tus of an appli cant’s house. Three dimen sions are
con sid ered: a) size of the house, b) phys i cal con di tion or build ing mate ri als, and c) mate rial
of the roof. The rank ing of the poor and less poor is done within the geo graphic and social
con text. Peo ple liv ing in houses con structed from mud bricks, with poor qual ity thatch
roof ing, small win dows and in a gen eral state of dis re pair tend to be selected as the poor est. 

l Par tic i pa tory wealth rank ing (PWR) allows com mu ni ties to rank them selves accord ing
to their own per cep tions of pov erty. Detailed dis cus sions are held with a large num ber of
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Box 14.1 Not Poor Enough?

Those that place empha sis on serv ing only the “poor est of the poor” are effec tively say ing:
“Accord ing to our sur vey, you are not-so-poor: go away and have a seri ous cri sis in your
house hold and come back to us when you are really one of the poor est of the poor…then
we will serve you” (Wright and Dondo, 2000). Con versely, pro vid ing finan cial ser vices to a
broader range of cli ents may result in reach ing larger num bers of the very poor on a per ma -
nent basis. A more diverse cli en tele may lend itself more eas ily to finan cial via bil ity, which 
in turn can trans late into greater out reach. Insti tu tions that cover their costs by mix ing
lower-cost, larger loans to less-poor peo ple with higher-cost, very small loans to poorer
peo ple can attract larger amounts of cap i tal and grow more quickly. This strat egy of diver -
si fy ing risk through a var ied port fo lio can reach many poor peo ple, while also allow ing
those who are less poor (but still excluded and vul ner a ble) to obtain ser vices.

Source: Helms, 2006. 



peo ple in each com mu nity to define pov erty, and to rank the com mu nity accord ing to
their cri te ria. These meth ods are based on par tic i pa tory rural appraisal and wealth rank ing
tech niques. The Small Enter prise Foun da tion (SEF) in South Africa uses this approach to
iden tify and tar get the very poor, help ing to draw char ac ter is tics of poor and very poor
peo ple in each vil lage and deter mine a cut-off line for the very poor, there fore iden ti fy ing
those eli gi ble for its programme which is espe cially designed for the poor est. Ban gla desh
Reha bil i ta tion Assis tance Com mit tee (BRAC) also uses PWR in its CFPR/TUP pro gram,
but com bines it with other tar get ing tech niques, as described in Box 14.2.

14 Targeting Marginalized Markets Market Segments

263

Box 14.2 Com bin ing Tar get ing Tech niques

In 2002, BRAC’s Chal leng ing the Fron tiers of Pov erty Reduc tion / Tar get ing the Ultra
Poor (CFPR/TUP) programme started its oper a tions in three north ern dis tricts of Ban gla -
desh where BRAC has an exten sive net work of offices and programmes. Local level
knowl edge of the programme staff is used to draw a list of clus ters within their work ing
area where NGO oper a tions are rel a tively low and poorer house holds are con cen trated. A
team of three TUP agents then vis its these clus ters and sur round ing areas to ver ify, build 
rap port, and arrive at a final list of clus ters called ‘spots’.

The next step is to con duct a par tic i pa tory wealth rank ing (PWR) exer cise in these
selected spots. Because the max i mum size of such a PWR exer cise was deemed not to
exceed 150 house holds, this set a nat u ral limit to the size of each spot. Once the PWR
exer cise is done, a sur vey is admin is tered on the ‘poor est’ house holds iden ti fied through
the PWR exer cise. These are the house holds in the bot tom-most two wealth cat e go ries.
The infor ma tion from the sur vey is then tal lied with programme set eli gi bil ity cri te rion
(see table below) to draw a list of pre lim i nary poten tial ben e fi cia ries. This pre lim i nary
list is fully crosschecked by a team of man ag ers at the BRAC field offices and senior
programme man ag ers from the head office by vis it ing the pre lim i nar ily selected ben e fi -
ciary house holds to arrive at a final list of programme mem bers.

Programme Set Cri te ria

Exclu sion
con di tions (all
selected
house holds will
have to sat isfy
these con di tions)

The house hold should not be bor row ing from a microcredit-pro vid ing NGO

The house hold should not be receiv ing ben e fits from gov ern ment
programmes

There should be at least one adult woman in the house hold who is
phys i cally able to put in labour towards the asset trans ferred

Inclu sion
con di tions (at least 
two of these
con di tions will
have to be
sat is fied)

Total land owned less than 10 dec i mals

Adult women in the house hold sell ing labour

House holds where main male income earner is dis abled or not able to work

House holds where school aged chil dren have to sell labour

House holds hav ing no pro duc tive assets

Com bin ing var i ous tar get ing approaches and draw ing from dif fer ent streams of knowl -
edge has been the main inno va tion in the tar get ing meth od ol ogy. BRAC did not have
money met ric pov erty mea sures of the house holds. How ever, using var i ous pov erty sen si -
tive attrib utes of house holds and com par ing them with those who were ranked the poor -
est in the PWR exer cises was extremely effec tive.

Source: Adapted from Matin and Halder, 2004.



l The Prog ress Out of Pov erty Index (PPI), also known as a pov erty score card, was
intro duced in 2005 by Grameen Foun da tion, the Con sul ta tive Group to Assist the Poor
(CGAP) and the Ford Foun da tion based on an approach devel oped by Mark Schreiner of
Microfinance Risk Man age ment, L.L.C. The PPI uses approx i mately ten observ able indi -
ca tors as prox ies to deter mine a per son’s pov erty sta tus rel a tive to national or inter na -
tional pov erty lines (an exam ple can be found in the case study at the end of this chap ter).
The most sta tis ti cally-rel e vant indi ca tors are selected on a coun try-by-coun try basis using
income and expen di ture data from nation ally rep re sen ta tive house hold sur veys. The indi -
ca tors are then tested and vetted by MFIs to ensure that staff find them easy to use, under -
stand and trust. PPIs have been devel oped for 24 coun tries in five regions and 12 more are 
expected by mid-2010 (Grameen Foun da tion, 2010).

These pov erty tar get ing tools are a first step towards iden ti fy ing and moti vat ing very poor
peo ple to join a microfinance programme. Organi sa tions use these tools to seg ment their
mar ket and under stand the dif fer ing pov erty of their cli ents. This is espe cially impor tant in
terms of iden ti fy ing the most mar gin al ised peo ple so that inter ven tions can be designed to
meet their par tic u lar needs, and great care can be taken to ensure that they do not become
more vul ner a ble because of the interventions (see Chapter 15).

The pro cess of deliv er ing finan cial ser vices to low-income house holds is already quite expen -
sive, and in cost-cov er ing or sus tain able programmes, cus tom ers have to pay for those costs
through higher inter est rates. Con se quently, for tar get ing tools to be jus ti fi able, it is impor tant 
they be as sim ple and easy to admin is ter as pos si ble to avoid add ing even more administrative
costs.

Tar get ing Other Seg ments

When try ing to tar get seg ments based on char ac ter is tics other than pov erty, alter na tive
approaches need to be con sid ered. For example:

Per sons liv ing with HIV and AIDS: Because of the impor tance of con fi den ti al ity asso ci -
ated with one’s HIV sta tus, this is a par tic u larly dif fi cult mar ket to tar get. The two main
approaches to tar get ing PLWHA are through sup port groups and clin ics. In this envi ron -
ment, the finan cial ser vice pro vider makes infor ma tion avail able to per sons work ing in clin ics
or lead ing sup port groups who pass it on to patients or mem bers, and then they decide
whether or not to access the financial services. 

Per sons with dis abil i ties: In some ways, this is among the eas ier seg ments to tar get, at least
for per sons with phys i cal dis abil i ties. Yet in some cul tures, per sons with dis abil i ties are hid den 
away so they do not bring shame on their fam ily. The pri mary means of tar get ing
microfinance to dis abled per sons is through col lab o ra tion with advo cacy groups and social
ser vice orga ni za tions that work on issues for the dis abled. Where they exist, reha bil i ta tion
cen tres that pro vide train ing to hand i capped workers are also a good referral source.

Bonded labour ers: The Inter na tional Labour Orga ni za tion (ILO) esti mates that at least 12.6 mil -
lion per sons are vic tims of forced labour, includ ing 7.8 mil lion that are eco nom i cally exploited, for
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exam ple through debt bond age (ILO, 2005).27,28 Although there are many vari et ies of debt bond -
age, typ i cally a worker in need of money will bor row from an employer and then repay it through
sal ary deduc tions. But the design of the repay ment sched ule could mean that the worker is never
able to repay the loan, and some times the debt is even passed down to the next gen er a tion.

Of the mil lions of peo ple in debt bond age in South Asia, where the prob lem is acute, most work 
in the agri cul ture sec tor, although bonded labour ers can also be found in min ing and gem pol -
ish ing, brick-kilns, car pets and tex tiles, as well as domes tic ser vice. To address this crit i cal issue,
the ILO has tested dif fer ent approaches to microfinance-led inter ven tions, either to help reha -
bil i tate for mer bonded labour ers who have been released, or to tar get per sons who are vul ner a -
ble to bond age.29 Box 14.3 describes a tool used to iden tify per sons in the lat ter cat e gory.
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Box 14.3 Vul ner a bil ity to Debt Bond age Index (VDBI)

Cer tain regions, social groups and occu pa tions are known to be more prone to
bondedness, although there is no sin gle social, cul tural or occu pa tional indi ca tor of vul -
ner a bil ity. Con se quently, the ILO devel oped the VDBI, a set of indi ca tors that could be
used for iden ti fy ing and tar get ing house holds vul ner a ble to debt bond age in South Asia. 

The devel op ment of indi ces that iden tify vul ner a bil ity to bond age revolves around cer tain 
research ques tions relat ing to the prob lem of iden ti fy ing poor house holds with cer tain
sets of char ac ter is tics, some of which may reveal their bondedness, while oth ers may
show their degree of vul ner a bil ity and yet other char ac ter is tics may show the capa bil ity
of the house holds being pre vented from debt bond age. In par tic u lar, the VDBI con sid ers
indi ca tors in four cat e go ries:

(a) Char ac ter is tics of debt bond age, such as out stand ing debts to an employer

(b)Trig ger fac tors, includ ing bor row ing from mon ey lend ers or work ing as a migrant
labourer

(c) Socio-eco nomic fac tors, such as caste and lit er acy level

(d)Pre ven tive fac tors, includ ing access to safe drink ing water and san i ta tion sys tems

The VDBI is a tool that comes to the aid of pub lic agen cies and microfinance insti tu tions
in their efforts to help vul ner a ble house holds. An appro pri ate basis for iden ti fi ca tion of
vul ner a ble house holds is expected to mini mise leak age of resources to non-pri or ity users
and help prop erly chan nel the same to vul ner a ble sec tions of the pop u la tion. It is also
impor tant to note that meth od ol ogy should be sit u a tion spe cific. There can not be one set 
of indi ca tors that can be pre scribed to artic u late bondedness in all regions, irre spec tive
of their local spec i fic ity. 

Source: Adapted from Reddy et al., undated.

27 Besides economic exploitation, forced labour can also be imposed by the state or military (2.5 million persons) and
through commercial sexual exploitation (1.4 million persons). These first global estimates of forced labour are probably
conservative.

28 The ILO’s 1956 Supplementary Convention Against Slavery defines debt bondage as the combination of a credit and a
labour contract in which the value of labour services as reasonably assessed is not applied towards the liquidation of the
debt (for example, only interest is repaid by the labour but principle is never repaid) or if activities are neither defined nor
limited (for instance, the labourer can be required to work at any time day or night).

29 Bonded labour is illegal in Nepal, Pakistan and India. If persons are in bondage, then the ILO recommends using the legal
system to enable them to be released and have their debts written off.



Child labour ers: Like bonded labour, child labour is also ille gal in most juris dic tions, yet it is
still all too com mon. In 2004, there were 218 mil lion chil dren trapped in child labour, includ -
ing 126 mil lion in haz ard ous work (ILO, 2006). One of the key tar get ing strat e gies is to focus
on those in the worst forms of child labour, which includes work which exposes chil dren to
phys i cal, psy cho log i cal or sex ual abuse; work in haz ard ous envi ron ments or which may
expose chil dren to haz ard ous sub stances. The focus on the worst forms is not just mor ally
jus ti fied, but it is also an effec tive way to mobi lize soci ety to address the prob lem of child
labour in gen eral. Suc cess ful mea sures against the worst forms often have a mul ti plier effect
that benefits other working children.

To iden tify the worst forms in a par tic u lar coun try, the ILO rec om mends involv ing mul ti ple
stake holders – includ ing aca dem ics, work ers and employ ers asso ci a tions, NGOs and com mu -
nity groups – to deter mine which indus tries have the most severe abuses, and then to focus
efforts on those par tic u lar sec tors. For exam ple, in Paki stan, the ILO and its social part ners
focus on child labour in deep sea fish ing, coal min ing, rag pick ing, tan ner ies, ban gle pro cess ing
and the assem bly of sur gi cal instru ments, which are con sid ered the worst forms of child labour.

Another key ele ment is to estab lish com mu nity watch groups and strengthen their capac ity involv -
ing them in assist ing in the iden ti fi ca tion and mon i tor ing of tar get chil dren. Child labour mon i tor -
ing (CLM) involves the iden ti fi ca tion, refer ral, pro tec tion and pre ven tion of child labour ers
through the devel op ment of a coor di nated multi-sec tor mon i tor ing and refer ral pro cess that aims
to cover all chil dren liv ing in a given geo graph ical area. When chil dren are taken out of work, or if
the par ents or guard ians vol un tarily remove them, usu ally the house holds need to replace the lost
income some how. There fore, CLM pro cesses can be used to iden tify fam i lies for whom
microfinance might be rel e vant, although as Box 14.4 indi cates, adap ta tions are required.
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Box 14.4 Child Labour and Microfinance 

Blume (2005) iden ti fies the main causes of child labour as income pov erty, vul ner a bil ity to
income and expen di ture shocks, and the high cost and low returns of edu ca tion due to poor
school qual ity or mal func tion ing labour mar kets that do not allow accu mu lated human cap i -
tal to gen er ate suf fi cient returns. If returns to edu ca tion are high, child labour can also be
explained through fail ures in the cap i tal mar kets, as house holds are unable to bor row
against the chil dren’s future income. Finally, par ents may not be aware of the harms of child
labour and the ben e fits of edu ca tion if they have not attended school them selves.

When design ing finan cial ser vices for the fam i lies of child labour ers, it is impor tant not
to assume that they are extremely poor or vul ner a ble. They may have income and asset
lev els sim i lar to main stream microfinance cli ents and chose to send chil dren to work not
out of des per a tion but rather based on a ratio nal eco nomic deci sion. Con se quently,
inter ven tions need to first con sider the par ents’ moti va tions and eco nomic sit u a tion
before deter min ing the appro pri ate pack age of inter ven tions.

In addi tion, microfinance insti tu tions must rec og nize that they could be unin ten tion ally
cre at ing a demand for child labour. When fam ily busi nesses have access to credit, they
may choose to take chil dren out of school to work in the grow ing enter prise rather than
hire unre lated work ers who are expen sive and risky. This is an impact that MFIs should
seek to min i mize by explic itly men tion ing this issue in the loan con tract and mon i tor ing
school atten dance.

Source:Authors.



14.3 To inte grate or not to inte grate?

Once an MFI has found a way to iden tify and recruit a tar geted mar ket seg ment, the next step
is to deter mine the gen eral approach it will take to serv ing that seg ment. If a tar get group
makes up a large per cent age of the com mu nity being served, such as in the case of women, it
makes sense for an MFI to develop an inte grated pack age of ser vices that can be deliv ered
through the MFI’s main stream operations.

If, how ever, a seg ment is small or marginalized, the fol low ing two ques tions require care ful
con sid er ation:

a) Should the MFI attempt to offer an inte grated pack age of ser vices?

b) Should the seg ment be served through a sep a rate deliv ery chan nel or should mem bers be
inte grated into the MFI’s main stream microfinance activ i ties?

The answer to the first ques tion is an unequiv o cal “yes”, although it is chal leng ing to do so in
prac tice. The answer to the sec ond ques tion is less defin i tive. Both are dis cussed below.

An Inte grated Pack age of Ser vices

By itself, microcredit can only do so much. Even an inte grated pack age of finan cial ser vices,
includ ing access to sav ings, insur ance and money trans fers, will not be able to solve com plex
prob lems such as child labour or HIV/AIDS. Con se quently, when design ing inter ven tions to
assist per sons and house holds inflicted with or vul ner a ble to these hard ships, microfinance is
typ i cally just a small piece of a broader array of inter ven tions to pro mote social and economic
empowerment.

Despite the fact that microfinance is just one of sev eral inter ven tions, it can be the lead activ -
ity because of the con ven ing power of finance. Often pro jects to assist vul ner a ble house holds
begin by form ing sav ings and credit groups and then use that forum for pro vid ing other inter -
ven tions, such as voca tional and entre pre neur ial train ing, adult lit er acy, or col lec tive action to
address com mu nity needs such as san i ta tion infra struc ture. Since there are sig nif i cant chal -
lenges in coor di nat ing the activ i ties in an inte grated programme, sav ings and credit groups
can serve as the focal point or wheel hub to which all interventions are linked. 

Because of the need for tight inte gra tion of var i ous activ i ties, multi-pur pose NGOs that pro -
vide both finan cial and non-finan cial ser vices are often pre ferred as imple ment ing agen cies.
While this arrange ment facil i tates inte gra tion – as coor di na tion within an organi sa tion is usu -
ally eas ier than between agen cies – it lim its the flex i bil ity and range of finan cial ser vices that
can be offered because the orga ni za tions are not reg u lated MFIs. Part ner ships between a reg -
u lated microfinance insti tu tion and its “sis ter” orga ni za tions, such as in the case of the
Grameen Fam ily of Com pa nies described in Chap ter 12, or a “mother” NGO from which the 
reg u lated MFI transformed can be even more effective.

Inte grated Deliv ery Chan nels

When design ing inter ven tions for smaller or more vul ner a ble mar ket seg ments, one of the
most dif fi cult ques tions to answer is whether they should be served exclu sively, or whether
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they should be served in the pro cess of serv ing the com mu nity at large. From a devel op ment
per spec tive, an exclu sive approach is rea son ably sound. Pov erty-ori ented MFIs use tar get ing
to ensure that their ser vices are not leak ing to the non-poor for several reasons:

l Cap ture by elites: when poor and non-poor per sons are access ing the ser vices, the
not-so-poor often find ways of work ing the sys tem to their advan tage, and to the dis ad -
van tage of the poor.

l Finite resources: assum ing that the finan cial and human resources of the MFI are lim -
ited, then it is under stand able that pov erty-focused MFIs want to chan nel those lim ited
resources to ben e fit the need i est.

l Nar row ing the inequal ity gap: If the poor and not-so-poor are equally ben e fit ing from
the same programme, the gap between the haves and the have-nots is unlikely to decrease.

Of course, not all MFIs are con cerned about ben e fits leak ing to the non-poor. From a
microfinance per spec tive, exclu sively serv ing a small minor ity of per sons in a com mu nity,
while pur posely exclud ing oth ers, cre ates chal lenges. By sup port ing only selected indi vid u als,
microfinance insti tu tions are not able to exploit ser vice deliv ery effi ciency (see Box 14.5).
Field staff can only man age a small num ber of per sons because their cli ents are usu ally dis -
persed over a wide geo graphic area. Scat tered pock ets of cli ents dis cour age ser vice pro vid ers
from cre at ing a branch infra struc ture that can be more respon sive to cli ent needs than group
meet ings every week or two. In addi tion, small num bers of rel a tively homo ge neous cli ents
make it dif fi cult to inter me di ate between net sav ers and net bor row ers. The more homo ge -
neous the group, the more an institution exposes itself to concentration risk.

Some MFIs believe that by serv ing a het er o ge neous mar ket, they will be more via ble insti tu -
tions with a larger out reach, and there fore be able to ben e fit more vul ner a ble peo ple than if
they exclu sively served the vul ner a ble. By serv ing as many peo ple as pos si ble within a par tic u -
lar geo graphic area, they can spread the fixed costs of a branch office over more cus tom ers
and keep their prices down.

An increas ing num ber of MFIs are exper i ment ing with a two-tiered approach that pro vides
spe cial ser vices to vul ner a ble seg ments of the mar ket while being a finan cial inter me di ary for
the com mu nity at large.  Some of these exper i ments offer spe cial prod ucts to the vul ner a ble
mar ket seg ment; oth ers sim ply adapt the deliv ery of their exist ing prod uct port fo lio to make it 
more acces si ble and more use ful to the vul ner a ble mar ket seg ment. The last two sec tions of
this chap ter explore some of these exper i ments in the con text of two spe cific mar ket seg -
ments that MFIs are try ing to serve: dis abled per sons and PLWHA. Chap ter 15 also pro vides
exam ples of how the two-tiered approach is being used successfully to serve the poorest of
the poor.

In gen eral, the deci sion about whether or not to inte grate a vul ner a ble mar ket seg ment into an 
MFI’s main stream prod uct deliv ery seems to depend on four factors:

1. How large is the mar ket seg ment? If the seg ment con sti tutes a sub stan tial per cent age
of the total mar ket an insti tu tion is try ing to serve, then it could be finan cially fea si ble to
design spe cial prod ucts or deliv ery mech a nisms for that mar ket. If the vul ner a ble mar ket
seg ment is small, the like li hood of that mar ket gen er at ing enough rev e nue to cover the cost 
of devel op ing and main tain ing a spe cial ized prod uct is low.
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2. Is the mar ket seg ment rel a tively homo ge neous? If not, MFIs will find it dif fi cult to
cre ate spe cial ized prod ucts and ser vices that can meet mem bers’ needs in a cost-effec tive
man ner.

3. Could mem bers of the vul ner a ble seg ment even tu ally move out of that seg ment
and into another that is less vul ner a ble? The poor est, youth and bonded labour ers, for
exam ple, have the poten tial to move out of their vul ner a bil ity and become more prof it able
cli ents for an MFI. Under these con di tions, an insti tu tion might be will ing to sub si dize spe -
cial ized prod ucts or ser vices for a vul ner a ble seg ment in order to help its mem bers become 
part of main stream soci ety with a strong attach ment to the MFI for help ing them get there.

14 Targeting Marginalized Markets Market Segments

269

Box 14.5 Finan cial Ser vices to the Fam i lies of Child Labour ers in Paki stan

Paki stan’s First Women’s Bank Ltd (FWBL) col lab o rated with the ILO’s Inter na tional
Programme on the Elim i na tion of Child Labour (IPEC) programme in the pro vi sion of
finan cial ser vices to the fam i lies of for mer child labour ers in the car pet indus try. This
IPEC pro ject showed that efforts to stim u late alter na tive income-gen er at ing activ i ties in
the house holds, through train ing and credit, had a pos i tive effect on the chil dren’s enrol -
ment in non-for mal edu ca tion cen tres. It fur ther more showed that microfinance can
have a strong impact on the empow er ment of women, in addi tion to increased income.

FWBL is a gov ern ment-con trolled com mer cial bank, although it is more appro pri ately
labelled as a devel op ment finance insti tu tion. In 2005, the bank served 133,000 cli -
ents, pri mar ily SMEs, of which 60 per cent were female. The bank had a lim ited
microfinance out reach and saw its coop er a tion with the ILO as an oppor tu nity to pilot
ser vices for smaller bor row ers. After com plet ing the pilot, the Bank planned to estab lish
microfinance units in each of its 38 branches.

FWBL’s microfinance com po nent included loans for start-ups and work ing cap i tal, as
well as medium term loans for equip ment pur chases. The loans range from PKR 5,000
(US$80) to 25,000 (US$400) with about 10,000 (US$160) being the aver age. The
bank charges 17 per cent inter est on a declin ing bal ance, with biweekly repay ments.
There is a small sav ings com po nent, PKR 10 to 50 (US$0.15 to 0.80) per month.

While FWBL has, in its coop er a tion with ILO-IPEC, pro vided a generic loan prod uct,
along with a minor sav ings com po nent, the bank is cur rently devel op ing other prod ucts
for the low-income mar ket such as loans for agri cul tural pur poses, includ ing for the pur -
chase of live stock, edu ca tion and con sump tion. The advan tage of the bank’s approach is 
that once a vul ner a ble cus tomer grad u ates, the bank is capa ble of pro vid ing com mer cial
bank ser vices to those with good track records.

Since FWBL has its own loan cap i tal, the ILO can move away from the rotat ing credit
funds pre vi ously uti lised by IPEC pro jects, and use its lim ited resources to sup port
needed com ple men tary activ i ties, such as BDS and agri cul tural exten sion ser vices, to
help strengthen the reli abil ity of the house hold’s new income-gen er at ing activ ity.

From the per spec tive of the First Women’s Bank, the major draw back to its coop er a tion
with ILO-IPEC was the restric tion of only serv ing the IPEC tar get group. While FMBL
under stands why the ILO would want to ensure that sub si dies are used to ben e fit the rel -
e vant fam i lies, it is an inef fi cient approach that could under mine the long-term pro vi sion 
of ser vices to those cli ents. Instead, FMBL would pre fer to expand the cov er age to other
house holds in the same com mu ni ties to make the programme sus tain able. 

Adapted from Kring, 2005.



4. Is a donor or gov ern ment will ing to sub si dize the cost of non-inte grated ser vices
for this seg ment?If so, then an MFI could pur sue a strat egy of exclu siv ity. This is often
what hap pens in the case of pilot pro jects that seek to under stand a seg ment’s needs and
exper i ment with dif fer ent approaches to meet ing those needs before attempt ing to inte -
grate one or more suc cess ful approaches into an insti tu tion’s main stream oper a tions. 

14.4 Serv ing Dis abled Per sons30

There are approx i mately 650 mil lion per sons with dis abil i ties in the world, or 10 per cent of
the global pop u la tion. Eighty per cent of these per sons live in devel op ing coun tries and evi -
dence sug gests that they tend to be poorer than their coun ter parts with out dis abil i ties. One
out of every five per sons who live on less than US$1 a day has a dis abil ity. In devel op ing coun -
tries, 80 to 90 per cent of per sons with dis abil i ties do not have a for mal job, so most turn to
self-employ ment (United Nations, 2007).

Unfor tu nately, peo ple with dis abil i ties are usu ally underrepresented among the cli ents of for -
mal and infor mal finan cial insti tu tions.  In a global study by Hand i cap Inter na tional (2006),
microfinance organi sa tions reported that less than half a per cent of their cli ents had a dis abil -
ity; although most of them do not mon i tor this indi ca tor. There are many rea sons for the
under-rep re sen ta tion, including:

l Self-exclu sion:  Dis abled peo ple often lack the knowl edge and/or self-con fi dence to join 
an MFI. Their repeated expe ri ence with exclu sion and rejec tion can result in low
self-esteem and a belief that they are more appro pri ate recip i ents of char ity than finan cial
ser vices.

l Insti tu tional exclu sion: Neg a tive atti tudes, pre con cep tions and mis con cep tions about
dis abil ity, as well as issues of phys i cal access, result in MFIs delib er ately or uncon sciously
exclud ing dis abled peo ple from their pro grams. Steps, stand-up cash coun ters, uneven
paths, dis tant branches and the lack of devices that can assist the blind or deaf to com mu -
ni cate with the MFI all cre ate bar ri ers to access.

l Exclu sion by group mem bers: Per sons with dis abil i ties are often per ceived by com mu -
nity mem bers to be risky, either because of ste reo types about their capac ity or because of
cul tural norms that make it unac cept able to exert pres sure on them if they bor row and do
not repay. As a result, dis abled per sons are often excluded from group-based
microfinance mech a nisms.

l Exclu sion by design: The prod ucts offered by microfinance insti tu tions can hin der per -
sons with dis abil i ties from par tic i pat ing. For exam ple, weekly instal ments are a greater
obsta cle for peo ple with mobil ity chal lenges than monthly instal ments. High com pul sory
upfront sav ings require ments and an unwill ing ness to lend to start up busi nesses also
exclude the par tic i pa tion of many dis abled per sons, as they do oth ers who live among the
bot tom poor.

Peo ple with dis abil i ties are not a homo ge neous group. They have dif fer ent types of impair -
ments with var i ous degrees of sever ity. They also have diverse com bi na tions of edu ca tion,
skills and access to net works. Peo ple who have had a dis abil ity since birth or early child hood
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have often been denied for mal edu ca tion or have lived in social iso la tion. As a result, they may 
have poorly devel oped social skills and may suf fer from lack of self-esteem. They may need
more time and train ing prior to start ing economic activities. 

In con trast, per sons who were injured or devel oped impair ments at a later age face a dif fer ent
set of prob lems. They may require trauma coun sel ling and spe cial train ing in new occu pa -
tional skills suited to their sit u a tion. How ever, they are often less stig ma tised and may have
had the oppor tu nity to go to school or to gain prior work expe ri ence. Usu ally, peo ple with
phys i cal impair ments face fewer prob lems for social and eco nomic inclu sion than peo ple with 
visual or hear ing impair ments. Per sons with intel lec tual impair ments tend to be the most
disadvantaged. 

Approach to Inte gra tion

Since dis abled per sons face multi-fac eted exclu sion and are often, but cer tainly not always,
amongst the poor est of the poor, they will usu ally require an inte grated pack age of ser vices
that enables their basic needs to be met and their finan cial, social and human cap i tal def i cits to
be addressed (see Chap ter 15). The nature of that pack age will vary depend ing on the type and
sever ity of dis abil ity, as well as the nature of the def i cits that need to be addressed. As shown
in Fig ure 14.1, there could be a need for reha bil i ta tion, assistive devices, psy cho log i cal sup -
port, pub lic edu ca tion, voca tional train ing, start-up cap i tal, trans port, advocacy, and other
services.

Fig ure 14.1 Inte grated Ser vices for Peo ple with Dis abil i ties

Source: Hand i cap Inter na tional, 2006.

Dis abled per sons who are not amongst the poor est may not need such an array of ser vices,
but they will almost inev i ta bly require a vari ety of finan cial ser vices, just as those who are not
dis abled. They may ben e fit from access to sav ings, credit, insur ance, leas ing and pay ment
services.
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Although dis abled per sons con sti tute a sig nif i cant per cent age of the low-income mar ket, the
devel op ment and main te nance of spe cial prod ucts for this mar ket seg ment is usu ally not
cost-effec tive for MFIs. There are sev eral rea sons for this. First, the het er o ge ne ity of the seg -
ment makes it dif fi cult to cre ate prod ucts that can meet every one’s needs.  Sec ond, intro duc -
ing spe cial arrange ments for peo ple with dis abil i ties can rein force the idea that peo ple with
dis abil i ties are not capa ble of man ag ing their risks and resources in the same way as rest of the
pop u la tion and this can per pet u ate dis crim i na tion. Third, since peo ple with dis abil i ties usu ally 
live far from each other and belong to dif fer ent social net works, reg u lar loan mon i tor ing and
debt col lec tion can become expensive if MFIs take a non-integrated approach. 

Insti tu tions that are serv ing dis abled per sons suc cess fully are doing so by mainstreaming the
seg ment into their reg u lar oper a tions. This does not mean that they attempt to pro vide all of
the ser vices that dis abled per sons require on their own. Usu ally, they part ner with other orga -
ni za tions that work in dif fer ent domains, par tic u larly when it comes to the pro vi sion of
non-finan cial ser vices. The efforts MFIs them selves take to make their ser vices more acces si -
ble to per sons with dis abil i ties gen er ally fall into one of two cat e go ries: 1) aware ness rais ing;
and 2) the adap ta tion of prod ucts and deliv ery mech a nisms. These are discussed in more
detail below.

Aware ness rais ing 

There is usu ally a need to raise aware ness among dis abled per sons, among MFI staff and
within the com mu ni ties where MFIs oper ate. Dis abled peo ple are often not aware of the
finan cial ser vices that are avail able, the require ments for access ing those ser vices, or the ben e -
fits that access can bring. Indi vid ual coach ing, work shops or sem i nars can remove mis con -
cep tions about the cri te ria an MFI uses to select cli ents and reduce dis abled per sons’ fear of
approach ing a microfinance insti tu tion. If an MFI faces con straints in serv ing dis abled peo -
ple, com mu ni cat ing these can make it eas ier for dis abled per sons, or the social ser vice orga ni -
za tions that support them, to help fill the gaps.

Within an MFI, sem i nars or dis abil ity-aware ness meet ings with staff at all lev els can improve
knowl edge of dis abil ity issues and the rights of peo ple with dis abil i ties. Organi sa tions of or
for peo ple with dis abil i ties are often will ing to con duct work shops or con fer ences to help
reduce or elim i nate prej u dices. Spe cial train ing may be needed for loan offi cers on how to
make an objec tive risk anal y sis that does not dis crim i nate against peo ple with dis abil i ties. It is
also use ful for microfinance staff to meet peo ple with dis abil i ties and real ise they are as capa -
ble of managing financial services as other clients.

Within the com mu nity, MFIs can pub li cise “suc cess sto ries” to raise aware ness of the poten -
tial of entre pre neurs that have dis abil i ties. One exam ple of a multi-fac eted approach to rais ing 
aware ness is the col lab o ra tion between the Asso ci a tion of Micro Finance Insti tu tions of
Uganda and the National Union of Dis abled Per sons in Uganda described in Box 14.6.
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Adap ta tion of Prod ucts and Deliv ery Chan nels

MFI deliv ery mod els that already pro vide inte grated ser vices, such as ProMujer’s vil lage bank -
ing meth od ol ogy (see Box 14.7) and the Lep rosy Mis sion Trust’s self-help groups (see Box
14.8), have been able to reach dis abled per sons through their core meth od ol ogy, with out
mak ing major adap ta tions. Some MFIs have used indi vid ual lend ing meth od ol o gies to reduce
exclu sion by bor rower groups, while oth ers have stuck to a group deliv ery model but made
the model more flex i ble to accom mo date disabled person’s needs.

Oportunidad Latinoamérica (OLC) in Colom bia, for exam ple, decided to spe cif i cally tar get
peo ple with dis abil i ties when it real ised they were over-rep re sented among the poor est. It
allowed smaller sol i dar ity groups if they included peo ple with dis abil i ties (5–10 per sons
instead of the usual 15), gave smaller loans than usual if requested, and agreed to pro vide loans 
for start-ups, which it does not do for the rest of its cli ents. Per sons with dis abil i ties now rep -
re sent six per cent of Oportunidad’s client base.
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Box 14.6 Rais ing Aware ness in Uganda

In 2005, the Asso ci a tion of Micro Finance Insti tu tions of Uganda (AMFIU) and the
National Union of Dis abled Per sons in Uganda (NUDIPU) launched the Microfinance
and Dis abil ity Pro ject, with sup port from the Nor we gian Asso ci a tion of Dis abled (NAD).
The pro ject aims to raise aware ness among MFIs about the largely unex ploited mar ket for 
finan cial ser vices among peo ple with dis abil i ties, and to raise aware ness among organi -
sa tions for peo ple with dis abil i ties to elim i nate fear and mis con cep tions regard ing MFIs.
To achieve this goal, activ i ties included:

l Organ is ing a two-day work shop for organi sa tions of/for peo ple with dis abil i ties and
microfinance insti tu tions in the Tororo dis trict, which cre ated a pos i tive atti tude among 
par tic i pants and showcased suc cess ful exam ples of entre pre neurs with dis abil i ties.

l Train ing of MFI staff at the branch level. The 90-min ute ses sions usu ally took place
early in the morn ing and cov ered four areas: 1) the def i ni tion of dis abil ity and its
causes, and the mech a nisms hin der ing the inclu sion of per sons with dis abil i ties; 2)
the mar ket oppor tu ni ties that the MFIs are miss ing and the role that MFIs can play in
being more proactive in their inclu sion efforts; 3) how to look beyond a dis abil ity to
ana lyze the per son and their will ing ness and capac ity to repay a loan; and 4) a list of
“do’s” and “don’ts”.

l Cre at ing an award for the most dis abil ity-friendly microfinance insti tu tion.

l Imple ment ing a sur vey among AMFIU mem bers to find out the pro por tion of peo ple
with dis abil i ties among their cli ents and to ana lyse their knowl edge and expe ri ence
on equa li sa tion of oppor tu ni ties for peo ple with dis abil i ties.

AMFIU actively dis sem i nates the pro ject and the idea of inclu sion in its reg u lar con tact
with its mem ber insti tu tions. Arti cles have been printed in the local Microbanking Jour nal, 
and inclu sion has been pro moted in indus try-level trainings and mem ber meet ings. Both
AMFIU and NUDIPU have employed a spe cial offi cer to man age the pro ject. The AMFIU
dis abil ity offi cer raises aware ness among microfinance insti tu tions on dis abil ity issues,
while the NUDIPU microfinance offi cer meets peo ple with dis abil i ties, advises them,
trains them in busi ness skills, and tries to raise con fi dence in their busi ness capac i ties.

Source: Adapted from Bwire et al, 2008.



Some of the main strat e gies that MFIs have used to adapt their prod ucts and deliv ery meth od -
ol o gies to better meet the needs of dis abled per sons include:

l Con duct ing mar ket research to iden tify the spe cific needs and capac i ties of dis abled per -
sons in their tar get mar ket.

l Seek ing out dis abled per sons who already use the MFI’s ser vices and work ing with them
to reach out to new cli ents or to improve prod uct design and cus tomer ser vice.

l Join ing efforts with dis abled peo ple’s orga ni za tions to better under stand dis abil ity issues,
to improve com mu ni ca tion with dis abled per sons and to seek prac ti cal and locally-rel e -
vant solu tions to access issues (see, for exam ple, Box 14.9).
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Box 14.7 Serv ing Dis abled Per sons through a Vil lage Bank Model

ProMujer pro vides loans through the vil lage-bank ing meth od ol ogy. “Vil lage banks” are
called com mu nal asso ci a tions in Nic a ra gua. The mem bers of these asso ci a tions receive
train ing on loan man age ment, busi ness skills and also health and per sonal devel op ment
ser vices. Six doc tors link cli ents with med i cal ser vices and in some cases pro vide vac ci -
na tions for chil dren.

The expe ri ence of ProMujer with women with dis abil i ties has been two-fold. On the one
hand, there are some instances in which they have been included in com mu nal asso ci a -
tions. On the other hand, there is a com mu nal asso ci a tion of only women with dis abil i -
ties in Chinandega. The lat ter was cre ated by a group of 30 women who were already
organ ised as an asso ci a tion to pro duce tra di tional piñatas. This group has been as suc -
cess ful as any other com mu nal asso ci a tion; women with dis abil i ties are even more com -
mit ted with the programme to over come dis crim i na tion. The meth od ol ogy is exactly the
same as with other groups.

Source: Adapted from Hand i cap Inter na tional, 2006.

Box 14.8 Serv ing Dis abled Per sons through a Self-Help Group Model

The Lep rosy Mis sion Trust India (TLM) car ries out com mu nity-based reha bil i ta tion in 11
states. The goal of these programmes is to estab lish part ner ships with health, edu ca tion, 
social and gov ern ment ser vices as well as pri vate sec tor insti tu tions, to facil i tate access
to main stream ser vices for peo ple affected by lep rosy and other dis abil i ties. Mem bers of
TLM organ ised them selves into self-help groups that, with the sup port of vol un teers,
have devel oped a suc cess ful microfinance sys tem pro vid ing sav ings and loans to its
mem bers. The aver age group size is 15 to 20 mem bers; both male and female par tic i -
pants are accepted. Mem bers them selves decide on the size of the sav ings, which are
depos ited in a bank to cre ate an inter nal cap i tal fund. Loans from the inter nal cap i tal
fund can be lent to mem bers, and the group decides its own lend ing terms (most charge
two per cent monthly). Loans may be used for invest ment, but also for cur rent spend ing
such as med i cines or school costs. Once a group has been sav ing for six months, it may
apply for exter nal loans from TLM or banks.

Source: Adapted from Hand i cap Inter na tional, 2006.



l Being open to hir ing qual i fied peo ple with dis abil i ties among MFI staff. This can help make
peo ple with dis abil i ties feel wel come and accepted, while also pro vid ing the MFI with a
resource per son who under stands the strengths and weak nesses of peo ple with dis abil i ties.
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Box 14.9 Pro duc tive Part ner ships between MFIs and Dis abled
Peo ple’s Orga ni za tions

In 2002, Mobil ity Inter na tional USA (MIUSA) entered into a part ner ship with five mem -
bers of the Inter Ac tion con sor tium of devel op ment orga ni za tions. One of these orga ni za -
tions was the Trickle Up Pro gram, which imple ments microenterprise devel op ment
pro jects in Asia, Africa, and the Amer i cas. Through a grant from the United States
Agency for Inter na tional Devel op ment (USAID), MIUSA pro vided these orga ni za tions
with three years of tech ni cal assis tance and train ing on cre at ing and sus tain ing inclu sive 
devel op ment pro grams. 

MIUSA began the pro ject with an ini tial train ing that increased Trickle Up staff moti va -
tion to include peo ple with dis abil i ties. Staff quickly real ized that since one out of six
peo ple liv ing on less than a dol lar a day has a dis abil ity and as many as 80 per cent of
work ing age peo ple with dis abil i ties are unem ployed, serv ing peo ple with dis abil i ties
would help Trickle Up to achieve its mis sion of work ing with the poor est and this tar get
pop u la tion could ben e fit even more than oth ers from the eco nomic inde pend ence that
microenterprise can offer.

Later, MIUSA staff vis ited Trickle Up’s pro ject in north ern Mali to pro vide tech ni cal sup -
port to the field team and to meet with Trickle Up’s 15 part ner agen cies there.  The staff
in Tim buktu had already out lined Trickle Up’s com mit ment to includ ing peo ple with dis -
abil i ties through out its pro grams and the part ner agen cies were enthu si as tic about inclu -
sion, but they were hav ing some very prac ti cal dif fi cul ties with being inclu sive.  For
exam ple, because of mobil ity issues, peo ple with dis abil i ties were strug gling, not always
suc cess fully, to attend entre pre neur meet ings. Non-dis abled entre pre neurs were frus -
trated when dis abled par tic i pants did not show up.

MIUSA invited local dis abled per sons orga ni za tions (DPOs) to a net work ing meet ing with 
Trickle Up part ner agen cies, and encour aged them to work together to find solu tions to
access issues that were pre vent ing the full inclu sion of peo ple with dis abil i ties. MIUSA
also estab lished links with the local office of Hand i cap Inter na tional, which joined the
net work meet ing as a resource.  Hand i cap Inter na tional was able to mar shal the forces in 
a way that Trickle Up did not have the resources or exper tise to do.  Dur ing the work shop,
Trickle Up part ner agency staff became so enthu si as tic about inclu sion that they started
talk ing about advo cat ing for the rights peo ple with dis abil i ties in their com mu nity.

Today, 10 per cent of Trickle Up grant recip i ents have some kind of dis abil ity. Trickle Up 
cred its its part ner ship with MIUSA for enabling it to become a more inclu sive orga ni za -
tion and believes that bring ing DPOs into its exist ing net work was key to suc cess. DPOs
can help field offices to under stand the par tic u lar chal lenges that peo ple with dis abil i -
ties are fac ing in that region, develop strat e gies for inclu sion, and iden tify local gov ern -
men tal, inter na tional and local NGO resources avail able to MFIs and to peo ple with
dis abil i ties within their com mu ni ties.

Source: Adapted from Heisey, undated.



Table 14.1 pro vides a sum mary of spe cific strat e gies that MFIs are using to address the dif fer -
ent types of exclu sion described ear lier and to increase their out reach to dis abled persons. 

Table 14.1 Strat e gies for Increas ing MFI Out reach to Dis abled Per sons

Type of Exclu sion Activ i ties that Address this Type of Exclu sion

Self-exclu sion • Train ing of entre pre neur ial per sons with dis abil i ties on the aspects of
busi ness, microfinance and sav ings

• Bridge-build ing between dis abil ity and microfinance ‘com mu ni ties’ 

• Active use of role mod els and peer sup port; invit ing those who have been
suc cess ful to talk and share their expe ri ences with poten tial entre pre neurs

• Sup port ing peo ple with dis abil i ties (or find ing a part ner orga ni za tion that
can do so) to com plete their loan appli ca tions and/or to cre ate a busi ness
plan, which reduces the pos si bil ity of rejec tion and busi ness fail ure.

• Using recruit ment meth ods that seek out dis abled per sons rather than
wait ing for them to come to the MFI

Exclu sion by group
mem bers 

• Build ing part ner ships with local media to spread ‘suc cess sto ries’

• Advo cat ing for social accep tance and inclu sion through the MFI’s own
mar ket ing (for exam ple, includ ing a photo of suc cess ful dis abled and
non-dis abled cli ents on the cover of a bro chure)

• Organ is ing sem i nars for groups that raise aware ness on dis abil ity issues and 
the rights of peo ple with dis abil i ties

Exclu sion by staff • Organ is ing sem i nars for staff that raise aware ness on dis abil ity issues and
the con nec tion between an MFI’s mis sion and its man date to serve this
seg ment 

• Dis cuss ing stig ma ti sa tion and prej u dice with loan offi cers, man ag ers, own ers

• Pro vid ing train ing for loan offi cers on how to make an objec tive risk anal y sis 
that does not dis crim i nate against peo ple with dis abil i ties

• Pub li cis ing ‘suc cess sto ries’ to raise aware ness of the poten tial of
entre pre neurs with dis abil i ties within microfinance insti tu tions, and the
soci ety as a whole

• Intro duc ing incen tives that can encour age out reach among the dis abled
pop u la tion, for exam ple, prizes or cer tif i cates to groups that include
dis abled mem bers, bonuses to staff who reach out to dis abled cli ents

Exclu sion by design • Meet ing with dis abled per sons to under stand their needs and what makes it
dif fi cult for them to access finan cial ser vices

• Mak ing exist ing prod ucts more acces si ble to all rather than devel op ing
spe cial prod ucts for dis abled cli ents (for exam ple, intro duc ing
meth od ol o gies or tech nol o gies that require fewer vis its to the MFI’s office,
or that bring the MFI’s ser vices closer to cli ents)

• Check ing that insur ance pol i cies do not exclude those with dis abil i ties

• Accept ing that a rel a tive rep re sents the per son with dis abil ity in group meet ings

• Ensur ing that ser vice points are acces si ble (for instance, that branches have 
low coun ters for peo ple in wheel chairs and group meet ing spaces can be
reached by those with mobil ity chal lenges)

• Using more than one type of com mu ni ca tion chan nel to dis sem i nate
infor ma tion (for exam ple, one that can be seen and one that can be heard)

Source: Adapted from Hand i cap Inter na tional, 2006 and Bwire et al., 2008.
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14.5 Serv ing Per sons Liv ing with HIV/AIDS 31

Accord ing to UNAIDS (2009), approx i mately 33 mil lion peo ple world wide are liv ing with
HIV/AIDS. There were 2.7 mil lion new HIV-infec tions in 2008 alone, 430,000 of which
were chil dren born with HIV, and 2 mil lion AIDS-related deaths. The AIDS virus is the lead -
ing cause of death and dis ease among women between the ages of 15 and 44 (World Health
Orga ni za tion, 2009).

The HIV/AIDS pan demic has been rec og nized as more than a health cri sis. It poses seri ous
socio eco nomic chal lenges at the national, com mu nity and house hold lev els. Poor house holds
are the hard est hit, fac ing increased vul ner a bil ity to HIV/AIDS due to lim ited access to health 
care and edu ca tion and few means of cop ing with the med i cal and eco nomic impact of the
dis ease. The onset of AIDS can quickly pull mod er ately poor fam i lies into des ti tu tion can cre -
ate pov erty among work ing class peo ple as income and assets are depleted with the cost of
health care, the bur den of car ing for the sick, funeral expenses, and the enfold ing of orphans
by the extended fam ily unit. If peo ple can not afford the nec es sary food required dur ing treat -
ment or trans por ta tion to health cen tres, even the avail abil ity of life-sav ing anti-retroviral
drugs will not help them.

The extent to which house holds and com mu ni ties are able to cope with the con se quences of
HIV/AIDS depends on the type and amount of resources at their dis posal. Finan cial ser vices, 
includ ing loans, sav ings and insur ance, can help poor house holds mit i gate the eco nomic
impact of the dis ease. They can help cli ents to main tain a con sis tent income stream, build a
sav ings base that may be liq ui dated to cover emer gency expenses, and avoid sell ing pro duc -
tive assets, such as land and equip ment, which may have a dev as tat ing effect on their future
earn ing poten tial and abil ity to recover from the crisis. 

Spe cific Chal lenges

HIV/AIDS poses sev eral crit i cal chal lenges for MFIs and the com mu ni ties they serve.
Under stand ing these chal lenges can help insti tu tions to design pro grams to over come them.

Rap idly chang ing cir cum stances. Peo ple affected by HIV/AIDS can rap idly shift from
eco nomic secu rity to des ti tu tion. Yet, with increas ing access to anti-retroviral ther a pies, many
can also recover from debil i tat ing cir cum stances and once again par tic i pate actively in income
generation.

Loss of skilled income earn ers. When AIDS claims the lives of trained and expe ri enced
adults, their fam i lies, local com mu ni ties and youth lose knowl edge and skills.

Labour short ages and unem ploy ment. Some fam i lies expe ri ence labour short ages due to
loss or reduc tion in adult energy lev els and/or the bur den of car ing for the sick or for
orphans. At the same time, large num bers of young peo ple have missed the oppor tu nity for
edu ca tion and are now above school age, unskilled, and often respon si ble for car ing for sib -
lings or grandparents.

14 Targeting Marginalized Markets Market Segments
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31 This section is adapted from SEEP Network (2008) and USAID (2008).



l Stigma. Stigma can pres ent bar ri ers for HIV-pos i tive peo ple or their affected fam i lies.
They can be excluded from group-based finan cial ser vices and busi ness or farm ing asso ci -
a tions. Peo ple known to be HIV-pos i tive may face dif fi cul ties in run ning a busi ness in
com mu ni ties where stigma is high and there is ret i cence to buy goods or ser vices from
peo ple who are HIV pos i tive.

l Health chal lenges. Peo ple liv ing with HIV/AIDS can lead pro duc tive lives with drug
treat ment. How ever, their HIV sta tus may require extra atten tion and resources to ensure
a bal anced diet, ade quate sleep, access to reg u lar health care and sup port for psy cho log i cal 
and emo tional well-being.

l Gen der dis crim i na tion. Women in many cul tures are more heavily impacted by
HIV/AIDS. For exam ple, in most parts of Africa, wid ows can be blamed for their hus -
bands’ death from AIDS, are not able to inherit their hus band’s land or busi ness, and may
be cast out from the fam ily and made home less. 

l Pres sure on com mu nity safety nets. In most devel op ing coun tries, where gov ern ment
social ser vices are not able to care for the most vul ner a ble, extended fam ily and com mu -
nity mem bers pro vide a “com mu nity safety net.” How ever, in areas of high HIV prev a -
lence, this sys tem is often strained to the break ing point.

Approach to Inte gra tion

The pro vi sion of finan cial ser vices gen er ally does not (and should not) require know ing the
HIV sta tus of cli ents. Thus, it is vir tu ally impos si ble to serve PLWHA through spe cial ized
prod ucts and deliv ery chan nels. Even if cli ents vol un tarily iden tify them selves as HIV-pos i -
tive, serv ing them sep a rately would be unat trac tive for sev eral rea sons: it would exac er bate
rather than alle vi ate the iso la tion and exclu sion that PLWHA already expe ri ence; the fre quent
drop-outs caused by ill ness and death would destabilize and per haps even destroy groups; and 
MFIs would lose oppor tu ni ties to work together with the com mu ni ties where they work to
sup port PLWHA. Fam ily mem bers, friends and care givers of PLWHA will also be MFI cli -
ents and an inte grated approach would not only assist the MFI in iden ti fy ing and meet ing
their needs, but also enable it to encour age aware ness and mit i ga tion activities that help
prevent further spread of the disease. 

When serv ing PLWHA, MFIs approach inte gra tion in one of two ways. Those that take a
min i mal ist approach mon i tor the chang ing needs of their cli ents and adapt their prod ucts
and ser vices in response, but they stay focused on finan cial ser vices and tend to pay close
atten tion to their bot tom line. They link cli ents and staff to AIDS sup port orga ni za tions
(ASOs) rather than pro vide health or pre ven tion ser vices them selves.  Insti tu tions that take an 
inte grated approach tend to see HIV/AIDS pre ven tion as their social respon si bil ity. They
either directly orga nize or engage ASOs to orga nize work shops on pre ven tion for cli ents and
staff. They may also have links to other ASOs that pro vide vol un tary coun sel ling and test ing ,
anti-retroviral ther a pies, or that work with orphans and vul ner a ble chil dren. Exam ples of the
types of part ner ships and prod uct adap ta tions being made by MFIs serving PLWHA are
discussed briefly below. 
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Prod uct Adap ta tions

While finan cial insti tu tions are not designed to pro vide sup port ser vices to PLWHA, they can
design flex i ble prod ucts that allow their cli ents to weather changes in their finan cial sit u a tions. 
It is impor tant to talk to com mu ni ties impacted by the dis ease to under stand their vul ner a bil i -
ties and finan cial ser vice needs. Research by MicroSave shows that house holds expe ri ence dif -
fer ent finan cial pres sure points as HIV evolves (Donahue et al., 2001):

l Early stages when the fam ily is first called on for assis tance or the first signs of AIDS
appear;

l Fre quent hos pi tal vis its, when the per son liv ing with HIV/AIDS is in and out of hos pi tal;

l Bed rid den patient, either at home or in the hos pi tal;

l Death and burial; and

l Care for orphaned chil dren or grand par ents, includ ing pay ment for their edu ca tion.

The pro por tion of the tar get mar ket in each of these seg ments, and their abil ity to use finan -
cial ser vices, can inform an MFI’s design and deliv ery of prod ucts. 

Sav ings prod uct con sid er ations. In the face of HIV/AIDS, sav ings prod ucts can be designed 
to help build both pro duc tive assets (those that gen er ate addi tional income, such as machines,
live stock, and land) and cash reserves. Look ing at flex i ble sav ings prod ucts that allow cli ents to
access their money when it is needed may be impor tant for HIV/AIDS-affected com mu ni ties
that have greater expenses for health care, nutri tion or sup port of orphans. Like wise, pro vid ing
prod ucts that help chil dren who have lost their par ents to AIDS is also use ful. Ensur ing that
sav ings account hold ers indi cate ben e fi cia ries on account open ing forms can also pro tect assets
for chil dren or other fam ily mem bers in case of death. Sav ings-led microfinance mod els, such as 
accu mu lat ing sav ings and credit asso ci a tions (ASCAs) and vil lage sav ings and loan asso ci a tions
(VSLAs) are also prov ing to be a strat egy that enables HIV/AIDS affected indi vid u als to build a 
pro tec tive safety net (see, for exam ple, Box 14.10).
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Box 14.10 Flex i ble Sav ings Ser vices Sup port PLWHA in Mozam bique

In North ern Mozam bique, the NGO Ophavela pro motes the estab lish ment of rotat ing
credit and sav ings groups (Poupança e Credito Rotativo, or PCR) that con sist of 10 to 30
mem bers in rural and peri-urban areas. The groups save reg u larly and then use their
pooled sav ings to make loans to mem bers of the group. Groups usu ally have two sav ings
pools – one called a Social Fund that is lent to group mem bers with out inter est for emer -
gen cies and a gen eral fund that is lent with inter est for other pur poses. One of the ways
that Ophavela responded to the threat of HIV/AIDS was through a review of the inter nal
rules of the PCR groups. The objec tive was to deter mine whether the groups’ pol i cies
were flex i ble enough to accom mo date local cir cum stances while keep ing in line with the
orig i nal PCR meth od ol ogy. The NGO found that groups were able to mod ify the rules
accord ing to their needs. In groups that had been directly affected by HIV/AIDS, con tri -
bu tions to the Social Fund were more impor tant and there was more focus on cater ing for 
emer gen cies. In less affected groups, there was more empha sis on using sav ings and
credit to develop small enter prises or test new busi ness ideas, build house hold assets,
and con trib ute to edu ca tion and com mu nity events.

Source: Adpated from Bundred et al., 2007.



Loan prod uct con sid er ations. Some HIV-pos i tive peo ple may need to change their live li -
hoods if they become sick and try new oppor tu ni ties, such as home-based busi nesses, less
phys i cally demand ing activ i ties, or leave for mal employ ment for the flex i bil ity of self-employ -
ment. Help ing cli ents tran si tion to dif fer ent activ i ties dur ing peri ods of ill ness or liq ui date
their busi ness can be a way to pro tect the cli ent and the insti tu tion against default.

Con sid er ing loan prod ucts that help cli ents “re-start” or “bounce back” from ill ness and
re-build their busi ness can also be a means to address HIV/AIDS. If a cli ent was able to run a
busi ness activ ity suc cess fully, but has had to close because of ill ness, financ ing to re-start this
activ ity (an already a known and proven live li hood) might be appropriate.

Some insti tu tions have offered “Credit with Edu ca tion,” (see Box 12.4 in the chap ter on
non-finan cial ser vices) through which health infor ma tion, such as mes sages on pre ven tion,
stigma, and car ing for peo ple with HIV, is deliv ered in short, facil i tated ses sions dur ing group
meet ings. The addi tional cost of this ser vice might be accept able for pro grams that are mis -
sion-driven and want to proactively face the HIV/AIDS cri sis and in areas with a high
prevalence of HIV/AIDS. 

Microfinance ser vice pro vid ers need to be sen si tive to the needs of HIV/AIDS-affected
house holds when col lect ing on loans that have fallen delin quent. Using the right ter mi nol ogy
when dis cuss ing ill ness and death, and mak ing care ful deci sions on whether or not to force
house holds to re-pay an out stand ing loan con tracted by some one who has died, are impor tant 
for the insti tu tion’s rep u ta tion in the com mu nity. While an insti tu tion can not absorb all losses 
result ing from HIV/AIDS, they can cre ate flex i ble mech a nisms or accom mo dat ing repay -
ment sched ules (and con sider loan insurance, as explained below).

Exist ing or poten tial cli ents should not be dis crim i nated against on the basis of HIV sta tus.
Although MFIs are often advised not to lend directly to peo ple with advanced stages of AIDS, 
in those com mu ni ties where treat ment can be readily accessed and HIV-pos i tive cli ents can
lead healthy lives, there is no need for dis crim i na tion in services.

Insur ance prod uct con sid er ations. One of the best ways finan cial ser vice pro vid ers can
assist cli ents through cri sis is to pro vide loan insur ance in case of death, some times called
credit life insur ance. For a very small fee, this cov er age can be added to loans so that, were the
bor rower to die, their loan would be repaid. Cli ents seem to appre ci ate the extra pro tec tion
this offers, so their fam ily does not have to shoul der their debt. Some insti tu tions have
extended this fur ther to pay ben e fits to a named ben e fi ciary and/or to include the lives of
other fam ily mem bers. The design of insur ance ser vices should be done care fully to ensure
there will be ade quate cov er age (based on the per cent age of cli ents who could die and their
aver age out stand ing loan bal ances), and is usu ally best done in col lab o ra tion with an insur ance 
com pany. The microfinance insti tu tion can col lect the pre mi ums from cli ents and pay the
insurance company for the coverage (see Chapter 9). 

Beyond credit life, extend ing insur ance ser vices in gen eral through pri vate firms can also help
with health care needs and dis abil ity due to HIV/AIDS. Due to the com pli cated nature of
insur ance risk pool ing, it is best to work with spe cial ized com pa nies when offer ing these sorts
of ser vices. Health insur ance in par tic u lar can be chal leng ing to man age and requires good
qual ity health care in the com mu nity. Help ing cli ents access these prod ucts by link ing with
pri vate pro vid ers, how ever, can be a role for microfinance institutions.
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Deliv ery sys tems con sid er ations. The way finan cial ser vices are deliv ered to cli ents can be
as impor tant as the prod ucts them selves. Since most prod ucts are still driven by human deliv -
ery chan nels (for exam ple, credit offi cers, bank tell ers or group facil i ta tors), microfinance
insti tu tions can ensure the lan guage used by staff is sup port ive and avoids stigma in the com -
mu nity. Help ing to reduce bar ri ers to entry and elim i nat ing stigma for peo ple liv ing with
HIV/AIDS in a group-based deliv ery sys tem are impor tant func tions staff can ful fill. Dis -
cuss ing with group-based loan cli ents before they bor row money what their strat e gies for col -
lect ing loans will be if some one is unable to repay or dies is as impor tant as a risk mit i ga tion
strategy for other clients and the institution.

Part ner ships32

Regard less of whether MFIs take a min i mal ist approach or an inte grated approach, insti tu -
tions that serve PLWHA almost inev i ta bly use part ner ships to help them con front the chal -
lenges posed by HIV/AIDS. As dis cussed in Chap ter 22, there are a wide range of part ner ship 
types and dif fer ent MFIs make use of dif fer ent mod els depend ing on their mis sion, the avail -
abil ity of poten tial part ners, the prev a lence of HIV/AIDS in the com mu ni ties where they
work and the needs and resources of PLWHA in those com mu ni ties. The finan cial and
non-finan cial ser vices that MFIs have provided through partnerships include:

l Pre ven tion and nutri tion infor ma tion. MFIs may sim ply dis trib ute infor ma tion pro -
vided by an ASO, invite ASO rep re sen ta tives to help deliver con tent dur ing a group train -
ing ses sion, or pay an ASO to pro vide cer tain ser vices to the MFI for a spe cific period of
time (see Box 14.11). MFIs may also par tic i pate in local work ing groups that bring gov ern -
ment rep re sen ta tives, donors, ASOs and other rel e vant ser vice pro vid ers together to
share expe ri ences and coor di nate their efforts to address HIV/AIDS within a par tic u lar
com mu nity.

l Peer edu ca tor train ing. In some instances, part ner ships between MFIs and ASOs have
relied on bor rower groups to iden tify strong lead ers who are trained to become peer edu ca -
tors. The lead ers then teach oth ers in the com mu nity about HIV/AIDS, moti vat ing com -
mu nity mem bers to prac tice healthy behav iours and reduce stigma. Peer edu ca tor train ing
was a com po nent of both the NMB part ner ship described above and the Inter ven tion with
Microfinance for AIDS and Gen der Equity (IMAGE) pro ject described below.
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Box 14.11 A Tar geted Part ner ship at NMB

In 2002, the National Microfinance Bank of Tan za nia con tracted the Afri can Med i -
cal Research and Edu ca tion Foun da tion to con duct a knowl edge sur vey of the bank’s
staff, pro vide HIV/AIDS pre ven tion edu ca tion to staff mem bers and fam i lies, train
peer edu ca tors who would pro vide ongo ing edu ca tion to staff, fam ily and the com mu -
nity fol low ing the com ple tion of the inter nal train ing pro gram, and assist the bank in
devel op ing its own work place pol icy. This con tract was done on a one-time basis with 
the option of add ing addi tional ser vices at the end of the con tract period. 

Source: Green, 2008.

32 This section is adapted from Green (2008).



l Gen der equity train ing. Part ner ships between MFIs and orga ni za tions that sup port
women’s empow er ment can build aware ness, con fi dence and com mu ni ca tions skills
among women that make it pos si ble for them to pos i tively influ ence behav iour that con -
trib utes to the spread of HIV/AIDS. In South Africa, the IMAGE pro ject brought
together the MFI Small Enter prise Foun da tion and the Rural AIDS and Devel op ment
Action Research Programme of the Uni ver sity of Witwatersrand to pro vide microfinance
ser vices in con junc tion with 12 to 15 months of gen der and HIV train ing. Women in the
pro ject expe ri enced a 55 per cent decrease in phys i cal and sex ual abuse, a 24 per cent
increase in the use of con doms, and a 60 per cent increase in vol un tary HIV test ing
(Simanowitz, 2008). 

l Vol un tary coun sel ling and test ing. In this part ner ship, an MFI sets up an agree ment
with an ASO, clinic or med i cal facil ity to pro vide ser vices for staff and/or cli ents. The
most suc cess ful part ner ships pro vide these ser vices con fi den tially at no cost. In Ghana,
for exam ple, Sinapi Aba Trust (an MFI) formed an alli ance with Planned Par ent hood to
raise aware ness about HIV/AIDS and to offer con fi den tial vol un tary test ing, health refer -
rals and sup port to its cli ents. In Uganda, one local MFI pays a one-time mem ber ship fee
to The AIDS Sup port Orga ni za tion as a way of encour ag ing cli ents and their fam i lies to
obtain the sup port and care that they need out side of the MFI’s infra struc ture. 

l Health care. An increas ing num ber of MFIs are exper i ment ing with using their infra -
struc ture to give cli ents access to afford able healthcare. In Bolivia, for exam ple, CRECER
(Crédito con Educación Rural) has linked with mobile doc tors which pro vide health edu -
ca tion as well as pre ven ta tive and diag nos tic ser vices to cli ents in rural areas. In the Phil ip -
pines, CARD (Cen tre for Agri cul tural Research and Devel op ment) is cre at ing link ages
with healthcare pro vid ers to increase afford able access to pri mary care and is explor ing a
fran chise net work for the dis tri bu tion of afford able essen tial drugs.

l Sav ings. Unreg u lated MFIs often part ner with com mer cial banks or other reg u lated
MFIs to offer vol un tary sav ings ser vices when the law pro hib its them from offer ing these
ser vices them selves.

l Insur ance. MFIs part ner with insur ance com pa nies to offer health, life, credit life and
funeral insur ance to all cli ents, not only those with HIV/AIDS. Major inter na tional insur -
ance com pa nies like AIG, Allianz and Zurich, as well as national insur ers like State Insur -
ance Com pany of Ghana and Mad i son Insur ance Zam bia Lim ited have been suc cess ful in 
access ing the low-income mar ket through part ner ships with MFIs, even in high
HIV-prev a lence coun tries. Par tic u larly inter est ing is the fact that, over time, a num ber of
life insur ance pro vid ers have changed their approach with respect to HIV/AIDS (see, for
exam ple, Box 14.12). 
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l Busi ness Devel op ment Ser vices. PLWHA are not unique in their need for busi ness
devel op ment ser vices, but the types of ser vices they pri ori tise may dif fer from those
demanded by main stream cli ents. For exam ple, they may appre ci ate coun sel ling ser vices
that high light labour-sav ing tech nol o gies or busi ness oppor tu ni ties with low labour
demands. Value chain part ner ships might con sider devis ing prod ucts that serve HIV-pos -
i tive cus tom ers, such as nutri tional flour mixes or soaps and creams for the skin. Youth
appren tice ship pro grams could facil i tate the trans fer of skills from one gen er a tion to
another before a bread win ner becomes inca pac i tated by AIDS, while entre pre neur ship
and sav ings pro grams could help youth build the enter prise and finan cial man age ment
skills required to start a busi ness when they fin ish school.

Of course, part ner ships bring their own chal lenges. Miscommunication, con flict ing objec -
tives, logis ti cal com pli ca tions and com pe ti tion for cli ents’ time and atten tion can cre ate ten -
sions between even the best-inten tioned part ners. Chap ter 22 can help MFIs think through
the steps they can take to build and main tain suc cess ful part ner ships over time.

14.6 Sub si dies and Sustainability

Although inte grated ser vice deliv ery is usu ally what marginalized mar ket seg ments need,
MFIs are unlikely to gen er ate suf fi cient income through inter est and fees to cover the cost of
deliv er ing mul ti ple, flex i ble, sup port ive ser vices to these seg ments. This real ity requires the
microfinance indus try to re-eval u ate its atti tude toward sub si dies and to assess under what cir -
cum stances, and in what fash ion, sub si dies might be appropriate (see Chapter 13).

Dur ing the “start up” phase, when a tar get group is vul ner a ble to or engaged in bonded or
child labour, sub si dies will be nec es sary to pay for both the non-finan cial ser vices and the
extra effort required to estab lish a pro duc tive rela tion ship between the tar get group and a
microfinance insti tu tion. These sub si dies are not intended to be ongo ing. Just as an MFI is
expected to achieve finan cial self-suf fi ciency, tar get group fam i lies are expected to become
less vul ner a ble and more inde pend ent over time, even tu ally grad u at ing to the MFI’s stan dard
finan cial ser vices that are designed to achieve full cost recovery.

This is true even for dis abled per sons and PLWHA. Although mem bers of these tar get
groups are unlikely to leave their dis abled or HIV sta tus behind, they can become less vul ner a -
ble and more inde pend ent over time. If HIV-infected cli ents even tu ally die from AIDS, an
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Box 14.12 Insur ance Pro vid ers Choose to Cover Deaths Due to HIV/AIDS

Both AIG Uganda and Madision Insur ance in Zam bia began pro vid ing life insur ance with
an explicit exclu sion clause for HIV/AIDS in their pol icy doc u ments. How ever, the neg a -
tive pub lic ity of this clause had an impact on the vol umes of pol i cies that were being
sold. Because AIDS is rarely if never listed as the cause of death and the mar ket ing had
such a neg a tive impact, both insur ers decided to drop the clause, which ulti mately had
no sig nif i cant impact on their bot tom line.

Source: Adapted from Green, 2008.



appro pri ate pack age of finan cial and non-finan cial ser vices can make it pos si ble for their fam -
i lies to carry on with healthy, productive lives.

Since vul ner a ble fam i lies are expected to even tu ally be mainstreamed, it is impor tant to design 
the “inten sive care” ser vices in such a way as to best facil i tate the tran si tion. There fore, the
ser vices should gen er ally mir ror the foot print of the MFI’s reg u lar ser vice. Inter est rates, for
exam ple, should be the same for marginalized and mainstreamed groups so there is no incen -
tive for inap pro pri ate per sons to pre tend that they are vul ner a ble. If insti tu tions want to lower 
the cost of bor row ing for marginalized tar get groups, they can do so more effec tively by low -
er ing oppor tu nity and trans ac tion costs. Addi tional research is required to deter mine what
ser vices are needed, for how long and in what sequence, and to ascer tain the aver age sub sidy
needed to move some one out of vulnerability and into mainstream society.  

To the extent that MFIs can part ner with other insti tu tions that bring both exper tise and
fund ing, MFIs will be in a better posi tion to tackle the chal lenges that face marginalized
groups, and to do so at sig nif i cant scale. How ever, if finan cial part ners can not be found, MFIs 
may have good rea son to tem po rarily sub si dize ser vice deliv ery to marginalized groups with
rev e nue gen er ated by serv ing better-off cli ents. This can be jus ti fied, in part, by an insti tu -
tion’s social mis sion, if cli ents sup port that mis sion as much as the institution’s founders. 

Cross-sub si dies can also be jus ti fied, in part, by improve ments in main stream ser vice deliv ery
that can result from an MFI’s efforts to reach these marginalized mar ket seg ments. For exam -
ple, if an MFI rede signs its prod ucts so that they require fewer vis its to the branch office or
can be accessed through agents that oper ate in the com mu ni ties where cli ents live and work,
all cli ents will ben e fit, not just those with dis abil i ties. Sim i larly, pro vid ing ASO refer rals will
not only help cli ents liv ing with HIV/AIDS, but also assist other cli ents to avoid the dis ease
and to sup port those they know who are liv ing with it to mit i gate its effects. In this way, tar -
geted microfinance can be a valu able strat egy for enabling an MFI to meet its main stream
objec tives.

Main Mes sages

1. Microfinance can play a lead role in pro mot ing social and eco nomic empow er ment.

2. Before design ing inter ven tions for vul ner a ble mar ket seg ments, define how access
to finan cial ser vices will improve the lives of the tar geted per sons.

3. Tar get ing tools should be sim ple and easy to admin is ter to min i mize costs.

4. Con sider a two-tiered approach that pro vides spe cial atten tion to vul ner a ble mar ket
seg ments while being a finan cial inter me di ary for the com mu nity at large.  

5. Design sub si dizes to facil i tate the tran si tion to main stream finan cial ser vices.
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Case Study: Using the Prog ress Out of Pov erty (PPI) Index

Once a Prog ress Out of Pov erty Index (PPI) has been devel oped for a par tic u lar coun try,
MFIs can down load it free of charge and use an online trainer’s guide to test it in their
mar ket. Field staff imple ment the tool by inter view ing cli ents and observ ing their house -
holds, guided by a stan dard ques tion naire (see Fig ure 14.2 for an exam ple).

Fig ure 14.2 Sam ple PPI Scor ing

Source: Grameen Foun da tion, 2010.

Based on their responses, the PPI gives each cli ent a score that can then be asso ci ated
with the like li hood of fall ing into cer tain pov erty cat e go ries, such as liv ing on less than
US$1 per day or liv ing below the national pov erty line, using a table that is asso ci ated
with the PPI tool (an exam ple is pro vided in Fig ure 14.3). 
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Indicator Response Points

1 Do all children ages 6 to 17
attend school?

No, or 5 or more
children

Yes, 3 or 4
children

Yes, 2
children

Yes, 1
child

No
children 10

0 10 15 20 23

2 What is the household’s
main source of drinking
water?

Hand pump, open well, closed well, pond,
canal, river, spring, stream, other, or no

data

Piped, motorized
pump, or tube well

0

0 5

3 Does the household own a
refrigerator or freezer?

No Yes
0

0 15

4 What type of toilet is used
by the household?

All others Flush connected
to pit

Flush connected to
public sewage 7

0 7 10

5 Does the household own a
cooking stove?

No Yes
0

0 9

6 How many household
members have salaried
employment?

None One Two or more
0

0 3 9

7 Does the household own any 
type of land?

No Yes
8

0 8

8 Does the household own any 
buffalo?

Rural,
no buffalo

Urban, with or
without buffalo

Rural, buffalo

1

0 1 3

9 Does the household own a
scooter or motorcycle?

No Yes
0

0 11

10 Does the household own a
radio or cassette player?

No Yes
0

0 6

TOTAL 26

PPI Score



MFIs can use the infor ma tion gen er ated by the PPI in a num ber of ways. First, they can
cal cu late the per cent age of their cli en tele that falls below a par tic u lar pov erty line. In
Fig ure 14.3, for exam ple, a sam ple MFI applied the PPI and found that one-third of its
cli ents received a score of 10, one-third scored 22 and one-third scored 33. The MFI
used the lookup table to find the like li hood of pov erty asso ci ated with each cli ent’s score
and then aver aged those prob a bil i ties to find the like li hood of pov erty within the over all
port fo lio. In this case, the aver age of the pov erty like li hood per cent ages asso ci ated with
scores of 10, 22 and 33 was 82.4 per cent, which means that 82.4 per cent of the MFI’s
3,000 cli ents were esti mated to fall below the national pov erty line.

Fig ure 14.3 Cal cu lat ing the Per cent age of Cli ents Who Fall Below
the Pov erty Line

Source: Grameen Foun da tion, 2010.

A sec ond way that MFIs can use the PPI is to track the prog ress of a group of cli ents over
time by mon i tor ing the change in its esti mated pov erty rate. If, for exam ple, the same
group of cli ents that was inter viewed in Fig ure 14.3 was inter viewed again one year later
and it was esti mated that 70 per cent fell below the national pov erty line at that time,
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For example,
an MFI has
3,000 clients

• 1,000 cli ents with 
scores of 10

• 1,000 cli ents with 
scores of 22

• 1,000 cli ents with 
scores of 33

PPI Score

Below the Poverty
Line Total

Below
National
Poverty

Line

Total
Above

National
Poverty

Line

The poverty
distribution for the
MFI of 3,000 clients
is:

1,000 x
(91.9%+77.6%+77.8%)

3,000

Or the average of all the
poverty likelihood

percentages

= 82.4% of the 3,000 
clients are below the
national poverty line
(2,472 clients)

Bottom Half 
Below

National
Poverty Line

Top Half
Below

National
Poverty Line

0-4 85.0% 14.3% 99.3% 0.7%

5-9 79.7% 12.8% 92.5% 7.5%

10-14 61.9% 30.0% 91.9% 8.1%

15-19 70.5% 22.9% 93.4% 6.6%

20-24 53.2% 24.4% 77.6% 22.4%

25-29 42.4% 34.4% 76.8% 23.2%

30-34 35.2% 42.6% 77.8% 22.2%

35-39 23.8% 24.8% 48.6% 51.4%

40-44 22.2% 26.1% 48.3% 51.7%

45-49 16.5% 17.1% 33.6% 66.4%

50-54 12.6% 21.8% 34.4% 65.6%

55-59 8.4% 14.2% 22.6% 77.4%

60-64 4.7% 5.4% 10.1% 89.9%

65-69 2.5% 7.6% 10.1% 89.9%

70-74 1.7% 5.2% 6.9% 93.1%

75-79 1.6% 2.2% 3.8% 96.2%

80-84 0.7% 1.4% 2.1% 97.9%

85-89 0.0% 0.0% 0.0% 100.0%

90-94 0.0% 0.0% 0.0% 100.0%

95-100 0.0% 0.0% 0.0% 100.0%
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then the over all pov erty rate would have improved 12.4 per cent (82.4% – 70.0% =
12.4%). In other words, 372 of the 3,000 cli ents would have moved out of pov erty
(12.4% x 3,000). Divid ing this num ber by the num ber of cli ents that were esti mated to
be poor one year ago (82.4% of the total 3,000), the MFI can report that 15 per cent of
its poor cli ents crossed the national pov erty line from one year to the next (372 / 2,472 x
100 = 15%).

Negros Women for Tomor row (NWFT) in the Phil ip pines uses the PPI in this way. It also
ana lyzes the move ment out of pov erty for each branch, so that it can com pare results,
inves ti gate what a branch with higher move ment out of pov erty is doing to achieve such
results, and then rep li cate suc cess ful strat e gies in other branches.

A third way that MFIs can use the PPI is to tar get cli ents with a cer tain like li hood of pov -
erty. Man age ment can set a cut-off score and field staff can then use the PPI to deter mine
whether a poten tial cli ent is eli gi ble to access the MFI’s ser vices, or per haps, which type of 
ser vices should be rec om mended to the cli ent. For instance, an MFI may set a cut-off PPI
score of 24, and for pur poses of tar get ing will only recruit indi vid u als who fall at or below a
PPI score of 24. MFIs may also set more than one cut-off score and at dif fer ent lev els.
Those who fall within each of the cut-off ranges can be clas si fied as Class 1, Class 2, Class
3, and so on. Indi vid u als fall ing in Class 1 may rep re sent a tar get group for a spe cial ized
loan prod uct; indi vid u als in Class 2 might be tar gets for a gen eral loan prod uct while indi -
vid u als in Class 3 may be tar gets for a busi ness lit er acy-train ing pro gram.

When NWFT first applied the PPI, it dis cov ered that 41 per cent of its enter ing cli ents
were esti mated to be above the pov erty line, which was far more than it expected or
desired. After ana lys ing the results in the con text of its mis sion, it set a new tar get of 10
per cent of enter ing cli ents to be above the pov erty line and used the PPI score anal y sis to 
cre ate an eli gi bil ity pri or ity sys tem with three bands: first pri or ity to enter, sec ond pri or -
ity to enter, and inel i gi ble. Six months after chang ing eli gi bil ity require ments, 25 per -
cent of its enter ing cli ents were above the pov erty line, which rep re sented a sig nif i cant
improve ment. NWTF con tin ues to look for ways to adjust its prod ucts and ser vices so that 
it can meet its 10 per cent goal.

A fourth and final way that MFIs can use PPI data is in mar ket seg men ta tion. If an MFI col -
lects addi tional infor ma tion regard ing a cli ent’s gen der, age, mar i tal sta tus, type of busi -
ness, num ber of loan cycles or geo graphic loca tion, the PPI data can then be seg mented
accord ing to each of these dif fer ent cat e go ries to exam ine dif fer ences between groups of
cli ents and inform future tar get ing and prod uct devel op ment deci sions. For instance, if an
MFI wants to know the pov erty sta tus of young cli ents (ages 17-30) as com pared to older
cli ents (ages 31-50) it can pull up the PPI data for these two groups from its data entry
sys tem. If one group appears to be con sis tently poorer than the other at all cycles, fol -
low-up stud ies through focus groups can be used to find out why and to iden tify prod ucts,
train ing, or ser vices that can help the dis ad van taged group bridge the gap.

NWTF has done this with a vari ety of addi tional indi ca tors, includ ing num ber of entre pre -
neur ial activ i ties, as shown in Table 14.2. It uses this infor ma tion to under stand whether 
and how pov erty var ies with the num ber of busi nesses a cli ent oper ates. It com pares this
data with that of other indi ca tors, looks at how they relate to each other, and picks out
the ones that tell it the most. NWTF intends to use this infor ma tion to better tar get eli gi -
ble pop u la tions and to pro vide the kinds of prod ucts and ser vices that enable them to
move out of pov erty faster.
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Table 14.2 Ana lys ing the Rela tion ship between Num ber of Busi nesses
and Pov erty

Number of
businesses

Very
Poor Poor Above the

poverty line
Sample

size

1 33% 25% 42% 844

2 29% 23% 48% 384

3 23% 20% 58% 104

4 to 7 19% 17% 64% 21

Source: Grameen Foun da tion, 2008b.
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15. Pre-microfinance for the Poor est

“Extreme pov erty is not just a more severe form of mod er ate pov erty…it’s a struc tural
break…a trap…a com plex knot… For the extreme poor, ini tial endow ments in sev eral
spaces (nutri tion, assets, demo graphic resources, social cap i tal, voice and rep re sen ta tion)

are below crit i cal thresh olds…The extreme poor des per ately ‘need a break’… ‘a cush ion’…
‘a win dow of oppor tu nity’ that pro vides secu rity over some crit i cal dimen sions that

trap them….” ~ Matin (2005)

In gen eral, microfinance prod ucts are tar geted at per sons right around the pov erty line, per -
haps a lit tle bit above or a lit tle bit below. Some call this mar ket seg ment the upper poor or the
eco nom i cally active poor. Typ i cal microfinance cus tom ers in many mar kets are
self-employed, run ning microenterprises in the infor mal econ omy. Microfinance insti tu tions
tar get this mar ket because expe ri ence has shown that, with the proper lend ing meth od ol ogy,
they are rea son ably low-risk bor row ers, often more reli able bor row ers than the mar ket seg -
ment tra di tion ally targeted by commercial banks.

How ever, some MFIs have a very strong social mis sion and they are aggres sively com mit ted
to pov erty alle vi a tion. These orga ni za tions are not sat is fied serv ing the “low hang ing fruit”,
the cli ents that are easy to reach and serve. To really alle vi ate pov erty, these MFIs strive to find 
ways of help ing the poor est of the poor through a com bi na tion of finan cial and non-finan cial
ser vices designed to address the root causes of pov erty. This approach requires a fun da men -
tally dif fer ent par a digm and concept of sustainability. 

Just as microfinance has cre ated inno va tions to serve the unbanked, pre-microfinance is
now a rel e vant dis cus sion to develop ways of serv ing those per sons that main stream
microfinance does not reach. Toward that end, this chap ter intro duces the topic by explor ing
the fol low ing questions:

1. Who are the poor est of the poor?

2. Why do most MFIs not serve this mar ket?

3. What prod ucts and ser vices are required to serve this mar ket?

4. How should ser vices be adapted to accom mo date this mar ket?

Although the chap ter uses the term “microfinance insti tu tion” to refer to the orga ni za tion
that is pro vid ing ser vices to this vul ner a ble mar ket, the actual ser vice pro vider might not con -
sider itself an MFI. Often inter ven tions to serve the poor est of the poor are pro vided by
non-gov ern men tal orga ni za tions (NGOs) that pro vide inte grated ser vices that include
microfinance.

15.1 Who are the Poor est of the Poor?33

The def i ni tion of the “poor est of the poor” cer tainly var ies by coun try and region. Even the
term var ies around the world; this mar ket is also called the bot tom poor, extreme poor,
chronic poor, hard core poor, ultra poor and des ti tute. Some times the poor est of the poor are
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beg gars, wid ows, divorced or aban doned women, bonded labour ers or the par ents of child
labourers.

Tra di tion ally, pov erty has been con cep tu al ized in terms of income, with the poor defined as
those liv ing below a given income level (see Fig ure 15.1). But pov erty has been increas ingly
rec og nized as a mul ti di men sional phe nom e non that encom passes not sim ply low income but
also lack of assets, skills, resources, oppor tu ni ties, ser vices, and the power to influ ence deci -
sions that affect an indi vid ual’s daily life. Pov erty also fre quently over laps and rein forces other 
types of social exclu sion, such as those based on race, gen der, or eth nic ity. This more com pre -
hen sive under stand ing of pov erty better cap tures how the poor themselves define their
situation.

Fig ure 15.1 Degrees of Pov erty

Source: Cohen, 2003.

The com plex and mul ti di men sional nature of pov erty makes it a chal lenge to mea sure. For the 
sake of sim plic ity, an income-based mea sure of pov erty is used most widely, as it per mits
com par i sons between regions and coun tries. The World Bank, for exam ple, defines extreme
pov erty as an income of less than US$1/day, which is con sid ered to be the min i mum amount
nec es sary for sur vival. To cal cu late extreme pov erty in an indi vid ual coun try, the$1/day mea -
sure is con verted to local cur rency using the pur chas ing power par ity (PPP) exchange rate,
based on rel a tive prices of con sump tion goods in each coun try (Maes et al., 2006). The Con -
sul ta tive Group to Assist the Poor est (CGAP) defines the extreme poor as those house holds
in the bot tom 10 to 50 per cent below the pov erty line, and the des ti tute as those house holds
making up the poorest 10 percent (Helms, 2006).

An impor tant fea ture to keep in mind is that one’s pov erty clas si fi ca tion is not nec es sar ily
fixed; for many peo ple it is likely to change over time, for better or for worse. With the excep -
tion of the chronic poor, low-income peo ple may move in and out of extreme pov erty
depend ing on their oppor tu ni ties, and their cri ses. Poor house holds can eas ily become poorer 
if they expe ri ence a cri sis or eco nomic shock, espe cially if they expe ri ence more than one at a
time. For exam ple, peo ple may become bonded labour ers or put their chil dren in work
because they need money to pay for a health cri sis or even to pay for a wedding or religious
ceremony.
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As dis cussed below, in addi tion to assist ing the poor est to break the struc tural bonds that keep 
them in extreme pov erty, it is nec es sary to under stand the local fac tors that cre ate pov erty so
that the MFI can develop a safety net of sorts that will reduce the like li hood that peo ple fall
back into extreme poverty.

15.2 Why Do MFIs Not Serve this Mar ket?

To better under stand how to serve this mar ket, it is use ful to begin by clar i fy ing why most
MFIs do not serve it. These issues can be divided into sup ply and demand per spec tives.

Sup ply Per spec tive

The pri mary rea son why most microfinance insti tu tions do not serve this mar ket is that they
do not want to. They see the mar ket as too risky, or it is not in their mis sion to serve the poor -
est. If they tried to serve this mar ket, their sustainability or prof it abil ity would be threat ened. 

It is more inter est ing to look at MFIs that are com mit ted to pov erty alle vi a tion and are try ing
to serve the poor est, yet are not reach ing their intended mar ket. Research using the Pov erty
Assess ment Tool devel oped by Inter na tional Food Pol icy Research Insti tute (IFPRI) shows
that even MFIs with a pov erty focus do not nec es sar ily reach the mar ket that they think they
are reach ing unless they are engaged in actively tar get ing and recruit ing the poorest (see
Box 15.1).

Under stand ing why orga ni za tions that want to serve the poor est are not doing so, or at least,
are not doing so as well as they would like, can help illus trate strat e gies that are needed to
effec tively reach this mar ket. The main rea sons include:

l Not pro vid ing appro pri ate prod ucts: Many MFIs do not offer vol un tary sav ings and
hardly pro vide basic needs ser vices, such as food secu rity. Many MFIs have a
credit-driven bias, focus ing on income-gen er at ing or microenterprise loans, which may
not meet the needs of this cli en tele.

l Inap pro pri ate prod uct design: The loan prod ucts offered by MFIs typ i cally do not
have prod uct fea tures that are suited to the tar get mar ket (for exam ple, loan amount, term, 
repay ment sched ule).

l Staff prej u dice or pref er ence: The poorer the cli ent, the harder the job for field staff.
Con se quently, even if they do not do it inten tion ally, many frontline staff mem bers grav i -
tate toward eas ier-to-serve, less poor cli ents.

l Insti tu tional cul ture and incen tives: Incen tive schemes for loan offi cers typ i cally
reward large vol umes of cli ents and excel lent repay ment rates. Where such rewards are in
place, loan offi cers are unlikely to reach their tar gets if they serve more vul ner a ble cli ents.

l Pres sure to achieve sustainability: One of the big sell ing points of microfinance is that
it is a sus tain able devel op ment tool, but that may not be the case if MFIs are tar get ing and
actively recruit ing the poor est of the poor.
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 Demand Per spec tive

While MFIs may not be actively recruit ing the poor est of the poor, there are also issues on the
cli ent side that make the idea of approach ing a microfinance insti tu tion unat trac tive.

l Fear of bor row ing: Often the bot tom poor are afraid to bor row because they have heard
about the rigid prod ucts and stern repay ment pres sure from MFIs. Bor row ing money
involves tak ing a risk, and the fewer assets that one has, the risk ier it is.
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Box 15.1 Pov erty Assess ment Results and Active Tar get ing

Evi dence from pov erty assess ments con ducted by the Con sul ta tive Group to Assist the
Poor est (CGAP) on a num ber of MFIs indi cates that although all those sur veyed were
reach ing some very poor cli ents (defined as those in the bot tom third of the pop u la tion),
few were reach ing large num bers from this group. Most MFIs were biased towards
less-poor cli ents, or at best reflected the gen eral pop u la tion dis tri bu tion. 

These find ings show that MFIs do not auto mat i cally reach large num bers of very poor cli -
ents by using con ven tional design fea tures, such as small loan sizes. It is strik ing that of
the organi sa tions assessed, the four that have ana lysed and designed their pro grams to
focus on the needs of the very poor are the only ones with sig nif i cant depth of pov erty
out reach: Small Enter prise Foun da tion (SEF) in South Africa, SHARE in India, Crédito
con Educación Rural (CRECER) in Bolivia, and OTIV’s Caisses Femi nines in Mad a gas -
car. Those that use active pov erty tar get ing are espe cially effec tive in bias ing their out -
reach towards the poor and very poor.

The SEF and Caisses Femi nines exam ples are par tic u larly inter est ing because both orga -
ni za tions have two programmes: the first is designed along the lines of con ven tional
microfinance, while the sec ond is designed with the needs of the very poor explic itly in
mind and with active pov erty tar get ing. As illus trated in the charts below, there is a
remark able con trast between the pov erty pro files of the two programmes in both MFIs.
The cli ents in the pov erty-tar geted programmes are over whelm ingly sit u ated in the poor -
est and poor cat e go ries, while the major ity of cli ents in the non-tar geted schemes are
found in the least poor cat e gory.

Source: Adapted from Simanowitz with Wal ter, 2002 and Simanowitz, 2003.
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l Lack of con fi dence: This tar get mar ket is often char ac ter ized by disempowerment or a
lack of con fi dence that might pre vent them from join ing a bor rower group. If MFIs rely
on pas sive tar get ing and do not actively encour age the poor est of the poor to par tic i pate,
the orga ni za tions are unlikely to attract this mar ket.

l Excluded (or kicked out) from the group: Even when the poor est of the poor are
inter ested in access ing ser vices from an MFI, bor rower groups might exclude them
because they rep re sent a risk that the groups do not want to incur.

l Unable to meet sav ings require ments: Often MFIs have sav ings require ments that
must be met before cli ents can access a loan and these may be too oner ous for the most
vul ner a ble.

15.3 What Prod ucts and Ser vices Are Required?

The best way to under stand how to serve this dif fi cult mar ket is to see it in con trast to the
main stream microfinance mar ket. Many MFIs are involved in this busi ness because they want
to sup port the growth of microenterprises. Gen er ally speak ing, entre pre neurs or would-be
busi ness per sons need three types of capital:

l Human cap i tal includ ing tech ni cal skills required for the type of busi ness, such as car -
pen try, tai lor ing or hair cut ting, as well as busi ness skills and entre pre neur ial savvy;

l Social cap i tal such as per sonal con nec tions and net work ing that allows the busi ness per -
son to secure con tracts, attract cus tom ers, learn about mar ket oppor tu ni ties and per haps
even influ ence the pol icy envi ron ment; and

Finan cial cap i tal or the money to start and run a busi ness, which may come from the entre -
pre neur, a bank or an inves tor.

As illus trated in Fig ure 15.2, microenterprise devel op ment typ i cally con trib utes or sup ports
all three of these aspects, in dif fer ent degrees. Finan cial cap i tal is addressed through sav ings,
credit and other finan cial ser vices pro vided by MFIs. The cre ation of social cap i tal can also be
facil i tated by MFIs, par tic u larly those that engage in group lend ing (see Chap ter 6). Bor rower
groups often become impor tant social resources for mem bers, pro vid ing each other with sup -
port and encour age ment, busi ness sug ges tions, and per haps even joint ini tia tives like bulk
buy ing of inputs. As dis cussed in Chap ter 12, some MFIs even pro vide train ing and busi ness
devel op ment ser vices to build the human cap i tal of their cli ents, or part ner with organizations 
that provide those services.
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Fig ure 15.2 Microenterprise Devel op ment and the Three Types of Cap i tal

Source:

For the poor est of the poor, how ever, such a devel op ment frame work is not suf fi cient. It
assumes some exist ing foun da tion of social, human and finan cial cap i tal on which the inter -
ven tions can build. More impor tantly, it assumes that tar geted cli ents are meet ing their basic
needs already, which is usu ally not the case with the bot tom poor. If a fam ily can not meet its
basic con sump tion needs and is given an income-gen er at ing loan, chances are fairly good that
the loan pro ceeds will be eaten rather than invested. 

Con se quently, another dimen sion must be added to the enter prise devel op ment effort when
tar get ing the poor est to first take care of cli ents’ basic needs, includ ing food, shel ter, cloth ing
and health. Typ i cal meth ods of deal ing with these basic needs issues are food trans fers, ration
cards and con di tional cash trans fers for exam ple to house holds if their chil dren stay in school, 
to released bonded labour ers to help them start over, or to very poor peo ple who are will ing to 
start a busi ness. In an emer gency sit u a tion like an earth quake or tsu nami, basic needs may also 
include hous ing, water, clothing and health care. 

Gen er ally, relief efforts only address the symp toms of pov erty, and under some con di tions
can even fos ter depend ence. What is needed is to develop a more sys tem atic, inte grated
approach that addresses all four of the com po nents described above, begin ning with basic
needs, but also includ ing social, human and finan cial capital.

When design ing such a strat egy, it is nec es sary to con sider two ele ments. First, what is the
objec tive: employ ment or self-employ ment? Not every one is an entre pre neur and not every -
one wants to be self-employed. Efforts to help the poor est become employ able will require
dif fer ent types of inter ven tions, and a dif fer ent bal ance between the three types of cap i tal,
than microenterprise development. 

Sec ond, what are the def i cits that need to be addressed in all four com po nents to help the tar -
get mar ket achieve the objec tive of employ ment or self-employ ment? These def i cits will vary
depend ing on the cir cum stance. In a post-cri sis sit u a tion, for exam ple, per haps the tar get
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mar ket has human and social cap i tal, but they lack basic needs and finan cial cap i tal. With
aban doned women or for merly bonded labour ers, per haps a greater empha sis must be placed
on building social capital.

Once the def i cits are iden ti fied, a ser vice pro vider can design a set of inter ven tions that will
add rungs to the bot tom of the oppor tu nity lad der to make it pos si ble for the bot tom poor to
climb up (see Fig ure 15.3). If main stream microfinance only starts on the fifth rung, the poor -
est of the poor need addi tional rungs below that to assist them with their basic needs and the
devel op ment of the three cap i tals. Ide ally, once the iden ti fied def i cits are addressed, cli ents
can then be mainstreamed into an MFI’s reg u lar ser vices (see Box 15.2 and the case study at
the end of this chapter). 

Fig ure 15.3 Microfinance for the Poor est of the Poor

Source: 

Given the dynamic nature of pov erty, a pro-poor strat egy needs to com ple ment
pre-microfinance ser vices with a sec ond ele ment to reduce the like li hood that cli ents will
become ultra poor. Microfinance insti tu tions should have a safety net scheme through pro tec -
tive finan cial prod ucts – like sav ings, insur ance and emer gency loans – that will reduce the
like li hood that peo ple will fall (back) into extreme pov erty. This set of ser vices should be for
all microfinance cus tom ers, how ever, and not just the poorest of the poor.

15.4 Prod uct Adap ta tions34

When design ing finan cial and non-finan cial ser vices for the poor est of the poor, con sid er able
adap ta tions are required to make them appro pri ate for this market.
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Non-finan cial Ser vices

In addi tion to pro vid ing appro pri ate busi ness skills, the bot tom poor gen er ally require sig nif i -
cant atten tion on empow er ment. Social empow er ment ini tia tives can be pro vided to the
groups of vul ner a ble per sons based on the prem ise that the pro cess of func tion ing within a
group will raise mem bers’ con fi dence, con trib ute to the empow er ment of tar get fam i lies, and
facil i tate col lec tive action. With out a cer tain level of bar gain ing power, dis crim i na tion and
exploi ta tion will pre vail. With out social aware ness and finan cial edu ca tion, unpro duc tive
expen di tures (for exam ple, cer e mo nies, dowry and alco hol) will continue to offset any
increase in income (see Box 15.3). 
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Box 15.2 Test ing the Grad u a tion Model at Fonkoze

With the tech ni cal assis tance of Con cern World wide, and as part of the nine-site
CGAP-Ford Foun da tion Grad u a tion Programme, Fonkoze ini ti ated Chemin Levi Miyo
(CLM) in 2007. CLM (which trans lates as ‘A Path to a Better Life’ in Creole) is a
multi-pronged live li hoods pro tec tion and pro mo tion scheme that is mod elled after the
Ban gla desh Reha bil i ta tion Assis tance Com mit tee (BRAC)’s “Chal leng ing the Fron tiers
of Pov erty Reduc tion: Tar get ing the Ultra Poor” (CFPR/TUP) programme. It pro vides
extremely poor women in rural Haiti with assets for entre pre neur ial use, enter prise train -
ing, health ser vices, hous ing sup port, a con sump tion sti pend and social links with vil -
lage élites, facil i tated by the close sup port of a CLM case man ager.

Inten sive sup port in CLM gives way to an inter me di ate six-month microfinance
programme, Ti Kredi (‘Lit tle Credit’ in Creole), which com bines a very small loan with
sav ings and close super vi sion. This in turn pro vides a gate way to the main stream sol i dar -
ity programme, which still includes indi vid ual atten tion and sup port by a loan offi cer.
The aim, there fore, is not to move CLM mem bers out of pov erty in 18 months, but to
bring them to the stage that they can suc cess fully grad u ate to the next level.

One of the most strik ing results of the 18-month eval u a tion of the CLM pilot is the shift
in par tic i pants’ pov erty sta tus as mea sured by Fonkoze’s pov erty score card. Every sin gle
CLM mem ber improved her score over the 18-month period, with the aver age score
almost dou bling from a base line of 13 to an end score of 25. This is reflected in a move -
ment of 20 per cent of cli ents above the US$1/day extreme pov erty line. The assess ment
also indi cated that 93 per cent (140 out of 150 ini tial par tic i pants) had strength ened
their live li hoods to the extent that they could grad u ate into Ti Kredi. Fonkoze obtained
these results dur ing a dra mat i cally neg a tive year for Haiti, when the price of basic sta -
ples such as rice dou bled and a third of the coun try was hit by a series of four hur ri canes
that swept through the coun try in August 2008. 

Although the num ber of indi vid u als involved is rel a tively small, Fonkoze’s pilot test dem -
on strates that the CFPR/TUP model can work out side of Ban gla desh; it can be adapted
to the most dif fi cult states and local con texts; and orga ni za tions with out the var ied
exper tise and capac i ties of BRAC can imple ment the model through strong part ner ships, 
link ages and staff devel op ment.

Source: Adapted from Huda and Simanowitz, 2009. 



Sav ings

It may not be appro pri ate to give the poor est of the poor a loan and hence increase their vul -
ner a bil ity. Con se quently, MFIs serv ing this mar ket often pri or i tize sav ings and asset build ing
to cre ate a buffer to fall back on if the house hold expe ri ences an eco nomic shock. The most
appro pri ate prod uct is con trac tual sav ings, which is offered along with finan cial edu ca tion
and coun sel ling. By assist ing the house hold to iden tify expected income and expenses, it is
pos si ble to high light the need to cur tail some expenses while sav ing up money for future lump 
sum needs, such as home improve ment, school fees, or religious ceremonies.

A typ i cal argu ment against a sav ings-led strat egy for the poor est is that, if the poor est do not
have suf fi cient funds to pay for food, how they can pos si bly save money? In fact, the major ity
of the tar get pop u la tion does save in some way, whether it is cash kept at home or given to a
trusted per son, or pur chas ing assets such as small live stock, jewel lery and crock ery. These sav -
ings prac tices lack secu rity and are vul ner a ble to temp ta tion as well as to requests from fam ily
and friends. They may not be suf fi ciently liq uid, in the case of assets, or if liq ui dated in haste
they may not fetch their true value.

To over come these chal lenges, orga ni za tions need to find a way to encour age reg u lar and fre -
quent sav ings with out sig nif i cant trans ac tion costs. They need to cre ate sav ings oppor tu ni ties
that make it pos si ble for cli ents to put money aside on any day that income exceeds expen di -
tures. They also need to find ways of bal anc ing liquidity and security.
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Box 15.3 Social Empow er ment and the Pre ven tion of Bonded Labour

To con trib ute to the social empow er ment of per sons who are bonded or vul ner a ble to
bond age, the Inter na tional Labour Orga ni za tion (ILO)’s PEBLISA (Pre vent ing and Elim i -
nat ing Bonded Labour in South Asia) pro ject relies on two main approaches: learn ing
con ver sa tions and par tic i pa tory rural appraisal (PRA) tools. 

Learn ing con ver sa tions are based on real sto ries that illus trate the daily prob lems faced
by the par tic i pants, such as the cost of mar riage, the risks of over indebt ed ness, the con -
se quences of illit er acy, and the con flicts among com mu ni ties. Some times, par tic i pants
them selves tell their own sto ries. Dis cus sions about the story serve sev eral pur poses:

l To help par tic i pants to become aware of a spe cific prob lem

l To col lec tively solve a spe cific prob lem faced by one of the mem bers

l To rein force cohe sion among group mem bers

l To take col lec tive action, thus increas ing their bar gain ing power

The PRA tools are used to help par tic i pants under stand house hold bud get ing and plan -
ning, to pre pare for sea sonal fluc tu a tions by set ting aside more sav ings dur ing peri ods
with net income, and to iden tify “leak ages” where funds are not spent wisely. In Tamil
Nadu, the ILO’s part ners have involved men in the PRA activ i ties. As a con se quence, the
women have reported sub stan tial shifts in the men’s behav ior, includ ing greater par tic i -
pa tion in house work and income-gen er at ing activ i ties, and less time and money spent on 
gam bling and alco hol.

Source: Adapted from Chur chill and Guerin, 2004 



One approach, used by National Rural Sup port Programme (NRSP) in Paki stan and oth ers, is 
to use locked boxes or piggybanks to pro mote daily sav ings with out the cost of daily trans ac -
tions. For the Haris, or for mer bonded labour ers sup ported by NRSP, this approach rep re -
sented an adap ta tion of an exist ing infor mal sys tem in which peo ple saved in a clay pot. In
con trast to the pot, which needs to be bro ken to access funds, the metal box bal ances liquid ity
and secu rity. The locked box is kept at home, and every two weeks NRSP staff open the boxes 
and allow sav ers to choose between with draw ing their sav ings or trans fer ring them to a bank
account. At the same time, the staff pro vides finan cial advice to pro mote two objec tives: to
con vince cli ents of the use ful ness of sav ing, even if it amounts to only one rupee a day; and to
help them to ana lyze their income and their expenses and to bud get for future needs. This
arrange ment pro vides a secure and con ve nient sav ing place and encourages people to save
regularly. 

Locked boxes are also used by Malankara Social Ser vice Soci ety (MSSS) and Inte grated Rural
Com mu nity Devel op ment Soci ety (IRCDS) in India, two NGOs oper at ing in Tamil Nadu,
India. They were intro duced as an exper i ment to see what effect they might have on peo ple’s
sav ings prac tices. The results were quite dra matic, with house holds increas ing their sav ings by 
an aver age of 250 per cent over the fixed sav ings amount pre vi ously required by the groups.
Sev eral fac tors account for this increase. First, pre vi ously mem bers were only bring ing sav -
ings that they had set aside from the pre vi ous days to the group meet ing, but the box enables
them to eas ily set aside a lit tle bit every day. Sec ond, the boxes were placed in posi tions of
hon our in the house hold, for exam ple near the por traits of gods and god desses in Hindu
house holds (which also reduces the risk of theft). To pro mote sav ings, the boxes were dec o -
rated with slo gans, such as “drop by drop, we fill the ocean.” Finally, all mem bers of the
house hold were encour aged to con trib ute to the sav ings, which per suaded some husbands to
cut back on drinking and increase savings.

Income-gen er at ing Loans

To serve high-risk cli ents with irreg u lar and unpre dict able income flows, the basic
microenterprise or income-gen er at ing loan requires a fresh look to ensure that it does not put
cli ents in a sit u a tion that could actu ally make them worse off, yet finds a way to bal ance repay -
ment dis ci pline with a con cern for the cli ents’ vulnerability. 

With typ i cal microfinance cus tom ers, MFIs are very strict, fol low ing up imme di ately when cli -
ents miss a repay ment. Per sons with less-than-per fect repay ment records may lose access to
future loans. This approach is con sid ered nec es sary because the loans are unse cured; tight
delin quency man age ment is effec tively a col lat eral sub sti tute. Fur ther more, in some group
lend ing meth od ol o gies, groups impose their own sanc tions on strug gling mem bers, per haps
seiz ing assets from them and remov ing them from the group at the end of the loan term.

With the poor est of the poor, a hard-line com mit ment to repay ments would invari ably cause
more dam age than good. But would a soft approach be more effec tive? Regard less of the cli -
ent’s pov erty level, if the MFI does not take repay ments seri ously, bor row ers cer tainly will not 
either. Con se quently, it is nec es sary to cul ti vate a “tough-love” approach to repay ments in
which car rots greatly out weigh sticks (although sticks are still there) with lots of chances for
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redemp tion as long as the prob lem clearly stems from an inabil ity, rather than an unwill ing -
ness, to repay. Some impor tant ele ments of this approach include:

1. Finan cial edu ca tion: A trust ing rela tion ship between lender and bor rower is crit i cal so
that the lat ter is will ing to fully dis close infor ma tion about the house hold’s cash flow,
includ ing other out stand ing debts and repay ment require ments. Accu rate infor ma tion is
impor tant to engage in an effec tive dis cus sion about how much the house hold can afford
to bor row, but it also helps to illus trate bor row ing and expen di ture pat terns that are not
sus tain able.

2. Cau tious begin nings: With this tar get mar ket, lend ers need to take great care that they
are not set ting up their bor row ers to fail. Loan sizes need to start smaller and increase grad -
u ally. A loan anal y sis should ensure that the house hold will have the capac ity to repay even
if the busi ness ven ture fails (or if the house hold chooses to use the loan for other pur -
poses). 

3. Tai lored repay ment sched ules: The lender and bor rower could jointly estab lish a cus -
tom ized repay ment sched ule that mir rors the house hold’s expected cash flow. Cus tom ized 
repay ments are par tic u larly needed for the poor est house holds because they have fewer
sources of income and smaller cash buff ers, so they are less able to patch together the reg u -
lar, equal instal ment amounts required by most MFIs (see Box 15.4). 

4. Repay ment hol i days: If the MFI’s man age ment infor ma tion sys tem can not accom mo -
date tai lored repay ment sched ules, loan prod ucts for the poor est could accom mo date
irreg u lar cash flows by includ ing a cer tain num ber of repay ment hol i days. For exam ple, a
40-week loan could be repaid over a 50-week period, with the bor rower decid ing which 10
weeks she does not have to pay. 

5. Open dis cus sion about resched ul ing loans: Another con sid er ation is whether the MFI 
should ini ti ate dis cus sions about its resched ul ing and refi nanc ing pol i cies even before cli -
ents receive a loan. The inten tion is for lend ers to empha size the huge upside of estab lish -
ing a pos i tive credit his tory while com mu ni cat ing that the orga ni za tion will assist cli ents
who expe ri ence unfore seen prob lems dur ing the loan term. 

6. Estab lish benchmarks for vul ner a ble cli ents: Given the vul ner a bil ity of this mar ket, it
is expected that the 5 per cent port fo lio at risk (30 days past due) com monly used by MFIs
may not be appro pri ate for this mar ket. Con se quently, lend ers serv ing the poor est of the
poor should con sider shar ing data to cre ate appro pri ate benchmarks.

Emer gency Loans

One of the more impor tant ser vices for vul ner a ble cli ents is an emer gency loan, per haps in
par al lel with an income-gen er at ing loan, which can be accessed if cli ents expe ri ence a severe
cash flow prob lem. While income-gen er at ing loans are intended to help the poor work their
way out of pov erty and reduce fam i lies’ depend ence on a sin gle source of income, emer gency
loans are designed to reduce the like li hood that poor cli ents will have to seek out the assis -
tance of mon ey lend ers or sell their pro duc tive assets in order to meet their basic needs when
they face a temporary shortage of cash. 

300

15. Pre-microfinance for the Poor est



15. Pre-microfinance for the Poor est Market Segments

301

Box 15.4 Grameen Bank Lends to Beg gars

Beg ging is a sur vival strat egy employed by many poor peo ple in Ban gla desh, espe cially
when their house hold expe ri ences a shock, such as river ero sion, divorce, death of the
earn ing mem ber in the fam ily, unem ploy ment or dis abil ity. For many, it becomes a life -
time occu pa tion. Beg gars in Ban gla desh are not reached by most pov erty alle vi a tion pro -
grams and sub sist on the mar gins of soci ety.

To reach out to the beg gars, Grameen Bank cre ated a spe cial pro gram, called the Strug -
gling Mem bers Pro gram, which began in July 2002. The objec tive of the pro gram is to
pro vide finan cial ser vices to beg gars to help them find a dig ni fied live li hood, send their
chil dren to school and grad u ate into becom ing reg u lar Grameen Bank mem bers.
Grameen wants to make sure that no one in the vil lages has to beg for sur vival.

l The basic fea tures of the pro gram are:

l Exist ing rules of Grameen Bank do not apply to beg gar mem bers; they make up their
own rules.

l The strug gling mem bers are not required to form any microcredit group. While they
may be affil i ated with a reg u lar group, they are not obliged to attend the weekly meet -
ings.

l The bank treats its strug gling mem bers with the same respect and atten tion as reg u lar 
mem bers and refrains from using the term ‘beg gar’, which is demean ing.

l Once strug gling mem bers start a busi ness activ ity, Grameen encour ages its other
mem bers to be cus tom ers of the strug gling mem ber’s busi ness.

l All loans are col lat eral-free and there is no inter est charged.

l The repay ment sched ule is flex i ble; the instal ments are paid accord ing to con ve -
nience and earn ing capa bil ity as deter mined by the strug gling mem ber. Loans can be
for a very long term to make repay ment instal ments very small. For exam ple, for a loan 
to buy a quilt or a mos quito-net, many bor row ers are pay ing Tk 2.00 (US$0.03 cents)
per week.

l Instal ments must not be paid from money earned from beg ging, but from money
earned from their new busi nesses.

l The strug gling mem bers are wel come to save with Grameen Bank if they wish.

l Beg gar mem bers are cov ered under life insur ance and loan insur ance pro grams with -
out pay ing any pre mium.

l Each mem ber receives an iden tity badge with his/her pic ture and name, and Grameen 
Bank logo. She can dis play this as she goes about her daily life, to let every body know
that she is a Grameen Bank mem ber and this national insti tu tion stands behind
him/her.

l Mem bers are not required to give up beg ging, but are encour aged to take up an addi -
tional income-gen er at ing activ ity like sell ing pop u lar con sumer items door to door, or
at the place of beg ging.

Source: Adapted from Barua, 2006.



In vil lage bank or self-help group approaches, this ser vice is often pro vided through the
group’s inter nal account, from which mem bers can bor row in times of need. While this
approach is rea son ably effec tive in con trol ling credit risk and screen ing out inap pro pri ate
loan usage, there are two impor tant con straints. First, loan amounts are lim ited by the quan tity 
of group sav ings so only very small loans are avail able to one or two peo ple at a time dur ing
the group’s early days. The sec ond con straint is that loans are usu ally only avail able dur ing
group meet ings, which is not suf fi ciently respon sive for some emer gen cies. To address this
prob lem, some orga ni za tions encour age their self-help groups (SHGs) to keep a bal ance in
the group’s trunk box, which can be loaned out in emer gency sit u a tions with approval from
three of the group’s officers (or 50 percent of the members).

What con sti tutes an emer gency need depends on the local expec ta tions. For the poor est, the
repay ment of old debts can relieve them of a sig nif i cant finan cial bur den (for exam ple, inter est
as high as 10 per cent per day) as well as alle vi ate a moral weight, includ ing ver bal, phys i cal, and
sex ual vio lence. Con se quently, a few MFIs are exper i ment ing with a debt con sol i da tion loan
spe cif i cally intended to help house holds man age their debt better and more cost effec tively.

15.5 Con clu sion

When serv ing the poor est of the poor, there are sev eral impor tant chal lenges that need to be
addressed. These include the fol low ing:

1. Moti vat ing the poor est to par tic i pate: MFIs need to take a proactive approach to
encour ag ing the poor est to par tic i pate in the programme. Con se quently, activ i ties need to
take place in a loca tion and a time that is appro pri ate for this mar ket, and they need to be
pro vided with incen tives to join.

2. Devel op ing an appro pri ate pack age of prod ucts and ser vices: Pre-microfinance
requires a set of finan cial and non-finan cial ser vices – the new rungs at the bot tom of the
lad der – for both pro duc tive and pro tec tive pur poses. It is impor tant to define these inter -
ven tions to address the def i cits of the tar get mar ket regard ing basic needs as well as social,
human and finan cial cap i tal.

3. Deter min ing the right sequenc ing of ser vices: Should inter ven tions start with food aid 
or sav ings, social empow er ment or finan cial lit er acy? The poor est of the poor gen er ally
have a range of crit i cal def i cits, and it is unre al is tic to address all at once, so the sup port
orga ni za tion has to deter mine an appro pri ate sequenc ing that addresses the most crit i cal
areas first and then grad u ally builds the capac ity of the cli ents toward main stream
microfinance. 

4. Cre at ing a safety net for all cli ents: A focus exclu sively on the poor est of the poor over -
looks the dynamic nature of pov erty. The pre-microfinance ser vices for the most vul ner a -
ble should be com ple mented by a safety net of risk man ag ing finan cial ser vices for all
low-income cli ents to reduce the like li hood that they will fall deeper into pov erty when
struck by a cri sis.

5. Time frame: How long should the pre-microfinance ser vices last? There is no con sen sus
around this issue per haps because it depends on the sever ity of the def i cits of the tar get
mar ket and how long it takes to address them.
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6. Find ing appro pri ate part ners: When ever pos si ble, ser vices to the poor est of the poor
should be pro vided in col lab o ra tion with other orga ni za tions that have access to spe cific
exper tise and resources that MFIs typ i cally do not have, such as health care pro vid ers and
food aid pro grams.

7. Clar i fy ing the rela tion ship between main stream ser vices and those for the poor est:
Cre at ing a pack age of ser vices for the poor est can have con sid er able impact on an MFI.
For exam ple, will the poor est be served through a sep a rate deliv ery chan nel or will they be
inte grated into exist ing deliv ery chan nels? If they are served in sep a rate groups, will they be 
served by exist ing staff mem bers? How will such a programme affect an MFI’s insti tu -
tional cul ture? What type of incen tives should be used for staff work ing with the bot tom
poor, and how can the bot tom poor be encour aged to grad u ate to main stream ser vices
instead of becom ing depend ent? These are ques tions that must be answered as part of the
pro cess of reach ing out to the poor est.

8. Avail abil ity of smart sub si dies: Finally, the crit i cal ques tion: who will pay for these ser -
vices? Cer tainly sub si dies are required if an orga ni za tion is to meet basic needs and build
human or social cap i tal in addi tion to finan cial cap i tal. As dis cussed in Chap ter 13, part ner -
ships with pub lic and non-gov ern men tal orga ni za tions that have a mis sion to pro vide
social ser vices can make it pos si ble for MFIs to pro vide a pack age of sup port that reaches
the poor est. How ever, for this approach to be effec tive, the sub si dies must be care fully
designed. Refer to Box 15.5 and Sec tion 13.2 of the chap ter on grants for guide lines on
how to make sub si dies smart. 
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Box 15.5 Is There Such a Thing as a “Smart Sub sidy”?

“Smart sub sidy” might seem like a con tra dic tion in terms to many microfinance experts.
Wor ries about the dan gers of exces sive sub si di za tion have driven microfinance con ver sa -
tions since the move ment first gained steam in the 1980s. From then on, the goal of serv ing
the poor has been twinned with the goal of long-term finan cial self-suf fi ciency on the part of
MFIs: aim ing for prof it abil ity became part of what it means to prac tice good microfinance.

Much of the excite ment around microfinance stems from the pos si bil ity of achiev ing
mas sive scale through highly effi cient oper a tions. And one of the fears of rely ing on sub -
si dies is that it can under cut both scale and effi ciency. So, a begin ning point in con sid er -
ing smart sub si dies is rec og niz ing that the same forces driv ing effi cient out comes in free
mar kets – i.e., hard bud get con straints, clear bot tom lines, and com pet i tive pres sure –
can also be deployed in con texts with sub si dies. If deployed well, there are cir cum -
stances in which sub si dies can increase the scale of microfinance out reach, access to
com mer cial finance, and depth of out reach to the poor. By the same token, overreliance
on sub si dies and poorly designed sub si dies can limit scale and under mine incen tives
crit i cal to build ing strong insti tu tions.

The idea of “smart sub sidy” springs from the prem ise that sub si dies are nei ther inher -
ently use ful nor inher ently flawed. Rather, their effec tive ness depends on design and
imple men ta tion. Smart sub si dies max i mize social ben e fits while min i miz ing dis tor tions
and mistargeting. They “crowd in” other fund ing rather than crowd it out. Sub si dies can
be pow er ful for cli ents and MFIs alike by reduc ing the risk of enter ing into a rela tion ship
that, once estab lished, is sus tain able.

Source: Adapted from Morduch, 2005.



Main Mes sages

1. Low-income peo ple may move in and out of extreme pov erty depend ing on their
oppor tu ni ties and their cri ses. 

2. Pre-microfinance can play a crit i cal role in build ing oppor tu nity lad ders for the
extreme poor.

3. A pack age of inter ven tions must be adapted to the par tic u lar def i cits of the tar geted
cli en tele, begin ning with their basic needs.

4. Serv ing the poorest requires sig nif i cant inno va tion, com mit ment and smart sub si -
dies.

Case Study: BRAC’s Pov erty-focused Programmes

Dur ing the mid-1980s, as BRAC was scal ing up its microfinance activ i ties and mak ing
them more struc tured and stan dard ized, it real ized that these changes might be exclud -
ing the extreme poor. It began to look for some other route to be inclu sive with a pov erty
focus.

The Gov ern ment of Ban gla desh and the World Food Programme (WFP) had a coun try -
wide food safety net programme, called Vul ner a ble Group Feed ing Programme (VGF) in
which very poor women were pro vided with a monthly food ration for two years. How ever,
stud ies found that few improve ments were sus tained after the food aid period was over.
There fore, BRAC decided to run a pilot dur ing the two-year food aid period through which 
it pro vided some sim ple income gen er a tion skills train ing, mobi lized sav ings, formed
groups, and pro vided small amounts of credit to women par tic i pat ing in the programme.
The ini tial results sug gested that these women man aged to build assets at least up to the
value of the food aid trans fer after the food aid period was over.

The pilot trans formed the food aid programme. In the early 1990s, this exper i ment
evolved into a nation wide programme and changed its name from Vul ner a ble Group
Feed ing Programme to Income Gen er a tion for Vul ner a ble Group Devel op ment
Programme (IGVGP). Today, every two years, almost a quar ter of a mil lion extreme poor
women grad u ate to BRAC’s reg u lar microfinance programme, and over 70 per cent of
them main tain an active mem ber ship for at least three years. 

Despite this impres sive per for mance, BRAC rec og nized that about 30 per cent of par tic i -
pat ing women did not man age to stay in the programme, and not all extreme poor house -
holds man aged to get the food aid cover. So in 2002, it started a new exper i men tal
programme, “Chal leng ing the Fron tiers of Pov erty Reduc tion: Tar get ing the Ultra Poor”
(CFPR/TUP), that uses trans fers and microfinance clev erly to kick start a new begin ning
for the extreme poor. 

In CFPR/TUP, a one time asset trans fer (for exam ple, High Yield ing Vari ety chicks, live -
stock, or inputs for veg e ta ble cul ti va tion) and a few months of cash sti pends to cover the
asset return ges ta tion are pro vided to a care fully tar geted group of the extreme poor.
Skills trans fer, reg u lar fol low up, and health sup port are also pro vided. Sav ings mobi li za -
tion begins soon after the enter prises yield a return to build up resources for sub se quent
non-sub si dized cycle invest ments. Vil lage elites are mobi lized to pro vide social sup port
and cre ate an enabling envi ron ment for the extreme poor.
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After two years of inten sive grant-based sup port, the mem bers of the CFPR/TUP pro gram 
form their own microfinance groups and are offered access to credit. As of Decem ber
2006, over 15,000 CFPR/TUP mem bers had formed their own groups. BRAC had dis -
bursed over US$500,000 to these mem bers; and they had saved close to US$366,000.

Because of the inten sive nature of the programme, BRAC’s invest ment is rel a tively high,
although the cost per ben e fi ciary fell from US$434 for those who entered the
programme in 2002 to US$256 for those who entered in 2005. BRAC hopes that the ini -
tial sub sidy in this approach will reap ben e fits by allow ing the extreme poor to build a
more solid and com pre hen sive base from which to move ahead.  

Recent impact assess ments sug gest pos i tive results thus far. Accord ing to Rabbani,
Prakash and Sulaiman (2006), CFPR/TUP mem bers have been able to diver sify and
accu mu late assets beyond those trans ferred by BRAC. Com pared with their posi tion in
2002, they have greater access to land, reduced mor bid ity, improved par tic i pa tion in the 
finan cial mar ket, improved social and legal aware ness and reduced vul ner a bil ity to cri -
ses such as chronic ill ness. Despite being worse off than their neigh bours in 2002, they
were found to be better off than them in 2005. The per cent age of house holds liv ing
under the one dol lar a day thresh old reduced from 89 per cent to 59 per cent. The net
decline in extreme pov erty was 30 per cent for the ben e fi cia ries, while it was only 13 per
cent in case of the non-selected ultra poor. The ben e fi cia ries of the programme were able 
to diver sify food items and increase their per capita energy intake, which was sus tained
well after the grad u a tion period (Hassen and Sulaiman, 2007).

Sev eral key research find ings have refined BRAC’s under stand ing of extreme pov erty to
effec tively retune its inter ven tion. The most impor tant find ing was that the ultra poor are
not a homo ge neous group. Dif fer ences in finan cial mar ket par tic i pa tion as well as the
com par a tively slow prog ress of the non-selected ultra poor house holds have led BRAC to
design dif fer ent pack ages for dif fer ent groups of ultra poor, with vary ing lev els of trans fer 
and inten sity of super vi sion in the sec ond phase of the programme.
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16 Microfinance for Youth35

Scep ti cism exists regard ing the via bil ity of youth-related microfinance pro grams.
How ever, evi dence is now emerg ing to show that youth cli ents are bank able and that cre ativ ity 

of approach, dif fer ing only slightly from adult-focused microfinance, is required. ~
Nagarajan (2005)

Almost 90 per cent of the world’s youth live in devel op ing econ o mies.36 Com pared to adults,
they are almost three times as likely to be unem ployed. In fact, youth between the ages of 15
and 24 make up 40.2 per cent of the world’s unem ployed, even though they con sti tute just
24.7 per cent of the total work ing-age pop u la tion. Many of the youth that are employed are
employed in the infor mal sec tor work ing long hours in sub stan dard con di tions and earn ing
low wages. It is esti mated that one in four youth are work ing but liv ing in extreme pov erty at
the US$1.25/day level (Inter na tional Labour Office, 2010b). 

Access to finan cial ser vices could help youth become eco nom i cally active, start their own
enter prises, finance edu ca tion and man age risks. Nev er the less, few microfinance
programmes actively tar get youth. More often, they actu ally avoid hav ing youth in their loan
port fo lio. This chap ter briefly explores why MFIs are not reach ing out to youth and then
shares the expe ri ences of those insti tu tions that have found ways to serve youth effec tively.
The out line of the chapter is as follows:

1. Should MFIs tar get youth? 

2. Char ac ter is tics of youth

3. How can microfinance meet the needs of youth?

4. Design ing a port fo lio of prod ucts for youth

5. Over com ing the chal lenges of serv ing youth

16.1 Should MFIs Tar get Youth? 

Although MFIs may state that young peo ple are eli gi ble to access their ser vices, their cov er age 
of youth is gen er ally quite low. There are sev eral rea sons for this:

l Risk: Youth are con sid ered to be high risk tak ers. They usu ally can not pro vide col lat eral,
have lim ited busi ness and life expe ri ence, might have unre al is tic expec ta tions about mar -
kets and prof its, and lack a track record or credit his tory. Also, young peo ple tend to be
more mobile than adults, which makes them harder for MFIs to mon i tor. 

Market Segments
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l Costs: As entry-level cli ents, youth are likely to make very small depos its and bor row
small amounts for short terms. The full cost of pro vid ing these ser vices is unlikely to be
cov ered by the imme di ate rev e nue gen er ated. Fur ther more, youth are likely to need
non-finan cial ser vices to sup port their use of finan cial ser vices and this could add cost and 
com plex ity to an MFI’s oper a tions. 

l Staff resis tance: Accord ing to Mak ing Cents Inter na tional’s Global Youth-inclu sive
Finan cial Ser vices Sur vey of Sep tem ber 2009, the most com mon chal lenge to pro vid ing
youth-inclu sive finan cial ser vices is staff mem bers’ neg a tive per cep tion of youth.
Forty-five per cent of finan cial ser vice pro vid ers indi cated that their staff con sider youth
to be irre spon si ble, unable to man age money, and risky due to a lack of col lat eral (Mak ing
Cents Inter na tional, 2010a). 

l Pub lic oppo si tion: The idea of microfinance for youth is some times opposed on the
grounds that it may facil i tate child labour; that work ing may divert young peo ple’s atten -
tion from school ing; that it may cur tail their phys i cal and psy cho log i cal devel op ment; or
that young, lower-paid work ers may “steal” jobs from adults. 

l Legal issues: In many coun tries, youth under the age of 18 can not legally hold a bank
account or enter into a legally bind ing con tract. 

Despite these chal lenges, there are two impor tant rea sons for which MFIs may want to serve
youth. First, young peo ple may become prof it able cli ents over time and may be very loyal to
the insti tu tion that sup ported them when they were first start ing out. Youth with entre pre -
neur ial spirit, who are will ing to take risks and exper i ment with new ideas, have great poten tial
for growth. They may also draw oth ers from their social net works into a rela tion ship with the
MFI. This has been the expe ri ence of Proyecto FCF-WOCCU, a tech ni cal assis tance pro ject
to sup port credit unions in Ecua dor, which has noted that young accountholders have
brought fam ily mem bers as well as other youth into par tic i pat ing credit unions as new
customers (Meyer et al., 2008).

Microfinance insti tu tions might also want to tar get youth to ful fil their social mis sion. Most
youth have lim ited edu ca tional oppor tu ni ties and even those who do have access to edu ca tion 
are often not taught skills that the labour mar ket needs. Some find work in unskilled, low-end
jobs and become trapped there because the job offers them no oppor tu nity to gain new skills.
Those who can not find work may become a bur den to fam i lies and fall at risk of being sold or
traded to human traf fick ers. Unem ployed youth are also more sus cep ti ble to recruit ment by
gangs, drug deal ers, rebels, war lords and mili tia. By pro vid ing youth with access to finan cial
ser vices, MFIs can cre ate addi tional oppor tu ni ties for youth to gain skills, accu mu late assets,
become eco nom i cally active and engage pro duc tively within their com mu ni ties. This benefits
youth as well as the society at large.

16.2 Char ac ter is tics of Youth 

As a tar get group, young peo ple have a num ber of char ac ter is tics that set them apart from
other cus tomer groups an MFI might serve (see Box 16.1). Within this group, how ever, mem -
bers are not homo ge neous. Life cycle changes occur rap idly dur ing youth, so the needs of
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15-17 year olds can dif fer sig nif i cantly from those of 22-24 year olds. Young women have dif -
fer ent needs than young men due to the dif fer ent roles and respon si bil i ties that soci ety tries to
pre pare them for and the dif fer ing con straints that soci ety imposes upon them. Even youth of 
the same age and gen der can have vary ing needs and pri or i ties depend ing on where youth live, 
how much edu ca tion and work expe ri ence they have had, and whether they have a family of
their own.

Although youth are often ste reo typed as a risky mar ket seg ment, this is not nec es sar ily the
case. Cer tainly, some of the char ac ter is tics listed in Box 16.1 pres ent risks, but many of these
risks were also attrib uted to poor peo ple and women some thirty years ago and have since
been over come by MFIs using a vari ety of deliv ery meth od ol o gies. The expe ri ences of MFIs
such as Hatton National Bank in Sri Lanka, Fundación Paraguaya in Par a guay and Al Amal
Microfinance Bank (AMB) in Yemen illus trate that young peo ple will not nec es sar ily engage
in risky behav iour sim ply because they are youth. AMB obtained 100 per cent pre pay ment on
its first round of loans to youth, includ ing the loans it made to start ups (Hamed, 2010). In
Indo ne sia, a study of 21 MFIs serv ing youth in five dif fer ent regions of the coun try found that 
youth bor row ers have higher repay ment rates than aver age in 85 per cent of the insti tu tions
sur veyed and gen er ally receive loans that are equal to or larger than the aver age loan size for all 
borrowers (Shrader et al., 2006).

Nev er the less, the fact that youth have lim ited life, work and busi ness expe ri ence does mean
that they will have to make deci sions with out a deep foun da tion of les sons learned to guide
them. They will also have to try new things, and any new ini tia tive runs a higher risk of fail ure
than invest ments made within a zone of com pe tence. Thus, MFIs that want to work with
youth need to find ways of help ing youth man age these risks.

16 Microfinance for Youth Market Segments
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Box 16.1 Gen eral Char ac ter is tics of the Youth Tar get Mar ket

l Eager to learn

l Open-minded; will ing to try new things

l Ener getic

l Opti mis tic

l High poten tial for growth

l Lim ited work expe ri ence; lim ited or no track record of run ning a busi ness

l Lim ited life expe ri ence, per haps result ing in unre al is tic expec ta tions about the future

l Lim ited social and pro fes sional net work

l Lit tle or no oppor tu nity to accu mu late cap i tal or assets to date

l Unsta ble or mobile liv ing con di tions

l Poten tially unable to enter into a legal con tract with an MFI because of their age

Source: Authors.



16.3 How Can Microfinance Meet the Needs of Youth?

Microfinance can sup port youth in four main ways: 1) by help ing to finance edu ca tion; 2) by
facil i tat ing self-employ ment; 3) by encour ag ing asset accu mu la tion; and 4) by pro vid ing tools
for man ag ing risk. 

Financ ing for Edu ca tion and Train ing

In deci sions related to the edu ca tion and train ing of youth, costs usu ally play a major role,
both direct costs in the form of fees, books and liv ing expenses as well as oppor tu nity costs in
the form of fore gone earn ings. Youth from poorer and more dis ad van taged seg ments of soci -
ety often find it dif fi cult to com plete their basic edu ca tion or pur sue appren tice ship, tech ni cal
train ing or uni ver sity oppor tu ni ties because they lack the nec es sary finan cial sup port from
their fam i lies or guard ians. Finan cial ser vices, tai lored to the needs of this tar get group, can
enable young peo ple to access edu ca tion and train ing oppor tu ni ties that improve their
chances of find ing decent wage employ ment or suc ceed ing at self-employ ment. The prod ucts 
MFIs might offer to facil i tate edu ca tion and train ing include sav ings, loans for school or
apprenticeship fees, and financial literacy training.

Facil i tat ing Self-employ ment 

Self-employ ment is an impor tant employ ment alter na tive for youth with entre pre neur ial
spirit. In an ILO study on appren tice ship financ ing in Ghana, for exam ple, 77 per cent of
appren tices had ambi tions to start their own enter prise, either imme di ately or shortly after the
train ing (Breyer, 2006). One of their main con cerns, how ever, was the lack of cap i tal. Access
to enter prise start-up loans, leases for pro duc tive assets, and inno va tive sav ings prod ucts such 
as the one described in Box 16.2, can facil i tate youth’s tran si tion into self-employ ment. Youth 
that already oper ate their own busi ness may have a need for microfinance prod ucts as well,
includ ing sav ings, insur ance, pay ment services and working capital loans. 
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Box 16.2 Tar geted Youth Accounts: “Youth with Oppor tu ni ties” in Mex ico

In 2003, Jóvenes con Oportunidades (Youth with Oppor tu ni ties), was added to Mex ico’s
Oportunidades con di tional cash trans fer pro gram (see Box 13.8 in the chap ter on grants) 
as an addi tional ben e fit for par tic i pat ing fam i lies. The pro gram con sists of sav ings
accounts for Oportunidades youth to incentivize con tin ued edu ca tion. An account is
opened in a child’s last year of Secondaria (which is typ i cally com pleted at the age of
14), and “points” are depos ited in the account for each year of Educación Media Supe -
rior (EMS) the stu dent suc cess fully com pletes. Upon grad u a tion from EMS, typ i cally at
age 18, the points are con verted into approx i mately US$336 cash, which youth can then 
with draw or leave in their sav ings account at BANSEFI, the pro gram’s affil i ated finan cial
insti tu tion. Stu dents are able to use their sav ings account as soon as it is opened to make 
or with draw depos its, but the cash pay out asso ci ated with accu mu lat ing points is not
avail able until the account holder grad u ates. Since its incep tion, more than 330,000
youth have opened sav ings accounts with the Jóvenes pro gram. Although the pro gram
was designed to incentivize con tin ued edu ca tion, the pay out upon grad u a tion could be
used for any num ber of pur poses, includ ing start-up of a microenterprise.

Source: Zimmerman and Moury, 2009.



Encour ag ing Asset Accu mu la tion

Youth learn by doing. If MFIs can pro vide sav ing, leas ing or credit oppor tu ni ties that enable
young peo ple to acquire assets, the expe ri ence can gen er ate a num ber of ben e fits. The sim ple
act of set ting a finan cial goal and achiev ing it can build self-con fi dence among youth and
increase the like li hood of future goal set ting. Youth can use their asset base to gen er ate
income and their sta tus in their house hold and/or soci ety may improve as a result. With
improved sta tus and con fi dence, youth may engage more in their com mu nity. They may also
become more self-reli ant, future-ori ented (since assets open up oppor tu ni ties) and risk averse
(since they now have some thing to lose) (Youth Save Con sor tium, 2010). Even if youth
choose to con sume the first lump sum they accu mu late, early suc cess with asset-build ing can
con vince them of the power of proactive finan cial man age ment and develop hab its and atti -
tudes that they can apply more productively in the future. 

Man ag ing Risk

MFIs can offer youth prod ucts and ser vices that help them man age risk regard less of whether
they are employed. Sav ings and emer gency loans can help young peo ple cope with unex -
pected events that tem po rarily decrease income or increase expenses. Net works, men tors,
train ing and tech ni cal assis tance can sup port self-employed youth dur ing the start-up phase of 
their busi ness when the risk of fail ure is great est. Insur ance can pro tect the health of youth as
well as the assets that can give them an early start at climb ing out of pov erty. Indi rectly, clauses 
in adult cli ents’ loan and com mit ment sav ings con tracts that name youth as the ben e fi cia ries
of an insur ance pol icy can pro vide youth with a safety net in the event of a guardian’s death. 

16.4 Design ing a Port fo lio of Prod ucts for Youth

Although youth may need a very sim i lar set of finan cial prod ucts as adults, those prod ucts
may need to be adapted to the spe cial char ac ter is tics and needs of this tar get group. The
nature of an appro pri ate prod uct mix for youth is dis cussed below. 

Sav ing Ser vices

Expe ri ence to date has shown that sav ings prod ucts are impor tant for youth, often more
impor tant than credit. They help young peo ple accu mu late assets for the future and cre ate a
cush ion that they can fall back on in the event of an emer gency or cri sis. Sav ings are also the
pre ferred mech a nism for financ ing expected expenses like edu ca tion and training. 

MFIs can design sav ings prod ucts to sup port youth both directly and indi rectly. Indi rectly, they
can pro vide their adult cli ents with prod ucts that enable them to save up resources to cover school
fees, appren tice ship costs and liv ing expenses for the edu ca tion and train ing of their chil dren. If
par ents have a spe cific tar get in mind (for exam ple, the start of an appren tice ship in three years), a
con trac tual sav ings prod uct can help them accu mu late a spe cific amount of money in a spe cific
period of time (see Chap ter 4). As men tioned above, con trac tual sav ing accounts can also include
an insur ance com po nent to make sure that the child for whom the par ent is sav ing gets the tar get
amount even if the par ent dies or is pre vented from work through ill ness or dis abil ity.
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Alter na tively, MFIs can offer sav ings ser vices to youth directly. Insti tu tions like XacBank in
Mon go lia offer spe cial demand and time deposit accounts to girls between the ages of 14 and
18 that allow them to man age their sav ings inde pend ently. The Chil dren’s Devel op ment Bank 
in India and SafeSave in Ban gla desh pro vide daily deposit ser vices to youth liv ing on the street
and in slums, which enables them to safely set aside very small amounts of money that can
even tu ally become usefully large sums. 

MFIs that can not legally mobi lize depos its can seek part ner ships with a reg u lated insti tu tion
to make sav ings ser vices avail able to youth. Zakoura Foun da tion in Morocco entered into this 
type of part ner ship with La Poste Bank and found that more youth opened sav ings accounts
than applied for credit. In Ban gla desh, Pop u la tion Coun cil is now link ing with local com mer -
cial banks to exper i ment with mobile bank ing to col lect daily depos its from young migrant
girls employed in garment factories. 

The suc cess of such part ner ships depends on many fac tors (see Chap ter 22), but in par tic u lar,
the terms of the sav ing prod uct being offered to youth must match their needs and resources.
Open ing bal ance or min i mum deposit require ments that are too high will pre vent most youth
from being able to use the prod uct. Since com mer cial banks may be quite inter ested in part -
ner ing with MFIs to recruit youth, MFIs can lever age that inter est to nego ti ate more favour -
able terms for youth. Part ner ing with mul ti ple banks might yield more ben e fits than
part ner ing with one, since com pe ti tion between insti tu tions can result in a more attrac tive
product offering for youth over time.

In areas where reg u lated finan cial insti tu tions do not oper ate, youth have been able to access
deposit ser vices through infor mal sav ings groups such as those being pro moted by Save the
Chil dren U.S. and PLAN Inter na tional in Sub-Saha ran Africa (see Box 16.3).

As with other mar ket seg ments, MFIs that want to pro vide sav ings ser vices to youth must
build a rela tion ship with young peo ple that moti vates them to save with their insti tu tion. They 
must build con fi dence in their abil ity to pro tect the sav ings they receive, but also, since most
youth are first-time cus tom ers, MFIs have to make a spe cial effort to com mu ni cate the ben e -
fits of sav ing and build youth’s con fi dence in their own abil ity to save. Some MFIs, such as
K-Rep Bank and Faulu Kenya, pro vide incen tives to encour age reg u lar sav ings hab its, such as 
bi-annual awards for the most fre quent depos i tor in each group of youth, and inter est pay -
ments to moti vate higher account bal ances (Aus trian and Ngurukie, 2009). The recruit ment
of young sav ers is not nec es sar ily easy and is discussed further in Section 16.4.

Loan and Leas ing Prod ucts 

Youth can ben e fit from loans for edu ca tion, enter prise start-up and work ing cap i tal. For
MFIs, edu ca tional loans can be among the most dif fi cult, since invest ments in edu ca tion usu -
ally take a long time to pro duce real finan cial returns and, as a result, they typ i cally require very 
long grace and repay ment peri ods. Most com mer cial banks that offer edu ca tion loans extend
the repay ment period beyond grad u a tion. In Bolivia, edu ca tional loans from EDUCA-PRO, a 
programme financed by the sec ond-tier lender FUNDA-PRO, have terms as long as ten years 
(EDUCA-PRO, 2010). Such exten sive loan peri ods increase the risk as well as the cost of
lend ing. Most MFIs find it dif fi cult to make these loans since the bulk of their own financ ing
is of a shorter-term nature. 
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Microfinance insti tu tions have suc cess fully offered school fee and appren tice ship loans, how -
ever, that pro vide par ents or stu dents with the liquid ity nec es sary to make a lump sum pay -
ment at the begin ning of a school year or appren tice ship period, which is then financed over
some period of time. These loan prod ucts can be sched uled over shorter peri ods with out a
grace period because they are repaid from exist ing sources of house hold income. They are
much less risky than a multi-year edu ca tion loan, but they may not be acces si ble to dis ad van -
taged youth with out the inter ven tion of a programme like the one being offered by Sinapi Aba 
Trust in Ghana (see Box 16.4). 
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Box 16.3 Vil lage Sav ings and Loan Groups for Youth

Save the Chil dren U.S., with sup port from the Nike Foun da tion, is cre at ing Vil lage Sav -
ings and Loan (VS&L) groups for young peo ple in Malawi. In the VS&L model, groups
begin with sav ings and mem bers are respon si ble for bring ing a small amount of sav ings
each time they meet. Mem bers pur chase pass books from Save the Chil dren staff and
learn how to record trans ac tions in their pass books. Between meet ings, a trea surer keeps 
the sav ings in a locked box with three keys held by the three VS&L admin is tra tors. After a 
spec i fied num ber of weeks, usu ally the fifth or sixth meet ing, mem bers begin lend ing to
each other from their sav ings. Prior to lend ing, they estab lish loan cri te ria, includ ing the
term (usu ally one month), the inter est rate, late pay ment pen al ties, and so on. The inter -
est col lected on loans is dis trib uted peri od i cally to mem bers as div i dends on their sav -
ings, pro por tional to the amount saved. 

When a Save the Chil dren U.S. base line sur vey in Malawi iden ti fied high demand for
VS&L groups among youth, par tic u larly ado les cent girls, Save decided to try this model
with young peo ple already engaged in live li hood activ i ties. These girls were at risk for
early mar riage, preg nancy, and sex ual and phys i cal abuse, and Save felt that a VS&L pro -
gram might help mit i gate some of these risks. Although one option was to inte grate youth 
into the adult pro gram, mar ket research with youth showed they pre ferred their own
groups and Save agreed to help them start youth groups. 

The pro gram involv ing rural youth, both boys and girls ages 15 to 20, began in 2007. The 
meth od ol ogy is the same as the adult model. Save the Chil dren U.S. pro vides tech ni cal
assis tance in book keep ing, busi ness man age ment, lead er ship and group dynam ics with
an ini tial intense period of train ing that grad u ally decreases. At the end of one year,
groups are sup posed to be able to func tion inde pend ently. By Sep tem ber 2008, some
236 girls and boys were sav ing approx i mately US$0.20 per week in VS&L groups, mak -
ing deci sions about lend ing their money, fol low ing up on loans made, and dis trib ut ing
their earn ings. A year later, a sim i lar pilot by PLAN Inter na tional had mobi lized nearly
4,000 youth in Sen e gal, Sierra Leone and Niger.

In areas with out access to finan cial insti tu tions, VS&L groups make an inter est ing model 
for pro vid ing youth with finan cial skills, sav ings, and small loans. In areas with finan cial
insti tu tions, the VS&L model can help give youth finan cial skills and pro vide them with
col lat eral in the form of sav ings as well as a credit his tory with which to approach finan -
cial insti tu tions in the future.

Source: Mak ing Cents Inter na tional, 2009 and Schiller, 2009. 



Busi ness loans to youth are fairly straight for ward and MFIs have been able to reach young
entre pre neurs with this kind of prod uct using a vari ety of meth od ol o gies and with very few
mod i fi ca tions to their stan dard terms and con di tions (see Table 16.1). What insti tu tions have
adapted, how ever, is the pack age of sup port ser vices they offer young cli ents along side credit
(refer to the dis cus sion on non-finan cial ser vices below).

Expe ri ence sug gests that both group and indi vid ual loan prod ucts can be appro pri ate for
youth. For exam ple, the Tap and Repo si tion Youth (TRY) pro ject, sup ported by K-Rep in
Kenya, suc cess fully uses Grameen-type group lend ing to serve youth aged 16-24 years in Nai -
robi slums, while Umsobomvu Youth Fund in South Africa is part ner ing with the Sav ings and 
Credit Coop er a tive League to pro vide finan cial ser vices to young entre pre neurs par tic i pat ing
in youth coop er a tives. SafeSave in Ban gla desh and Chil dren’s Devel op ment Bank in India
offer indi vid ual loans to youth over the age of 16 with good repayment records.

Group loans have the advan tage of sup ply ing an alter na tive to phys i cal col lat eral. In addi tion,
the group lend ing approach cre ates a forum for dis cus sion, peer exchange and the deliv ery of
non-finan cial ser vices. Indi vid ual loans, on the other hand, pro vide greater flex i bil ity and
make it eas ier for an MFI to adjust to the fre quent life cycle changes and spe cific demands of
youth. Edu ca tional loans, for exam ple, tend to be indi vid ual loan prod ucts. 
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Box 16.4 Appren tice ship Financ ing in Ghana

A sur vey by the Inter na tional Labour Orga ni za tion (ILO) on the financ ing of infor mal
appren tice ships in Accra, Ghana showed that the aver age amount of fees charged for a
train ing of two to six years is US$160, a large part of which must be paid up front. Dur ing 
the train ing, appren tices receive allow ances (in cash and in kind), which sup port them in 
financ ing meals and other daily needs. Nev er the less, the major ity of appren tices depend 
on their fam ily to pay the appren tice ship fees and to off set their liv ing expenses. Vul ner a -
ble youth, such as street chil dren or for mer child labour ers, and those whose fam i lies do
not gen er ate enough income to pay these fees do not have access to appren tice ship
oppor tu ni ties and find it dif fi cult to get started on the climb out of pov erty. 

Sinapi Aba Trust, a microfinance NGO oper at ing in Ghana since 1994, rec og nized the
finan cial chal lenge of access to appren tice ships. It there fore devel oped a Youth Appren -
tice ship Programme (YAP) which links vul ner a ble youth with mas ter crafts men, pro vides
them with basic equip ment and pays the appren tice ship fees, which may include an
exam i na tion fee for nation ally accred ited qual i fi ca tion. Newly qual i fied appren tices
become eli gi ble for start-up loans from Sinapi Aba Trust to finance their own enter prise.
The aim is to pro vide dis ad van taged youth with rel e vant employ ment skills and even tu -
ally grad u ate them into Sinapi Aba’s microfinance cli ent base. More than 1,000 young
peo ple have taken part in the programme since it started in 2004. Going for ward, the
goal is to train 400-450 youth each year. 

Source: Adapted from Breyer, 2006 and Oppor tu nity Inter na tional, 2010.



Table 16.1 How MFIs Have Adapted their Loan Prod ucts for Youth

Orga ni za tion Adap ta tion of Sup port
Ser vices

Adap ta tion of Finan cial
Prod ucts

BRAC Pro vides youth with a club house, 
life-skills train ing, live li hoods
train ing, finan cial edu ca tion

No group col lat eral for the
ado les cent group; all other
con di tions are the same

Fundación Paraguaya Adap ta tion of train ing pack age
to youth

Par ents are co-debt ors; all other
con di tions are the same

Pro Mujer Bolivia Had to adapt busi ness
devel op ment ser vices to be
youth-ori ented and added health
and self-esteem pro grams

Same terms and con di tions as
adult finan cial prod ucts except
that the guar an tee falls strictly
within the youth sol i dar ity group
rather than the entire adult
com mu nal bank

Zakoura Cre ated a six-week train ing
pro gram for youth cov er ing
entre pre neur ial skills, finan cial
edu ca tion and busi ness
devel op ment services

For youth, the group may be as
small as three mem bers (the
usual group size is five). Par ents 
may be the guar an tors (these are 
the only loans where fam ily
mem bers are allowed to
guar an tee another fam ily
mem ber’s loan)

Source: Mak ing Cents Inter na tional, 2009.

In the absence of a group guar an tee, MFIs have found per sonal guar an tors and guar an tee
funds to pro vide effec tive alter na tives to phys i cal col lat eral. Some MFIs, like Part ner
Microcredit in Bosnia and Herzegovina, require a per sonal, non-fam ily guar an tor while other
MFIs, such as Fundación Paraguaya and Zakoura, allow par ents to be the guar an tor. Youth
Char i ta ble Organi sa tion (YCO) in India was able to secure financ ing from domes tic com mer -
cial banks with the help of a credit guar an tee pro vided by Home less Inter na tional Guar an tee
Fund in the UK. In Cen tral Amer ica, the Katalysis Net work is launch ing its own loan guar an -
tee fund for members (see Box 16.5).
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Box 16.5 Loan Guar an tees Facil i tate Lend ing to Youth

The Katalysis Net work in Cen tral Amer ica is launch ing a loan guar an tee fund to stim u -
late its mem ber insti tu tions to lend to youth under 30 years of age. Instead of using a
bank part ner, the Net work, which pro vides tech ni cal assis tance to its MFI mem bers, will
man age the fund itself. The Youth Guar an tee Fund was estab lished with US$75,000 of
loan cap i tal from three foun da tions (Peery Foun da tion, Cordes Foun da tion, and
Fundacion Covelho of Hon du ras), with each foun da tion pro vid ing a third in long-term,
zero inter est loans. To par tic i pate in the Fund, a MFI net work mem ber must meet the
Net work’s cer ti fied train ing stan dards. Once cer ti fied, the terms of the guar an tee are
that 50 per cent of defaulted loans will be reim bursed by the Net work if the appro pri ate
loan recov ery steps were fol lowed. 

Source: Mak ing Cents Inter na tional, 2009.



MFIs have also found other ways to man age risk when lend ing to youth. XacBank, for exam -
ple, reserves its edu ca tion loans for stu dents in their sec ond year of higher edu ca tion who
already have some record of atten dance. Vittana in India only lends to chil dren of exist ing cli -
ents (Econ o mist, 2010). Al Amal in Yemen will lend to start ups but requires a busi ness plan
and looks at entre pre neur ship train ing as a col lat eral sub sti tute (Hamed, 2010).

Asset-backed loans and leases could help youth acquire a pro duc tive asset with out ini tial col -
lat eral. Bar ba dos Youth Busi ness Trust, for exam ple, allows youth to use the equip ment pur -
chased with a loan as col lat eral. Although MFIs have exper i mented with leas ing prod ucts (see
Chap ter 10), few if any have done so to meet the par tic u lar needs of youth. 

With respect to loan size, term and price, loans to youth should be designed accord ing to the
same good prac tice prin ci ples that MFIs fol low for adults (see Chap ter 6). Though MFIs are
often tempted to charge below-mar ket rates on their loans to youth despite the higher
expenses that these loans can gen er ate, doing so can cre ate two seri ous prob lems. First, the
sustainability of the ser vices offered to youth will be called into ques tion if they can not cover
their costs. Sec ond, young cli ents may come under pres sure from adult fam ily mem bers who
want youth to bor row on their behalf so that they can access lower-priced financ ing. If this
hap pens, youth will be left respon si ble for ser vic ing an adult’s debt with out hav ing con trol
over how the loan is spent. Pric ing loans to youth at or above the level charged to adults will
dis cour age this kind of behaviour.

MFIs often give very small ini tial loans to first-time cli ents, includ ing youth, to min i mize the
risk inher ent in lend ing to some one with no doc u mented credit his tory. This approach can be
effec tive with work ing cap i tal loans, but not with enter prise start-up loans. Start-up loans to
youth need to be large enough to cover the finan cial needs of the enter prise as out lined in the
busi ness plan or under-fund ing can lead to busi ness fail ure. Since returns on invest ment in
enter prise start-ups usu ally do not accrue imme di ately, start-up loans might also require an
ini tial grace period and an extended repayment term. 

Insur ance and Money Trans fers

Although sav ings and credit appear to be the finan cial prod ucts most demanded by youth,
insur ance and money trans fer ser vices could have their pal ace in a port fo lio of prod ucts for
youth as well. Young entre pre neurs are likely to be con fronted with higher risks com pared to
more expe ri enced entre pre neurs. For exam ple, young con struc tion work ers may be more
likely to injure them selves or dam age the prop erty they are work ing on due to lack of expe ri -
ence. Youth may want to pur chase enter prise risk insur ance to pro tect them selves against
acci dents, asset dam age and lia bil ity. As men tioned pre vi ously, they may also wish to safe -
guard their health through the pur chase of health insur ance. Since many youth are part of the
migrant work force, and since youth in gen eral are a more mobile seg ment, money transfer
services can be important.
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Non-finan cial Ser vices

What most dis tin guishes the prod uct port fo lio offered to youth is not the selec tion of finan -
cial ser vices, but rather, the non-finan cial sup port ser vices that accom pany what ever finan cial
ser vices an MFI might choose to offer. There are four types of non-finan cial ser vices that
have been par tic u larly impor tant in meet ing the needs of youth to date: finan cial edu ca tion,
busi ness devel op ment ser vices, mentoring, and the creation of safe spaces.

Finan cial edu ca tion. Ado les cence is a time when young peo ple shift from eco nomic
depend ence to eco nomic inde pend ence and learn ing how to man age money is a crit i cal part
of that tran si tion. In the words of the Global Finan cial Edu ca tion Pro gram (2009), “The more 
young peo ple know about money – good ways to earn it, how to spend it wisely, and how to
save it – the more power and con trol they will have over their lives.” 

Finan cial edu ca tion helps youth develop the skills to man age day-to-day expenses, set finan -
cial goals and design strat e gies for achiev ing them. It can also help youth to become more
aware of their per sonal finan cial choices, intro duce them to the var i ous finan cial ser vices that
are avail able to them and help them under stand how they might be able to ben e fit from using
them. As Women’s World Bank ing (WWB) and XacBank learned dur ing the pilot ing of
XacBank’s “Aspire” prod uct, youth need to under stand the “why” and “how” of sav ing
before they will open accounts (Banthia and Shell, 2009). In this respect, finan cial edu ca tion is 
a key fac tor in the suc cess of any finan cial product for youth. 

Busi ness devel op ment ser vices. Although the poten tial scope of busi ness devel op ment
ser vices is wide (see Chap ter 12), MFIs serv ing youth have pri mar ily used train ing and tech ni -
cal assis tance to help youth:

l Under stand where gaps exist in the mar ket (so they avoid sim ple rep li ca tion of what they
have seen oth ers already doing);

l Trans fer knowl edge and skills asso ci ated with a par tic u lar trade;

l Test the via bil ity of a busi ness idea;

l Develop a busi ness plan;

l Strengthen their abil ity to run a busi ness (fol low-up sup port after the start-up phase has
proved cru cial);

l Develop non-tech ni cal skills such as time man age ment, pro fes sion al ism, com mu ni ca tion, 
and punc tu al ity. 

Box 16.6 pro vides a few exam ples of busi ness devel op ment ser vices that have sup ported
access to finance for youth.
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Mentoring. Men tors give youth access to expe ri ence and per spec tive that they have not yet
had an oppor tu nity to acquire. As role mod els, men tors can help youth learn busi ness and
finan cial skills, nav i gate legal and bureau cratic pro ce dures such as licens ing, taxes and per mits, 
and gain greater self-con fi dence for tak ing on more respon si bil ity. They can also assist youth
in trou ble shoot ing as they encoun ter chal lenges along the way. In gen eral, mentorship oppor -
tu ni ties are highly appre ci ated by youth. In a 2003 sur vey con ducted by the Bar ba dos Youth
Busi ness Trust, for exam ple, 100 per cent of the young entre pre neurs inter viewed thought
they would not have done so well in busi ness with out the input of their men tors (Barbados
Youth Business Trust, 2007).

“Nat u ral” men tors from the imme di ate com mu nity (for exam ple, fam ily mem bers or teach -
ers) may be most effec tive, but men tors can also be recruited from the “out side” as long as
there are rig or ous ref er ence and com mu nity checks. At K-Rep Bank and Faulu Kenya, groups 
of 10-15 girls between the ages of 10 and 18 select their own men tor, who must be a young
woman above the age of 18 from the com mu nity (Aus trian and Ngurukie, 2009). Moti vated
and com mit ted men tors will often vol un teer their time, but insti tu tions may want to pro vide
them with sti pends to cover their travel costs. Occa sion ally, MFIs find it a chal lenge to moti -
vate appro pri ate per sons to become men tors. Part ner Microcredit in Bosnia and Herzegovina 
solved this prob lem by iden ti fy ing employ ees who fit its desired profile and then training
them to be mentors.
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Box 16.6 Busi ness Devel op ment Ser vices Improve Access to Finance

In Mon go lia, Mercy Corps pro vided train ing and tech ni cal assis tance in busi ness plan
prep a ra tion to rural youth between the ages of 20 and 30 who had lim ited col lat eral for a
loan. This assisted youth in under stand ing how large of a loan they could and should ask
for. Fifty-four per cent of those who received train ing were able use their plans to obtain a 
bank loan (Mak ing Cents Inter na tional, 2009).

In Egypt and Morocco, MEDA’s YouthInvest Programme brings finan cial and non-finan -
cial ser vice pro vid ers together to sup ply youth between the ages of 15 and 24 with an
inte grated pack age of sup port that includes sav ings ser vices, train ing in life skills, finan -
cial skills and entre pre neur ship, access to start-up loans and intern ships. A sur vey of
par tic i pants after the Programme’s first year indi cated that 96 per cent now have sav ings 
accounts (vs. 19 per cent before enter ing the programme) and 11 per cent have
accessed loans (MEDA, 2010). 

At Pro Mujer Bolivia, adult cli ents receive no more than 2 hours of pre-credit train ing in
order to fill out their loan appli ca tion, while youth receive a one-week pre-credit train ing
that begins by help ing young cli ents to develop a busi ness con cept, fol lowed by an
in-depth cost anal y sis with cash flow pro jec tions. Youth are also required to par tic i pate
in a one-day busi ness practicum where they work in teams to oper ate a busi ness apply ing 
sales and mar ket ing tech niques (Storm-Swire, 2009).

In India, BASIX Acad emy for Build ing Life long Employ abil ity Ltd. (B-ABLE) is estab lish -
ing voca tional train ing cen tres that sup port youth with edu ca tion, real time con nec tions
between job pro vid ers and job seek ers and, in col lab o ra tion with its par ent com pany
BASICS Lim ited, stu dent and enter prise loans. It col lab o rates with gov ern ment and
employ ers in tar geted indus tries to iden tify rel e vant train ing courses that build tech ni -
cal, com mer cial and life skills (B-ABLE, 2010).



Safe spaces and sup port ive social net works. Safe spaces that are enclosed, pri vate, and out 
of pub lic sight can be crit i cal for empow er ing youth, espe cially girls, since young peo ple feel
more com fort able express ing their thoughts, con cerns and hopes within them. The spaces
can facil i tate the shar ing of ideas, mutual sup port, and the devel op ment of social skills and
con fi dence. They can pro vide lead er ship oppor tu ni ties for older youth to men tor youn ger
youth, and can be used by MFIs to deliver both finan cial and non-finance ser vices. Ide ally,
adults are not found in the safe spaces most of the time, except for those who are asso ci ated
with the orga ni za tion that is offer ing the safe spaces. Safe spaces are an inte gral part of the
youth finan cial ser vices pro grams being pro moted by the Pop u la tion Coun cil in Kenya and at
BRAC in Ban gla desh (refer to the case study at the end of this chapter for more details).

As dis cussed in Chap ter 12, MFIs do not have to offer non-finan cial ser vices them selves, as
doing so requires addi tional exper tise and gen er ates addi tional costs. Instead, they can part ner 
with other orga ni za tions to make these ser vices avail able to young cli ents. If an MFI believes
that the deliv ery of non-finan cial ser vices is an inte gral part of its mis sion, or if it can not find
ser vice pro vid ers within its area of oper a tions with which to part ner, it may pre fer to offer
both finan cial and non-finan cial ser vices itself. This approach has the advan tage of enabling
the MFI to build a close rela tion ship with its young cli ents, which can facil i tate credit screen -
ing and mon i tor ing later on. It does, how ever, require per son nel with exper tise in both
microfinance and busi ness devel op ment or edu ca tion and such staff can be dif fi cult to find
and retain. One pos si ble solu tion to this chal lenge is to have dif fer ent units or depart ments of
a sin gle insti tu tion pro vide the finan cial and non-financial services using a parallel approach. 

Grants

Grants have been used to facil i tate youth’s access to finan cial ser vices in two main ways. First,
orga ni za tions like CAMFED Zam bia use grants as seed money to help young women gain
expe ri ence and skills in run ning a busi ness before being bur dened by debt. Those who suc -
cess fully man age their ini tial grant and can dem on strate the capac ity of their busi ness to grow
can apply for loans to expand their busi nesses. As described in Box 16.4, Sinapi Aba Trust
takes a sim i lar approach, pro vid ing in-kind grants that enable youth to gain expe ri ence and
skills as appren tices before access ing financial services.

Grants have also been used to assist dis ad van taged youth in meet ing basic needs that might oth er -
wise con sume funds pro vided through a work ing cap i tal loan. The Youth Devel op ment Foun da -
tion (YDF) in Ghana actu ally exper i mented with two dif fer ent types of youth enter prise loans,
those with and with out a grant com po nent, and it found that loan repay ment increased con sid er -
ably once a grant com po nent was added. Accord ing to Nel son Agyemang, founder of YDF, the
grant enabled youth to fully invest their loan in pro duc tive activ i ties, thus gen er at ing more income
and mak ing it more fea si ble to make loan pay ments (Mak ing Cents Inter na tional, 2009).

16.5 Over com ing the Chal lenges of Serv ing Youth

At the begin ning of this chap ter, it was men tioned that legal con straints, pub lic oppo si tion,
higher costs and higher risk make the deliv ery of youth finan cial ser vices dif fi cult. The strat e -
gies MFIs are using to over come these chal lenges are dis cussed in this sec tion. There is a fifth
chal lenge that MFIs have had to meet in order to serve youth which is also dis cussed below
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and that is mar ket ing. Although this last chal lenge is not unique to the youth mar ket seg ment,
the strat e gies that MFIs have found effec tive thus far in reach ing youth are some what unique
and merit a brief exploration.

Legal Con straints

In Par a guay, where the law pro hib its youth below the age of 18 from enter ing into legally
bind ing con tracts, Fundación Paraguaya has asked par ents to co-sign their child’s loan. This
not only guar an tees the loan but also indi cates paren tal sup port for the young per son’s use of
the loan. In Kenya, which does not allow youth under the age of 18 to make with draw als,
K-Rep Bank is pilot ing a prod uct that allows girls to make depos its on their own and to make
with draw als when accom pa nied by the group’s men tor, who serves as a proxy for the guard -
ian fig ure. Even an NGO might serve as a joint sig na tory with youth (Hirschland, 2009).

Some MFIs have cho sen to only offer youth sav ings accounts that restrict with draw als until
the age of 18. Such accounts can sat isfy legal require ments while also pre vent ing care tak ers
from mis us ing the sav ings of a young per son for whom they co-sign. How ever, to ensure that
these accounts gen er ate real value for youth over the long-term, MFIs may need to part ner
with an insur ance or asset man age ment com pany in the design of their prod uct (see Chap ter 5).
Depend ing on the nature of leg is la tion in a par tic u lar coun try, com mu nity-based
microfinance orga ni za tions may be able to pro vide both sav ings and credit to youth since they 
do not extend ser vices on the basis of a legal con tract.

Pub lic Oppo si tion

MFIs that want to work with youth may face oppo si tion not only from pol i ti cians and child
advo cates, but also from com mu nity lead ers, par ents and even their own staff. Before
attempt ing to deliver finan cial ser vices to youth, it is impor tant to work with com mu nity
mem bers, par ents, staff and youth them selves to develop an under stand ing of the ben e fits of
finan cial ser vice access for youth and to gen er ate sup port for the MFI’s out reach to young
peo ple. When BRAC first started work ing with ado les cent girls in Ban gla desh, it took sev eral
years to con vince com mu nity mem bers, par ents and girls them selves of the power of finan cial 
inde pend ence and the pos i tive effects it can have on a girl’s life. In Malawi, Save the Chil dren
U.S. has faced less resis tance, but it still begins its out reach to youth by speak ing with local
tribal lead ers, dis trict author i ties and com mu nity mem bers dur ing a three-week pre pa ra tory
phase that pre cedes the establishment of any youth village savings and loan groups.  

Most MFIs serv ing youth have had to over come some degree of inter nal and/or exter nal
oppo si tion to the idea of reach ing out to this mar ket seg ment. Some of the strat e gies they
have iden ti fied for min i miz ing or neu tral iz ing this oppo si tion are described below. 

1. Involve the com mu nity in the devel op ment and imple men ta tion of finan cial ser -
vices for youth. This informs the qual ity of prod uct design while help ing to ensure the
com mu nity’s sup port for the ser vices that are ulti mately deliv ered. It can also help engage
mem bers of the com mu nity as lead ers or men tors to youth. Such is the case with Camfed
Zam bia which involves local and regional author i ties, tribal lead ers, head teach ers and
local busi ness women in the ini tial screen ing of appli cants. These peo ple then pro vide
mentoring for the young women who enter the pro gram.
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2. Invest in estab lish ing and main tain ing a pos i tive image in the com mu nity. Com -
mu nity per cep tions, whether true or untrue, will directly impact the suc cess or rejec tion of
an MFI’s out reach to youth. The com mu nity must trust that an MFI will pos i tively influ -
ence its youth’s devel op ment and not con trib ute to their exploi ta tion or disempowerment.
To build this trust, an MFI must proactively address the way it is per ceived at the com mu -
nity level, which likely means that pub lic rela tions and direct mar ket ing will need to
become more impor tant com po nents of its over all mar ket ing com mu ni ca tions mix (see
Chap ter 23).

3. Start with a small pilot to test the effec tive ness and fea si bil ity of any prod uct or pro -
gram for youth. As dis cussed in Chap ters 2 and 3, this is an impor tant strat egy for man ag -
ing the risks inher ent in new prod uct and mar ket devel op ment. It is also a use ful strat egy
for encour ag ing MFI staff and mem bers of the pub lic to change their atti tude about the
pro vi sion of finan cial ser vices to youth (see Box 16.7)

4. Find staff who have inter est and expe ri ence with youth to pilot prod ucts for this mar -
ket seg ment. Then pro vide train ing and sen si ti za tion for other staff based on results of the
pilot before roll-out. As illus trated by the case of Pro Mujer in Box 16.7, staff that feel youth
are irre spon si ble will show lit tle inter est in devel op ing ser vices for youth. One or more
cham pi ons are needed who believe in youth and can lead the insti tu tion through the pro cess
of prod uct devel op ment to dem on strate results that can be used to change staff ste reo types.

5. Take pre ven ta tive mea sures to avoid doing harm. Often mar ket research is con ducted 
on the basis of the ques tion, “What will help?” but ignores the oppo site ques tion, “What
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Box 16.7 Using Mar ket Research and Pilot Test ing to Chal lenge
Assump tions

Before design ing their finan cial prod ucts for youth, Zakoura Foun da tion staff doubted
that youth had any money of their own. Dur ing the pro ject design phase, how ever, mar ket 
research con ducted with Save the Chil dren dis pelled this ste reo type because it showed
that youth did have money. The research simul ta neously dis pelled a sec ond ste reo type,
or assump tion, which was that youth wanted loans. An eval u a tion of the pilot held in
mid-2008 found that youth could save and indeed wanted to save, but only three per
cent of the 90 youth who com pleted the train ing phase of the pro gram took loans. 

Staff at Pro Mujer Bolivia were also sceptical about young peo ple’s abil ity to man age
money. In ini tial meet ings to dis cuss the devel op ment of a youth-spe cific loan prod uct,
staff felt that youth were irre spon si ble and showed lit tle inter est in devel op ing such a prod -
uct. To move for ward, the prod uct devel op ment team had to iden tify new and exist ing staff 
with the proper pro file to work with youth. It also had to pro vide train ing and incen tives to
all staff before roll ing out the prod uct. Accord ing to Pro Mujer, it was impor tant to gen er ate 
buy-in at all lev els of the insti tu tion, not only by explain ing the pro cesses and pro ce dures
but also by tak ing the time to show staff con crete results from the pilot that proved the
youth loan to be a via ble prod uct. The results of the pilot showed that youth cli ents were
actu ally very punc tual and orga nized, and loan offi cers who inte grated youth cli ents into
exist ing adult com mu nal asso ci a tions began to see their incen tives increase as the youth
cli ents prom ised higher cli ent/loan offi cer ratios as well as a larger port fo lio.

Source: Mak ing Cents Inter na tional, 2009.



might hurt?” Both ques tions are impor tant in the con text of youth finan cial ser vices
because of the phys i cal, psy cho log i cal and finan cial vul ner a bil ity of youth, par tic u larly
those who are very poor, marginalized or orphaned. MFIs must take care that their prod -
ucts and ser vices do not increase that vul ner a bil ity. 

If young peo ple lack busi ness skills or have no long-term pros pects to pay back a loan, if
they do not clearly under stand loan obli ga tions or do not have the cop ing mech a nisms to
han dle the pres sure to repay, then giv ing them a loan can do more harm than good. Orga -
ni za tions should be espe cially care ful when con sid er ing whether to offer credit prod ucts to 
youn ger girls because it may increase the girls’ vul ner a bil ity to pres sure, theft and/or false
accu sa tions about where or how they got the money. With sav ings prod ucts, MFIs can
pro tect youth’s depos its by restrict ing access to the funds, either for a spe cific pur pose
such as edu ca tion or health care, or until youth accountholders are old enough to legally
with draw the funds with out a co-signer’s sig na ture. One Ugan dan pro gram exper i mented
with a tri ple secu rity num ber or pin, one each being held by the guard ian, youth and youth
ser vice orga ni za tion (Hirschland, 2009).

6. Develop a clear code of con duct that guides staff in their deliv ery of ser vices to youth
and in the res o lu tion of prob lems or con flicts (see Box 16.8). If youth or other com mu nity
mem bers believe pro cesses are unfair, con fus ing or mis man aged, an MFI’s cred i bil ity and
abil ity to con tinue to work with youth and in the com mu nity could be severely dam aged. A
code of con duct can help avoid this if it is widely dis sem i nated, clearly explained and care -
fully enforced. Clear pro ce dures should out line how con cerns regard ing improper behav -
iour should be raised and what staff should do if they are con cerned that their actions or
words may have been mis un der stood.

7. Work with youth to fill mar ket gaps rather than dis place or rep li cate exist ing enter prises
with youth-run enter prises. This is an area where busi ness devel op ment ser vices can play a
crit i cal role. At Zakoura, young entre pre neurs attended finan cial and mar ket lit er acy train -
ing dur ing which they mapped their mar ket, iden ti fied gaps in prod uct and ser vice avail -
abil ity, and talked to busi ness own ers and cli ents to deter mine if their busi ness idea was
via ble before being eli gi ble for a loan (Conklin et al., 2008).

Man ag ing Risk 

Although many of the risks inher ent in serv ing youth are risks that MFIs are already expe ri -
enced at man ag ing (for exam ple, the lack of col lat eral, busi ness expe ri ence and credit his tory),
the lim ited life expe ri ence pos sessed by youth and the ten der state of their per sonal devel op -
ment does add addi tional lay ers of risk that must be man aged if MFIs are to serve youth effec -
tively. The strat e gies that have proven most effec tive in man ag ing this risk are those that
involve non-finan cial ser vices, mar ket research and youth-sen si tive per son nel. These and
other strat e gies are briefly discussed below. 

1. Non-finan cial ser vices. MFIs serv ing youth typ i cally inte grate non-finan cial ser vices
into the deliv ery of their finan cial ser vices, and some times incor po rate a grant ele ment as
well, to help ensure that youth have suf fi cient knowl edge, expe ri ence and sup port to make
effec tive use of finan cial ser vices the first time they access them. Often the inte grated ser -
vices are sequenced so that risk ier finan cial ser vices are not deliv ered until youth have
dem on strated a cer tain degree of money and busi ness man age ment skill. At Camfed Zam -
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bia, for instance, young women receive a mod est grant and access to men tors to help them
start their busi ness and will only prog ress to a loan if their busi ness idea suc ceeds and they
dem on strate the abil ity to gen er ate rev e nue to ser vice a loan. This approach pro tects both
the MFI and youth. 

2. Mar ket research with seg men ta tion. MFIs should not assume that youth are the same
as adults or that all young peo ple will have the same needs or pri or i ties. Youth of vary ing
ages and back grounds will have vary ing lev els of edu ca tion and soci etal sup port, access to
infor ma tion, degrees of inde pend ence and aspi ra tions for the future. As illus trated by the
case pre sented in Box 16.9, mar ket research can help an MFI better under stand which
youth need what kind of ser vices, which group(s) of youth it is in the best posi tion to serve, 
and how it might need to adapt its mar ket ing and deliv ery strat egy to the spe cific char ac ter -
is tics of the youth it decides to serve. MFIs that already serve some youth as part of their
main stream oper a tions can begin by pro fil ing the seg ment(s) they already serve.

3. Clear com mu ni ca tion with par ents. MFIs need to inform fam ily mem bers and guard -
ians about the terms, pro cesses and pro ce dures asso ci ated with the finan cial ser vice a
young per son is obtain ing. In the case of loans, it is par tic u larly impor tant that par ents
under stand that the loans are not for the par ents’ busi ness, but rather for the young per -
son’s busi ness, unless these are one and the same. When youth take out loans that go
directly to their par ents rather than to an inde pend ent activ ity, both arrears and deser tion
tend to increase.
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Box 16.8 Devel op ing a Code of Con duct

Codes of con duct help pre vent abuse of trust, where one party is in a posi tion of power or
influ ence over the other by vir tue of their work or the nature of their activ ity. By set ting a
clear bench mark of accept able stan dards of con duct and care, a code of con duct can
pro mote safe, pos i tive and encour ag ing envi ron ments. It can mini mise oppor tu ni ties for
abuse and help to pre vent unfounded alle ga tions. In this way, codes of con duct help pro -
tect young peo ple as well as employ ees and vol un teers. 

Listed below are a few exam ples of guide lines that could be included in a code of con -
duct:

l Treat every one with respect, hon esty and fair ness (this includes staff, vol un teers,
young peo ple and par ents).

l Remem ber to be a pos i tive role model to youth in all your con duct with them.

l Set clear bound aries about appro pri ate behav iour between your self and the youth in
your organi sa tion – bound aries help every one to carry out their roles well.

l Always have another adult pres ent or in sight when con duct ing one-to-one coach ing

l Raise any con cerns about behav iour which may be harm ful to youth as soon as pos si -
ble.

l Record and act on seri ous com plaints of abuse.

l Do not develop any ‘spe cial’ rela tion ships with youth that could be seen as favour it -
ism such as the offer ing of gifts or spe cial treat ment.

 Source: Adapted from Depart ment for Fam i lies and Com mu ni ties, 2007 and Child Wise, 2004.



4. Youth-sen si tive per son nel. MFIs enter ing the youth mar ket have had to re-train their
staff, acquire new staff with spe cial exper tise in work ing with youth, or both. An emerg ing
con sen sus among those who have started youth-inclu sive finan cial ser vices pro grams is
that it is better to develop a new core of staff with dif fer ent pro files for work ing with youth 
cli ents than to uti lize exist ing staff who only have expe ri ence work ing with adults. This
may have the effect of rais ing costs, but it can also lower risk, since spe cial ized staff are able 
to screen youth appli cants more effec tively and estab lish stron ger rela tion ships with youth
once they become cli ents (see Box 16.10). Spe cial ized staff can also increase demand for
the insti tu tion’s ser vices, both by help ing to ensure that prod uct design meets the needs of
youth and by com mu ni cat ing more effec tively what the MFI has to offer youth. 

5. Leas ing. By intro duc ing a micro-leas ing or asset-backed loan prod uct, MFIs address the
prob lem of youth’s lack of col lat eral while simul ta neously sup port ing youth in acquir ing
pro duc tive assets.
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Box 16.9 Mar ket Seg men ta tion and Risk at Pro Mujer in Bolivia

While Pro Mujer’s mar ket research ana lyzed the poten tial for offer ing finan cial ser vices
to a new youth mar ket, one key mis take was to dis re gard the young cli ents who were
already being served by Pro Mujer through its tra di tional prod uct offer ing. When ini tially
con sid er ing the youth seg ment, staff dis tin guished these cli ents as young peo ple who
were liv ing the lives of adults, namely women who had already mar ried and started a fam -
ily and there fore car ried greater respon si bil i ties in pro vid ing for their grow ing fam i lies.
These young cli ents func tion seem ingly well within Pro Mujer’s reg u lar prod uct offer ing,
but study ing the dif fer ences between them and the new youth seg ment may have helped
Pro Mujer to dif fer en ti ate its prod uct offer ing and improve its reten tion of new youth cli -
ents. 

Since most young peo ple are first-tim ers to the world of microenterprise, Pro Mujer
decided to invest time and resources into pro vid ing its new youth cli ents with spe cial ized 
train ing, includ ing a busi ness practicum, prior to dis burs ing loans. In addi tion, spe cially
trained loan offi cers ded i cated extra time to meet with young peo ple, lis ten to them, and
pro vide advice on any prob lems they may con front dur ing the loan cycle. 

While these efforts did pay off in some cases, arrears still rose higher than expected.
Research showed the major ity of youth cli ents to be tran si tory in nature, prone to exper i -
ment with dif fer ent options, test ing out Pro Mujer and then decid ing to pur sue fur ther
edu ca tion or join the mil i tary. This was a more vol a tile group than what Pro Mujer was
accus tomed to work ing with since the new youth cli ents were often look ing for a loan to
fill a gap rather than to invest in an ongo ing, more long-term busi ness. This made it very
dif fi cult for Pro Mujer to retain youth cli ents, and as a result, staff spent most of their
time in search of new cli ents to replace the increas ing num ber of desert ing youth.

Research con ducted after the pilot showed that the most suc cess ful youth entre pre neurs 
were those who did not have the oppor tu nity to fur ther their stud ies, but rather their sit u -
a tion required them to work full-time. This seg ment was iden ti fied within Pro Mujer’s ini -
tial mar ket study, but was over shad owed by young peo ple com ing from higher
socio-eco nomic back grounds whose greater oppor tu ni ties made them less likely to stay
with Pro Mujer lon ger than one or two loan cycles.

Source: Storm-Swire, 2009



6. Guar an tee funds. As men tioned pre vi ously, MFIs can access guar an tee funds to secure
loans that are made to young entre pre neurs, thereby reduc ing the degree of risk asso ci ated
with the youth port fo lio. The exam ples pro vided in Sec tion 16.3 referred to non-gov ern -
men tal exam ples, but gov ern ments occa sion ally pro vide access to guar an tee funds as well.
The Gov ern ment of Alge ria has set up the Fond de Garantie Cred its-Jeunes Promoteurs
(FNSEJ), for exam ple, which guar an tees loans to young entre pre neurs at a 0.35 per cent
fee on the out stand ing loan amount.

7. Part ner ships. Although part ner ships can increase risk by decreas ing an MFI’s con trol
over the qual ity of ser vice deliv ered by a third party, they can also be designed to help
reduce risk. In Uganda, for exam ple, Equity Bank, with the assis tance of Ban yan Global,
has nego ti ated with Mayanja Memo rial Train ing Insti tute to offer edu ca tion loans to its
nurs ing stu dents aged 17-24. In exchange, the insti tute has agreed to hold the cer tif i cate of
any stu dent being financed by the bank until his or her loan is repaid. This reduces the
poten tial for stu dents to migrate with out com plet ing their pay ments. The insti tute is also
talk ing with dis trict health author i ties to arrange job place ments for grad u at ing stu dents at
rural health cen tres. This is a valu able ser vice for stu dents to begin their pro fes sional
career, and a secu rity mea sure for the bank since stu dents will be able to com plete their
loan pay ments upon earn ing a sal ary (Chandani and Twamuhabwa, 2009).

Cov er ing Costs

Since youth tend to make small depos its and bor row small amounts for short terms, it will be
dif fi cult for MFIs to cover the full cost of serv ing youth in the short-term. This does not
mean, how ever, that finan cial ser vices can not be pro vided to youth in a sus tain able man ner.
At Hatton National Bank in Sri Lanka, nearly 65 per cent of the total microfinance port fo lio
con sists of youth between the ages of 18 and 26, and the port fo lio main tains a 97 per cent
recov ery rate. The bank has also mobi lised US$20 mil lion in sav ings depos its from rural youth 
(Abeywickrema, 2009). The inte grated finan cial and non-finan cial ser vice pro grams imple -
mented by Com mon wealth Sec re tar iat in India and by Streetkids Inter na tional in Zam bia
became oper a tion ally sus tain able in 3 years (Nagarajan, 2004).
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Box 16.10 Hir ing Staff that Under stand Youth

An impor tant rea son for the suc cess of the Seed Money Pro gram at CAMFED Zam bia is
that it is imple mented by young rural women who share a com mon back ground with the
ben e fi cia ries of the pro gram; they are all acutely aware of the prob lems fac ing the young
rural women who apply for grants and loans, and have the empa thy, expe ri ence and com -
mit ment needed to sup port them. Young women enter ing the Pro gram iden tify with them 
and look up to them as men tors and pos i tive role mod els.

Source: Camfed Inter na tional, 2008.



MFIs that are serv ing youth are attempt ing to cover their costs in five main ways.

1. Part ner ing with non-finan cial ser vice pro vid ers. MFIs often avoid the cost of pro vid -
ing nec es sary non-finan cial ser vices by col lab o rat ing with social ser vice NGOs, busi ness
devel op ment ser vice pro vid ers, youth orga ni za tions or gov ern ment-spon sored youth
employ ment programmes to pro vide these ser vices instead. An MFI may con tract these
ser vices for all its cli ents or sim ply refer cli ents who are in need of a ser vice to an orga ni za -
tion that pro vides it. In either case, part ner ship enables the MFI to con cen trate on its core
busi ness of finan cial ser vice pro vi sion, while facil i tat ing access to com ple men tary ser vices
for youth, likely at a higher qual ity and lower cost than the MFI could have deliv ered if it
had devel oped the capa bil ity in house. Part ner ships can also reduce an MFI’s oper at ing
expenses, since the part ner orga ni za tion can rec om mend youth and even mon i tor and sup -
port their per for mance. 

2. Cross-sub si diz ing ser vices to youth. If an MFI’s fixed costs can be cov ered by a sus -
tain able base of adult cus tom ers, then the mar ginal cost of serv ing a new young cus tomer
might be small enough to be afford able. Some MFIs use prof its gained in other mar kets to
sub si dize the ser vices pro vided to youth in the hope that young cli ents will become prof it -
able over time. For this strat egy to be suc cess ful, how ever, MFIs need to iden tify sub-seg -
ments of the youth pop u la tion that are likely to remain with them over the years, as
sug gested in Box 16.9.

3. Cross-sell ing. A recent CGAP study by Westley and Palomas (2010) found that small sav -
ers can pro duce sev eral times their sav ings bal ance in prof its due to the rev e nue gen er ated
by the other finan cial ser vices they use. Although sim i lar research focused on youth is not
yet avail able, expe ri ences such as those of Proyecto FCF-WOCCU sug gest that by recruit -
ing and ser vic ing youth cli ents MFIs may cre ate oppor tu ni ties to cross-sell prod ucts to
their par ents, rel a tives and teach ers. These addi tional sales could gen er ate enough rev e nue
to cover the costs of serv ing the youth who intro duced these cus tom ers to the MFI.

4. Inte grat ing youth into the MFI’s main stream deliv ery chan nels. As noted in Sec tion
16.3 above, most insti tu tions work ing with youth are offer ing finan cial prod ucts through
deliv ery chan nels that are very sim i lar if not iden ti cal to those being offered to adults. This
avoids the cost of set ting up spe cial infra struc ture for youth, but it brings its own chal -
lenges, as illus trated by the expe ri ence of Pro Mujer Bolivia, which tried to incor po rate
youth sol i dar ity groups into exist ing com mu nal banks to min i mize costs, but achieved dis -
ap point ing results (see Box 16.11). 

5. Link ing youth to vol un teer men tors, such as estab lished businesspersons, teach ers or
com mu nity lead ers. Men tors not only help an MFI to man age risk, but can also help reduce 
its mon i tor ing costs by pro vid ing youth with a reg u lar point of con tact, encour age ment for 
on-time repay ment and trou ble shoot ing assis tance in the event that some thing goes
wrong. By ful fill ing these func tions, men tors decrease the work load of an MFI’s field staff.

6. Access ing sub si dized funds from donors or gov ern ments. This is a pop u lar strat egy at 
pres ent, as insti tu tions are still test ing what prod ucts and deliv ery mod els will be most
effec tive at reach ing youth and donors are will ing to finance this exper i men ta tion, but it is
not a sus tain able strat egy. Depend ence on sub si dies lim its the num ber of youth that an
MFI is able to reach and donor or gov ern ment involve ment poses rep u ta tion as well as
credit risks that could affect an insti tu tion’s over all per for mance. 
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7. Work ing through com mu nity-based mod els of microfinance. The VS&L groups
described in Box 16.3, self-help groups, or even infor mal rotat ing sav ings and credit asso -
ci a tions (ROSCAs) can give youth ini tial access to and expe ri ence with finan cial ser vices.
Since youth are often famil iar with these mod els, it can be rel a tively easy for them to
develop money man age ment skills work ing through that meth od ol ogy and then grad u ate
to an MFI once they have accu mu lated some sav ings and/or a credit his tory.

8. Lever ag ing tech nol ogy. The cost of ser vic ing small youth accounts could be dra mat i -
cally reduced through elec tronic deposit ser vices. In the Phil ip pines, some rural banks are
already test ing a deliv ery model through which youth over the age of 12 fre quently trans act 
by ATM and mobile phone (Hirschland, 2009).

Mar ket ing to Youth

MFIs that set out to over come the four chal lenges dis cussed above have found them selves
almost invari ably con fronted by a fifth chal lenge – how to mar ket their prod ucts and ser vices
effec tively to youth. Ini tially, Panabo Multi-Pur pose Coop er a tive (PMPC) offered its youth
prod ucts only in credit union offices. It deliv ered mar ket ing mes sages through par ents as they
came into the office and then waited for youth to sign up, but the results were min i mal. In
Bosnia and Herzegovina, Part ner Microcredit found it extremely dif fi cult to moti vate youth
to attend its busi ness train ing, even after they had signed up. In Mon go lia, girls between the
ages of 14 and 18 expressed inter est in XacBank’s prod uct pro to type, but when the prod uct
was piloted, only 31 per cent of the girls who par tic i pated in the finan cial edu ca tion pro gram
actually opened a savings account. 

Expe ri ences like these have taught MFIs that they need to be more proactive and more cre -
ative about devel op ing mar ket ing strat e gies that will encour age youth to enter into a rela tion -
ship with a finan cial insti tu tion. Some of the strat e gies used by MFIs men tioned in this
chapter include:

l Part ner ing with expe ri enced pro fes sion als and insti tu tions already inter act ing with youth
(see, for exam ple, Box 16.12). 
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Box 16.11 Mainstreaming Youth Brings Chal lenges at Pro Mujer

Ini tially, the idea of com bin ing youth with expe ri enced cli ents in an exist ing com mu nal
bank seemed to make sense from a cost stand point and also from a social stand point in
that older cli ents were expected to serve as men tors for youn ger cli ents. While this did
hap pen occa sion ally, the major ity of expe ri ences were less than pos i tive, both from the
per spec tive of adults as well as youth. Young peo ple with higher lev els of edu ca tion were
more adept at fin ish ing paper work and often became impa tient wait ing for the older cli -
ents to fin ish repay ment doc u men ta tion. In addi tion, many of the adult cli ents felt the
young peo ple were dis re spect ful of group rules such as arriv ing on time and stay ing for
the entire meet ing. The adult-themed trainings, such as meno pause, that occur dur ing
the repay ment meet ings also did not res o nate with young peo ple. Finally, young peo ple
found group meet ing times con flicted with their class sched ules. Pro Mujer exam ined
the pos si bil ity of add ing after-hours and week end staff to better accom mo date class
sched ules, but cost restric tions pro hib ited such addi tions.

Source: Storm-Swire, 2009.



l Vis it ing class rooms, set ting up kiosks or estab lish ing stu dent bank ing units in schools to
col lect sav ings depos its.

l Spon sor ing a class room in part ner schools that is par tially ded i cated to finan cial edu ca -
tion.

l Involv ing teach ers in pro mot ing the value of sav ings and finan cial pre pared ness on an
ongo ing basis.

l Cus tom iz ing a youth-friendly brand, com plete with a name, tagline, logo, pro mo tional
mate ri als and infor ma tion boards that are attrac tive to youth. 

l Involv ing all MFI staff in cre at ing a more youth-friendly envi ron ment. Mak ing ser vice
points con ve nient, safe, wel com ing and com fort able for youth.

l Pro vid ing toolkits and train ing for front-line staff in direct mar ket ing.

l Mar ket ing youth prod ucts together with other prod ucts.

l Add ing finan cial edu ca tion mes sages to all mar ket ing, not just the mar ket ing designed for
youth.
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Box 16.12 Part ner ships Bring Sav ings and Finan cial Edu ca tion to Youth
in Mon go lia

Women’s World Bank ing (WWB), a global net work of MFIs that offer finan cial prod ucts
and ser vices to adult women, has part nered with the Nike Foun da tion to find ways of
reach ing girls and young women as a new mar ket seg ment. The pro ject’s first site was
Mon go lia, where it worked on a com bined finan cial edu ca tion and sav ings pro gram with
XacBank. 

To deliver finan cial edu ca tion and pro vide face-to-face direct mar ket ing in a cost-effec -
tive man ner, more part ner ships were formed. Microfinance Oppor tu ni ties, an inter na -
tional NGO with expe ri ence in finan cial edu ca tion, and the Mon go lian Edu ca tion
Alli ance (MEA), a lead ing local NGO, were brought in to help design the con tent. When it 
came to deliv ery, the pro ject drew upon MEA’s exten sive expe ri ence with the pub lic
school sec tor while also part ner ing with another local NGO, Equal Step Cen ter, to reach
work ing girls. These rela tion ships rep re sented some of the first local pub lic-pri vate part -
ner ships in the his tory of Mon go lia’s edu ca tion sec tor.

Through eight learner-cen tred ses sions, the finan cial edu ca tion cur ric u lum teaches new
skills and behav iours around sav ing, using banks, and per sonal bud get ing. To reach
school chil dren, XacBank and MEA are part ner ing with schools to orga nize groups of girls
to meet weekly as an extra cur ric u lar activ ity, with facil i ta tion from trained female uni ver -
sity stu dents. For work ing girls, pro fes sional train ers from Equal Step gather girls in
train ing cen tres near large mar kets.

Source: Adapted from Banthia and Shell, 2009.



l Hir ing young peo ple to serve young peo ple. Recruit ing uni ver sity stu dents as train ers to
deliver finan cial edu ca tion ses sions for youth.

l Mak ing pre sen ta tions on spe cific finan cial prod ucts being offered by an MFI dur ing the
finan cial edu ca tion pro gram.

l Giv ing youth who attend finan cial edu ca tion classes a tour of the near est MFI branch.

l Sup ply ing work ing youth with hand outs that explain how to obtain offi cial IDs. 

l Pro vid ing youth-ori ented gifts and/or rec og ni tion as incen tives for open ing accounts,
sav ing reg u larly and sav ing larger amounts.

l Spon sor ing fun fairs, inter-school com pe ti tions, and artis tic con tests. 

l Intro duc ing an aca demic schol ar ship pro gram for youth mem bers. 

16.6 Con clu sion

One of the main con clu sions of Mak ing Cents Inter na tional’s Global Youth Enter prise Con -
fer ence in 2009 was that “youth can ben e fit from appro pri ate finan cial ser vices. Not all youth. 
Not all prod ucts. What is impor tant is to ensure that youth have access, and can make
informed choices” (Mak ing Cents Inter na tional, 2010). By pro vid ing access to finan cial ser -
vices, MFIs can cre ate oppor tu ni ties for youth to acquire new skills, accu mu late assets, start
and expand their own busi nesses and man age risk. Yet to do so effec tively, they must under -
stand this seg ment’s unique needs and find ways to over come the chal lenges that are cre ated
by youth’s lim ited life, work and busi ness expe ri ence. A small and grow ing num ber of insti tu -
tions are dem on strat ing that this can be done, but ser vices are required at a much larger scale
to reach the mil lions of youth that would like to make use of them. 

Main Mes sages

1. The youth mar ket seg ment is not homo ge neous.

2. For youth, sav ings ser vices are often more impor tant than credit.

3. What dis tin guishes the prod uct port fo lio offered to youth are the non-finan cial ser -
vices which accom pany the finan cial ones.

4. Men tors can give youth access to expe ri ence and per spec tive that they have not yet
had an oppor tu nity to acquire.

5. Proactive and cre ative mar ket ing strat e gies are needed to encour age youth to enter
into a rela tion ship with a finan cial insti tu tion.
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Case Study: Safe Spaces for Youth at BRAC in Ban gla desh

BRAC started its ado les cent ini tia tives in 1993 under its edu ca tion pro gram. After
observ ing that many female grad u ates of pri mary school in Ban gla desh did not con tinue
in school, nor did they main tain their edu ca tional level after they left school, BRAC
estab lished read ing cen tres for ado les cent girls of all back grounds. Even tu ally, the read -
ing cen tres became places where BRAC taught ado les cent girls about repro duc tive
health and life skills. Once it real ized that many of the girls also needed finan cial ser -
vices, it tried to offer them loan prod ucts as well.

In the lend ing pro gram’s pilot phase, which began in 2000, BRAC faced great dif fi cul -
ties. The first chal lenge came from local com mu nity mem bers, espe cially par ents who
refused to let their girls get involved in mon e tary mat ters. BRAC real ized that it had to
increase the empha sis it placed on com mu nity sen si ti za tion in order to stress the impor -
tance of finan cially empow er ing girls and gain buy-in from ado les cent girls’ fam ily mem -
bers.

To do this, BRAC started work ing with ado les cent girls through a sav ings ser vice, which
seemed less intim i dat ing to both the girls and their par ents. After a year and a half of the
girls only sav ing through this pro gram, and the par ents hav ing many dia logues with other
com mu nity mem bers and BRAC, the com mu nity started to rec og nize the pos i tive impact
the pro gram was hav ing on the girls. The suc cess of the pilot led BRAC to launch the
Employ ment and Live li hood for Ado les cents (ELA) pro gram, which offers finan cial ser -
vices to young women between 14 and 25 years who live in rural Ban gla desh. ELA offers
its group mem bers dif fer ent kinds of trainings to help them earn an income and develop
a sav ings habit, and it pro vides access to small loans. Through these ser vices, it hopes to
help girls begin to become eco nom i cally self-reli ant and unleash a pro cess of over all
empow er ment.

As of Decem ber 2006, over 272,000 ado les cent girls had become mem bers of ELA and
formed over 9,000 ELA groups, each con sist ing of 15 to 20 mem bers. They had saved a
total of nearly US$3 mil lion and over 87 per cent of the girls had taken on a loan aver ag -
ing US$70. An eval u a tion of the pro gram found that an aver age cumu la tive bor row ing of
US$188 over five years pro duced an increase in the annual per cap i tal house hold expen -
di ture of US$9, which is equiv a lent to seven per cent of the mod er ate pov erty line and
11 per cent of the extreme pov erty line.

In response to les sons learned as well as sug ges tions gath ered dur ing focus group dis -
cus sions with youth, par ents, com mu ni ties and staff, BRAC decided to inte grate its safe
space cen tres and its youth-inclu sive finan cial ser vices pro gram in 2008. This inte -
grated approach became the Social and Finan cial Empow er ment of Ado les cents
(SOFEA) pro gram. The SOFEA pro gram has six com po nents: 1) a club house, which pro -
vides a safe place for girls to social ize and share their sto ries; 2) train ing on life-skills to
help the girls make informed deci sions; 3) live li hoods train ing for girls to learn a skill
they could uti lize for earn ing a good liv ing; 4) a finan cial lit er acy course to enhance the
girls’ capac i ties to man age money; 5) sav ings and credit facil i ties to pro vide the youth
with access to finance and a safe place to keep their money; and 6) com mu nity sen si ti za -
tion to raise aware ness within the com mu nity on the con tri bu tions that ado les cent girls
could make to socio-eco nomic devel op ment in Ban gla desh. While it is too early to know
the full impact of this new pro gram, results to date show the impor tant role safe spaces
have played in enabling ado les cent girls to par tic i pate and thrive in a youth-inclu sive
finan cial ser vices pro gram in Ban gla desh.
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17 Microfinance for Women

“Tar get ing women con tin ues to be impor tant in the design of prod ucts and ser vices, both
because women by default have less access to credit and because they face con straints unique to
their gen der. Prod uct design and pro gram plan ning should take women’s needs and assets into 

account. By build ing an aware ness of the poten tial impacts of their pro grams, MFIs can
design prod ucts, ser vices and ser vice deliv ery mech a nisms that mit i gate neg a tive impacts and

enhance pos i tive ones.” ~ Cheston and Kuhn (2002)

Many microfinance programmes focus on women. A review of the MicroBanking Bul le tin’s
Bench mark report shows that three-fifths of microcredit bor row ers around the world are
women, although there are sig nif i cant vari a tions depend ing on the type of insti tu tion, the
lend ing meth od ol ogy and the region, as illus trated in Table 17.1.

Table 17.1 Per cent of Women Bor row ers

Year: 2005 2006 2007 2008

All MFIs 62.6 64.4 63.4 60.0

Bank 47.6 50.2 48.5  43.5

Credit Union 44.8 51.3 45.7   45.1

NBFI 54.5 53.5 53.9 54.2

NGO 78.1 80.6 75.5 79.1

Rural Bank 46.9 68.5 70.6 45.3

Indi vid ual 51.5 51.3 49.7  46.2

Indi vid ual/ Sol i dar ity 65.0 67.4 66.4  64.9

Sol i dar ity 100.0 99.3 99.3  98.7

Vil lage Bank ing 95.0 96.4 94.0 86.3

Africa 60.0 64.0 62.9  57.2

Asia 99.4 99.0 99.4  93.8

ECA 46.8 46.5 45.1 43.1

LAC 60.0 61.8 61.4 59.6

MENA 71.8 69.5 67.9 65.4

Source: Microfinance Infor ma tion eXchange,2005, 2006, 2007a, 2008.

This does not mean, how ever, that microfinance prod ucts and ser vices are always gen der sen -
si tive or that women are the ulti mate ben e fi cia ries of the ser vices. Are MFIs delib er ately tar -
get ing women? Should they be? Are their ser vices ben e fit ting women as much as they could
be? How might MFIs them selves ben e fit from chang ing the nature of the prod ucts and ser -
vices they offer to women?  These are some of the ques tions that will be con sid ered in this
chap ter, which is organized into four parts:

1. Char ac ter is tics of the female mar ket seg ment
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2. Tar get ing women

3. Prod uct design

4. Out reach strat egy

17.1 Char ac ter is tics of the Female Mar ket Seg ment

Women are the child-bear ers and the care tak ers in most soci et ies. These are not the only roles
women play, but they are the ones that most define the female mar ket seg ment. Dif fer ences in 
the way men and women spend their time, set their pri or i ties, and define their expec ta tions of
each other are heavily influ enced by these roles. 

Unfor tu nately, the dis tinct respon si bil i ties that have been assumed by men and women, and
the value that soci ety has placed on each, have led to sig nif i cant inequal ity in men and
women’s access to resources, eco nomic oppor tu ni ties and power. This obser va tion is
extremely impor tant for MFIs, even those that aim to serve women and men equally, because
women and men will not be able to make equal use of an MFI’s ser vices as long as they have
unequal resources with which to access those ser vices. Con sider the following:

l Although women make up 50 per cent of the global pop u la tion, they own just one
per cent of the world’s prop erty (United Nations, 2009 and UNICEF, 2007). Land titles
and house hold assets are usu ally not in a woman’s name, but rather in the name of a father, 
brother or spouse. With out assets of their own, women can not access loans that require
hard col lat eral and they have lit tle to fall back on in the event of a spouse’s death.

l Women earn less income. Accord ing to UNICEF (2007), women account for more
than 60 per cent of the world’s labour force, but earn only 10 per cent of the world’s
income. They engage in much more unpaid work than men, and when they do work out -
side the home, they are often paid less than men in sim i lar posi tions (United Nations,
2009). As a result, it can take them lon ger to accu mu late assets. 

l Women have had less access to edu ca tion and, as a result, rep re sent a dis pro por tion ate 
per cent age of the world’s illit er ate pop u la tion. Accord ing to UNESCO (2010), two-thirds
of all illit er ate adults in the world are female. Those who lack the abil ity to read and write
will find it more dif fi cult to access infor ma tion about finan cial ser vices and to enter into
writ ten agree ments with MFIs. 

l In many coun tries, cul tural or reli gious norms restrict women’s mobil ity. This can
limit their access to mar kets, busi ness net works, tech nol ogy, infor ma tion, and even MFI
offices. It can also affect their abil ity to nego ti ate with buy ers and sup pli ers. 

l Women have less time to devote to enter prise activ i ties. The time and energy they
ded i cate to house hold main te nance, cook ing and car ing for their chil dren, spouse, par ents 
and/or in-laws severely restricts the amount of time and energy they can ded i cate to
income-gen er at ing activ i ties. Simul ta neously, their will ing ness to assume these respon si -
bil i ties gives men more time to invest in their busi nesses. When women do engage in
microenterprise activ i ties, they tend to enter areas with low bar ri ers to entry, which gen er -
ate lower returns (Banthia et al., 2009). 

l In some envi ron ments, women do not have the same rights as men to sign legally
bind ing con tracts or to inherit land. In Lesotho and Bot swana, for exam ple, women mar -
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ried under cus tom ary law are con sid ered minors and must have their hus band’s con sent to 
bor row money (Mutangadura, 2004).

l Women have less con trol over deci sions that affect their lives. An anal y sis of ILO
data for 70 coun tries, for instance, found that women held only 27 per cent of posi tions
that were clas si fied as hav ing “sta tus, influ ence, power and deci sion-mak ing author ity,”
such as leg is la tors and senior gov ern ment offi cials, cor po rate man ag ers and gen eral man -
ag ers (Anker, 2005). In a sam ple of 198 MFIs in 65 coun tries, McCarter (2006) found a
some what higher, but still unequal, per cent age of women in senior gov er nance or man -
age ment posi tions (30 to 40 per cent in most insti tu tions). Accord ing to the World Bank
(2009), “Women are [also] gen er ally sub ject to higher lev els of ‘so cial con trol’ within com -
mu ni ties and are less likely to have their inter ests rep re sented by local power hier ar chies.”
Even at the house hold level, women often lack the bar gain ing power to resist male fam ily
mem ber’s demands. 

l Women face a dis pro por tion ate level of phys i o log i cal vul ner a bil ity. This makes their 
prop erty more sus cep ti ble to theft and crime. It also exposes them to greater harass ment,
abuse and exploi ta tion. Accord ing to the United Nations Pop u la tion Fund (2010),
“Around the world, as many as one in every three women has been beaten, coerced into
sex or abused in some other way – most often by some one she knows, includ ing by her
hus band or another male fam ily mem ber.”

Women are fre quently praised for being peace mak ers and pro tec tors of fam ily wel fare. They
are often rec og nized as resource ful, deter mined and loyal. Indi vid u ally, they are capa ble of
excel lence in any dis ci pline, yet over all, they are dis ad van taged. The ineq ui ties and vul ner a bil i -
ties described above expose the female mar ket seg ment to a unique set of chal lenges that
make it more dif fi cult for them to access finan cial ser vices and more dif fi cult for MFIs to
serve them effec tively. Table 17.2 summarizes these challenges.

17.2 Tar get ing Women

As explained in Chap ter 14, tar get ing in the con text of microfinance refers to active
approaches to find ing, recruit ing and serv ing a par tic u lar group of peo ple. MFIs tar get
women for both social and com mer cial rea sons. On the com mer cial side, many insti tu tions
expe ri ence better repay ment per for mance from their women bor row ers and there fore tar get
women to con trol credit risk. Since women typ i cally have less access to credit than men, they
often make a spe cial effort to cre ate and main tain an excel lent credit his tory so that they can
ensure their access to credit when they need it. Women also tend to be less mobile than men,
and are there fore less likely to dis ap pear with an out stand ing debt.

Since women rep re sent more than fifty per cent of the pop u la tion, they con sti tute one of the
world’s larg est mar ket seg ments. MFIs that tar get women for com mer cial rea sons rec og nize
the impor tance of design ing and com mu ni cat ing their prod uct offer ing in a way that is use ful
and attrac tive to women. Those that suc ceed take into con sid er ation the chal lenges described
above as well as the strengths and oppor tu ni ties pre sented by the female mar ket seg ment and
cre ate a prod uct mix that sup ports women in achiev ing their goals. They adapt their exist ing
prod ucts and deliv ery chan nels to enable women to make more pro duc tive use of their ser -
vices, to grow their busi nesses, and to become more prof it able cli ents.
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Table 17.2 Gen der-based Obsta cles in Microfinance and Microenterprise

Indi vid ual House hold Wider com mu nity/
national con text

Finan cial • Women’s lack of assets,
skills, knowl edge,
expe ri ence and/or
con fi dence to engage with 
for mal finan cial sec tor

• Men’s con trol over cash
income

• Men’s expen di ture
pat terns

• Per cep tion of men as
con trol lers of money

 Eco nomic • Women under take
activ i ties which pro duce
low returns

• Women have a heavy
domes tic work load

• Gen der divi sion of labour

• Unequal access and
con trol of land, labour
and inputs

• Unequal con trol of joint
house hold pro duce and
income stream from this

• Ste reo types of
appro pri ate roles for
women in the econ omy

• Women under paid for
equal work

• Lack of access to
mar kets for inputs and
out puts if women’s
mobil ity is con strained
by social norms

Social/
cul tural

• Women not lit er ate or
edu cated; girls’
edu ca tion not pri ori tised

• Women’s lack of
self-worth  

• Health risks asso ci ated
with preg nancy and
child birth

• Lim ited role for women
in house hold deci sion
mak ing 

• Polyg amy can result in
con flict or com pe ti tion
between wives  

• Vio lence towards women 

• Banks often do not view
women as a poten tial
mar ket 

• Women’s mobil ity and
mar ket access may be
con strained by social
norms 

• Women face
dis pro por tion ate lev els of 
phys i cal vul ner a bil ity 

Polit i cal/
Legal

• Lack of con fi dence
among women to claim
polit i cal and legal rights

• Women lack legal rights
to jointly-owned
house hold assets

• Women lack legal rights
to land (both tra di tional
and for mal)

• Women’s legal rights to
house hold assets are
unde fined or not use ful
for col lat eral pur poses

• Few women in
pol icy-mak ing or
leg is la tive posi tions to
influ ence appro pri ate laws

Source: Adapted from John son, undated.

Few if any MFIs tar get women for purely com mer cial rea sons, how ever. In fact, it is the social
agenda and the poten tial for devel op men tal impact that has pri mar ily moti vated MFIs to tar get
women in the past. Since women make up 70 per cent of the pop u la tion liv ing on less than one
dol lar per day (OECD, 2008) and pro duce between 60 and 80 per cent of the food in most coun -
tries (FAO, Undated), they are a nat u ral tar get for any orga ni za tion that is com mit ted to pov erty
alle vi a tion. Women and chil dren also make up 72 per cent of the world’s 33 mil lion ref u gees
(UNHCR, 2006) and approx i mately 80 per cent of the vic tims of trans na tional human traf fick -
ing, the major ity of whom are sold into sex ual slav ery (U.S. Depart ment of State, 2007).
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Microfinance has been used by a wide range of insti tu tions as a tool for empow er ing women
and increas ing their own well-being and that of their fam ily. Fig ure 17.1 illus trates what
Mayoux and Hartl (2009) refer to as the three ‘vir tu ous spi rals’ that can be cre ated by increas -
ing women’s access to microfinance services:

l Eco nomic empow er ment. Women’s roles in house hold finan cial man age ment may
improve, in some cases mak ing it pos si ble for them to access sig nif i cant amounts of
money in their own right for the first time. This might enable women to start their own
eco nomic activ i ties, invest more in exist ing activ i ties, acquire assets, or raise their sta tus in
house hold eco nomic activ i ties through their vis i ble cap i tal con tri bu tion. Increased par tic -
i pa tion in eco nomic activ i ties may raise women’s incomes or their con trol of their own
and house hold income. This, in turn, may enable them to increase lon ger-term invest ment 
in and pro duc tiv ity of their eco nomic activ i ties, as well as their engage ment in the mar ket.

l House hold well-being. Even if women use microfinance ser vices for the activ i ties of
other house hold mem bers, such as hus bands or chil dren, chan nel ling credit or sav ings
options to house holds through women may enable them to play a more active role in
house hold deci sion-mak ing, decrease their own and house hold vul ner a bil ity, and increase
invest ment in fam ily wel fare. Accord ing to the World Bank (2009), “Stud ies over an
extended period have built up a robust body of evi dence to show that women’s access to
resources... has a far stron ger impact on child sur vival, wel fare and edu ca tion than sim i lar
resources in men’s hands.” 

l Social and polit i cal empow er ment. Women often value the oppor tu nity to make a
greater con tri bu tion to house hold well-being, which gives them greater con fi dence and
sense of self-worth. The pos i tive effects on women’s con fi dence and skills, their
expanded knowl edge, and the for ma tion of sup port net works through group activ ity and
mar ket access can lead to enhanced sta tus for all women in a com mu nity. Indi vid ual
women who gain respect in their house holds and com mu ni ties may become role mod els
for oth ers, which can lead to a wider pro cess of change in com mu nity per cep tions.

By com bin ing finan cial and non-finan cial ser vices, MFIs have been able to pro vide women
with access to the mate rial, human, and social resources nec es sary to make more stra te gic
choices in their lives, as well as enhance their abil ity to use those resources to meet their goals
(Cheston and Kuhn, 2002). The cat a lytic role that women can play in eco nomic and social
devel op ment is what has inspired the MFIs best known for tar get ing women (see Box 17.1 for 
a few examples).

Although access to microfinance can be empow er ing for women, it impor tant to rec og nize
that it can also cause harm. For exam ple, women may be pres sured by male mem bers of the
house hold to bor row on their behalf (this is a par tic u lar risk for insti tu tions that serve exclu -
sively women). If this hap pens, women will be held respon si ble for repay ing the loan but may
not have con trol over how the money is spent. If women bor row for their own activ i ties but
take on more debt than they can han dle, they may increase the time spent try ing to gen er ate
income to repay the debt at the expense of ful fill ing fam ily or house hold obli ga tions. If
women become overindebted, access to credit can leave them in a worse situation than
before.
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Fig ure 17.1 Microfinance and Women’s Empow er ment: Vir tu ous Spi rals

Source: Mayoux and Hartl (2009).
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Box 17.1 Vision and Mis sion Excerpts from MFIs that Tar get ing Women

Women’s World Bank ing: “Our vision is to improve the eco nomic sta tus of poor fam i lies
in devel op ing coun tries by unleash ing the power inher ent in women. We believe that
when a woman is given the tools to develop a small busi ness, build assets, and pro tect
against cat a strophic loss, she is empow ered to change her life and that of her fam ily…
Our goal is to con tinue to build a net work of strong finan cial insti tu tions around the world 
and ensure that the rap idly chang ing field of microfinance focuses on women as cli ents,
inno va tors and lead ers”

Pro Mujer: “Pro Mujer is an inter na tional women’s devel op ment and microfinance orga -
ni za tion whose mis sion is to pro vide Latin Amer ica’s poor women with the means to build 
live li hoods for them selves and futures for their fam i lies through microfinance, busi ness
train ing, and healthcare sup port.”

SEWA (Self-Employed Women’s Asso ci a tion) Bank: “SEWA Bank exists to reach the
max i mum num ber of poor women work ers engaged in the unor ga nized sec tor and pro vide 
them with suit able finan cial ser vices for their socio-eco nomic empow er ment and self
devel op ment, through their own man age ment and own er ship.”

Source: www.swwb.org, www.promujer.org, www.sewabank.com.



If access to finan cial ser vices helps women suc ceed, chil dren may be taken out of school to
help with the grow ing busi ness. Male mem bers of the house hold may decide to decrease their
con tri bu tion to fam ily expenses and take less respon si bil ity for house hold well-being. To the
extent that an increase in women’s empow er ment threat ens men’s power, sta tus or self-con fi -
dence, it can also lead to domes tic vio lence and abuse. As early as 1999, house hold sur veys
from Ban gla desh doc u mented that microfinance was increas ing fric tions between hus bands
and wives (Armendáriz and Roome, 2008).

MFIs that wish to serve women effec tively must do more than aim to have women be the
ones who buy their prod ucts and ser vices. They must make a spe cial effort to ensure that they
are pro vid ing women with access to the kind of prod ucts and ser vices that will enable them to
improve their lives and the lives of their fam i lies. The rest of this chap ter explores how MFIs
are mak ing this effort.

Does Tar get ing Women Mean Exclud ing Men?

Serv ing women only can be an effec tive strat egy for address ing the struc tural causes of gen der 
ineq uity. Par tic u larly in coun tries where women have lit tle access to finan cial ser vices, MFIs
that focus exclu sively on women can con cen trate their resources on break ing down the bar ri -
ers that have lim ited women’s access to date. They can design prod ucts and ser vices to lever -
age women’s strengths and to strengthen women’s weak nesses. They can deliver those
prod ucts in a sup port ive envi ron ment and com bine finan cial and non-finan cial inter ven tions
to increase women’s con fi dence and abil ity to make pro duc tive use of financial services.

An exclu sive approach to tar get ing women may not suc ceed in meet ing an MFI’s over all
empow er ment objec tives, how ever. As noted above, if an MFI serves exclu sively women, it
may cre ate resent ment among men or result in women tak ing loans with out hav ing con trol
over how the money will be used. To avoid such neg a tive impacts, John son (2004) argues that
a gen der approach to programme design is what is needed, an approach that works with men
as well as women “to pave the way for changed atti tudes towards women’s con tri bu tion to the 
household economy.” 

MFIs can take a gen der approach and serve only women or they can take a gen der approach
and serve men and women. As explained in Box 17.2, “gen der” and “women” are not inter -
change able terms. A gen der approach exam ines the social roles of women and men, the
dynam ics of rela tions between them, and the ways in which a microfinance ini tia tive might
alter those roles and/or be affected by them (Murray and Boros, 2001). Since men and women 
do not live in iso la tion from each other, gen der sen si tiv ity is impor tant to serv ing both women 
and men effectively.

MFIs that tar get women involve men in dif fer ent ways.  At the Cen tre for Agri cul tural
Research and Devel op ment (CARD) in the Phil ip pines, the loan port fo lio con sists entirely of
women cli ents, but sav ings have been mobi lized from the gen eral pub lic, both men and
women (Frank, 2008). The Microfinance Agency for Devel op ment and Reha bil i ta tion of
Afghan Com mu ni ties (MADRAC) serves women and men in sep a rate groups of 5 to 20
mem bers each, while Grameen Trust Chiapas (GTC) in Mex ico has evolved over time from
serv ing entirely women-only groups to serv ing a major ity of mixed groups of women and
men. Its ratio nale for mak ing the tran si tion is described in Box 17.3.
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In sum, tar get ing women does not nec es sar ily mean exclud ing men. It does, how ever, require
active effort to find, recruit and serve women, so as to over come the obsta cles that women
face in mak ing pro duc tive use of finan cial ser vices. Can women access an MFI’s prod ucts
equally as men? Are the MFI’s prod ucts meet ing women’s needs? Are they empow er ing
women to remove obsta cles rather than work ing around the obsta cles? The remain ing two
sec tions of this chap ter explore how MFIs are design ing prod ucts and insti tu tional strat e gies
to affir ma tively answer these questions.

17.3 Prod uct Design

In this sec tion, fea tures spe cific to the design of loan, leas ing, sav ings, money trans fer, insur -
ance and non-finan cial prod ucts are dis cussed. Sec tion 17.4 explores ways that MFIs can
adjust their over all prod uct port fo lio, com mu ni ca tion and deliv ery strat e gies to more effec -
tively serve women.

Loans

The char ac ter is tics of the female mar ket seg ment dis cussed in Sec tion 17.1 pres ent sig nif i cant
bar ri ers to suc cess ful loan prod uct design: lack of assets, invest ment in low-return eco nomic
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Box 17.2 What Do We Mean by ‘Gen der’?

Gen der refers to the social roles of women and men, and is not to be con fused with the
bio log i cally deter mined sexes of male and female. For exam ple, in some coun tries, when 
a ref er ence is made to “farm ers”, it is usu ally assumed that the peo ple being referred to
are men; how ever, in many coun tries it is women who are involved in the major ity of farm
work and hence are actu ally the “farm ers”. A farmer can there fore be either male or
female. 

From an early age, we learn our gen der roles. But such roles are not static, for instance
women can do tra di tion ally male jobs, men can take care of chil dren. Roles change
accord ing to geo graphic loca tion and vary as a result of socio-eco nomic and polit i cal cir -
cum stances. Tak ing the exam ple of house hold finances, many devel op ment inter ven -
tions in the past have assumed that if money enters a house hold, it is pooled for the
com mon ben e fit of those in the house hold. In some cul tures women con trol money for
small house hold items, but men con trol the income for larger items, while in other cul -
tures women and men’s assets are com pletely sep a rate and when money is required to
pur chase an item, a bar gain ing sys tem take place between women and men within the
‘black box’ called the house hold.

Gen der roles are influ enced by per cep tions and expec ta tions aris ing from var i ous fac tors
includ ing class, age, eth nic ity and reli gion. Tak ing money and reli gion as an exam ple, in
some Bud dhist cul tures, it is con sid ered ‘lowly’ to han dle money and han dling money is
often women’s respon si bil ity, because their sta tus is lower. While in some Islamic cul -
tures, men may con trol house hold finances and pur chase all items for house hold use.
Such social dif fer ences regard ing men and women’s roles across regions and cul tures
can be called gen der related dif fer ences.

Source: Murray and Boros, 2001.



activ i ties, a heavy domes tic work load, lower lev els of edu ca tion and lit er acy, mobil ity con -
straints and a lack of con fi dence to inter act with finan cial insti tu tions. Eight rec om men da -
tions for design ing loans that can meet the needs of women in the face of these challenges are
described below.

1. Find appro pri ate col lat eral sub sti tutes. Given that women own just one per cent of the
world’s prop erty, it is gen er ally dif fi cult for them to access loans that require hard col lat -
eral. Thus, MFIs that want to serve women must find other ways to guar an tee their loans.
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Box 17.3 A Case for Inte grated Groups

Grameen Trust Chiapas, A.C. (GTC) in Mex ico is one of the first rep li ca tions of the
Grameen model of microfinance in Latin Amer ica. It began in 1997 by lend ing to
women-only groups, but in 2003, it took the risk of lend ing to men in some pre vi ously
women-only groups. Since then, the orga ni za tion has grown rap idly and now has over
twelve thou sand bor row ers, with a large major ity of mixed groups of women and men.

When branch man ag ers in dif fer ent geo graph ical loca tions were asked why they
accepted men into women-only groups, they offered sev eral expla na tions. The first
relates to infor ma tional asym me tries between men and women. One loan offi cer argued
that even if loan dis burse ments and repay ments are pub licly known in women-only
groups, men tend to over es ti mate the amount of money that women are han dling. They
there fore decide to con trib ute less to over all house hold expen di ture, which often cre ates
fric tions within the house hold and results in women divert ing some of their loan to make
up for the short fall. Invit ing some men to join the group allows them to have a more accu -
rate esti mate of women’s real invest ments and their real ized returns. With this infor ma -
tion they are less likely to reduce their con tri bu tions to house hold expen di tures. In those
groups that became mixed, the improve ments in infor ma tion sym me try were accom pa -
nied by women bor row ers invest ing more, and increased repay ment rates by both men
and women.

A sec ond expla na tion relates to the poten tial work-load exter nali ties of hav ing women as
the only recip i ents of loans within the house hold. Staff argued that when women con -
tract a loan from GTC, they become busier and the qual ity of the ser vices that women
pro vide to the house hold, such as meals and house hold chores, decreases in quan tity or
qual ity or both. This irri tates men and cre ates a “tense” atmo sphere within the house -
hold. The ten sion causes women to default more often or pre vents them from mak ing
their repay ments on time. In con trast, when men are invited to join groups, they seem to
inter nal ize the neg a tive work-load exter nali ties cre ated by GTC microloans to women. In
one loan offi cer’s words: “invited men help more their spouses in their busi nesses and in
house hold chores, which in turn, reduces ten sions, and enables women to repay on time, 
as men become de-facto busi ness part ners of women”.

A third expla na tion relates to the absence of secure places for women to hide money
while they save for two con sec u tive weeks or more in order to make the repay ments on
their loans to GTC. Women bor row ers try to hide their money from their hus bands in dif -
fer ent places, gen er ally in the house, but they are not always suc cess ful. When men are
invited to join a GTC group, the sit u a tion changes because the man becomes respon si ble 
for the debt of the other men and women mem bers of the group. “Women become hap -
pier. They no lon ger com plain about their hus bands or men in gen eral. The house hold
heads work har mo ni ously together”, the loan offi cer explains.

Source: Armendáriz and Roome, 2008.



Group lend ing meth od ol o gies have been the most pop u lar alter na tive to date, since
women often belong to groups already or value the oppor tu nity to join one that pro vides
sup port dur ing the repay ment pro cess, and MFIs find peer pres sure and joint lia bil ity
mech a nisms to be cost-effec tive means of obtain ing high repay ment rates.

Com pul sory sav ings is another pop u lar col lat eral sub sti tute, as it pro vides an MFI with
cash col lat eral while pro vid ing women with a means to accu mu late assets. MFIs that offer
indi vid ual loans use cash flow anal y sis to help ensure that women will be able to gen er ate
the income stream nec es sary to make repay ment. They also accept per sonal guar an tors and 
non-tra di tional assets, such as jewel lery or house hold uten sils, that woman would be more
likely to pos ses.

2. Have an equi ta ble pol icy on spousal sig na tures. MFIs take dif fer ent approaches with
respect to a spouse’s co-sign ing or con sent ing to a bor rower’s loan appli ca tion. Some pro -
grams (espe cially those that tar get women only) do not require a spousal sig na ture because
they want to empower women to access credit inde pend ently of their hus bands. Oth ers,
such as Spandana in India, lend only to women but require the hus band’s sig na ture on the
demand prom is sory note. Both approaches have merit, but if an MFI is lend ing to both
men and women, then the same pol icy should apply to equally to men and women. If an
MFI is going to require a hus band’s sig na ture on a wife’s loan appli ca tion, it can require the 
wife’s sig na ture on a hus band’s loan appli ca tion.

3. Design prod uct terms to match the cash flow of women’s eco nomic activ i ties.
Women are unlikely to be engaged in the same types of activ i ties as men and the cash flow
of those activ i ties will vary. By match ing repay ment plans to cash flows, MFIs make
on-time repay ment eas ier and decrease the risk of women sac ri fic ing house hold wel fare in
order to ser vice their loan. When ana lys ing cash flows, it is impor tant to look at the aggre -
gated rev e nues from the mul ti ple busi nesses that women oper ate and not sim ply at the rev -
e nues of a sin gle busi ness, since invest ment across mul ti ple busi nesses is com mon among
women microentrepreneurs (Frank, 2008).

The South Indian Fed er a tion of Fish er men Soci et ies (SIFFS) devel oped a new loan prod -
uct for women who travel in groups to dis tant mar kets, buy large quan ti ties of fish for dry -
ing, and then sell the fish locally dur ing the lean sea son. Since this enter prise requires a
large ini tial invest ment and returns come only after four months, SIFFS offered a loan of
10,000–20,000 rupees (approx i mately US$200-400) on which the inter est is paid monthly
and the prin ci pal is repaid at the end of five months (Mayoux and Hartl, 2009).

4. Offer loans that facil i tate women’s asset own er ship, includ ing land. By accu mu lat -
ing assets, women can simul ta neously decrease their vul ner a bil ity and increase their
options for gen er at ing income. Loans that enable women to acquire land or build a home
can be par tic u larly valu able, as high lighted in Box 17.4. An increas ing num ber of MFIs are
offer ing hous ing loans, although most offer home improve ment loans that women could
use to build a home in instal ments over time (see Chap ter 7). A few MFIs, such as
Grameen Bank in Ban gla desh and SEWA Bank in India, offer large, lon ger-term loans to
facil i tate the pur chase of hous ing or land. A con di tion of the loan is that land must be reg is -
tered in a woman’s name, both as secu rity for the loan and to increase women’s con trol
over assets (Mayoux and Hartl, 2009 and SEWA, 2009). Whether loans are given to men or 
women, mak ing it a con di tion for spouses to jointly own the prop erty on which a home
will be built can also facil i tate women’s asset own er ship.
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The Coun cil for Eco nomic Empow er ment for Women of Africa (CEEWA-U) col lab o -
rated with Uganda Microfinance Union (now Equity Bank Uganda) to intro duce a cap i tal
asset loan that offered a larger amount, lon ger repay ment period and more flex i ble dis -
burse ment sched ule than other loans avail able at the time. After just 18 months, the pilot
prod uct had attracted new cli ents, improved cli ent reten tion, and was con trib ut ing to four -
teen per cent of UMU’s total income, illus trat ing the value of such a prod uct for both cli -
ents and the MFI (Agnes, 2002).

An inno va tive loan prod uct for ado les cent girls was devel oped as part of the Credit and
Sav ings House hold Enter prise (CASHE) pro ject in India. The loan, avail able for both par -
ents, enables the girls to pur chase a pro duc tive asset to help them earn an income, delay
mar riage, have an asset bring to their in-laws’ house when they do marry, and reduce
demands for dowry (Mayoux and Hartl, 2009).

5. Pro vide a loan pack age that enables women to enter non-tra di tional and more
lucra tive activ i ties. The skills and resources women pos sess have steered them into activ -
i ties such as food prep a ra tion, sew ing and veg e ta ble sell ing that have low bar ri ers to entry,
but also gen er ate rel a tively low returns. The more women gain access to credit and enter
these activ i ties, the more sat u rated local mar kets become, decreas ing income-gen er at ing
poten tial for every one. Women who want to diver sify out of tra di tion ally “female” activ i -
ties may need a larger loan amount than is avail able through a stan dard microenterprise
prod uct, or may need non-finan cial ser vices to help them acquire the knowl edge and skills
to suc ceed in activ i ties with higher entry bar ri ers. 

6. Pro vide clear ave nues for upward mobil ity. Whether it be a new deliv ery chan nel or
clear grad u a tion pro ce dures for access ing addi tional prod ucts through an exist ing deliv ery
chan nel, MFIs can find ways to enable and encour age women who suc ceed in their busi -
nesses to con tinue grow ing. ADEMCOL in Colom bia, for exam ple, has a Senior Trust
bank for women with grow ing busi nesses and larger loan demands who do not want to
leave the group lend ing programme (Cheston and Kuhn, 2002). When Sinapi Aba Trust in
Ghana found that women were not tak ing up its larger indi vid ual loan prod ucts, it intro -
duced sup port ser vices to help women over come the con fi dence and skill bar ri ers they
faced in mak ing the next step in busi ness growth (John son, 2004). 
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Box 17.4 The Impor tance of Prop erty Invest ments

Many poor women view own ing prop erty as a crit i cal strat egy for man ag ing the risks of
divorce, wid ow hood, or old age. With their name on a land title, women can avoid com pli -
cated and costly legal bat tles over prop erty if divorced or wid owed, thereby secur ing their 
place to live after such cir cum stances. Own ing a home allows women to pass the house
on to their chil dren, cre at ing secu rity for their old age as most women would then live
with the adult chil dren to whom they passed the prop erty. It also guar an tees a place to
live if other options, such as liv ing with their chil dren, are not avail able or not desir able.
A home is also a pro duc tive asset, because many women work from home. Lastly, own ing 
a home gives many women an option to either rent all or part of the house, which is par -
tic u larly vital for elderly women who need a source of income but are not phys i cally able
to work.

Source: Banthia et al., 2009.



7. Take care with stepped lend ing. Since women’s busi nesses often do not grow, the
stepped lend ing meth od ol ogy used by many MFIs needs care ful con sid er ation. While
women may be able to repay small loans with out too much dif fi culty, they should not auto -
mat i cally receive larger loans unless they have the capac ity to repay them. Oth er wise, the
MFI will be bur den ing women with loans they may have dif fi culty repay ing, while expos -
ing the insti tu tion to unnec es sary credit risk. Instead of auto mat i cally increas ing loan size,
loan offi cers can assist their bor row ers to keep track of basic busi ness records so that the
MFI can better assess repay ment capac ity.

8. Offer some form of emer gency or con sump tion loan. Many women will be more con -
cerned with man ag ing risk within their house hold or sta bi liz ing their eco nomic sit u a tion
than with expand ing their eco nomic oppor tu ni ties. Pro vid ing a com bi na tion of sav ings,
insur ance and emer gency loans can reduce women’s vul ner a bil ity and also pro tect assets
from being sold off in a des per ate sit u a tion. If MFIs offer loans for microenterprise pur -
poses only, women will use those loans for emer gency and con sump tion pur poses, which
will increase the risk that the design of the loan will not fit the bor rower’s needs and gen er -
ate repay ment prob lems.

Leas ing

Leas ing prod ucts pro vide an attrac tive alter na tive to loans for help ing women acquire assets,
finance larger asset acqui si tion, and move into new eco nomic activ i ties. In Ethi o pia, Afri can
Vil lage Finan cial Ser vices (AVFS) devel oped its leas ing prod uct explic itly to sup port the
growth of small and medium enter prises owned and oper ated by women. In Ban gla desh,
leases asso ci ated with the Grameen Bank’s Vil lage Phone programme enable women to enter
into entirely new lines of business (see Box 17.5).

Through leas ing, MFIs can pro vide women with larger amounts of financ ing over a lon ger
term at an afford able price because their risk is mit i gated by the fact that they own the asset
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Box 17.5 Leases Facil i tate Vil lage Phone Start-ups at Grameen Bank

The Grameen Bank’s Vil lage Phone Programme in Ban gla desh allows mem bers with
good repay ment records to pur chase mobile phones under a lease-financ ing programme
and [receive train ing from Grameen Telecom] to sell incom ing and out go ing tele phone
ser vices at the vil lage level. The price of the phone and the con nec tion fee are paid by
Grameen Bank to Grameen Telecom and the mem ber pays these costs back to Grameen
Bank within a two or three-year period. This has allowed the trans fer of both a new form
of busi ness as well as new busi ness skills. 

The women phone oper a tors are gen er ally poorer than the aver age vil lager, but the
income they earn is sig nif i cant, gen er ally account ing for 30 to 40 per cent of house hold
income. Inter est ingly, where women are oper a tors (approx i mately 75 per cent of the
total), 82 per cent of their cli ents are women. Where men are the oper a tors, women com -
prise only 6.3 per cent of users. Since 2006, the Grameen Foun da tion has pro moted
sim i lar vil lage phone busi nesses in Cam er oon, the Phil ip pines, Uganda and Rwanda.

Source: Adapted from United Nations, 2009.



being financed until the lease con tract is ful filled, there is no oppor tu nity for fund diver sion,
and the leased asset can often be insured (refer to Chap ter 10 for more infor ma tion on leas ing
prod uct design). Typ i cally, the asset itself is all that is required to secure a leas ing trans ac tion.
A down pay ment is usu ally required to dem on strate a cli ent’s com mit ment to the lease, but
this pay ment tends to be smaller than that which would be required for a sim i larly-sized loan.
In the case of Grameen Bank’s phone leases, no down pay ment is required (Dowla, 2004).
MFIs that want to include a down pay ment in the design of their leas ing prod uct could offer
women a con trac tual sav ings prod uct that would assist them in accu mu lat ing the funds
necessary to make that down payment.

If women are leas ing equip ment they have never used before, spe cial atten tion to train ing will
be required to ensure that women are able to prop erly oper ate and main tain the equip ment.
As with loans, if MFIs allow vari able repay ment sched ules, they can increase the like li hood
that women will be able to cover their lease pay ments with their cash flow. At Grameen, for
exam ple, leas ing cli ents can arrange lease pay ments as low as 100 taka (approx i mately
US$1.50) dur ing an off-peak period of up to three months by agree ing to make larger pay -
ments dur ing peak peri ods (Dowla, 2004). If MFIs allow pre pay ments, they can enable
women to achieve own er ship of their asset faster.

Sav ings

“Women are keen sav ers, although their sav ing is gen er ally driven by a need to be able to deal 
with shocks when they occur. By con trast, men usu ally man age larger busi nesses and larger

abso lute amounts of income, with which they often favour more aggres sive invest ment strat e gies 
to make sure their busi nesses sur vive and expand. Women typ i cally uti lize their earn ings to
improve the care and stan dard of liv ing in their house holds by either spend ing busi ness prof its

imme di ately for these pur poses or sav ing them for the future.” ~ Banthia et al., 2009

Women are more likely to engage in pre cau tion ary sav ings behav iour. They put money aside
dur ing good times so that they can main tain the health, wel fare and sta bil ity of their home
even in bad times. They find ways to accu mu late the lump sums required by life cycle events
such as child birth, school fees, deaths in the fam ily, and so on. Even if they do not own or
con trol house hold assets, women are often expected to man age the food, health and edu ca -
tion require ments of the house hold and this makes them atten tive resource managers.

Women’s active sav ings behav iour and their need to save for a vari ety of pur poses cre ate
demand for a diverse port fo lio of sav ings prod ucts. Most women will desire, at min i mum, a
liq uid prod uct that gives them easy access to their sav ings when they need it and a restricted
access prod uct that helps them accu mu late larger amounts and achieve spe cific sav ings goals.
Demand deposit and con trac tual sav ings prod ucts are best designed to meet these needs
(see Chap ter 4). Long-term con trac tual sav ings prod ucts can be par tic u larly valu able because
they offer women a means to accu mu late larger-sum assets and secu rity for their old age (see
Chap ter 5). The amount of money saved through reg u lar depos its over a ten-year period, for
exam ple, could be enough to pur chase a small plot of land.

Time depos its will be rel a tively less use ful since women must already have a large sum of
cash before they can make use of the prod uct. Time depos its could be use ful, how ever, for
long-term sav ings pur poses when com bined with a con trac tual sav ings prod uct that helps
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women accu mu late the lump sum for deposit. Rel a tively short-term time depos its, such as
those for three or six month peri ods, might also be help ful to women in house holds whose
income is con cen trated in just one or two months of the year, per haps gen er ated by an annual
har vest of a sin gle cash crop. Part of the income could be set aside for house hold expenses
three or six months from the time of the har vest. 

Com pul sory sav ings can enable a woman to access credit with out hav ing other assets in her
name to pledge as col lat eral. It can also pro vide a means for women to pro tect their income
against the demands of hus bands and other fam ily mem bers. For very poor women, com pul -
sory sav ings prod ucts can be linked to asset trans fers or pub lic works pro grams to help
women build a lump sum for invest ing in an income-gen er at ing activ ity and/or a safety net to
pro tect them selves against future shocks. In Ban gla desh, for exam ple, very poor women were
given tem po rary employ ment in road main te nance as part of GTZ’s Tangail Infra struc ture
Devel op ment Pro ject. Com pul sory sav ings were deducted from their earn ings and depos ited
in the bank. The women were given train ing in income gen er a tion and sub se quently used their 
sav ings to set up suc cess ful income-gen er at ing activ i ties (Adam, 2003, as sum ma rized in
Mayoux and Hartl, 2009). 

As dis cussed in Chap ter 4, how ever, com pul sory sav ings schemes have many dis ad van tages.
Often women can not access them unless they leave the pro gram or insti tu tion where the sav -
ings are being held. The sav ings may be used as a guar an tee for other group mem ber’s loans
and, thus, be at risk. Reg u lar deposit require ments may divert women’s resources from more
flex i ble sav ings mech a nisms, such as indig e nous sav ings and credit asso ci a tions or demand
depos its, leav ing women with fewer options to man age their daily cash flow needs. Com pul -
sory sav ings can also divert resources from women’s busi nesses, where an invest ment in
work ing cap i tal could gen er ate much better returns than the cap i tal locked into a compulsory
savings account.

Given the fact that women’s assets often take the form of jewel lery, a safe deposit box out -
side the home where a woman could pro tect a cer tain quan tity of her in-kind sav ings might be
greatly val ued. Here, too, she could keep a copy of any legal papers doc u ment ing her own er -
ship to land or other major assets.

Regard less of the par tic u lar type of sav ings prod uct being offered, three addi tional design fea -
tures are impor tant to con sider when tar get ing women:

l Low min i mum deposit require ments. Since women earn less income, have fewer
assets and tend to invest more of their earn ings in the house hold, deposit require ments
will exclude them more than men.

l Secu rity. Pub lic knowl edge of sav ings may in some cir cum stances increase social sta tus,
but in oth ers, it can expose women to unwanted pres sure from fam ily, friends and neigh -
bours.  In many parts of Africa, for exam ple, where in-laws are likely to take the wife’s as
well as the hus band’s prop erty when he dies, women’s abil ity to have con fi den tial and pro -
tected sav ings accounts can be a cru cial means of secu rity for the future. This com bi na tion 
of ben e fits was the pri mary rea son for the early pop u lar ity of OIBM’s smart card prod uct
in Malawi (see Box 17.6). Unlike a pass book account, the card-based sav ings prod uct
keeps both depos i tors’ funds and infor ma tion secure.
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l Suf fi cient returns. Although secu rity is likely to be more impor tant to women than
finan cial returns, MFIs that wish to empower women will want to make sure that they pay
a suf fi ciently high inter est rate on women’s depos its that the value of their sav ings
increases over time and is not eroded by infla tion.

Money Trans fers

The amount of money sent by women and men, how it is sent, and how it is used are deter -
mined not only by indi vid ual deci sions or mar kets, but also by the gendered power rela tions
within house holds and econ o mies (Mayoux and Hartl, 2009). MFIs that want to serve women 
effec tively should not assume that women will want to access money in the same places, make
pay ments through the same chan nels, or value the same prod uct fea tures as men. 

If women’s mobil ity is restricted, for exam ple, the loca tion of the money trans fer ser vice will
be impor tant. Women will need to access the ser vice in an area they fre quent. Cel lu lar
phone-based money trans fer ser vices such as those offered by G-Cash in the Phil ip pines and
M-Pesa in Kenya, are ideal for women because they can be used even in their own home.
Women do not have to take time away from their busi ness or fam ily to make a trans ac tion.
Money received can be stored elec tron i cally until a time when women can safely and con fi -
den tially go to retrieve it. Those who are illit er ate can learn how to use num bers and sym bols
to com plete a trans ac tion with out having to complete any forms.

Mar ket research will be par tic u larly use ful when it comes to link ing a money trans fer ser vice to 
other finan cial prod ucts that an MFI might offer (see Chap ter 11). For instance, women
migrants might find a remit tance prod uct attrac tive if they were able to deposit money directly 
into a school fees sav ings account, out of which their chil dren’s school fees would be auto -
mat i cally deducted when they come due, thus ensur ing that the funds would not be diverted
for other pur poses. If women are the ones receiv ing remit tances, they might it help ful to have
access to an emer gency or microenterprise loan prod uct that is linked to some per cent age of
their last six months of remittance flows.
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Box 17.6 Red Light No Match

Oppor tu nity Inter na tional’s bank in Malawi, OIBM, offers a bio met ric smart card that
enables illit er ate cus tom ers with no offi cial gov ern ment iden ti fi ca tion (the vast major ity
of the pop u la tion) to open and man age a sav ings account using fin ger prints for iden ti fi -
ca tion. The min i mum open ing deposit is US$4.50. One early sav ings cus tomer was a
domes tic ser vant whose employ ers had granted her sev er ance pay when they moved
away. She depos ited the full amount at OIBM using her smart card. A few weeks later,
when her hus band died of AIDS, the hus band’s rel a tives came to seize the prop erty of his 
widow. They found her smart card and took it to the bank, but the bio met ric reader
showed “red light: no match”. Although the rel a tives argued with the teller that this was
their due, he held firm that the account belonged to the woman. Her sav ings were pro -
tected and became her only asset as she began her life again.

Source: Quisumbing and Pandolfelli, 2008.



Women are an increas ing pro por tion of migrants, and in most des ti na tion coun tries their
num bers are grow ing faster than those of males. A study by the United Nations Inter na tional
Research and Train ing Insti tute for the Advance ment of Women (INSTRAW) found that
women rep re sented almost half of the inter na tional migrant pop u la tion (Ramírez et al., 2005). 
In some coun tries, such as the Phil ip pines and Indo ne sia, women con sti tute 70–80 per cent of 
all migrants (World Bank, 2009 and Micra Indo ne sia, 2010). MFIs can help women make the
most of the eco nomic oppor tu ni ties that migra tion can bring by chan nel ing some of their
remit tances into a con trac tual sav ings account that enables women to safely accu mu late assets 
with which they can make a living upon their return. 

Insur ance37

To design effec tive micro-insur ance prod ucts for women, MFIs must under stand both the
risks that poor women face, and the way house hold dynam ics influ ence how women man age
risk. In terms of expo sure, women face sev eral health risks that men do not, prin ci pally those
related to preg nancy and child birth. Their phys i o log i cal vul ner a bil ity exposes them to greater
phys i cal abuse and risk of sex u ally-trans mit ted dis ease. It also makes their prop erty more vul -
ner a ble to theft and crime. Gen der dif fer ences in crops grown make women’s crop and
weather insur ance needs dif fer ent from those of men as well (Mayoux and Hartl, 2009).

As house hold care givers, women assume respon si bil ity for cop ing with many risks, such as
the health care needs of chil dren, losses to fam ily income due to a spouse’s ill-health or death,
and ensur ing the future of their chil dren in the event of their own death. This respon si bil ity
for house hold risk man age ment, com bined with their own vul ner a bil ity, tends to result in
women being more risk averse than men. Albeit a ratio nal response, this atti tude adversely
influ ences the effec tive ness of their risk-man age ment strat e gies since risk-averse approaches
tend to result in low returns, which make it harder to break the cycle of pov erty. As men tioned 
pre vi ously, women often save more than men, but the sav ings they set aside earn lit tle or no
income and leave fewer resources avail able for invest ment in higher-return business activities.

By enhanc ing the sta bil ity and secu rity of cash flows, microinsurance can free up resources
and make women more con fi dent about invest ing in risk ier enter prise strat e gies. It can spread
the costs of expen sive health treat ments or death-related expenses over many years and
enable poor women to tackle expen sive health-related costs for them selves and their fam ily
mem bers with out tak ing high-cost loans or cut ting food expenses. Well-designed life
microinsurance can help poor women cope with both the short-term expenses (funeral costs)
and long-term adjust ments (loss of a bread win ner’s income) asso ci ated with the death of a
hus band, with out hav ing to sell pro duc tive assets or exclu sively depend on chil dren or social
rela tion ships for sup port. It can also help poor women ensure that their chil dren, espe cially
their daugh ters, are cared for in case of their own death. Prop erty insur ance pol i cies can
encour age the for mal registration of assets in a woman’s name.

Although microinsurance can be very use ful to poor women, often it is not (World Bank,
2009):

l Insur ance prod ucts are often bun dled with loans so women can not access them unless
they go into debt.
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37 This section is adapted from Banthia et al., 2009.



l Insur ance pol i cies fre quently exclude health con cerns that apply to large num bers of
women (preg nancy is one exam ple) because they pres ent too great a risk for insur ers.

l Since the major ity of MFI bor row ers are women and loan-linked cov er age typ i cally pro -
tects the life of the bor rower only, women are left unpro tected if their hus bands die, which 
is often when they are in great est need. 

l Women’s lower incomes make them less able to afford insur ance pay ments. The insta bil -
ity of their income also puts them at greater risk of hav ing their pol icy cancelled due to a
missed pay ment. 

l A lump sum pre mium pay ment is often required and many women find it dif fi cult to accu -
mu late this sum. 

l Given illit er acy lev els and mobil ity restric tions, women may be less able to under stand
pol icy con di tions and pur sue claims. They may be deceived into tak ing up schemes which
are not to their advan tage and may be less able to take advan tage even of good insur ance
schemes with out con sid er able fol low-up by insur ance pro vid ers. 

Microinsurance pro grams that are suc cess fully serv ing women have found ways to avoid
these prob lems. Insti tu tions such as CARD in the Phil ip pines and FINCA in Uganda have
mod i fied their credit life insur ance pol i cies to cover spouses. In Sudan, Learn ing for Empow -
er ment against Pov erty (LEAP) offers loans, and in India, SEWA offers sav ings prod ucts that 
help women pay their annual insur ance pre mium (see Boxes 17.7 and 17.8). Larger MFIs,
such as BancoSol in Bolivia, have been able to cover mater nity-related risks at a rea son able
cost lower by nego ti at ing with insur ers. Oth ers have used mar ket research to hone in on the
prod uct attrib utes women most desire. The Micro Insur ance Acad emy pres ents cli ents with a
“menu” of ben e fits, allow ing women to pick and choose attrib utes depend ing on their needs
and ability to pay.

Regard less of the approach taken, microinsurance pro grams that want to tar get women will
need to strike a bal ance between pro vid ing cov er age that meets their needs, min i miz ing oper -
at ing costs for MFIs and insur ers, and keep ing pre mi ums low to fos ter affordability and
acces si bil ity. Insur ance pol i cies and claims pro cess ing will need to be sim ple and easy to
under stand. Exclu sions and com plex pro vi sions should be kept to a min i mum, pay outs
should be straight-for ward, and the MFI should offer suf fi cient infor ma tion dur ing the appli -
ca tion pro cess that poten tial pol i cy hold ers can be clear about the terms and conditions of the
product they are buying.
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Box 17.7 Facil i tat ing Pay ment of a Lump Sum Insur ance Pre mium

The Sudan Min is try of Health runs a heavily sub si dized health insur ance pro gram that
sal a ried peo ple access through their employ ers. Poor peo ple could not access the pro -
gram, because of dif fi cul ties arrang ing it and a large yearly pay ment is required. Learn -
ing for Empow er ment Against Pov erty (LEAP), with rep re sen ta tives from its Women’s
Cen tres, estab lished an agree ment with the Health Insur ance Depart ment whereby
Women’s Cen tres pro vide the insti tu tional chan nel for the yearly pay ment, and indi vid u -
als repay the Cen tres in smaller monthly instal ments.

Source: Mayoux and Hartl, 2009.



Because of their roles as child bear ers and care givers, women typ i cally value insur ance
schemes that pro tect their fam ily as well as them selves. How ever, high incre men tal costs for
add ing fam ily mem bers often make fam ily cov er age unaf ford able, or force women to pick
and choose who to insure. The lat ter response raises seri ous issues for women and girls
because they are often the ones left out. SEWA in India has attempted to mit i gate this prob -
lem by offer ing their cli ents pack aged fam ily health microinsurance plans, which auto mat i -
cally include all fam ily mem bers with no need to pick and choose. While the pack ages are
more expen sive than insur ing one indi vid ual, SEWA found that it was able to keep incre men -
tal costs low by insur ing a larger population (see Box 17.8). 

In the case of life insur ance, women often appre ci ate being given a choice over who the ben e -
fi ciary of their pol icy will be. Many women nom i nate their daugh ters or a guard ian whom they 
trust to ensure the ben e fit is spent on their chil dren’s edu ca tion. Insur ance com pa nies such as
All Lanka Mutual Assur ance Orga ni za tion (ALMAO) in Sri Lanka and La Equidad in Colom -
bia have actu ally designed life microinsurance plans to sup port sur viv ing depend ents over a
period of time (see Box 17.9).

Non-Finan cial Ser vices

As sum ma rized in Table 17.1, the bar ri ers pre vent ing women from mak ing pro duc tive use of
finan cial ser vices are many, and they can not be elim i nated through better access to finan cial
ser vices alone. For this rea son, MFIs that tar get women typ i cally inte grate one or more
non-finan cial ser vices into their prod uct port fo lio, either through direct ser vice pro vi sion or
in part ner ship with a non-finan cial ser vice provider (see Chapter 12).
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Box 17.8 India’s SEWA Bank: A Pio neer in Gen der-Sen si tive
Microinsurance

With a tagline of “Our lives are full of risks, Vimo SEWA makes our life secure!,” India’s
SEWA Bank offers its cli ents – all self-employed poor women – a choice of three
microinsurance schemes that have been designed to pro vide unique ‘cra dle to grave’ cov er -
age for many of the key finan cial pres sures faced by poor women. Avail able at var i ous price
points to ensure affordability, the schemes cover the death, health and assets of women,
with options to also cover hus bands and chil dren for a low incre men tal fee. The chil dren’s
cov er age pro vides pro tec tion to all the chil dren in the fam ily in one pre mium, to avoid fam i -
lies hav ing to choose which of their chil dren to insure. Start ing with 7,000 cli ents in 1992,
Vimo SEWA now cov ers nearly 200,000 women, men and chil dren. The pro grams are
uniquely inte grated with SEWA’s fixed deposit sav ings accounts, giv ing cli ents the option to
pay insur ance pre mi ums with the inter est accrued from their sav ings account.

SEWA uses a vari ety of com mu ni ca tion strat e gies to pro mote these prod ucts and edu -
cate cli ents about microinsurance. They have found that reg u lar face-to-face inter ac -
tions with cli ents are highly val ued by women, who appre ci ate the feel ing of involve ment
and the oppor tu nity to ask ques tions about their pol i cies and to dis cuss broader fam ily
issues relat ing to risk. SEWA also pro vides com fort able women-only forums to dis cuss
issues such as what can hap pen when a woman or a poor fam ily con fronts a major risk
and how they can pro tect their fam i lies from those risks by using microinsurance.

Source: Banthia et al., 2009.



Some of the non-finan cial ser vices that MFIs have found help ful in enabling women to use
their finan cial ser vices more effec tively include:

l Busi ness man age ment train ing. This cat e gory of non-finan cial ser vice has been pop u -
lar among both com mer cially- and socially-ori ented MFIs because it not only helps
women man age their busi nesses better; it also makes them better cli ents of finan cial insti -
tu tions. The train ing can take many forms, from short edu ca tional ses sions inte grated into 
the loan appli ca tion pro cess to sep a rate cur ric ula such as the ILO’s Start and Improve
Your Own Busi ness programme or the online resource cen tre recently launched by Stan -
dard Char tered Bank (see Box 17.10). As men tioned in the sec tion on loans above, busi -
ness man age ment train ing is often key to enabling women to take the next step in
expand ing their busi ness.

l Finan cial edu ca tion. To coun ter women’s lower lev els of edu ca tion and mar ket expo -
sure, and to assist them in mak ing more stra te gic finan cial man age ment choices, a grow ing 
num ber of MFIs are for mally incor po rat ing finan cial edu ca tion programmes into their
prod uct offer ing. A vari ety of courses and meth od ol o gies have been devel oped by SEWA
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Box 17.9 Microinsurance Ensures Caregiving Con tin ues

At ALMAO in Sri Lanka, the “Senehesa” pol icy pays ben e fits to the chil dren of the insured
if the par ent dies dur ing the term of the pol icy. What is unique about this pol icy is that,
instead of pro vid ing a lump-sum pay ment, 20 per cent of the sum insured is pay able on
death and there af ter 20 per cent of the sum insured is paid on each sub se quent anni ver -
sary of death for four years. This grad ual pay ment of ben e fits suits the needs of child-ben e -
fi cia ries as it pro vides them with some ongo ing finan cial sup port as they grow older.

La Equidad has taken a sim i lar approach to stag ger ing ben e fits over time. In Colom bia,
when a bread win ner in a poor fam ily dies, one of the key cop ing mech a nisms is to take chil -
dren out of school. Equidad’s “Amparar” prod uct tries to pre vent this by pay ing a monthly
edu ca tion ben e fit for up to 24 months. In addi tion to a lump sum pay ment for death and
funeral sup port, the pol icy pro vides fam i lies with a monthly pay out for food for one year.

Source: Ahmed and Ramm, 2006 and Banthia et al., 2009.

Box 17.10 Women in Busi ness Resource Cen tre

In March 2010, Stan dard Char tered launched the Women in Busi ness Resource Cen tre,
an online tool designed to help women entre pre neurs start and grow their own busi -
nesses. It con tains train ing mod ules and exer cises on top ics such as ana lys ing bal ance
sheets, con trol ling cash flow and pen e trat ing new mar kets as well as tools that have been 
spe cif i cally designed for women entre pre neurs on lead er ship prac tices, man age ment
styles, nego ti a tion skills, and mar ket ing to women. The site also show cases suc cess sto -
ries from women entre pre neurs. The Resource Cen tre is cur rently avail able in eight lan -
guages, includ ing tra di tional Chi nese, sim pli fied Chi nese, Korean, Thai, Bahasa
Indo ne sia, Hindi, Ben gali and Eng lish. It is hosted online at:
http://www.standardchartered.com/sme-bank ing/resourcecentre/.

Source: Stan dard Char tered, 2010.



in India, SIEMBRA in Mex ico, Microfinance Oppor tu ni ties and Free dom from Hun ger
(see Box 12.8 in Chap ter 12), among oth ers. An inno va tive approach to finan cial edu ca -
tion that can be used with illit er ate women is described in Box 17.11.
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Box 17.11 Live li hood Road Jour neys and Trees

Oxfam Novib, in part ner ship with LEAP in Sudan and GreenHome and Bukonzo Joint
Sav ings in Uganda, is devel op ing a com bined mar ket research and finan cial lit er acy
meth od ol ogy. Based on expe ri ence with the Gen der Action Learn ing Sys tem for work ing
with peo ple who can not read and write, the under ly ing idea is that these tools can be
used both as part of any orga ni za tion’s mar ket research pro cess or on an ongo ing basis by 
microfinance groups, them selves, as a con tin ual pro cess of par tic i pa tory prod uct devel -
op ment. The tools are designed to increase par tic i pants’ under stand ing of their sit u a tion
and finan cial lit er acy and hence using them is an empow er ing pro cess in itself.

There are two main types of tools:
live li hood road jour neys (see Fig ure
17.2) and trees. Live li hood road
jour neys either: 1) iden tify peo ple’s
future live li hood ambi tions com -
pared with where they are cur rently
and estab lish time-bound tar gets for
achiev ing their goals based on an
anal y sis of risks and oppor tu ni ties; or 
2) look at expe ri ences in the past,
such as oppor tu ni ties seized, how
live li hoods have been built up from
mul ti ple strat e gies and oppor tu ni -
ties, cri ses that have occurred, and
how they were dealt with. Road jour -
neys help iden tify how cli ent strat e -
gies can best be sup ported and
which prod ucts are likely to give
max i mum ben e fit.

Live li hood trees facil i tate more detailed anal y sis of the sources of house hold income, the 
labour con tri bu tion of var i ous house hold mem bers, and dif fer ences in expen di ture and
ben e fit. Income and expen di ture can be ana lysed by gen der on sep a rate sides of the tree
and used to iden tify ‘how far the tree leans and towards whom’ in pat terns of inequal ity
in con tri bu tions and in access to or con trol of income within the house hold. Trees also
include anal y sis of poten tial or actual loan use, sav ings and rein vest ment. They can be
used to iden tify par tic u lar areas of con sump tion in which loans or sav ings prod ucts
might be use ful, sources of repay ment, and how women’s con trol can be increased.

The live li hood road jour neys and trees can be used as busi ness plans and loan con tracts
with MFIs. In India, the Sudan and Uganda, groups now use some of these tools, with
very lit tle exter nal super vi sion, to increase the pov erty inclu sion of their groups and to
develop their own live li hood plans. Indi vid u als are also teach ing the indi vid ual plan ning
tools to oth ers in their house holds and com mu ni ties. Thus, the meth od ol ogy has the
poten tial to be self-rep li cat ing and, once estab lished, instead of being a cost to the orga -
ni za tion, could be an effec tive means of recruit ing reli able new cli ents able to cred i bly
com mu ni cate their own finan cial needs.

Source:  Mayoux and Hartl, 2009.

Fig ure 17.2 Live li hood Road Jour ney



l Lit er acy. Help ing women learn how to read and write has obvi ous ben e fits for MFIs that
wish to develop long-term, pro duc tive rela tion ships with those who are cur rently illit er ate. 
Com bin ing lit er acy train ing with access to finan cial ser vices also has the poten tial to gen -
er ate sig nif i cant eco nomic ben e fits for cli ents, as illus trated by the Nep a lese case study
pre sented at the end of this chap ter.

l Childcare. Opportunidad Latinoamerica in Colom bia and the Bull ock-Cart Work ers
Devel op ment Asso ci a tion (BWDA) in India found that childcare was a key con straint to
women’s busi ness growth and sought out ways to over come that bar rier. BWDA not only
runs a childcare cen tre for chil dren of low-income work ing women, but also holds sum -
mer camps for rural chil dren dur ing the school sum mer hol i days which are attended by
25,000 to 30,000 chil dren annu ally (Shahnaz, 2010).

l Advo cacy. Some MFIs have devel oped strat e gies aimed at chang ing social norms and
legal frame works. In the case of WORTH, which is described at the end of this chap ter, a
Rights, Respon si bil i ties, and Advo cacy (RRA) cur ric u lum helped women’s vil lage banks
to develop action plans for achiev ing goals that they set to bring about change in their
com mu ni ties. SEWA organ ises and pro motes the rights of low-income women work ers
in India. In 2007, it brought and won a series of his toric legal cases to the Supreme Court
to sup port and pro tect ven dors in Delhi. It also nego ti ated with the Munic i pal Cor po ra -
tion of Delhi to ver ify the iden tity of female con struc tion work ers, which enabled them to
receive a pen sion and ben e fits (One World Action, 2010). MFIs in Ban gla desh dis sem i -
nated voter edu ca tion mate rial to women through their orga ni za tion before the last elec -
tions, and CARE–Niger has been very effec tive in devel op ing women’s lead er ship to
com pete in local elec tions (Mayoux and Hartl, 2009).

l Refer rals. Instead of offer ing non-finan cial ser vices on their own, MFIs often pub li cize
the avail abil ity of these ser vices (for exam ple, legal aid, repro duc tive health, coun sel ling,
etc.) from third par ties. They may dis trib ute mar ket ing mate ri als in their branches, pro vide 
staff with a list of orga ni za tions that they can refer cli ents to if they iden tify some one in
need or, in the case of insti tu tions that use a “credit with edu ca tion” model, pro vide a list a
speak ers that could be made avail able to groups.

l Health care sup port and train ing. With afford able health care being a high pri or ity for
women, yet dif fi cult to find, a few MFIs have inte grated the pro vi sion of health care and
finan cial ser vices, as in the case of Pro Mujer (see Box 17.12).

l Empow er ment. While all of the non-finan cial ser vices listed above can increase
women’s self-con fi dence, access to resources and/or abil ity to set and achieve stra te gic
goals, some MFIs design a multi-fac eted pack age of non-finan cial ser vices with a broader
empow er ment objec tive. The IMAGE and WORTH ini tia tives are two exam ples of such
approaches (see Box 17.13 and the case at the end of this chap ter).

The advan tages and dis ad van tages of mak ing non-finan cial ser vices vol un tary ver sus com pul -
sory are dis cussed in Chap ter 12 and do not need to be debated again here. When tar get ing
women, how ever, it is impor tant for MFIs that offer non-finan cial ser vices to make sure those 
ser vices are avail able at a time and in a loca tion that is con ve nient for women given their
enter prise and house hold respon si bil i ties and their poten tial mobility limitations.
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Box 17.12 Health Care Sup port and Train ing at Pro Mujer
Pro Mujer believes that health is women’s most pre cious asset, a key to their well-being
and suc cess in the home, the work place, and their com mu nity. Health care is par tic u -
larly cru cial for micro entre pre neurs because an ill ness can deplete sav ings and other
assets, keep them away from their busi ness, and cause other dis rup tions that can
threaten a busi ness. For these rea sons, Pro Mujer has pio neered an approach that inte -
grates health care and finan cial ser vices, pro vid ing infor ma tion and ser vices that help
cli ents stay healthy and run their busi nesses.

Pro Mujer offers both health care and finan cial ser vices from neigh bour hood cen tres,
which cli ents visit reg u larly to make loan pay ments, attend work shops, and get advice
from their peers. Its phy si cians, nurses and train ers pro vide basic health edu ca tion dur -
ing times set aside before and after repay ment meet ings to dis cuss nutri tion, hygiene,
pre-and post-natal care, fam ily plan ning and other repro duc tive health top ics. Con ve -
niently, cli ents access health care and busi ness sup port in one place. To pro vide health
care sup port, Pro Mujer oper ates clin ics or part ners with other health care pro vid ers. This 
depends on local needs and health infra struc ture.

Source: Pro Mujer, 2010.

Box 17.13 Com bin ing Microfinance with Gen der and HIV Train ing
The Inter ven tion with Microfinance for AIDS & Gen der Equity (IMAGE) Pro ject is an exam ple 
of how a well-designed microfinance programme can pro vide a plat form for address ing a
range of broader devel op men tal issues. Devel oped by the Small Enter prise Foun da tion
(SEF) and the Rural AIDS and Devel op ment Action Research (RADAR) Programme, the
IMAGE Pro ject was designed to be inte grated into SEF’s exist ing microfinance programme.

The train ing com po nent, Sis ters for Life (SfL), con sists of 10 one-hour par tic i pa tory ses -
sions deliv ered by RADAR staff at the begin ning of SEF cen tre meet ings, which take
place every two weeks and are com pul sory for cli ents. The train ing is struc tured to give
par tic i pants an oppor tu nity to strengthen their con fi dence and skills relat ing to com mu -
ni ca tion, crit i cal think ing and lead er ship. Train ing top ics include gen der (roles, inequal -
ity and cul ture); the body, sex u al ity and gen der-based vio lence; com mu ni ca tion and
rela tion ships; and HIV trans mis sion and pre ven tion. The train ing is fol lowed by a
six-month com mu nity mobi li sa tion phase.

Over all, the microfinance com po nent of IMAGE per formed as well as other SEF oper a -
tions, if not better. Dur ing the pilot phase (2001-2004), exit rates were con sis tently 50
per cent lower than the aver age for SEF, port fo lio growth rates were above aver age; meet -
ing atten dance was high, and the repay ment rate was over 99 per cent. The pro ject also
achieved impres sive changes in terms of women’s self-con fi dence, rela tion ships with
their part ners and engage ment in their com mu ni ties. The most remark able achieve ment
was a 55 per cent decrease in vio lence (phys i cal and sex ual abuse) expe ri enced by
women within the fam ily, and a sig nif i cant change in risky sex ual behav iour that might
lead to HIV infec tion, evi denced by a 24 per cent increase in the use of con doms and a
60 per cent increase in those access ing vol un tary test ing for HIV.

Com bin ing two spe cial ist pro jects cre ated syn er gies result ing in impacts beyond those that 
have been achieved by either organi sa tion inde pend ently. Finan cial ser vices enabled
women to increase their eco nomic con tri bu tion to the house hold, which strength ened
women’s bar gain ing power, while train ing pro vided the aware ness, self-con fi dence and
sup port nec es sary for women to chal lenge vio lent behav iour within the house hold. As one
cli ent com mented, “Now that we have money we are able to say how we feel with out fear -
ing that your hus band will stop sup port ing you… Now we know how to talk to our hus bands 
about sex ual mat ters, but before they would beat you when talk ing about those things.”

Source: Adapted from Simanowitz, 2008a and 2008b.



17.4 Out reach Strat egy

As intro duced in Chap ter 3, a mar ket out reach strat egy con sists of four main com po nents: 1)
a def i ni tion of the prod ucts and ser vices that will be offered to a tar geted mar ket; 2) a plan for
com mu ni cat ing the value that those prod ucts and ser vices offer the tar geted mar ket; 3) a plan
for deliv er ing the prod uct offer ing to that mar ket; and 4) a plan for build ing a rela tion ship
with the tar geted mar ket. This sec tion explores each of these com po nents for an out reach
strategy focused on women.

Prod uct Strat egy

Since the design char ac ter is tics of spe cific prod ucts that MFIs might offer women were dis -
cussed in the pre vi ous sec tion, here it is worth com ment ing on the over all prod uct port fo lio
strat egy only. MFIs that tar get women often begin their rela tion ship with new cli ents by offer -
ing a sav ings prod uct. Early on, they also typ i cally rely on group-based lend ing meth od ol o gies 
and non-tra di tional forms of col lat eral, to give women oppor tu ni ties for build ing assets, skills, 
and con fi dence. Later, they pro vide access to other prod ucts that facil i tate growth, such as
individual loans or leasing products. 

Most MFIs that spe cif i cally tar get women also inte grate some kind of non-finan cial ser vice
into their prod uct port fo lio, often in part ner ship with a non-finan cial insti tu tion that has a
mis sion and financ ing to sup port the pro vi sion of such ser vices. The WORTH and IMAGE
ini tia tives described in this chap ter pro vide excel lent exam ples of how part ner ships can bring
results for finan cial as well as non-finan cial actors that they could not have achieved on their
own. As artic u lated above, non-finan cial ser vices are an impor tant ingre di ent enabling
women to over come the obsta cles they face in mak ing pro duc tive use of an MFI’s financial
services.

Regard less of the prod ucts devel oped, MFIs should resist the temp ta tion to sim ply rep li cate
mod els that have been used else where. They should design ser vices based on a sound under -
stand ing of women’s finan cial needs and the gen der con straints being faced in the local envi -
ron ment. To iden tify which prod ucts and design fea tures can best con trib ute to women’s
empow er ment under a par tic u lar set of cir cum stances, MFIs will have to con duct mar ket
research. The most widely dis sem i nated toolkit for mar ket research in microfinance is the one
devel oped by MicroSave,38 and these tools can be adapted with rel a tive ease to explore gen der
dimen sions of prod uct design. Box 17.14 sug gests some of the ways this might be done.

It is impor tant to stress that nei ther women nor men are a homog e nous group and should not
be treated as such. Women, for exam ple, can be wid owed, sin gle, newly mar ried, preg nant,
young girls, unem ployed, employed, rural or urban. MFIs can use fully seg ment the female
mar ket seg ment by age, mar i tal sta tus, income level, health sta tus, degree of con trol over
assets, and so on. Such seg men ta tion will enable an MFI to tai lor its prod uct port fo lio, as well
as the com mu ni ca tion, deliv ery and rela tion ship strat e gies dis cussed below, to the needs of
spe cific sub-seg ments. Given the size of the female mar ket seg ment, this is a par tic u larly
useful product development strategy.
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Box 17.14 Mar ket Research Tools for Gen der-Sen si tive Prod ucts

l Wealth rank ing or pov erty dia mond tools pro vide rapid ways of seg re gat ing a com mu nity 
into three or four basic pov erty cat e go ries accord ing to local cri te ria. Par tic i pants then
rank them selves or peo ple in their com mu nity accord ing to the lev els or the indi ca tors.
They can also com pare their cur rent posi tions with their sit u a tions before they joined a
programme, or their tar get posi tions after one year or a spec i fied period of time.
Microfinance pro vid ers and groups can use dia monds to iden tify gen der-spe cific
dimen sions of pov erty; to exam ine the socio-eco nomic char ac ter is tics of women who
choose to join (or not join), those who leave or whose accounts become dor mant; and to
develop more inclu sive prod ucts in col lab o ra tion with cli ents or poten tial cli ents

l Sea son al ity anal y sis of house hold income, expen di ture, sav ings and credit pro vides
insights into some of the risks and pres sures faced by female and male cli ents, how
they use MFIs’ finan cial ser vices to respond to these and what prod uct improve ments
or inno va tions MFIs can design in response.

l Sea son al ity anal y sis of migra tion, casual employ ment and goods/ser vices looks at the 
avail abil ity of cash and exam ines how far women and men might have to migrate to
find work. This has impor tant impli ca tions for the abil ity to make reg u lar sav ings and
loan repay ments, and also women’s con trol over house hold incomes earned by men.

l Cash mobil ity map ping pro vides an under stand ing of where women and men go to
acquire or spend cash (mar kets, waged labour, co-oper a tives, infor mal finan cial
organi sa tions etc.) and to lead into dis cus sions of which finan cial ser vice insti tu tions
they trust or value and why.

l Rela tion ship map ping anal y ses intra- and inter-house hold sup port net works and
power rela tion ships in order to increase under stand ing of the dynam ics of house holds 
and com mu ni ties. For MFIs, they can be quan ti fied to esti mate, for exam ple, the inci -
dence of polyg amy or of house holds headed by women. They can also be used to
under stand which rela tion ships are impor tant to women, and to exam ine how groups
can be used to strengthen rather than under mine social net works.

l Life-cycle anal y sis iden ti fies events that require lump-sums of cash. In addi tion to
births, mar riages and deaths and the gen der dif fer ences in needs related to these, a
gen der-sen si tive anal y sis would also look at preg nancy, divorce and wid ow hood and
other times of par tic u lar vul ner a bil ity.

l Time Series of asset own er ship (this year, last year, 5 and 10 years before) is use ful in 
deter min ing what “pro duc tive” and “pro tec tive” assets are val ued the most, and thus 
the poten tial for design ing or refin ing cor re spond ing finan cial prod ucts for hous ing,
edu ca tion, health insur ance and so on. A gen der sen si tive anal y sis would include
con sid er ation of gen der dif fer ences in con trol and own er ship.

l Finan cial ser vice Venn/Chapati dia gram or matrix iden ti fies finan cial ser vice pro vid ers
within the com mu nity and their roles, which pro vid ers are used by whom, the rates they
charge, etc. This can pro vide impor tant insights into how poor women and men’s per cep -
tions of finan cial ser vices some times vary sub stan tially from the actual terms and con di -
tions being offered. It also leads to dis cus sion of how dif fer ent ser vices can be improved.

l Rank ing of prod ucts and/or ser vice pro vid ers helps an MFI under stand the rel a tive
impor tance/desir abil ity of dif fer ent prod uct fea tures (for exam ple, inter est rate, open -
ing bal ance, grace period etc.) for dif fer ent groups of women and men. It could also
help iden tify prod uct fea tures that would facil i tate women’s con trol over incomes and 
resources.

Source: Mayoux, 2006 adapted from MicroSave tools.



Com mu ni ca tion Strat egy

An MFI’s com mu ni ca tion strat egy, like its prod uct strat egy, will need to be informed by mar -
ket research and an under stand ing of women’s pre ferred com mu ni ca tion chan nels, their val -
ues, their level of lit er acy, and a host of other vari ables. The more clearly an MFI pro files its
female mar ket (see Chap ter 3), the eas ier it will be to find the right tone, chan nel, con text and
mes sages with which to com mu ni cate effec tively with that market.

To com mu ni cate with women, MFIs can build on rela tion ships or net works that women already
use to access and dis sem i nate infor ma tion, such as women’s asso ci a tions, reli gious orga ni za tions
or infor mal credit and sav ings groups. They can dis trib ute infor ma tion in places where women
already con gre gate, such as mar kets, water sources or health clin ics. They can also be cre ative with
mass-mar ket ing tech niques such as the social soap opera being devel oped by Women’s World
Bank ing and the live thea tre per for mances being used by Kashf (see Box 17.15). In all cases, MFIs
should ana lyse the cost-ben e fit ratio of the var i ous strat e gies with which they exper i ment and
focus their resources on those that best reach the women they are try ing to serve.

Atten tion also needs to be paid to the con tent of the mes sages sent to women. In mar ket ing
mate ri als as well as appli ca tion and trans ac tion forms, insti tu tions should ensure that their lan -
guage is cli ent-focused and easy to under stand, so that cli ents will be clear about prod uct ben -
e fits as well as the insti tu tion’s require ments and pro ce dures. With illit er ate cli ents, this will
require ver bal as well as visual com mu ni ca tion chan nels. Messaging for women should take
into con sid er ation the ten dency, in many cul tural con texts, for women to require more infor -
ma tion than men before they are will ing to make a finan cial deci sion (Banthia et al., 2009).
Finan cial lit er acy cam paigns can be very help ful in increas ing women’s aware ness and under -
stand ing of the var i ous financial services that might be available to them.
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Box 17.15 Cre ative Com mu ni ca tion

To edu cate the pub lic about sav ing, Women’s World Bank ing (WWB) will sup port the cre -
ation of a “social soap opera” in the Domin i can Repub lic. Because low-income women
often tend to believe that sav ing small amounts of money in for mal finan cial insti tu tions
is not worth the effort, notes WWB, the soap opera will fea ture sto ries high light ing
respon si ble man age ment of money. WWB will work on the pro ject with Puntos de
Encuentro, a Nic a ra guan NGO with expe ri ence in using TV serial dra mas to change cul -
tural atti tudes. Through the soap opera, WWB will not only illus trate both pos i tive and
neg a tive money man age ment prac tices – and the con se quences of these action – but will 
fol low up with a com mu ni ca tions cam paign that will use the buzz cre ated by the soap
opera to encour age peo ple to save more money through for mal bank accounts. 

In Paki stan, Kashf’s Gen der Empow er ment and Social Advo cacy (GESA) team uses thea -
tre to edu cate cli ents on themes of gen der empow er ment, vio lence and other crit i cal
threats to low-income women and their fam i lies. It has been a par tic u larly effec tive tool
for Kashf as it expands into rural areas where the insti tu tion is less well known. The live
per for mances are used to edu cate the local com mu nity about the insti tu tion, its val ues
and objec tives, and what it can offer. It is also a use ful tool to inform fam i lies of poten tial 
women loan offi cers who would be hired to staff the local branches. 

Source: Iskenderian, 2010 and Lynch, 2009.



In addi tion to being clear, MFI mes sages must be attrac tive to women. Images and pho to -
graphs are pow er ful – not only for those who are illit er ate. Visu als can con nect read ers with
the insti tu tion through the use of famil iar scenes and activ i ties while also chal leng ing ste reo -
types, for exam ple, by depict ing women in non-tra di tional activ i ties. An MFI’s mar ket ing can
encour age women’s aspi ra tions, for instance, to be suc cess ful busi ness women, to be rec og -
nized as finan cial con tri bu tors to the house hold, or to be inde pend ent and capa ble of mak ing
finan cial deci sions (Frank, 2008). This can help moti vate women to approach an MFI and to
tackle the chal lenges that may be involved in accessing or utilizing the MFI’s services.

One ele ment that suc cess ful gen der-sen si tive com mu ni ca tion strat e gies often have in com -
mon is a means to ensure fre quent con tact with women cli ents, not just to sell a prod uct, but
to sup port usage and answer que ries about the prod uct over time. Reg u lar con tact was spe cif i -
cally men tioned as a suc cess fac tor by the IMAGE pro ject (see Box 17.13), for instance, and
by both SEWA (see Box 17.8) and BRAC in their live li hood interventions with girls.

Who com mu ni cates with women can also be impor tant. In Paki stan, for exam ple, the suc cess of 
NRSP’s mater nity health loan was hin dered by a lack of female staff who could mar ket the loans 
and appraise appli ca tions. Peo ple in the com mu nity had res er va tions about dis cuss ing mater nity 
mat ters with male credit offi cers (Chen, 2009). Hir ing and train ing women sales agents from
local com mu ni ties has been a crit i cal suc cess fac tor for Tata-AIG in India as well. Female sales
agents have been more approach able and acces si ble to local women (Chur chill, 2006).

Although an MFI may tar get women, its com mu ni ca tion strat egy will not nec es sar ily exclude
men. Finan cial lit er acy cam paigns that address both gen ders and incor po rate exam ples of
men and women jointly dis cuss ing house hold finan cial plans could con trib ute sig nif i cantly to
chang ing men’s atti tudes and behav iour. In order to open up access for women, men in the
com mu nity will need to under stand the objec tives, prod uct offer ing, ben e fits, and require -
ments of the MFI. Clear com mu ni ca tion with men can also help avoid the poten tially neg a tive 
impacts of extend ing finan cial ser vices to women and ensure that the MFI’s inter ven tions
ulti mately cre ate a strong house hold, not empowered women and disempowered men.

Deliv ery Strat egy

There are three main issues to con sider in this sec tion: 1) where should ser vices be deliv ered;
2) by whom should they be deliv ered; and 3) through what pro cesses should they be deliv ered.

Where Should Ser vices Be Deliv ered?

Given their heavy domes tic work load and, in some cases, mobil ity restric tions, women gen er -
ally pre fer MFIs that can bring finan cial ser vices as close to their homes and/or busi nesses as
pos si ble. They tend to value deliv ery strat e gies that min i mize trans ac tion costs more than they 
value a low-priced ser vice, 24-hour access, or a prod uct design that per fectly meets their
needs. One of the rea sons for which large group deliv ery mod els have been so pop u lar is that
they bring finan cial and non-finan cial ser vices to women instead of women hav ing to go to an
MFI or its partners.

Groups also pro vide a power plat form – a forum for shar ing infor ma tion and devel op ing new 
skills; a source of peer sup port and encour age ment that can moti vate sav ings and build con fi -
dence; a space for iden ti fy ing com mon issues and orga niz ing for change (Murray and Boros,
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2001). In some cul tures, groups must con sist entirely of women in order for this power plat -
form to ben e fit women. In other cul tures, the gen der divide is less severe. An MFI’s approach
to group orga ni za tion will depend on the degree of gen der seg re ga tion within a com mu nity,
on women’s and men’s inter ests, and on the mission of the MFI itself. 

Safety is also a con cern for women and another rea son why group-based deliv ery chan nels
have worked well for them his tor i cally. Women group together with other women whom they 
trust and they meet in a known, safe place. MFIs that want to intro duce women to other deliv -
ery chan nels, such as branch offices, ATMs or POS devices, will need to make sure that these
access points are located in areas that are acces si ble to women – areas that are safe, where it is
cul tur ally accept able to be seen, and where they feel comfortable. 

Tech nol o gies such as cel lu lar phone bank ing and smart cards are mak ing it pos si ble for MFIs
to bring their ser vices ever closer to women, often through indi vid ual chan nels. This can
bring greater con fi den ti al ity, much greater con ve nience and lower trans ac tion costs, for
exam ple, if phys i cal meet ings between the MFI and cli ents are no lon ger required or can be
held less fre quently or for a shorter duration.

Who Should Deliver the Ser vices?

As dis cussed in the sec tion on com mu ni ca tion strat egy, it can often be advan ta geous to
employ women staff to more effec tively serve women. While male loan offi cers treat ing
women cli ents with respect and dig nity is empow er ing in and of itself, many women cli ents
indi cate that they can relate more eas ily to female loan offi cers, and that female loan offi cers
pro vide a role model of achieve ment. In some cul tures, MFIs and their part ners must have
female staff to serve female cli ents, be it with finan cial or non-finan cial ser vices. In Paki stan,
Men no nite Eco nomic Devel op ment Asso ci ates (MEDA) and the Enter prise and Career
Devel op ment Insti tute (ECDI) cre ated an entire “woman-to woman” net work that enabled
iso lated rural embroiderers to access qual ity inputs, more sophis ti cated designs and
high-value urban mar kets through knowl edge able women “middlemen” (Jones and
Snelgrove, 2006).

Bor row ing a con cept from cor po rate mar ket ing strat egy, WWB argues that MFIs tar get ing
women cus tom ers will be more suc cess ful at under stand ing and respond ing to cus tom ers’
needs if they mir ror their mar ket at all lev els, not just at the field level. Accord ing to Lynch
(2009), “This is not to say that men can not or do not grasp the needs of a female cli ent base,
but rather that hav ing women’s voices at the tables where deci sions are made about which
prod ucts to offer, and how, will lead to deci sions that are more respon sive to women clients.” 

The demand ing nature of a career in microfinance (due to long hours and exten sive travel) can 
make it dif fi cult to attract and retain female staff, how ever. So what is an MFI to do? A staff
gen der pol icy can help an MFI to pro mote gen der equity inter nally and exter nally. It can begin 
by mak ing the busi ness case for gen der diver sity (Lynch, 2009). It can then estab lish prac tices
that encour age gen der sen si tiv ity, proactively develop women within the insti tu tion, and cre -
ate a fam ily-friendly work envi ron ment (see Table 17.3).

358

17 Microfinance for Women



Table 17.3 Good Prac tices in Staff Gen der Pol icy

Prac tice Exam ple

Recruit ment and
pro mo tion

• Include gen der aware ness in job descrip tions and as key cri te rion for recruit ment
and pro mo tion.

• Adver tise employ ment oppor tu ni ties through chan nels likely to reach more
women.

• Cre ate an in-house mentoring programme.

• Adopt proactive hir ing and pro mo tion strat e gies to recruit high-poten tial women
into senior man age ment posi tions until gen der bal ance is reached.

Rights at work • Review all norms and job descrip tions from a gen der per spec tive.

• Give equal pay for equal work.

• Guar an tee free dom from sex ual harass ment (women and men).

• Estab lish rights and respon si bil i ties.

• Estab lish struc tures for all staff to par tic i pate in deci sion mak ing.

Fam ily-friendly
work prac tices

• Pro vide flex i ble work ing arrange ments: flexi-time, flexi-place, part-time work, and 
job shar ing at all lev els, includ ing senior man ag ers.

• Develop mater nity and pater nity leave pol i cies.

• Pro vide childcare and depend ent care leave and sup port.

Train ing • Pro vide ongo ing train ing for all men and women staff in par tic i pa tory gen der
aware ness, sen si ti za tion, plan ning, and anal y sis.

• Pro vide fol low-up train ing with spe cific tools and meth od ol o gies.

• Pro vide train ing for women to move from midlevel to senior posi tions.

Imple men ta tion
struc ture and
incen tives

• Ade quately resource a gen der focal point to coor di nate the imple men ta tion of
gen der pol i cies through out the orga ni za tion.

• Inte grate gen der equal ity and empow er ment indi ca tors into ongo ing mon i tor ing
and eval u a tion.

• Estab lish staff tar gets and incen tives for achiev ing gen der equal ity and
empow er ment.

Source: World Bank, 2009.

Through What Pro cesses Should Ser vices Be Deliv ered?

Given women’s lower lev els of lit er acy, edu ca tion and free time, pro cesses need to be kept as
sim ple and stream lined as pos si ble. This applies not only to the deliv ery of finan cial prod ucts,
but also to the deliv ery of what ever non-finan cial ser vices or empow er ment ini tia tives an MFI 
might decide to facil i tate. Often, empow er ment ini tia tives can be mainstreamed into an MFI’s 
core activ i ties, thus avoid ing extra costs for the cli ent and the MFI. This may be eas ier for
insti tu tions that use a large-group credit-with-edu ca tion model, but it can also be imple -
mented by for-profit MFIs that deliver only finan cial services directly to individuals.

In the lat ter case, for exam ple, MFIs might adjust the ques tions asked dur ing the appli ca tion
pro cess to pro mote a vision of empow er ment, to encour age appli cants to think through their
finan cial plan ning, or to help them chal lenge inequal i ties in power and con trol within the
house hold (Mayoux and Hartl, 2009). Group pro cesses could actively pro mote women’s par -
tic i pa tion and lead er ship. Adver tis ing cam paigns could include finan cial edu ca tion mes sages.
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Loy alty rewards and sales pro mo tions could be designed to empower the recip i ent or the
women and girls in her family. 

Another impor tant pro cess that has not yet been dis cussed is the man age ment of infor ma tion. 
Infor ma tion sys tems need to seg ment data by gen der, and man ag ers need to ana lyse that
infor ma tion reg u larly to mon i tor the sta tus of their rela tion ships with women and men, to
increase their under stand ing of the female and male mar ket seg ments over time, and to iden -
tify oppor tu ni ties for improv ing ser vice deliv ery to spe cific sub-seg ments in the future. With
seg mented data, an MFI can com pare, for exam ple, the mar ket ing chan nels that suc cess fully
recruit women in dif fer ent income brack ets or the clus ters of prod ucts that women pur chase
in different stages of their lifecycle. 

If an MFI does not have a suf fi ciently robust infor ma tion sys tem to seg ment all of its data, it
can track a hand ful of spe cific indi ca tors as part of its ongo ing per for mance man age ment.
Some of the indi ca tors it might con sider include:

l Per cent age of women cli ents 

l Per cent age of women access ing larger loans or higher-level ser vices

l Per cent age of female staff

l Per cent age of deci sion-mak ing posi tions within the MFI held by women 

l Vol ume of prod uct usage by women and men

l Fre quency of prod uct usage by women and men

l Repay ment, arrears or default rates among women and men

l Exit or reten tion rates among women and men

l Cus tomer sat is fac tion among women and men

Rela tion ship Strat egy

The final com po nent of an MFI’s out reach strat egy con sid ers how the prod uct, com mu ni ca -
tion and deliv ery strat e gies will come together to build a strong rela tion ship with the female
mar ket seg ment over time. It will not nec es sar ily require a sep a rate action plan, but think ing
about how the MFI wants to build a rela tion ship with women and what kind of rela tion ship it
wants to build will influ ence how its prod uct, com mu ni ca tion and deliv ery strategies
ultimately take shape.

For exam ple, reg u lar inter ac tion was noted above to be an impor tant con trib u tor to effec tive
com mu ni ca tion, but it can also be a crit i cal com po nent of a strat egy for build ing long-term
rela tion ships with women. As part of its rela tion ship strat egy, an MFI might want to con sider
how it can cre ate reg u lar com mu ni ca tion oppor tu ni ties with women cli ents and how its com -
mu ni ca tion with cli ents might evolve as the rela tion ship strength ens. How might the MFI
lever age com mu ni ca tion oppor tu ni ties to develop a rela tion ship? In the WORTH and
IMAGE pro jects, women’s reg u lar par tic i pa tion in some kind of joint activ ity was nec es sary
for empow er ment. This sug gests that com mu ni ca tion strat e gies which facil i tate inter ac tion
will be more powerful than the simple dissemination of information.
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Advo cacy and empow er ment invest ments are not nec es sar ily required for an MFI to serve
women, but can sig nif i cantly strengthen an MFI’s rela tion ship with its female cli ents. These
invest ments can dif fer en ti ate the MFI from its com pe ti tion, put women in a better posi tion to 
use the MFI’s ser vices, com mu ni cate that the MFI cares about the well-being of its cli ents and 
not just profit, and gen er ate customer loyalty.

In order for an MFI’s rela tion ship with women to grow and strengthen over time, the insti tu -
tion may want to make a spe cial effort to pro tect that rela tion ship and to pro tect women from
the poten tially neg a tive effects of finan cial ser vice access by devel op ing and imple ment ing
gen der-sen si tive con sumer pro tec tion guide lines or a cus tomer care char ter.39 By empha siz -
ing pri vacy, eth i cal behav iour, and treat ing each cus tomer with respect, these guide lines can
offer sub stan tial pro tec tion to women as well as men, par tic u larly if guide lines are com bined
with gen der train ing for staff and/or financial literacy training for clients. 

MFIs can also develop a brand and an insti tu tional cul ture that is women-friendly and
empow er ing. They can hon our women both as con tri bu tors to house hold econ o mies and as
busi ness own ers and oper a tors. They can tai lor their sales pro mo tions and loy alty
programmes to pro vide incen tives that female cli ents find attrac tive. Rewards that show case
women’s suc cess, increase their con fi dence, or con front obsta cles that pre vent women from
mak ing pro duc tive use of finan cial ser vices can strengthen the MFI’s rela tion ship with these
cli ents in addi tion to recognizing their loyalty to date.

If an MFI wants to serve women more effec tively and does not know where to start, a good
first step might be a gen der audit. A gen der audit has two main objec tives: 1) to ensure that an
MFI’s ser vices are equally attrac tive for men and women, tak ing into account their dif fer ent
needs, pri or i ties and char ac ter is tics; and 2) to rec om mend adap ta tions that could cre ate a
better work ing envi ron ment for both sexes (Athmer, 2004). A gen der audit helped the Chris -
tian Enter prise Trust of Zam bia (CETZAM) real ize that its col lat eral require ment was dis ad -
van ta geous to women and its loan pro cesses to be too com plex (Mutalima, 2006). In
Ban gla desh, ASA used the Orga ni za tional Gen der Assess ment tool devel oped by Women’s
World Bank ing to uncover insti tu tional pol i cies that neg a tively affected employ ees who are
moth ers, such as reg u lar field staff rota tion and a require ment that staff mem bers at all branch 
offices work late into the night man ag ing loan recov ery and over due pay ments (Iskenderian,
2010). Once these MFIs iden ti fied their weaknesses, they were able to do something about
them.

An ongo ing pro cess of under stand ing women’s chal lenges and oppor tu ni ties, and devel op ing
prod ucts and ser vices that can sup port them in tack ling those chal lenges and oppor tu ni ties, is
per haps the stron gest foun da tion that an MFI can build for build ing and sus tain ing a
long-term rela tion ship with the female mar ket seg ment.
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Main Mes sages

1. Men and women will not be able to make equal use of an MFI’s ser vices if they have
unequal resources with which to access those ser vices.

2. Tar get ing women does not nec es sar ily mean exclud ing men.

3. Seg ment and ana lyse per for mance data by gen der.

4. Look for ways to main stream empow er ment ini tia tives into an MFI’s core activ i ties.

5. Make sure women’s voices are heard at the tables where deci sions are made

6. A staff gen der pol icy can help an MFI to pro mote gen der equity inter nally and exter -
nally.

Case Study: The WORTH

Back ground. In response to extremely low lit er acy rates among vir tu ally all groups of
Nepali women, the U.S. Agency for Inter na tional Devel op ment (USAID) awarded Pact, a
non-profit inter na tional devel op ment orga ni za tion, a grant to pro vide lit er acy train ing to
500,000 rural Nepali women through a pro ject known as Women Read ing for Devel op -
ment (WORD). Through this pro gram, which was con ducted in 71 of Nepal’s 75 dis tricts, 
Pact asked women what had moti vated them to become lit er ate. They answered con sis -
tently that being able to read and write would help them increase their fam ily income.

In response to this feed back, Pact began to explore ways to bring income-gen er at ing pro -
grams to poor women in Nepal. It designed a pro gram rooted in the infor mal groups that
had proved so suc cess ful in the imple men ta tion of WORD. It believed that this strat egy
would not only reach large num bers of women in the short est pos si ble time and at the
low est pos si ble cost, but it would also make it pos si ble to reach groups in rural, even
remote, areas where MFIs could not readily work. Pact believed that women would appre -
ci ate their inher ent strengths if they became lit er ate and gen er ated and con trolled their
own wealth, par tic u larly by help ing them selves and each other. If they cre ated their own
Vil lage Banks with their own sav ings, if they read self-help books together and mas tered
lit er acy, bank ing, and busi ness skills, they could be entirely self-reli ant.

The Women’s Empow er ment Pro gram (WEP), as it was known in Nepal, began in 1998, but
later, when Pact took the pro gram to other coun tries, it was renamed WORTH. In Nepal, Pact 
chose to work through 240 local grass roots enti ties rather than to try to work directly with
women and, as a result, was able to engage over 100,000 women in just a few months.

WORTH was an empow er ment pro gram for all rural women, not only the very poor. Pact
did not expect that the better-off would be greatly attracted to a self-help pro gram deal -
ing, at least ini tially, with very small sums. It believed, how ever, that those better-off
women who were inter ested in WORTH could be an impor tant asset, con trib ut ing their
skills and sav ings. It also rec og nized that even better-off women in Nepal’s Terai region
were still rel a tively poor, often illit er ate, marginalized, and dis ad van taged. As it turned
out, accord ing to a sur vey of WORTH’s impact in 2001, bank mem bers earned con sid er -
ably less that Nepal’s annual per capita income of just over US$200. Forty-five per cent
of the mem bers were deeply poor, sub sist ing on less than US$75 per year. Another 35
per cent were only a lit tle better off earn ing at most US$160 a year.

How WORTH Works. Every woman con trib utes to her group’s sav ings fund every week. At
the same time, women who know how to read and write use WORTH mate ri als focused on 
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busi ness and bank ing to help oth ers learn. Women then prac tice their lit er acy skills by
read ing together mate ri als that guide them in turn ing their sav ings fund into a loan fund.
The group lends to indi vid ual mem bers, charg ing inter est on the loans. Peri od i cally the
group dis trib utes the inter est back to the mem bers as a div i dend. At the same time, the
mem bers who receive loans are encour aged to invest the money in their own small busi -
nesses. WORTH women thus develop two streams of income – one from their indi vid ual
busi nesses and one from their col lec tive busi ness, the Vil lage Bank.

The WORTH cur ric u lum con sists of a series of self-instruc tion hand books that deal
sequen tially with lit er acy, bank ing, and busi ness. The books make it pos si ble for women
to learn sounds, let ters, and num bers in Nepali through a sim ple key-word method and
the ample use of car toon draw ings. Women build their skills in both read ing and arith me -
tic as they read together about how to develop their group, mas ter WORTH vil lage bank -
ing, and cre ate vibrant busi nesses. The mes sages are highly tar geted and pre sented
through sto ries and pic tures that encour age dis cus sion and facil i tate informed deci sion
mak ing by group mem bers. Women are expected to pay small join ing and book fees that
are depos ited into their group fund. They must seek their own lit er acy vol un teer and pur -
chase a cash box and cal cu la tor for their bank ing activ i ties.

Appre cia tive Plan ning and Action. An inno va tive group pro cess meth od ol ogy, Appre cia -
tive Plan ning and Action (APA), was one of the most impor tant ele ments of WORTH. First 
devel oped in Nepal from the prin ci ples of Par tic i pa tory Rural Appraisal (PRA) and
Appre cia tive Inquiry, APA encour aged women to focus on their suc cesses rather than
their prob lems. APA encour aged women to share sto ries as a foun da tion for learn ing and
helped them make their own story a driv ing force in the pro gram. Women who have been
immersed in prob lems all their lives usu ally have given lit tle thought to their strengths
and oppor tu ni ties, and the APA pro cess enabled women, per haps for the first time, to lis -
ten to the suc cess sto ries of their peers and to gain both a sense of their own poten tial
and the con fi dence to try new things.

Women shared their sto ries, achieve ments, aspi ra tions, and plans for the future through
reg u larly orga nized Fam ily Days to which their fam i lies and com mu ni ties were invited.
Suc cesses that started with one mem ber ended up empow er ing the whole group,
women’s fam i lies, and the larger com mu nity. The groups also par tic i pated in “Monthly
Mobile Work shops” in which two mem bers of each of ten groups came together to share
suc cess sto ries, ask ques tions of one another, and receive addi tional train ing. These
work shops were enor mously pop u lar among women and helped cre ate net works of Vil -
lage Banks through out the pro gram area.

Rights, Respon si bil i ties, and Advo cacy Train ing. Inter spersed among the var i ous WORTH
activ i ties was a six-month-long Rights, Respon si bil i ties, and Advo cacy (RRA) cur ric u lum
deliv ered by The Asia Foun da tion. This mod ule, which com ple mented WORTH’s empow er -
ment agenda and the APA pro cess, made use of trained facil i ta tors, focused on a
rights-based frame work for learn ing, and pro moted the notion that women have both the
oppor tu nity and respon si bil ity to be active mem bers of civil soci ety. Groups com monly
devel oped action plans to achieve goals that they set to bring about change in their com -
mu ni ties. Thou sands of activ i ties took place in all 21 dis tricts as a result of this train ing
and plan ning, includ ing cam paigns deal ing with such issues as alco hol ism, gen der-based
vio lence, mar riage reg is tra tion, polyg amy, child mar riage, and girls’ edu ca tion.

Results. Prior to the pro gram’s start, the 125,000 women in WORTH had already accu -
mu lated about US$720,000 in sav ings. Dur ing the two years of WORTH they nearly tri -
pled that amount, almost all of which was par celled out in loans to over 52,000 women
at the end of the pro gram in 2001. Women were earn ing 18 to 24 per cent annual returns 
on their sav ings. Twelve per cent of the groups reported one or more late pay ments, but
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only 4 per cent had ever made a loan on which a woman actu ally defaulted. Over the
course of the pro gram the num ber of women in busi ness grew from 19,000 to 87,000.
Microenterprise sales in the final six months of the pro gram were close to
US$5,500,000, up from US$600,000 for a sim i lar six-month period two years ear lier.
Eighty-five per cent of mem bers were read ing and writ ing at some level (although some
only to write their names) com pared with approx i mately 40 per cent prior to WORTH. 

In 2006, Pact con ducted research to deter mine if any of the vil lage banks still existed
despite the civil war and the col lapse of national gov er nance, and, if so, how they were
far ing as com mu nity banks and as vehi cles of change. It found that 64 per cent of the
orig i nal 1,536 Vil lage Banks were still active eight and a half years after the pro gram
began and five to six years after all WORTH-related sup port ended. The aver age vil lage
bank holds total assets of over Rs. 211,000 (US$3,100), more than three times its hold -
ings in 2001. Forty-three per cent of women said that their degree of free dom from
domes tic vio lence had changed because of their mem ber ship in a WORTH group. One in
ten reported that WORTH helped “change her life” because of its impact on domes tic
vio lence. Eighty-three per cent of women reported that because of WORTH they are able
to send more of their chil dren to school. A quar ter of the exist ing WORTH groups has
helped start an esti mated 425 new groups involv ing another 11,000 women with nei ther 
exter nal assis tance nor prompt ing from WORTH itself.
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18 Post-cri sis Microfinance40

“Microfinance is being viewed as a tool that can serve mul ti ple goals. Pre dom i nantly, it
remains an eco nomic devel op ment strat egy that focuses on rebuild ing and restart ing local
econ o mies by pro vid ing needed finan cial ser vices for enter prise cre ation. But there is also

con sid er ation of its use as a relief and sur vival strat egy in the imme di ate wake of disas ter, and 
as a tool for peace and rec on cil i a tion.” ~ Edgcomb, in Doyle (1998)

Armed con flicts, eco nomic cri ses, coups, earth quakes, floods and other nat u ral and man made
disas ters are unfor tu nately too com mon to ignore their exis tence and their impact on devel op -
ment, includ ing on microfinance. A cri sis poses seri ous chal lenges for microfinance programmes.

At the same time, microfinance programmes can have pos i tive polit i cal, social and eco nomic
impacts on post-cri sis set tings by inte grat ing dif fer ent groups of cli ents (for exam ple, res i dents and 
return ees), build ing trust and social cap i tal (through group lend ing) and facil i tat ing eco nomic
recon struc tion. In envi ron ments char ac ter ized by pro longed low-inten sity fight ing, microfinance
may actu ally help to bring the con flict to a close by pro vid ing pop u la tions with eco nomic oppor tu -
ni ties and incen tives to stop fight ing and invest in local eco nomic devel op ment.

This mod ule intro duces basic con cepts and con sid er ations for MFIs that are inter ested in
serv ing cri sis-affected com mu ni ties. It addresses the fol low ing six topics:

1. When is microfinance an appro pri ate inter ven tion?

2. Char ac ter is tics of a post-cri sis envi ron ment 

3. Char ac ter is tics of post-cri sis cli ents

4. Design ing a post-cri sis prod uct port fo lio

5. Deliv er ing a post-cri sis prod uct port fo lio

6. Pre par ing cli ents and insti tu tions for cri sis 

18.1 When Is Microfinance an Appro pri ate Inter ven tion?

If an MFI is pres ent in a com mu nity when cri sis strikes, then the ques tion it must answer is not
whether to inter vene, but rather which ser vices it can and should offer dur ing and imme di ately
after the cri sis. For an MFI that seeks to enter a cri sis-affected area for the first time, or to re-enter
an area from which it pre vi ously had to exit, the ques tion of when to enter that area is crit i cal.

Unfor tu nately, there is no easy answer to this ques tion. There are many types of cri sis, some
of which last for decades and oth ers that sta bi lize more rap idly. The tim ing for enter ing a cri -
sis-affected area and intro duc ing or re-intro duc ing finan cial ser vices depends less on the
amount of time that has passed since the out break or res o lu tion of the cri sis and more on the
nature of destruc tion caused. Some what sur pris ingly, microfinance can be an appro pri ate
inter ven tion as soon as three basic con di tions are met (USAID, 2004):

1. Polit i cal sta bil ity. The oper at ing envi ron ment must offer a rea son able degree of secu rity
and safety to an MFI and its cli ents. Put neg a tively, there must be an absence of chaos. This 
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does not mean that there must be a total absence of con flict or of the pos si bil ity that con -
flict might flare up again. MFIs such as LEAP in Libe ria and URWEGO in Rwanda have
dem on strated that microfinance can be done suc cess fully in one area of a coun try while
con flict rages in oth ers (see Box 18.1).

2. Eco nomic activ ity. Accord ing to Doyle (1998), “If there is a sin gle, deter min ing fac tor
across orga ni za tions and con texts that sig nals the pos si bil ity of ini ti at ing microfinance
activ i ties, it is the reap pear ance of open-air mar kets.” Some MFIs wait until approx i mately
thirty per cent of microentrepreneurs have returned to busi ness, oth ers less, but the
resump tion of basic eco nomic activ ity seems to indi cate that cli ents’ lives are return ing to
nor mal and poten tial demand for income-gen er at ing finan cial ser vices exists. MFIs that
sur vive a cri sis may be able to offer cli ents risk-man ag ing finan cial ser vices (such as access
to sav ings and remit tances) before eco nomic activ ity resumes, but those that wish to
launch new microcredit activ i ties will want to wait until they see oppor tu ni ties for pro duc -
tive invest ment.

3. Pop u la tion sta bil ity. To oper ate suc cess fully in a post-cri sis envi ron ment, an MFI must
be rea son ably sure that the peo ple it wants to serve will remain in the area long enough to
repay their loans.

Of course, just because microfinance can be an appro pri ate inter ven tion once these three con -
di tions are met does not mean that it will be an appro pri ate inter ven tion. MFIs that choose to
oper ate in a post-cri sis envi ron ment must be will ing and able to exper i ment and be suf fi -
ciently flex i ble to man age chang ing cir cum stances. It will help if they have a long-term inter est 
in serv ing the area and are pre pared to face higher costs and risks in the short-term. It will also
help if the oper at ing envi ron ment pos sesses one or more of the following:

l Mac ro eco nomic sta bil ity. A steady cur rency and sta ble prices make the busi ness of
microfinance eas ier. Unfor tu nately, infla tion and for eign exchange fluc tu a tions are often
part of post-con flict econ o mies. MFIs deal with this insta bil ity by lend ing in a hard cur rency
or in-kind and by recy cling cash as quickly as pos si ble back into the loan port fo lio, but these
strat e gies increase costs for the MFI and, in many cases, trans fer risks to the cli ents.

l Func tion ing com mer cial bank ing sys tem. Com mer cial banks pro vide impor tant sup -
port ser vices to the microfinance sec tor. Most impor tantly, they lever age funds and pro -
vide sav ings facil i ties for non-reg u lated insti tu tions and their cli ents. They also move
money elec tron i cally within and between coun tries. Although MFIs man age to oper ate in
the absence of a bank ing sys tem, they expose them selves to greater secu rity risk and incur
higher admin is tra tive costs. Out reach is also often lim ited by the avail abil ity of funds.
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Box 18.1 What Is Suf fi cient Sta bil ity?

World Relief Rwanda started Urwego, a microfinance insti tu tion, in 1996, nearly two
years after the geno cide of 1994. Even then, many observ ers ques tioned whether
Rwanda was suf fi ciently sta ble for microfinance, given the exis tence of insur rec tions in
cer tain parts of the coun try. Urwego’s response was sim ply to stay away from those areas, 
focus ing on the more sta ble areas of the coun try.

Source: USAID, 2004.



l Social cap i tal or trust. Finan cial sys tems can not oper ate with out some degree of trust
between finan cial insti tu tions and cli ents and, if group lend ing meth od ol o gies are
employed, between cli ents them selves. The more an MFI can tap into trust mech a nisms
that are still func tion ing or that peo ple carry in their recent mem ory, the less time, energy
and money will need to be spent rebuild ing social net works or cre at ing shared norms and
val ues that can facil i tate con tracts and group trans ac tions. 

Although MFIs can oper ate suc cess fully in post-cri sis sit u a tions with out these con di tions,
mac ro eco nomic sta bil ity, a func tional com mer cial bank ing sys tem and social cap i tal must
even tu ally appear for microfinance to become sus tain able. If none of these con di tions is pres -
ent, an MFI should seri ously con sider whether the tim ing is right for it to enter the mar ket.
Emer gency relief and human i tar ian assis tance might be more appro pri ate inter ven tions at
that point in time. Table 18.1 sum ma rizes the essen tial and favour able conditions for
post-crisis microfinance. 

Table 18.1 Essen tial and Favour able Con di tions for Post-Cri sis
Microfinance

Exter nal Inter nal

Essen tial
Con di tions

• Polit i cal sta bil ity

• Suf fi cient eco nomic activ ity and
demand for finan cial ser vices 

• Rel a tive pop u la tion sta bil ity 

• Capac ity and will to exper i ment

• Flex i bil ity in prod uct and programme
design

Favour able
Con di tions

• Mac ro eco nomic sta bil ity

• Func tion ing com mer cial bank

• Sup port insti tu tions devel op ing

• Social Cap i tal, Trust (among pop u la tion
as well as in insti tu tions)

• Avail abil ity of long term fund ing 

• Inter est in long term engage ment in the
area 

• Will ing ness to face higher costs and
risks

Source: Authors’ sum mary of USAID, 2004.

18.2 Char ac ter is tics of a Post Cri sis Envi ron ment

Accord ing to Nourse et al (2006), cri ses are typ i cally clas si fied into one of three cat e go ries: 1)
rapid-onset disas ters, which are caused by events such as earth quakes and floods; 2)
slow-onset disas ters, such as drought or deser ti fi ca tion; and 3) con flict, either high-inten sity
or low-inten sity. Although these three types of cri ses impact com mu ni ties in dif fer ent ways,
there are cer tain char ac ter is tics that all post-cri sis envi ron ments tend to have in common.

Per sist ing inse cu rity. When a cri sis ends, fear, uncer tainty, vio lence and law less ness do not
imme di ately dis ap pear. Espe cially after a pro longed armed con flict, demo bi lized sol diers who
pos sess weap ons but not jobs may sur vive by steal ing from oth ers, includ ing MFI staff and cli -
ents. A lack of respect for the rule of law will affect the way peo ple deal with dis agree ments long
after the shoot ing has ended. Unre solved prob lems may per sist in new forms, and con flict can
return after a short period of peace. Even in the case of nat u ral disas ters, the lack of capac ity for
gen eral law enforce ment can cre ate an envi ron ment that is ripe for loot ing and crime. 
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Human resource lim i ta tions. Cri ses deplete a com mu nity’s human resource base in sev eral
ways: peo ple may be killed or injured, they may flee, or if the cri sis lasts a long time, they may
spend years with out access to edu ca tion or train ing. As a result, MFIs may find it con sid er ably
more dif fi cult and more expen sive to recruit and train staff in a post-con flict envi ron ment.
Cli ents are also likely to be less edu cated and may require more train ing and sup port than in
other envi ron ments. Both staff and cli ents may require coun sel ling to over come the trauma
they expe ri enced dur ing the cri sis.

Pop u la tion mobil ity. A large per cent age of the pop u la tion may be forced to leave their
home or even their coun try as a result of a cri sis. The long-last ing con flict in Mozam bique
between 1964 and 1992, for exam ple, caused 10 per cent of the total pop u la tion to flee the
coun try and 23 per cent to dis place inter nally (Wil son, 2001). In Bosnia, dur ing five years of
con flict, 51 per cent of the pop u la tion was dis placed (Doyle, 1998), and the 2010 earth quake in 
Haiti left approx i mately 15 per cent of the pop u la tion home less (Asso ci ated Press, 2010).
Once a cri sis ends, these pop u la tions will often try to return home, with vary ing con se quences 
for MFIs that may try to serve them.

Tem po rary increase in self-employ ment. Cri ses destroy both for mal and infor mal
employ ment oppor tu ni ties, but the infor mal sec tor re-estab lishes itself much faster than the
for mal sec tor. As a result, many peo ple turn to self-employ ment and to the infor mal sec tor in
an effort to make a liv ing, some for the first time and some only until the for mal sec tor is
rebuilt.

Destruc tion of phys i cal cap i tal. Dam age to infra struc ture such as roads, mar kets, elec tric ity 
and tele com mu ni ca tion sys tems affects eco nomic and finan cial activ ity as well as the deliv ery
of basic ser vices, such as health, edu ca tion and san i ta tion. The loss of shel ter and other pro -
duc tive and non-pro duc tive assets increases the pov erty and vul ner a bil ity of house holds in
post-cri sis envi ron ments.

Destruc tion of social cap i tal. As men tioned pre vi ously, cri ses dam age and often destroy
social cap i tal – the net works, norms, val ues and under stand ings that facil i tate coop er a tion
within or among groups. The dam age is worst in pro longed con flicts, when cer tain seg ments
of soci ety cause harm to oth ers, which cre ates resent ment and often leads to a lack of trust in
local insti tu tions, in peo ple and in the future. This is espe cially prob lem atic for com mu -
nity-based finan cial insti tu tions and for sup plier credit and other forms of value chain finance. 
Nat u ral disas ters can dis perse pop u la tions and cause emo tional dis tress, but their effect on
social cap i tal is usu ally tem po rary. Even though social infra struc ture may be destroyed, the
ties that bind the com mu nity together are usu ally not and as soon as peo ple can find a way to
come together, those ties help them cope with the cri sis. Social cap i tal is often strength ened
by the expe ri ence of hav ing sur vived the cri sis together.

Insta bil ity. Per sist ing inse cu rity, pop u la tion mobil ity, and the destruc tion of phys i cal and
social cap i tal all con trib ute to ongo ing eco nomic insta bil ity. Both at the mac ro eco nomic and
micro ec o nomic lev els, this unsta ble and unpre dict able envi ron ment makes it dif fi cult and
risky to make plans for the future.

Influx of donor funds and grants. In the early stages of cri sis response, relief and human i -
tar ian assis tance has an impor tant role to play. Nev er the less, the intro duc tion of grants and
sub si dies can cre ate depend ency and dis tort the mar ket for sus tain able microfinance if they
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last too long or if the ratio nale and short-term nature of the grants is not clearly com mu ni -
cated. MFIs oper at ing in a post-cri sis envi ron ment will need to invest time in advo cacy to
encour age the appro pri ate use of grants (see Chap ter 13), to raise donor agency aware ness of
how microfinance can help tran si tion com mu ni ties from relief to devel op ment, and to com -
mu ni cate mes sages that avoid con fu sion between loans and grants. 

Table 18.2 sum ma rizes the impact of the three main types of cri ses on var i ous lev els of an
econ omy. The exact impact of a cri sis will depend on its dura tion, scale and inten sity, as well
as the strength of the affected com mu nity’s social and phys i cal infra struc ture prior to the cri -
sis and its degree of cri sis pre pared ness. In gen eral, con flicts have greater impact than disas -
ters, espe cially long-last ing con flicts, because they destroy the rela tion ships and com mu nity
struc tures that are needed to cope with the consequences of a crisis.

Table 18.2 Lev els of Impact by Type of Cri sis

Micro-level
(busi nesses,
house holds)

Meso-level
(insti tu tions) Macro-level

 Slow-onset
disas ters

• Loss of assets

• Loss of skills due to
migra tion

• Declines in
pro duc tiv ity

• Weak mar ket ing
net works due to
migra tion

• Dam age to or loss of
nat u ral resources

Local ized reduc tion in
capac ity to enforce laws 
and pro vide basic
ser vices

Rapid-onset
disas ters

• Loss of assets

• Dis rupted mar kets

• Trauma

Infra struc ture dam aged
or dev as tated

Con flict • Loss of assets

• Loss of skills due to
migra tion or
inef fec tive edu ca tion

• Insta bil ity or loss of
net works and
increased oper at ing
costs lim it ing mar ket
scope

• Trauma

• Infra struc ture
dam aged or
dev as tated

• Licit net works
dis rupted; illicit
net works
strength ened

Reduced national
capac ity to enforce laws 
and pro vide basic
ser vices

Source: Nourse et al., 2006.

18.3 Char ac ter is tics of Post-Cri sis Cli ents

Peo ple behave dif fer ently in response to a cri sis. Some remain in their home com mu nity
through out the entire cri sis (inhab it ants). Oth ers may be forced to flee, either to other areas
within their home coun try (inter nally dis placed per sons) or to other coun tries (ref u gees).
When the cri sis ends, some might return to their orig i nal com mu nity or to a new area within
their home coun try (return ees). While all of these can be found both after disas ters and armed
con flicts, another group (demo bi lized sol diers) is spe cific to armed conflicts.
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Expe ri ence with microfinance in post-cri sis set tings has led prac ti tio ners to con clude that it is
more effec tive and less risky to offer microfinance ser vices to a mixed cli en tele rather than to
tar get any par tic u lar sub-group. Con sid er ations regard ing the impact of microfinance on the
rein te gra tion, sta bi li za tion and peace pro cess, as well as scale and effi ciency of the inter ven -
tion, argue for an inclu sive programme strat egy. Nev er the less, it is use ful to think about the
dif fer ent char ac ter is tics, demands and risk fac tors of each pop u la tion group to be able to
design and market products to meet their needs.

Inhab it ants, the indi vid u als who stay in their home com mu nity dur ing a cri sis, are prob a bly
the clos est to cli ents in nor mal set tings. They are set tled, might still pos sess some pro duc tive
assets and/or land and are usu ally eager to restart their eco nomic activ i ties and take on eco -
nomic oppor tu ni ties as soon as the cri sis ends. They are there fore among the prime can di -
dates for microfinance in post-cri sis set tings. The prod ucts they typ i cally demand include
recon struc tion and emergency loans as well as savings.

Return ees are for mer ref u gees or inter nally dis placed per sons who have returned to their
coun try of ori gin. Hav ing returned to per ma nently set tle and rebuild their homes and eco -
nomic activ i ties, they are also highly favour able microfinance can di dates. Together with
inhab it ants, they pro vide the engine for devel op ment of the local econ omy. Return ees often
receive cash or grants as incen tives to return, and they may bring along some money earned or 
have access to remit tances. Besides start-up and work ing cap i tal loans, sav ings and money
trans fer ser vices might therefore be in great demand.

Ref u gees are peo ple who fled from a cri sis and live out side their coun try of ori gin. They are
among the poor est and most vul ner a ble. They have usu ally left behind their pro duc tive assets, 
have lost their social cap i tal, might have legal, cul tural and skill-related (for exam ple, lan guage) 
dif fi cul ties in engag ing in eco nomic activ i ties abroad, often lack access to mar kets, are usu ally
depend ent on human i tar ian assis tance and by def i ni tion are not per ma nently set tled. They are
more chal leng ing microfinance cli ents, but if they reside in a camp for a lon ger period,
microfinance might be a fea si ble inter ven tion. As the exam ple of IRC (Inter na tional Res cue
Com mit tee)  in Cote d’Ivoire illus trates, small, short-term loans as well as sav ings-first
approaches can work well for this mar ket seg ment (see Box 18.2). Ref u gees might also have a
demand for money transfer services to send and receive remittances.

Inter nally Dis placed Per sons (IDPs) are indi vid u als who are dis placed within their coun try 
of ori gin and resem ble ref u gees in many ways. They are usu ally not per ma nently set tled, are
eager to return to their home com mu ni ties and have left their pro duc tive assets behind. Their
advan tage over ref u gees is that they remain in their home coun try and thus may be famil iar
with the lan guage, cul ture and legal frame work and might have the oppor tu nity to earn
income dur ing dis place ment. IDPs, sim i lar to ref u gees, can be suc cess fully inte grated in
microfinance programmes, espe cially if they remain in their dis place ment area for a lon ger
period, or if the microfinance programme can follow them to their areas of origin.

Demo bi lized Sol diers are for mer mil i tary forces that have been dis armed and demo bi lized.
They are usu ally in greater need of non-finan cial assis tance includ ing edu ca tion and train ing,
mentoring and coun sel ling as well as psy cho log i cal sup port. In some coun tries, ex-com bat -
ants are still teen ag ers, hav ing been recruited as junior sol diers dur ing child hood. In gen eral,
microcredit programmes for demo bi lized sol diers have expe ri enced low recov ery rates.
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Demo bi lized sol diers tend to regard loans as gifts – com pen sa tion for the bur dens expe ri enced
dur ing the con flict. Also, they typ i cally lack the skills and entre pre neur ial spirit to become
self-employed and invest loans effec tively. They are often sup ported best by ser vices other than
microfinance (see, for exam ple, Box 18.3), although sav ings ser vices can also be use ful, espe -
cially if ex-com bat ants have pen sions or enti tle ment pay ments they want to pro tect.

18.4 Design ing a Post-Cri sis Prod uct Port fo lio

The demand for microfinance in a post-cri sis envi ron ment evolves with the pas sage of time.
Imme di ately after a cri sis, cus tom ers are try ing to cope with the most urgent con se quences of
the cri sis and their finan cial ser vice require ments are pri mar ily focused on meet ing basic
needs. Once they sta bi lize their sit u a tion and mar kets begin to func tion, their focus shifts to
rebuild ing what was lost dur ing the con flict or disas ter. Some cli ents take lon ger to make the
tran si tion than oth ers. Ref u gees, demo bi lized sol diers and those who have lost all their assets
to an earth quake or flood need more time to get their bear ings than inhab it ants who sur vived
the cri sis with min i mal losses, for exam ple. This sec tion explores the nature of the prod uct
port fo lio that tends to be use ful in the period imme di ately fol low ing a cri sis, referred to as the
emer gency response phase, ver sus the sub se quent period of recon struc tion and development, 
referred to as the recovery phase. 
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Box 18.2 Microfinance for Ref u gees – Expe ri ence from IRC in
Cote d’Ivoire

Rec og niz ing the ben e fits of sav ings and credit for the estab lish ment of eco nomic activ i -
ties and the reduc tion of vul ner a bil ity among Libe rian ref u gees in Cote d’Ivoire, IRC
started the SEAD (Small Eco nomic Activ i ties Devel op ment) programme in March 1998.
The meth od ol ogy of the SEAD programme was based on the for ma tion of ‘clubs’ among
ref u gees who trust each other, are inter ested in improv ing their eco nomic sta tus by
engag ing in small eco nomic activ i ties and plan to live in the same area in the future. IRC
encour ages the clubs to save money with the pros pect of receiv ing match ing loans after
eight weeks of suc cess ful club for ma tion and sav ing. The sav ings are depos ited in the
clos est com mer cial banks or in the club’s cash boxes. The max i mum loan size is three
times the amount depos ited and the loan term ranges from 4 to 12 weeks.

By Decem ber 1998, IRC had facil i tated the for ma tion of 146 clubs and had given
match ing loans with a value of US$89,708 to 1,822 fam i lies. One major ben e fit of the
SEAD meth od ol ogy is the built-in sustainability of the clubs beyond the reset tle ment
period. First, clubs are formed among ref u gees who intend to set tle in the same area
once they return to their home coun try. This enables club mem bers to con tinue their sav -
ings and credit activ i ties after return ing home. Sec ond, to facil i tate the return of ref u -
gees even if they have not fully reim bursed their loans, IRC accepts the club’s depos its
as cash guar an tees until the out stand ing loans are repaid. Upon full loan repay ment, IRC 
hands back the cash guar an tees. This mech a nism pro vides return ees with a safe place to 
store their sav ings dur ing the reset tle ment phase and ensures access to their resources
once installed. Finally, by eco nom i cally empow er ing ref u gees, IRC facil i tates the eco -
nomic recov ery and rein te gra tion of for mer ref u gees in their home coun try.

Source: Alles, 1999.



Emer gency Response Phase

MFIs that were oper at ing in an affected area before cri sis hit can be in the best posi tion to
sup port that area imme di ately after the cri sis. They are already on the ground, they have infra -
struc ture in place, they know the envi ron ment, and they have many estab lished rela tion ships
upon which to build. How ever, insti tu tions that are pres ent dur ing a cri sis can also be vic tims
of the cri sis. Branch infra struc ture, com mu ni ca tion chan nels, vehi cles and other assets can be
dam aged or destroyed; staff can be injured or killed. The first thing an on-site MFI must do
after a cri sis is assess its sit u a tion and deter mine the extent to which it can oper ate in the
post-crisis environment.

Donors, non-gov ern men tal orga ni za tions (NGOs) and other stake holders that were not
oper at ing in the affected area before the cri sis will not be able to build infra struc ture fast
enough to pro vide microfinance ser vices dur ing the emer gency response stage. They can,
how ever, sup port MFIs that are already estab lished in the area and assist them in recov er ing
from the cri sis. This kind of part ner ship is some thing that can be nego ti ated in advance as part 
of a con tin gency plan (refer to Sec tion 18.6) and will increase the speed with which action can
be taken after a crisis.
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Box 18.3 Ex-Com bat ant Rein te gra tion in Congo/Brazzaville

In 2000, the Inter na tional Orga ni za tion for Migra tion (IOM) and the United Nations
Devel op ment Pro gram (UNDP) launched a pilot effort to rein te grate ex-com bat ants into
self-employ ment and simul ta neously col lect small arms in Congo/Brazzaville. The pro -
gram intended to use microcredit to launch enter prises for the ex-com bat ants. Pri or ity
access to loans would be given to for mer sol diers who turned in their weap ons, and to
group pro jects in order to lower admin is tra tive and super vi sory over head costs. Through a 
two-month pilot phase, this con cept was care fully tested by the tech ni cal team. The
major ity of ex-com bat ants had lit tle expe ri ence in busi ness, and the busi ness plans they
devel oped lacked via bil ity. The tech ni cal team rec om mended sig nif i cant revi sions to the 
pro gram before pro ceed ing.

The team there fore mod i fied the strat egy to focus on train ing. The train ing would be fol -
lowed with one of two options. Those with the expe ri ence or capa bil ity to run a busi ness
could still be sup ported through micro-loans to open a new ven ture. The team rec om -
mended that microcredit be pro vided through a stra te gic part ner ship with a local
microcredit insti tu tion rather than by cre at ing a new microcredit win dow. For the major -
ity of ex-com bat ants, how ever, self-employ ment remained highly risky. The pro ject
there fore aimed to cre ate jobs within exist ing busi nesses or as sub con trac tors of ser vices 
to local gov ern ments, through a range of incen tives to stim u late the sup ply of jobs.

By becom ing more real is tic about cli ents’ abil i ties, the team removed much of the pres -
sure on microcredit insti tu tions to give loans when they could not guar an tee cli ent or
insti tu tional dis ci pline. Within the first ten weeks of launch ing the revised approach, the
pro ject reached over 4,000 ex-com bat ants with re-inte gra tion sup port. Ini tial fund ing
ran out, and based on strong early results, the pro gram was able to raise sig nif i cant fol -
low-on fund ing.

Source: Parker and Pearce, 2001.



MFIs that sur vive a cri sis might use fully pro vide the fol low ing prod ucts and ser vices:

l Access to sav ings. One of the main rea sons cli ents save is to set aside funds for use in the 
event of an emer gency (see Chap ter 4). If they have sav ings with an MFI, they are likely to
want to access at least some of that sav ings to pay for the addi tional expenses that a cri sis
can bring. An MFI might allow access not only to vol un tary sav ings, but also, on an excep -
tional basis, com pul sory sav ings. Insti tu tions should be aware, how ever, that com pul sory
sav ings with drawal pat terns tend to be more rad i cal than those of vol un tary sav ings, as cli -
ents take advan tage of the rare oppor tu nity to access the funds in their com pul sory sav -
ings account. If an MFI is per ceived to be a safe place to store funds, it may see an increase
in vol un tary sav ings depos its imme di ately after a cri sis, par tic u larly if there has been
large-scale destruc tion of hous ing. Usu ally, increased expenses, per sist ing inse cu rity and a
gen eral lack of trust in insti tu tions limit sav ings depos its dur ing this phase. 

l Safe deposit boxes. Due to the destruc tion of phys i cal infra struc ture and the increase in
inse cu rity, house holds may need a safe place to store their valu ables. If they have cash, a
sav ings account can be use ful, but more often, espe cially in the case of ref u gees, access to
a safe deposit box would be more help ful.

l Money trans fer ser vices. After both con flicts and nat u ral disas ters, a money trans fer ser -
vice (see Chap ter 10) can enable house holds to receive cash from rel a tives and friends to
help them recover from the cri sis. If an MFI has the liquid ity, pro vid ing these ser vices to
the gen eral pop u la tion and not just pre-cri sis cli ents could attract new cli ents to the insti -
tu tion that might stay and use other ser vices once their lives have sta bi lized.

l Emer gency loans. Espe cially after nat u ral disas ters, emer gency loans (see Chap ter 8) can 
be a valu able prod uct for cli ents who have not lost their pro duc tive capac ity, but face a
tem po rary increase in expenses due to the cri sis which they can not finance from their sav -
ings. For exam ple, they may need to repair their roof, or restock sup plies dam aged by
water. The pur pose of the loan is usu ally con sump tion, but it can help bor row ers keep
their busi ness going and avoid the sale of pro duc tive assets. Emer gency loans are made
avail able as quickly as pos si ble to cli ents in good stand ing for small amounts and with a
short repay ment period, often one month or less. Most MFIs have reported a 100 per cent
repay ment rate on emer gency loans dis bursed under these terms (Miamidian et al., 2005).

l Non-finan cial ser vices. For those house holds hit hard est, non-finan cial ser vices may be
more appro pri ate than any of the finan cial ser vices men tioned above. Depend ing on the
avail abil ity of aid from gov ern ment, NGO or cor po rate sources, MFIs may need or want
to pro vide ser vices that help cli ents meet their basic needs (for exam ple, food, water, blan -
kets, tem po rary shel ter) or vol un teer their branch and cli ent net work as a dis tri bu tion
chan nel for other orga ni za tions to make these ser vices avail able. In post-con flict sit u a -
tions, MFIs might also pro vide refer rals to trauma coun sel lors and begin rebuild ing social
cap i tal through group for ma tion and train ing activ i ties. Orga ni za tions that want to offer
microfinance ser vices dur ing the recov ery phase can begin devel op ing rela tion ships and
cred i bil ity in cri sis-affected com mu ni ties by pro vid ing non-finan cial ser vices dur ing this
phase.

l Emer gency relief grants. MFIs may offer one-time emer gency relief grants to their
most vul ner a ble or most severely affected cli ents to mit i gate the imme di ate impact of the
cri sis. It is impor tant that the short-term and extraor di nary nature of these grants be
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well-com mu ni cated, that the con di tions for eli gi bil ity be trans par ent, and that the grants
be designed to sup port a long-term and pro duc tive rela tion ship between recip i ents and
the MFI (see Chap ter 13).

The imme di ate period after a cri sis is not a good time to make new microenterprise loans.
How ever, cli ents who are in the pro cess of repay ing an exist ing loan may face tem po rary or
per ma nent dis rup tions in income as a result of the cri sis that affect their abil ity to repay. MFIs
must assess whether the design of their exist ing loan prod ucts can meet cus tomer and MFI
needs in the post-cri sis envi ron ment or whether prod uct pol i cies and pro ce dures need adjust -
ment. There are four types of adjust ments that MFIs often make dur ing the emer gency
response phase of a crisis.

l Late pay ments and pen al ties. MFIs may want to allow cli ents to make late pay ments for
rea sons directly related to the cri sis. For exam ple, there may be days when a branch is closed, 
a loan offi cer is unable to make sched uled vis its to cli ents, or cli ents are unable to reach their
branch because of police bar ri cades. MFIs that have late pay ment fees or pen al ties may want 
to relax these require ments dur ing the period imme di ately fol low ing the cri sis.

l Resched ul ing. If good cli ents are unable to make loan pay ments accord ing to their
pre-cri sis repay ment sched ule, MFIs can pro vide a new repay ment sched ule that gives
them time to recover from the effects of the cri sis and become re-estab lished in their busi -
nesses. The new sched ule typ i cally extends the loan term, decreas ing the size of each
instal ment pay ment or post pon ing the pay ment of inter est and/or loan prin ci pal for a
spec i fied period, after which cli ents are expected to make reg u lar pay ments for the
remain ing con tract period. Loan resched ul ing in the wake of nat u ral disas ters has become
a com mon prac tice among MFIs. Insti tu tions rec og nize that if they push too much for
on-time repay ment, they may force oth er wise out stand ing cli ents to default or to sell pro -
duc tive assets, which harms cli ents’ live li hood and their rela tion ship with the MFI. Over -
all, rapid and well-tar geted (see Box 18.4) restruc tur ing appears to save an MFI from
sig nif i cant write-offs at a short-term cost of delayed inter est and prin ci pal pay ments.

l Refi nanc ing. If good cli ents’ pro duc tive assets are destroyed in the cri sis, time alone will
not be enough to sta bi lize their sit u a tion. They will need a cash injec tion to re-estab lish
their busi nesses. After the 1998 floods in Ban gla desh, for exam ple, the Ban gla desh Reha -
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Box 18.4 Resched ul ing Loans after a Rapid-Onset Disas ter

Rather than the pre vi ously endorsed “blan ket approach” to resched ul ing all loans in
hard-hit areas, cur rent “sound prac tice” advo cates resched ul ing on an indi vid ual or bor -
row ing-group basis. Although the cus tom ized approach requires track ing down and
meet ing with all affected cli ents as well as greater admin is tra tive and mon i tor ing com -
plex ity, most MFIs agree that the cus tom ized approach makes better use of the MFI’s
lim ited sup ply of funds after a disas ter hits and ensures that MFI staff are in the field
meet ing with cli ents through out the emer gency period. Indi vid u ally resched ul ing thou -
sands of loans will require a lot of work on the part of the MFI’s accoun tants, branch
man ag ers, and staff. To make the sys tem mod er ately man age able, a spe cific pol icy
should be estab lished to give loan offi cers param e ters for resched ul ing, as well as some
stan dard ized choices among pay ment sched ules.

Source: Parker and Nagarajan, 2001.



bil i ta tion Assis tance Com mit tee (BRAC) per mit ted cli ents to take up to 50 per cent of
their cur rent loan as a new loan and to extend repay ment by six months. Refi nanced loans
need to be struc tured so that the busi ness being financed can gen er ate enough cash to ser -
vice both loans, while still allow ing bor row ers to care for their fam ily. This requires greater 
focus by the loan offi cer on cli ents’ cash flow, col lat eral, and char ac ter.

l Loan can cel la tions and write-offs. Loan can cel la tions (in which cli ents are no lon ger
held lia ble for repay ment) are not gen er ally rec om mended because they neg a tively affect
the MFI’s income and cap i tal as well as the credit cul ture that an insti tu tion has worked to
develop. Most cli ents will be able to repay their loans if given the chance to do so through
resched ul ing or refi nanc ing (see Box 18.5). Insti tu tions may con sider chang ing their nor -
mal pol icy for write-offs, how ever, extend ing the amount of time that can pass before
writ ing-off loans in the event of a cri sis. 

The objec tive of any revi sion in credit pol icy imme di ately after a cri sis should be to enable cli -
ents to main tain a pro duc tive rela tion ship with the MFI. Insti tu tions need to show their cli -

ents that they under stand their pre dic a ment and will do their best to help. At the same time,
they must send a clear mes sage that they expect cli ents to hon our their obli ga tions to the MFI
as soon as they are able to do so.

Recov ery Phase

As mar kets start to reopen, busi ness activ i ties re-emerge, and infra struc ture begins to be
recon structed, a dif fer ent microfinance prod uct port fo lio will be demanded. As com mu ni ties
recover from the cri sis, they will even tu ally need access to the full range of prod ucts and ser -
vices laid out in Chap ter 1, but the prod ucts that are most likely to be demanded are sum ma -
rized in Fig ure 18.1: microenterprise loans, hous ing loans, leas ing, non-finan cial services and
savings.

In the recov ery phase, demand for credit to finance recon struc tion and work ing cap i tal needs is
sure to be high. Some cli ents will want to take advan tage of oppor tu ni ties to rebuild or per haps
expand their busi nesses (see Box 18.6). Oth ers will want to start a busi ness for the first time. Still 
oth ers will seek a loan to repair or rebuild a home. Given the vari ety of credit needs, orga ni za -
tions that entered a cri sis-affected area dur ing the emer gency response phase in order to begin
lend ing dur ing the recov ery phase might want to start by offer ing one flex i ble, mul ti pur pose
loan prod uct with a wide range of sizes and matu ri ties to meet as many of these dif fer ent needs
as pos si ble. It will sim plify ser vice deliv ery for an insti tu tion that is just get ting started.
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Box 18.5 To Write Off or Not to Write Off?

When hur ri cane Mitch hit Nic a ra gua, ProMujer did not con done any one’s debt, even
when port fo lio at risk reached 40 per cent. By remind ing women of their com mit ment to
pay their loans, they were pushed to start work ing quickly and effec tively. This was a suc -
cess, most loans were repaid and this is why ProMujer sur vived.

Source: Hand i cap Inter na tional, 2006.



Fig ure 18.1 Post-Cri sis Prod uct Mix

Source: Authors.

MFIs that existed before the cri sis may already offer sev eral dif fer ent prod ucts that can meet
these needs in a more spe cial ized fash ion, and it can adapt these prod ucts as nec es sary to
accom mo date the post-cri sis envi ron ment. For exam ple, an MFI that sur vives a major earth -
quake might add a con struc tion assis tance com po nent to its exist ing hous ing loan prod uct
(see Chap ter 7) to help cli ents invest in more dura ble hous ing. If many cli ents were killed or
had to flee dur ing the cri sis, an MFI using a group lend ing meth od ol ogy might allow a smaller 
group size than nor mal so that it can con tinue its rela tion ship with the well-per form ing cli -
ents who remain in each group rather than destabilize groups with the injec tion of a large
number of new members (see Box 18.7).

Micro-leases and asset replace ment loans can assist cli ents who lost assets dur ing a cri sis
and wish to replace them (see Chap ter 10). Both types of prod ucts gen er ally bear terms of at
least one year and are for larger amounts than the typ i cal work ing cap i tal loan. Because of this, 
only MFIs with sig nif i cant liquid ity are able to pro vide them in a post-cri sis situation.

In-kind loans might be appro pri ate if infla tion or theft is a seri ous prob lem, or if there is
wide spread depend ency on cash grants. In Angola, Jesuit Ref u gee Ser vice found that its
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Box 18.6 Disas ters Also Cre ate Oppor tu ni ties

At the same time, how ever, disas ters can cre ate oppor tu ni ties for both
microentrepreneurs and MFIs. Many microenterprises are engaged in small scale con -
struc tion activ i ties and man u fac tur ing that lends itself to recon struc tion efforts. A disas -
ter cre ates a sud den increase in the demand for their goods and ser vices. Sur viv ing
microenterprises engaged in food ser vice or petty com merce sud denly find an increase in 
demand for their prod ucts as tra di tional dis tri bu tion chan nels and food prep a ra tion facil -
i ties are destroyed. Small com mer cial ven dors are well posi tioned to change their prod -
uct line to meet the demand for goods such as water, plas tic and other items needed to
cope with the disas ter. The earth quakes in El Sal va dor dem on strated the resil iency and
adapt abil ity of the microenterprise sec tor; as microentrepreneurs were back in busi ness
the day fol low ing the earth quakes sell ing entirely new lines of prod ucts suited to cli ent
needs, includ ing water, gloves, masks and quick food items. As in the case of indi vid ual
cli ents, disas ters cre ate oppor tu ni ties for finan cial insti tu tions that are in a posi tion to
cap i tal ize on them. Oppor tu ni ties come from abil ity to attract new cli ents, gen er ate new
busi ness, and offer new prod ucts.

Source: Magill, 2003.



in-kind loans, such as chicken and goats for repro duc tion, achieved far better recov ery rates
than their cash credits.

Value-chain finance, which sup ports and relies upon rela tion ships between pro duc ers, buy -
ers and sup pli ers, is lim ited after a cri sis because key actors are inev i ta bly miss ing from the
chain, trust may have dete ri o rated between those who remain, and mar ket oppor tu ni ties may
be poor. MFIs are some times able to speed the recon struc tion of value chains by seek ing out
actors whose capac ity is weak and find ing ways to meet their finan cial ser vice needs. As in the
case of Fonkoze and Con cern Inter na tional in Haiti (see Box 18.8), this effort can bring the
MFI new cli ents in addi tion to ben e fit ting exist ing cli ents who are already part of the chain. 
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Box: 18.7 Group Lend ing in a Post-Con flict Envi ron ment

Since com mu nity struc tures and social cap i tal are often destroyed or badly dam aged
dur ing a con flict, large group lend ing meth od ol o gies that require 20 or 30 peo ple to
guar an tee each oth ers’ loans are more dif fi cult to imple ment suc cess fully than other
meth od ol o gies. Even if groups are will ing to come together for the pur pose of bor row ing,
exten sive coun sel ling and trust build ing is often required before they become cohe sive
and sta ble enough to record full and on-time repay ment. MFIs that are accus tomed to
using group lend ing meth od ol o gies must decide whether they want to invest in help ing
mem bers of a com mu nity build social cap i tal or to switch meth od ol o gies. In the Bal kans, 
for exam ple, many microfinance programmes decided to offer indi vid ual loans, requir ing 
guar an tors or col lat eral, rather than group loans (see Chap ter 6 for a dis cus sion of dif fer -
ent lend ing meth od ol o gies). This can be a par tic u larly attrac tive option for MFIs that
offered an indi vid ual loan prod uct prior to the cri sis.

MFIs that choose to stick with a group lend ing meth od ol ogy often reduce the size of the
groups that they work with or mod ify the vil lage bank meth od ol ogy, as World Relief did in 
Cam bo dia, so that mem bers form sol i dar ity groups of five or six that serve as the first
level of guar an tee. Some pro grams choose to tar get rural com mu ni ties where trust lev els
are almost always higher, although rural oper a tions often face higher trans ac tion costs
due to lower pop u la tion den sity and weaker infra struc ture.

Source: Adapted from Doyle, 1998.

Box 18.8 Value Chain Inter ven tions Aid Recov ery in Haiti

After vio lent polit i cal con flicts on the Cen tral Pla teau between 2003 and 2004, the Hai -
tian MFI, Fonkoze, and its NGO part ner, Con cern Inter na tional, went quickly to the field
to deter mine the cur rent stand ing of cli ents, employ ees, phys i cal assets and port fo lio
qual ity and whether the sit u a tion should be viewed as a human i tar ian cri sis. Con cern
quickly deter mined that it should not, that the sit u a tion was rather a sim ple dis rup tion of 
the eco nomic value chain that could be resolved by using Fonkoze’s Busi ness Devel op -
ment pro gram to make spe cial loans to key sup pli ers of Fonkoze sol i dar ity group cli ents.
A com bined Con cern/Fonkoze team then fol lowed up this deter mi na tion by using mar ket
research to iden tify the key sup pli ers of Fonkoze cli ents, and also to learn what those
sup pli ers would need to get their busi nesses up and run ning again. The response this
research led to turned out to be much more effec tive than treat ing the sit u a tion as a
human i tar ian cri sis would have been. Food aid or other hand outs would only have deep -
ened prob lems for the small busi ness women Fonkoze exists to help. Instead, work ing
with their sup pli ers helped them and their com mu ni ties as well.

Source: Werlin and Hastings, 2006.



Non-finan cial ser vices con tinue to be impor tant dur ing the recov ery phase, but the nature
of the ser vices demanded dif fers from the emer gency response phase. Dur ing the recov ery
phase, many peo ple turn to self-employ ment for the first time in their lives due to a lack of
other employ ment oppor tu ni ties. To suc ceed, they need sup port in iden ti fy ing via ble
self-employ ment activ i ties and devel op ing their busi ness skills. In com mu ni ties that are
emerg ing from years of war, lit er acy train ing, basic health edu ca tion, agri cul tural exten sion
ser vices, and con flict res o lu tion skills might all be needed. MFIs can opt to pro vide some of
these ser vices them selves through an inte grated model like Credit with Edu ca tion (see Box
12.4 in the chap ter on non-finan cial ser vices) or by cre at ing link ages to other ser vice pro vid ers 
and sup port orga ni za tions that make these services easily accessible to their clients. 

Dur ing the recov ery phase, cli ents should tran si tion away from grants and towards credit and 
other finan cial ser vices that enable them to func tion self-suf fi ciently in the post-cri sis envi -
ron ment. Grants may still be avail able at this stage, but the poten tial for them to hin der rather
than pro mote recov ery inten si fies. MFIs that feel the need to inte grate grants into their prod -
uct port fo lio should take great care to fol low the guide lines for effec tive grant design pro -
vided in Chap ter 13. Grants might be linked, for exam ple, to a leas ing or asset replace ment
loan prod uct as described in Box 13.3. They could also form part of a start-up or grad u a tion
model that assists cli ents in launch ing their own income-gen er at ing activ i ties (refer to Boxes
13.1 and 13.5).

In con trast to credit, there is no con sen sus on the degree of demand for sav ings ser vices dur -
ing the recov ery phase. Some prac ti tio ners have found that peo ple in con flict-affected areas
are actu ally more inclined to save than to invest (Doyle, 1998). Oth ers find that ongo ing inse -
cu rity, lack of trust in insti tu tions, and high trans ac tion costs restrict the demand for sav ings
long after a cri sis ends. Cer tainly, cli ents who invest in their busi nesses and begin to gen er ate
income will need ways to man age their cash flows and risks, and acces si ble vol un tary sav ings
prod ucts could assist them with this chal lenge. In coun tries where lump-sum cash grants are
dis trib uted by aid agen cies or large-scale cash-for-work pro grams are ini ti ated, sav ings
accounts can serve the same pur pose for a very different clientele (see Box 18.9).
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Box 18.9 Can MFI Cli ents Save Even after a Major Disas ter?

Yes! The poor can save soon after a disas ter both in finan cial and non-finan cial forms.
Whether or not sav ings are depos ited with MFIs depends on cli ents’ trust of the MFI,
trans ac tion costs and acces si bil ity. MFIs oper at ing in Tsu nami-affected areas of Sri
Lanka reported larger total sav ings bal ances in March 2005 com pared with March
2004. They also recorded larger total sav ings bal ances in Decem ber 2005 com pared
with Decem ber 2004. An assess ment in Batticoloa dis trict showed that around 35 per -
cent of cash grants and cash-for-work (CFW) pay ments received by ben e fi cia ries were
saved in MFIs (Aheeyar, 2006). In Aceh, Indo ne sia, Mercy Corps imple mented a CFW
pro gram in Tsu nami-affected areas that bene fited nearly 18,000 par tic i pants and dis -
bursed over US$4.5 mil lion in direct pay ments. The pro gram began on 7 Jan u ary 2005
and was grad u ally phased out by 31 July 2005 in favour of other pro grams aimed at
build ing live li hoods and more sus tain able sources of income. Exit sur veys of CFW par tic -
i pants showed that 29 per cent of house holds had depos ited cash sav ings.

Source: Nagarajan, 2006.



18.5 Deliv er ing a Post-Cri sis Prod uct Port fo lio

Although the range of prod ucts that an MFI can incor po rate into its port fo lio dur ing both the
emer gency response and recov ery phases is sig nif i cant, this does not mean that it will be able
to deliver any of those prod ucts effec tively. As described in Sec tion 18.2, the post-cri sis envi -
ron ment com pli cates microfinance ser vice deliv ery in many ways. Six of the major chal lenges
that MFIs must over come to suc ceed in a cri sis-affected mar ket are briefly explored below:
com mu ni ca tion, liquid ity man age ment, secu rity, cost and risk man age ment, moti vat ing
on-time repayment, and neutrality.

Com mu ni ca tion

MFIs face three main com mu ni ca tion chal lenges in a post-cri sis envi ron ment. The first is
pub lic rela tions. MFIs often do not have much expe ri ence in this area, but their abil ity to
func tion after a cri sis depends, in large part, on the atti tudes and impres sions that cli ents and
other mem bers of the pub lic form about them. If an insti tu tion is viewed as safe, sound and
com pas sion ate, peo ple will trust it and do their best to main tain their rela tion ship with it, even 
if the repay ment of out stand ing loans is dif fi cult. When an insti tu tion is viewed as unsta ble or
inter ested only in recu per at ing its funds, the public is more likely to abandon it.

The sec ond com mu ni ca tion chal lenge is to man age expec ta tions. MFIs will have to con vey to
cli ents that the cri sis sit u a tion neces si tates a dif fer ent approach than usual (for exam ple, relief
grants or loan resched ul ing) and that this approach is tem po rary. It needs to give cli ents infor -
ma tion about the options avail able to them and the pol i cies and pro ce dures the insti tu tion
intends to fol low, for instance, that loans will not be for given, that grace peri ods and loan
resched ul ing will depend on indi vid ual cir cum stances, that cli ents need ing help should come
to the branch office to discuss their situation, and so on.

The third main com mu ni ca tion chal lenge is inter nal. An MFI’s employ ees need to know how
to respond to cli ent requests for infor ma tion. They must know what the new or revised pol i -
cies are so they can give cli ents con sis tent, accu rate infor ma tion. They should also be encour -
aged to pro vide feed back on cus tomer com plaints and sug ges tions, and on their ideas for
better accom mo dat ing client needs.

Liquid ity Man age ment 41

Cri ses put pres sure on an MFI’s liquid ity from a vari ety of angles: cur rent bor row ers may not
be able to make loan repay ments on time or at all; depos i tors will want access to their sav ings;
addi tional reserves will need to be set aside if out stand ing loans are resched uled; both cur rent
and poten tial cus tom ers will seek emer gency and recon struc tion loans; and the MFI’s own
expenses will increase due to infra struc ture or other types of dam age. To sur vive the after -
math of a cri sis, MFIs must ensure that they have access to suf fi cient funds to meet these
needs.

As soon as an MFI can get a han dle on its post-cri sis sit u a tion, it should make daily pro jec -
tions of recov er ies, income, expenses and loan dis burse ments for the month of the disas ter
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and at least two months there af ter. It can then take steps to access the addi tional liquid ity it
will need. MFIs can expect to find liquid ity from their required cash reserves and funds com -
mit ted for new loan out lays. In addi tion, they can seek out loans (per haps from com mer cial
banks with which the MFI has a long-term rela tion ship) and grants (usu ally through inter na -
tional fund rais ing efforts and emer gency requests to donors). Donor disas ter response mon -
ies usu ally require sev eral weeks to access, which will be too late for cli ents’ imme di ate
emer gency needs, but they can help during the recovery phase. 

If these sources of funds are inad e quate to meet requests for imme di ate with draw als, MFIs
can cope by post pon ing pay ment of insti tu tional bills, cut ting sal a ries or nego ti at ing reduc -
tions in rent and other reg u lar expenses. Sal ary pay ments – often the larg est reg u lar cash
expense after new loan cap i tal – are the most obvi ous tar get, but such mea sures may reduce
staff morale at the exact time when it is most essen tial. To avoid this, some MFIs work ing in
chronic disas ter areas have devel oped inter nal disas ter funds that can be quickly accessed to
solve (or at least reduce) a short-term liquid ity cri sis. After vio lent polit i cal con flicts and
flood ing in 2004, for exam ple, the Hai tian MFI Fonkoze began tak ing a monthly pro vi sion,
apart from its loan loss pro vi sion, to better pre pare for losses from unex pected events, includ -
ing disas ter, conflict and theft (Werlin and Hastings, 2006). 

Disas ter loan funds can also be cap i tal ized by an ini tial donor grant and serve one MFI (as in
the case described in Box 18.10) or many MFIs. CARE estab lished a disas ter loan fund, for
exam ple, that serves 22 smaller MFIs (Brown and Nagarajan, 2000). The pri mary pur pose of
these funds is typ i cally to meet affected house holds’ imme di ate demand for cash rather than
to cover any unex pected losses expe ri enced by MFIs.

Secu rity

MFIs’ options for deal ing with the inse cu rity pres ent in post-cri sis envi ron ments depend to
some degree on the avail abil ity of com mer cial bank infra struc ture to hold and move money. If 
com mer cial banks are oper at ing and located nearby, MFIs can store money there rather than
leave it in their own offices. They can also make spe cial arrange ments for cli ents to make pay -
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Box 18.10 Fast and Fair Dis tri bu tion of Emer gency Funds in Poland

Fundusz Mikro, a Pol ish MFI, estab lished a disas ter loan fund after the 1997 floods,
financed by a donor grant. To ensure rapid loan dis burse ment, it assigned par tial respon -
si bil ity for dam age assess ment and total respon si bil ity for emer gency loan dis burse -
ments to the cli ents. Fundusz Mikro pro vided a stan dard ized loan amount to groups of
affected indi vid u als, and the group mem bers divided the loan amount on the basis of the 
losses suf fered by each of them. This was a sim ple way of assur ing that only affected cli -
ents received emer gency loans, as group mem bers were unlikely to pro vide part of the
cap i tal to some one who did not need it. Through ran dom checks Fundusz Mikro dis qual i -
fied any group that sub mit ted an appli ca tion with a non-eli gi ble per son to ensure com pli -
ance with the emer gency lend ing pol icy. Appli ca tions for emer gency loans were
con sid ered from the small est to the larg est amount requested thus dis cour ag ing peo ple
to ask for more than they needed.

 Source: Miamidian et al., 2005.



ments and depos its into the MFI’s account at a com mer cial bank. In Uganda, some MFIs
avoid cash dis burse ments by giv ing cli ents indi vid ual checks that can be cashed at their con ve -
nience. In South Africa, MFIs issue loans on auto matic teller machine (ATM) cards and cli -
ents use them to with draw their funds and make repay ments at com mer cial bank ATMs.
Although this shifts secu rity risk to cli ents, cli ents usu ally have more knowl edge and flex i bil ity 
about the saf est time to access their cash and may pre fer this option to oth ers that leave risk in
the hands of the MFI but raise the cost of the service.

Regard less of whether they have access to com mer cial bank infra struc ture, MFIs can take
many other pre cau tions in post-con flict areas to increase secu rity and safety, for exam ple:

l Avoid fall ing into pat terns of behav iour. Vary the days of the week and loca tions for
repay ment meet ings so most peo ple are unaware when employ ees will be trav el ling with
large sums. 

l Reduce the fre quency of dis burse ments and repay ment and/or open sat el lite offices to
reduce the amount of travel nec es sary.

l Travel in pairs or in groups.  In sev eral Cam bo dian pro grams, four to six staff mem bers
will go to the field, scat ter, and meet up again before return ing to the cen tral office. This
“safety-in-num bers” prac tice can also be used when cli ents are respon si ble for car ry ing
pay ments. 

l Equip frontline staff with radios for com mu ni ca tion pur poses.

l Main tain a low pro file. Do not adver tise the pres ence of branch offices and do not have
employ ees wear uni forms.

l Hire secu rity com pa nies that sup ply armed guards and/or armoured vehi cles when large
amounts of cash need to be trans ferred between cen tral loca tions and out ly ing offices.
Inform only staff who need to know that a trans fer will take place.

l Pur chase tran sit insur ance pol i cies and/or fidel ity guar an tee pol i cies if avail able.

Break repay ments down into smaller, less tempt ing amounts by divid ing large groups into
smaller sub-groups. These sub-groups can then des ig nate a mem ber to col lect and deposit
mem bers’ pay ments, pos si bly out side of group meetings. 

l On the day of repay ment, groups can ran domly choose the mem ber who car ries pay ments 
to the MFI or part ner bank. This helps pre vent “inside jobs,” in which a mem ber would
col lude in advance with an out sider to stage a theft. 

l Use tra di tional infor mal struc tures for trans fer ring money to branches. In Afghan i stan,
for exam ple, the Save the Chil dren office in Kabul gives money to a Kabul-based fam ily
mem ber, who in turn instructs fam ily liv ing near the branch office to give the amount (less 
a fee) to the local Save branch. 

Man ag ing Risks and Costs

Many of the strat e gies described in this chap ter to decrease the risk of oper at ing in a post-cri -
sis envi ron ment also increase costs. For instance, reduc ing the size of bor rower groups might
facil i tate better repay ment, but it also low ers loan offi cer pro duc tiv ity. Armed guards can
increase staff and cli ent safety, but their sal a ries must be paid. The pro vi sion of sub si dized or
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inter est-free emer gency loans can lower polit i cal and rep u ta tion risk, but it also decreases
revenue. 

Ulti mately, MFIs have to charge inter est rates that cover their costs, and if the post-cri sis envi -
ron ment is going to increase costs, then inter est rates will need to be higher not lower than
those in nor mal envi ron ments. MFIs that want to oper ate in a post-cri sis envi ron ment need
to pri ori tise risks and focus on those that rep re sent the great est poten tial loss. They must ask
them selves whether each risk-reduc ing ini tia tive is worth its asso ci ated costs, or they will
quickly price them selves out of the mar ket (or eat away at their cap i tal). Higher risk tol er ance
com bined with the flex i bil ity to act quickly when adjust ments are needed to keep risk within a
tol er a ble range seems important to success. 

Moti vat ing On-time Repay ment

Although it will be dif fi cult for many bor row ers to repay their loans on time after a cri sis, it
will be pos si ble for oth ers. Pro vid ing incen tives that moti vate cli ents to main tain their rela -
tion ship with the insti tu tion and to make the extra effort to pay on time even if oth ers can not
will help MFIs to con trol both costs and risks. For exam ple, MFIs can reward on-time repay -
ment dur ing the emer gency response phase with access to addi tional prod ucts or better terms
dur ing the recov ery phase. Banco Solidario in Ecua dor improved its on-time pay ment sta tis -
tics dur ing a period of extreme finan cial cri sis by only mak ing new loans avail able to peo ple
who had kept to their estab lished repay ment sched ules (Magill, 2003). Ref u gees who repay
their loans from the Amer i can Ref u gee Com mit tee in West Africa are issued cer tif i cates with
their names, loan infor ma tion, and credit rat ings that they can use as proof of credit his tory at
lend ing orga ni za tions estab lished by the Amer i can Refugee Committee when they return
home (Mitten, 2007).

The early and reg u lar pres ence of MFI staff in the field is also an impor tant moti va tor. The
vis its sig nal to cli ents that the insti tu tion has not for got ten about them, and the com pas sion
shown by employ ees when they visit can have a pow er ful psy cho log i cal impact. A few encour -
ag ing words can help cli ents mus ter the con fi dence to face the future, and if staff are able to
take the time to under stand a cli ent’s sit u a tion and sug gest a way for ward, their vis its can
quickly produce results.

Neu tral ity

MFIs need to enter the post-cri sis envi ron ment as a neu tral third party. If they or their
donor/inves tor base is seen to sup port one side of the con flict, one polit i cal party, one eth nic
or reli gious group, or other sim i lar divi sion, they are likely to encoun ter resis tance, and per -
haps even attack from local enti ties. For instance, after U.S. forces top pled Saddam Hussein,
CHF (a U.S.-based NGO for merly known as the Coop er a tive Hous ing Foun da tion) quickly
dis cov ered the need to dis con nect itself from the U.S. mil i tary in Iraq. The staff spent much of 
its first few months in Bag dad meet ing with top Iraqi opin ion-mak ers: Mus lim cler ics, busi -
ness lead ers, bank ers, and appointed gov ern ment offi cials to dis avow all con nec tions with the 
so-called coali tion forces. CHF believes that if it had not done this, it would never have suc -
ceeded in pro vid ing microcredit for the poor of that country (Woodworth, 2006).

382

18 Post-cri sis Microfinance



18.6 Pre par ing Cli ents and Insti tu tions for Cri sis 42

The options avail able to cli ents and insti tu tions in a post-cri sis envi ron ment will be influ enced 
by the degree to which they were pre pared for the cri sis. Even in the case of rapid-onset disas -
ters such as floods and earth quakes, min i mal prep a ra tion on the part of cli ents and insti tu -
tions can sig nif i cant increase their abil ity to sur vive a cri sis. This sec tion explores some of the
actions MFIs can take to help pre pare their cli ents and them selves to man age the risks and
costs of a conflict or disaster.

Pre par ing Cli ents

There are six main ways that MFIs can assist cli ents to pre pare for a cri sis: 

1. Offer a vol un tary sav ings prod uct and encour age cli ents to use it. Espe cially in
regions that are prone to nat u ral disas ters, appro pri ate sav ings ser vices can help house -
holds set asides reserves to deal with a cri sis when it occurs. Unlike fixed assets, sav ings can 
be quickly liq ui dated if nec es sary to move to another loca tion or to cope with the imme di -
ate after math of a cri sis.

2. Set up an emer gency fund within the insti tu tion or, if the MFI uses a large group deliv ery 
meth od ol ogy, within bor rower groups to pro vide cli ents a finan cial safety net. If the MFI
man ages the fund, it needs to be kept liq uid (and not used as loan cap i tal) so that the funds
are imme di ately acces si ble when a cri sis strikes. If com mu nity or bor rower groups man age
the fund, they may choose to use the accu mu lated cap i tal as a short-term emer gency loan
fund that cov ers indi vid ual emer gen cies as well as com mu nity-level cri ses. 

3. If the poten tial for disas ter is well-known or pre dict able (for exam ple, in regions that flood
on an annual basis, or if ten sions lead ing up to an elec tion sug gest the pos si bil ity of
post-elec tion vio lence), MFIs can adjust the tim ing or terms of their loans to limit risk
expo sure dur ing the poten tial cri sis period. In Ban gla desh, for instance, some MFIs have
adjusted their loan repay ment sched ules to reduce required repay ments dur ing the flood
sea son. They also time loans for live stock so that ani mals can be raised to matu rity and sold 
before the rainy sea son. 

4. Pro vide a com mit ment sav ings or hous ing loan prod uct and encour age cli ents to use
these prod ucts to build more dura ble hous ing, to move to safer areas, or to invest in
risk-reduc ing mea sures such as water-har vest ing devices in drought-prone areas. One of
the great est risks to house holds in chronic disas ter areas is poorly con structed hous ing,
which is prone to exten sive dam age in winds or floods. In addi tion, cli ents con tin u ing to
reside in high-risk loca tions (such as within known flood zones or where mudslides are
pos si ble) are at greater risk than those liv ing in safer areas. 

5. Explore the pos si bil ity of offer ing cli ents insur ance prod ucts that respond to aggre -
gate (com mu nity-wide) cri sis.  Pro vid ing this kind of insur ance is a risky under tak ing for
MFIs, even if pay ment into the plan is man da tory. Still, some MFIs are exper i ment ing with 
insur ance prod ucts for disas ter response, in some cases turn ing to the re-insur ance mar ket
to spread aggre gate risks more broadly. The Self-Employed Women’s Asso ci a tion
(SEWA) in India has cre ated one deposit-linked insur ance scheme, which com pen sates cli -
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ents for busi ness losses and deaths caused by fire or flood. The pro gram has been plagued
with dif fi cul ties in get ting the part ner insti tu tion – a state insur ance com pany – to make
timely pay ments to cli ents. Vaigai Vattara Kalanjiyam in India, work ing with PRADHAN,
also links an insur ance fund to the state insur ance com pany. In this scheme, cli ents may
request pay outs of up to four times the amount of pre mi ums paid, once in a five-year
period. Index insur ance, dis cussed in Chap ter 20 on rural finance may be another option.

6. Begin ning with the most at-risk cli ent groups, MFIs can cre ate oppor tu ni ties to dis cuss
prep a ra tion and cop ing strat e gies with cli ents before a cri sis occurs. In addi tion to
impart ing spe cific tech ni cal infor ma tion, these meet ings men tally pre pare cli ents for unex -
pected events and help them build a sense of per sonal and com mu nity empow er ment to
respond to cri ses. Meet ings might include the fol low ing top ics: house hold emer gency cop -
ing strat e gies; the role of acces si ble sav ings; diver si fi ca tion of income-earn ing activ i ties
into disas ter-resis tant activ i ties; pre ven ta tive health prac tices; and sources of disas ter relief
ser vices (see, for exam ple, Box 18.11). MFIs can pro vide these non-finan cial ser vices on
their own, or in part ner ship with other gov ern ment or non-gov ern men tal actors.

Pre par ing the Insti tu tion

Strength en ing cli ents’ abil ity to cope with cri sis will ben e fit an MFI through increased cus -
tomer reten tion and more pro duc tive use of the MFI’s prod ucts and ser vices. How ever, there
are many other actions that an MFI can take to improve its own abil ity to oper ate in a post-cri -
sis envi ron ment. The ini tia tives described below can not fully pre pare or pro tect an MFI from
a cri sis, but they can lessen its shock on the insti tu tion and its staff, and has ten the return to
nor mal MFI oper a tions. Accord ing to Abramovitz (2001), every dol lar spent on disas ter pre -
pared ness will save seven dollars in recovery efforts.

Iden ti fi ca tion of poten tial cri ses and mea sure ment of poten tial losses. Once an MFI
gath ers this infor ma tion, it can put cost-effec tive plans in place to mit i gate the impact of a cri -
sis. For exam ple, field staff can help MFI man age ment cre ate a “risk map” that iden ti fies
which cli ents (by loca tion, type of activ ity, or type of shel ter) are at extreme, mod er ate, or min -
i mal risk in the event of a nat u ral disas ter. The MFI can then iden tify what per cent age of the
cur rent loan port fo lio is held by at-risk cli ents and esti mate the poten tial effect of the disas ter
on cash flow and finan cial returns, should the at-risk cli ents tem po rarily halt repay ments or
request emer gency loans. On the sav ings side, the MFI can iden tify the amount of liquid ity
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Box 18.11 Disas ter Plan ning at Grameen Bank

As part of its disas ter response plan, the Grameen Bank  raises staff aware ness about the
incom ing flood sea son by talk ing about the flood and how to com bat at the begin ning of
June each year. Employ ees urge mem bers to save more dur ing the nor mal months to deal 
with short age dur ing and after the flood. They advise the bor row ers to immu nize their
live stock and poul try, as well as store feed for them, and to buy and store veg e ta bles that
have long shelf life, such as win ter water melon and squash. Mem bers are also urged to
pre pare their houses to deal with flood, for exam ple, by build ing a loft where they can
take shel ter and store valu able items in the face of rap idly ris ing water. 

Source: Dowla, 2007.



required to pro vide the at-risk pop u la tion access to vol un tary or com pul sory sav ings, assum -
ing that loan repay ment inflows in a disas ter sit u a tion will slow to zero. These fig ures can help
man age ment decide whether to increase liquid ity reserves, to provision more for losses, or to
change lending policies.

Par tic i pa tory rapid appraisal tools, such as those devel oped by MicroSave for microfinance
insti tu tions, can assist MFIs in under stand ing their tar get mar ket’s expe ri ences with cri sis.
Table 18.3 pro vides sam ple out put from the Time Series of Cri sis Tool, which can be used to
iden tify disas ter trends, the cop ing mech a nisms typ i cally used by cli ents, and the impli ca tions
for MFIs.43 

Table 18.3 Sam ple Out put from Time Series of Cri sis Tool

Expla na tion Trends Coping Mechanisms Institutional Implications /
Opportunities

• “From 1970
to 1991, it
was too
ram pant.
Even peo ple
died, oth ers
migrated”.

• “Cows die or
devalue
(thin ner), and 
are sold on a
take-away
price.”

•  “ I pre fer to
get rid of the
ani mals at
any price
before they
die”.

• Drought is
sea sonal (Nov 
to Apr), every 
year, and
some times in 
August as
well. It is
con sid ered
the major
cri sis
because of
the recur rent
finan cial
bur den it
cre ates in the 
com mu nity.

• This group
per ceived
that
wide spread
fam ine could
hit the
com mu nity in 
the near
future – 5
years.
(Although
Kayunga
looks green in 
May…)

• Cut on food. “Black
cof fee, no sugar.” “Skip
meals”. “Since it arouses 
fam ine, we ration the
lit tle food we have to take 
us through the day spell.”

• Some fam i lies sell their
assets (ani mals) and/or
mort gage land. “Some
peo ple sell hous ehold
prop erty to access cash”.

• Resort to sav ings in terms 
of food that they con serve 
for dry sea sons.

• Go to cit ies, such as Jinja 
and even Soroti, to buy
food.

• Bor row from fam ily
mem bers and friends.

• “When friends are not
will ing to give money,
what do you do? YOU
SUFFER”.

• Par tic i pants clearly said
that they rather not to
bor row money from MFIs
dur ing drought peri ods
being afraid that they will 
not be able to pay
back.“Peo ple pre fer
bor row ing from friends
than MFIs”. “The strict
pol i cies of lend ing are
main tained even dur ing
hard times”. “They can
be tough on you, police is 
involved”.

• ROSCAs/ASCAs were not
mentioned.

• Although there was con sid er able prob ing,
par tic i pants are not will ing to bor row from 
MFIs dur ing crises.

• The issue is not lack of supply of MFIs
(UMFI and UWFT do have presence in the 
area) or of a specific loan product in
times of emergencies.

• Reluctance to borrow from UMFI is
related to the ‘red marks’ on their records
when the client fails to pay on time. It
makes them feel embarrassed.

• UMFI might want to consider introducing
a “yellow card” to warn clients. “The red
mark comes too quickly.” Participants
suggested a 2-day consideration period
before applying red marks for late
payment, especially to good clients. “If
you could not go … you see, we come
from Jinja”.

• UMFI should let clients know clearly that
one red mark is allowed (according to loan 
officers), and afterwards, the amount for
the next loan is lower. “The red mark still
applies when the loan period has
expired”. They said it always affects
access to higher loan amounts.

• UMFIs repayment is flexible (bi-weekly or
monthly) and is fine to them. However,
UMFI might also want to consider the
different nature of businesses for
repayment schemes (farmers vs. market).

• UMFI might want to open a branch in
Jinja as clients need to travel long
distances.

• (And/or) UMFI should increase the
number of loan officers in the Kayunga
branch. There are 3 loan officers for a
total of 2,400 clients (equivalent to
approx. 300 groups of 5 to 10 clients
each).

Source: MicroSave, as pre sented in Miamidian et al., 2005
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Back ing up cli ent and finan cial records. Cri sis response and post-cri sis MFI recov ery is
often crip pled by loss of cli ent records. In disas ter-prone areas, records should be reg u larly
updated, dupli cated, and stored as far away from disas ter zones as pos si ble. At a min i mum,
MFI files can be stored in air-tight, dura ble, fire and water-resis tant con tain ers. MFIs with
com put er ized infor ma tion sys tems can store a back up of their files and soft ware at an offsite
loca tion that is not likely to be affected by the same disas ter or con flict that the institution
might face.

Geo graphic and sec tor diver si fi ca tion. Rarely will a cri sis affect all areas of a coun try
simul ta neously and with equal sever ity. Geo graphic diver si fi ca tion can allow branches unaf -
fected by a cri sis to pro vide bridge fund ing to affected regions. Sim i larly, sec tor diver si fi ca tion 
helps limit the num ber of cli ents that are likely to be affected by a given cri sis. MFIs that serve
only agri cul tural cli ents, for exam ple, are par tic u larly vul ner a ble to the effects of natural
disaster.

Pol i cies and pro ce dures. A cri sis response plan, or con tin gency plan, is essen tial for a rapid
and effec tive response to cri sis (refer to Boxes 18.12 and the case study at the end of this chap -
ter for exam ples). The plan can describe:

l The pol i cies and pro ce dures that will take effect in the event of a cri sis (for exam ple, will
emer gency loans be made avail able, will cli ents be allowed to with draw com pul sory sav -
ings, will the MFI pro vide or refer any emer gency relief activ i ties to affected com mu ni ties, 
will cli ents’ out stand ing loans be resched uled);

l What will trig ger the imple men ta tion of these pol i cies and pro ce dures (for exam ple, Gov -
ern ment dec la ra tion of disas ter, loss of homes);

What cri te ria will be used to deter mine to whom the pro ce dure applies;

l Who will imple ment the pol i cies (for exam ple, which deci sions can be taken by field offi -
cers, branch man ag ers, or the head office);

l What mech a nism(s) will be used to com mu ni cate with staff and cli ents, 

l How will staff be rewarded for mak ing the extra effort to con tact cli ents and keep the pro -
gram intact, even when their own fam i lies may be affected by the cri sis?

Each pol icy should include some flex i bil ity in its param e ters: dif fer ent types and sizes of cri ses 
will require dif fer ent lev els of response, and even for a spe cific event, the effect on indi vid ual
branches will vary. These dif fer ences may lead to dis sim i lar pol i cies by area: for exam ple,
severely affected branches may have a lon ger resched ul ing period than those that are only
mod er ately affected. When devel op ing the param e ters for response, MFIs should under take a 
“what-if” anal y sis to ensure that they have suf fi cient resources to carry out the cho sen pol icy
for dif fer ent lev els of disas ter, and to iden tify the effects of these policies on the their financial 
standing.

Backup liquid ity. As dis cussed above, the great est prob lem fac ing an MFI after a sud den
disas ter is liquid ity. Build ing an inter nal disas ter fund, or arrang ing back up liquid ity from
com mer cial banks or donors in advance of a cri sis will speed an MFI’s access to cash imme di -
ately after a crisis.
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Part ner ships. MFIs can iden tify gov ern ment pro grams and nongovernmental orga ni za tions
that pro vide emer gency ser vices such as food grants, med i cal sup plies and ser vices, clean
water, and tem po rary shel ters; pin point their areas of oper a tion; and per haps develop part ner -
ships that can chan nel relief to cli ents in the event of a cri sis. MFIs can also develop rela tion -
ships with insti tu tions that track weather pat terns and pre dict storms or floods to pro vide
staff and cli ents with early warning of a possible crisis.

Train ing. Staff can be trained in cri ses response pol i cies and pro ce dures, or at least be given
clear writ ten guide lines to fol low if cri sis strikes. They can learn how to pro vide pre-disas ter
infor ma tion to cli ents, tech niques for work ing with cli ents dur ing the cri sis with out dam ag ing
the MFI’s “busi ness” rep u ta tion; tech niques for man ag ing and account ing for relief funds;
and ways to coor di nate effec tively with relief and emer gency work ers. Since cri ses fre quently
destroy com mu ni ca tion and trans por ta tion links, leav ing field staff cut off from the head
office, it is impor tant that these staff be capa ble of making critical crisis-response decisions.

Cri sis mit i ga tion team.  Larger MFIs may estab lish a cri sis mit i ga tion task force made up of
eight to ten mid-level and senior man ag ers from across the insti tu tion. Dur ing nor mal times,
the task force would be respon si ble for: 1) devel op ing a com pre hen sive plan for disas ter
response; 2) under tak ing pre-disas ter pro jec tions for finan cial plan ning; 3) assign ing disas ter
response respon si bil i ties by depart ment; and 4) iden ti fy ing pre ven ta tive mea sures to make the 
MFI less vul ner a ble to a sud den disas ter. Once disas ter strikes, the task force would serve as a
forum for the smooth flow of activ i ties and infor ma tion. Each task force mem ber would be
assigned a disas ter response task, such as com mu ni cat ing with branch offices to assess dam -
ages, liais ing with donors and com mer cial banks, pro vid ing post-disas ter account ing infor ma -
tion, pro vid ing emer gency ser vices for staff or cli ents, and identifying and coordinating with
emergency service providers.

Taken as a whole, the ini tia tives described above help to ensure that an MFI is fore warned
about impend ing cri ses and has the nec es sary ele ments – includ ing a plan, trained staff, and
suf fi cient finan cial resources – to respond quickly and effi ciently.
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Box 18.12 Disas ter Plan ning at ACODEP in Nic a ra gua

ACODEP has devel oped a com pre hen sive disas ter pre pared ness plan that includes mod i -
fi ca tions to the deliv ery of their prod ucts and ser vices dur ing a disas ter, as well as the
intro duc tion of emer gency and recov ery prod ucts. In addi tion to a flex i ble credit pol icy
for disas ter emer gency and recov ery, ACODEP cre ated a disas ter loan fund to help the
insti tu tion pre pare better for pos si ble cash flows demands and to con trol credit and
liquid ity risks. The MFI stops col lect ing pay ments dur ing the emer gency period, allows
cli ents to with draw com pul sory sav ings depos its (which are used nor mally as col lat eral),
stops lend ing, and, on the basis of a field dam age assess ment, pre pares loan restruc tur -
ing and refi nanc ing plans. In addi tion, it offers short-term loans of 1 or 2 months with
spe cial inter est rates in cases of severe emer gen cies for house hold needs. ACODEP
loans are restruc tured when cli ents lose their homes, but not their pro duc tive assets.
Loans are also restruc tured for those cli ents that are severely injured. Loans may be refi -
nanced when pro duc tive assets are com pletely lost. 

Pantoja, 2002 as cited in Miamidian et al, 2005.



Main Mes sages

1. Microfinance can be an appro pri ate inter ven tion in post-cri sis envi ron ments as soon 
as there is basic polit i cal sta bil ity, eco nomic activ ity and pop u la tion sta bil ity.

2. MFIs that choose to oper ate in a post-cri sis envi ron ment must be will ing and able to
exper i ment and be suf fi ciently flex i ble to man age chang ing cir cum stances.

3. In post-cri sis set tings, it is more effec tive and less risky to offer microfinance ser -
vices to a mixed cli en tele rather than to tar get any par tic u lar sub-group.

4. Pre pare cli ents and the insti tu tion to man age cri ses before they occur.

Case Study: SFI Responds to Nat u ral and Man made Cri ses in the
Phil ip pines

Serviamus Foun da tion Incor po rated (SFI) was estab lished in 1997 in Mindanao, Phil ip -
pines as a non-profit NGO, with sup port from Cath o lic Relief Ser vice (CRS). As of
Decem ber 2001, it was reach ing 4,010 cli ents with a total staff of 26. In Decem ber
2008, it had increased its cli ent base to 9,439 active bor row ers with a gross loan port fo -
lio of US$826,492 and sav ings of US$471,223.

SFI’s main prod uct at the begin ning of oper a tions was a group loan based on the
Grameen Bank model. Loans bore an inter est rate of 20 per cent and were accom pa nied
by a com pul sory sav ing of five per cent, which bore an annual inter est rate of 5 per cent.

In 1999 and 2000, Mindanao was hit by two major cri ses. In Feb ru ary 1999, the region
was severely affected by flood ing, caused mainly by the El Niño phe nom e non. Approx i -
mately 650 fam i lies were dis placed and more than 300 houses were destroyed. Then, in
March 2000, fight ing broke out between the Armed Forces of the Phil ip pines and the
Moro Islamic Lib er a tion Front in the prov ince of Lanao del Norte. This con flict led hun -
dreds of peo ple to flee from the prov ince.

Both events affected the microfinance oper a tions of SFI and led the orga ni za tion to
react. On the one hand, SFI adapted its exist ing ser vices to the changed cir cum stances
and on the other hand, it cre ated new prod ucts and ser vices to better meet the needs of
its cli ents in times of cri sis.

Imme di ately after the flood ing, SFI staff vis ited affected fam i lies in evac u a tion cen tres
to assess their sit u a tion and pro vide some coun sel ling. Over all, due to a high influx of
pri vate dona tions, well-func tion ing sol i dar ity mech a nisms, the quick reced ing of the
water and a rel a tively small num ber of directly affected cli ents, SFI’s microfinance oper -
a tions were not seri ously harmed by the floods. There fore, the loan pol i cies were not
changed and no resched ul ing of loans took place. SFI did develop new prod ucts to cor re -
spond to the spe cial needs of its cli ents, how ever. With the help of emer gency assis tance 
funds pro vided by CRS, SFI pro vided emer gency loans and a num ber of grants to espe -
cially affected fam i lies, mostly for house recon struc tion.

The emer gency loans had the fol low ing char ac ter is tics:

l Pay able within a max i mum of three years; in 2000 reduced to one year;

l zero per cent inter est rate; two per cent ser vice charge;
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l Loan amount depend ent on cli ents’ capac ity to pay and the sever ity of the dam age;

l Repay ment incor po rated in the weekly amor ti za tion of the reg u lar loan;

l Cli ent eli gi ble depend ing on the per sonal need for assis tance and after sub mit ting a
basic ques tion naire, includ ing a break down on the desired use of funds.

As a rule, emer gency loans had to be repaid first. Dur ing the repay ment of the emer gency 
loans, the repay ment of other out stand ing loans stopped. Cli ents there fore bene fited
from a de facto mor a to rium.

The impact of armed vio lence in 2000 was worse. At least 230 cli ents and their fam i lies
were directly affected by the con flict, houses were burnt, shops destroyed and a few peo -
ple killed. Add ing to the gen eral eco nomic cri sis in the area, the con flict led to the col -
lapse of busi nesses and con se quent repay ment dif fi cul ties among SFI cli ents. In
response, SFI granted its cli ents a three weeks grace period and encour aged them to
main tain their mem ber ship even if they could not con tinue repay ment at that time.
Depend ing on cli ents’ indi vid ual sit u a tion, loans were resched uled and grace peri ods of
up to six months were per mit ted. SFI closely mon i tor ing cli ent groups and allowed them
to move to new loan cycles even if one mem ber had failed to repay due to the con flict. 

In sum, SFI intro duced flex i bil ity into the man age ment of its out stand ing loan port fo lio
to account for the dif fi cult sit u a tions of its cli ents. Although cli ent par tic i pa tion in meet -
ings dropped sig nif i cantly imme di ately after the cri sis, it recov ered to its for mer level
only two months later. The big gest loss to the orga ni za tion occurred due to the flight of
around 160 cli ent fam i lies from the area, out of which only half repaid their out stand ing
loan. SFI had to write off this amount but was able to absorb the loss due to its loan loss
reserve.

Besides the direct effects of the armed vio lence on the cli ents, the ele vated secu rity
threats also severely affected the microfinance oper a tions. In response, SFI set up a
24-hour guard in front of its office, imme di ately depos ited col lected funds with the bank
and paid atten tion to tighter secu rity rules.

Cli ents’ feed back on the microfinance programme sug gests that they were gen er ally sat -
is fied with SFI’s cri sis response. They expressed the need for even more flex i bil ity in
times of cri sis, how ever, advo cat ing for shorter loan terms, more flex i ble repay ment
sched ules and the waiv ing of pen al ties on over due loans.

The long term strat egy of SFI for a better cri sis response and mit i ga tion includes plans to
pro vide disas ter pre pared ness train ing for staff and cli ents, diver sify its cli ent base (geo -
graph i cally and by sec tor), develop insur ance prod ucts, pro mote sav ings as self insur -
ance and col lab o rate more closely with donors to speed up emer gency loan dis burse ment 
after an event of cri sis.
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19 Islamic Microfinance44

“Islamic microfinance rep re sents the con flu ence of two rap idly grow ing indus tries: microfinance 
and Islamic finance. It has the poten tial to not only respond to unmet demand but also to

com bine the Islamic social prin ci ple of car ing for the less for tu nate with microfinance’s power
to pro vide finan cial access to the poor. Unlock ing this poten tial could be the key to pro vid ing
finan cial access to mil lions of Mus lim poor who cur rently reject microfinance prod ucts that do

not com ply with Islamic law.” ~ Karim et al. (2008)

The Islamic world is enor mous with over 1.2 bil lion peo ple, stretch ing from Sen e gal to the
Phil ip pines and com pris ing six regions: North Africa, Sub-Saha ran Africa, the Mid dle East,
Cen tral Asia, South Asia, and South east Asia. Except for a hand ful of coun tries in South east
Asia and the Mid dle East, there are high and ris ing pov erty lev els in both urban and rural parts 
of most Mus lim coun tries. In Indo ne sia alone, with the world’s larg est Mus lim pop u la tion,
over half of the national pop u la tion (about 129 mil lion peo ple) are poor or vul ner a ble to pov -
erty with incomes less than US$2 a day. It is esti mated that ten Islamic coun tries account for
more than 600 million of the world’s poor.

Com bine these sta tis tics with research from Honohon (2007) that esti mates sev enty-two per -
cent of peo ple liv ing in Mus lim-major ity coun tries do not use for mal finan cial ser vices and the 
poten tial for microfinance in the Islamic world becomes clear. Even when finan cial ser vices
are avail able, some peo ple do not use them because they view con ven tional prod ucts as
incom pat i ble with the finan cial prin ci ples set forth in Islamic law. In recent years, a few
microfinance insti tu tions have stepped in to ser vice low-income Mus lim cli ents who demand
prod ucts con sis tent with Islamic finan cial prin ci ples – lead ing to the emer gence of Islamic
microfinance as a new market niche.

This chap ter explores the char ac ter is tics of Islamic microfinance and the strat e gies being used 
to serve this mar ket seg ment. It addresses the fol low ing four ques tions:

1. What is Islamic finance? 

2. What is the mar ket for Islamic microfinance?

3. What prod ucts could Islamic microfinance offer?

4. What are the chal lenges inher ent in serv ing this mar ket?

19.1 What Is Islamic Finance?

Islamic finance refers to a sys tem of finance based on Islamic law (com monly referred to as
Sharia). Islamic finan cial prin ci ples are pre mised on the gen eral prin ci ple of pro vid ing for the
wel fare of the pop u la tion by pro hib it ing prac tices con sid ered unfair or exploit ative. The most
widely known char ac ter is tic of the Islamic finan cial sys tem is the strict pro hi bi tion on giv ing or
receiv ing any fixed, pre de ter mined rate of return on finan cial trans ac tions. This ban on inter est,
agreed upon by a major ity of Islamic schol ars, is derived from two fun da men tal Sharia pre cepts:

l Money has no intrin sic worth. Money is not an asset by itself and can increase in value
only if it joins other resources to under take pro duc tive activ ity. For this rea son, money
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can not be bought and sold as a com mod ity, and money not backed by assets can not
increase in value over time.

l Fund pro vid ers must share the busi ness risk. Pro vid ers of funds are not con sid ered
cred i tors (who are typ i cally guar an teed a pre de ter mined rate of return), but rather inves -
tors (who share the rewards as well as risks asso ci ated with their invest ment). “Depos i -
tors” in Islamic banks are really share hold ers who earn div i dends when the bank turns a
profit, or lose a por tion of their sav ings if it turns a loss (Zaher and Hassan, 2001).

Islamic finance, how ever, extends beyond the ban on inter est-based trans ac tions. Addi tional
key finan cial prin ci ples include the fol low ing:

l Mate rial final ity. All finan cial trans ac tions must be linked, either directly or indi rectly, to
a real eco nomic activ ity. In other words, trans ac tions must be backed by assets, and
invest ments may be made only in real, dura ble assets. This means that finan cial spec u la -
tion, and activ i ties such as short sell ing, are con sid ered vio la tions of Sharia.

l Invest ment activ ity. Activ i ties deemed incon sis tent with Sharia, such as those relat ing to 
the con sump tion of alco hol or pork and those relat ing to gam bling and the devel op ment
of weap ons of mass destruc tion, can not be financed. In broader terms, Sharia pro hib its
the financ ing of any activ ity that is con sid ered harm ful to soci ety as a whole.

l No con trac tual exploi ta tion. Con tracts are required to be by mutual agree ment and
must stip u late exact terms and con di tions. Addi tion ally, all involved par ties must have
pre cise knowl edge of the prod uct or ser vice that is being bought or sold.

The body of law used to engi neer Sharia-based finan cial con tracts is com plex. Schol ars must
com plete sev eral years of train ing before becom ing cer ti fied to issue finan cial rul ings. The
indus try’s most prom i nent Islamic finance schol ars are in gen eral agree ment on the basic set
of finan cial pre cepts listed above. How ever, there is no cen tral ized Sharia finance author ity,
and con se quently, there can be con flict ing views on the imple men ta tion of these prin ci ples in
design ing and extend ing Islamic financial products.

19.2 What Is the Mar ket for Islamic Microfinance?

In a 2007 global sur vey on Islamic microfinance, the Con sul ta tive Group to Assist the Poor -
est (CGAP) col lected infor ma tion on over 125 insti tu tions and con tacted experts from 19
Mus lim coun tries. The sur vey and a syn the sis of other avail able data revealed that Islamic
microfinance has a total esti mated global out reach of only 380,000 cus tom ers and accounts
for only an esti mated one-half of one per cent of total microfinance out reach. The sup ply of
Islamic microfinance is very con cen trated in a few coun tries, with the top three (Indo ne sia,
Ban gla desh, and Afghan i stan) account ing for 80 per cent of global outreach (see Table 19.1).
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Table 19.1 Out reach of Islamic Microfinance

Region
# of

Included
Institutions

% Female
(Avg.)

Total # of
Clients

Total
Outstanding 

Loan
Portfolio
(US$)

Average
Loan

Balance
(US$)

Afghanistan 4 22 53,011 10,347,29 162

Bahrain 1 n/a 323 96,565 299

Bangladesh 2 90 111,837 34,490,490 280

Indonesia* 105 60 74,698 122,480,000 1,640

Jordan 1 80 1,481 1,619,909 1,094

Lebanon 1 50 26,000 22,500,000 865

Mali 1 12 2,812 273,298 97

Pakistan 1 40 6,069 746,904 123

West Bank and Gaza 1 100 132 145,485 1,102

Saudi Arabia 1 86 7,000 586,667 84

Somalia 1 n/a 50 35,200 704

Sudan 3 65 9,561 1,891,819 171

Syria 1 45 2,298 1,838,047 800

Yemen 3 58 7,031 840,240 146

TOTAL 126 59 302,303 197,891,882 541

*Micro and rural banks only.
** There were seven MFIs in the West Bank and Gaza that offered, with the hold of training and funding facilities offered
by the Islamic Development Bank, a total of 578 Islamic loans between 2005 and 2006. Data on only one of these seven 
are displayed in the table because the remaining six MFIs were disbursing Islamic loans with average loan sizes higher
than 250 per cent of the region’s gross domestic product per capita.

Source: Karim et al., 2008.

Among the insti tu tions that offer Islamic microfinance prod ucts, non-gov ern ment orga ni za -
tions (NGOs) are the dom i nant play ers in terms of breadth of out reach, with just 14 insti tu -
tions reach ing 42 per cent of cli ents. Com mer cial banks (rep re sented by only two insti tu tions:
Yemen’s Tadhamon Islamic Bank and Ban gla desh’s Islami Bank Ban gla desh Lim ited) have
the sec ond larg est out reach with over 87,000 cli ents. Inter est ingly, 105 Sharia-com pli ant rural
banks in Indo ne sia account for 25 per cent of total cli ents, but 62 per cent of the out stand ing
loan port fo lio because of their sig nif i cantly higher aver age loan size and focus on small and
microenterprise financing.

Like con ven tional microfinance, Islamic microfinance tends to focus on female cli ents – a
major ity of Islamic MFI cli ents accord ing to the CGAP sur vey were women (59 per cent on
aver age, but up to 90 per cent in Ban gla desh). Over all, the per cent age of female cli ents using
Islamic microfinance prod ucts is com pa ra ble to those using con ven tional microfinance prod -
ucts (65.7 per cent glob ally, and 65.4 per cent in the Arab world) (Microfinance Infor ma tion
eXchange, 2007).
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Despite the rel a tively low out reach of Islamic microfinance to date, demand for Islamic
microfinance prod ucts seems strong. Sur veys in Jor dan, Alge ria, and Syria, for exam ple,
revealed that 20–40 per cent of respon dents cite reli gious rea sons for not access ing con ven -
tional microloans. This is not to say that con ven tional microfinance prod ucts have not been
suc cess ful in Mus lim major ity coun tries. The Grameen Bank, one of the ear li est microfinance
pro grams, orig i nated in Ban gla desh and had 8 mil lion cli ents at the end of 2009. Both Indo ne -
sia and Paki stan have vibrant microfinance indus tries. Approx i mately 44 per cent of con ven -
tional microfinance cli ents worldwide reside in Muslim countries.

Yet, con ven tional microfinance prod ucts do not ful fill the needs of many Mus lim cli ents. Just
as there are main stream bank ing cli ents who demand Islamic finan cial prod ucts, there are also 
many poor peo ple who insist on these prod ucts. Indeed, Sharia com pli ance in some soci et ies
may be less a reli gious prin ci ple than a cul tural one – and even the less reli giously obser vant
may desire Sharia compliant products. 

There is also a cat e gory of Mus lim cli ents who use con ven tional microfinance prod ucts
because that is what is avail able, but would pre fer Islamic ones. Prac ti tio ners in Mus -
lim-major ity coun tries indi cate that in Afghan i stan, Indo ne sia, Syria, and Yemen, some con -
ven tional microborrowers switch over once Islamic prod ucts become avail able. At the same
time, how ever, anec dotal evi dence sug gests that sur vey respon dents may ver bally express a
pref er ence for Islamic prod ucts sim ply to dem on strate piety but when given a choice in prac -
tice will opt for a lower priced con ven tional prod uct. Con se quently, despite indi ca tions of
demand for Islamic microfinance prod ucts, fur ther research is needed to ascer tain the nature
and extent of the demand and how to meet this demand in a cost-effective manner.

19.3 What Prod ucts Could Islamic Microfinance Offer?

Islamic microfinance ser vices take the form of con tracts. This sec tion briefly describes seven
basic types of con tracts, which can be used in dif fer ent ways, and even com bined, to cre ate a
vari ety of prod ucts.

1) Murabaha

4) Ijara

3) Mudaraba

4) Musharaka

5) Takaful

6) Qard Hasan

7) Wadiah

Murabaha (cost-plus financ ing)

The most widely offered Sharia-com pli ant con tract is murabaha, an asset-based sale trans ac -
tion used to finance goods needed as work ing cap i tal. Typ i cally, the cli ent requests a spe cific
com mod ity for pur chase, which a finan cial insti tu tion buys directly from the mar ket and sub -
se quently resells to the cli ent, after add ing a fixed “mark-up” for the ser vice pro vided. Pay -

394

19 Islamic Microfinance



ment is deferred to a future date. In order for a murabaha sale to be Sharia-com pli ant, three
main conditions must be met:

l the finan cial insti tu tion must own the com mod ity before sell ing it;

l the com mod ity must be tan gi ble; and 

l the cli ent must agree to the pur chase and resale prices, as well as the fre quency and num -
ber of repay ments.

It is per mis si ble for the finan cial insti tu tion to appoint the cli ent as an “agent” (by means of
another type of con tract) to directly pro cure the com mod ity from the mar ket on its behalf.
How ever, own er ship of the com mod ity (and the risks that come with own er ship) lie strictly
with the finan cial insti tu tion until the cli ent has fully paid. It is this risk-bear ing by the finan cial 
insti tu tion that legit i mizes its prof its from the per spec tive of Sharia. The mark-up is dis tinct
from inter est because it remains fixed at the ini tial amount, even if the client repays past the
due date.

Murabaha con tracts are the eas i est for microfinance insti tu tions and their cli ents to man age
because they are well-defined, they allow repay ments in equal install ments, and they do not
require cli ents to keep detailed account ing records. One exam ple of a suc cess ful scheme is
described in Box 19.1
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Box 19.1 Murabaha Financ ing in Syria

Jabal al-Hoss is one of the poor est areas in Syria where the United Nations Devel op ment
Programme (UNDP) has sup ported the estab lish ment of self-reli ant local finan cial insti -
tu tions, called sanadiq (lit er ally “sav ings box”). The sanadiq are self-man aged and
auton o mous in their deci sion-mak ing. Their start-up is self-financed through mem ber
share cap i tal, from which small loans are given for up to three months. 

The finan cial prod uct agreed upon was murabaha; for instance, a sanduq would buy 10
sheep and sell them to a mem ber, to be repaid in instal ments with a fixed mark-up (profit 
mar gin) of 2.5% per month. At the end of the year the profit made by a sanduq would be
shared between the mem bers and the sanduq as a source of growth. Once finan cial oper -
a tions were sat is fac tory, the sanadiq had access to refi nanc ing from a sanduq markazi,
or cen tral fund. This was ini tially replen ished by UNDP and sub se quently by the Jap a -
nese Gov ern ment.

Between Sep tem ber 2000 and Decem ber 2002, 22 sanadiq were estab lished, com pris -
ing 4,691 mem bers, with share holder equity of US$ 130,000. The repay ment rate as of
31 Decem ber 2002 was 99.7%. Return on aver age equity was 17%, almost half of
which (46%) was paid to share hold ers, the bal ance (54%) retained as cap i tal. As of June 
2006 there were 32 vil lage-based sanadiq with 7360 share hold ers, 47% of them
women, most of them illit er ate. They opted for inte grated sanadiq, in which female
mem bers par tic i pate in man age ment com mit tees. 

Adapted from: Imady and Seibel, 2003 and Seibel, 2007.



Ijara (leas ing)

Ijarah is a leas ing con tract that can be used to finance income-gen er at ing equip ment, such as
small machin ery, tools, carts or rick shaws. The cli ent receives the ben e fits asso ci ated with
own er ship of the asset in exchange for pre de ter mined rental pay ments. The dura tion of the
lease and its related pay ments must be deter mined in advance to avoid any spec u la tion. The
les sor (in this case, the finan cial insti tu tion) con tin ues to be the owner through out the ijara
period, so that the risks asso ci ated with own er ship of the asset remain with the insti tu tion.
The cash flows are struc tured in a way that cover the cost of the asset and pro vide for a fair
return to the finan cial insti tu tion. At the end of the lease, the insti tu tion can donate the asset
or trans fer own er ship to the client via a sale contract at a nominal price.

An impor tant Sharia rule gov ern ing ijara as a tool of microfinance is that the risk and lia bil i ties 
emerg ing from the own er ship of the asset sub stan tially remain with the les sor so that its prof -
its are deemed legit i mate. In a con ven tional finan cial lease, the les sor trans fers to the les see the 
risks and rewards related to own er ship of the leased asset even while the title of the asset may
or may not even tu ally be trans ferred to the les see. The com plete trans fer of risk makes the
finan cial lease unac cept able from the Sharia point of view.

With ijara con tracts, there is no com pen sa tion in case of destruc tion of asset value, except
when the loss is caused by the neg li gence of the les see (the cli ent). A les sor can mit i gate this
risk by mak ing the les see spe cif i cally lia ble for dam ages, theft and/or loss on destruc tion of
assets except in the case of force majeure. Fur ther, spe cific risks of the les sor relat ing to the
phys i cal dam age, theft and/or loss on destruc tion of the leased asset may be cov ered by
Islamic insur ance (refer to the dis cus sion below on takaful). The les sor may include the cost of 
takaful premium in the ijara rental. 

Musharaka and Mudaraba (profit and loss shar ing)

Profit and loss shar ing schemes are the Islamic finan cial con tracts most encour aged by Sharia
schol ars. Musharaka is equity par tic i pa tion in a busi ness ven ture, in which the par ties share
the prof its or losses accord ing to a pre de ter mined ratio. It is viewed by many as the pur est
form of finance because all par ties share the under ly ing risk. Musharaka can be used for assets
or for work ing cap i tal (see Figure 19.1). 

A vari ant of this con tract, known as the dimin ish ing musharaka, has great poten tial for
Islamic MFIs. While a clas si cal musharaka aims to involve the MFI as a per ma nent part ner in
the ven ture, in a declin ing musharaka, the MFI’s share in the equity is dimin ished each year
through par tial return of cap i tal. The MFI receives peri odic prof its based on its reduced equity 
share that remains invested dur ing the period. The share of the cli ent in the cap i tal steadily
increases over time, ulti mately result ing in com plete own er ship of the ven ture.
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Source: Allen and Overy, LLP, 2009.

Mudaraba denotes trustee financ ing, in which one party acts as finan cier by pro vid ing the
funds, while the other party pro vides the man a ge rial exper tise in exe cut ing the pro ject (see
Fig ure 19.2). In mudaraba, prof its are shared accord ing to a pre de ter mined ratio, but finan cial
losses are borne entirely by the finan cier (while the man ager loses time and effort). Mudaraba
may be of two types: restricted or unre stricted. In a restricted mudaraba, the MFI spec i fies a
par tic u lar busi ness in which invest ments may be under taken. In an unre stricted mudaraba, the 
cap i tal can be invested in any busi ness that the client deems fit.

Though pro moted strongly by Sharia, musharaka and mudaraba con tracts are not pop u lar
among MFIs or cli ents. This is due to sev eral fac tors. First, since the profit-shar ing ratio is
pre de ter mined, but the profit is not, both musharaka and mudaraba schemes require vig i lant
report ing and a high level of trans par ency for prof its and losses to be dis trib uted justly. Cli ents 
often lack the nec es sary skills to do this or are sim ply unwill ing to report their prof its and
losses to the MFI on an ongo ing basis. Sec ond, the uncer tainty about prof its and the vari abil -
ity of prof its from one week to the next makes it very dif fi cult for MFIs to pre dict cash flows.
Finally, the repay ment sched ule is dif fi cult for both loan offi cers and bor row ers to under -
stand. Even in a hypo thet i cal sit u a tion in which prof its are known, the bor rower has to repay a 
dif fer ent amount each period (and the loan offi cer has to col lect a dif fer ent amount each
period). This lack of sim plic ity – rel a tive to the equal repay ment instal ments pro vided under a
murabaha con tract – is a source of confusion for borrowers and loan officers. 

Takaful (mutual insur ance)

The equiv a lent of Islamic insur ance, takaful is a mutual insur ance scheme. The word orig i -
nates from the Arabic word “kafala,” which means guar an tee ing each other or joint guar an tee. 
Each par tic i pant con trib utes to a fund that is used to sup port the group in times of need, such
as death, crop loss, or acci dents. Paid pre mi ums are invested in a Sharia-com pli ant man ner to
avoid inter est. Main stream insur ance com pa nies can work with MFIs as agents to offer
takaful to their cli ents, as dem on strated by the case of Indonesia (see Box 19.2).
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Fig ure 19.1 Musharaka
(part ner ship)

Fig ure 19.2 Mudaraba
(trust financ ing)
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Box 19.2 Takaful and Microtakaful Insur ance in Indo ne sia

Most of the insur ance com pa nies in Indo ne sia are either devel op ing or have devel oped
takaful insur ance prod ucts, and even takaful divi sions, to respond to and develop the
grow ing demand from the Islamic com mu nity.

In Indo ne sia, takaful insur ance is gov erned by the Min is try of Finance and its Insur ance
Direc tor ate, but licens ing and con tin ued oper a tion as a takaful insurer or takaful divi sion is 
depend ent on the con tin u ing approval of the National Board of the Sharia Coun cil. The 18
mem bers of the National Sharia Board must approve requests for new takaful prod ucts
before the Insur ance Direc tor ate will begin their approval pro cess. This pro cess involves a
review of sev eral aspects of the prod uct in order to con firm con for mity with Sharia law.
This includes: how trans ac tions are man aged, how invest ments are made, into which
invest ments Sharia pre mi ums will be placed, and how earn ings will be dis trib uted.

In order to ensure con tin ued com pli ance, the Board requires a three-mem ber Sharia
com mit tee to be housed within the insur ance com pany to review reg u lar trans ac tions
and pol i cies, and to guide man age ment in their prod uct and pro cess deci sion-mak ing
regard ing Sharia aspects of oper a tions.

Another fac tor that must com ply with Sharia law is the invest ment of insur ance con tri bu -
tions and sav ings. In the past, this has been a lim it ing fac tor. How insur ance is sold is
also a fac tor in devel op ing a Sharia-com pli ant prod uct. Takaful insur ance can be sold by
an inter me di ary as long as three cri te ria are met: 

(i) The inter me di ary must charge a fee, not a com mis sion;

(ii) Buy ers must under stand that the inter me di ary is only a pass-through to move their
pre mi ums to the Sharia insurer more effi ciently;

(iii) Any pro ceeds (pre mi ums) must be held in a sep a rate account and not com min gled
with other inter me di ary funds. 

The begin nings of microtakaful can be traced to 2006, when Ger many’s Allianz intro -
duced a microinsurance ver sion of its takaful pol i cies in the coun try. After a
16-month-long pilot phase, a credit life programme, “Payung Keluarga” (mean ing
“Fam ily Umbrella”) was intro duced in Jan u ary 2008, fea tur ing options that included
Islamic law com pli ant pol i cies and co-insur ance for spouses. By the end of 2008,
Allianz had insured over 183,000 micro-cred its, cov er ing debt ors of 21 part ner MFIs
(includ ing four coop er a tives, 11 social foun da tions, four rural banks and two com mer cial 
banks) against nat u ral and acci den tal death for an aver age pre mium of US$0.73. To
keep pre mi ums low, Payung Keluarga is a com pul sory prod uct; to reduce com plex ity, the 
MFI cen trally decides on the prod uct ben e fits on behalf of their cus tom ers. 

Domes tic insur ance pro vid ers have also jumped onto the microtakaful band wagon. In
late 2006, PT Asuransi Takaful Keluarga (ATK), Takmin Work ing Group and Shariah
microfinance insti tu tions (LKMS) col lab o rated under the part ner-agent model to launch
Takaful Micro Sakinah, a Shariah-com pli ant credit insur ance programme for micro busi -
nesses and poor fam i lies in Bogor. In 2008, ATK part nered with the National Alms Board 
(Baznas) to develop a microtakaful scheme for alms receiv ers. The cov ers cost
Rp50,000 (US$5) and will con sist of recip ro cal assis tance funds man aged by ATK and
dona tion funds man aged by Baznas. The lat ter dis trib utes Rp2,500 from each pol i cy -
holder’s pre mi ums to wor thy receiv ers. The pol i cies pay out Rp5 mil lion for death result -
ing from nat u ral causes and Rp25 mil lion for those caused by acci dents.

Source: Seibel, 2005 and Hogarth, 2009.



Qard Hasan45

Qard hasan is a loan granted with out expec ta tion of any return on the prin ci pal. These
zero-return loans are loans that the Quran exhorts Mus lims to make to “those who need them.”
Bor row ers are allowed and even encour aged to return more than the amount bor rowed, but the
excess is viewed as a gift and is per mis si ble only if it is not demanded by the lender.

From the stand point of a microfinance insti tu tion, a qard hasan con tract can be used both as an
instru ment of sav ings mobi li za tion and as an instru ment of financ ing. This is because a qard
hasan may or may not have a date of redemp tion. The absence of a spe cific date of redemp tion
gives a lender the right to call for repay ment at any time. Thus, when a deposit con tract is mod -
eled as a qard hasan con tract, depos i tors (as the lend ers) can take back their depos its with the
microfinance insti tu tion at any time. Cli ents may find it attrac tive to place their sur plus funds
with an MFI on a qard hasan basis, even if there is no nom i nal return on their sav ings, because it
allows them to store their sav ings in a safe place, while keep ing them acces si ble in case of emer -
gency and enabling them to per form an Islamic duty of help ing the have-nots at the same time.
This logic under lies the estab lish ment of Qard Hasan Funds in Iran (see Box 19.3)
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Box 19.3 Qard Hasan Funds in Iran

Qard Hasan Funds are oper at ing in the Ira nian infor mal finan cial sec tor for the past two
to three decades. It is esti mated that cur rently more than 3000 funds of these types
oper ate in urban and rural areas of the coun try. Qard Hasan Funds can be divided into at
least four cat e go ries: Fam ily Qard Hasan Funds, Work place Qard Hasan Funds, Com mu -
nity or Vil lage Qard Hasan Funds and large Qard Hasan Funds. In prin ci ple, all forms of
Qard Hasan Funds are non-profit insti tu tions in which mem bers of a com mu nity set up a
sav ings and loans soci ety. Mem bers deposit their sav ings with the fund in order that
other mem bers who need some loan for a short period could be helped from this fund. In
essence, it is a mutual sup port fund  –  a depos i tor at one time may become a bor rower at
another time and vice versa. 

Mem bers are free to with draw some or all of their depos its if and when they want (or at
short notice). No depos i tor demands or receives any amount in addi tion to his/her cap i -
tal. As the mem bers are known to each other and trust wor thy, there is lit tle room for
default on loans. The oper a tions of the soci ety are run by vol un teers, using some free
office space.

Other over heads, such as costs for stamps, sta tio nery, trans port, com mu ni ca tion and so
on are cov ered, in some Qard Hasan Funds, through engage ment of funds in busi ness
activ i ties. In most of the oth ers, the bor row ers have to pay the costs. There fore, even
though the cap i tal is cost-free the loan is not. It is inter est-free but not cost-free.

Stud ies show that the aver age amount of sav ings depos its in Qard Hasan Funds is larger
than those of banks. Loan appli cants of qard hasan usu ally request loans for needs like
mar riage, health, or hous ing. Depend ing on the size of the loan and bor row ers’ abil ity to
pay, bor row ers have between 1 to 2 years to repay the qard hasan loans. To be eli gi ble for 
a qard hasan loan, a bor rower must be in urgent need, have at least one ref eree or guar -
an tor, and dem on strate suf fi cient evi dence to repay the loan. 

Source: Adapted from Asgary, 2007.

45 This section is adapted from Obaidullah, 2008.



As a financ ing mech a nism, the qard hasan con tract also has some advan tages. Unlike other
Islamic finance con tracts, it can place cash in the hands of a bor rower that may be used for con -
sump tion as well as pro duc tive pur poses, which makes it more use ful for serv ing the very poor.
In addi tion, MFIs can charge bor row ers a ser vice fee to cover the admin is tra tive expenses of
han dling the loan, pro vided that the fee is not related to the amount or term of the loan.

How ever, qard hasan con tracts have sev eral impor tant dis ad van tages as well. First, they do
not pro tect depos i tors from the harm ful effects of infla tion. Accord ing to Seibel (2007),
depos i tors in Iran lost about half the value of their depos its each year dur ing the mid-1990s
when infla tion rates were around 50 per cent. Sec ond, they are often con sid ered a form of
char ity because they are typ i cally for given in the event of default. Thus, MFIs who use this
con tract to finance entre pre neurs may have dif fi culty get ting their loans repaid, and if other
cli ents are effec tively financ ing these loans through qard hasan depos its, they risk los ing their
sav ings. Third, out reach through qard hasan loans will be lim ited by the MFI’s abil ity to raise
qard hasan depos its, although this last chal lenge might be met by lever ag ing zakat (funds
donated pur su ant to the Mus lim obli ga tion to pay alms) as discussed in Section 19.5 below.

Wadia

Wadia is a con tract whereby a per son leaves valu ables with some one for safe keep ing. The
keeper can charge a fee, even though in Islamic cul ture it is encour aged to pro vide this ser vice
free of charge or to recover only the costs of safe keep ing with out any profit. Under this mech -
a nism, depos its can be held in trust and uti lized by an MFI at its own risk. Any profit or loss
result ing from the invest ment of these funds accrues entirely to the microfinance insti tu tion.
One type of wadia con tract, wadiah yad dhammanah (keep ing valu able goods by guar an tee),
when com bined with qard hasan, can form the basis for pawn lend ing, which is com mon in
both Malay sia and Indonesia (see Box 19.4).

Using Islamic finance con tracts to mobi lize funds

It has already been dis cussed above how wadia and qard hasan can be used to cap ture depos -
its, but there are actu ally many ways to com bine Islamic finance con tracts to cre ate
Shariah-com pli ant sav ings accounts, as illus trated by the range of sav ings prod ucts offered by
Bank Muamalat (see Box 19.5).

Mudaraba-based accounts allow cus tom ers to deposit money in a finan cial insti tu tion and
share in the prof its and risks of the insti tu tion’s use of that money. How ever, since
mudaraba-based sav ings prod ucts involve con sid er able down side risk (a loss by the insti tu -
tion would have to be absorbed by the depos i tor), they are rarely offered by Islamic
microfinance insti tu tions. A vari ant of this prod uct is based on the notion of rev e nue-shar ing
instead of profit-shar ing and is rea son ably com mon place in the case of Indo ne sian
microfinance insti tu tions (see Table 19.2) for a few exam ples.46

400

19 Islamic Microfinance

46 It should be noted that when savings products are remunerated on the basis of revenue-sharing rather than profit-sharing, 
the underlying Shariah mechanism is no longer the classical mudaraba but rather a type of agency contract under which
the depositor appoints the microfinance institution to manage its funds.
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Box 19.4 Murtahin (Islamic Pawnbroking)
Pawn shops are one of the many types of insti tu tions pro vid ing Islamic microfinance. In
Indo ne sia, there are approx i mately 744 branches and 14 regional head offices, all of
which are state-owned and run by Perum Pegadaian (PP). In 2001, PP estab lished a
Sharia Pawn Ser vice Unit Divi sion for imple ment ing pawn ing prac tices based on Shari’a
pur su ant to Arti cle 7 of Gov ern ment Reg u la tion No. 103 of 2000.

Through the Sharia Pawn Ser vice Unit Divi sion, pawn shops pro vide fast loans based on
col lat eral in the form of phys i cal assets (e.g. jewel lery, pre cious met als, elec tronic devices
etc.) which do not require com plex pro ce dures to oper ate. Dur ing the lend ing period,
pawn shops pro vide a place for safe keep ing the pledged assets and, in turn, charge the bor -
row ers a fee for costs related to their main te nance and safe keep ing. Upon matu rity, pawn -
shops have the right to sell or auc tion the pledged assets upon giv ing notice to the
bor row ers, unless the bor row ers repay the debt and reclaim the pledged assets.

In Malay sia, the inclu sion of Sharia reg u la tion in the bank ing sys tem in 1983 led to the
estab lish ment of Ar Rahnu in 1993. Ar Rahnu offers short term inter est-free loans that
require col lat eral which is val ued at cur rent pre vail ing prices. Dur ing the lend ing period,
the lender will charge a fee for safe keep ing the col lat eral. At the end of the period, financ -
ing must be repaid and the col lat eral reclaimed. As in Indo ne sia, if the loan is not repaid
within the agreed dura tion, the lender reserves the right to seize and auc tion the col lat eral
to recover its financ ing costs with any remain ing bal ance returned to the bor rower.

Source: Allen and Overy, LLP, 2009

Box 19.5 Sav ings prod ucts at Bank Muamalat in Indo ne sia
Bank Muamalat, Indo ne sia’s first shariah com mer cial bank, bor rows money from the
pub lic using the fol low ing instru ments.
l Ummat Sav ings – Tabungan Ummat: A sav ings account from which money can be

with drawn any time at any Muamalat office or ATM. Cus tom ers share in the bank’s
rev e nue. The Ummat Sav ings cus tom ers also receive life insur ance and the oppor tu -
nity to win a free Umrah pil grim age to Mecca.

l Trendi Sav ings – Tabungan Trendi: A sav ings account for teen ag ers and stu dents.
Besides acci dent insur ance cov er age, it offers spe cial prizes for highly ranked stu -
dents and one-year schol ar ships for 50 stu dents.

l Ukhuwah Sav ings – Tabungan Ukhuwah: A sav ings account con ducted in coop er a tion 
with Dompet Dhuafa Republika for con ve nience in mak ing reg u lar and auto matic
pay ment of zakat, infaq, and shadaqat in three pack ages: Rp 25,000, Rp 50,000,
and Rp 100,000. This sav ings account also gives the depos i tor an ATM card, shop -
ping dis counts at cer tain shops, and acci dent insur ance cov er age.

l Arafah Sav ings – Tabungan Arafah: A sav ings account designed spe cif i cally for the
hajj pil grim age. The sav ing scheme will help cus tom ers in plan ning their hajj in
accor dance with their finan cial capa bil ity and intended hajj date. Life insur ance is
also pro vided. The depos i tors are also eli gi ble for prizes.

l Fulinves Depos its – Deposito Fulinves: A time deposit with a rev e nue shar ing pack age 
avail able for var i ous terms and with a chance to win prizes. Life insur ance is pro vided
to those with lon ger-term depos its.

l Wadi’ah Cur rent Account – Giro Wadi’ah: A cur rent account pro vid ing check ing and
allow ing some profit shar ing.

l Muamalat Finan cial Insti tu tion Pen sion Fund – Dana Pensiun Lembaga Keuangan: A
pen sion fund for those who make reg u lar depos its. The bank intends to add a vari ant
that pro vides life insur ance.

Source: Seibel, 2005.



Table 19.2 Deposit Prod ucts in Five Islamic Rural Banks (BPRS)

BPRS

Total
amount

(in million
Rp)

Number of
products

Savings
accounts* Time deposits*

Revenue-
sharing

Client-Bank

Average
return in %

p.a.

Revenue-
sharing

Client-Bank

Return in %
p.a.

1 Alwadi’ah 3,796 4 50:50 6% 70:30 10%

2 Artha Fis. 619 4 30:70 12% 40:60 18%

3 Harum Hik. 4,018 3 40:60 8.8% 65:35 14%

4 Wakalumi 6,040 12 35:65 7.09% 56:44 to
66:34

11.35 to
13.37%

5 Bangka 5,622 n/a 40:60 7.5% 55:45 11.5%

Mean 4,019 5.75 40:60 8.3% 60:50 13%

* By comparison, BMI, an Islamic commercial bank, reports yields to depositors of 6-7% p.a. on savings
accounts and 7-9% on term deposits.

Source: Seibel, 2005.

With murabaha-based term deposit accounts, cus tom ers can deposit money in a finan cial
insti tu tion and then the finan cial insti tu tion con ducts murabaha trans ac tions with that money, 
often on 30-day or 90-day terms (Rehman, 2007). This type of account is much safer, but is
not as liq uid as mudaraba-based accounts. How ever, the lim ited liquid ity of the account could
be per ceived by some cli ents as desir able (see Chapter 4).

Takaful can also oper ate as a sav ings prod uct if pre mi ums are invested in a Sharia-com pli ant
man ner and then dis bursed at the end of an agreed term, regard less of any insur ance claim.
Musharaka con tracts are not use ful for cap tur ing depos its, but they can be used to mobi lize
equity, as was seen in the case of the sanadiq described in Box 19.1. Vil lag ers bought shares
and become own ers of self-reli ant finan cial insti tu tions. For a sum mary of the Islamic
microfinance options that cor re spond to con ven tional microfinance products, see Table 19.3.

19.4 What Are the Chal lenges Inher ent in Serv ing this Mar ket?

Although Islamic microfinance could poten tially expand access to finance to unprec e dented
lev els through out the Mus lim world, it does face sev eral chal lenges, namely: 1) ensur ing and
com mu ni cat ing authen tic ity; 2) find ing a sus tain able busi ness model; 3) diver si fy ing the prod -
uct offer ing; 4) lever ag ing funds; and 5) estab lish ing effec tive stan dards and super vi sion.

Authen tic ity

Shariah com pli ance is the dif fer en ti at ing fac tor between a con ven tional and Islamic
microfinance insti tu tion. Islamic microfinance insti tu tions must not only con form to Sharia
in all their prod ucts, pro cesses and activ i ties; cli ents must also per ceive them to con form.

402

19 Islamic Microfinance



Table 19.3 Com par ing Con ven tional Microfinance and
Islamic Microfinance 

Con ven tional
Microfinance

Prod ucts
Islamic Microfinance Options

Microcredit • Murahaba (cost-plus financ ing)

• Musharaka (equity par tic i pa tion)

• Mudaraba (trustee financ ing)

• Qard Hasan (zero-return loans to cli ents)

• Murtahin (pawnbroking)

• Bai al Salam (pur chase with deferred deliv ery)

Microleasing • Ijara (leas ing)

Microinsurance • Takaful (mutual insur ance)

Microsavings • Wadia (stor age of valu ables for safe keep ing)

• Qard-hasan (zero-return loans from cli ents to MFI)

• Mudaraba (cli ents place their depos its in trust with the MFI and share prof its/loss)

• Murabaha (cli ents help finance the MFI’s murabaha con tracts with other cli ents
for a spe cific term and receive part of the fee)

• Takaful (if pre mi ums are invested and dis bursed at end of term)

Islamic microfinance some times suf fers from the per cep tion that it is sim ply a “rebranding”
of con ven tional microfinance and not truly reflec tive of Islamic prin ci ples. Crit ics sug gest that 
the pric ing of some prod ucts offered as Sharia-com pli ant too closely par al lels the pric ing of
con ven tional prod ucts. For exam ple, some insti tu tions offer murabaha where inter est
appears to be dis guised as a cost mark-up or admin is tra tion fee.

Main stream Islamic finan cial insti tu tions pro vide com fort to their stake holders that they con -
form to Islamic finance prin ci ples by set ting up Sharia super vi sory boards (SSBs). The mem -
bers of SSBs are usu ally dis tin guished schol ars who con firm the com pli ance of finan cial
prod ucts and con sis tency of oper a tions with Sharia. For Islamic MFIs, this approach would
be costly, so alter na tives have to be con sid ered. For exam ple, insti tu tions could approach
Sharia schol ars on a trans ac tion-by-trans ac tion basis or in rela tion to a par tic u lar prod uct, as
Islamic invest ment and finan cial coop er a tives (IIFCs) did in Afghan i stan (see Box 19.6).
Islamic MFIs could also pool their resources and form asso ci a tions which could then set up a
joint SSB.

Accord ing to Allen and Overy, LLP (2009), a key con sid er ation when appoint ing a Sharia
board is its com po si tion. MFIs should strive to appoint expe ri enced schol ars that are well
known in the area where they oper ate. They should also make sure that the board is made up
of Sharia schol ars who rep re sent a range of Islamic schools of thought, as this will help reduce 
the risk of dis agree ments as to whether a par tic u lar prod uct or trans ac tion is Sharia-com pli ant
or not.
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Set ting up an SSB will not, by itself, solve the authen tic ity chal lenge. Greater efforts can be
made to encour age the exchange of expe ri ences among reli gious lead ers (par tic u larly those
serv ing poor pop u la tions at the local level) relat ing to the Sharia com pli ance of microfinance
prod ucts, and to edu cate low-income pop u la tions, in col lab o ra tion with local reli gious lead -
ers, on how microfinance prod ucts comply with Islamic law.

Sus tain able busi ness model

In murabaha and ijara trans ac tions, which are the con tracts being used most to date, MFIs
pur chase a com mod ity (such as equip ment or inven tory) and resell or lease it to a user with a
mark-up. The costs asso ci ated with pur chas ing, main tain ing, sell ing and leas ing a com mod ity
are sig nif i cant. Credit offi cers are required to pre pare a detailed fea si bil ity study for every cli -
ent, which then serves as the basis for financ ing. They must go to the mar ket to pur chase the
com mod ity, and when they go, they must carry large amounts of cash, which leaves the MFI
vul ner a ble to theft. To min i mize this risk, some MFIs require more than one staff per son to
be pres ent for cer tain lev els of cash dis burse ment; oth ers restrict the num ber of dis burse -
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Box 19.6 WOCCU Expands Islamic Microfinance in South ern and
East ern Afghan i stan

Since 2004, WOCCU has worked with local lead ers across Afghan i stan to estab lish the
coun try's first fully Sharia-com pli ant finan cial insti tu tions, which oper ate accord ing to
Islamic prin ci ples of finance. After five years of devel op ment, 16 mem ber-owned IIFCs
with 11 full ser vice branches are cur rently bring ing finan cial ser vices to approx i mately
47,000 mem bers across the coun try. Despite a harsh oper at ing envi ron ment, three of
the IIFCs are already self-suf fi cient, and over all mem ber ship is increas ing by approx i -
mately 1,000 new mem bers each month. 

After just a few years of oper a tion, the IIFCs have trans formed the finan cial land scape in
rural Afghan i stan. The insti tu tions have tested a new lead er ship model that places tribal
elders on the boards of direc tors, a move that has sig nif i cantly improved local accep -
tance of the IIFCs while help ing main tain very low loan delin quency rates. The IIFCs
have also obtained decrees from local reli gious lead ers known as fatwas, indi cat ing
approval of the insti tu tions' finan cial prod ucts. 

The IIFCs' coop er a tive spirit of mem ber ser vice, reflec tive of the human is tic prin ci ples of 
Islam, is evi dent through a wide vari ety of com mu nity pro jects they sup port. IIFC activ i -
ties include rebuild ing mosques destroyed in con flict, offer ing indi vid ual devel op ment
accounts (IDAs) for edu cat ing young bomb ing vic tims and their sib lings, estab lish ing
tai lor ing and embroi dery cen ters for women and coor di nat ing the deliv ery of basic health
ser vices in IIFC com mu ni ties. In con flict-rid den areas where opium poppy pro duc tion is
wide spread, includ ing the prov inces of Helmand, Kandahar, Kunar and Uruzgan, 90% of 
IIFC loans are used for the pro duc tion of alter na tive agri cul tural crops. 

WOCCU's pro gram will con tinue to expand the IIFC net work by add ing an addi tional 15
IIFCs and seven branches in the south and east. It will also sup port the cre ation of a
national asso ci a tion that will pro vide super vi sion, tech ni cal assis tance and loan cap i tal
to the IIFCs to help grow Afghan i stan's finan cial coop er a tive move ment. 

Adapted from: WOCCU, 2009



ments that can be made at once, thereby lim it ing the amount of cash that can be car ried.
Super vi sors mon i tor pur chases and sales to make sure the financ ing pro cess is Sharia com pli -
ant and the MFI’s own er ship of all com mod i ties is prop erly doc u mented. Each of these con -
trols increases the institution’s costs and lowers staff productivity.

In addi tion to increas ing costs, the design of Islamic financ ing con tracts low ers effec tive port -
fo lio yield and puts pres sure on MFIs’ rev e nue.  When a murabaha loan is issued, the ser vice
charge is based on a fixed loan term and install ment sched ule. When these param e ters are vio -
lated by cli ents, the MFI has no recourse in terms of pen alty to com pen sate for the fact that its 
loan is out stand ing lon ger than expected or that the loan install ment is late. The out stand ing
funds are not gen er at ing rev e nue for the MFI, yet the MFI will have to expend resources in an
effort to get its cap i tal back.

These chal lenges will not be over come eas ily, but they must be over come if Islamic MFIs are
to be sus tain able. To date, MFIs have responded by dilut ing the Islamic mode of financ ing.
Rather than accom pany a cli ent who may want a par tic u lar kind of good that is sold in a far off
mar ket, MFIs may give the money directly to the cli ent to pur chase the good, or del e gate
some one else to buy it. Insti tu tions have reduced their mon i tor ing of Sharia com pli ance and,
in at least one doc u mented case, this has resulted in an MFI giv ing out stan dard financ ing
amounts rather than cater ing the financ ing to the asset being financed. This dilu tion of the
Islamic mode of financ ing is con trib ut ing to the authenticity issue described above.

One way to over come the chal lenges of murabaha and ijara trans ac tions is to use other
profit-shar ing modes of financ ing instead, but they have their own prob lems. The main one is
the moral haz ard prob lem aris ing from the underreporting of profit. This prob lem can be mit -
i gated by super vis ing the oper a tions and mon i tor ing accounts of cli ents, but super vi sion and
mon i tor ing are costly. Per haps part ner ships can be formed and alter na tive deliv ery chan nels
tested to allay some of the costs. User-owned mod els of ser vice deliv ery may also pro vide a
way for ward, as seen in the Syria and Afghan i stan cases described in Boxes 19.1 and 19.2.
Hav ing suf fi cient financ ing to offer addi tional ser vices and/or larger loans fol low ing on-time
repay ment can also provide incentives for performance.

Some have sug gested that Islamic MFIs should be able to draw more from the social cap i tal
that comes from being part of the Islamic com mu nity with shared val ues and prin ci ples.
Accord ing to Ahmed (2002), Mus lim employ ees should have an incen tive to work hard for
the bet ter ment of the lives of the poor in an Islamic finan cial insti tu tion, and Islamic teach ings 
should increase sol i dar ity among cli ents and thereby improve the qual ity of social col lat eral.
Fur ther more, the moral teach ings of Islam should make cli ents better debt ors as they con -
sider repay ment of debt a reli gious obli ga tion. By tap ping into this social cap i tal more effec -
tively, Islamic MFIs might be able to increase staff productivity and reduce defaults.

Prod uct diver sity

Islamic for-profit microfinance remains highly murabaha-centric. The CGAP sur vey referred
to in Sec tion 19.2 above found that over 70 per cent of the prod ucts offered by Islamic MFIs
are murabaha. Even ijara has not wit nessed many tak ers among Islamic MFIs. Profit and loss
shar ing, though highly acclaimed as “ideal” is hardly used. Vol un tary sav ings, depos its ser -
vices, insur ance, remit tance and other fee-based ser vices are gen er ally not offered. By con cen -
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trat ing pri mar ily on asset financ ing, the Islamic microfinance indus try lacks the prod uct
diver si fi ca tion nec es sary to serve the var i ous financial needs of the poor.

The entry of more com mer cial finance insti tu tions into the low-income mar ket should
increase the diver sity of prod ucts offered with time. A case in point is Allianz Global Inves -
tors’s expan sion of its microinsurance offer ing to India, Egypt, Colom bia, Sen e gal, Cam er -
oon, Ivory Coast and Mad a gas car, no doubt influ enced by the suc cess of Allianz Life
Indo ne sia. Noor Islamic Bank and Emirates Post Hold ing Group have announced plans to
estab lish a com pany that will offer Sharia-com pli ant microfinance prod ucts, includ ing
microcredit, insur ance, debit and credit cards, remit tance and cur rency exchange, and sal ary
pay ments to the low-income seg ment of the United Arab Emirates pop u la tion. Each entry by
a cor po rate giant pro vides oppor tu ni ties for MFIs to form inno va tive part ner ships that can
enable their cli ents to access a broader range of Sharia-compliant services affordably.

Lever ag ing zakat and Islamic funds

Through out the Mus lim world, microfinance (Islamic or oth er wise) is still seen as a phil an -
thropic activ ity rather than a busi ness enter prise. Con se quently, in the con text of Islamic
microfinance, there is a grow ing ten dency to view zakat (funds donated pur su ant to the Mus -
lim obli ga tion to pay alms) as a source of fund ing. Indeed, given the under ly ing prin ci ple of
Islamic finance to pro mote the wel fare of the com mu nity, zakat funds appear ide ally suited to
sup port Islamic microfinance. How ever, a heavy reli ance on char ity is not nec es sar ily the best
model for the devel op ment of a large and sus tain able sec tor, and more reli able, com mer cially
moti vated streams of funding should be explored.

Man ag ers at Islamic MFIs attest that there are cer tain prob lems in obtain ing funds from exter -
nal sources. First, the Islamic edu ca tional con tent of Islamic MFIs deters some exter nal
sources from fund ing them. Sec ond, though some funds are avail able from gov ern ment agen -
cies, they impose cer tain terms and con di tions that not only limit flex i bil ity in the oper a tions
of MFIs, but may also be con trary to Islamic prin ci ples. For exam ple, the funds are given on
inter est and the MFIs are required to get a cer tain fixed rate of return on their invest ments to
ensure repay ment. As a result, cer tain Islamic modes of financ ing (like mudarabah and
musharakah) can not be used to employ funds received from these sources.

One stra te gic use of zakah funds may come in the form of a guar an tee fund, since zakah may
legit i mately be used to pay-off unpaid debt of the poor. Credit guar an tee schemes can be a
stra te gic way to increase the attrac tive ness of microfinance to com mer cial banks, as illus trated 
by the suc cess of the Grameen-Jamil Ini tia tive in help ing an Egyp tian MFI lever age fund ing in 
local cur rency from a local bank (see Box 19.7). This kind of prod uct can be made
Shariah-com pli ant, but if zakah funds are to be used, care would have to be taken to ensure
that the cov er age of the scheme is restricted to the extremely poor only.

Stan dards and Super vi sion

Islamic finan cial ser vices orig i nally oper ated in an unclear reg u la tory land scape. How ever, as
they expanded, they pre sented sev eral reg u la tory chal lenges that gov ern ments have attempted 
to address to var i ous degrees. One approach has been to proactively encour age, even man -
date, Islamic finan cial ser vices by law. North ern Sudan, for exam ple, adopted Sharia-com pli -
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ant reg u la tory frame works for the entire bank ing sec tor in 1984. Indo ne sia broke new ground
in the realm of Islamic finance by cre at ing in 1992 a for mal, reg u lated Sharia bank ing sec tor
along side, and not instead of, its con ven tional bank ing sec tor. New reg u la tions in Malay sia,
Brunei, and Paki stan also have sup ported the expan sion of an Islamic finance industry
alongside conventional financial services.

A sec ond reg u la tory approach has been to address the growth of Islamic finance by sep a rately
reg u lat ing unique aspects of Islamic bank ing, such as the SSBs. For exam ple, sev eral coun tries 
(such as Kuwait, Jor dan, Leb a non, and Thai land) have reg u lated the com pe tence and com po -
si tion of SSBs, as well as related rules gov ern ing appoint ment, dis missal, and qual i fi ca tions of
SSB mem bers (Grais and Pellegrini, 2006). How ever, no coun try is known to reg u late the
Sharia juris pru dence to be used by SSBs in judging Sharia compliance.

In par al lel with increased atten tion by reg u la tory author i ties, inter na tional orga ni za tions also
have been cre ated to set Islamic finance account ing and other standards:

l The Islamic Finan cial Ser vices Board (IFSB), based in Malay sia, issues pru den tial stan -
dards and guid ing prin ci ples for Islamic finance. IFSB has issued guide lines on risk man -
age ment and cap i tal ade quacy for Islamic banks.

l The Account ing and Audit ing Orga ni za tion for Islamic Finan cial Insti tu tions (AAOIFI),
based in Bah rain, pro motes finan cial report ing stan dards for Islamic finan cial insti tu tions.

l The Islamic Devel op ment Bank (IDB), a mul ti lat eral body head quar tered in Saudi Ara bia, 
fights pov erty and pro motes eco nomic devel op ment in Islamic coun try mem bers. It pro -
motes microfinance and pov erty alle vi a tion pro grams through its Islamic Sol i dar ity Fund
for Devel op ment (ISFD), which recently com mit ted US$500 mil lion to microfinance
devel op ment through its Microfinance Sup port Pro gram (MFSP).
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Box 19.7 A Guar an tee Prod uct by Grameen-Jameel Ini tia tive

The Grameen-Jameel Ini tia tive, an inno va tive col lab o ra tion between Grameen Foun da -
tion and the Abdul Latif Jameel Group to fight pov erty in the Arab World through
microfinance, as its first trans ac tion pro vided a $2 mil lion guar an tee to Dakahlya Busi -
ness men Asso ci a tion for Com mu nity Devel op ment (DBACD), a lead ing microfinance
insti tu tion, enabling it to secure a local cur rency loan of $2.5 mil lion from BNP Paribas.
With this new fund ing, DBACD can pro vide much-needed loans to 16,000 poor Egyp -
tians. This deal nego ti ated by the Grameen-Jameel Ini tia tive uti lizes a $1 mil lion guar -
an tee from Grameen Foun da tion’s Growth Guar an tee Pro gram. The other $1 mil lion
guar an tee comes from the Mohammad Jameel Guar an tee Fund, estab lished in favor of
the Grameen-Jameel Pan Arab Ini tia tive. Both the Grameen Foun da tion Growth Guar an -
tees Pro gram and the Jameel Fund pro vide guar an tees for MFIs to receive local cur rency
financ ing from local com mer cial banks.

The guar an tees of $1 mil lion each were issued by Citibank and Banque Saudi Fransi. In
another first, this trans ac tion is the only one to date where an Egyp tian MFI has received
lever aged fund ing from a com mer cial bank. His tor i cally, banks in Egypt have required a
100 per cent guar an tee. By pro vid ing credit enhance ment and with the par tial guar an tee, 
Grameen-Jameel was able to inter est inter na tional banks in lend ing to DBACD for its
microfinance pro grams.

Source: Islamic Research and Train ing Insti tute, 2008



Despite a shared core of Islamic val ues, these insti tu tions often diverge with national reg u la -
tors (and each other) over Sharia stan dards. It would be help ful if the IDB, IFSB and AAOIFI 
would develop global finan cial report ing stan dards adapted to microfinance to build the infra -
struc ture for trans par ency in the global Islamic microfinance sec tor. This infra struc ture
would entail com pre hen sive dis clo sure guide lines on Islamic microfinance account ing prin ci -
ples, pric ing meth od ol o gies, finan cial audits, and even tu ally, rat ing ser vices.

Main Mes sages

1. Shariah com pli ance is the dif fer en ti at ing fac tor between a con ven tional and Islamic 
microfinance insti tu tion.

2. Islamic microfinance insti tu tions must not only con form to Shariah in all their prod -
ucts, pro cesses and activ i ties; they must be per ceived to con form by their cli en tele.

3. Despite indi ca tions of demand for Islamic microfinance prod ucts, fur ther research
is needed to ascer tain the nature and extent of the demand and how to meet it in a
cost-effec tive man ner.

4. More cre ativ ity is required in the way MFIs com bine Islamic con tracts to diver sify
the port fo lio of prod ucts being offered to cli ents.

5. MFIs should look for ways to part ner with for-profit and not-for-profit enti ties that
will enable their cli ents to access a broader range of Sharia-com pli ant ser vices
affordably.
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20 Rural Microfinance

“With rural pov erty account ing for 63 per cent of pov erty world wide, the impor tance of
mak ing microfinance ser vices avail able beyond city lim its is clear. The rural poor con sti tute
both the great est unmet need and the larg est unserved mar ket for microfinance ser vices.” ~

Manndorff (2004)

Both gov ern ment and non-gov ern ment actors have been try ing for decades to make finan cial
ser vices avail able to rural pop u la tions as a tool for eco nomic growth, food secu rity and pov -
erty reduc tion. Yet some 900 mil lion peo ple liv ing in rural areas still sur vive on less than
US$1.08 per day and the vast major ity of rural house holds still lack access to finan cial ser vices
(World Bank, 2007).

Past efforts to pro vide access to finan cial ser vices in rural areas focused on credit, which was
often sub si dized or directed towards par tic u lar agri cul tural sec tors or groups, and this lim ited
the num ber of peo ple who could ben e fit from these ser vices. Pri vate sec tor invest ment was
largely crowded out, non-agri cul tural and non-credit needs were rarely addressed, and when
the sub si dies could no lon ger be sus tained, even access to credit dried up.

The cur rent approach to rural finance rec og nizes that rural pop u la tions – like urban pop u la -
tions – demand a vari ety of finan cial ser vices to sup port their eco nomic activ i ties, smooth
their income flows and mit i gate their risks. It also rec og nizes that ser vices need to be priced at
a level that will cover their costs. How ever, the insti tu tions that are attempt ing to pro vide
these ser vices are still strug gling to develop and deliver prod ucts that are appro pri ate and
affordable for rural clients.

This chap ter will sum ma rize the fac tors that make the rural mar ket so chal leng ing. It will also
explore some of the prod ucts and strat e gies that dif fer ent types of insti tu tions are using to
serve this mar ket effec tively. The chap ter will address the fol low ing four themes:

1. What is rural microfinance?

2. The chal lenges of rural finan cial ser vice pro vi sion

3. Serv ing the rural mar ket

4. An appro pri ate prod uct mix for rural microfinance

20.1 What Is Rural Microfinance?

Rural microfinance is defined here as the pro vi sion of finan cial ser vices to poor and
low-income peo ple in rural areas. It includes finan cial ser vices that sup port agri cul tural activ i -
ties as well as those that do not. As shown in Fig ure 20.1, rural finance is not the same as agri -
cul tural finance because agri cul tural finance sup ports all agri cul ture-related activ i ties
includ ing those of pro ces sors, dis trib u tors and export ers who may be located in urban and
peri-urban areas and will not nec es sar ily be low-income. Rural finance is pro vided only in
rural areas, but sup ports a wide range of eco nomic activ i ties and house holds of various
income levels.
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The def i ni tion of a “rural area” var ies from one coun try to another.  Accord ing to the Inter na -
tional Fund for Agri cul tural Devel op ment (IFAD, 2001), rural areas are com monly defined as 
hav ing a pop u la tion of 5,000 per sons or less liv ing in farm steads or in groups of houses sep a -
rated by farm land, pas ture, trees or scrub land. The Small Enter prise Edu ca tion and Pro mo -
tion Net work (SEEP, 2010a) pro vides an alter na tive def i ni tion which has been accepted by
MFIs in a wide range of coun tries: “an area in which the pri mary eco nomic activ i ties are
small-scale  agri cul ture and live stock rear ing, although it also includes small-scale trade, ser -
vice, and man u fac tur ing activ i ties. It is also char ac ter ized, in rel a tive terms, by geo graphic iso -
la tion, low pop u la tion den si ties, poorly devel oped infra struc ture, under de vel oped market for
goods and services, and high poverty concentration.”

Fig ure 20.1 Rela tion ship between Rural, Agri cul tural and Micro Finance

Source: IFAD, 2010.

The SEEP def i ni tion sug gests some of the chal lenges posed by the rural envi ron ment, which
will be dis cussed in more detail in the fol low ing sec tion, as well as some of the rea sons for
which finan cial ser vices are demanded. In rural envi ron ments, financ ing may be needed to
pur chase agri cul tural inputs such as fer til iz ers, seeds, tools and equip ment; to obtain vet er i -
nary ser vices; to con tract labour for plant ing and har vest ing; to trans port goods to the mar ket; 
and to do all of these things at the right time so as to improve prod uct qual ity, effi ciency and
income. Pay ments need to be made and received. Income dur ing peak agri cul tural sea sons has 
to be man aged in a way that can cover expenses dur ing low-income peri ods. Invest ments have 
to be made in edu ca tion, shel ter and health. Emer gen cies need to be dealt with and envi ron -
men tal risks need to be man aged. In prin ci ple, sav ings, credit, leas ing, insur ance, money trans -
fers and non-finan cial services could all be of value to the rural market.
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20.2 The Chal lenges of Rural Finan cial Ser vice Pro vi sion47

In 2004, Cal vin Miller pre sented twelve key chal lenges to rural finan cial ser vice pro vi sion,
which he orga nized into four cat e go ries: vul ner a bil ity con straints, oper a tional con straints,
capac ity con straints and polit i cal/reg u la tory con straints. Although many other anal y ses of the 
chal lenges to rural finan cial ser vice pro vi sion exist, his frame work is a use ful one for view ing
at a glance the range of chal lenges that any MFI must face if it wishes to serve the rural market.

Vul ner a bil ity Con straints

1. Sys temic risk. Rural incomes, espe cially among agri cul tur al ists, are highly sus cep ti ble to
sim i lar risks at the same time.  Weather is the most uncon trol la ble and often dev as tat ing
risk but dis ease, plagues and pests are also impor tant. Fail ures in agri cul ture affect not only
farmer house holds and their pro duc tion and mar ket ing link ages, but also the rural
non-farm econ o mies that revolve around and depend upon agri cul tural income flows. 

2. Mar ket risk. The prices of agri cul tural com mod i ties fluc tu ate due to vari a tions in local
pro duc tion as well as “out side forces” such as polit i cal price con trols, sub si dies and glob al -
iza tion. The unpre dict abil ity of prices, com bined with a lack of com mu ni ca tions infra -
struc ture which would enable buy ers and sell ers to access updated pric ing infor ma tion,
increases the risk of rural eco nomic trans ac tions. 

3. Credit risk. In rural areas, prop erty rights are often unde fined, land and move able prop -
erty reg is tries may not exist, and credit bureaus typ i cally do not oper ate. Col lat eral sub sti -
tutes such as man da tory sav ings or peer lend ing can be prob lem atic since cli ents with
sea sonal cash flows will have trou ble mak ing a deposit or assist ing other group mem bers
with loan repay ment dur ing months of lit tle or no income.

Oper a tional Con straints

1. Invest ment returns. Rural cap i tal revolves slowly, with often one or some times two
crops per year. Profit mar gins are also low, which leaves less room for error and less capac -
ity to pay for high-cost finan cial ser vices. 

2. Lack of assets. The rel a tive pov erty in rural areas causes com mon cri ses to become major
cri ses due to the lack of an asset “cush ion.” Any loss of expected income through sick ness
or lower pro duc tion has a sig nif i cant impact. To com pen sate for this, tra di tional net works
and the minimization of pro duc tion risk tend to be more impor tant than the max i mi za tion
of profit, which results in lower lev els of invest ment. The small asset base in rural areas
also reduces sav ings and bor row ing capac ity, thus con strain ing econ o mies of scale in the
use or pro vi sion of ser vices. 

3. Geo graph ical dis per sion. Rural areas are char ac ter ized by low pop u la tion den sity and
high dis per sion. This increases the per cli ent cost of ser vice deliv ery. It can also make
finan cial ser vice access dif fi cult for cli ents who must travel long dis tances and spend sig -
nif i cant time away from their busi ness or house hold in order to con duct a finan cial trans -
ac tion.
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Capac ity Con straints

1. Infra struc ture. Poor com mu ni ca tion, bad roads, unequipped schools and lim ited health
ser vices lower the effi ciency of rural oper a tions, dis cour age new invest ment in the area,
and encour age many of the most tal ented and resource ful per sons to migrate out of  rural
com mu ni ties. 

2. Tech ni cal skills. A rel a tively unskilled rural pop u la tion is less pre pared for employ ment
and may be less will ing to adopt new tech nol o gies and ways of doing things. Illit er acy can
be high, mar ket ing skills can be weak, and poor han dling of goods dur ing har vest, pro cess -
ing or trans por ta tion can limit pro duc tiv ity and com pet i tive ness. Finan cial ser vice pro vid -
ers may need to invest more in train ing for staff and cli ents. 

3. Social exclu sion. Cul tural, lin guis tic, gen der, racial, reli gious and edu ca tional bar ri ers
affect mar ket and finan cial inte gra tion. To the extent that rural pop u la tions con sist of
minor ity groups that are not fully inte grated into main stream civil soci ety, addi tional effort
may be required to build trust-based rela tion ships between the com mu nity and a finan cial
insti tu tion.

4. Insti tu tional Capac ity. The man age ment, tech ni cal, and risk-bear ing capac ity of insti tu -
tions in rural areas is often weaker than in urban areas. One major excep tion to this gen eral
con straint is at the micro level, where social ties are strong and usu ally suf fi cient for the
level of oper a tions under taken at that level. 

Polit i cal and Reg u la tory Con straints

1. Polit i cal and social inter fer ence. Loans can be for given and credit can be sub si dized to
gar ner polit i cal sup port or to pur sue devel op men tal objec tives. Although such inter fer -
ence occurs in urban areas, it is more com mon in rural areas, and when it occurs, it cre ates
mar ket dis tor tions that make it dif fi cult for finan cial insti tu tions to oper ate sustainably. 

2. Reg u la tory frame work. Reg u la tions and/or their lack of enforce ment can hin der rural as 
well as urban envi ron ments. Land ten ure reg u la tions, con tract enforce ment pro vi sions,
bank ing laws, inter est rate caps, exchange rate manip u la tion and tax con sid er ations are
exam ples of con straints that can hin der the via bil ity of busi ness and finan cial oper a tions in
rural areas.

These chal lenges trans late into higher oper at ing costs for the sup pli ers of finan cial ser vices,
higher trans ac tion costs for cli ents who wish to access finan cial ser vices, and greater risk of
fail ure for every one involved. Rural cli ents may have trou ble gen er at ing suf fi cient or suf fi -
ciently reli able rev e nue from their income-gen er at ing activ i ties to pur chase finan cial ser vices
or to make pay ments on those they have already pur chased.  Finan cial ser vice pro vid ers may
not gen er ate enough rev e nue to cover their costs, espe cially if exter nal events such as a nat u ral 
disas ter or polit i cal inter fer ence gen er ate sub stan tial losses. These higher costs and higher
risks have kept most microfinance insti tu tions out of the rural mar ket, but some are serv ing
rural areas successfully. The next section of this chapter explores how.
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20.3 Serv ing the Rural Mar ket48

The microfinance insti tu tions that are serv ing rural areas with some degree of suc cess are not
fol low ing a com mon approach or meth od ol ogy. How ever, their mod els have some of the
same fea tures in com mon. Thir teen of these fea tures are explored below. Few if any MFIs
have adopted all of these strat e gies, but all of the strat e gies have con trib uted to the suc cess of
mul ti ple insti tu tions. Together, they con sti tute what may be an emerg ing model for suc cess ful 
out reach to the rural mar ket, includ ing those house holds that are depend ent on agri cul ture as
their primary source of income. 

1) Base lend ing deci sions on house hold repay ment capac ity

Suc cess ful rural MFIs rec og nize that most rural house holds have mul ti ple sources of income
from which they can make loan pay ments. Even farm ing house holds diver sify their sources of 
income by engag ing in a vari ety of farm and non-farm activ i ties. Accord ing to Chris ten and
Pearce (2005), the aver age share of non-farm house hold income is high est in Africa (42%)
and Latin Amer ica (40%), but is also sig nif i cant in Asia (32%). House hold mem bers engage in 
trad ing, rudi men tary agri cul tural pro cess ing, day labour and live stock hus bandry, in addi tion
to pro duc ing sta ple foods and cash crops. They may travel to other parts of the coun try for
sea sonal employ ment on farms or employ ment in cit ies, or even go abroad and send back
earn ings. Dif fer ent fam ily mem bers per form these activ i ties and con trib ute all or part of their
income to the family’s savings. 

This vari ety of income-gen er at ing activ i ties can pro vide rel a tively steady cash flow for rural
house holds, mak ing it pos si ble for them to make reg u lar loan pay ments even when they bor -
row to invest in activ i ties such as agri cul ture or live stock rear ing, which have highly irreg u lar
cash flows. By bas ing lend ing deci sions on house hold repay ment capac ity and not the cash
flow of a spe cific income-gen er at ing activ ity, MFIs can rec og nize the fun gi bil ity of money
and their cli ents’ money man age ment skills and set the expec ta tion that repay ment is required
regard less of whether a par tic u lar crop or non-farm activity turns out as planned. 

2) Facil i tate access to a broad range of finan cial ser vices

As dis cussed in Chap ter 1, a broad range of prod ucts helps insti tu tions meet cli ent needs,
expand out reach, increase reten tion, diver sify sources of income and fund ing, and reduce risk. 
This is true in rural areas just as in urban areas. By offer ing a diver sity of prod ucts – busi ness
loans as well as agri cul tural loans, sav ings and money trans fer ser vices, per haps even leas ing
and insur ance – MFIs can attract a larger cli ent base from a given geo graph ical area, thus
increas ing the pro duc tiv ity of rural branches (see Box 20.1).

In rural areas, access to remit tance and deposit ser vices is par tic u larly impor tant. House holds
that are depend ent on a sin gle crop and do not have many non-farm eco nomic activ i ties will
have lim ited access to credit and will need sav ings vehi cles to self-finance both their agri cul -
tural activ i ties and their house hold require ments dur ing peri ods of lit tle or no income. Even
house holds that have access to credit will use sav ings and remit tance mon ies to meet house -
hold needs prior to the har vest, as well as to man age the risk of unplanned expen di tures and

414

20 Rural Microfinance

48  This section is adapted from Christen and Pearce (2005).



lower-than-expected agri cul tural or non-agri cul tural incomes. In many coun tries, only
licensed and reg u lated finan cial insti tu tions are able to offer deposit ser vices, but credit-only
MFIs may be able to offer their cli ents greater access to these ser vices by link ing to reg u lated
finan cial insti tu tions, as described in point eight below.  

3) Allow flex i bil ity in meet ing col lat eral require ments

The chal lenges asso ci ated with asset reg is tra tion in rural areas have led MFIs work ing in those 
areas to be quite flex i ble about their col lat eral require ments for agri cul tural loans. They accept 
a com bi na tion of per sonal guar an tors and pledges on house hold and enter prise assets, rather
than rely ing on land and prop erty titles. Uganda’s Cen te nary Rural Devel op ment Bank, for
exam ple, accepts live stock, per sonal guar an tors, land with out titles, house hold items and
busi ness equip ment as loan col lat eral. Caja Los Andes in Bolivia takes pledged assets, but
mea sures their value to the bor rower rather than the recov ery value to the bank. In rural areas,
loans for less than US$7,500 can be col lat er al ized with farm or house hold assets and unreg is -
tered land titles can be depos ited with the bank as col lat eral for up to half of the value of a loan 
(Pearce and Reinsch, 2005). Oppor tu nity Inter na tional Bank Malawi (OIBM) is con sid er ing
accep tance of a let ter from the local tribal chief to ver ify land own er ship in lieu of a reg is tered
land title (Kalanda and Camp bell, 2008). MFIs that are get ting involved in value chain financ -
ing are find ing inven to ries, accounts receiv able and ware house receipts to be useful collateral
alternatives in rural areas. 

For larger, lon ger-term invest ments such as bor row ing to finance agri cul tural equip ment pur -
chases, a leas ing prod uct can pro vide a solu tion to a bor rower’s lack of usable col lat eral, since
the lender main tains own er ship of the asset until the loan is repaid. Although the chal lenges of 
micro-leas ing (described in Chap ter 10) have deterred most finan cial ser vice pro vid ers from
offer ing this prod uct in rural areas, expe ri ences like the one in Mad a gas car sug gest con di tions
under which it may be feasible (see Box 20.2).

4) Bring spe cial ized agri cul tural knowl edge into the credit pro cess

Tra di tional agri cul tural lend ers have long employed spe cial ized staff with train ing in crop and
live stock pro duc tion. Sim i larly, the few microfinance programmes that have expanded into
agri cul tural activ i ties have found it desir able to hire agron o mists and vet er i nar i ans to sup port
loan deci sions and meth od ol o gies, either as in-house experts at the head office, or as field
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Box 20.1 Diver si fi ca tion as a Rural Pen e tra tion Strat egy in Uganda

When Uganda Microfinance Union (UMU), now Equity Bank Uganda, expanded into
rural areas, its approach was to serve every body within a cer tain dis tance from the
branch office. While most MFIs only financed microentrepreneurs, UMU, as an inte gral
part of its rural pen e tra tion strat egy, also served rural schools, health posts, and dif fer ent 
types of asso ci a tions. Point-of-sale devices for rural mer chants and sav ings and money
trans fer ser vices fur ther com ple mented its strat egy to turn every rural branch into a via -
ble and prof it able unit.

Source: Manndorff, 2004.



staff with knowl edge of the agri cul ture sec tors in their geo graphic area of oper a tion. Just as
urban microenterprise loan offi cers can quickly tell how well a small shop is man aged, spe cial -
ized staff in rural areas can ascer tain how well a farm ing activ ity is pur sued with out gen er at ing
a com plex, thor ough pro duc tion model for a spe cific activ ity. Spe cially trained loan offi cers
can opti mally adjust the terms and con di tions of an agri cul tural microfinance loan to the
invest ment oppor tu nity pre sented and the income flows of the farm ing house hold to min i -
mize risk to the lender. This need for spe cial ized train ing is one of the main rea sons for which
many ACCION partners end up creating a separate rural sales team (Manndorff, 2004).

In addi tion to hir ing the right peo ple, MFIs can develop infor ma tion sys tems that facil i tate
con sis tent anal y sis and inform loan offi cer deci sions. For exam ple, Cen te nary Rural Devel op -
ment Bank trained loan offi cers in agri cul ture and agri busi ness to help them under stand farm -
ing as a busi ness and thus more effec tively mon i tor farmer cli ents.  Such skilled staff can then
develop sophis ti cated tools to sup port the credit deci sion pro cess. The Eco nomic Credit
Insti tu tion, an MFI in Bosnia and Herzegovina that holds about half its port fo lio in agri cul -
ture, devel oped spread sheets for key agri cul tural prod ucts that are used to con duct cash-flow
anal y ses of pro posed agri cul tural activ i ties. It com ple ments this anal y sis with its expe ri ence in
var i ous agri cul tural sec tors (cat tle breed ing, agri cul ture, api cul ture) to eval u ate poten tial loans. 
PRODEM fol lowed a sim i lar in Bolivia, as illustrated in the case at the end of Chapter 6 on
microenterprise loans. 

5) Adjust loan terms and con di tions to cash flows 

Rural eco nomic activ i ties can pro duce cycli cal cash flows, deter mined by crop pro duc tion or
ani mal hus bandry sched ules, as well as bulky cash flows. Lump sums of cash may be needed at 
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Box 20.2 Microleases for Agri cul ture in Mad a gas car

The Sav ings and Agri cul tural Credit Banks of Mad a gas car, a net work of more than 150
local banks and credit unions in rural Mad a gas car, has man aged to over come chal lenges
com mon in agri cul tural microleasing. Its microleases finance cap i tal equip ment for agri -
cul ture, live stock rear ing, rural crafts and domes tic pro duc tion (such as sew ing). In
2001, the net work had 1 800 lease hold ers, with an aver age lease of US$ 450. The net -
work has avoided prob lems asso ci ated with leas ing to small farm ers by:

l using flex i ble repay ment sched ules that fit cli ents’ pro duc tion cycles;

l requir ing larger down pay ments on new equip ment than is com mon in leas ing
arrange ments (40%, instead of 20%); and

l leas ing and releas ing used equip ment, rather than try ing to sell it in thin sec ond ary
mar kets.

In addi tion, the net work uses group mech a nisms for cli ent anal y sis and mon i tor ing. The
mem ber ship-driven nature of coop er a tives and credit unions appears to make them will -
ing to take greater risks (or make greater efforts to mit i gate risks) to meet the financ ing
needs of their mem bers.

Sources: Wampfler and Mercoiret (2001), World Bank (2004), FAO (2003) as cited in Chris ten and
Pearce, 2005.



stag gered points in the pro duc tion cycle, for exam ple, to finance the pur chase of seeds and
fer til izer early in the sea son and to hire labour or trans port at har vest time. Rev e nues may be
delayed for some time, as with tree crops and feed cat tle, and when they arrive, they may arrive 
in large lump-sums, such as after a har vest or the sale of live stock. Finally, the value of most
cap i tal assets that might be acquired in rural areas tends much larger than a house hold’s
annual income, unlike in urban areas. Pur chase of a trac tion ani mal or an irri ga tion pump
could pro vide imme di ate income for the owner, but a loan to buy such an asset would likely
take more than a year to pay back.

For all these rea sons, MFIs that oper ate suc cess fully in rural areas have found it nec es sary to
closely research cash flow cycles and to tai lor loan pro ce dures and prod ucts to those cash
flows. They have inte grated crop-based anal y sis into their wider cli ent anal y sis, as dis cussed
above, and have adjusted repay ment sched ules to take into account sea sonal income cycles,
for example: 

l In El Sal va dor, reg u lar bimonthly, tri mes ter, semes ter, annual, or even end-of-crop-cycle
and irreg u lar repay ment sched ules make Calpiá’s agri cul tural loan prod uct suf fi ciently
flex i ble to be attrac tive and fit a range of agri cul tural activ i ties (Pearce et al., 2004). 

l Caja Los Andes takes a sim i lar approach, but also offers loans in up to three instal ments to 
better fit the flow of farm ers’ income and expenses. 

l As dis cussed in Chap ter 6, PRODEM was suc cess ful by cus tom iz ing repay ment schemes
for each small farmer in a sol i dar ity group. Some pay ments con sisted of inter est only and
some con tained lump sum pay ments of prin ci pal, but no sin gle pay ment exceeded sixty
per cent of the loan amount. 

l In Geor gia, the MFI Constanta abol ished pre pay ment fees for agri cul tural loans in order
to encour age farm ers to pay back their loans as early as pos si ble if they sell their pro duce
ear lier than orig i nally expected.

A few MFIs have been able to meet cli ents’ lon ger-term invest ment needs through leas ing
and/or multi-year loans that are funded by the insti tu tion’s equity or, occa sion ally, by
long-term credit lines. In Nepal, for exam ple, Small Farmer Coop er a tives, Ltd (SFCLs) offer
long-term loans which are financed by a mix of inter nal sav ings and long-term credit lines
from the Agri cul tural Devel op ment Bank (see Box 20.3). At Sicredi in Brazil (see Box 20.4),
short-term loans are financed by depos its while lon ger-term loans are financed by loans from
the National Development Bank. 

6) Diver sify

As dis cussed in point two above, MFIs that offer a range of prod ucts and ser vices that appeal
to dif fer ent mar ket seg ments can gen er ate a larger cli ent base and increase the pro duc tiv ity of
each rural branch. They can also reduce risk by gen er at ing rev e nue from sources other than
the loan port fo lio. On the lend ing side of the busi ness, MFIs can diver sify in three main ways:

l By lend ing only to diver si fied house holds. Many MFIs that have devel oped a sta ble
agri cul tural lend ing port fo lio min i mize risk by exclud ing house holds that rely on only one
crop and have no off-farm income. Caja Los Andes, PRODEM and Calpiá all fol low this
approach.
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l By lend ing in dif fer ent geo graphic and eco log i cal areas and financ ing dif fer ent
types of crops and eco nomic activ i ties. This helps MFIs pro tect them selves from
exter nal risks that are beyond their con trol, par tic u larly weather-related risks and fluc tu a -
tions in the price of cer tain crops. It also helps smooth the uneven work load and cash
flows caused by the sea son al ity in agri cul tural lend ing. With out diver si fi ca tion, staff would 
be extremely busy dur ing cer tain months, while in oth ers, staff and cash would be
underutilized. In Tajikistan, for exam ple, IMON off sets its expo sure in the fruit and veg e -
ta ble sub-sec tor by offer ing loans for live stock, other rural based enter prises, stor age of
prod ucts and leas ing ser vices for farm equip ment. Its rural port fo lio per formed well dur -
ing the finan cial/eco nomic cri sis that began in 2007, which bal anced the weaker per for -
mance of its port fo lio in urban areas.

l By lim it ing the vol ume and per cent age of agri cul tural loans in the over all port fo lio
and in spe cific zones. The rural port fo lios of ACCION Inter na tional’s part ners all con -
tain a large per cent age of loans for trade activ i ties and small-scale off-farm pro duc tion,
with agri cul tural finance com pris ing between 20 and 50 per cent of the entire rural port fo -
lio (Manndorfff, 2004). When Confianza diver si fied its port fo lio in Peru (see Box 1.1 in
the chap ter on under stand ing diver si fi ca tion), it set a tar get per cent age for agri cul tural
lend ing at 30 per cent of its over all port fo lio. In Uganda, Cen te nary Bank took a sim i lar
approach, set ting its upper limit at 25 per cent. In gen eral, MFIs tend to limit agri cul tural
lend ing to less than one-third of their port fo lios. Some apply that limit to each eco nomic
sec tor within their agri cul tural port fo lio as well.
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Box 20.3 SFCLs Tai lor Long-term Loan Prod ucts to Agri cul tural
Activ i ties in Nepal

SFCL Prithvinagar is a small farmer coop er a tive located in a tea-grow ing area of Nepal
near the Indian bor der. Pre vi ously, its loan prod ucts were not suf fi ciently large or
long-term to allow mem bers to invest in tea pro duc tion. So, it intro duced an eight-year
loan that cov ers three quar ters of the aver age cost of start ing a small tea farm (0.6 hect -
are) and has a grace period of three years. Inter est pay ments are made every three
months between the third and fifth years of the loan term, while prin ci pal instal ments
are made every six months between the sixth and eighth years. The coop er a tive also
offers tea farm ers mar ket ing ser vices to help ensure loan repay ments and higher prices
for har vests. Tea leaves are col lected from the farm ers and mar keted col lec tively, and
the sales pro ceeds are returned to them after deduct ing loan pay ments. 

An SFCL in Bhumistan offers a sim i lar loan for the pur chase of buf falo. The loan has a
term of three years, with prin ci pal instal ments paid every three months for the first nine
months and the fourth pay ment required two years later, when the three-month sched ule 
begins again. This gap in the repay ment sched ule allows the buf falo to have calves, dur -
ing which time the bor rower would not earn any money from the ani mal. 

Sources: Wehnert and Shakya (2001) and Staschen (2001) as cited in Chris ten and Pearce, 2005.



7) Pay atten tion to value chains

Miller and da Silva (2007) define a value chain as “the set of actors and the sequence of
value-add ing activ i ties involved in bring ing a prod uct from pro duc tion to the final con -
sumer.” In an agri cul tural value chain, these actors might include input sup pli ers, farm ers,
pro ducer groups, local trad ers, pro ces sors, whole sal ers and export ers. It can also include
those who pro vide sup port ser vices to the chain, as depicted in Figure 20.2.

Fig ure 20.2 Value Chain Actors

Source: Miehlbradt and Jones, 2007 as pre sented in Miller and Jones, 2010.

Value chains should be of inter est to MFIs for at least two rea sons. First, they can help insti tu -
tions iden tify mar ket oppor tu ni ties. Since a sig nif i cant per cent age of the finan cial ser vices
reach ing small farm ers and rural res i dents is pro vided by value chain actors and not by reg u -
lated finan cial insti tu tions (Fries and Akin, 2004), value chain anal y sis can help an MFI under -
stand the degree to which finan cial ser vice needs are already being met within a par tic u lar
chain and where finan cial ser vice deliv ery can still be improved. An MFI may be able to pro -
vide dif fer ent ser vices to dif fer ent actors, thus expand ing its own out reach while strength en -
ing the overall performance of the chain.

Often the finan cial ser vices pro vided within a value chain are lim ited in scope, short-term and
con di tional (in other words, tied to a spe cific crop, prod uct, buyer or sup plier). The busi -
nesses that pro vide credit within the chain fre quently do not have the sys tems to mon i tor
lend ing activ i ties well and pro vide loans only because they feel they must do so in order to
secure a suf fi cient sup ply of decent qual ity prod uct or to cover the sea sonal cash short ages of
their cli ents. They may wel come the chance to pass respon si bil ity for finan cial ser vice pro vi -
sion to some one else, or to enter into a rela tion ship with an MFI that would make it eas ier for
them to pro vide those ser vices (for exam ple, through a credit line that helps them man age
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their own liquid ity). Depend ing on their capac ity, MFIs might be able to offer value chain
actors more flex i ble and lon ger-term loans as well as a broader range of finan cial ser vices than
those avail able within the value chain. An over view of the dif fer ent kinds of prod ucts being
used to finance agricultural value chains is provided in Table 20.1.

Table 20.1 Agri cul tural value Chain Finance Instru ments

Cat e gory Financ ing Instru ments

Prod uct financ ing • Com mer cial trader credit

• Input sup plier credit

• Busi ness agent / whole saler (mar ket ing com pany credit)

• Lead com pany financ ing / con tract farm ing

Receiv ables financ ing • Sale of accounts receiv able

• Fac tor ing

• Forfaiting

Phys i cal asset collateralization • Credit guar an tees (ware house receipts)

• Repur chase agree ments (repos) 

• Finan cial lease (lease-pur chase)

Risk mit i ga tion • Insur ance

• For ward con tracts

• Futures and hedg ing

Finan cial enhance ments • Secu ri ti za tion

• Loan guar an tees

• Joint ven ture finance

Source: Sum mary of a detailed frame work pro vided by Miller and Jones, 2010.

The sec ond rea son that value chains should be of inter est to MFIs is their util ity as a source of
infor ma tion and infra struc ture that can lower risk and improve effi ciency within an MFI’s
oper a tions. By under stand ing the value chains within which cli ents oper ate, MFIs can
increase the accu racy and per haps even the speed of their loan apprais als. Value chain actors
can pro vide infor ma tion on appli cants’ char ac ter and man age ment abil ity, local crop cycles
and yields, cash and com mod ity flows, as well as mar ket demand and prices. Buy ers may be
able to offer small pro duc ers guar an teed mar ket access or a cer tain level of guar an teed income 
through con trac tual arrange ments, which would decrease the risk of lend ing to those pro duc -
ers. Some buy ers may even pro vide ware house receipts that small pro duc ers can use as
collateral (refer to point 6 above). 

Value chain actors also have net works for dis trib ut ing inputs (which often includes the dis tri -
bu tion of input credit) and col lect ing pro duce (as well as repay ments) from farm ers. These
net works can be much more exten sive than MFI branch net works and could be used to chan -
nel other finan cial ser vices. Con trac tual arrange ments can guar an tee loan repay ment if they
require the buyer to deduct any amount owed to the MFI by a pro ducer before mak ing pay -
ment to the pro ducer for the goods pur chased. This was the arrange ment between Sinokrot
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Food Com pany and Alrafah Microfinance Bank that was pre sented in Box 10.7 in the chapter
on leasing. 

In addi tion to sup ply ing deliv ery infra struc ture, value chain actors may also pro vide sup port -
ive infra struc ture, such as timely access to appro pri ate inputs or equip ment, stor age facil i ties,
cer tif i ca tion ser vices, tech ni cal advice on input use or crop vari et ies that will meet mar ket
demands, and so on. These non-finan cial ser vices mit i gate pro duc tion risks and increase the
like li hood that small pro duc ers will be able to repay an MFI’s loan. By col lab o rat ing with, or
even financ ing, larger actors in the value chain, MFIs can facil i tate the timely pro vi sion of
these ser vices, as described in the case of Mahindra Shubhalabh found in Box 20.3.

8) Lever age oth ers’ infra struc ture

Attach ing the deliv ery of finan cial ser vices to infra struc ture already in place in rural areas
reduces trans ac tion costs for lend ers and bor row ers alike and cre ates the poten tial for sus tain -
able rural finance even in remote com mu ni ties. Finan cial insti tu tions can part ner with other
finan cial enti ties, such as banks, or with non-finan cial enti ties, such as clin ics, schools, lot tery
out lets, post offices, phar macy chains, or agri cul tural input sup pli ers. The holder of the local
infra struc ture can gain addi tional rev e nue as a result of the finan cial ser vices being chan neled
through its out lets, while the finan cial ser vice pro vider avoids the invest ment and oper a tional
costs asso ci ated with setting up a dedicated network. 

Compartamos in Mex ico and Constanta in Geor gia both use rural bank infra struc ture to facil -
i tate dis burse ments and repay ments, thus keep ing their own branch net works rel a tively small
and costs low. Union Bank (for merly Worker’s Bank) in Jamaica linked up with post offices to 
use their out lets to offer deposit ser vices to more than 75,000 depos i tors in rural areas at a
reduced cost (Owens, 2003). The Boliv ian MFI FIE oper ates teller win dows within the rural
branches of the NGO Pro Mujer with a sim i lar objec tive (Wise, 2004). Hatton National Bank
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Box 20.3 Link ing banks, small Farm ers and an input pro vider in India

Mahindra Shubhlabh is part of the Mahindra empire (the world’s third larg est trac tor
maker) and runs com mer cial agri cul ture sup port cen tres all over India. These cen tres
and smaller fran chises at the vil lage level serve as one-stop shops where (mostly paddy)
farm ers can receive loans and tech ni cal assis tance, rent spe cial ized equip ment (har vest -
ers, till ers and the like) and buy seed and other inputs. Loans range from 15,000 Indian
rupees (about US$ 350) to 100,000 (about US$ 3,000) per sea son, with an aver age
loan of slightly more than US$ 500. Mahindra Shubhlabh facil i tates farm ers’ access to
credit by act ing as an agent for banks, includ ing ICICI Bank (India’s sec ond larg est) and
rec om mend ing that the banks pro vide loans to farm ers to whom it is pro vid ing other ser -
vices. Agri busi ness buy ers are also involved, with a three-way agree ment whereby
Mahindra Shubhlabh rec om mends a cli ent to ICICI for credit, and the cli ent (farmer)
receives inputs on (ICICI) credit from Mahindra Shubhlabh after pledg ing its pro duce to
a buyer. The buyer repays the loan at the end of the sea son out of the sale pro ceeds from
the farmer’s out put. Mahindra Shubhlabh receives 1.5% of the loan value for its loan
pro cess ing and super vi sion ser vices, depend ent on the loan being repaid. In early 2004,
this arrange ment was used by 45 Mahindra Shubhlabh out lets with 5,600 active cli ents.

Source: Chris ten and Pearce, 2005.



works through schools to make finan cial ser vices avail able to youth in rural areas of Sri Lanka
and El Comercio part ners with silos in Par a guay to pro vide small loans to sin gle-crop soy bean 
farm ers. As dis cussed in Box 13.11 in the chap ter on grants, Equity Bank uses POS devices
and retail agents to deliver cash trans fers to remote areas in Kenya, while in rural India, finan -
cial insti tu tions pig gy back onto a net work of more than 800,000 long-dis tance tele phone
booths to quickly con nect head offices with mobile agents to pro vide remit tance ser vices
(Nagarajan and Meyer, 2005). The range of pos si bil i ties for partnership is seemingly endless.

MFIs can also work with and through exist ing rural asso ci a tions (for exam ple, farmer groups,
pro ducer coop er a tives, or infor mal sav ings and loan groups). Such mem ber ship-based orga -
ni za tions have a mixed track record in man ag ing finan cial ser vices, but they can be via ble even 
in remote areas by mak ing use of vol un tary or semi-vol un tary staff, draw ing on com mu nity
knowl edge when mak ing loan assess ments, using com mu nity peer pres sure to ensure loan
repay ments and rely ing on low-level insti tu tional sys tems and infra struc ture. MFIs can work
through such orga ni za tions to expand rural access to finan cial ser vices, as rural banks have
done with self-help groups in India and as CRDB has done with rural sav ings and credit coop -
er a tives (SACCOs) in Tan za nia. In Ethi o pia, Nyala Insur ance Com pany is work ing through
farm ers’ unions to deliver weather index insurance products (Meherette, 2009).

Work ing through exist ing asso ci a tions can facil i tate an MFI’s work in sev eral ways. If the MFI 
lends directly to an asso ci a tion’s mem bers, the asso ci a tion might be able to pro vide meet ing
facil i ties, com mu ni ca tion chan nels, and infor ma tion on the char ac ter and repay ment capac ity
of loan appli cants. It might even con duct mar ket ing cam paigns or ini tial cli ent screen ing on
behalf of the MFI. Even if it pro vides none of this, the asso ci a tion may facil i tate cli ents’ access 
to agri cul tural inputs and mar kets, thus increas ing the like li hood that cli ents will gen er ate
enough income from their agricultural activities to repay the MFI’s loans.

If an MFI pro vides finan cial ser vices directly to the asso ci a tion, it will min i mize its own trans -
ac tion costs while sig nif i cantly increas ing the size of its aver age trans ac tion. It may be able to
help asso ci a tions (or net works of asso ci a tions) pro vide higher-qual ity ser vice to mem bers by
pro vid ing ser vices that they would not be able to access on their own (see Box 20.4). In Mex -
ico, AMUCSS sup ports a net work of infor mal microbanks in remote and dif fi cult rural areas
that pro vide mem bers with access to remit tance mon ies trans ferred through the for mal bank -
ing sys tem. Their ser vice of trans fer ring funds from bank branches in towns to microbanks in
small rural com mu ni ties sub stan tially low ers the cost, time, and risk involved in access ing the
remit tances (Pearce et al., 2004).

9) Deliver ser vices through groups

To serve small farm ers and farm ers in remote or mar ginal rural areas, group-based sav ings
and lend ing tech niques may be essen tial to mit i gate risk, reduce oper at ing costs and enforce
repay ment. In addi tion to work ing through exist ing asso ci a tions and pro ducer groups as men -
tioned above, MFIs that work suc cess fully in rural areas often use large-group deliv ery meth -
od ol o gies to max i mize the num ber of cus tom ers that they can serve at one time.

In Malawi, for exam ple, when OIBM began serv ing rural areas and found it nec es sary to
reduce the size of its loans, it main tained prof it abil ity by increas ing the size of its bor rower
groups to 15-20 peo ple (rather than 7-10 as in urban areas). It also took advan tage of the very
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strong social cohe sion found in rural areas by orga niz ing rural groups into clus ters where five
to eight groups meet on a monthly basis in a cen tral loca tion to avoid loan offi cers trav el ing to
visit each group. In some cases, the terms of agree ment for the mutual guar an tee have been
adjusted so that enforce ment is at this clus ter level rather than at the group level (Kalanda and
Camp bell, 2008). A dif fer ent ver sion the clus ter approach enabled United Geor gian Bank to
suc cess fully reach rural areas of Geor gia using an indi vid ual lending model (see Box 20.5).

10) Use tech nol ogy to reduce trans por ta tion and com mu ni ca tion costs

Tech nol ogy can facil i tate rural out reach by sig nif i cantly increas ing the effi ciency and low er ing 
the costs of finan cial ser vice pro vid ers oper at ing in rural areas.  Among the most prac ti cal and
increas ingly afford able of these tech nol o gies are auto matic teller machines (ATMs), smart
cards, debit cards, per sonal dig i tal assis tants, handheld com put ers and cellular phones.

ATMs, smart cards and debit cards can pro vide flex i ble pay ment options and more con ve -
nient access to cli ent accounts. They can also reduce branch infra struc ture and employee
costs and facil i tate finan cial ser vices in areas with poor com mu ni ca tions and elec tric ity sup -
plies. In Bolivia, PRODEM extended its branch net work by install ing ATMs in rural as well as 
urban areas. Its machines are equipped with fin ger print read ers for cli ent ver i fi ca tion, and
they pro vide audio instruc tions in three lan guages to make finan cial ser vices more acces si ble
to illit er ate and semi-lit er ate cli ents and to those who do not speak Span ish. Because the
ATMs are linked to smart cards (which con tain infor ma tion on cli ent accounts and pre vi ous
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Box 20.4 Sicredi Pro vides Sec ond-tier Sup port for Coop er a tives in Brazil

Sicredi is a sys tem of sav ings and loan coop er a tives for small farm ing house holds in
Brazil. It spe cial izes in agri cul tural lend ing, pri mar ily for the pro duc tion of rice, wheat,
beef, fod der, fish and veg e ta bles and for agri cul tural equip ment. Sicredi fol lows con sis -
tent, agri cul ture-focused lend ing prac tices and pools and man ages liquid ity risk at the
sys tem level. Uni form, sys tem-wide stan dards are strictly enforced. To use the Sicredi
name and logo, credit unions must meet strin gent finan cial, pol icy and prod uct qual ity
stan dards. The finan cial details of all mem bers are shared among the sys tem to ensure
peer enforce ment of these stan dards. The high risks asso ci ated with nar row depend ence
on agri cul tural lend ing are man aged by lim it ing the per cent age of assets in such lend ing, 
financ ing long-term loans with borrowings from the National Devel op ment Bank and
buy ing crop insur ance (through Proagro, the national crop insur ance programme).

Being part of a sys tem is cen tral to the suc cess of Sicredi coop er a tives; they can obtain
refi nanc ing, offer a wider range of ser vices than the range they could offer if they were
stand-alone enti ties, ben e fit from the sys tem-level man age ment of liquid ity risks and
asso ci ate with a brand that requires com mit ment to high stan dards. The Sicredi coun cil
devel ops pol i cies and prod ucts and pro vides train ing ser vices. A coop er a tive bank
(Bansicredi) enables mem bers to issue credit cards, offer internet bank ing, issue trade
cred its (includ ing let ters of credit) and sup ply insur ance (life, non-life and rural). Mem -
bers can also facil i tate for ward sales, nota bly by cof fee grow ers, through the Cedula de
Producto Rural instru ment. In addi tion, Sicredi’s par tic i pa tion in the Proagro crop insur -
ance programme, which adds a pre mium of 3.9% to loan rates, enables its mem bers to
pro vide agri cul tural insur ance.

Source: Chris ten and Pearce, 2005.



trans ac tions), they only have to update data from the cen tral pro cess ing site twice a day, sav ing 
about US$ 800,000 a year in internet access charges. 

Per sonal dig i tal assis tants can stream line the work of loan offi cers and speed deci sion mak ing
as long as a finan cial insti tu tion’s loan anal y sis and cli ent mon i tor ing sys tems are suf fi ciently
devel oped. Chile’s Banco del Estado has used the tech nol ogy with great suc cess in gen er at ing
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Box 20.5 Using a Clus ter Approach to Pro vide Indi vid ual Loans in
Rural Geor gia

While most suc cess ful agri cul tural micro-lend ers in other coun tries work with groups or
as coop er a tives, United Geor gian Bank (UGB) had no choice but to go for indi vid ual
lend ing. The Geor gian men tal ity is rather indi vid u al is tic, there are hardly any farmer
organi sa tions in the coun try, credit unions have failed, and farm ers have no good mem o -
ries of being forced into coop er a tive farm ing dur ing the Soviet period. Indi vid ual lend ing
proved very expen sive in rural areas, how ever. In the begin ning, UGB loan offi cers spent
a lot of time trav el ling to indi vid ual cli ents for site vis its. Later, a clus ter approach was
intro duced and this is what made agri cul tural lend ing fea si ble.

The basic idea of the clus ter approach is sim ple. The bank selects larger vil lages with
good agri cul ture poten tial and talks to the respon si ble vil lage head man, a polit i cal
admin is tra tor elected by the peo ple, about the loan scheme. Then the vil lage head man
spreads the word in the vil lage and orga nizes a farmer meet ing in the vil lage hall. In
these meet ings loan offi cers and unit man ag ers inform the farm ers about UGB’s agri cul -
tural loan prod ucts and inter view appli cants on the spot. In many cases the farm inspec -
tion can also be done the same day.

Apart from the obvi ous mar ket ing advan tage, the clus ter approach has improved almost
all oper a tions in the credit cycle:

l The appli ca tion-to-dis burse ment ratio has been increased from 10:2 to 10:9 because 
loan offi cers have trust wor thy infor mants in the vil lages who can give ref er ences
about appli cants.

l Since most farm ers in one vil lage do more or less the same type of farm ing, loan apprais -
als are much eas ier to pre pare and dif fer ent farm ers can be com pared to each other.

l Credit com mit tee mem bers find it eas ier to take deci sions when there are sev eral
apprais als from the same vil lage which can be com pared.

l Dis burse ment and repay ment is stream lined, most farm ers of one vil lage get their
loans on the same day and have to repay on the same dates. This makes it eas ier for
the loan offi cer to mon i tor repay ment and sev eral or all farm ers of one vil lage can
send their money with one vil lager to the next town’s bank branch.

l Mon i tor ing vis its are sched uled accord ing to the farm ing cycle, for exam ple, on days
when farm ers in the vil lage har vest their crops and loan offi cers can visit ten or more
cli ents in one trip.

l In case of delin quency the loan offi cer can talk to the cli ent and his per sonal guar an -
tors or other farm ers in the vil lage dur ing one visit, putt ing pres sure on the delin quent 
farmer by threat en ing to stop future lend ing to the entire vil lage.

Source: Derflinger et al., 2006. 



agri cul tural loans at the farm stead based on hour-long vis its. In the Domin i can Repub lic,
ADEMI (Asociación para el Desarrollo de Microempresas, Inc.) has devel oped a credit-scor -
ing sys tem linked to laptops and PDAs (Per sonal Dig i tal Assis tant), which it esti mates will
sub stan tially reduce loan dis burse ment time in rural areas (Pearce et al., 2004). 

Cel lu lar tele phones offer tre men dous poten tial for extend ing finan cial ser vices in devel op ing
coun tries, includ ing rural areas, as cel lu lar net works are extended. In Kenya and the Phil ip pines
phones are being used to dis burse loans, check loan bal ances and repay ment sched ules, facil i tate
remit tance trans fers and pay ments, save elec tron i cally and make cash with draw als via local mer -
chants and agents. As of Novem ber 2009, M-Pesa (Kenya’s most pop u lar mobile money ser vice)
had 8.6 mil lion users (one-quar ter of Kenya’s pop u la tion), approx i mately 15,000 agents (more
than six times the num ber of ATMs and bank branches in the entire coun try), and was mak ing
per son-to-per son trans ac tions worth more than US$320 mil lion per month (Agrawal, 2010). Reg -
is tra tion and cash depos its are free, there is no monthly fee and a pay ment to another M-Pesa sub -
scriber costs just 30 Ken yan shil lings, or approx i mately $0.35 (www.safaricom.co.ke).

Other tech nol o gies such as internet kiosks (see Box 20.6) and mobile branches can also be
attrac tive tech nol o gies for facil i tat ing the deliv ery of finan cial (and in the case of kiosks,
non-finan cial) ser vices. Spe cially-equipped vehi cles have been used to suc cess fully reach
remote and moun tain ous areas in Viet Nam, Kenya, Brazil and Geor gia, for exam ple, but
mobile banks’ abil ity to reach remote areas in a cost-effec tive man ner is highly con text-spe -
cific. Indeed, a key les son learned among microfinance insti tu tions is that for any tech nol ogy
to add value, an insti tu tion must first con duct care ful mar ket research and cost-ben e fit anal y -
sis and then ensure that its infor ma tion sys tems can pro vide data in the form and at the time
the new technology requires.

11) Increase risk expo sure grad u ally

Suc cess ful orga ni za tions build their capac ity for rural, and espe cially agri cul ture, microfinance 
slowly and care fully. Banco del Estado de Chile spent two years adapt ing its microenterprise
lend ing tech niques before expand ing into farm ing activ i ties. Calpiá in El Sal va dor is one of
many MFIs that began by devel op ing a rural port fo lio from neigh bour ing branches, so that
the new port fo lio was rel a tively easy to access and mon i tor.  MiCredito in Nic a ra gua and
IMON in Tajikistan lim ited the crops that could be financed ini tially to focus on those that
were most suc cess ful and mar ket able (Andrews, 2006). El Comercio finances only the last
three months of the six-month soy pro duc tion cycle, which lim its its expo sure to risks pres ent 
in ear lier months. Per haps with time, as it increases its knowl edge of the soy bean value chain
and as the chain itself is strength ened, it will expand its services to include the full cycle. 

If an MFI seg ments its rural mar ket, it can enter rural areas tar get ing low-risk cli ents in
low-risk regions grow ing low-risk crops. Later, as it gains more knowl edge about a par tic u lar
crop or region, it can broaden its out reach. ADOPEM and Women’s World Bank ing devel -
oped a Regional Selec tion Tool (see Table 20.2) that guided ADOPEM through an eval u a tion
of dif fer ent agri cul tural regions to deter mine the one with the most poten tial. The tool pro -
vides a use ful exam ple of how a cri te ria scor ing model can be used to pri or i tize a mar ket seg -
ment for devel op ment (for more infor ma tion on cri te ria scoring models, refer to Chapter 2). 
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Table 20.2 Regional Selec tion Tool

Dimen sion Variable Indicator Rate Weight Total
Value

Agricultural
potential of
the region

Accessibility Distance to the closest branch 3%

Travel time 3%

Soil and
weather

Transport options 3%

Main crops in the region 5%

% of farms with access to irrigation 6%

Number of crop cycles per year 5%

Crop
diversification

Rain level and distribution throughout the year 4%

Max, min and average temperatures / year 3%

Main weather risk in the region 4%

Type of soils 4%

% of farming land / total land 4%

Sub to tal 44%
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Box 20.6 Using Internet Kiosks to Improve Infor ma tion and Lower Costs

The first set of six e-choupals was pio neered in June 2000 by one of India’s larg est
export ers of agri cul tural com mod i ties, Indian Tobacco Com pany’s Inter na tional Busi -
ness Divi sion (ITC-IBD). Dubbed as a click-and-mor tar busi ness model, the sys tem con -
sti tutes an Internet-enabled kiosk in a vil lage, which is oper ated by a local farmer
famil iar with com put ers, known as the ‘choupal sanchalak.’ Set ting up each e-choupal
entails an invest ment of US$2,500 to US$7,000. The sanchalak oper ates the kiosk,
stays in touch with com pany rep re sen ta tives, and guides other farm ers in the use of the
tech nol ogy. Farm ers can use the kiosks to check the cur rent mar ket prices of their com -
mod i ties, access mar ket data, and obtain infor ma tion on local and global weather and
best farm ing prac tices. By 2002, some 1,200 Internet kiosks had been installed in
6,000 vil lages across 18 states in India and were used to pro cure soy beans, cof fee,
shrimp, wheat, rice, and len tils directly from farm ers, sav ing time and money. 

Cur rently, more than 2,600 choupals are in oper a tion. There are plans to upgrade the
sys tem to become a one-stop shop for farm ers, enabling them not only to sell farm prod -
ucts but also to buy inputs and con sumer prod ucts on cash and credit. For instance, ITC
has teamed up with Monsanto and the Seeds Cor po ra tion in Madhya Pradesh to sell
seeds and teamed up with BASF (Badische Anilin- & Soda-Fabrik) to sell fer til iz ers. ITC
charges a 10 per cent com mis sion on sales trans acted through the choupals, half of
which is passed on to the sanchalak for exe cut ing the sale. Some farm ers have begun to
track soy futures on the Chi cago Board of Trade, and most of them soon began bypass ing
local auc tion mar kets to sell their crops directly to ITC for about US$6 more per ton
(Prahalad, 2005). There are oppor tu ni ties for rural finan cial insti tu tions to develop ties
with such oper a tions. For exam ple, Megatop in India is offer ing a microinsurance pro -
gram for farm ers in Andhra Pradesh and Madhya Pradesh through the e-choupals
(Waterfield, 2004).

Source: Nagarajan and Meyer, 2005.



Dimen sion Variable Indicator Rate Weight Total
Value

Region’s
demographic
characteristics

The region has 
strong
presence of
small farmers

Region’s total population 4%

Number of farmers in the region 4%

% of small farmers / total farmers 5%

Average area planted 3%

Technological level of small farmers 2%

Sub to tal 18%

Productive
infrastructure 
of the region

Access to
technical
services

Presence of agricultural input dealers 4%

Presence of technology transfer agencies 4%

Supply of crop insurance 2%

Access to
financial
services

Number of banks in the region 4%

Number of cooperatives in the region 3%

% farmers with access to financial services 3%

Type of financial products available 3%

Type of guarantees required 1%

Commercializa
tion channels

Number of farmer’s markets in the region 4%

Supermarkets in retailers in the region 4%

Agroindustries in the region 4%

Price and demand information available 2%

Subtotal 38%

Total 100%

Source: Dellien and Lynch, 2007.

12) Con sider index insur ance to pro tect against pro duc tion and price risks49

Rural com mu ni ties would love to find afford able pro tec tion from agri cul tural pro duc tion
risks. Unfor tu nately, crop and live stock insur ance have proven extremely chal leng ing to
deliver for a num ber of rea sons.  Per haps the big gest one is moral haz ard – farm ers are less
likely to take steps to reduce losses and more likely to take more risks (such as plant ing crops
in mar ginal areas or pay ing less atten tion to live stock) when they know their losses will be cov -
ered (at least in part) by an insur ance pay out. Farms are often phys i cally re mote, which makes
it hard for an insurer to check whether insured farm ers are tak ing dil i gent care of their crops
or ani mals. Remote ness also cre ates oppor tu ni ties for fraud. A farmer could slaugh ter live -
stock and fraud u lently claim they were sto len. Risk events that affect crops and live stock (for
exam ple, droughts, pests, epi dem ics) are likely to affect many farm ers at the same time.
Finally, since crop and live stock losses can be caused by a com bi na tion of insured and
non-insured events, estab lish ing the cause, extent and value of the insured loss can be a
difficult and expensive exercise.
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49 This section is adapted from Christen and Pearce (2005) and Roth and McCord (2008).



Together, these fac tors make agri cul tural insur ance a very costly busi ness, which is dif fi cult to
make prof it able. Roth and McCord (2008) note that hardly any agri cul tural insur ance pro -
grams any where in the world cover their costs from pre mi ums. Almost all have to be sub si -
dized, which does not bode well for MFIs that wish to offer rel e vant insur ance prod ucts in
rural areas. As dis cussed in Chap ter 9, prop erty insur ance that is tied to loan prod ucts can be
via ble, but stand-alone insur ance for crops or live stock requires part ner ships with donors or
gov ern ments that are will ing and able to pro vide suf fi cient sub si dies to bring pre mi ums to a
level that is afford able level for low-income clients.

Index insur ance offers an alter na tive to tra di tional crop and live stock insur ance that seems to
have poten tial because it elim i nates many of the risks and costs that make those prod ucts
unprof it able. Unlike tra di tional crop and live stock insur ance, it is defined at a regional level
and is pro vided against spe cific events that are inde pend ent of the behav iour of the insured
farm ers. For exam ple, weather-related insur ance pol i cies can be linked to rain fall or tem per a -
tures in a defined area and pro vide pay outs to pol i cy hold ers when the rel e vant index falls
below (or rises above) a cer tain level. Price-related pol i cies pro vide pay outs based on
international crop prices.

With index insur ance, moral haz ard is elim i nated because no one can con trol the index (for
instance, how much rain will fall). There fore, a farmer with insur ance pos sesses the same eco -
nomic incen tives to man age her crop as an unin sured farmer. Pay out is made to all insured cli -
ents within a geo graph i cally-defined space, so there is no need to ver ify indi vid ual
pol i cy hold ers’ claims of loss. Ben e fits can be paid out as soon as the size of the local rain fall
defi ciency is known. These fea tures dra mat i cally reduce admin is tra tive expenses and can
allow rural res i dents who are not farm ing or rais ing live stock, but whose income sources
would be affected by crop or live stock losses (for exam ple, land less labour ers) to also benefit
from the scheme.

Index-based insur ance has the poten tial to reduce the risk of losses for finan cial ser vice pro vid -
ers as well as indi vid ual farm ers. Not only will farm ers be in a better posi tion to repay their loans
despite live stock or crop losses, but MFIs can use index-based hedg ing instru ments to man age
their own poten tial losses from weather or price risks (see, for exam ple, Box 20.7). Since index
insur ance is based on an inde pend ently ver i fi able index, it can also be rein sured, which allows
insur ance pro vid ers to trans fer part of their risk to inter na tional mar kets, as Nyala Insur ance
Com pany of Ethi o pia has done via Swiss Re (Hazell et al., 2010; Meherette, 2009).

Index insur ance will not be via ble in all mar kets, how ever. It is costly in mar ginal farm ing
areas, in areas where weather trends are chang ing rap idly, and in areas where a par tic u lar risk
event occurs fre quently. Hazell et al. (2010) sug gest as a prac ti cal rule of thumb that events
which occur more fre quently than once every seven years are likely to be too costly for most
farm ers to insure with out a sub sidy. The via bil ity of index insur ance is also depend ent on the
degree to which accu rate, timely and com pre hen sive data bases (for instance, on national or
regional rain fall lev els and com mod ity prices) are avail able for insur ers to use to value instru -
ments for weather and price risks. Data col lec tion infra struc ture can also be a chal lenge. In
Ethi o pia, for exam ple, most weather sta tions col lect data man u ally on a daily basis, which is
sent once a month by mail to regional offices and to the cen tral office in Addis Ababa, where
they are checked for incon sis ten cies and entered into a com puter. To pilot weather insur ance
there, invest ments had to be made in automated weather station.
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All this atten tion to infor ma tion and infra struc ture is nec es sary to man age basis risk, the
poten tial mis match between the pay out received by a pol i cy holder (as trig gered by the index)
and the actual losses suf fered.  If, for exam ple, a pol i cy holder’s farm lies too far from the rain -
fall gauge, if the gauge is inac cu rate, or if the farm is located in a micro cli mate, the farm may
receive very lit tle rain fall while the gauge indi cates that rain fall has been ade quate and the
farmer receives no pay ment. Basis risk can make index insur ance dif fi cult to sell and may be
part of the rea son that it has been mar keted more suc cess fully as a tool for unlock ing credit to
farm ers than as a stand-alone product (see Box 20.8).
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Box 20.7 Mak ing the Most of Index Insur ance in Tan za nia

Area-based index insur ance has only recently been extended to insti tu tions that lend to or
buy from small farm ers, and suc cess ful exam ples are still rare. An emerg ing exam ple
involves the Kilimanjaro Native Coop er a tive Union, a large Tan za nian cof fee coop er a tive of
small farm ers that trades about 11% of national cof fee pro duc tion. The coop er a tive has had
some suc cess in reduc ing its expo sure to neg a tive cof fee price move ments by buy ing “put”
options that allow it to main tain an agreed floor pur chase price with farm ers dur ing the trad -
ing sea son. It bor rows from a domes tic bank, the Coop er a tive and Rural Devel op ment Bank,
to pay for the hedg ing con tract pre mi ums (the put options). Thus, the coop er a tive has
reduced its expo sure to price fluc tu a tions and falls in the value of cof fee stocks held dur ing
pro cess ing or while await ing sale. Because the coop er a tive has used this approach for only
one sea son, it is too early to draw any defin i tive con clu sions about effec tive ness.101

Bro kers can help finan cial ser vice pro vid ers assess and price the risks in their agri cul -
tural port fo lios and the risks of expand ing agri cul tural lend ing, as well as nego ti ate insur -
ance and hedg ing arrange ments. Although bro kers would ide ally come from the pri vate
sec tor, the Kilimanjaro Native Coop er a tive Union and Coop er a tive and Rural Devel op -
ment Bank received such assis tance from the World Bank’s Com mod ity Risk Man age -
ment Group, which helped the coop er a tive develop risk man age ment strat egy and
nego ti ate the put options. The group also trained Coop er a tive and Rural Devel op ment
Bank staff in assess ing price risks and pro vid ing advice on hedg ing trends. The group
envis ages this facil i tat ing role to be per formed in the future through a pri vate bro ker,
requir ing only tem po rary donor or gov ern ment sup port.

Source: Chris ten and Pearce, 2005.

Box 20.8 Using Weather Insur ance to Unlock Rural Credit

MicroEnsure, one of the pio neers in weather index insur ance, launched its first prod ucts
in 2004 in Malawi, work ing with the World Bank. The orig i nal moti va tion for these prod -
ucts was that small holder farm ers in Malawi were excluded from obtain ing credit for pur -
chas ing inputs such as fer til izer and seeds owing to lend ers’ con cerns over drought.
When weather index insur ance became avail able to mit i gate the cli ma tic risk, lend ers
were will ing to advance credit to the farm ers, who in turn pur chased better inputs and
increased their yields (in some cases by 300 per cent). The expe ri ence of MicroEnsure
has been that farm ers’ main moti va tion for pur chas ing weather insur ance is to unlock
rural credit; there has been min i mal suc cess in sell ing weather insur ance as stand-alone
prod ucts. Over the past few years MicroEnsure has devel oped index prod ucts using a
range of trig gers, includ ing drought, typhoon, and excess rain, and for a range of crops
and coun tries, includ ing India, the Phil ip pines, Rwanda, and Tan za nia, as well as con -
tin ued work in Malawi. The focus has always been to use weather index insur ance to
unlock rural credit for groups of farm ers rather than to cover whole coun tries.

Source: Leftley, 2009.



13) Take steps to mit i gate polit i cal risk

Whether per sis tent or unpre dict able, gov ern ment and donor inter ven tion in agri cul tural mar -
kets and lend ing is per haps the great est source of risk for rural lend ers. MFIs work ing in rural
areas can not entirely avoid or trans fer this risk, but they can take steps to mit i gate its impact.
Four strat e gies com monly adopted by MFIs that reg u larly con front polit i cal risk are briefly
described below.

l Clearly and reg u larly com mu ni cate the insti tu tion’s neu tral ity to cli ents and staff so that
the MFI is not asso ci ated with any par tic u lar polit i cal group or source of power. Staff can
be asked to remain neu tral in their pub lic inter ac tions, and cli ents can be warned that
repay ment will be expected no mat ter which pol i ti cian says oth er wise. The MFI can use
this com mu ni ca tion as an oppor tu nity to re-artic u late its mis sion and vision and the ben e -
fits cli ents can access in the long-term by sup port ing the insti tu tion’s sustainability. 

l Avoid lend ing in areas that are highly polit i cized, where sub si dized credit is widely avail -
able, or where debt par don ing is com mon. 

l Work together with other finan cial ser vice pro vid ers, per haps through a national asso ci a -
tion of microfinance insti tu tions, to raise aware ness among gov ern ment offi cials of how
much more sus tain able rural finan cial insti tu tions can con trib ute to rural devel op ment
and food secu rity as com pared to short-term sub si dies. 

l Diver sify geo graph i cally. Polit i cal inter fer ence is often local ized in one dis trict or prov -
ince, so if an MFI has oper a tions in many dis tricts, a polit i cal cri sis in one can be over come 
with the sup port of oper a tions in oth ers.

20.4 An Appro pri ate Prod uct Mix for Rural Microfinance

As argued ear lier in this chap ter, a broad mix of finan cial ser vices is rel e vant in rural areas just
as it is in urban areas.  Sav ings, credit and money trans fer ser vices will almost cer tainly be
demanded if their design is right. It is a chal lenge to pro vide afford able and con ve nient sav -
ings ser vices in rural areas, but tech nol ogy, large group meth od ol o gies and part ner ships are
mak ing this pos si ble, as dis cussed above and in Chap ter 4 on sav ings. The options for pro vid -
ing rural money trans fers are sim i lar, with tech nol ogy and part ner ships that pig gy back on the
infra struc ture of oth ers pro vid ing the most cost-effec tive solu tions, as explored in Chap ter
10. With credit, the main chal lenge fac ing MFIs may be the deci sion about what type of
financ ing to offer whom, given the many dif fer ent actors in rural value chains and their diver -
sity of needs. Mar ket seg men ta tion and the scor ing mod els pre sented in Chap ter 2 can help
insti tu tions to focus on pri or ity prod ucts, sub-seg ments and value chains and so they expand
at a pace that matches their capacity.  

Larger and lon ger-term loans are very much needed to facil i tate invest ment in rural areas, but
these con tinue to be the most dif fi cult prod ucts for MFIs to finance, in part because of insti -
tu tions’ own lack of long-term financ ing, but also because of the increased risk inher ent in
these prod ucts and the more sophis ti cated finan cial man age ment skills and sys tems required
to man age those risks. Insur ance, leas ing and non-finan cial ser vices also require spe cial ized
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skills: actu ar ial exper tise in the case of insur ance, equip ment main te nance pro vid ers in the
case of leas ing, and agron o mists and mar ket ing spe cial ists in the case of non-finan cial ser -
vices. The require ments for devel op ing and deliv er ing these prod ucts may seem daunt ing, but 
finan cial ser vice pro vid ers can col lab o rate with other actors and build on their knowl edge and 
infra struc ture to col lec tively man age risk, develop appro pri ate prod ucts and increase com pet -
i tive ness through busi ness mod els that ben e fit entire value chains. The expe ri ences of
Drumnet in Box 20.8 and IMON (in the case at the end of this chapter) provide exciting
examples of what is possible for the future.
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Box 20.8 DrumNet’s Value Chain Man age ment Sys tem

In Kenya, the key play ers required for a vibrant small holder agri cul tural sec tor are pres -
ent – com mer cial banks, large-scale pro duce buy ers, farm input sup pli ers, trans port ers,
and the smallholders them selves. How ever, a crit i cal fac tor inhib it ing devel op ment is
the absence of a plat form that facil i tates the flow of infor ma tion and finan cial trans ac -
tions among those actors. DrumNet, a pilot pro ject of PRIDE AFRICA, was launched in
March 2003 as a rural value chain man age ment sys tem that facil i tates these trans ac -
tions.

The busi ness model is straight for ward. DrumNet facil i tates and bro kers ser vices to a
value chain where cer ti fied farm groups stand on the pro duc ing/sell ing side, a rep u ta ble
buyer on the buy ing side, and cer ti fied input sup pli ers and a com mer cial bank in the
mid dle. A large and rep u ta ble agro-pro cess ing com pany, the “buyer”, signs a fixed price
pur chase con tract with the farmer groups under a mas ter con tract man aged by DrumNet. 
The DrumNet mas ter con tract rep re sents the roles, rights and obli ga tions of all par ties in
the value chain. Sub con tracts between par ties define the obli ga tions of each spe cific
actor. The con tract’s sales pro ceeds flow through the bank to repay all pro duc tion credit
and fees owed by the pro ducer. 

On the finance side of the model, DurmNet stepped back from the tra di tional
microfinance approach of being a sup plier of credit, and con cen trated on work ing with a
com mer cial bank to struc ture credit and bank ing ser vices to pro ducer groups based on
the sales pro ceeds paid by the buyer that flow through the bank. DrumNet’s infor ma tion
com mu ni ca tion tech nol ogy sys tem pro vides the inter nal con trols to mon i tor trans ac tions
and con tract com pli ance and to report on all the move ments of fac tors and funds within
the value chain. DrumNet also part ners with other orga ni za tions to pro vide capac ity
build ing in farmer group dynam ics, train ing and cer tif i ca tion to assure the buyer of the
qual ity required. For its bro ker age, admin is tra tive and transactional ser vices, DrumNet
charges fee shares from its value chain part ners and mem bers. 

Although small holder farm ers are DrumNet’s tar get mar ket, all par ties in its model ben e -
fit from par tic i pa tion. Farm ers gain increased income and liquid ity. Buy ers gain access
to trained and reli able farm ers who can deliver a timely and pre dict able quan tity and
qual ity of goods. Input sup pli ers gain increased sales while avoid ing credit risk. Banks
gain addi tional rev e nue, an expanded deposit base, cash man age ment and qual ity con -
trol sys tems that mit i gate credit risk, and access to a vir tu ally untapped whole sale cli ent
base that pro vides cost-effec tive risk diver si fi ca tion. 

Source: Adapted from Campaigne, 2010.



Main Mes sages

1. Rural pop u la tions – like urban pop u la tions – demand a vari ety of finan cial ser vices
to sup port their eco nomic activ i ties, smooth their income flows and mit i gate their
risks. 

2. It is pos si ble to inte grate small-scale sin gle-crop farm ers into the for mal sec tor
finan cial sys tem in a cost-effec tive way.

3. Adjust loan terms and con di tions to rural house hold cash flows.

4. Pay atten tion to value chains.

5. Build on the knowl edge and infra struc ture of oth ers to over come the chal lenges of
the rural envi ron ment.

Case Study: Inte grated Agri cul tural Pro gram ming in Tajikistan

Back ground: Tajikistan is a moun tain ous land locked coun try in Cen tral Asia with more
than 70% of the pop u la tion liv ing in rural areas. Since 1991, when the coun try became
an inde pend ent state, civil war, eco nomic col lapse, floods, land slides and a major
drought in 2000-2001 reduced 84 per cent of Tajikistan’s pop u la tion to pov erty (GDP
per capita in 2005 was US$330). North ern Tajikistan is known for its mag nif i cent fruits
and veg e ta bles, which pro vide a rich oppor tu nity for effec tive agri cul tural pro gram ming.
The fruits and veg e ta bles are gen er ally grown by small holder farm ers, some of whom are
also micro pro ces sors who pre pare their hor ti cul tural out puts for local mar kets using tra -
di tional means (for exam ple, pit ting, cut ting and shap ing their pro duce with
labour-inten sive hand tools). 

In 2004, MEDA (Men no nite Eco nomic Devel op ment Asso ci ates) began imple ment ing a
four-year agri cul tural devel op ment pro gram in North ern Tajikistan that focused on the
hor ti cul ture sub-sec tor. Prior to the start of the pro gram, farm ers did not have access to
credit to pur chase inputs, improve stock or upgrade irri ga tion. The lim ited credit avail -
able in the region was avail able mainly to trad ers. Pro duc ers often had only lim ited
access to exter nal mar kets and larger pro ces sors, sell ing their goods at local mar kets or
to trad ers. As a result, waste was high, with quoted fig ures rang ing from 25 per cent to 50 
per cent spoil age in 2001. Fur ther along the value chain for pro cessed fruits and veg e ta -
bles there were micro pro ces sors and large pro ces sors, but there was a lack of pro ces sors
at the small to medium level. 

Pro gram Design: MEDA designed a pro gram with two lev els of inter ven tion. First, the pro -
gram would assist small holder farm ers in adapt ing to and grow ing within in a glob al iz ing
mar ket econ omy by: 1) pro vid ing access to tra di tional and new pro duc tion knowl edge; 2) 
sup port ing the adop tion of up-to-date tech nol o gies, improved inputs and better ser vices; 
3) strength en ing farm ers’ abil ity to work co-oper a tively and take col lec tive action; and 4) 
estab lish ing a via ble rural credit pro gram that would con tinue to serve farm ers after the
pro gram ended. Sec ond, the pro gram would advance the cre ation and growth of small
and medium enter prises (SMEs) that pro cess and mar ket the rural agri cul tural out put of
the region, fill ing a cur rent gap in the value chain. The main activ i ties at this level
included busi ness devel op ment, tech ni cal assis tance and tech nol ogy trans fer, asso ci a -
tion for ma tion, and SME finance.
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MEDA part nered with the Asso ci a tion of Busi ness Women (ABW), the larg est MFI in
Tajikistan, to imple ment the pro gram. ABW dem on strated a strong will ing ness to expand 
into rural and agri cul tural finance and com mit ted man age ment time above and beyond
pro gram fund ing. How ever, it lacked expe ri ence in agri cul tural lend ing and pos sessed
lim ited knowl edge about agri cul tural issues in gen eral.

Imple men ta tion: In Octo ber 2004, prior to the start of pro gram imple men ta tion, MEDA
and ABW con ducted a base line sur vey (sam pling the tar get cli ent group), in order to
define the indi ca tors that would serve as a basis for the devel op ment and imple men ta -
tion of pro gram activ i ties. The sur vey col lected infor ma tion on house hold income and
expenses, agri cul tural activ i ties, mar kets, and also on credit. The results showed that
one-third of inter view ees had some expe ri ence with credit, but mostly from infor mal
sources with out inter est or a real repay ment sched ule. Eighty per cent of respon dents
were inter ested in tak ing a loan. About half were inter ested in a short-term loan, for
between US$300-$1,500, for agri cul tural inputs or equip ment rental. The other half
were inter ested in lon ger term loans for larger amounts (above US$1,500) for invest -
ment in irri ga tion sys tems or equip ment pur chase. Sur vey par tic i pants under stood inter -
est rate con cepts and had ideas of how much they would be will ing to pay: for short-term
credit, between 2-4 per cent monthly, and for long-term, between 1-3 per cent monthly. 

Build ing on the sur vey results, ABW’s knowl edge of the local envi ron ment, and MEDA’s
expe ri ences with rural credit in other coun tries, the two orga ni za tions designed four
prod ucts, the terms of which are sum ma rized in Table 20.3.

Table 20.3 Prod uct Offer ing Included in ABW/IMON’s Busi ness Plan

General WC Ag Loan Leasing –
Fixed Assets

Specialty
Products

Use Working capital
loan or small fixed
assets – traders,
processsors

Production
inputs, fertilizer, 
etc.

All types of fixed 
assets

For example,
irrigation

Amout (min –
max)

C$ 0 – 1,300 C$ 150 – 1,650 C$ 650 – 5,000 Max. C$ 5,000

Term (min –
max)

3 – 6 months 6 – 9 months 6 – 18 months To be decided

Payment
frequency

2 weeks or monthly Interest monthly, 
principal in 2 –
4 payments at
end

Monthly Monthly

Grace period None 3 – 6 months 0 – 2 months To be decided

Interest range 3 – 3.5% 3 – 3.5% 2.5 – 3% To be decided

Fees 1 – 4% 2 – 3% 2 – 3% To be decided

Penalty 1% 1% 1% To be decided

Collateral None required but
is accepted

Contribute 30%
of need

Organization
owns item until
paid for

To be decided

Source: Jones, 2007.
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A major chal lenge for the pro gram was to coor di nate the shar ing of infor ma tion between
value chain devel op ment actors and rural finan cial ser vice pro vid ers so that infor ma tion
on agri cul tural cycles and risks would assist in design ing prod ucts, grow ing a bal anced
port fo lio, assess ing loan appli ca tions and mak ing other deci sions about the rural finance 
com po nent. The pro gram was orga nized so that advi sors to field staff from head quar ters
reported to the over all head quar ters pro gram man ager. They met for annual plan ning and 
shared quar terly reports, ensur ing coor di na tion at the pro gram level. At the coun try level, 
man ag ers for the value chain devel op ment com po nent and the finan cial ser vices com po -
nent came together for weekly coor di na tion meet ings, while at the dis trict level, loan
offi cers and extensionists shared offices, so they were able to exchange infor ma tion with
regard to cli ents and loan appli ca tions on a daily basis.

Results and Les sons Learned. As of Octo ber 2006, 3,557 loans had been dis bursed
total ling US$1,414,734. IMON was able to cover the oper at ing costs of the agri cul tural
loan port fo lio from inter est earned within 18 months and reported almost no default (see
Table 20.4). IMON’s total port fo lio grew from US$1.3 mil lion at the begin ning of 2004
to nearly US$8 mil lion at the end of 2006, and it had become the leader in rural finance
in Tajikistan.. Dur ing the pro gram period, loans were mainly for work ing cap i tal, such as
pro duc tion inputs, how ever, in the off-sea son, lend ing for live stock, pro duce stor age,
and win ter crops kept the port fo lio active. Both group and indi vid ual loans were suc cess -
ful. Agro-leas ing was not devel oped as planned due to the absence of local sup pli ers, but 
a micro-leas ing prod uct with lon ger terms and larger amounts was later intro duced by
IMON.

Table 20.4 Performance of the MEDA/IMON Loan Portfolio as of
October 2006

Oper at ing Effi ciency and
Port fo lio Qual ity

MEDA Agri cul tural Loan
Fund Port fo lio

IMON (ABW) Total
Port fo lio

Port fo lio at risk (PAR)  1 day 0.10% 0.65%

Oper at ing expense ratio 15.23% 21.61%

Aver age out stand ing loan size US$1,055 US$1,733

Return on assets 31.5% 10.5%

Return on equity n/a 24.4%

Source: Jones and Pasricha, 2007.

As it reflected on its expe ri ences in Tajikistan, as well as in Nic a ra gua and Afghan i stan,
MEDA offered the fol low ing obser va tions:

l No mat ter how small-scale an inter ven tion, a pro gram must plan up front for invest -
ment in insti tu tional strength en ing and staff capac ity build ing, with spe cial atten tion
to the nec es sary adap ta tions for rural lend ing.

l For agri cul tural port fo lios, diver si fi ca tion of pro duc tion reduces risk. Since one insti -
tu tion will gen er ally sup port a nar row range of subsectors, it is wise to bal ance them,
mon i tor ing for mar kets, crops, prices, oppor tu ni ties and trends.

l If lend ing to farm ers involved in com mod ity mar kets, rural MFIs should play a
proactive role in keep ing abreast of changes in those mar kets, lim it ing the amount of
financ ing they put into prod ucts with poor or highly vol a tile futures. At the same time, 
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an informed MFI can help finance suc cess ful agri cul tural prac tices that improve
yields, improve qual ity, and mit i gate risks.

l Although it is not imper a tive to imple ment pro grams that com bine agri cul tural devel -
op ment with microfinance, it is opti mal in many cases to find link ages to other local
ser vices (finan cial insti tu tions, input sup pli ers, whole sal ers, tech nol ogy pro vid ers)
that enable cli ents to par tic i pate in grow ing subsectors.

l A com ple men tary pro gram also has the poten tial to exam ine how the agri cul tural pro -
duc tion loan port fo lio can be sup ported by financ ing other activ i ties in the sup ply and 
value chains, includ ing input sup pli ers, equip ment pro vid ers, mar ket ing agents and
other sup port ser vices.
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21 SME Finance

“Microcredit can help the poor sub sist from day to day, but in order to lift them out of
pov erty, larger loans are needed so that the poor can expand their pro duc tive activ i ties and

thereby increase their assets.” ~ World Bank (2009)

Accord ing to the World Bank, the global vol ume of financ ing for small and medium enter -
prises (SMEs) is esti mated at US$10 tril lion. Sev enty per cent of this financ ing is con cen trated
in high-income OECD (Organi sa tion for Eco nomic Co-oper a tion and Devel op ment) coun -
tries. The median ratio of SME loans to GDP in those coun tries is 13 per cent, com pared with
only 3 per cent in devel op ing coun tries (CGAP, 2010).

SMEs need access to a range of finan cial ser vices just as microenterprises and large cor po rate
enter prises do. Yet for them, access ing credit has been much more dif fi cult than access to
other finan cial ser vices.  The Inter na tional Finance Cor po ra tion (IFC) recently reported that
70–76 per cent of the for mal SMEs in emerg ing mar kets already have a bank ing rela tion ship
via deposit and check ing accounts, while only about 30–35 per cent have access to credit (IFC,
2010).  Cer tainly, more can be done to expand SME access to sav ings, insur ance, money trans -
fer and leas ing ser vices, but the chal lenges inher ent in doing so are not that dif fer ent from the
chal lenges inher ent in expand ing out reach to main stream microfinance cli ents, as discussed in 
Part II of this book.

This chap ter will, there fore, focus on credit and the asso ci ated ser vices that MFIs might pro -
vide in an attempt to increase their out reach to small and medium enter prises. It will address
the fol low ing five topics:

1. Defin ing the SME Mar ket

2. Why serve SMEs?

3. Why does the SME finance gap exist?

4. The right kind of finance for SMEs 

5. Deliv er ing the right kind of finance

21.1 Defin ing the SME Mar ket50

Def i ni tions of micro, small and medium enter prise vary greatly across coun tries. How ever,
most def i ni tions are based on a hand ful of the same cri te ria. A recent study by the IFC found
that finan cial reg u la tors in 68 coun tries base their SME def i ni tion on one or more of the fol -
low ing three cri te ria: num ber of employ ees, sales vol ume, or loan size. Fre quently, the def i ni -
tion relies on mul ti ple cri te ria and var ies by indus try. In Paki stan, for exam ple, SME refers to
an entity that employs no more than 250 per sons in the man u fac tur ing or ser vice sec tors or 50 
per sons in the trade sec tor, with sales up to US$590,000 for trade and indus try firms, US$1.2
mil lion for man u fac tur ing firms, and no more than US$3.5 million for any industry of
operation.

Market Segments
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If loan size or sales vol ume are used as cri te ria, they are often expressed in rela tion to some
base amount rather than in abso lute terms, for exam ple, sales not exceed ing 1,000 times min i -
mum sal a ries or income per capita. This is par tic u larly true in coun tries with high infla tion or
in fast grow ing econ o mies. Unfor tu nately, even when the max i mum cut-off value is
expressed as a ratio, it does not trans late into a com mon point of ref er ence that can be used to
dis tin guish SMEs from larger busi nesses world wide. For instance, the cut-off sales value for
an SME in Azerbaijan rep re sents 23 times income per capita whereas in South Africa it rep re -
sents more than 8,000 times income per capita.

For the pur poses of this chap ter, micro, small and medium enter prises are dif fer en ti ated using 
the cri te ria pro vided in Table 21.1. The table can help MFIs iden tify the gen eral dif fer ences
between the SME seg ment and oth ers, but insti tu tions that wish to serve SMEs will need to
pro file the seg ment more accu rately using national mea sure ment criteria.

Table 21.1 SME Char ac ter is tics in Rel a tive Terms

Micro Small and Medium Large

Num ber of employ ees 1 – 4; often fam ily 5 – 250 > 250

Entre pre neur’s
ori en ta tion

Income sta bi li za tion /
growth

Growth / profit Profit / growth

Aver age loan size
required51

< US$10,000;

in devel op ing coun tries, 
gen er ally below
US$1,000

> 250% per capita
gross national income

< US$1million

> US$1 mil lion

Degree of for mal ity Often with out a
busi ness license; rarely
with fixed place of
busi ness sep a rate from
home 

For mal busi ness
license; fixed place of
busi ness either owned
or leased

Often incor po rated; may 
have mul ti ple fixed
loca tions

Access to finance Often have no access to 
for mal finance 

Lack access to the right 
kind of finance

Financ ing is not a
major bar rier

Record-keep ing Busi ness and
house hold funds
co-min gled; lit tle or no
recordkeeping

Sep a rate, but often
basic busi ness records
and finan cial
man age ment

Pro fes sional account ing 
and finan cial
man age ment

Man age ment skills Gen er ally low Devel op ing Sophis ti cated 

Source: Adapted from Deelen and Molenaar, 2004 and Sia and Nails, 2008.

Com mer cial banks serve some SMEs; how ever, they mostly tar get busi nesses with col lat eral, a
rel a tively solid bot tom line, and the capac ity to absorb larger sums. These busi nesses are usu ally
located in urban areas. MFIs also serve some SMEs, although not always with the amount or
type of financ ing that they desire. Most MFIs have lim ited abil ity to accom pany cli ents’ busi -
nesses as they grow. The end result is an SME finance gap that is some times referred to as the
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“miss ing mid dle” (see Fig ure 21.1). Some indus try sources esti mate that 60 to 80 per cent of
small busi nesses in low-income coun tries remain underserved (CapitalPlus Exchange, 2010).

Fig ure 21.1 Gen er al ized Illus tra tion of the “Miss ing Mid dle”

Source: Sanders and Wegener, 2006.

21.2 Why Serve SMEs?

An increas ing num ber of com mer cial banks are attempt ing to move into the SME mar ket
(often referred to as “downscaling”) as more and more MFIs con sider mov ing up (often
referred to as “upscaling”). There are sev eral char ac ter is tics of the SME mar ket that are mak -
ing it attrac tive from both sides:

l Poten tial demand: A recent IFC-McKinsey study esti mates that there are between 36
and 44 mil lion for mal SMEs oper at ing world wide, 25-30 mil lion of which are located out -
side OECD coun tries. Approx i mately 45–55 per cent of for mal SMEs in emerg ing mar -
kets need credit but do not have access to it, and another 21–24 per cent have access to
some credit but iden tify financ ing as a con straint (IFC, 2010). 

l Poten tial for growth: Small and medium busi nesses con trib ute an aver age of 51.5 per
cent of the GDP in high income coun tries, but only 15.6 per cent in low income coun tries
(Ferranti and Ody, 2007).  SMEs in devel op ing coun tries are likely capa ble of pro duc ing
much more out put than is cur rently pos si ble.

l Poten tial for finan cial ser vices to alle vi ate SME growth con straints: In the World
Bank’s World Busi ness Envi ron ment Sur vey of more than 10,000 firms in 80 coun tries, SMEs
world wide named financ ing con straints, on aver age, as the sec ond most severe obsta cle to 
their growth (after taxes and reg u la tion) (Ferranti and Ody, 2007). Beck (2007) reports
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that smaller firms’ financ ing obsta cles have almost twice the effect on their growth as
larger firms’ cap i tal con straints. 

l Poten tial for profit: In 2009, the IFC reported that lead ing banks in emerg ing mar kets
are report ing return on assets (ROA) of 3 to 6 per cent for their SME oper a tions com pared 
with 1 to 3 per cent bank-wide (Fernandez and Sene, 2010). 

l Devel op ment impact: SMEs typ i cally cre ate more jobs than large firms or
microenterprises (see, for exam ple, Box 21.1), and the jobs they cre ate are often filled by
poor, unskilled peo ple. This is impor tant, given that many poor peo ple pre fer a sta ble
source of employ ment income to being self-employed. The fact that most SMEs are
locally owned and oper ated is also sig nif i cant; SMEs tend to develop local prod ucts and
ser vices for local needs using local resources (Sanders and Wegener, 2006). One review of
ten case stud ies in Latin Amer ica and Cen tral and East ern Europe found that every dol lar
invested in a small enter prise gen er ated an aver age of ten dol lars of eco nomic activ ity in
the local econ omy (SEAF, 2004). 

l Inno va tive nature: SMEs often work in new indus tries, find alter na tive ways to deliver
exist ing prod ucts, advance new ideas, and serve new niches. 

In sum, the SME mar ket pro vides an oppor tu nity for increas ing out reach, profit and impact.
It is becom ing an increas ingly attrac tive option as com pe ti tion increases and profit mar gins
decrease for both banks and MFIs in their tra di tional markets.

21.3 Why Does the SME Finance Gap Exist? 

Although the SME mar ket seg ment has clear poten tial, there are many rea sons for which nei -
ther banks nor microfinance insti tu tions are effec tively serv ing it. The prin ci pal rea sons relate
to: 1) the higher risk of lend ing to this mar ket; 2) the dif fer ences between the SME mar ket and 
finan cial insti tu tions’ tra di tional mar kets, which neces si tate sig nif i cant oper a tional changes;
and 3) the cost of deliv er ing loan prod ucts that can effec tively meet SME needs. Each of these 
factors is explored below.

SMEs Are a Risk ier Mar ket

Credit risk in the SME mar ket is greater for both downscaling banks and upscaling MFIs.
Banks have much less infor ma tion avail able to them when ana lys ing SMEs than they would
for larger enter prises, which increases the pos si bil ity of lend ing to a bor rower who will not be
able or will ing to repay the loan. MFIs are accus tomed to mak ing loans with out audited finan -
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Box 21.1 Job Cre ation by SMEs vs. Microenterprises

Accord ing to an impact study by Asian Credit Fund, a Mercy Corps’ SME credit pro gram
in Kazakhstan, a typ i cal microcredit cli ent in Kazakhstan employs on aver age three
work ers and invests up to 50 per cent of net profit back into the busi ness. At the same
time, a typ i cal small busi ness cli ent employs on aver age 50 work ers and retains on aver -
age 80 per cent of the net profit in the busi ness. 

Source: Asian Credit Fund, 2006.



cial state ments or a ver i fi able credit his tory, but the larger amounts and lon ger terms of SME
loans increases their expo sure. If a bad deci sion is made, the loss will be greater.

SMEs usu ally have more to offer in the way of col lat eral than microenterprises, but their
assets are likely to be mov able (for exam ple, live stock, machin ery or vehi cles), have low mar -
ket value or be hard to liq ui date. They may not be reg is tered, and they may not be suf fi cient to
meet bank’s col lat eral require ments, which in some cases amount to three times the loan value 
(Sanders and Wegener, 2006).  

For downscaling banks, entry into the SME mar ket can decrease con cen tra tion risk because
more loans of a smaller size are being made to busi nesses in dif fer ent sec tors. How ever, for
upscaling MFIs, entry into the SME mar ket usu ally increases con cen tra tion risk because larger 
loans are being made to a smaller num ber of busi nesses, and those busi nesses may be clus -
tered in a lim ited num ber of sec tors. Some times this is demand driven, as cer tain sec tors have
a larger num ber of SMEs than oth ers, but it can also be sup ply driven. MFIs some times
decide to focus their financ ing on a small num ber of sec tors or value chains so they can use
their lim ited resources to understand them well.   

SMEs are more vul ner a ble to the busi ness envi ron ment. They often lack the capac ity of
larger firms to work through the com plex i ties of reg u la tory and bureau cratic pro ce dures
(IFC, 2010). They have fewer resources to fall back on in the event of a shock. Unlike
microenterprises, which can be flex i ble in man ag ing their busi ness activ i ties and change
quickly from one busi ness to another if mar ket con di tions change, SMEs make invest ments in 
their busi ness and in the acqui si tion of skills that limit their flex i bil ity. Since the cost of switch -
ing activ i ties is higher, they are more likely to remain where they are and have to absorb the
impact of changes in the envi ron ment around them. Thus, finan cial insti tu tions that serve
them are more exposed to external risk. 

Finally, SMEs often pos sess inad e quate knowl edge and/or skills to effec tively man age the 
increas ing com plex ity and size of their oper a tions. Microentrepreneurs can han dle their
small-scale oper a tions and small loan amounts with a rel a tively low level of skill, and large
com pa nies can hire spe cial ists to design and man age their account ing sys tems, busi ness plan -
ning, mar ket research and other activ i ties nec es sary to man age large-scale oper a tions. SME
man ag ers find them selves in the dif fi cult posi tion of hav ing to per form a wider range of tasks
them selves with out hav ing accessed the type of edu ca tion that would have pre pared them to
carry out these respon si bil i ties. Low lev els of finan cial lit er acy can also pre vent SMEs from
ade quately assess ing and understanding different financing options.

Major Mar ket Dif fer ences Neces si tate Major Changes

Table 21.1 illus trated some of the main dif fer ences between the microenterprise, SME and
large enter prise mar ket seg ments, namely the num ber of employ ees, amount of financ ing
needed, busi ness ori en ta tion, degree of for mal ity, qual ity of recordkeeping and strength of
man age ment skills. Inter est ingly, these dif fer ences impact finan cial insti tu tions in dis tinct
ways, depend ing on the type of mar ket they tra di tion ally serve. For banks that pri mar ily serve
large busi nesses, the SME sec tor is chal leng ing because of the rel a tively small loan amounts
being requested, the poor qual ity of infor ma tion avail able, the lack of attrac tive col lat eral, and
weak man age ment skills. Nearly the oppo site is true for MFIs, which find it chal leng ing to
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make larger loans for lon ger terms that are flex i ble enough to meet the needs of borrowers’
businesses (see Figure 21.2).

Fig ure 21.2 Dif fer ing Per cep tions of the SME Chal lenge

 Source: Authors.

These dif fer ences make it nec es sary for finan cial insti tu tions that want to serve SMEs to make 
sig nif i cant changes in their oper a tions, for example:

l Meth od ol ogy. SME loan sizes are small rel a tive to the trans ac tion costs of deliv ery. The
meth ods used to assess credit worthi ness of large com pa nies will be too expen sive or
imprac ti cal to be effec tive in the SME mar ket, while those used to assess the credit worthi -
ness of microenterprises will not suf fi ciently pro tect an MFI against loss. Thus, new meth -
od ol o gies must be devel oped and sys tems must be put in place to sup port them.

l Staff devel op ment. Staff must be hired or devel oped who under stand the SME mar ket
and are capa ble of ana lys ing its capac ity and risks. Staff with the appro pri ate pro file are
often dif fi cult to find and, for MFIs, more expen sive to retain. 

l Orga ni za tional struc ture. Given the dif fer ent skill sets and meth od ol o gies required for
SME finance, insti tu tions may need to reor ga nize the way they dis trib ute peo ple and func -
tions to pro vide an appro pri ate bal ance of auton omy, sup port and account abil ity. 

l Incen tive schemes. The lon ger term and tai lored nature of SME loans makes indi vid ual
incen tive schemes harder to design fairly. If loan offi cers are rewarded under a generic
scheme, they may avoid the SME mar ket or try to short cut cer tain pro ce dures, since the
appraisal and mon i tor ing of SME loans takes lon ger than for microenterprise loans, and
gen er ates less income than larger enter prise loans. The exist ing scheme may have to be
adjusted, or a new one cre ated.

l Cul tural change. To serve such a dif fer ent mar ket seg ment effec tively, insti tu tions must
intro duce new val ues, hab its and/or atti tudes. This is rarely easy. The shift from one way
of doing things to another can cre ate resis tance among staff. It can also cre ate ten sion
between employ ees who serve dif fer ent cli ent groups, espe cially if there are per ceived
ineq ui ties in the way they are treated. In MFIs, for exam ple, SME loan offi cers will typ i -
cally carry a smaller case load; have greater access to tech nol ogy; and earn higher sal a ries
than microenterprise loan offi cers. Insti tu tions must find a way to min i mize this ten sion
and resis tance.
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l Finan cial man age ment. This is an area of par tic u lar con cern for MFIs, which often
have lim ited access to long-term funds for on-lend ing. SME demand for finance is also
harder to pre dict than microfinance demand because the lat ter is largely depend ent on sea -
sonal work ing cap i tal needs whereas SMEs may have irreg u lar and quite diverse financ ing
require ments. To serve this mar ket, MFIs must secure lon ger-term financ ing and
strengthen their capac ity to man age liquid ity.

Together, these changes can be quite intim i dat ing and eas ily dis cour age finan cial insti tu tions
from try ing to serve SMEs.

Higher Costs

SME finance involves small amounts rel a tive to the cost of each trans ac tion. Although
microfinance involves even smaller sums, meth od ol o gies have been devel oped to deliver
these sums at an accept able level of cost and risk. The same meth od ol o gies are not as
cost-effec tive in the SME mar ket because of the larger sums and lon ger terms involved. Addi -
tional steps must be taken to ana lyse a busi ness’s abil ity to gen er ate suf fi cient cash flow to ser -
vice a loan because if some thing goes wrong, cli ents will typ i cally lack the capac ity to solve the
prob lem using house hold assets or other income sources. 

For banks, costs are higher because of the extra effort required to gather infor ma tion about a
poten tial bor rower’s credit worthi ness. Busi ness records may not exist, or if they do, they may
be incom plete or unre li able. Finan cial state ments may not be pre pared accord ing to stan dard
account ing prac tices; some oper a tions may be omit ted or recorded incor rectly and audit ing
them can be labour and time inten sive. Even if SME bor row ers have col lat eral and reli able
busi ness and finan cial records, their rel a tively smaller loans gen er ate less rev e nue, potentially
resulting in losses. 

Thus, a major chal lenge to SME finance is find ing a way to cover costs. A recent study by the
IFC and Oli ver Wyman sug gests that about 80 per cent of the SME Finance Gap can be
directly attrib uted to the cost of dis trib ut ing credit (IFC, 2010). Unlike in microfinance, prod -
ucts can not be com pletely stan dard ized, and insti tu tions can not charge what ever price is nec -
es sary to cover costs because the profit mar gins of most SMEs are rel a tively low and there is a
limit to how much they can afford to pay. The higher the inter est rate set, the greater the like li -
hood that finan cial insti tu tions will attract only risk ier bor row ers who have the poten tial to
gen er ate a return that is large enough to ser vice a loan financed at that rate. Instead, finan cial
insti tu tions must find a way to lower costs. 

21.4 The Right Kind of Finance for SMEs

Whereas microentrepreneurs often lack any access to for mal finance, small and medium
enter prises typ i cally lack access to the right kind of for mal finance. What SMEs typ i cally need
is a com bi na tion of cap i tal to grow and a trusted advi sor who can pro vide access to infor ma -
tion that helps them make opti mal choices about what kind of financ ing to seek, when, and
under what terms, as well as oppor tu ni ties to develop their man age ment skills and mar ket.
They need tai lored prod ucts that respond to the par tic u lar needs of their busi ness, and they
need to inter act with peo ple who under stand their busi ness well enough to iden tify poten tial
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areas of weak ness as well as strat e gies for address ing those weak nesses. MFIs like BRAC Bank 
in Ban gla desh (see Box 21.2) that have been able to pro vide this mix at an appro pri ate cost
and level of risk are see ing the SME side of their business flourish.

Tai lored Prod ucts

SME loans are more likely to be suc cess ful when the tim ing and repay ment terms are tied to
the financ ing need. Tra di tional microenterprise loan prod ucts that start small and grad u ally
increase in size with each sub se quent bor row ing, or require all bor row ers in a group to bor -
row roughly the same amount at the same time, will not meet the needs of most SME cli ents.
A first-time bor rower who needs an equip ment loan could eas ily require a larger amount and a 
lon ger term than a repeat bor rower who needs sea sonal working capital.  

Although any of the basic loan fea tures described in Chap ter 6 can vary from one SME loan
prod uct to the next, there are two fea tures that define the main prod uct options for SMEs:
loan term and col lat eral. Since SMEs need to finance spe cific expen di tures as well as recur ring 
expen di tures in the short- and long-term, the four main types of loan prod ucts can be suc -
cinctly pre sented in a matrix such as the one in Table 21.2. Each type of finance is briefly
described below:

Table 21.2 Four Main Types of SME Finance

Nature of Busi ness Need Recur ring Expen di ture Spe cific Expen di ture

Short term Tem po rary work ing cap i tal Short-term com mer cial loans

Long term Per ma nent work ing cap i tal Long-term com mer cial loans

Source: Authors.

1) Tem po rary work ing cap i tal loans finance a busi ness’s peri odic need for cash in its daily
oper a tions (for exam ple, to pur chase inven tory or to cover cycli cal busi ness fluc tu a tions).
They can be pro vided in the form of credit cards, bank over drafts and revolv ing lines of
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Box 21.2 BRAC Bank’s Rec ipe for Suc cess in the SME Mar ket

BRAC Bank Ltd. was estab lished in 2001 with a focus on the small busi ness sec tor,
oper at ing with a “dou ble bot tom-line” agenda: a com bi na tion of profit and social respon -
si bil ity. Its small busi ness bank ing model empha sizes rela tion ship bank ing and col lat -
eral free lend ing up to US$14,000. The SME Bank ing unit goes beyond tra di tional
bank ing and works as a busi ness part ner to entre pre neurs, build ing aware ness, pro vid ing 
train ing, and arrang ing road shows to sup port and develop their busi nesses. BRAC Bank
is the pre miere small busi ness bank in the Ban gla desh in terms of small busi ness loans
out stand ing, with nation wide cov er age, 44 per cent of which is in rural areas. It serves
more than a hun dred thou sand SMEs with an aver age loan of US$4,136.

Source: IFC, 2010.



credit. Funds can be advanced when needed, paid down when cash is avail able, then
re-advanced when needed again. The max i mum amount var ies greatly depend ing on a bor -
rower’s credit his tory; inter est rates usu ally float; and a bor rower pays inter est only on the
out stand ing bal ance. Loans in this cat e gory are often unse cured, although they may be
backed by accounts receiv able or inven tory.

2) Short-term com mer cial loans dif fer from lines of credit in that a fixed sum is bor rowed
for a spe cific expen di ture (for exam ple, to pur chase a par tic u lar piece of equip ment or pay
a spe cific debt) and for a set time with inter est paid on the lump sum. These loans are
some times used to finance the same type of oper at ing costs as a tem po rary work ing cap i tal
loan, but the struc ture of the loan is fun da men tally dif fer ent. Funds are accessed once and
repaid on an agreed-upon sched ule. They are usu ally less expen sive than a line of credit,
espe cially if the loan is secured by some type of col lat eral, because the lender’s risk expo -
sure is more lim ited.

3) Long-term com mer cial loans are also given for a spe cific expen di ture and with a set
repay ment period and inter est, but they are repaid over a period of more than one to three
years. Since the term is lon ger, the risk to the lender is higher, so col lat eral require ments
and/or the inter est rate will be higher than for short-term loans. This kind of prod uct is
gen er ally used to finance fixed assets.

4) Per ma nent work ing cap i tal is a long-term loan that sup ports a rap idly grow ing busi -
ness’s fre quent need for cash. This type of financ ing is typ i cally extended in a term loan
that allows a busi ness to quickly increase its base level of cur rent assets and repay the debt
incurred over a num ber of years.

The type of loan prod uct that will be appro pri ate for a par tic u lar SME at a par tic u lar point in
time will vary greatly depend ing on its matu rity and the sec tor in which it oper ates. For exam ple,
a whole sale busi ness may require a larger loan with a shorter term for fund ing its inven tory than
a retail busi ness. A young enter prise may need per ma nent work ing cap i tal whereas a mature one
may need only tem po rary work ing cap i tal loan in the form of a revolv ing line of credit.

An SME’s oper at ing cycle will also influ ence loan prod uct struc ture. The oper at ing cycle is the 
time that it takes for a busi ness to con vert cash into rev e nue through the pro duc tion of some
good or ser vice. For instance, if a farmer bor rows cash to buy seeds and fer til izer to grow
crops that will even tu ally be sold to a whole saler, then the farmer’s oper at ing cycle is the
length of time between his pur chase of inputs and the sale of his crop. Work ing cap i tal loans
for small pro duc ers will gen er ally require lon ger terms than those for ser vice pro vid ers
because pro duc ers use their loan to buy raw mate rial that may take many months to con vert
into a product that can be sold.

By under stand ing an SME’s oper at ing cycle and the fac tors that influ ence it, a finan cial insti -
tu tion gains impor tant infor ma tion about the nature and amount of financ ing needed, the
appro pri ate sources of repay ment, the tim ing of repay ment, and the risks asso ci ated with
repay ment. By pro vid ing the right amount of financ ing at the right time, finan cial insti tu tions
can help SMEs make more effi cient use of their resources, turn their assets and receiv ables
over more quickly (or with higher qual ity), and gen er ate more income. For instance, a farmer
may need a large loan with a long term and a grace period for the pur chase of raw mate ri als at
the begin ning of its oper at ing cycle, but require  a small loan for a short term when it is time to
transport goods to a wholesaler.
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One aspect of loan design that was not men tioned in Chap ter 6, and which becomes impor tant
in SME finance because of the tai lored nature of loan con tracts, is cov e nants. A loan cov e nant is 
a clause in the lend ing con tract that requires one party (the bor rower) to do, or refrain from
doing, cer tain things. Pro tec tive cov e nants are actions that a bor rower agrees to take dur ing
the life of a loan. They may include main tain ing a min i mum level of work ing cap i tal, car ry ing
ade quate insur ance, adher ing to cer tain repay ment sched ules, or sup ply ing the lender with reg u -
lar finan cial state ments and reports. Restric tive cov e nants are pro vi sions that aim to pre vent
cer tain events. They might pro hibit a bor rower from sell ing the busi ness dur ing the loan term or 
exceed ing a cer tain lever age ratio. The three most com mon restric tive cov e nants involve repay -
ment terms, the use of col lat eral, and peri odic report ing (Wilmington Trust, 2010).

Finan cial insti tu tions can use cov e nants to cre ate loan con tracts that are less risk for the bor -
rower as well as the cli ent. The can be par tic u larly use ful with SMEs whose man age ment skills
may not be strong enough to rec og nize the impor tance of main tain ing cer tain ratios or
behaviour. 

Busi ness Advice

Given that SMEs are pri mar ily focused on growth yet tend to lack a solid base of skills with
which to man age that growth, their abil ity to make effec tive use of finan cial ser vices will be
heavily influ enced by their abil ity to access capac ity build ing oppor tu ni ties. Loan offi cers,
either delib er ately or not, can pro vide guid ance dur ing the appraisal and mon i tor ing of loans
that helps bor row ers under stand what they need to pay atten tion to, how to ana lyse their cur -
rent sit u a tion and how to plan for the future. At ACLEDA Bank (Cam bo dia), K-Rep Bank
(Kenya) and SOA Kredit (Azerbaijan), loan offi cers often assist and guide pro spec tive bor -
row ers in com plet ing their busi ness plans and other doc u ments to sup port their loan request
(Sia and Nails, 2008). Loan con tract cov e nants can also pro vide use ful guid ance, although
their impact in terms of developing SMEs’ management skills is limited. 

SME cli ents face ongo ing chal lenges that finan cial insti tu tions will not be able to address
through the lend ing pro cess alone. Those that want to sup port their cli ents’ growth (and pro -
tect their own invest ment) may want to pro vide addi tional advi sory ser vices, either directly or
by link ing cli ents to pro vid ers of busi ness devel op ment ser vices (see Chap ter 12 on
non-finan cial ser vices). Some of the ways that finan cial insti tu tions have directly pro vided
business advice include: 

l Dis trib ut ing pam phlets or post ing arti cles on branch bul le tin boards with infor ma tion on
legal and reg u la tory issues, mar ket ing strat egy, and other top ics. 

l Offer ing finan cial edu ca tion or train ing work shops (for exam ple, on busi ness plan devel -
op ment, the prep a ra tion of finan cial state ments, or how to pres ent a finan cial plan to
poten tial inves tors).

l Pro vid ing busi ness strat egy tips in mar ket ing cam paigns.

l Arrang ing a road show or trade fair

l Host ing “after hours” sem i nars at their office with spe cial guests who are expe ri enced in a
given area of SME man age ment.
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This kind of assis tance can be par tic u larly use ful for empow er ing female entre pre neurs, who
tend to be more cau tious about the amount of risk they are will ing to take on, and are more
likely to iden tify the lack of man age ment train ing as a con straint to their busi ness growth
(Pow ers and Magnoni, 2010). The many rea sons for which female entre pre neurs might lack
the skills or con fi dence to grow are dis cussed in Chapter17 on microfinance for women, but
the result is clearly reflected in stud ies like the one con ducted by EA Con sul tants in early 2010
with six Boliv ian MFIs that col lec tively serve just over 400,000 microcredit cli ents and 10,000
SME cli ents. Approx i mately 51 per cent of the MFIs’ microcredit cli ents are women, com -
pared to only 36 per cent of SME cli ents. Accord ing to Pow ers and Magnoni (2010), these
results are sim i lar to those seen in the rest of Latin Amer ica. Busi ness train ing and mentoring
along the lines of that envi sioned by the Strength en ing Women Entre pre neur ship in Peru
(SWEP) pro ject (see Box 21.3) might enable more female entre pre neurs to take advan tage of
busi ness expansion opportunities, including SME finance.
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Box 21.3 Build ing Women Entre pre neurs’ Capac ity for Growth in Peru

Women entre pre neur ship is a pow er ful force in Peru, one of only two coun tries in the
world in which women are more likely to start a busi ness than men (the other is Japan).
More over, women in Peru own and oper ate a sig nif i cantly higher per cent age of busi -
nesses (38.5 per cent of all enter prises) than do women in other Latin Amer i can coun -
tries. How ever, a grow ing body of research sug gests that this entre pre neur ship poten tial
is con strained by low lev els of busi ness capac ity. 

In one-on-one inter views and focus groups dis cus sions, Peru vian women
microentrepreneurs recently told a research team from Har vard Uni ver sity that they need
train ing on a vari ety of basic busi ness man age ment issues like set ting prices, sta bi liz ing
costs, sep a rat ing per sonal from busi ness finances, con duct ing mar ket research and
improv ing cus tomer ser vice. Most of them sought to expand their busi nesses but felt lost
about how to deter mine the amount they could afford to take out in loans, the rev e nue they 
needed to pull in to make a profit, and the amount they needed to rein vest. The research
results are inform ing the design of the Strength en ing Women Entre pre neur ship in Peru
(SWEP) pro ject, which has two com po nents, each tar get ing a dis tinct group of women.

The first com po nent, called “Proyecto Salta,” (“salta” means jump in Span ish) is a large 
scale, coun try-wide train ing pro gram focused on women microentrepreneurs. It includes
sem i nars, mentoring, and other resources to help 100,000 women microentrepreneurs
grow their busi nesses. Train ing ses sions are held in urban and rural loca tions and stress
prac ti cal meth ods for improv ing busi ness pro cesses, build ing self-esteem, and get ting
access to resources.

The sec ond com po nent is part of the Goldman Sachs 10,000 Women pro gram, a busi -
ness cer tif i cate pro gram for women small busi ness own ers. The pur pose of this pro gram
is to pro vide 700 women with access to advanced busi ness edu ca tion, inter na tional net -
works, mentoring, and cap i tal. Women receive exten sive class room instruc tion con -
ducted by the Universidad del Pacifíco in Lima and other cit ies in Peru. In addi tion to
class room time, the women receive per sonal busi ness mentoring by Peru vian and inter -
na tional women exec u tives.

Source:Downing and Murphy, 2010 and Thun der bird School for Global Man age ment, 2010.



21.5 Deliv er ing the Right Kind of Finance

The mil lion dol lar ques tion in SME finance is how to deliver tai lored loan prod ucts and busi -
ness advice to SMEs at an afford able cost and accept able risk. This sec tion explores eight of
the most prev a lent strat e gies being adopted by upscaling MFIs and downscaling banks to
over come the chal lenges dis cussed in Sec tion 21.3. They include: plac ing more empha sis on
cash flow anal y sis, using credit scor ing to help stream line the deci sion mak ing pro cess, ren o -
vat ing the orga ni za tional archi tec ture, draw ing from microfinance best prac tice in the area of
rela tion ship lend ing, mak ing use of alter na tive credit instru ments, bal anc ing stan dard iza tion
and customization, cross-selling, and partnering. 

Focus ing Anal y sis on Capac ity

The credit worthi ness of any bor rower is gen er ally assessed through an anal y sis of the “5 Cs”:
char ac ter, capac ity, cap i tal, col lat eral and con di tions.52  All five fac tors are impor tant, but the
empha sis placed on each var ies with the type of loan being requested. Microenterprise lend ing 
focuses pri mar ily on char ac ter while mort gage lend ing focuses heavily on col lat eral. SME
lend ers have been suc cess ful by mak ing capac ity the highest priority for analysis.

In microlending, the anal y sis of a cli ent’s char ac ter out weighs other fac tors because loan
amounts are small and cli ents’ demand for credit is great. Bor row ers strive to repay loans even 
if things go wrong in their busi ness because they want to main tain their access to credit. They
often rely on other sources of income to repay their loans, which may have been used to
smooth house hold cash flows and not to invest in a busi ness. In SME lend ing, larger loan
sizes make char ac ter a nec es sary but insuf fi cient screen ing cri te rion. No mat ter how much
bor row ers may want to pay, they are much more likely to not be able to pay if their invest ment
in the busi ness does not gen er ate suf fi cient cash flow to service the loan. 

Since many SMEs lack attrac tive, reg is tered col lat eral and work in envi ron ments where col lat -
eral sei zure is both time con sum ing and expen sive in rela tion to the aver age SME loan size,
lend ers pre fer not to rely heavily on col lat eral guar an tees to ensure their loans get repaid.
Instead, they focus on assess ing the busi ness’s capac ity to gen er ate cash flow, both now and in 
the future. 

Microloans also require some anal y sis of cash flows and busi ness needs; how ever, the anal y sis
is sim pler and focuses on the abil ity of a busi ness to gen er ate cash in the short-term. Rec og -
niz ing that most microborrowers do not sep a rate their busi ness and house hold finances,
MFIs tend to mit i gate the risk that bor row ers will not fully invest their loan in their busi ness
by assess ing cur rent cash flow only, and do not take into account the addi tional income that
might be gen er ated if the loan is invested in the business. 

In SME lend ing, cash flow anal y sis is more sophis ti cated and fore cast over a lon ger period. A
term loan for equip ment, for instance, may require a monthly cash flow anal y sis for at least
two years and then annu ally for the remain der of the loan term (Hsu, 2010). This need to pro -
ject cash flows into the future makes the assess ment of busi ness con di tions more impor tant in 
SME lend ing then in microlending. Upscaling MFIs pay more atten tion to the size of an

448

21 SME Finance

52 This analysis is discussed in more detail in the first volume of the Making Microfinance Work series. Refer to Churchill and
Frankiewicz (2006).



SME’s mar ket and mar ket share, its busi ness strat egy, its rela tion ships with other actors in its
value chain, its man age ment and orga ni za tion, and the sen si tiv ity of its cash flows to potential
external threats. 

For downscaling banks, the chal lenge is to match the sophis ti ca tion of finan cial anal y sis to the 
size of loan requested. Such finan cial insti tu tions have the skills and the tools to con duct a
detailed assess ment of an SME’s capac ity, but these assess ments will usu ally be too expen sive
to be cov ered by the rev e nue that the loan might gen er ate, espe cially if the SME’s finan cial
state ments are either non-exis tent or unre li able. Instead, SME lend ers focus their loan anal y -
sis on cash pres sure points, for example: 

l Will sales go up as pro jected? 

l How quickly are accounts receiv ables col lected? 

l What are the long-term cash driv ers of the busi ness (for instance, gross mar gin, oper at ing
expenses as a per cent age of sales) and how does the per for mance of this busi ness com -
pare with that of com pet i tors and indus try benchmarks? 

SME lend ers often develop their loan offi cer’s abil ity to work with cli ents to com plete a sim -
pli fied income or cash flow state ment tem plate jointly with the bor rower when audited
financials are not avail able. They may ana lyse deposit and with drawal pat terns in the busi -
ness’s cur rent account or mobile wal let. Some insti tu tions develop guide lines on accept able
per for mance so that loan offi cers can quickly deter mine whether a poten tial bor rower is a via -
ble cli ent (Sia and Nails, 2008). At the Khazakstan Small Busi ness Pro gram, loan offi cers are
trained to insist on inspect ing firms’ par al lel inter nal books and to use those accounts,
together with their own cal cu la tions of sales fig ures, to arrive at a real is tic assess ment of
capac ity to repay the loan (Malhotra et al., 2006).

Since cash flow pro jec tions are crit i cal to assess ing repay ment capac ity and struc tur ing appro -
pri ate financ ing for SMEs, finan cial insti tu tions invest con sid er ably in train ing loan offi cers to 
develop and ana lyse finan cial pro jec tions. This train ing goes beyond the sim ple cal cu la tion of
ratios and explores how to an under stand a busi ness through its finan cial state ments.
Mentoring pro grams are often put in place so that more expe ri enced loan offi cers can assist
junior offi cers in developing their analysis skills.

Credit Scor ing53

Credit scor ing is a math e mat i cal tech nique that uses his toric credit data to pre dict a future out -
come, typ i cally the prob a bil ity of a poten tial cli ent default ing. More com monly used in
retail/con sumer credit, the meth od ol ogy has been adapted suc cess fully by insti tu tions like
Wells Fargo in the United States (see Box 21.4) to objec tively mea sure risk and estab lish credit 
wor thi ness of SMEs using a min i mum of data that can be easily validated.

Instead of con duct ing exten sive anal y sis of finan cial state ments, credit scor ing uses a com bi -
na tion of sim ple pre dic tive vari ables, such as length of time in busi ness, nature of busi ness,
length of time with the finan cial insti tu tion, and so on, to gen er ate a score that rep re sents the
prob a bil ity of future repay ment. While it is unlikely that SME lend ers would rely solely on a
credit score to make a lend ing deci sion, credit scor ing mod els can be effec tively used as a
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pre-screen ing tool to iden tify which loan appli ca tions should be inves ti gated more thor oughly 
and which can be rejected with out invest ing in more detailed anal y sis. Credit scor ing can actu -
ally improve the over all qual ity of lend ing deci sions in envi ron ments where expe ri enced credit 
ana lysts are hard to find or afford. As such, it can play an impor tant role in reduc ing the aver -
age time to pro cess appli ca tions and there fore the cost of cli ent acqui si tion, two key fac tors
that deter lend ers from serv ing the SME mar ket.

How ever, the meth od ol ogy has its lim i ta tions, not the least of which is the avail abil ity of his -
tor i cal data from which to build the mod els. Most lend ers are unlikely to have suf fi cient port -
fo lio data, in par tic u lar the req ui site num ber of ¡°bad¡± accounts, for the model-build ing
pro cess to be sta tis ti cally reli able. In these cir cum stances, one option is to use a generic model
that has been proven to work in a sim i lar envi ron ment, and then fine tune the vari ables and
points allo ca tion over time in the light of experience.

Another option is to cre ate a judg men tal score card. This kind of score card uses a math e mat i -
cal model based on an insti tu tion’s credit pol icy, mar ket knowl edge and risk pref er ences. It
can be cre ated with out any his tor i cal data, so it can even be applied to new seg ments. A very
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Box 21.4 Credit Scor ing SMEs at Wells Fargo

Wells Fargo, founded in 1852, is the larg est SME bank in the United States in terms of
total dol lar vol ume. By 2004, it had a US$6.3 bil lion out stand ing SME loan port fo lio, of
which 94 per cent was unse cured. The aver age loan bal ance is US$15,000 and median
depos its are US$7,000. Wells Fargo man ages SME credit risk through a total port fo lio
approach instead of the more tra di tional indi vid ual loan approach, mak ing use of sta tis -
ti cal meth ods that tol er ate losses sim i lar to con sumer lend ing. Auto ma tion is a key to its
effi cient cost man age ment and fast cus tomer response: credit reports and scor ing, a
large per cent age of credit deci sions and cus tomer com mu ni ca tion are auto mated. 

The bank has devel oped a robust credit scor ing sys tem for its small busi ness lend ing. It
col lects an exten sive range of data and uses a score card for loan orig i na tion that includes 
ele ments such as num ber years in busi ness, years as a bank cus tomer, credit his tory of
the busi ness owner or own ers, aver age bank deposit bal ance, busi ness loca tion, finan -
cial assets, and lia bil i ties of the owner or own ers. Its ded i cated SME Busi ness Direct
divi sion obtains approx i mately 100 pieces of infor ma tion from con sumer credit bureaus
every month on every cus tomer, includ ing their credit score, num ber of accounts, and
open com mit ments.  Busi ness Direct also employs sta tis ti cal mod els for tar geted mar -
ket ing to attract low-risk small busi ness bor row ers, for cus tomer man age ment, and for
loan col lec tion. Ongo ing assess ments of the risks of each account are con ducted and
nec es sary actions are taken at the first sign of trou ble. Pric ing is increased for risky
behav iours such as fre quent delin quency and over-limit. At the same time, auto matic or
con di tional line increases are granted for good cus tom ers

Use of the credit scor ing model enables Wells Fargo to accept loan appli ca tions by mail
or tele phone. No col lat eral, finan cial state ments or tax returns are required. Two-thirds
of all deci sions are made auto mat i cally based on the score card and the remain ing
one-third through 15-min ute reviews. As a result, Wells Fargo’s costs for pro cess ing
small busi ness loans of US$30 per loan are among the low est in the indus try.

Source: Malhotra et al., 2006 and IFC, 2010.



sim ple judg men tal score card might be a check list of min i mum cri te ria a poten tial bor rower
must meet, while a more sophis ti cated card would com bine and weight all key under writ ing
cri te ria such that score card deci sions gen er ally agree with those made by credit offi cers. An
exam ple of a sim ple vari able weighted judgemental scorecard is provided in Table 21.3. 

Table 21.3 Sim ple Vari able Weighted Judgemental Score card

Vari able Scor ing

1. Loan to col lat eral
value

> 70% 50 – 70% < 50%

0 1 2

2. Annual turn over to
loan value

< 3x 3 – 5x > 5x

0 1 2

3. Years in busi ness < 1 2 – 4 > 4

-2 1 2

4. Cur rent ratio < 0.5 0.5 – 1 > 1

0 1 2

5. Total assets < 100,000 100,000 – 500,000 > 500,000

0 1 2

Source: Caire, 2004.

Because judg men tal score cards rely more on human exper tise and organi sa tional knowl edge
than on sta tis ti cal rela tion ships, build ing them usu ally requires more time and input from
senior man age ment. Since they are not sta tis ti cally reli able, they are pri mar ily used as a screen -
ing device, to chan nel poten tial SME cli ents into dif fer ent cat e go ries of fol low up, and not as
the sole basis for a credit deci sion (see, for exam ple, the case of BRI in Box 21.5).
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Box 21.5 Credit Scor ing at Bank Rakyat Indo ne sia (BRI)

BRI sub jects all small loan appli ca tions to an inter nally devel oped credit score card.
How ever, unlike the credit scor ing sys tem used in more advanced envi ron ments, BRI’s
credit score card is not used as a credit deci sion-mak ing tool in lieu of the con ven tional
finan cial anal y sis but is essen tially used as a credit screen ing tool. The credit score card
has a num ber of pre-deter mined attrib utes against which a spe cific score is tab u lated.
The spe cific attrib utes are not weighted accord ing to their rel a tive impor tance. The scor -
ing sys tem con sid ers both non-finan cial and finan cial fac tors on a 54 per cent to 46 per
cent basis. The total score deter mines how the credit eval u a tion is to pro ceed. A range of
score is assigned a cer tain col our: white, black or grey. Accounts whose aggre gate score
results in a “white” cat e gory are con sid ered good and can there fore be pro cessed by the
credit offi cer pro pos ing the loan. If the total score lands within a “grey” range, pro cess -
ing can con tinue but must be done by a higher group of ana lysts and not by the pro pos ing 
credit offi cer. Those fall ing in the “black” cat e gory will not be pro cessed fur ther. 

Source: Sia and Nails, 2008.



Draw ing from Microfinance Best Prac tice in Rela tion ship Lend ing54

Accord ing to Malhotra et al. (2006), the key char ac ter is tic cut ting across devel op ing coun try
com mer cial banks that apply microfinance prin ci ples to SME finance is that they have
focused on rela tion ship-inten sive bank ing rather than more tra di tional trans ac tions bank ing.
The rela tion ship-lend ing model is based on qual i ta tive infor ma tion with an empha sis on the
char ac ter and reli abil ity of busi ness own ers gath ered from infor mal sources such as sup pli ers
and com mu nity lead ers, whereas the trans ac tions lend ing approach is based pri mar ily on hard
quan ti ta tive data that can be observed and verified. 

Some of the suc cess ful prac tices dem on strated in microfinance that have been applied suc -
cess fully to serve SMEs include:

l Financ ing smaller, shorter-term needs first and then offer ing larger amounts and lon ger
terms for well-per form ing bor row ers. Although this approach lim its finan cial insti tu tions’ 
abil ity to meet SMEs’ needs early on, it can facil i tate the estab lish ment of a rela tion ship
that becomes more pro duc tive over time.

l Devel op ing sim pli fied and stan dard ized oper at ing pro ce dures with accom pa ny ing guide -
lines on stan dard times for com ple tion. This might include a check list of required doc u -
ments to min i mize the pos si bil ity of errors, dis burs ing loans into bor row ers’ bank
accounts, or record ing stan dard ized pro ce dures in oper at ing man u als.

l Stream lin ing the under writ ing pro cess so that it focuses on the most impor tant ele ments
of small busi ness eval u a tion, such as the first form of repay ment (cash flow), the sec ond
form of repay ment (col lat eral or guar an tors), char ac ter anal y sis, and a site visit.

l Using tech nol ogy to avoid repet i tive steps in the pro cess ing of trans ac tions and to mon i -
tor risk by sec tor, type of busi ness, and geo graphic area. This becomes even more impor -
tant in SME lend ing than in microlending due to the increased expo sure to port fo lio
con cen tra tion risk.

l Con duct ing per sonal as well as pro fes sional char ac ter assess ments. On a per sonal basis,
loan offi cers might visit the bor rower’s res i dence or crosscheck with com mu nity lead ers
and neigh bours to assess the bor rower’s stand ing. On a pro fes sional basis, they might ver -
ify a bor rower’s rela tion ships with sup pli ers (for exam ple, the vol ume of pur chases, pay -
ment hab its, the length of the rela tion ship) or even employ ees. In instances where the
place of busi ness is rented, the lease pay ment his tory of the bor rower can also be ver i fied. 

l Mon i tor ing loans through monthly site vis its that build an ongo ing rela tion ship with bor -
row ers and assess changes in its inter nal and exter nal con di tions. 

Ren o vat ing the Orga ni za tional Archi tec ture

When banks approach SMEs, they tend to do so through a ded i cated small busi ness unit.
Insti tu tions like BRI, BRAC Bank, Inecobank (Arme nia), SOA Kredit and K-Rep Bank take
this approach and find that it allows them to design tai lored pol i cies and guide lines, port fo lio
man age ment tools, mar ket ing strat e gies and staff train ing (Sia and Nails, 2008). They also
tend to divide staff by spe cial iza tion so that cli ent offi cers are respon si ble for mar ket ing and
man ag ing the cli ent rela tion ship while credit ana lysts take pri mary respon si bil ity for man ag ing 
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risk (see Fig ure 21.3). Credit ana lysts often work coop er a tively with cli ent offi cers to raise
their risk aware ness so that loan appli ca tions have a higher like li hood of not being rejected
later on in the process (IFC, 2010).

Fig ure 21.3 Risk Man age ment Prac tices of Banks Serv ing SMEs

Source: IFC, 2010.

Some larger insti tu tions have cre ated busi ness cen tres that ser vice var i ous branches within a
geo graphic area. This helps them reduce costs by cen tral iz ing some func tions that are sub ject
to econ o mies of scale, such as back-office func tions. The account man ager in a branch
reaches out to new SMEs and man ages the ongo ing relationship. 

Smaller insti tu tions, pov erty-focused orga ni za tions and insti tu tions that do not serve a wide
spec trum of busi ness enter prises tend not to have sep a rate units exclu sively for small busi ness 
lend ing. In Paki stan, Asasah exper i mented with spe cial ized small enter prise lend ing offi cers,
but then decided to keep its approach sim ple enough for exist ing staff to han dle. Afghan i stan
Rural Microfinance Pro gram (ARMP) plans to hire sep a rate loan offi cers when it begins mak -
ing loans above US$3,000, but will not cre ate a sep a rate unit to man age them (Chen and
Weiss, 2007). 

For insti tu tions that are pri mar ily inter ested in serv ing grad u at ing microenterprise cli ents, this
approach might be stra te gic because it takes advan tage of exist ing staff’s knowl edge and cli ent 
rela tion ships. How ever, for it to be suc cess ful, staff must be well trained to man age both types 
of lend ing and avoid con fu sion between the two. Some ProCredit banks involve higher level
staff (a credit man ager or expe ri enced cli ent rela tion ship man ager) early in the SME loan orig -
i na tion pro cess rather than rely on loan offi cers to man age the com plete loan cycle as they do
for microloans. This lets the bank set the tone with the cli ent and gives sup port to the loan
officer (McDonald, 2009).

Alter na tive Credit Instru ments

The risks and costs of tra di tional SME lend ing have led some finan cial insti tu tions to explore
other types of con tracts that can make lend ing to small and medium enter prises via ble, namely 
leas ing, fac tor ing and credit guar an tee schemes. Dis cussed in detail in Chap ter 10, leas ing can 
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pro vide SMEs with access to long-term finance for invest ment in cap i tal equip ment. It
reduces a finan cial insti tu tion’s risk because the leased asset itself serves as collateral.

Fac tor ing pro vides a source of work ing cap i tal finance for SMEs. In a fac tor ing trans ac tion,
an SME sells its credit worthy accounts receiv able at a dis count to a finan cial inter me di ary
(referred to as “the fac tor”) and receives imme di ate cash (see Box 21.6). The SME ben e fits
from trans fer ring and pre ma turely cash ing invoices that may not be pay able for another
month or more. The finan cial inter me di ary, besides get ting a ser vice fee, is able to face the
credit risk of the buyer rather than the seller.  Since the seller is often a higher-risk small firm
while the buyer is a larger enter prise that is more likely to have a rep u ta ble credit his tory and
audited finan cial state ments, fac tor ing can be a risk-con tain ing strat egy for a financial
institution (Bebczuk, 2009).

Credit guar an tee schemes are arrange ments under which a third party com mits to par tially
or totally cover a lender’s losses in the event that a bor rower defaults. The guar an tor can be a
pub lic or pri vate entity. Credit guar an tee schemes can serve as a sub sti tute for col lat eral and
enable finan cial insti tu tions to lend more or for lon ger terms than they would be will ing to
oth er wise. Unfor tu nately, many guar an tee schemes have had poor results in the past. This is
due to sev eral rea sons, namely banks becom ing lax in mon i tor ing the SME port fo lio because
of the overly com fort able safety cush ion of the guar an tee and lack of assur ance of the finan -
cial sustainability of the guar an tee funds (Malhotra et al., 2006). Table 21.4 sum ma rizes two
pub lic schemes that are cur rently seen as prom is ing. Both have low net loss rates and have
dem on strated the abil ity to facil i tate access to financ ing for SMEs that would not have had it
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Box 21.6 Nacional Financiera’s Fac tor ing Pro gram

Nacional Financiera (NAFIN), a state-owned devel op ment bank in Mex ico with 32
branch offices nation wide, devel oped a so-called pro duc tive chains pro gram to link
large, credit worthy buyer firms with small, risky firms unable to access for mal finance.
Par tic i pat ing in the fac tor ing pro gram are 190 big buy ers and more than 70,000 SME
sup pli ers. Twenty domes tic banks and finance com pa nies act as the fac tors.

The NAFIN fac tor ing pro gram oper ates an elec tronic plat form that pro vides fac tor ing ser -
vices online. The website has a ded i cated page for each big buyer, while small sup pli ers
are grouped into chains with the big buy ers with whom they have busi ness rela tion ships.
The sup pli ers and NAFIN sign an agree ment allow ing the elec tronic sale and trans fer of
receiv ables. Once a sup plier deliv ers goods and its invoice to the buyer, the buyer posts a 
nego tia ble doc u ment equal to the amount that will be fac tored on its NAFIN web page.
In gen eral, this is equal to 100 per cent of the value of the receiv able. The sup plier is
then able to access its buyer’s NAFIN web page and see all fac tors that are will ing to fac -
tor this par tic u lar receiv able along with their quotes for inter est rates. Pick ing the one it
deems has the most favour able terms, the sup plier clicks on the name of the fac tor, and
the amount of the nego tia ble doc u ment less inter est is trans ferred to the sup plier’s bank
account. When the invoice is due, the buyer pays the fac tor directly. The effi ciency of the 
elec tronic plat form means that small sup pli ers typ i cally have money within one busi ness 
day. NAFIN is spread ing this model into Ven e zuela, and pos si bly into other Latin Amer i -
can coun tries as well in the near future.

Source: Malhotra et al., 2006.



oth er wise. Major microfinance net works such as ACCION Inter na tional and Women’s
World Bank ing have also pro vided suc cess ful credit guar an tee funds to their mem ber insti tu -
tions, although these were not specifically focused on SME lending.

Table 21.4 Two Exam ples of Par tial Credit Guar an tees

FOGAPE Small Busi ness Financ ing
Pro gram 

Coun try Chile Can ada

Out reach (per year) 30,000 guar an tees issued
(1,800 per mil lion peo ple)

10,000 guar an tees issued
(300 per mil lion peo ple)

Sustainability Net loss rate = 1.5% Net loss rate = 3%

Additionality Increases prob a bil ity for firms to get
credit by 14 per cent age points

74% of firms using the guar an tee
would not have been able to get a loan
oth er wise

Design • Tar geted to small firms (low ceil ings)

• Port fo lio approach

• Vari able cov er age ratio (70%-80%),
higher for invest ment loans

• Unique bid ding pro ce dure

• Rea son able risk-based fees
(1%-2%), depend ing on default
rates

• Tar geted to small firms (low
ceil ings),

• invest ment loans

• Port fo lio approach

• Lower cov er age ratio for larger loans
(max i mum 85% of eli gi ble loss)

• Rea son able fees (2%)

• Strict pay ment rules

Source: IFC, 2010.

Bal anc ing Stan dard iza tion and Cus tom iz ation

Since tai lor ing is impor tant yet expen sive, SME lend ers tend to offer a mix of stan dard iza tion
and cus tom iz ation. They do this in sev eral dif fer ent ways. First, they offer some prod ucts that
are tai lored to indi vid ual SME needs, and oth ers that are stan dard ized. Sec ond, they give more 
impor tance to tai lor ing as the size of the firm, and the size of the financ ing requested,
increases. Third, they design prod ucts that are tai lored to SMEs with sim i lar needs, such as
fish ing com pa nies or agri cul tural pro duc ers. Indi vid ual SMEs per ceive these prod ucts as
being tai lored to their spe cific needs even though they are fre quently the same prod uct with
some degree of cus tom iz ation. Fourth, loan prod ucts are priced on a cli ent-by-cli ent basis,
but a grid with ranges of inter est rates for cli ents of sim i lar risk pro files guides the pric ing deci -
sion. Finally, account man ag ers act as the per son al ized point of con tact. Even if they deliver
mostly generic prod ucts, they select a combination of products that can collectively meet
SME needs.

Cross-sell ing

Finan cial insti tu tions that serve SMEs effec tively rarely focus on the pro vi sion of credit alone. 
They cross-sell their cli ents a vari ety of prod ucts and ser vices, such as deposit accounts,
invest ment prod ucts, fac tor ing, leas ing and inter na tional trade financ ing, among oth ers. A
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recent report by the IFC (2010) pre sented research results which indi cate that banks offer
their SME cli ents an aver age of five to ten dif fer ent deposit prod ucts, nine to18 credit prod -
ucts and seven to 16 transactional prod ucts (see Table 21.5). SMEs pur chase sev eral of these
prod ucts, in dif fer ent cat e go ries, and their use of deposit, account man age ment and other
finan cial ser vices gen er ates sig nif i cantly more rev e nue than their use of credit. Clearly, by
diver si fy ing the prod uct port fo lio and cross-sell ing a use ful mix of ser vices, finan cial insti tu -
tions can increase the profitability of the SME market segment.

Table 21.5 Prod ucts Used by SMEs and Rev e nue Gen er ated

Devel oped Coun tries Devel op ing Coun tries

Aver age num ber of prod ucts offered to SMEs

Deposit prod ucts 5.3 10.6

Credit prod ucts 9.4 18.7

Transactional prod ucts 7.7 16.9

Num ber of prod ucts used per SME cli ent

Deposit prod ucts 2.7 2.3

Credit prod ucts 3.3 2.4

Break down of rev e nue from SME seg ment by prod uct type (% of rev e nue)*

Credit 32% 38%

Deposit and account
man age ment

42% 29%

Other 24% 32%

Source: IFC, 2010.

Part ner ships

Pro vid ing link ages to other sources of finan cial or non-finan cial ser vices is often a more effi -
cient and effec tive strat egy for help ing SMEs meet their var ied needs than try ing to meet all of 
those needs alone. For exam ple, an MFI’s term loan can be com ple mented by short-term
trade credit from busi ness sup pli ers, or its work ing cap i tal loan might be com ple mented by a
leas ing prod uct from a leas ing com pany. If an MFI faces finan cial con straints, it can nego ti ate
a ser vice agree ment with a bank through which the bank pro vides financ ing and the MFI
man ages the cli ent rela tion ship and loan mon i tor ing. An MFI might also nego ti ate with a gov -
ern ment agency, donor orga ni za tion or asso ci a tion net work to access a guar an tee mech a nism
that would enable the MFI to offer SMEs longer term loans.

Finan cial insti tu tions can seek out part ners that are will ing to trans fer knowl edge or skills that are
needed to enter the SME mar ket or develop new prod ucts to meet their needs. Most of the banks
pro filed by Malholtra et al. (2006) received high-qual ity tech ni cal assis tance from expert prac ti tio -
ners that allowed them to build their suc cess ful SME finance busi nesses. Peer learn ing and knowl -
edge exchange net works like the one launched by CapitalPlus Exchange Cor po ra tion in (see Box
21.7) pro vide addi tional opportunitues to col lab o rate with oth ers to better serve SMEs.
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As dis cussed in Chap ter 22, the options for part ner ship are nearly end less, but two oth ers are
impor tant to men tion in the con text of SME finance. First, finan cial insti tu tions can enter into 
part ner ships with other finan cial insti tu tions, with indus try asso ci a tions, or civic orga ni za -
tions to lobby for changes in the enabling envi ron ment for SME lend ing, such as improved
credit bureaus, asset reg is tries, or laws per mit ting the collateralization of mov able assets. Sec -
ond, they can part ner with non-finan cial ser vice pro vid ers to facil i tate SME access to train ing,
tech ni cal assis tance, mentoring and other sup port ser vices that can strengthen their man age -
ment skills and enhance their capac ity to make effective use of financial services.

21.6 Con clu sion

SME finance con sti tutes an attrac tive mar ket seg ment for finan cial insti tu tions that make a
stra te gic deci sion to invest in the insti tu tional changes that are nec es sary to serve the mar ket
effec tively. New meth od ol o gies, skills, incen tive sys tems, atti tudes and financ ing may be nec -
es sary, but the ben e fits of invest ing in this seg ment can far out weigh the costs. SME finance,
par tic u larly when com ple mented by appro pri ate busi ness advice, can alle vi ate growth con -
straints and enable SMEs to cre ate more jobs, develop local mar kets and stim u late inno va tion
while also generating revenue for lending institutions.

To fill the SME finance gap, insti tu tions must find a way to serve small and medium enter -
prises at an accept able cost and level of risk. Albeit chal leng ing, pio neer ing banks and MFIs
are dem on strat ing that it is pos si ble, through adjust ments in credit anal y sis, stream lined pro -
cesses and orga ni za tional restruc tur ing, credit scor ing, the stan dard iza tion of cus tom iz able
prod ucts, alter na tive credit instru ments, cross-sell ing and partnerships.

For MFIs, tar get ing SMEs will increase staff and man age ment require ments and add com -
plex ity to insti tu tions’ oper a tional sys tems, but this can be a pos i tive chal lenge. MFIs can
upgrade their sys tems, improve their qual i fi ca tions, strengthen their finan cial and cli ent rela -
tion ship man age ment while open ing up a new mar ket seg ment with large and grow ing needs.
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Box 21.7 Global Net work Aims to Serve Small Busi nesses

The Small Busi ness Bank ing Net work (SBBN) is an ini tia tive of CapitalPlus Exchange
Cor po ra tion (Exchange). Founded and launched on Nov. 1, 2010 in Addis Ababa, Ethi o -
pia, SBBN is the world’s first global net work for lead ers and senior exec u tives of finan -
cial insti tu tions com mit ted to serv ing the small busi ness mar ket in emerg ing econ o mies. 
It relies upon an inter ac tive online com mu nity and inter na tional forums com bined with
on-site capac ity build ing to advance the effec tive ness of small busi ness bank ing oper a -
tions. The ini tia tive builds on Exchange’s seven years of expe ri ence using peer learn ing
and knowl edge exchange net works to develop the capac ity of its part ner banks. The
SBBN’s advi sory board includes CEOs and senior man ag ers who rep re sent the fol low ing
lead ing banks: Equity Bank (Kenya), BRAC Bank (Ban gla desh), Plant ers Devel op ment
Bank (Phil ip pines), Dia mond Bank (Nige ria) and Stan dard Bank (South Africa). For more 
infor ma tion, refer to: http://shorecapexchange.stage.smallworldlabs.com/about.

Source: CapitalPlus Exchange Cor po ra tion, 2010.



Main Mes sages

1. By invest ing in SMEs, MFIs can fuel job cre ation, inno va tion and local eco nomic
devel op ment. 

2. SMEs need access to a broad port fo lio of finan cial prod ucts, just as micro- and large 
enter prises do. 

3. In SME lend ing, the pur pose of the loan should deter mine its repay ment source and
loan struc ture.

4. SMEs typ i cally need a com bi na tion of cap i tal to grow and access to capac ity build -
ing oppor tu ni ties.

5. SME lend ers must match the sophis ti ca tion of finan cial anal y sis to the size of loan
requested.

Case Study: SME Lend ing at ProCredit Mozam bique

ProCredit Mozam bique is a part of ProCredit Hold ing55, which cur rently has 22 banks in
dif fer ent coun tries in East ern Europe, Latin Amer ica and Africa.  In Mozam bique,
ProCredit is reg is tered as a com mer cial bank and is the larg est of the four com mer cial
banks ded i cated to microfinance. It cur rently has 21 branches in eight of Mozam bique’s
eleven prov inces with a total of 842 employ ees, out of which 83 per cent are located in
the branches. By June 2010, ProCredit had 29,496 credit cli ents, 141,257 depos i tors
and a credit port fo lio of US$26,421,403. 

From its incep tion in the year 2000, ProCredit Mozam bique has been con tin u ously
devel op ing prod ucts. At pres ent, the bank offers a wide range of prod ucts, includ ing cur -
rent accounts, term depos its, sav ings accounts, busi ness loans, home improve ment
loans, agri cul tural loans, domes tic and inter na tional wire trans fers, over draft facil i ties,
bank guar an tees and e-bank ing. 

SME Loan

ProCredit’s SME loan is a type of busi ness loan. What dis tin guishes it from other busi -
ness loans is pri mar ily the amount, which starts at US$30,000. How ever, there are other 
fun da men tal dif fer ences: the terms are lon ger (up to 5 years); there is a three month
grace period; the inter est rate is lower and it is nego tia ble, depend ing upon the per ceived 
risk involved. It can be as low as two per cent per month56, whereas microloans can be
pro vided at a rate of 6.5 per cent, depend ing on the loan amount (the lower the amount,
the higher inter est rate). Addi tion ally, SMEs are required to pro vide finan cial state ments
and proof of rev e nues and/or expenses.
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56 Interest rates for other commercial banks not dedicated to microfinance are between 20-22 per cent per annum, the
equivalent of 1.7 – 1.8 per cent per month.
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Driv ers for the Intro duc tion of a SME Loan 

The deci sion to intro duce a SME loan prod uct was taken in 2008, in other words, after eight
years of oper a tion in the Mozambican mar ket. This deci sion was based on microcredit cli -
ents’ feed back related to the need for larger loans to finance their busi ness growth. It was
also based on a care ful anal y sis of inter nal and exter nal sec ond ary sources of infor ma tion.
An anal y sis of the port fo lio revealed that the pace of growth was slow ing down, sug gest ing
the need for prod uct devel op ment. At the same time, ProCredit real ized that there was a
mar ket seg ment that was not being served – nei ther by other MFIs, which were pro vid ing rel -
a tively smaller loans than ProCredit, nor by banks that tend to serve medium to large com pa -
nies that can sat isfy bank require ments for col lat eral, finan cial state ments, busi ness plans,
and so on. Another driver for the devel op ment of an SME loan was the fact that com pe ti tion
among MFIs, mainly in the cap i tal city of Maputo, was increas ing. There was a need to offer
a range of prod ucts that would increase cli ents’ loy alty to the insti tu tion.

SME Loan Prod uct Devel op ment and Imple men ta tion

ProCredit Mozam bique does not have a prod uct devel op ment depart ment so prod ucts
are devel oped by their respec tive areas, in other words, bank ing ser vices, cards, pay -
ments, and so on. Instead of devel op ing a new prod uct from scratch, ProCredit decided
to bring an inter nal con sul tant that had been involved in SME prod uct devel op ment for
ProCredit affil i ates in other coun tries. By doing so, it was able to ben e fit from les sons
learned by other mem bers. This was facil i tated by the fact that all net work mem bers
used the same infor ma tion tech nol ogy (IT) plat form. 

The con sul tant, in close col lab o ra tion with the mar ket ing, IT and legal depart ments, and
after some con sul ta tion with poten tial cli ents, devel oped a prod uct for the Mozambican
con text. A SME coor di na tor was nom i nated and over the course of a year the con sul tant
con ducted a spe cific train ing pro gram for the team that dealt with the SME loan prod uct
and per for mance mon i tor ing.  At the begin ning, the prod uct was only offered in Maputo,
in a branch that was estab lished to exclu sively serve SME cli ents, to which staff were
recruited inter nally and exter nally. Train ing on the prod uct meth od ol ogy and SME loan
assess ment was deliv ered by in-house train ers. As a gen eral rule, ProCredit only uses
train ers from its inter nal net work because it con sid ers train ing events to be an impor tant
oppor tu nity to rein force insti tu tional val ues and cul ture. 

As the main vehi cle for mar ket ing the prod uct, ProCredit sent let ters to sev eral SMEs
that were iden ti fied through an offi cial SME data base pub lished by the Mozambican gov -
ern ment’s national insti tute of sta tis tics.  It believed that for this seg ment direct mar ket -
ing would be much more effec tive than other sales strat e gies.

About 18 months later, the prod uct was grad u ally expanded to other prov inces not only
because cli ents were demand ing a sim i lar prod uct but also because it is ProCredit’s phi -
los o phy to offer the same pack age of prod ucts in dif fer ent loca tions where it oper ates.
Again, selected branch staff were recruited inter nally and exter nally and trained to
deliver the prod uct. 

Over the years, ProCredit has intro duced small mod i fi ca tions to the prod uct based on cli -
ent feed back. The feed back is obtained dur ing frontline staff inter ac tion with cli ents and 
dur ing meet ings that branch man ag ers and prod uct man ag ers hold reg u larly with cli ents. 
Some of the refine ments that were made include the reduc tion of paper work and low er -
ing of the inter est rate; at the moment, the bank is con sid er ing extend ing the term up to
ten years.  Apart from the SME Loan, other prod ucts and ser vices have been intro duced
to ben e fit SME cli ents, namely guar an tee let ters, an over draft facil ity, wire trans fers, and 
e-bank ing. 

Market Segments
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The Results

As of June 2009, the SME loan accounted for approx i mately 19 per cent of ProCredit’s
port fo lio.   Due to the suc cess of this prod uct, the bank decided to increase its focus on
the SME mar ket and, in August 2010, it increased its min i mum loan amount to
US$1,000.
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Part IV: Diver si fy ing Suc cess fully

The last three chap ters of this book return to the man age ment agenda
that was intro duced in Chap ters 1, 2 and 3. How can the oppor tu ni ties
and risks of diver si fi ca tion be man aged so as to gen er ate max i mum value
for MFIs and their cli ents?

Draw ing from microfinance as well as main stream busi ness man age ment
lit er a ture, Chap ters 22 through 24 tackle the prin ci pal imple men ta tion
chal lenges that MFIs face as they attempt to offer a more diverse mix of
prod ucts in a greater vari ety of mar kets. Chap ter 22 focuses on
part ner ship man age ment. Chap ter 23 tack les cul tural, staff ing,
moti va tion, com mu ni ca tion, sys tems and change man age ment issues.
Chap ter 24 explores how prod uct port fo lio man age ment can help MFIs
focus their diver si fi ca tion so that it sup ports their mis sion and objec tives
in an opti mal man ner. Together, these three chap ters aim to dem on strate
how proactive, ongo ing man age ment of the diver si fi ca tion process can
enable MFIs to achieve greater outreach.
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22 Build ing and Man ag ing Part ner ships

“The choice of… with whom to make alli ances… is among the most impor tant that any firm
ever makes…. Col lab o ra tive ven tures are partly defen sive inno va tions in that they are aimed at
reduc ing or shar ing risks and costs. They are also offen sive inno va tions in that they extend the

skill base of the firm and the range of knowl edge avail able to it and thereby improve its abil ity to 
com pete. Because spe cial ist knowl edge is pro duced, col lab o ra tion can be a source of sus tained

com pet i tive advan tage because it is dif fi cult to imi tate.” ~ Rob in son et al. (2000)

Part ner ships have been referred to fre quently in this book as a strat egy for over com ing an
MFI’s con straints and weak nesses as well as an oppor tu nity for expand ing out reach. The
enthu si asm sur round ing part ner ships as a busi ness strat egy is not unique to microfinance. In
2006, Pricewaterhouse Coo pers inter viewed lead ers of 339 of the fast est-grow ing com pa nies
in the United States and found that 57 per cent con sid ered alli ances, includ ing joint ven tures
and con trac tual part ner ships, to be some what (30 per cent) or very (27 per cent) impor tant for 
reach ing their busi ness objec tives. Thirty-seven per cent believed that such alli ances would be
very impor tant in the next three years (Pricewaterhouse Coo pers, 2006). Accord ing to Dyer et 
al (2001), the top 500 global busi nesses have an aver age of 60 major strategic alliances each.

Attrac tive as part ner ships may be, build ing and man ag ing them effec tively is not nec es sar ily
easy. This chap ter will explore the dif fer ent types of part ner ships cur rently being used in
microfinance and ana lyse what makes those part ner ships worth while. It will also draw from
the expe ri ences of finan cial as well as non-finan cial insti tu tions to iden tify tech niques for
nego ti at ing and main tain ing effec tive part ner ships. It will focus on the fol low ing five themes:

1. Defin ing part ner ship

2. Ben e fits and risks of part ner ship

3. The part ner ing pro cess

4. Part ner ship agree ments

5. Com mu ni cat ing for suc cess

22.1 Defin ing Part ner ship

The word “part ner ship” describes a range of dif fer ent rela tion ships. It is often used inter -
change ably with terms such as alli ance, col lab o ra tion or link age. In microfinance, it is also fre -
quently used to describe com mer cial and con trac tual rela tion ships that fail to meet the cri te ria
of most def i ni tions of part ner ship. This is prob lem atic because MFIs and their part ners
some times make assump tions about their rela tion ship based on dif fer ing inter pre ta tions of
“part ner ship” which later result in miscommunication or con flict. Thus, one of the first steps
that MFIs can take to build an effec tive part ner ship is to ensure that all par ties have a clear
under stand ing of the nature of the rela tion ship into which they are entering (Bedson, 2008). 

Dic tio nar ies define part ner ship in two main ways: 1) as a legal rela tion ship between two or
more per sons con trac tu ally asso ci ated as joint prin ci pals in a busi ness; and 2) as a coop er a tive
rela tion ship between peo ple or groups who agree to share respon si bil ity for achiev ing some
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spe cific goal.57 MFIs work with a wide vari ety of orga ni za tions (see Table 22.1) to meet their
objec tives and many of these rela tion ships can be clas si fied as part ner ships accord ing to the
second definition, for example:

Table 22.1 Snap shot of MFI Part ner Diver sity

Part ner
Type Exam ples

Banks • Constanta in Geor gia uses bank infra struc ture for loan dis burse ments and
repay ments.

• BancoSolidario in Ecua dor col lab o rates with com mer cial banks in Spain to pro vide
remit tance ser vices to Ecua dor ian migrants in Spain.

• AMEEN pro motes, eval u ates, approves, tracks and col lects microenterprise loans for 
three com mer cial bank branches in Leb a non. 

Other finan cial 
ser vice
pro vid ers

• SEWA and BASIX serv ing as agents for Unit Trust of India Asset Man age ment
Com pany

• Gatsby Trust and DCLU Leas ing in Uganda part nered to increase out reach in rural
areas.

• Swadhaar FinServe Pvt. Ltd. (a non-bank ing finance com pany offer ing microcredit
ser vices) col lab o rates with its sis ter orga ni za tion, Swadhaar FinAccess (a non-profit
com pany) to offer cli ents “credit plus” activ i ties includ ing finan cial edu ca tion and
sav ings facil i ta tion as a busi ness cor re spon dent for two banks.

• Jamaica Coop er a tive Credit Union League part nered with a local money trans fer
com pany to bun dle four for eign money trans fer com pa nies into a ser vice under its
own pro pri etary brand.

• Pol ish credit unions work with TUW SKOK to offer a sav ings com ple tion prod uct.

• ICICI Bank part ners with more than 27 MFIs to serve self-help groups in India.

• CRDB in Tazania serves rural areas by work ing through rural sav ings and credit
coop er a tives (SACCOs) in Tan za nia.

Post offices • Union Bank in Jamaica, Zakoura Foun da tion in Morocco and Wizzit Pay ments Ltd in 
South Africa use post office out lets to offer deposit ser vices. 

NGOs • The pri vate finan cial fund FIE oper ates teller win dows within the rural branches of
the NGO Pro Mujer in Bolivia

• Fundo de Credito Comunitario in Mozam bique part nered with non-gov ern men tal
agen cies to pro vide in-kind grants to cli ents in the wake of a nat u ral disas ter

• In Ghana, Sinapi Aba Trust col lab o rates with Planned Par ent hood to raise
aware ness about HIV/AIDS and to offer cli ents con fi den tial test ing, health refer rals
and sup port.

• XacBank worked with the Mon go lian Edu ca tion Alli ance to design and deliver
finan cial edu ca tion cur ric u lum for girls.

Edu ca tional
insti tu tions

• Equity Bank part ners with Mayanja Memo rial Train ing Insti tute to pro vide edu ca tion 
loans in Kenya, and Hatton National Bank works through schools to make finan cial
ser vices avail able to youth in Sri Lanka (see Chap ter 16).

Infor ma tion
and
com mu ni ca tion
tech nol ogy
com pa nies

• In rural India, finan cial insti tu tions pig gy back onto a net work 800,000 long-dis tance
tele phone booths to quickly con nect with mobile agents to pro vide remit tance ser vices.

• Vodafone and First Microfinance Bank in Afghan i stan offer loan dis burse ments and
repay ments via a mobile money plat form.
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Part ner
Type Exam ples

Retail ers and
con sumer
goods
com pa nies

• Caixa Economica Fed eral offers loan, sav ings and pay ment ser vices in all of Brazil’s
1,600 munic i pal i ties through more than 12,000 agents, 75% of which are lot tery
ticket out lets and 25% are mer chants such as phar ma cies or super mar kets.

• Fincomun in Mex ico part ners with the bread com pany BIMBO to mar ket Fincomun’s 
prod ucts among its cli ents, pre-select poten tial bor row ers and col lect loan pay ments 
through BIMBO deliv ery truck driv ers. 

• ACCESS Microfinance Alli ance (a loose fed er a tion of about 110 NGO MFIs)
part ners with Hindustan Unilever to sell water fil ters in India.

• SEEDS in Sri Lanka part ners with inter na tional solar com pa nies to help cli ents
acquire an alter nate energy source.

Agri busi ness
actors 

• ICICI Bank part ners with input sup pli ers and buy ers to offer credit to farm ers in
India.

• El Comercio and soy bean silo own ers facil i tate credit to soy bean farm ers in
Par a guay.

Apex
orga ni za tions
and
fed er a tions

• The 27 mem bers of FENACOAC, a fed er a tion of sav ings and credit coop er a tives in
Gua te mala, have access to each other’s points of ser vice, jointly devel oped
prod ucts, liquid ity facil i ties and tech ni cal assistance. 

Gov ern ment
agen cies

• OIBM in Malawi and Equity Bank in Kenya have part nered with gov ern ment
agen cies to facil i tate the dis tri bu tion of pub lic assis tance in remote areas (see
Chap ter 13).

Funders • As of Decem ber 2010, the MIX Mar ket listed 166 funders pro vid ing loans, debt
secu ri ties, equity invest ments, grants and/or guar an tees to MFIs.

Source: Authors.

l Refer rals and endorse ments. One part ner pro vides infor ma tion about another which
allows cli ents to become famil iar with that orga ni za tion on infor mal terms. MFIs often
use this option to raise aware ness about non-finan cial ser vices that their cli ents might find
use ful, for exam ple, health care, coun sel ling or busi ness train ing. As dis cussed in Chap ter
14, some MFIs rely on refer rals to iden tify poten tial cli ents in underserved mar ket seg -
ments such as the dis abled and per sons liv ing with HIV/AIDS.

l Sup plier-buyer rela tion ships. One part ner sup plies a prod uct or ser vice to another on a
pref er en tial basis or becomes an inte gral part of the buyer’s oper a tion through exten sive
coop er a tion. For instance, Financiera El Comercio in Par a guay works with soy bean silo
own ers to reach soy bean pro duc ers with new finan cial prod ucts linked to the soy bean
value chain (See Box 22.1).

l Devel op ment part ner ship. One part ner con trib utes more resources than it expects to
recover through the part ner ship in exchange for cer tain devel op men tal out comes, for
instance, women’s empow er ment or out reach to underserved com mu ni ties. Essen tially,
this is a type of sup plier-buyer rela tion ship, although it may be that no pur chase is made. A 
part ner may pro vide grants, tech ni cal assis tance or cli ent ser vices with out expect ing to
gen er ate rev e nue through the part ner ship to cover the cost of those con tri bu tions.

466

22 Build ing and Man ag ing Part ner ships



l Joint research, devel op ment or mar ket ing. Part ners may exchange infor ma tion in the
joint devel op ment of a prod uct or tech nol ogy that will be used by one or more part ners.
Exam ples include FINCA’s part ner ship with HSBC Mex ico (a com mer cial bank) to offer
pre paid bank cards to its cli ents, and Hewlett-Packard’s col lab o ra tion with ten pub lic and
pri vate sec tor part ners in Uganda, includ ing three MFIs, to cre ate an open source infor -
ma tion tech nol ogy for MFIs. 

l Outsourcing. One part ner trans fers a busi ness func tion to another. This type of rela tion -
ship is found between CREDIFE and Banco del Pichincha in Ecua dor. CREDIFE pro -
vides loan orig i na tion and credit admin is tra tion ser vices to Banco del Pichincha, which
dis burses the loans and records them on its books. When MFIs work as agents for insur -
ance or money trans fer com pa nies, the com pa nies typ i cally outsource their sales and pay -
ment func tions to MFIs, which receive a fee for their ser vices.

l Fran chis ing. One part ner (as the franchisor) can grant ter ri to rial rights for the use of its
trade marks and tech nol o gies to another part ner (as fran chi see), which pays a fee to the
franchisor. XacBank offers a fran chise prod uct to rural credit and sav ings coop er a tives in
Mon go lia and ICICI Bank is test ing a credit fran chi see model with equip ment deal ers in
India (see Box 22.2). 

l Equity invest ment. One part ner invests in another, thus own ing a part of that entity’s
equity. Telenor Paki stan (a mobile phone oper a tor) acquired 51 per cent of Tameer
Microfinance Bank, the MFI with which it col lab o rates to offer the easypaisa branch less
bank ing ser vice (Owens, 2009).

l Joint ven ture. Part ners become joint own ers of a new legal entity. In Ghana, HFC Bank
and CHF Inter na tional, with assis tance from USAID and UN Hab i tat’s Slum Upgrad ing
Facil ity, cre ated a non-finan cial ser vice com pany, Boafo, which ser vices hous ing loans
that are kept on the bal ance sheet of the bank. HFC acts as a joint ven ture man ag ing part -
ner and minor ity share holder (Hokans, 2008). In Ban gla desh, the Grameen Group and
Groupe Danone entered into an agree ment to form a com pany called Grameen Danone
Foods to sup ply nutri tious food to poor chil dren using a com mu nity-based busi ness
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Box 22.1 Financiera El Comercio and Par a guayan Silo Own ers

El Comercio ana lyzed the soy bean value chain to under stand the finan cial rela tion ships
among agri busi nesses and farm ers. It saw an oppor tu nity to lever age the exist ing con -
tract farm ing rela tion ships between silos and farm ers. Farm ers receive a loan in the form
of seeds and fer til izer from the silos. When a farmer needs addi tional cash, the silo refers 
the farmer to El Comercio. A loan offi cer from El Comercio vis its the farm ers and eval u -
ates their credit via bil ity. The farmer signs a tra di tional credit con tract with El Comercio,
accepts the loan con di tions, and repays after har vest. Col lat eral for the loan is the con -
tract for the pur chase of soy beans with the silo which acts as a guar an tee from the silo. In 
about one-fourth of the link ages, the silo auto mat i cally dis counts both the cost of inputs
and loan repay ment (for the loan to El Comercio) from the sale of the crop when the
farmer brings the har vest to the silo. When this occurs, the silo repays El Comercio on
behalf of the farm ers. 

Source: Diaz and Han sel, 2005.



model. Grameen Bank offers work ing cap i tal financ ing; Danone pro vides tech ni cal
exper tise; and GAIN, an NGO, leads the social mar ket ing efforts (George, 2009).

These dif fer ent types of part ner ship are sum ma rized in Fig ure 22.1 along a con tin uum of
engage ment. Refer rals require very lit tle loss of auton omy or con trol while joint ven tures fully
bind part ners together in pur suit of their joint objec tive. The part ner ships on the left-hand
side of the con tin uum tend to be used for more lim ited or low-risk col lab o ra tion whereas
those on the right-hand side tend to be used for more high-risk, ambi tious and typ i cally
long-term objectives.

Fig ure 22.1 Types of Part ner ship by Degree of Engage ment

Source: Authors.

By def i ni tion, a part ner ship must involve shared respon si bil ity for achiev ing a spe cific objec -
tive. If an MFI pur chases prop erty insur ance for its own pre mises or bor rows money from a
com mer cial bank on mar ket terms, it is not enter ing into a part ner ship. It is con duct ing an
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Box 22.2 Credit Fran chi sees in India

ICICI Bank and Inter na tional Devel op ment Enter prises-India (IDEI) part nered to develop 
a fran chi see model with irri ga tion deal ers, reduc ing the cost of lend ing to farm ers and
enabling them to pur chase drip irri ga tion. Under the model, irri ga tion deal ers in IDEI’s
net work can become credit fran chi sees if they work in an area not served by ICICI and are 
will ing to enter into a risk-shar ing arrange ment with the bank to pro vide farm ers with
access to finan cial ser vices. Instead of pay ing a cer tain sum of money for the right to
become a fran chi see, deal ers make an equity con tri bu tion (pro vid ing a first loss default
guar an tee) of at least US$11,000 which they can lever age up to ten times through ICICI
to lend to farm ers. 

Credit fran chi sees con duct loan appraisal, deter mine loan sizes, and pro cess, man age
and col lect loan repay ments from farm ers. The loans are on the books of ICICI Bank, and
the bank trains the credit fran chi sees in credit appraisal. The loan appraisal pro cess is
designed to take two days and the repay ment period var ies accord ing to crop cul ti va tion
cycles, with a max i mum two-year loan term. The inter est rate is 14 per cent per year,
which includes a three per cent mar gin for fran chi sees, who decide whether or not to
pass the mar gin on to the farmer. ICICI Bank receives inter est income in lieu of roy al ties
or a man age ment fee. 

Source: Adapted from Magleby-Lam bert, 2006 and Diaz and Han sel, 2007.
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arm’s length trans ac tion to imple ment its own agenda and it should not expect any spe cial
treat ment from the entity that is sell ing the good or service it is purchasing. 

If, how ever, an MFI enters into agree ment with a com mer cial bank to expand the qual ity or
nature of the ser vices pro vided to cli ents, this can be con sid ered a part ner ship. In Gua te mala,
for instance, the Coop er a tive for Rural Devel op ment of the West ern Region (CDRO)’s part -
ner ship with Banrural gave it access to addi tional funds for on-lend ing, but it also gave
CDRO’s cli ents access to safe and con ve nient sav ings and pay ments ser vices through
Banrural. Of course, rela tion ships that begin as com mer cial trans ac tions can develop into
more stra te gic part ner ships over time. Tulay Sa Pag-Unlad Devel op ment Cor po ra tion
(TSPI), a Phil ip pine NGO, first obtained small credit lines from local banks, then it nego ti -
ated access to larger credit lines and to the banks’ ATMs in selected loca tions, and now it
hopes to arrange for its cli ents to access the banks’ sav ings and money transfer services
(Gallardo, 2006). 

Although part ner ship can be defined in rel a tively broad terms, a suc cess ful part ner ship is
more dif fi cult to char ac ter ise. It requires care ful atten tion to the way respon si bil ity is shared
and the pro cesses and infra struc ture that are put in place to ensure that the objec tive(s) of the
part ner ship are met. Box 22.3 pres ents one def i ni tion of an ide al ized microfinance part ner -
ship which pro vides a use ful ref er ence point for this chap ter’s dis cus sion. Two aspects of the
def i ni tion are worth high light ing, as they have been iden ti fied as char ac ter is tics that dis tin -
guish part ner ships from other types of inter-orga ni za tional relationships (Brinkerhoff, 2002):

l Com par a tive advan tage: Each part ner brings a dis tinc tive fea ture or capa bil ity to the rela tion -
ship that oth ers can lever age to achieve some thing they would not have been able to
achieve on their own. 

l Mutuality: The part ners in the rela tion ship respect and are account able to each other, mak -
ing sure that each one ben e fits from the rela tion ship. 

The remain der of this chap ter explores how MFIs can build part ner ships that enable them to
lever age the strengths of oth ers and man age those part ner ships so as to max i mize the poten -
tial ben e fits of the rela tion ship.

22 Build ing and Man ag ing Part ner ships Diversifying Successfully

469

Box 22.3 Defin ing Suc cess ful Part ner ship

An ide al ized, multi-stake holder part ner ship in microfinance can be defined as fol lows: an
alli ance among two or more diverse par ties – which may include banks, other busi nesses,
pub lic agen cies, MFIs, NGOs or com mu nity groups – in which part ners com mit resources
to achieve a spe cific pur pose. This pur pose would address key chal lenges that have not
suc cess fully been addressed by any one orga ni za tion act ing alone. Part ners com bine their
resources and com pe ten cies in a com ple men tary and syn er gis tic way, based on what they
do best. Part ner ships are based on prin ci ples of equity and trans par ency. Impor tantly, they 
imply a shar ing of both risks and ben e fits, and achieve ment of the part ner ship goals in a
way which is mutu ally ben e fi cial to each of the part ners and their cli ents.

Source: Greener, 2006.



22.2 Ben e fits and Risks of Part ner ship

Although the ben e fits of part ner ship have been men tioned in dif fer ent parts of this book, it is
worth while to sum ma rize them here and to con sider them in com par i son with the risks of
part ner ship. 

Ben e fits of Part ner ing

MFIs engage in part ner ships for a vari ety of rea sons, namely to reduce risk, to over come con -
straints, to speed the pace at which objec tives can be achieved, and to expand the scope of
what can be accom plished. The major ben e fits that can be gained through part ner ship are
briefly described below:

l Risk reduc tion. Although part ner ships expose an insti tu tion to sev eral risks, they can reduce
many oth ers. For instance, MFIs can lever age the infor ma tion, exper tise and rela tion ships that 
part ners pos sess to improve the qual ity of their loan appraisal, to more effec tively man age
delin quency, to develop prod ucts that meet the needs of dif fer ent mar ket seg ments, and to
better mon i tor and respond to risks in the exter nal envi ron ment. Part ner ships can also help
MFIs pro vide ser vices that enable cli ents to better man age their own risks.

l Greater tech ni cal capac ity. Part ner ships can facil i tate an MFI’s access to infra struc ture
or sys tems, to exper tise out side its areas of com pe tence, and to oppor tu ni ties for trans fer -
ring knowl edge or skills to staff. Chap ters 5 and 9, for exam ple, illus trate how MFIs col -
lab o rate with insur ance com pa nies to access actu ar ial and asset man age ment exper tise,
rein sur ance, and sales train ing for staff. 

l Improved effi ciency. By lever ag ing part ners’ core com pe ten cies, MFIs can achieve their
objec tives faster and/or at a lower cost than if they act alone. For instance, input sup pli ers
and buy ers can expe dite an MFI’s assess ment of pro duc ers’ will ing ness and capac ity to
repay loans. Estab lished banks can give MFI cli ents access to a nation wide net work of
ATMs and point-of-sale devices much faster than an MFI could build one. Through part -
ner ships, MFIs can “inherit” already-proven prod ucts and busi ness pro cesses, thus avoid -
ing the finan cial and oppor tu nity costs of learn ing through trial and error.

l Access to finan cial resources. Part ners may be able to pro vide MFIs with addi tional
cap i tal, liquid ity or guar an tees that they can use to expand out reach beyond what would be 
pos si ble on their own.

l More diverse prod uct port fo lio. By cap tur ing some of the above ben e fits, MFIs may be
able to offer prod ucts and ser vices through part ner ships that they would not be able to
offer oth er wise. Many MFIs are actu ally pro hib ited from pro vid ing cer tain ser vices that
their cli ents need because of their legal sta tus (for exam ple, sav ings, insur ance, remit -
tances). All ten of the chap ters in Part II of this book pro vide exam ples of part ner ships
that have enabled MFIs to expand their prod uct port fo lio.

l Reg u la tory com pli ance. Finan cial ser vice pro vid ers that are not able to meet reg u la tory
require ments on their own can some times do so through part ner ships. This is true not
only for MFIs that wish to diver sify their prod uct offer ing, but also for com mer cial banks
in coun tries like India which are required to lend at least 40 per cent of their port fo lio in
the so-called “pri or ity sec tor”, which includes microcredit.
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l Stron ger cus tomer rela tion ships. By enabling MFIs to offer a greater vari ety of prod -
ucts, more appro pri ate prod ucts, more afford able prices and/or better qual ity ser vice,
part ner ships can improve cus tomer sat is fac tion and con trib ute to greater cus tomer loy -
alty.

l Stron ger brand. A part ner ship with a well-known and highly regarded part ner can
enhance an MFI’s rep u ta tion and increase its vis i bil ity in a given mar ket.

l Out reach to new mar kets. Part ners can bring cli ents to an MFI or help an MFI reach
out to a new mar ket seg ment through its infra struc ture, cred i bil ity, or knowl edge of a par -
tic u lar cus tomer group. MFIs may also be able to help part ners reach new mar kets
through their dis tri bu tion sys tems and cus tomer base. 

l Com pet i tive advan tage. Part ner ships can enable MFIs to inno vate and do some thing
dif fer ently than the com pe ti tion. Tameer Microfinance Bank’s part ner ship with Telenor
Paki stan, for instance, dis tin guishes it from all other MFIs in Paki stan today. 

l Greater impact. Part ner ships can enable MFIs to con trib ute in a more holis tic way to
pov erty reduc tion, eco nomic devel op ment and improved qual ity of life for their cli ents.
They make it pos si ble for all types of finan cial ser vice pro vid ers to offer both pro duc tive
and pro tec tive microfinance ser vices. They can also help cli ents to access non-finan cial
ser vices that enable them to make better use of finan cial ser vices, as dis cussed in chap ters
14 through 17. 

Risks of Part ner ing

Despite the long list of ben e fits, there are four main chal lenges that often deter MFIs from
enter ing into part ner ships. First, when an MFI enters a part ner ship it loses con trol over the
imple men ta tion of cer tain activ i ties and exposes itself to counterparty risk – the pos si bil ity
that the organi sa tions with which the MFI has joined forces might fail to per form in some way 
that is harm ful to the MFI. This can range any where from fail ure to deliver a sta tion ary order
on time to engag ing in unlaw ful prac tices that bring dis re pute to the MFI through asso ci a tion. 
Cli ent rela tion ships can be seri ously dam aged by a part ner that treats cli ents with dis re spect or 
provides poor quality service.

Sec ond, it can be dif fi cult for an MFI to esti mate the resources required to engage in a suc -
cess ful part ner ship. Even in a rel a tively sim ple rela tion ship involv ing two part ners that work
in the same sec tor and pos sess sim i lar moti va tions, it can be hard to pre dict the cost of build -
ing and man ag ing the part ner ship. The tech ni cal require ments of col lab o ra tion can be item -
ized and bud geted for with rel a tive ease, but it is dif fi cult to know how much time it will take
to nego ti ate the part ner ship, to under stand the part ner’s cul ture and sys tems, to main tain
effec tive com mu ni ca tion, to resolve dif fer ences and mis un der stand ings, and to jointly take
deci sions that affect the part ner ship. When a part ner ship involves a larger num ber of orga ni -
za tions with diverse back grounds or moti va tions (such as a com mer cial bank, an NGO and a
gov ern ment safety net pro gram; or an MFI, retail stores and a tech nol ogy ven dor), the cost
and capac ity required to build and manage the relationship can easily be underestimated. 

Third, it is pos si ble that the peo ple, tech ni cal capac ity or unique knowl edge that one part ner
brings into the part ner ship can be used by another part ner in a way that neg a tively impacts its
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mar ket share. Either dur ing or after the period of col lab o ra tion, part ners could become
competitors.

Finally, there is the risk that resources will be wasted on an inef fec tive part ner ship. Stud ies
indi cate that any where between 30 and 70 per cent of stra te gic alli ances fail (Reuer, 2004).
Assum ing that the microfinance indus try is no better at man ag ing part ner ships than other
indus tries, one-in-three MFI part ner ships is unlikely to jus tify the time and money invested in
it. These are intim i dat ing odds, par tic u larly for part ner ships that require sig nif i cant effort and
resources.

Man ag ing Part ner ship Risks

Although the risks described above can not be elim i nated, they can be mit i gated, both dur ing
the ini tial for ma tion of a part ner ship and in the way the rela tion ship is main tained over time.
Many of the causes of part ner ship fail ure can be avoided through: 1) a sys tem atic part ner ing
pro cess; 2) a clear part ner ship agree ment; and 3) clear com mu ni ca tion. These three strat e gies
are dis cussed in the remain ing sections of this chapter. 

22.3 The Part ner ing Pro cess

As with prod uct and mar ket devel op ment, part ner ship devel op ment can ben e fit from a sys -
tem atic approach. The part ner ing pro cess, or cycle, has four main phases: 1) explor ing; 2)
build ing; 3) man ag ing and main tain ing; and 4) eval u at ing and mov ing on. It is a cycle because
the assess ment of an exist ing part ner ship may result a deci sion to sus tain, expand or refor mu -
late the part ner ship which would send the par ties involved back to a pre vi ous phase in the
pro cess (see Fig ure 22.2). Steps that MFIs take in each of these stages can help them maxi mise 
the ben e fits gained through part ner ship and minimise the risks, as discussed below. 

Phase 1: Explor ing

In the first phase of the part ner ing cycle, an insti tu tion explores the idea of part ner ship. It
might be approached by a poten tial part ner or it might con sider ini ti at ing a part ner ship itself
to cap ture some of the ben e fits dis cussed in Sec tion 22.2. Regard less, its first step should be to 
assess whether a part ner ship would cost-effec tively sup port its busi ness strat egy and, if so,
what type of part ner ship would likely be most effec tive. This is the time to explore the part -
ner ship options that are legally avail able and to become famil iar with typ i cal partnership risks
and challenges.

An MFI’s main activ ity dur ing this phase is an inter nal assess ment of its oper a tions, capac ity,
needs and objec tives to deter mine what ben e fits it wants to seek from a part ner ship, what
char ac ter is tics or com pe ten cies it might want to look for in a part ner, and what capa bil i ties it
can offer oth ers. It must assess whether it has the resources, skills and com mit ment to
develop a part ner ship. Do the peo ple who will need to be involved in the part ner ship have the 
time to be involved? 
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Fig ure 22.2 The Part ner ing Cycle

Source: Authors.

MFIs that lack the scale or resources to nego ti ate a use ful part ner ship might be better off
look ing for ways to achieve their objec tives through the sim ple pur chase of goods or ser vices
that can sup ple ment their areas of weak ness. For exam ple, where car rier ser vices are avail able, 
MFIs can send and receive elec tronic pay ments using a stan dard money trans fer ser vice with -
out invest ing in part ner ship nego ti a tions with money trans fer com pa nies that are unlikely to
bring better terms. Both Smart in the Phil ip pines and M-PESA in Kenya now pro vide a cor -
po rate por tal as part of their stan dard busi ness ser vice that would enable MFIs to track pay -
ments made into their account, pre pare batch pay ments and originate bulk SMS alerts (Ketley, 
2010).

Alter na tively, MFIs can spend time in this first phase look ing for addi tional part ners that
might be able to strengthen their nego ti at ing posi tion. Third par ties are involved in a wide
range of microfinance part ner ships. Often it is a pro ject or donor that plays the role of part -
ner ship bro ker in the hope of dem on strat ing the via bil ity of a part ner ship that can expand
microfinance out reach. In the Phil ip pines, the Microenterprise Access to Bank ing Ser vices
(MABS) pro gram played this role in nego ti a tions between rural banks, Globe Telecom, and
the Bangko Sentral ng Pilipinas (Cen tral Bank) to expand rural access to finan cial ser vices
using mobile tele phones (see Box 22.4). In Viet Nam, when microfinance was an unknown
sec tor for insur ers, the Inter na tional Labour Orga ni za tion orga nized a work shop to bring
MFIs and insur ance com pa nies together to explore opportunities for collaboration. 

Essen tially, the first phase of the part ner ing pro cess explores the busi ness case for part ner ship.
An MFI roughly assesses how it might ben e fit from a par tic u lar type of col lab o ra tion, at what
expense and level of risk, and then decides whether it wants to engage poten tial part ners to
exam ine the case in detail. This phase pre pares an MFI to enter into nego ti a tions from a con fi -
dent and fully informed posi tion. If the MFI under stands the impor tance of the pro posed part -
ner ship is to its over all busi ness strat egy and the likely costs and ben e fits rel a tive to its next best
alter na tive, it will know how much it can give away in the nego ti a tion. It will also know which
risk expo sures must be con trolled and which ben e fits are non-nego tia ble. MFIs that skip this
step and rush into nego ti a tions with a poten tial part ner put them selves in a weaker nego ti at ing
posi tion and miss out on the first major oppor tu nity to mit i gate part ner ship risk.
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Phase II: Build ing

In the sec ond phase of the part ner ing cycle, insti tu tions select their part ners and build their
work ing rela tion ships. There are a num ber of impor tant activ i ties that take place in this phase, 
each of which is described below, although not in any par tic u lar order because many activ i ties
can be imple mented at the same time.

Part ner selec tion. As men tioned above, an MFI might be invited to join a part ner ship or it
might invite oth ers to part ner with it. In both cases, the insti tu tion should care fully eval u ate
not only the idea of part ner ship, but also with which orga ni za tion(s) the MFI should part ner.
This will require a bit of research to avoid mak ing inac cu rate assump tions about poten tial
part ners’ his tory, capac ity or expec ta tions. An MFI might look at a poten tial part ner’s annual
reports, browse its website, request a site visit or ask oth ers who know the orga ni za tion for
their views. Box 22.5 pro vides a list of some of the ques tions insti tu tions can seek the answers
to as they assess the attrac tive ness of a poten tial part ner. 

Of all the issues MFIs could pay atten tion to at this point in the pro cess, the expe ri ences of
finan cial and non-finan cial insti tu tions that have entered into part ner ships sug gest that two in
par tic u lar are worth high light ing: cul ture and flex i bil ity. Shared val ues strengthen a part ner -
ship. Indeed, there are cer tain val ues, such as respect, trans par ency and mutual ben e fit that
seem uni ver sally impor tant for suc cess. Yet, dif fer ences in part ner val ues or ways of doing
things will not nec es sar ily pre vent suc cess; poten tial part ners can still iden tify mutual objec -
tives and cre ate a shared part ner ship vision (Bedson, 2008). For instance, a com mer cial bank
seek ing to max i mize prof its can have an effec tive part ner ship with a socially-ori ented but pro -
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Box 22.4 Multi-stake holder Part ner ship Car ries More Weight in the
Phil ip pines

Globe Telecom’s G-Xchange Inc. (GXI) real ised the impor tance of stra te gic alli ances and
part ner ships when it was approached by the Rural Bank ers Asso ci a tion of the Phil ip -
pines Microenterprise Access to Bank ing Ser vices (MABS) programme, which planned to 
help banks offer bank ing ser vices that could be facil i tated via the GCASH plat form. This
stra te gic part ner ship allowed both par ties to build on their core com pe tence and develop 
a full range of mobile finan cial ser vices, espe cially mobile bank ing ser vices that were
suited to meet the needs of low-income cli ents and cus tom ers of mul ti ple mem ber rural
banks. While on their own, each rural bank was too small to pro vide a suf fi cient value
prop o si tion for mobile net work oper a tors to work with them, as a col lec tive group shar ing
a mobile bank ing plat form, these small banks were able to pro vide a sig nif i cant busi ness
oppor tu nity. MABS pro vided tech ni cal assis tance, train ing, and bank ing com pli ance
exper tise.

Five rural banks were able to reg is ter over 70,000 cli ents and employ ees for mobile
phone bank ing ser vices in more than 50 com mu ni ties. In one small town, the Rural Bank 
of Cantilan was able to reg is ter over 1,200 mobile phone bank ing cli ents using the
GCASH plat form. With a total pop u la tion of only 26,500 and approx i mately 6,000
house holds, the bank was able to help cre ate and estab lish a fairly wide spread mobile
pay ment and mobile phone bank ing eco sys tem that ben e fit ted both the bank and GXI.

Source: Adapted from Owens, 2009 and Bedson, 2008.



fes sional NGO MFI. What is impor tant is for part ners to under stand their cul tural dif fer ences 
and to make a con scious deci sion about whether they can work together effec tively in spite of
those dif fer ences.

MFIs that are build ing rel a tively high-cost or high-risk part ner ships might con sider adopt ing
an approach used the phar ma ceu ti cal com pany Eli Lilly & Co. Lilly inte grates a cul tural
assess ment into its stan dard due dil i gence pro cess for poten tial part ners. The assess ment
exam ines a poten tial part ner’s cor po rate val ues and expec ta tions, orga ni za tional struc ture,
rewards sys tems and incen tives, lead er ship styles, deci sion-mak ing pro cesses, pat terns of
human inter ac tion, work prac tices, his tory of part ner ships, and human resources prac tices
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Box 22.5 Assess ing Part ner Capac ity

l Stra te gic fit: Does the poten tial part ner under stand the MFI’s vision of the part ner -
ship? Is its mis sion and cul ture com pat i ble with that of the MFI? Does it respect the
MFI, even if it is larger or more pow er ful? Could a part ner ship with this entity be
mutu ally ben e fi cial?

l Finan cial sta bil ity: How sta ble is the orga ni za tion? What is its finan cial per for mance
over the past three years? If it depends on donor sub si dies, how con stant is its access
to donor money? Are its con tracts long-term?

l Rep u ta tion: What is the rep u ta tion of the poten tial part ner? How is it per ceived in the
mar ket? How is it per ceived by the MFI’s staff?

l Expe ri ence: What is the orga ni za tion’s com pe tence and track record in the area in
which the MFI wants to col lab o rate? Has it worked with cli ents with sim i lar char ac ter -
is tics as those of the MFI? 

l Flex i bil ity: Is the orga ni za tion inter ested in serv ing the MFI’s mar ket? Is it open to
learn about the MFI’s cli ents and will ing to adjust its prod ucts/ser vices to their
needs? 

l Capac ity: Does the poten tial part ner have the capac ity to meet the MFI’s needs? How
has it dem on strated this capac ity? Does it have the resources to meet the MFI’s tim -
ing and qual ity require ments? 

l Com pe ti tion: Will the part ner ship be exclu sive? Can the orga ni za tion engage in sim i -
lar part ner ships with the MFI’s com pet i tors? What is the orga ni za tion’s mar ket share
and who are its main com pet i tors in the MFI’s area?

l Trans par ency: Is the orga ni za tion forth com ing about answer ing ques tions? Does it
pro vide open and hon est responses? Does it vol un teer addi tional infor ma tion as rel e -
vant?

l Part ner ship his tory: Has the orga ni za tion been suc cess ful in part ner ing with other
insti tu tions? What do these orga ni za tions have to say about the poten tial part ner?

l Com mit ment: Is there suf fi cient buy-in from key staff who will be engaged in the part -
ner ship? Is there a cham pion who will pro vide a focal point for the part ner ship? Is the
orga ni za tion will ing to con trib ute a com pa ra ble amount of resources?

Source: Adapted from Liber and Gommans, 2007 and Green, 2008.



(Dyer et al., 2001). The infor ma tion gath ered is used to screen poten tial part ners as well as to
orga nize and structure the partnership if it moves forward. 

MFIs that are build ing less risky or more infor mal part ner ships are unlikely to find this
approach use ful, but sim ply being alert to cul tural sim i lar i ties and dif fer ences dur ing the
search for poten tial part ners can help insti tu tions make less risky choices. In gen eral, the more 
part ners have cul tur ally in com mon, the eas ier and less costly it will be to man age the part ner -
ship. If an MFI is con cerned about a par tic u lar risk, it can observe poten tial part ners’ behav -
iour dur ing the screen ing and nego ti a tion pro cess and select those who dem on strate most
respect for man ag ing that risk, or have a cul ture with val ues that pro tect against that risk. 

A sec ond cul tural char ac ter is tic worth screen ing for is flex i bil ity. To what extent is the poten tial
part ner, par tic u larly its senior man age ment, will ing to work with the MFI to meet its needs and
those of its cli ents? Is it will ing to adjust its prod uct design or terms of ser vice? Is it will ing to test 
new pro cesses or approaches? Or is deter mined to stick with its stan dard rec ipe? Poten tial part -
ners that are open to the pos si bil ity of exper i men ta tion are less risky, since they are more likely
to adapt as nec es sary dur ing the part ner ship to achieve the agreed upon objec tives.

If an MFI is the one select ing part ners, it has two main options for approach ing can di dates:
directly or through a com pet i tive ten der. The case study of FINCA pre sented at the end of this
chap ter pro vides one exam ple of the direct method. Box 22.6 gives two brief exam ples of MFIs
that used the ten der approach. Obvi ously, both tech niques can be suc cess ful. An MFI’s choice of
tech nique will likely depend on the num ber of poten tial part ners avail able and their expected level
of inter est in col lab o rat ing with the MFI. The fewer the options and the more part ners have to be
coaxed to con sider the idea of part ner ship, the more the direct approach will be attrac tive.

476

22 Build ing and Man ag ing Part ner ships

Box 22.6 Two Exam ples of the Ten der Approach to Cli ent Selec tion

CARE con ducted sup ply and demand research into offer ing microinsurance through
rural banks in Ghana. It then brought all inter ested rural banks and insur ers together for
a one-day work shop to explain the results and the prod uct con cept itself. After this,
CARE sent a ten der offer out to all insur ers. The inter ested insur ers responded with their
pre mium rates for the prod ucts demanded (as well as other spe cific require ments).
CARE then used an assess ment grid to select their ulti mate choice – Gem ini Life Insur -
ance of Ghana (GLICO). The pro cess gen er ated much inter est from the insur ers – 12
insur ers and bro kers attended the orig i nal meet ing and eight sub mit ted responses to the
ten der offers – and this enabled CARE to get the prod uct it wanted under the most appro -
pri ate con di tions.

ASA in India also used the ten der method, and sought insur ers that would allow it to con -
duct the claims ver i fi ca tion and pay cli ents directly, since it had expe ri enced sig nif i cant
prob lems with late and rejected claims with pre vi ous insur ance part ners. It sent out an
invi ta tion let ter to a dozen insur ance com pa nies and received bids from almost all of
them. Inter est ingly, ASA chose to work with three insur ers with nearly iden ti cal prod ucts, 
each cov er ing a dif fer ent geo graph ical area. Although man ag ing the three rela tion ships
involved more work, ASA pre ferred this solu tion because it cre ated com pe ti tion among
the insur ers. If one was underperforming, the MFI could seamlessly phase it out and
trans fer those cli ents to one of its other insur ance part ners.

Source: McCord, 2006.



Nego ti a tion. Once an MFI iden ti fies the orga ni za tion(s) with which it would like to part ner,
it must nego ti ate the terms of a part ner ship that will ben e fit every one involved. Often referred 
to as inter est-based nego ti a tion, this step of the pro cess is less about get ting the best deal pos -
si ble and more about draw ing out the under ly ing inter ests of all par ties and dis cuss ing them in
a way that builds con sen sus around the goals, objec tives and core prin ci ples of the part ner -
ship, as well as the divi sion of respon si bil i ties among part ners. The def i ni tion of a com mon
vision can be par tic u larly impor tant as it helps part ners focus on the over all effort rather than
the nar row achieve ment of their indi vid ual goals. Once an agree ment has been reached, it can
be doc u mented as described in Sec tion 22.4. This for mal izes the con sen sus and facil i tates
com mu ni ca tion and mon i tor ing of the part ner ship.

Inter est-based nego ti a tion is best served when those involved lis ten care fully, ask open-ended 
ques tions, sum ma rise what has been said to ensure under stand ing, exer cise patience and tact,
and agree to dis agree when nec es sary in order to move the dis cus sion for ward (Ten ny son,
2003). Risk assess ment is also impor tant, although it is often ignored in the enthu si as tic search 
for part ner ship ben e fits. One of the ways that part ners can help to ensure mutual ben e fit is to
encour age risk assess ment early in their col lab o ra tion and to address any con cerns in an open
and non-judgemental atmo sphere. Actions taken to help con trol each other’s risk expo sure
can con trib ute to the next activ ity, build ing trust.

Build ing trust. Part ners must depend on each other if they are to lever age each other’s
strengths. If any party can not trust the oth ers to ful fil their com mit ments, the part ner ship will
not move for ward. Thus, the build ing of trust is a key activ ity in the sec ond phase of the part -
ner ing pro cess and can be pur sued in four main ways: 

1) By iden ti fy ing com mon traits, val ues or his tory which enable part ners to under stand and 
per haps even pre dict each other’s needs, pref er ences and reac tions. The more part ners
under stand each other, the more capa ble they become of act ing in each other’s best inter -
est. The more con nec tions they build, the eas ier it is to relate to each other and the more
com fort able they become in the rela tion ship.

2) By shar ing infor ma tion, par tic u larly with respect to moti va tions and expec ta tions, so
that part ners can better under stand the ratio nale behind each other’s demands. Hon esty
and trans par ency help ban ish the idea that part ners are hid ing their true inten tions, or
behav ing irra tio nally. The more part ners know about each other, the less they worry about
being unpleas antly sur prised. 

3) By dem on strat ing respect for dif fer ence, not just respect for each other’s dif fer ences,
but respect for oth ers who think and do things dif fer ently. This reas sures part ners that if
dif fer ences arise between them in the future, they should be able to resolve them or work
around them.

4) Through suc cess ful joint action. The screen ing and selec tion pro cess helps MFIs iden -
tify part ners that will be eas ier to trust, but it is the joint activ ity of devel op ing the terms of
a part ner ship agree ment that makes the roots of the part ner ship begin to grow. Part ners
are able to dem on strate their respect for each other, their will ing ness to be trans par ent, and 
their abil ity to make deci sions that ben e fit each other. Yet the trust will still be frag ile until
part ners begin to imple ment the agree ment and prove through their actions that they are
will ing and able to deliver what they prom ise. 
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Given the impor tance of being able to deliver on early com mit ments, suc cess ful part ner ships
often begin with a test ing period or a lim ited degree of col lab o ra tion that offers the pos si bil ity
for expan sion if the ini tial coop er a tion is suc cess ful. IDEI and ICICI Bank, for exam ple,
started their part ner ship with a six-month pilot that financed just one prod uct, an irri ga tion
sys tem that IDEI was already mar ket ing. The part ners agreed that if a credit fran chi see man -
aged that prod uct effec tively, it could then add other prod ucts to its port fo lio. Nego ti at ing an
early agree ment for lim ited part ner ship reduces risk and makes it more likely that part ners will
have built suf fi cient trust dur ing the screen ing and nego ti a tion pro cess to imple ment a suc -
cess ful part ner ship. Hope fully, the act of imple ment ing an ini tial part ner ship suc cess fully will
build more trust and make it pos si ble to under take more ambi tious ini tia tives later. 

Plan ning the part ner ship’s activ i ties. Often, the part ner ship agree ment will work out the
prin ci ples of part ner ship, and then the prac ti cal details of how the part ners will imple ment
those gen eral com mit ments are defined later in a joint work plan or activ ity agree ment. Even
if an exit plan is not included in the part ner ship agree ment, it should at least be dis cussed dur -
ing this phase. It may seem neg a tive to talk about the end of the part ner ship at its begin ning,
but doing so can help relieve pres sure, facil i tate con tin gency plan ning, pro tect part ners from
counterparty risk, and inspire the def i ni tion of incen tives for sus tain ing a part ner ship beyond
the pilot phase. 

Putt ing sys tems, infra struc ture and resources in place to imple ment the plan. Part ners
must decide how they want to orga nize their part ner ship and then source the nec es sary
human, finan cial and infra struc ture resources to begin imple men ta tion. Two issues war rant
par tic u lar atten tion here: gov er nance and account abil ity.

Expe ri ence has shown that it is crit i cal to find a cham pion for each part ner ship at the senior
man age ment level. This cham pion drives the part ner ing pro cess and helps secure the nec es -
sary resources to build and main tain the alli ance. Yet, putt ing too much power or respon si bil -
ity in the hands of a cham pion will expose the MFI to risk. The part ner ship needs to have
suf fi cient sup port from oth ers in the insti tu tion to ensure that the part ner ship can be sus -
tained even with out the cham pion. Few MFIs will have suf fi cient scale or num ber of part ner -
ships to war rant a ded i cated part ner ship man age ment func tion, but a part ner ship man ager
located in the oper a tions or busi ness devel op ment depart ment could pro vide con ti nu ity and
assist with com mu ni ca tion, knowl edge man age ment, mon i tor ing and eval u a tion, and inter nal
coor di na tion of an MFI’s exter nal rela tion ships. 

Part ners need to be account able to their own orga ni za tions, but they must also be account able 
to each other to ensure that the part ner ship gen er ates ben e fits for all. Man age ment infor ma -
tion sys tems (MIS) need to be com pat i ble and inter faces may need to be built to enable part -
ners to com mu ni cate with each other. For AMEEN and its part ner banks in Leb a non,
com pat i ble MIS were key to effec tive finan cial and port fo lio man age ment (Green and
Estévez, 2005). Some MFIs in India have a com puter in their head office that is linked to the
MIS of their part ner so they can enter data directly into its sys tem. Unfor tu nately, the com pat -
i bil ity of infor ma tion sys tems is often over looked and causes huge prob lems, typ i cally increas -
ing costs and some times result ing in the fail ure of part ner ships that do not build strong
enough sys tems to sup port col lab o ra tion prior to imple men ta tion. 
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Phase III: Man age ment and Main te nance

Once resources are in place, the imple men ta tion pro cess begins. Part ners ide ally work to a
pre-agreed time ta ble to deliver spe cific results. They com mu ni cate reg u larly to mon i tor prog -
ress and iden tify solu tions to unan tic i pated chal lenges. They mea sure the effec tive ness of the
part ner ship in achiev ing its objec tives, as well as the impact of the part ner ship on the part ner
orga ni za tions, and make adjust ments as appro pri ate to increase effi ciency, out put or the
quality of interaction. 

The big gest mis take that an MFI can make dur ing this phase of the part ner ing cycle is to
assume that the part ner ship will man age itself. Even if col lab o ra tion begins with a solid foun -
da tion, trust can be quickly destroyed if one or more part ners do not ful fil their com mit ments
at the time of imple men ta tion. MFIs need to actively man age each part ner ship to ensure that
they deliver what they prom ise, when they prom ise and with the level of qual ity prom ised.
This will not nec es sar ily be easy. In the part ner ship between FIE and PROMUJER, the
heavier work load faced by cash iers that were assigned to work at PROMUMER neg a tively
affected both cus tomer ser vice and staff morale. It took more than a year for the insti tu tions
to build an effec tive part ner ship at the oper a tional level (Antezana and Pérez, 2007). In SKS’s
part ner ship with a mobile phone com pany, cli ents blamed it for user inter face dif fi cul ties and
repeated tech ni cal prob lems. SKS had to con front these prob lems because they over whelmed 
staff and cre ated cli ent dis sat is fac tion with its loan prod uct. 

Part ner ships will not always run smoothly, but that does not mean that things will end badly.
If part ners are actively man ag ing their rela tion ship, they can iden tify prob lems early when
they are still small; they can find ways to build each other’s capac ity in areas of weak ness; they
can learn from their mis takes; and the part ner ship can ulti mately meet its objec tives. Part ners
need to be atten tive and flex i ble in order to respond effec tively to changes in part ners’ capac -
ity, the demands of the mar ket and the external environment.

Ulti mately, part ner ships are rela tion ships and, just like any rela tion ship, they require atten tion, 
care, and reg u lar com mu ni ca tion to remain strong. Sec tion 22.5 offers sev eral prac ti cal exam -
ples of mech a nisms MFIs have put in place to main tain good com mu ni ca tion and to
strengthen their rela tion ship over time. 

Phase IV: Eval u at ing and Mov ing On

Some part ner ships are designed to be tem po rary. They exist to imple ment a spe cific pro ject,
such as research ing a new mar ket or dem on strat ing the via bil ity of a tech nol ogy, and when the 
pro ject is over, the results are eval u ated (see Box 22.7) and the part ner ship ends. In such cases, 
the fourth and final phase of the part ner ing pro cess con sists of trans fer ring les sons learned
from the part ner orga ni za tions to oth ers who can use them and, per haps, trans fer ring activ i -
ties that were launched by the partnership to a sustainable home.
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Most part ner ships are not intended to be tem po rary, or if they are, their end date is not clearly
defined. The part ner ship is peri od i cally eval u ated and depend ing on the results, part ners may
decide to sus tain, deepen, refor mu late, or ter mi nate their col lab o ra tion.

Sus tain ing the part ner ship. This option is typ i cally cho sen if a part ner ship is per form ing
rel a tively well and imple men ta tion is on track, but objec tives have not yet been achieved. Part -
ners return to the man ag ing and main te nance phase and con tinue active pur suit of their objec -
tives.

Deep en ing the part ner ship. This option is com monly cho sen when part ners achieve one
set of tar gets and decide they want to con tinue work ing together to achieve even more. They
may expand the geo graphic cov er age of their part ner ship, the num ber of cus tom ers served or
the range of prod ucts offered, but the nature of their col lab o ra tion remains sim i lar enough
that they can build on their cur rent meth ods of doing busi ness. In this case, part ners return to
the build ing phase to define what it is they want to do next.

Refor mu lat ing the part ner ship. This option may be cho sen for a vari ety of rea sons. Part -
ners may achieve their orig i nal objec tive and decide to con tinue work ing together in a dif fer -
ent way. They may have trou ble meet ing their objec tive and decide they have to bring in
another part ner with com pe tence in their area of weak ness. One part ner may exit the part ner -
ship mak ing it nec es sary to find another to fill their shoes. Or, the envi ron ment can change,
mak ing the part ners’ orig i nal objec tive irrel e vant. Any of these sce nar ios can bring a part ner -
ship back to the first stage of the part ner ing cycle, in which the remain ing part ners explore
their options and build a some what dif fer ent rela tion ship. 

Ter mi nat ing the part ner ship. Not all part ner ship agree ments have a fixed ter mi na tion or
expi ra tion date. How ever, the option to ter mi nate the part ner ship is gen er ally a mutual right
enjoyed by all par ties to an agree ment (Green, 2008). In some cases, writ ten notice must be
pro vided before a ter mi na tion goes into effect. In oth ers, a party can call for the imme di ate
ter mi na tion of part ner ship with out giv ing notice, pro vided that such ter mi na tion is with cause 
(for exam ple, if another party failed to per form an obli ga tion in the part ner ship agree ment, or
if extraor di nary cir cum stances make it improb a ble that the party will be able to ful fil its obli ga -
tions in the agree ment). 
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Box 22.7 Eval u at ing a Part ner ship

Part ner ships can use fully be eval u ated from four per spec tives: 

1) Impact: Did the part ner ship achieve its goals? 

2) Strat egy: Was part ner ship the most effec tive or effi cient way to achieve these goals?

3) Value added: Did all part ners ben e fit from their involve ment in the part ner ship?

4) Mechan ics: What could have made the part ner ship more suc cess ful?

Les sons learned in all of these areas can inform an MFI’s deci sion about how to pro ceed
with a par tic u lar part ner ship as well as improve its over all part ner ship man age ment in
the future.

Source: Adapted from The Part ner ing Ini tia tive, undated. 



If a part ner ship fails, exit ing will require skil ful and sen si tive man age ment to min i mize dam -
age. This will be eas ier to imple ment if exit options were con sid ered as part of the part ner ship
agree ment. If the agree ment pro vides no guid ance on how par ties’ duties and obli ga tions
should be unwound, the poten tial for con flict, losses and tar nished rep u ta tions increases. 

If, on the other hand, a part ner ship is suc cess ful, this should be a cause for cel e bra tion, both
inter nally and exter nally. Inter nal cel e bra tion rec og nizes and appre ci ates the efforts of all who 
con trib uted to mak ing the part ner ship a suc cess. It boosts morale and con fi dence and builds
sup port for future part ner ships. Exter nal cel e bra tion can strengthen each part ner’s brand by
rais ing the insti tu tion’s vis i bil ity, dis tin guish ing it from the com pe ti tion and com mu ni cat ing
suc cess. 

22.4 Part ner ship Agree ments

As noted at the begin ning of the chap ter, there are many types of part ner ship that involve var -
i ous degrees of engage ment. Depend ing on the degree of engage ment, the par ties in a part ner -
ship may express their deci sion to col lab o rate in one of the fol low ing ways:

l “Gen tle men’s” agree ment: an infor mal agree ment between two or more par ties that
may be writ ten, ver bal, or sim ply under stood as part of an unspo ken agree ment by con -
ven tion or through mutu ally ben e fi cial eti quette. It relies upon the hon our of the par ties
for its ful fill ment, rather than being in any way enforce able. 

l Let ter of intent: a doc u ment that expresses an inten tion to take (or forgo) some action. It
is often used to offi cially declare that part ners are nego ti at ing a larger or more for mal
agree ment. It can also clar ify key points or cre ate “big pic ture” con sen sus on a pro posed
rela tion ship and pro vide safe guards in the event that a deal col lapses dur ing nego ti a tion.
Let ters of intent are usu ally not bind ing in their entirety, but they may con tain pro vi sions
that are bind ing, such as a con fi den ti al ity agree ment or a prom ise not to nego ti ate sim i lar
agree ments with other par ties unless cer tain con di tions are met. 

l Term sheet: very sim i lar to a let ter of intent in that it is a pre lim i nary, mostly non-bind ing
doc u ment that is used to record two or more par ties’ inten tions to enter into a future
agree ment based on spec i fied (but incom plete or pre lim i nary) terms. The dif fer ence
between the two is mostly a mat ter of style: a let ter of intent is typ i cally writ ten in let ter
form and focuses on the par ties’ inten tions; a term sheet skips most of the for mal i ties and
lists deal terms in bul let-point or sim i lar for mat.

l Mem o ran dum of under stand ing (MOU): a writ ten, but non-con trac tual agree ment
between two or more par ties to take a cer tain course of action. It is sim i lar to a let ter of
intent, although a let ter of intent can express a sin gle party’s inten tions towards another
whereas an MOU must be signed by both par ties to be valid. It dif fers from a term sheet in 
that it usu ally is not a pre lim i nary doc u ment. Depend ing on the exact word ing, an MOU
can be legally bind ing. It is a good idea for an MOU to clearly state whether its sig na to ries
intend for the doc u ment, or spe cific pro vi sions, to be legally bind ing. 

l Legal agree ment or con tract: a bind ing agree ment between two or more par ties that is
enforce able by law or by bind ing arbi tra tion. There are numer ous types of legal agree -
ments includ ing agency agree ments, co-brand agree ments, col lab o ra tion agree ments,
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fran chise agree ments, invest ment agree ments, joint ven ture agree ments, licens ing agree -
ments, outsourcing agree ment, under writ ing agree ments, and more. The spe cific for mat
of these agree ments can vary from one coun try to another depend ing on local con tract
law. 

When col lab o ra tion with another entity is lim ited, low-cost and low-risk, MFIs often use a
gen tle men’s agree ment to quickly bring the part ner ship to life. This is the case with most
refer ral rela tion ships, for exam ple, which are estab lished on the basis of an infor mal ver bal
prom ise. Even these part ner ships expose an MFI to risk, how ever, and a writ ten part ner ship
agree ment can be a valu able tool for mit i gat ing that risk. It can help clar ify the pur pose of
coop er a tion, the resources each party will con trib ute, how long the rela tion ship will last, and
so on. It can also help pro tect an MFI’s intel lec tual prop erty and its cli ent rela tion ships. When
CDRO nego ti ated its part ner ship with Banrural, for exam ple, the part ners agreed that the
bank would not pro vide ser vices that CDRO was already pro vid ing (Gallardo, 2006). Many
MFIs make sure they are the only ones to inter act directly with the cli ent so they can reduce
the pos si bil ity that entre pre neur ial part ners will be able to steal their cli ents in the future. 

The larger the num ber of part ners involved and the greater the dif fer ences between them, the
more impor tant a part ner ship agree ment will be in man ag ing the risks inher ent in col lab o ra -
tion. In gen eral, the more crit i cal a part ner ship is to the suc cess of an MFI’s busi ness strat egy,
the more seri ously it will want to con sider types of part ner ship and part ner ship agree ments
that legally bind the two enti ties. The gen eral advan tages and dis ad van tages of more infor mal
and for mal part ner ship agree ments are pre sented in Table 22.2. 

If an MFI chooses to enter into a writ ten part ner ship agree ment, it can use the fol low ing
check list to iden tify issues that might use fully be addressed in that agree ment. The check list is
com piled from a lit er a ture search on good part ner ship prac tice but draws heavily from two
sources in par tic u lar, Lee (2006) and Green (2008):

l Pur pose and objec tives of the part ner ship

l Roles and respon si bil i ties of each part ner

l Resources being con trib uted by each part ner

l Allo ca tion of risks and rev e nues between part ners 

l Struc ture for man ag ing the part ner ship

l Joint work plan encom pass ing activ i ties, tim ing and per for mance indi ca tors

l Mea sures to strengthen part ners’ capac ity to imple ment their com mit ments

l Pro cess for prob lem solv ing and the res o lu tion of con flicts

l Pro vi sions to pro tect each orga ni za tion’s pro pri etary infor ma tion and human resources
from inap pro pri ate use or solic i ta tion

l Strat e gies for deal ing with staff turn over or suc ces sion

l Mea sures to mit i gate exter nal risks and threats to the part ner ship

l Guide lines for com mu ni cat ing with the pub lic about the part ner ship

l Pro ce dures for mon i tor ing per for mance

l Exit and ter mi na tion pro vi sions
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Table 22.2 Gen eral Com par i son of For mal and Less For mal Part ner ship
Agree ments

Less For mal More For mal

Advan tages • Greater free dom to explore ideas and
inten tions 

• Flex i ble and non-bureau cratic

• Law yers not usu ally involved 

• Lower admin is tra tive costs

• Increased author ity and capac ity to
influ ence

• More focused activ i ties

• Enhanced abil ity to mobi lize and
man age large-scale resources

• Greater chances of sustainability

 Dis ad van tages • Not taken seri ously enough by par ties
out side the part ner ship

• Key play ers too eas ily diverted by
other pri or i ties

• Not struc tured enough to man age
large resources

• Sub ject to leg is la tive restric tions

• Ten dency to become
over-bureau cratic and imper sonal

• Higher admin is tra tive costs

Source: Adapted from Ten ny son, 2003.

22.5 Com mu ni cat ing for Suc cess

As illus trated in Fig ure 22.3, com mu ni ca tion is a core activ ity in each phase of the part ner ing
pro cess. It is crit i cal for build ing trust, nego ti at ing effec tively, mak ing joint deci sions, keep ing
imple men ta tion on track and solv ing prob lems as they occur. Yet, com mu ni ca tion is not only an 
ingre di ent for suc cess; it can also be the cause of fail ure. McManus and Ten ny son (2008) argue
that, “part ner ing is above all a com mu ni ca tion chal lenge”. If part ners have weak com mu ni ca -
tion skills, they will have dif fi culty com plet ing any of the activ i ties in Fig ure 22.2 effec tively.

With no inten tion to be exhaus tive, this sec tion describes some of the steps that MFIs can
take to strengthen their com mu ni ca tion at each stage of the part ner ing pro cess.

Fig ure 22.3 Com mu ni ca tion Activ i ties in the Part ner ing Pro cess

Exploring Building Managing and
Maintaining

Evaluating and
Moving On

• Raising awareness of 
partnership  as an
option

• Assess ing inter nal
capac ity

• Con tact ing poten tial
part ners

• Moti vat ing poten tial
part ners to engage

• Mobilising resources

• Screening potential
partners

• Build ing trust

• Clar i fy ing
expec ta tions

• Nego ti at ing
com mit ments

• Defin ing an
agree ment

• Establishing
communication
channels

• Monitoring progress

• Keep ing oth ers up to 
date 

• Gath er ing and
respond ing to
feed back

• Solv ing prob lems

• Nego ti at ing
adjust ments

• Demonstrating that
commitments have
been met

• Evaluating results

• Doc u ment ing  and
dis sem i nat ing
les sons learned

• Dis cuss ing next
steps

• Cel e brat ing suc cess

• Transitioning

• Informing
stakeholders of
results and future
plans

Source: Authors.
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Phase I: Explor ing

l Artic u late a vision for the part ner ship that can help moti vate inter nal and exter nal sup port 
for the idea of col lab o ra tion.

l Before approach ing poten tial part ners, list in order of pri or ity the spe cific char ac ter is tics
or com pe ten cies that you seek in a part ner. Also list the strengths that you can offer a part -
ner in return.

l Learn the lan guage of the part ners with which you want to nego ti ate.

l When approach ing poten tial part ners, avoid using vocab u lary or jar gon that might be
incom pre hen si ble or alien at ing. 

l Con sider recruit ing a third party to open up com mu ni ca tion with poten tial part ners in
areas that are unfa mil iar to you or in sec tors where your insti tu tion, or microfinance in
gen eral, lacks vis i bil ity or cred i bil ity. 

l Avoid mak ing assump tions about poten tial part ners. Research poten tial part ners’ his tory,
val ues and capa bil i ties, and be proactive about shar ing infor ma tion that can help poten tial
part ners clar ify their pre con ceived ideas about you.

Phase II: Build ing

l Dur ing the screen ing pro cess, pay atten tion to how effec tively a poten tial part ner com mu -
ni cates and not just what they com mu ni cate.

l Cre ate a cul ture within the rela tion ship where it is okay to say “I do not under stand,” “I do 
not know”, or “Can you explain?”

l Know what you want, and know your next best alter na tive to part ner ship, before you
begin nego ti a tions.

l In nego ti a tions, try to trade instead of con cede, and use traded move ment to even tu ally
close the deal (Khan, 2004).

l Build sup port for the idea of part ner ship inter nally as well as exter nally. Artic u late how a
part ner ing approach will ben e fit your organi sa tion and your cli ents.

l Invite poten tial part ners into the field so they can better under stand your work and tar get
mar ket.

l Make the part ner ship agree ment as clear as pos si ble to mini mise the pos si bil ity of mis un -
der stand ings, inad e quate per for mance, dis putes and uncer tainty. Include def i ni tions of
impor tant or com plex terms in the agree ment.

l Choose good com mu ni ca tors to rep re sent your orga ni za tion in the part ner ship or
develop com mu ni ca tion skills in the key play ers who need it.

l Make reg u lar part ner com mu ni ca tion some one’s respon si bil ity early on. If it will be the
respon si bil ity of mul ti ple staff mem bers, iden tify a focal point who will man age the part -
ner ship.

l Ask part ners for train ing to help staff under stand who they are, what they do, and how
they can sup port the part ner through their own work. La Equidad, a Colom bian insurer,
devel oped a two-day spe cial programme to train the credit anal y sis of its agent Women’s
World Foun da tion (McCord, 2006).
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l Set up com mu ni ca tion sys tems that facil i tate one part ner’s account abil ity to the oth ers.
Iden tify what kind of infor ma tion and report ing each part ner requires and design a sys tem 
that can pro vide it.

l Agree on an exter nal com mu ni ca tion approach. When or under what cir cum stances do
part ners want to com mu ni cate with the pub lic? With whom do they want to make sure
they com mu ni cate effec tively? Can part ners use each other’s logos and trade marks?

Phase III: Man ag ing and Main tain ing

l Make sure cli ents are well-informed about the roles and ser vices of the part ner.

l Dem on strate when part ner com mit ments are ful filled, either in ver bal or writ ten prog ress
reports; this builds trust and con fi dence.

l Com mu ni cate reg u larly with part ners to stay abreast not only of part ner ship activ i ties, but
also of rel e vant changes in their busi ness and envi ron ment. Knowl edge of such changes
enables part ners to respond with flex i bil ity and under stand ing. 

l Cre ate con du cive envi ron ments for learn ing con ver sa tions to take place between part -
ners. Twice each year, the Pol ish insurer TUW SKOK holds a retreat with the man ag ers of 
major credit unions and uses that oppor tu nity to inform them of upcom ing plans, to
solicit feed back on prod uct design and cus tomer ser vice, and to cul ti vate sales com pe ti -
tion between credit unions (Chur chill and Pepler, 2004).

l Set ser vice stan dards. This can help com mu ni cate to staff and part ners what level of qual -
ity is required. 

l Pro vide train ing for staff of part ner insti tu tions to under stand the roles and ratio nale of the
part ner ship. Include an intro duc tion to part ner orga ni za tions as part of new staff ori en ta tion.

l Gather feed back from cli ents and staff on each part ner’s per for mance. 

l Ensure that an appro pri ate com plaints and sug ges tion sys tem is in place and work ing
effec tively. In addi tion to quar terly meet ings and weekly con fer ence calls, the
Microdevelopment Finance Team that devel oped the Remote Trans ac tion Solu tion in
Uganda estab lished a website through which peo ple could share com ments, ideas, and
inno va tions (Greener, 2006).

l When a prob lem arises, replace fin ger-point ing with dis pas sion ate anal y sis of how both
par ties con trib uted to it and what each can do to improve it (Hughes and Weiss, 2007).
Since claims pro cess ing tends to be one of the most con ten tious issues in insur ance part -
ner ships, the Indian insurer Shep herd formed a review com mit tee with rep re sen ta tives
from the MFI, insurer and cli ents which meets quar terly (or more often if nec es sary) to
improve claims pro cesses (Chur chill and Roth, 2006).

l It can take time for part ner ships to achieve their objec tives, so assess fac tors that will
affect ulti mate per for mance (for exam ple, response time, per cent age of claims rejected)
and not just the achieve ment of targets.

l Ensure that infor ma tion is agreed to by all part ners before it is put in the pub lic domain. 

l Keep good records. Not every thing that hap pens in a part ner ship needs doc u ment ing, but 
good record-keep ing helps to ensure trans par ency, to hold part ners account able for com -
mit ments made, and to cap ture the part ner ship’s his tory.
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Phase IV: Eval u at ing and Mov ing On

l Treat the peri odic eval u a tion of your part ner ships as a “health check” more than a judge -
ment of suc cess or fail ure. 

l Jointly dis cuss the results of the eval u a tion to ensure that the part ner ship is enabling all
part ners to achieve their objec tives.

l If a part ner ship is meet ing its objec tives, use the eval u a tion to explore how part ners might
be able to do what they do even better. 

l Inter nal ize les sons learned through the eval u a tion by adjust ing in-house capac ity build ing
to dem on strate effec tive and dis cour age inef fec tive behav iours. 

l Orga nize events to cel e brate and pub li cise part ner ship achieve ments.

l Rec og nize and reward indi vid u als’ con tri bu tions to the suc cess of a part ner ship.

l If a part ner ship is not effec tive in its cur rent form, explore whether it can trans form into
some thing that can be effec tive rather than aban don it as a fail ure.

22.6 Con clu sion

Part ner ship is a broad term that is used to describe a wide range of rela tion ships between
MFIs and oth ers who agree to share respon si bil ity for achiev ing some spe cific goal. These
rela tion ships can enable MFIs to diver sify the prod uct port fo lio and expand out reach in ways
that would be impos si ble otherwise.

Part ner ships will not nec es sar ily be suc cess ful, how ever. They require com mit ment and com -
mu ni ca tion among all play ers to ensure that part ners achieve their own as well as the part ner -
ship’s com mon objec tives. They also require care ful man age ment of some major part ner ship
risks, namely counterparty risk, com pe ti tion risk and stra te gic risk, which includes the pos si -
bil ity of under es ti mat ing the cost of engag ing in a suc cess ful part ner ship and the pos si bil ity
that the part ner ship will fail in help ing the MFI to achieve its objec tives. Table 22.3 sum ma -
rizes some of the key strat e gies that have been iden ti fied in this chap ter for mit i gat ing these
major risks.
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Table 22.5 Part ner ship Risks Revis ited

Risk Descrip tion Mit i ga tion Strat e gies

 The organi sa tions with which
an MFI part ners might fail to
per form in some way that
harms the MFI

• Thor oughly pre-screen part ner(s)

• Define a com mon vision for the part ner ship, with clear
goals, roles, respon si bil i ties, objec tives and ground rules
estab lished 

• Use a writ ten part ner ship agree ment to clearly artic u late the 
lim its of engage ment (e.g., timeframe, resource
com mit ment), options for exit, and legal recourse 

• Ensure that each party brings a core com pe tence to the
rela tion ship that oth ers do not want to lose access to

• Plan for ongo ing capac ity build ing

• Mon i tor part ner ship per for mance; set per for mance
stan dards

• Clearly com mu ni cate with cli ents about the part ner ship;
help cli ents pro tect them selves from part ner
non-per for mance

 One part ner might “steal” the
knowl edge, staff or cus tom ers
of another part ner for
com pet i tive gain

• Include cli ent con fi den ti al ity and intel lec tual prop erty
pro vi sions in the part ner ship agree ment

• Nego ti ate for the MFI to main tain frontline con tact with the
cus tomer

• Build a trans par ent, trust ing rela tion ship with incen tives for 
sus tain ing col lab o ra tion

 Poor deci sion mak ing or
resource allo ca tion could
result in part ner ship fail ure

• Assess inter nal capac ity to man age a part ner ship before
approach ing poten tial part ners

• Care fully screen poten tial part ners for stra te gic fit

• Know what you want and your next best alter na tive to
part ner ship before enter ing nego ti a tions

• Develop a bud get that accounts for var i ous con tin gen cies

• Select a part ner that can con trib ute com pa ra ble resources

Source: Authors.

Main Mes sages

1. Part ner ships do not man age them selves.

2. A sys tem atic part ner ing pro cess can help MFIs mit i gate the risks of part ner ship.

3. Use a part ner ship agree ment to set clear expec ta tions about objec tives, roles and
respon si bil i ties.

4. Start small and build on suc cess.

5. Com mu ni cate reg u larly to ensure that each part ner ben e fits from meet ing the part -
ner ship’s objec tives.
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Case Study: FINCA’s Part ner ing Pro cess for Pre paid Cards in Mex ico

Founded in 1989, FINCA in Mex ico pro vides small loans, aver ag ing US$408, to over
116,738 of Mex ico’s low est-income entre pre neurs (96 per cent of whom are women).
For years, it had relied on an expen sive, incon ve nient check sys tem for loan dis burse -
ments. After study ing local mar kets, as well as review ing the options avail able within the
microfinance indus try, FINCA iden ti fied a pre paid card sys tem as the best option for
improv ing its ser vices and reduc ing its costs. Unlike a debit card, which is linked to an
indi vid ual cur rent account, a pre paid card is elec tron i cally “loaded” with cash derived
from a sin gle pooled account man aged by the card issuer. FINCA believed the card would 
pro vide increased flex i bil ity and secu rity to cli ents by enabling them to with draw loan
dis burse ments in mul ti ple tranches, rather than in one lump sum. It also hoped that it
could use the card’s tech nol ogy to deliver other prod ucts, such as remit tances and sav -
ings, in the future.

Since FINCA lacked the resources to offer pre paid cards on its own, it sought a part ner
locally to offer them. After ana lys ing its own capac ity, its chal lenges and its stra te gic pri -
or i ties, FINCA decided it needed a part ner that:

l was in the same geo graph ical areas as FINCA cli ents;

l had a good rep u ta tion for ser vice;

l had access to large elec tronic card net works in Mex ico, such as Visa; and

l could use Internet-based con nec tions in rural areas.

Plan ning Phase

Fig ure 22.4 below out lines a frame work for FINCA’s deci sion-mak ing pro cess and the
activ i ties it under took to iden tify poten tial part ners and pur sue even tual nego ti a tions.

Fig ure 22.4 Step-by-Step Plan ning Pro cess for an MFI-Bank Part ner ship

Source: Muñoz et al, 2009.
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Con duct cost-ben e fit anal y sis (CBA) and secure nec es sary resources. It is impor tant that
an MFI assess whether it will be able to imple ment a bank part ner ship suc cess fully,
espe cially whether it has the nec es sary inter nal buy-in. FINCA’s first step was to ensure
that the ben e fits of a card-based sys tem out weighed the costs of imple men ta tion. After
estab lish ing the fea si bil ity of the new prod uct, FINCA had to secure the required
resources for devel op ment.

Con duct a mar ket study. In May 2007, FINCA con tracted a spe cial ized research firm to
con duct a mar ket study to ana lyze var i ous fac tors that would impact card uptake by
region. Based on its find ings, the study rec om mended that FINCA make the tran si tion
from checks to pre paid cards grad u ally, start ing in regions of least resis tance, with an
interim period of mixed dis burse ment sys tems (checks and cards). The results of this
mar ket study later enabled FINCA to approach banks with a con crete con cept of cli ent
expec ta tions for a card-based prod uct.

Ana lyze exist ing con sumer prod ucts and ser vices. It is crit i cal for an MFI to have a thor -
ough under stand ing of the con sumer prod ucts and ser vices avail able in the mar ket place, 
as well as the attrib utes of these prod ucts and ser vices. This infor ma tion helps MFIs
learn about dif fer ent options, con sider what cli ents would like, and under stand the com -
pe ti tion. It also informs their nego ti a tions with poten tial part ners. FINCA ana lyzed sev -
eral options for cards, based on a num ber of key attrib utes includ ing cost of the phys i cal
card, cost per trans ac tion, with drawal lim its, ATM loca tions and card per son al iza tion.
Once these spe cific vari ables were reviewed and the var i ous insti tu tions com pared side
by side, prod uct qual i ties and insti tu tional lead ers emerged.

Assess ser vice pro vid ers. After deter min ing which type of prod uct or ser vice it most likes, 
an MFI should assess the dif fer ent pro vid ers that offer the prod uct. FINCA’s goal in Mex -
ico was to expand its ser vices to rural and underserved pop u la tions, so part ner ship with
HSBC Mex ico was appeal ing because it offered sig nif i cant rural cov er age through cor re -
spon dent agents. Cus tom iz ation and per son al iza tion of the cards were also high pri or i -
ties for FINCA. HSBC agreed to allow the MFI to add its own design and print cli ent
names on its card, while the other banks did not.

Develop a nego ti at ing plan. Once an MFI has com pleted the steps above, it should
develop a best-case sce nario and a nego ti a tion plan. At a min i mum, this plan should
inform man age ment of what is rea son able, real is tic, and desir able from a poten tial part -
ner ship. By the end of its plan ning phase, FINCA knew its pri or i ties for nego ti at ing with
banks: a cus tom ized, per son al ized, pre paid card prod uct offered by a rep u ta ble bank
that had siz able rural out reach.

Nego ti a tion Phase

By ana lyz ing the mar ket and clar i fy ing its pri or i ties, an MFI can pre pare itself to work
much more effec tively with a poten tial part ner. FINCA’s expe ri ence pro vides a num ber of 
impor tant les sons. 

1. Start by build ing a con struc tive rela tion ship. Try ing to con vince uncom mit ted banks
to nego ti ate can waste resources and time. Seri ous, com mit ted banks will pro vide
timely fol low-up, point out mutual inter ests, be flex i ble in nego ti a tions, and be trans -
par ent. FINCA started by talk ing to banks it already knew, thanks to pre vi ous arrange -
ments that allowed its cli ents to cash MFI checks. It then forged pos i tive, per sonal
rela tion ships with key per son nel at the part ner bank. FINCA selected staff expe ri -
enced in banks and card prod ucts to spear head the nego ti a tions; it ensured that man -
age ment was involved; it had three points of con tact at HSBC, met with high-level
exec u tives, and pro vided feed back on time. 

2. Know your best alter na tive to a nego ti ated agree ment (BATNA). As with any nego ti a -
tion, MFIs must spec ify what they seek from a bank part ner ship, what their pri or i ties
are, and what their “walk-away” sit u a tion is. A BATNA is essen tially the next-best thing
an MFI could do with out the par tic u lar part ner ship. It implies know ing what other prod -
ucts, ser vices, and com pe ti tion are in the mar ket, and helps an MFI nego ti ate because
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it can weigh a bank’s offered terms against these alter na tives. Prior to nego ti a tions,
FINCA knew the few key areas crit i cal to the suc cess of the pro ject and aimed to secure
the most favour able terms pos si ble for these areas dur ing the nego ti a tions.

3. Engage in active nego ti a tions. In bank-MFI part ner ships, nego ti a tion typ i cally begins
when a bank pres ents a detailed busi ness prop o si tion for the new prod uct. The MFI
must accept, reject, or nego ti ate the terms. The length of the nego ti a tion depends on
the num ber and com plex ity of issues to be dis cussed, and the readi ness of both par -
ties to reach and imple ment an agree ment. The nego ti a tions between FINCA and
HSBC took over 16 months; the timeline was delayed by other respon si bil i ties of
FINCA staff, the hes i tancy of HSBC to meet FINCA’s var ied tech ni cal requests, and
the need for Visa Inc. to approve all issues relat ing to the pro duc tion or appear ance of
the cards. Key issues suc cess fully nego ti ated with HSBC included a reduced cost per
card and lower cost per trans ac tion, an exten sion of the cards’ valid ity from 24 to 30
months, a rede signed card that fea tures the MFI’s logo, colours, and cli ents’ names
(which was impor tant because cli ents per ceive the card as a sta tus sym bol), and cli -
ent con fi den ti al ity (which helped lower the risk of HSBC using the data to tar get
FINCA cli ents). FINCA’s key bar gain ing chip was mak ing a strong busi ness case –
dem on strat ing to the bank the poten tial of issu ing per haps more than 60,000 cards.
FINCA also com mit ted to pur chas ing the first 20,000 cards, in exchange for secur ing 
their per son al iza tion.

Fig ure 22.5 FINCA’s Carta Inteligente

Source: Muñoz, 2008.

4. Sign agree ment. If nego ti a tions are suc cess ful, an MFI and bank sign an agree ment or
con tract. This agree ment is usu ally devel oped by the bank and out lines prod uct offer -
ings, the pro cesses required of each party, and other gen eral rights and obli ga tions. In
this case, HSBC sub mit ted to FINCA a stan dard con tract for pre paid card cli ents. Both
par ties mod i fied the doc u ment through two rounds of nego ti a tions. An addi tional,
legally bind ing agree ment, to be renewed annu ally, laid out the spe cific terms of the
prod uct as nego ti ated (such as those involv ing per son al iza tion and data secu rity).

5. Begin oper a tional plan. Once an agree ment is signed, MFI man ag ers and oper a tions
staff for mu late a timeline for imple ment ing the new prod uct or ser vice. The same
FINCA staff mem bers who were involved in the nego ti a tions con tin ued to work on the
pro ject dur ing imple men ta tion; the MFI’s senior man ag ers also remained inti mately
involved in super vis ing the rollout. The oper a tional work plan included a detailed
timeline for train ing FINCA staff and cli ents, pilot ing and eval u at ing the cards, and
estab lish ing benchmarks for cli ent uptake. 

Results

Pre lim i nary data on the part ner ship between FINCA and HSBC have been prom is ing.
From the bank’s side, HSBC has a new source of rev e nue and has achieved name rec og -
ni tion among pre vi ously unbanked cli ents (through ATMs). For FINCA, recent esti mates
show that the MFI has expe ri enced cost sav ings with pre paid card cli ents in either the
fifth loan cycle (with the cost of train ing included) or the third loan cycle (with out train -
ing costs). For cus tom ers, out of 100 pre paid card cli ents who were sur veyed, 86 found
the card cheaper than the check and 93 planned to use it for their next loan cycle. 
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23 Deliv er ing a Diverse Prod uct Port fo lio

“Although it is easy to describe the ideal prod uct array, it is very dif fi cult to deliver it.” ~
Rhyne and Otero (2006)

Deliv er ing one prod uct is rel a tively easy. All of an MFI’s peo ple and sys tems can be orga nized 
to sup port that one prod uct. There is a clear focus and unity of pur pose, so all staff can feel
part of the same deliv ery chain. With each addi tion to an MFI’s port fo lio, deliv ery becomes
more com plex. Resources have to be divided among prod ucts. Sys tems must be designed to
sup port mul ti ple prod ucts. Unity of pur pose does not come nat u rally; it has to be created.

This chap ter explores the chal lenges of deliv er ing a diverse mix of prod ucts. As insti tu tions
seek to inte grate new prod ucts or mar kets into their ongo ing oper a tions, what issues should
they pay atten tion to and what strat e gies can they use to man age the chal lenges effec tively?
The chap ter addresses six core issues:

1. Adapt ing the insti tu tional cul ture

2. Decid ing who should deliver what

3. Empow er ing staff to deliver mul ti ple prod ucts 

4. Com mu ni cat ing with cli ents

5. Reengineering sys tems to man age greater com plex ity

6. Man ag ing change

23.1 Adapt ing the Insti tu tional Cul ture

As MFIs diver sify, they intro duce new things. They might intro duce an entirely new prod uct
or a new way of deliv er ing old prod ucts to a new mar ket. These changes can have a pro found
impact on an insti tu tion, not only because they require new sys tems and pro ce dures, but also
because they may require staff to take on new respon si bil i ties and man age mul ti ple work
flows. Learn ing how to oper ate new sys tems and fol low new pro ce dures can be hard enough,
but diver si fi ca tion usu ally requires employ ees to adopt new atti tudes and val ues as well, and
this is much more dif fi cult. Con sider a few exam ples of the cultural challenges MFIs have
faced:

l When postal sav ings banks in East Africa decided to intro duce loan prod ucts, staff that
used to pas sively accept depos its from the pub lic and then invest them in low-risk trea sury 
bills sud denly had to learn how to make loans and be proactive about get ting them back. 

l The strength of FINCA Inter na tional’s brand as a lend ing orga ni za tion, exem pli fied by its
tagline, “Small loans, big changes” ini tially con strained diver si fi ca tion. MFIs in its net -
work had to rein vent them selves in order to intro duce sav ings ser vices suc cess fully.

l Delta Life in Ban gla desh com pletely sep a rated its microinsurance and con ven tional insur -
ance staff, both in the field and in the head office, to cre ate dis tinct work ing envi ron -
ments. The con ven tional insur ance agents work on a com mis sion basis and ful fill
pri mar ily a sales func tion, while the microinsurance field work ers, known as “orga niz ers”,
man age the entire rela tion ship with the pol i cy holder, includ ing pre mium col lec tion, loans
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and loan repay ments and claims. They act as advi sors instead of sales per sons, help ing
low-income house holds to rec og nize what risks it would be appro pri ate to man age
through insur ance (Chur chill and Leftley, 2006).

l A group-based loan prod uct typ i cally val ues com mu nity and con sen sus, requires fairly
large rooms or out side spaces for meet ings, and depends on peer sup port and pres sure for 
on-time repay ment. By con trast, an indi vid ual loan prod uct val ues inde pend ence and pri -
vacy, requires small meet ing spaces and/or one-on-one con sul ta tion at the cli ent’s place
of busi ness, and depends on qual i fied appraisal, col lat eral and the cli ent’s capac ity for
on-time repay ment. SHARE India found the cul ture and work approach needed to deliver 
group and indi vid ual loans to be so dif fer ent that it cre ated an entirely new net work of
branches in urban areas that were exclu sively ded i cated to indi vid ual lend ing (refer to the
case study at the end of this chap ter).

l By August 2002 the Grameen II ‘meth od ol ogy’ had offi cially replaced clas sic Grameen in
all of the Grameen Bank’s 1200 or so branches. Nev er the less, as of Feb ru ary 2006, there
were still com po nents of the new meth od ol ogy, such as vari able install ment pay ments and 
spe cial sav ings with draw als that field staff were choos ing not to make avail able to mem -
bers (Rutherford, 2006). 

l At G & T Con ti nen tal, the sec ond larg est bank in Gua te mala, entry into the microfinance
mar ket required a par a digm shift – a shift in under stand ing and atti tude among the bank’s
exec u tive man age ment and an adap ta tion of its tra di tional front office ser vices to con nect
with cli ents in low-income neigh bor hoods (Vance, 2008).

Intro duc ing a new prod uct or mar ket into an MFI’s exist ing oper a tions can cre ate a clash
between the “old” and “new” ways of doing things. If new employ ees are hired to deliver the
new prod uct or serve the new mar ket, they may pos sess a very dif fer ent set of skills and atti -
tudes than employ ees who have been work ing with the insti tu tion for years. They may be
treated dif fer ently, per haps receiv ing more atten tion from senior man age ment or access to
newer tech nol ogy and equip ment. These dif fer ences can cre ate resent ment, impede
teamwork and harm morale. 

The suc cess of an MFI’s diver si fi ca tion efforts depends on its abil ity to inte grate what is new
and what is old in line with the insti tu tion’s busi ness strat egy. It is not an easy task, since dif -
fer ent prod ucts may require dif fer ent cul tures, but there are many things MFIs can do to
encour age inte gra tion once they real ize it is impor tant and requires atten tion. A com mon
error is to under es ti mate the impor tance of cul ture to suc cess ful diver si fi ca tion and, as a
result, to omit cul tural con sid er ations from the product or market development plan. 

The strat e gies dis cussed in Sec tions 23.3 and 23.6 for empow er ing staff and man ag ing change
can be use ful to MFIs that want to improve their employ ees’ abil ity and will ing ness to do
things dif fer ently. If adopted, such strat e gies can indi rectly shape an insti tu tion’s cul ture to
make it more sup port ive of diver si fi ca tion. How ever, MFIs can also take direct and delib er ate
steps to make their cul ture a more pow er ful tool for managing diversification. 

Shap ing a Cul ture that Sup ports Diver si fi ca tion

In the first vol ume of the Mak ing Microfinance Work series (Chur chill and Frankiewicz, 2006),
insti tu tional cul ture was described as the “set of val ues, atti tudes and behav iours that are
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shared con sis tently through out an orga ni za tion.” Cul ture can be found in an MFI’s for mal
pol i cies and pro ce dures, in the unwrit ten rules that guide employee behav iour, in the insti tu -
tion’s goals and reward sys tems, in its struc tures and com mu ni ca tions, and so on. Because cul -
ture is found in so many dif fer ent places, MFIs that wish to shape it in sup port of
diver si fi ca tion must iden tify not only the val ues, atti tudes or behav iours they want to change,
but also the actions they will take to intro duce, strengthen or remove those elements from
their culture.

The best way to avoid the poten tial for con flict between old and new prod ucts (and the peo ple 
and sys tems that deliver them) is to shift the insti tu tion’s cul tural focus away from the deliv ery 
of spe cific prod ucts and to con cen trate on meet ing the needs of each cli ent instead. If life long
rela tion ships with cli ents are val ued more than prod uct-based rela tion ships, con flicts between 
old and new can be resolved in favour of what ever approach most strength ens the rela tion -
ship between MFI and cli ent. Old and new staff, old and new sys tems, and old and new prod -
ucts can work together in pursuit of that goal. 

Shift ing an insti tu tion’s cul ture to focus on the needs of each cli ent rather the deliv ery of spe -
cific prod ucts is a major shift and will require action on many fronts to change the way the
insti tu tion’s sys tems and peo ple inter act with cli ents and the way they pri or i tize the issues
raised in those inter ac tions. Some of the strat e gies MFIs can imple ment are listed below.

l Build con sen sus among staff with respect to who the insti tu tion is try ing to serve and why. 
Help them under stand the pro files of dif fer ent mar ket seg ments, how the needs and pref -
er ences of one seg ment dif fer from another, and how the MFI’s var i ous prod ucts can
work together to meet their dif fer ent needs.

l Iden tify a set of core insti tu tional val ues that should be respected in the deliv ery of all
prod ucts and incor po rate those val ues in staff recruit ment, ori en ta tion, train ing, per for -
mance eval u a tion and reward sys tems. When Uganda Women’s Finance Trust began
offer ing vol un tary sav ings ser vices as well as loans to both women and men, it changed its
name to U-Trust and began work ing with staff to build cli ent rela tion ships that pri or i tized
the value of trust.

l Make cus tomer ser vice one of the core val ues that is pri or i tized and rein forced. Con sider
mak ing explicit com mit ments to all cli ents through a cus tomer ser vice char ter such as the
one in Box 23.1. Then mon i tor and reward per for mance against those com mit ments.

l High light the insti tu tion’s core val ues in mar ket ing mate ri als and look for exter nal part -
ners that pos sess sim i lar val ues. 

l Cre ate struc tures that sup port cli ents’ use of mul ti ple prod ucts. Look for ways to ease cus -
tom ers’ tran si tion from one prod uct to another and from one part of the MFI’s office to
another, for exam ple, through sign age, infor ma tion desks or cus tomer ser vice offi cers. 

l Orga nize the insti tu tion’s infor ma tion by cus tomer as well as by prod uct so that staff can
under stand the nature of the MFI’s rela tion ship with each cli ent over time and not just his
or her cur rent use of one prod uct in par tic u lar. 

l Mon i tor over all cus tomer sat is fac tion and loy alty in addi tion to prod uct sat is fac tion and
loy alty. Dis sem i nate the results.

l Pro vide incen tives that moti vate cus tomer ser vice and team work and not just the achieve -
ment of par tic u lar prod ucts’ out reach objec tives. 
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Although a cus tomer-focused cul ture will sup port an MFI’s diver si fi ca tion efforts, it can cre -
ate con flicts between staff who serve dif fer ent mar ket seg ments. It can also be resisted by staff 
who worry about the impact that it will have on their work load. Thus, addi tional actions must
be taken to min i mize the poten tial for con flict and resis tance, for exam ple:
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Box 23.1 Cus tomer Ser vice Char ter of Al Rajhi Bank, Saudi Arabi

Man date

Our goal is to pro vide out stand ing cus tomer ser vice by fol low ing up cus tomer inqui ries
and requests in a quick and effi cient man ner. We believe that excel lent cus tomer rela -
tion ships are the result of us work ing together by: 

l Devel op ing trust through open, hon est and sim ple com mu ni ca tion

l Being approach able and lis ten ing to cus tomer views

l Treat ing our cus tomer with fair ness and respect, exhib it ing friend li ness

l Ensur ing ease, exper tise and effi ciency when a cus tomer deals with Al Rajhi Bank

l Strict adher ence to Islamic prin ci ples

l Our cus tomer ser vice lev els are mea sured each year through our cus tomer sat is fac -
tion sur vey. Our cus tomer’s involve ment in this is crit i cal for both cus tomer and the
bank.

Our Ser vice Goals

l Make Al Rajhi Bank the cus tomer’s first choice for all their bank ing needs 

l To be avail able to help, Sat ur day to Wednes day, from 8.00am to 5.00 pm in
branches and offices. In addi tion, we will aim to pro vide 24-hour, 7-day access to
Internet and tele phone bank ing and a net work of Auto matic Teller Machines

l Pro vide the cus tomer with clear, con cise infor ma tion about our prod ucts, ser vices
and the facil i ties suit able to them, the ben e fits, expec ta tions, fees and charges that
are appli ca ble and deliv ery chan nels within our bank

l Have well-trained, help ful and friendly staff, that work for ulti mate cus tomer sat is fac -
tion

l Respond quickly and effi ciently to cus tomer requests

l Pro vide acces si ble pre mises, ser vices and suit able aux il iary aids to cus tom ers with
dis abil i ties

l Pro vide assis tance and ser vice if cus tom ers are unable to speak Eng lish/Arabic

Get ting Things Right

We value our cus tomer’s feed back deeply, both pos i tive and neg a tive. If a cus tomer has
a com plaint about some thing that has gone wrong, we want to know so we can make it
right, and reduce the chance of it hap pen ing again. Our goal is to respond within 24
hours if a con cern, com plaint or com pli ment about any of our prod ucts and ser vices is
made. With more com plex issues, we will inform our cus tom ers about the esti mated time 
it may take to resolve.

Source: Al Rajhi Bank, 2010.



1) Embrace par tic i pa tory plan ning pro cesses. As dis cussed in Chap ter 2, the more employ ees 
are involved in prod uct devel op ment, the more they will under stand what is hap pen ing
and why it is hap pen ing. They will have more oppor tu ni ties to share prod uct devel op ment
sug ges tions that can fuel diver si fi ca tion and to ask ques tions that might resolve their con -
cerns about it. If diver si fi ca tion ideas are vetted by a prod uct man age ment com mit tee that
rep re sents var i ous depart ments of the insti tu tion, sup port for diver si fi ca tion will be built
across depart ments before any idea is approved. If the com mit tee meets reg u larly, then
con flicts between prod ucts or mar kets can be brought to the insti tu tion’s atten tion as they
appear and be addressed before they cre ate major prob lems

2) Sell the ben e fits of prod uct diver si fi ca tion to inter nal cus tom ers (in other words, to
employ ees) each time it hap pens. Dem on strate how prod uct diver si fi ca tion has increased
cus tomer sat is fac tion in the past or, if this is the first time the MFI is diver si fy ing, artic u late 
how diver si fi ca tion will enable staff to meet cus tomer needs better in the future, thus
improv ing cus tomer sat is fac tion, reten tion or repay ment and, sub se quently, the qual ity of
work for staff.

3) Pro vide staff with reg u lar per for mance reports that com mu ni cate how each mar ket seg -
ment is con trib ut ing to the achieve ment of the MFI’s vision, mis sion and stra te gic objec -
tives. 

4) Con duct cul tural audits both before and dur ing the diver si fi ca tion pro cess to iden tify atti -
tudes or behav iours that are inter fer ing or could inter fere with suc cess ful diver si fi ca tion
and then to take steps to remove those bar ri ers. 

5) Cul ti vate greater open ness among staff to new ways of doing things. This open ness can be
nur tured in a vari ety of ways, for exam ple, by mak ing change a habit ual part of daily oper a -
tions, by cre at ing a desire to find new ways of doing things in pur suit of an objec tive, or by
com mu ni cat ing the pos i tive impact of changes when an insti tu tion makes them. The
found ers of Uganda Microfinance Union (now part of Equity Bank, Ltd.) made change the 
insti tu tion’s “supreme value” with the explicit pur pose of pre vent ing staff from becom ing
too com fort able with any one way of doing things (Chur chill et al., 2002). Regard less of
how an MFI does it, if employ ees become more open to doing things dif fer ently, then the
changes brought by prod uct diver si fi ca tion will be more eas ily accepted. If change is made
part of an insti tu tion’s cul ture and exper tise is built in man ag ing it, then the changes
brought by diver si fi ca tion also have a much better chance of being effec tively imple -
mented. 

Diver si fi ca tion plans will often need to include actions that dis cour age staff from main tain ing
cer tain old hab its as well as actions to encour age new hab its. MFIs that have not yet incor po -
rated cus tomer ser vice or con tin u ous improve ment into their cul ture, or are look ing for ways
to elim i nate an exist ing behav iour or ste reo type, may find Fig ure 23.1 use ful. The strat e gies
listed there pro vide exam ples of actions MFIs have taken take to accomplish these objectives.

Pro tect ing the Insti tu tion’s Cul tural Core

As an MFI diver si fies, there will be cer tain things that it will not want to change. It is dan ger -
ous, how ever, to assume that those things will not change just because the MFI does noth ing
delib er ate to change them. The new peo ple, sys tems, prod ucts and mar kets that enter the
insti tu tion’s oper at ing envi ron ment will bring new behav iours, atti tudes and val ues. If the
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insti tu tion pro vides no clear guid ance, cul tural ele ments that the insti tu tion wants to retain
could be weak ened by oth ers. The MFI could begin to see incon sis ten cies in the way its prod -
ucts are deliv ered. In the worst case sce nario, a gap could appear between what the insti tu tion
says it wants to achieve and what it actually achieves.

Fig ure 23.1 Strat e gies for Shap ing the Insti tu tional Cul ture

To introduce a new
component

To strengthen an existing
component

To remove an unwanted
component

• Review and then adjust
existing policies and
procedures to include or
respect the new component

• Launch a cam paign or
com pe ti tion to encour age
staff to try it

• Announce the new com po nent 
in the con text of the MFI’s
mis sion or stra te gic objec tives

• “Sell” the new com po nent;
explain why it is a good idea

• Lead by exam ple

• Recruit new employees who
demonstrate the value

• Recruit employees and
external partners who value it

• Set  an inter nal stan dard and
mon i tor per for mance against
it

• Rec og nize staff who meet or
exceed the stan dard

• Develop capac ity to meet the
stan dard as part of staff and
deparment per for mance plans

• Post vis i ble remind ers

• Cre ate an insti tu tional rit ual
that cel e brates it

• Provide coaching for mentors
so they can more effectively
demonstrate it

• Articulate why it no longer
supports the  MFI’s mission or 
strategic objectives

• Adjust pol i cies and
pro ce dures  to elim i nate or
dis cour age it

• Com mu ni cate the changes so
that every employee gets the
mes sage

• Pro vide incen tives for
chang ing behav iour

• Ask cli ents to tell the MFI if
they encoun ter it

• Make an extra effort to
change the behaviour of
opinion leaders

Source: Adapted from Chur chill and Frankiewicz, 2006.

To pre vent unde sir able changes in cul ture, an MFI must be proactive about pro tect ing the
parts of its cul ture that are most impor tant to it. These ele ments are usu ally artic u lated in the
insti tu tion’s mis sion state ment, but not always. If an MFI is try ing to develop a new com pe -
tence to give it com pet i tive advan tage in cer tain key mar kets, it may want to make a spe cial
effort to main tain the val ues, atti tudes and behav iours that will help it build competence in
that area. 

Once an MFI has iden ti fied the cul tural ele ments it wants to safe guard, it can take steps to
defend them. Some of the strat e gies that were pre sented in Fig ure 23.1 for intro duc ing or
strength en ing a cul tural com po nent are also use ful here. MFIs can delib er ately recruit
employ ees and part ners who value these com po nents, reg u larly rein force them in staff meet -
ings and pub li ca tions, set inter nal stan dards that sup port them and reward per for mance
against those stan dards. As men tioned in Chap ters 2 and 3, insti tu tions can screen their diver -
si fi ca tion ideas and avoid prod ucts and mar kets that might steer them away from their stated
mission. 

Some MFIs, such as Kenya Women’s Finance Trust (KWFT), set mea sur able lim its on how
much a new prod uct or mar ket would be allowed to influ ence its oper a tions (see Box 23.2). Its 
expe ri ence shows how revi sions to the mis sion state ment and/or key pol icy state ments can
help an insti tu tion artic u late a core com mit ment more clearly. It also illus trates the use ful ness
of iden ti fy ing a mea sur able indi ca tor that can be used to track changes in the value, atti tude or
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behav iour that an MFI wants to pro tect. In KWFT’s case, the indi ca tor (per cent age of the
port fo lio allo cated to cli ents with income below the national aver age) was used to set a stan -
dard, but such indi ca tors can also be used by MFIs to mon i tor the impact that diver si fi ca tion
might have. Actions would not have to be taken prior to the launch of a new prod uct, but they
could be trig gered if the new prod uct started to negatively affect something that the MFI
holds dear. 

Mea sur able indi ca tors can also make it eas ier for inter nal audi tors to get involved in mon i tor -
ing the extent to which core ele ments of the insti tu tion’s cul ture are being respected. MFIs
that derive com pet i tive advan tage from a par tic u lar cul tural ele ment such as inno va tion or tri -
ple bot tom line per for mance (com mer cial, social, envi ron men tal) might find it use ful to
include cul ture risk among the pri or ity risks that are monitored on a regular basis.

One addi tional strat egy for pro tect ing the core ele ments of an insti tu tion’s cul ture is to cul ti -
vate in-house lead er ship. Lead ers that are born within the insti tu tion will have lived and
breathed its cul ture for many years. They will be more likely to under stand what it is, how it
has devel oped, how it has con trib uted to insti tu tional suc cess over time, and how it needs to
be nur tured than lead ers who are recruited from the out side. It will be eas ier for them to per -
pet u ate the cul ture through their own exam ple because the insti tu tion’s val ues, atti tudes and
behav iours will already be ingrained within them (pro vided these lead ers were well-selected
and devel oped over time). Lead ers brought in from the out side will need time to learn the
insti tu tion’s cul ture and may be quite tempted to change it based on their expe ri ences else -
where. This is not nec es sar ily bad, but it will threaten the MFI’s tra di tional way of doing
things. Thus, the deci sion to recruit exter nally should be delib er ate and supportive of the
institution’s business strategy. 

23.2 Decid ing Who Should Deliver What

The sec ond major chal lenge that MFIs face when diver si fy ing their prod uct port fo lio is how
to orga nize them selves to deliver that port fo lio. Should each staff mem ber be able to meet all
cli ent needs? If staff spe cial ize, should they spe cial ize in the deliv ery of a spe cific prod uct,
prod uct line or func tion? Will the insti tu tion need to cre ate new posi tions that were not
required in the past? Will out side part ners be involved, and if so, who will build and main tain a 
suc cess ful rela tion ship with those partners?
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Box 23.2 Pro tect ing a Core Cul tural Com po nent

Kenya Women’s Finance Trust (KWFT) wanted to make sure that it would retain its focus
on help ing very poor women even if it intro duced an indi vid ual loan prod uct that served
the needs of a higher income cli en tele, so it revised its mis sion state ment to incor po rate
a pro vi sion that 75 per cent of its port fo lio value would be allo cated to cli ents whose
income is below the Ken yan GDP per capita. 

Source: Dellien et al., 2005.



The Orga ni za tion of Frontline Staff

Frontline staff of a multi-prod uct MFI can be orga nized in three dif fer ent ways, by cli ent,
prod uct or func tion. Each of these options has advan tages and dis ad van tages.

If an MFI chooses to orga nize its ser vice deliv ery by cli ent, then each frontline staff mem ber
attempts to meet all of a cus tomer’s finan cial needs. This approach can facil i tate high qual ity
cus tomer ser vice and strong rela tion ships. It can also facil i tate cross-sell ing (see sec tion 23.4
below) and a lifecycle approach to port fo lio man age ment, since staff mem bers can sug gest
dif fer ent prod ucts and ser vices in response to a cus tomer’s needs over time. Staff can focus
on the deliv ery of ser vices to a spe cific mar ket seg ment and can be recruited and trained with
the needs and pref er ences of that mar ket seg ment in mind. Banks like Banco Economico in
Bolivia often choose this option when downscaling into microfinance because the pro file of
this mar ket seg ment dif fers sub stan tially from that of its exist ing cli en tele. The suc cess of
Banco Economico’s “Mi Socio” prod uct line has been partly attrib uted to its front office
staff, who have a sub stan tially dif fer ent profile from that of the bank’s other employees.

Orga niz ing ser vice deliv ery by cli ent poses some chal lenges, how ever. It can be dif fi cult to
keep staff well-informed about all of the prod ucts in a port fo lio and to recruit indi vid u als who 
pos sess the var ied skill set nec es sary to deliver them. For exam ple, as described in Chap ter 6,
the skills to man age group loans are quite dif fer ent than for indi vid ual loans. Inte grated sys -
tems will be needed to enable frontline staff to access all of a cli ent’s accounts. Fraud and
human resource risks are also greater under this approach, since so much con trol over the cli -
ent rela tion ship is vested in a sin gle indi vid ual. Cli ents may become loyal to the par tic u lar staff
mem ber who pro vides the insti tu tion’s ser vices rather than the institution itself.

From a prod uct port fo lio man age ment per spec tive, there are two other dis ad van tages to orga -
niz ing frontline staff by cli ent. First, staff may push the prod ucts they like or know best at the
expense of other prod ucts and leave the MFI with an incor rect impres sion of the true demand
for its avail able ser vices. Appro pri ate incen tives and sup port need to be pro vided to moti vate
and empower staff to effec tively com mu ni cate and deliver the entire port fo lio. Sec ond, when
one employee is deliv er ing mul ti ple prod ucts it becomes more dif fi cult to deter mine how much
staff time is con sumed by each prod uct and, there fore, how much each prod uct costs.

If an MFI chooses to orga nize its ser vice deliv ery by prod uct, then each frontline staff mem -
ber will spe cial ize in a spe cific prod uct. This allows each staff mem ber to focus on one thing,
which can facil i tate higher qual ity deliv ery of that par tic u lar prod uct since staff have more
oppor tu nity to prac tice and refine their deliv ery of that ser vice. It may be eas ier and less
expen sive to recruit staff to fill prod uct-focused posi tions since the skill set required is nar -
rower. Sim ple prod ucts can be pro vided by less skilled and less expensive staff.

Orga niz ing ser vice deliv ery by prod uct is prob lem atic, how ever, because no one in par tic u lar
takes respon si bil ity for build ing the over all cus tomer rela tion ship. Cross-sell ing is more dif fi -
cult because staff are less knowl edge able about the other prod ucts offered by the insti tu tion
and lack a man date to deliver them. Even when cross-sell ing is suc cess ful, extra care must be
taken to help cus tom ers tran si tion from one product to another. 

A hybrid of the cli ent- and prod uct-focused approaches orga nizes ser vice deliv ery so that
frontline employ ees deliver all prod ucts in a cer tain cat e gory or prod uct line (for exam ple, loan
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prod ucts). This option blends the advan tages and dis ad van tages of the two approaches and is
quite pop u lar among MFIs. How ever, it is not par tic u larly cus tomer friendly and has been
rejected by many other ser vice indus tries for this rea son. It is hard to imag ine a res tau rant, for
exam ple, that requires cus tom ers to order their appe tizer, main course, drinks and des sert from
four dif fer ent peo ple. MFIs that want to deliver a diverse mix of prod ucts that responds to cli ent 
needs are likely to find a struc ture that orga nizes staff by prod uct to be the most lim it ing.

The third main option for orga niz ing frontline ser vice deliv ery is by func tion. An MFI that
chooses this option might have dif fer ent staff take respon si bil ity for pro mot ing the insti tu -
tion’s prod ucts, greet ing cli ents when they enter the insti tu tion, open ing or clos ing accounts,
pro cess ing loan appli ca tions, accept ing pay ments, col lect ing on past due loans, and so on. 

Orga niz ing ser vice deliv ery by func tion is advan ta geous because it is eas ier to recruit and build 
spe cific tech ni cal or oper a tional com pe tence. It is also eas ier to outsource func tions that are
highly spe cial ized, are rarely needed, or can be offered more cost-effec tively by an exter nal
part ner (see, for exam ple, box 23.3). It facil i tates risk man age ment, par tic u larly in the deliv ery
of loan prod ucts, since dif fer ent staff will take respon si bil ity for dif fer ent steps in the pro cess
and it will be dif fi cult for any one staff mem ber to defraud the insti tu tion. Orga niz ing staff by
func tion also makes it pos si ble to focus more on pro cesses and for staff to invest time and
energy in mak ing those pro cesses as effi cient as pos si ble. The “credit fac tory” approach used
by many con sumer lend ers is an example of function-based service delivery. 

As with the other two options, there are dis ad van tages to dis trib ut ing frontline staff respon si -
bil i ties by func tion. Most impor tantly, it makes it dif fi cult for the insti tu tion to ensure a cus -
tomer’s seam less pas sage from one step of the prod uct deliv ery pro cess to another. Since
indi vid ual staff mem bers may see their respon si bil i ties end when their par tic u lar part of the
pro cess is com pleted, they may not pay suf fi cient atten tion to the tran si tions between steps in
the pro cess or to the cus tomer’s over all expe ri ence with the ser vice. Doc u ments could be mis -
placed with out any one tak ing respon si bil ity for them and an appli ca tion could be delayed for
days before any one real izes it has hap pened. Minor delays at var i ous steps of the pro cess
might be unrec og niz able to indi vid ual staff mem bers, but might add up to some thing sub -
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Box 23.3 Con struc tion Assis tance Staff ing Con sid er ations

Con struc tion assis tance for hous ing microfinance, even at min i mal lev els, may require a
poten tially dif fer ent staff pro file than what is required for other credit prod ucts. Many orga ni -
za tions have com bined the role of loan offi cer with the tech ni cal knowl edge and skills
required to eval u ate con struc tion plans and bud gets. In the case of CHF Inter na tional’s
hous ing finance oper a tion in Gaza, engi neers and archi tects have taken on the respon si bil i -
ties nor mally asso ci ated with a loan offi cer in terms of eval u at ing not only the repay ment
capac ity of the poten tial cli ent but also the tech ni cal strength of the pro posed con struc tion.

Alter na tively, this assis tance can be con tracted out to indi vid u als or insti tu tions with
greater con struc tion knowl edge. FUNHAVI, for exam ple, con tracts a cer ti fied archi tect
to review the con struc tion bud gets and plans devel oped by its tech ni cal staff. While the
MFI views this level of review as crit i cal to its loan assess ment pro cess, the amount of
work was not suf fi cient to main tain this level of exper tise in-house.

Source: Daphnis and Fer gu son, 2004.



stan tial by the time the ser vice is deliv ered to the cli ent. Sys tems are needed to facil i tate com -
mu ni ca tion between dif fer ent staff so that each is well informed when pick ing up
respon si bil ity for a cus tomer from the other, and reg u lar mon i tor ing is required to avoid inef -
fi ciency and ensure over all cus tomer sat is fac tion.

The ben e fits and chal lenges asso ci ated with orga niz ing frontline ser vice deliv ery by cli ent,
prod uct and func tion are sum ma rized in Table 23.1.

Table 23.1 Options for Dis trib ut ing Frontline Staff Respon si bil i ties

Dis tri bu tion of
Respon si bil i ties Ben e fits Chal lenges

By cli ent • High qual ity cus tomer ser vice

• Helps build life long cus tomer
rela tion ships

• Can focus on meet ing the needs of
spe cific mar ket seg ments 

• Keep ing staff well-informed about
all prod ucts

• Inte grat ing sys tems

• Cost of recruit ing or devel op ing staff 
with the nec es sary skill set

• Fewer points of con tact with each
cus tomer increases fraud risk

• Cli ents may be more loyal to
indi vid ual staff than to the MFI

• More com plex prod uct cost ing

By prod uct • Qual ity prod uct deliv ery

• Eas ier and less expen sive to recruit
and develop staff with appro pri ate
skills

• No one in par tic u lar takes
respon si bil ity for build ing the over all 
cus tomer rela tion ship 

• Cross sell ing; help ing cli ents make
opti mal use of the MFI’s ser vices

• Cli ent tran si tions between prod ucts

By func tion • Eas ier to recruit and develop staff
with spe cific tech ni cal com pe tence

• More oppor tu ni ties for outsourcing 

• Risk man age ment 

• Effi cient pro cesses

• Cli ent tran si tions between steps in
the pro cess

• Lack of atten tion to the over all
cus tomer rela tion ship

• Sys tems that facil i tate
com mu ni ca tion 

Source: Authors.

Given the pros and cons of each option, how are MFIs to choose amongst them? There are
sev eral fac tors that can influ ence the choice:

1. Skills required: Are the skills needed to man age the var i ous prod ucts in the MFI’s mix
sim i lar or quite dif fer ent? Can staff eas ily be trained to have those skills? If the skills are
sim i lar or can be eas ily built, a cli ent-focused struc ture becomes fea si ble. If the skills are
quite dis tinct or are dif fi cult to acquire, a prod uct or func tional focus will make more
sense. For exam ple, the deci sion by ACCION part ners to cre ate a sep a rate rural loan offi -
cer force was driven by the dis tinct skill set required for suc cess in their urban and rural
mar kets (see Box 23.4).
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2. Prod uct cul ture: As men tioned in the pre vi ous sec tion, it is impor tant for MFIs to shift
their cul tural focus away from the deliv ery of indi vid ual prod ucts and toward over all cus -
tomer ser vice. Nev er the less, prod ucts have dis tinct cul tures which often reflect the nature
of the rela tion ship that needs to be built with cli ents pur chas ing that prod uct. As illus trated 
by SHARE’s expe ri ence, indi vid ual and group loan prod ucts can have sub stan tially dif fer -
ent cul tures. So can credit and insur ance. Delta Life attempted to diver sify into microcredit 
but failed because the cul ture asso ci ated with col lect ing timely loan repay ments dif fered
too much from that of col lect ing insur ance pre mi ums. In the lat ter case, Delta Life was
ask ing cli ents to let it hold their money, so it was inap pro pri ate for staff to be aggres sive if a 
pay ment was not made on time. In the case of loans, cli ents were hold ing Delta Life’s
money and field agents needed to assume respon si bil ity for get ting it back (McCord et al.,
2006). If an MFI’s port fo lio con tains prod ucts with sig nif i cantly dif fer ent cul tures, it might 
be use ful to orga nize frontline staff by prod uct (or by prod uct clus ter, if mul ti ple prod ucts
can be sup ported by a sim i lar cul ture).

3. Labour costs: Are the indi vid u als who per form more sophis ti cated tasks sig nif i cantly
more expen sive than those who per form semi-skilled tasks? Are they avail able? If a labour
mar ket has many skilled and afford able per sons avail able for employ ment, then orga niz ing 
staff by cli ent can make sense. Employ ees will be more capa ble of han dling the com plex ity
asso ci ated with the deliv ery of a diverse prod uct port fo lio. If, how ever, better-skilled or
better-edu cated employ ees are expen sive and dif fi cult to find, then hir ing staff to deliver
only one prod uct or ful fil one func tion may be more stra te gic.

4. Size of branch, insti tu tion and port fo lio: Econ o mies of scale are usu ally nec es sary to
jus tify spe cial iza tion. Smaller insti tu tions tend to orga nize their ser vice deliv ery by cli ent
since there is not enough vol ume to sup port spe cial ists who deliver dis tinct prod ucts or
func tions. As insti tu tions grow, spe cial iza tion becomes more via ble. For exam ple, when
credit unions col lab o rat ing with TUW SKOK (Mutual Insur ance Com pany of Coop er a -
tive Sav ings and Credit Unions) in Poland and La Equidad in Colom bia gen er ate a cer tain
num ber of insur ance pol i cies per year, a staff mem ber is hired to work exclu sively on insur -
ance, which tends to increase the rate of sales growth (Chur chill and Leftley, 2006).
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Box 23.4 A Sep a rate Rural Loan Offi cer Force?

Some ACCION part ners expand ing from urban to rural areas have ini tially resisted build -
ing a sep a rate rural loan offi cer force, hold ing that a uni fied cor po rate iden tity should be
main tained and staff should be able to move from one depart ment to the next. Yet expe -
ri ence has shown that urban loan offi cers trans ferred to rural areas have not per formed as 
well as loan offi cers that have been hired spe cif i cally for rural areas. In fact, often suc -
cess ful rural loan offi cers have an entirely dif fer ent back ground and skill set than urban
loan offi cers. In many cases, edu ca tional back grounds in agron omy have proven to be
more valu able for rural loan offi cers than for mal edu ca tion in finance or busi ness admin -
is tra tion, pri mar ily because finan cial skills can be taught more eas ily to agron o mists
than agron omy can be taught to grad u ates with finance degrees. 

Source: Manndorff, 2004.



5. Degree of geo graphic iso la tion: The more dif fi cult it is to phys i cally reach cus tom ers, the 
more attrac tive it will be to orga nize ser vice deliv ery by cli ent. Chal leng ing ter rain, low
pop u la tion den sity and weak infra struc ture can increase the amount of time and money
that must be spent each time a staff mem ber and a cli ent wish to inter act. Under these con -
di tions, it is usu ally more cost-effec tive for one staff mem ber to deliver all of an MFI’s ser -
vices at a loca tion that is near to where cus tom ers work or live than to have mul ti ple staff
mem bers make the jour ney, each to offer a dif fer ent prod uct or ser vice. MFIs that use
large group lend ing meth od ol o gies, such as SEWA (Self-Employed Women’s Asso ci a tion) 
in India or FINCA Azerbaijan, often orga nize their ser vice deliv ery by cli ent because it is
more effi cient for one staff mem ber to travel for two hours and meet 40 cli ents’ needs than 
for 40 cli ents to come to the insti tu tion.

6. Mar ket seg ment: Dif fer ent mar ket seg ments may pre fer dif fer ent deliv ery chan nels or
demand a sub stan tially dif fer ent prod uct mix. For exam ple, women in some cul tures pre -
fer to be served by female staff. Entre pre neurs with larger busi nesses are more likely to
demand leas ing, trade finance, lon ger-term loans and cash flow man age ment advice than
entre pre neurs with smaller busi nesses. As dis cussed in Box 1.2 in the chap ter on under -
stand ing diver si fi ca tion, the sys tems and rela tion ships that must be built to serve
low-income sal a ried cli ents dif fers sub stan tially from those needed to serve
microentrepreneurs. MFIs that are try ing to serve mul ti ple mar ket seg ments with sig nif i -
cantly dif fer ent char ac ter is tics may find it use ful to allo cate dif fer ent staff to serve dif fer ent 
mar ket seg ments, in other words, to dis trib ute respon si bil i ties by cli ent.

7. Degree of prod uct inte gra tion: If the prod ucts in an MFI’s port fo lio have lit tle con nec -
tion to each other, such as a hous ing loan and a school fees sav ings prod uct, orga niz ing
staff by prod uct can be stra te gic. Employ ees can be recruited with a par tic u lar set of skills
and focus on deliv er ing a par tic u lar prod uct or prod uct cat e gory well. How ever, if prod -
ucts “pig gy back” on top of each other or use the same deliv ery chan nel, orga niz ing
frontline staff by cli ent or func tion may be more stra te gic. At Taytay sa Kauswagan,
Inc.(TSKI) in the Phil ip pines, for exam ple, all insur ance prod ucts are tied to loan prod ucts
and can there fore be sold with rel a tive ease by loan offi cers.

8. Tech nol ogy: MFIs with a robust, com put er ized infor ma tion sys tem and net worked
branches will find it eas ier to adopt a cli ent- or func tion-based approach than those who
do not. Insti tu tions with man ual sys tems can imple ment a cli ent-based approach, espe -
cially when they have a lim ited or highly stan dard ized prod uct offer ing, but the more prod -
ucts an MFI wishes to offer and the more flex i ble it wants to be, the more impor tant
tech nol ogy will become. A func tion-based struc ture depends heavily on tech nol ogy to
facil i tate cost-effec tive tran si tions from one pro cess and per son to another, so it is unlikely
to be attrac tive to MFIs that lack the com put er ized sys tems to sup port it.

9. Pace of insti tu tional growth: An MFI’s growth rate will influ ence whether it is in a posi -
tion to moti vate and develop staff through pro mo tions or whether job enrich ment is a
more impor tant strat egy for this pur pose. If job enrich ment is impor tant, then a cli -
ent-based approach that can help push each employee to become more capa ble of deliv er -
ing a qual ity, inte grated ser vice may be pref er a ble.
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New Posi tions, Func tions and Exper tise

Prod uct diver si fi ca tion may require that MFIs staff new posi tions, intro duce new func tions or 
acquire new exper tise. Much of the drive for addi tional capac ity will be prod uct-driven, in
other words, the spe cific posi tions, func tions or exper tise required will vary depend ing on the
par tic u lar prod uct being intro duced. A sav ings prod uct may require that tell ers be hired, for
exam ple. Insur ance prod ucts may require under writ ing exper tise. A cel lu lar phone money
trans fer ser vice will require new tech nol ogy and the capacity to maintain it.

As dis cussed in Chap ter 22, diver si fi ca tion brings a wealth of oppor tu ni ties for part ner ing
with other enti ties to acquire addi tional capac ity. This can be stra te gic when the exper tise that
is required is expen sive, dif fi cult, or time-con sum ing to develop. A straight for ward cost-ben -
e fit anal y sis that includes an assess ment of part ner ship risk can help MFIs decide whether
they should ful fil a par tic u lar func tion in-house or outsource it.

Beyond these prod uct-spe cific needs, there are three areas of exper tise that diver si fy ing insti -
tu tions may want to develop in-house: prod uct man age ment, part ner ship man age ment and
cus tomer rela tion ship management.

Prod uct man age ment. As dis cussed in Chap ter 2, a prod uct man age ment com mit tee can
greatly facil i tate the devel op ment and main te nance of a diverse prod uct port fo lio by bring ing
together key staff from dif fer ent parts of the insti tu tion to define prod uct strat egy, guide
imple men ta tion and mon i tor per for mance. The com mit tee can be sup ported by prod uct
man ag ers – indi vid u als who mon i tor the per for mance of a par tic u lar prod uct and coor di nate
actions that ensure the insti tu tion gets as much value out of that prod uct as pos si ble (refer to
Chap ter 24 for more detail). Prod uct man ag ers can mon i tor com pe ti tion and other risks that
might impact their prod uct and be the con tact per son for staff queries or requests for support
related to the product. 

Part ner ship man age ment. The more impor tant part ner ships become to an MFI’s busi ness
strat egy, the more seri ously it will want to take the part ner ship man age ment func tion. It could
assign prod uct man ag ers the respon si bil ity for man ag ing the part ner ships asso ci ated with
their prod uct or prod uct cat e gory. Alter na tively, it could iden tify a spe cific per son within the
MFI to take on the role of part ner ship man ager. This indi vid ual would pos sess the nego ti a -
tion and com mu ni ca tion skills nec es sary to cre ate and main tain healthy alli ances and
outsourcing rela tion ships with the insti tu tion’s part ners. This per son could also be charged
with mon i tor ing the exter nal envi ron ment to iden tify new part ner ship oppor tu ni ties that
could support the institution’s outreach objectives.

Cus tomer rela tion ship man age ment. MFIs that adopt a prod uct- or func tion-based orga -
ni za tional struc ture often cre ate the posi tion of cus tomer ser vice offi cer at the branch level to
pro vide the cross-prod uct and cross-func tion sup port that can be lack ing in those struc tures.
Cus tomer ser vice offi cers can greet cli ents when they first enter the insti tu tion, answer any
gen eral que ries they might have, point them in the right direc tion for access ing the ser vice
they need, and fol low up on the qual ity of the ser vice received. If these offi cers are hired from
the com mu ni ties being served, they can also help bridge the dif fer ences that may exist
between an MFI’s culture and that of its market. 
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Beyond this, MFIs may want to make a spe cific indi vid ual or depart ment at the head office
respon si ble for the cus tomer rela tion ship man age ment func tion (see Box 23.5). A cus -
tomer-centric busi ness strat egy will require that cus tomer-centric pro cesses and tech nol ogy
be imple mented through out an insti tu tion, but hav ing some one encour age and coor di nate
this effort can be use ful as diver si fi ca tion increases the com plex ity of cus tomer rela tion ships.
Typ i cally devel oped within the mar ket ing depart ment, the cus tomer rela tion ship man age -
ment (CRM) func tion can improve an MFI’s abil ity to iden tify and pro file mar ket seg ments;
track cli ents’ chang ing needs, prod uct usage and sat is fac tion; and mine that data to sup port
ongo ing prod uct development, cross-selling and customer loyalty programs.

23.3 Empow er ing Staff to Deliver Mul ti ple Prod ucts

The diver si fi ca tion of a prod uct port fo lio has impli ca tions for all staff, regard less of how an
insti tu tion decides to dis trib ute func tions and respon si bil i ties amongst employ ees. Cer tainly,
del e gat ing respon si bil ity for some por tion of the deliv ery pro cess is part of what gives staff
the power to act, but improv ing employ ees’ capac ity and moti va tion to deliver a more com -
plex prod uct offer ing is even more crit i cal to suc cess. There are three main strat e gies through
which MFIs can empower their staff to deliver mul ti ple prod ucts: 1) train ing; 2) sup port ive
infrastructure; and 3) incentives.

Train ing

The more an MFI diver si fies the more com plex its train ing needs become. A diver si fy ing MFI 
will typ i cally need to strengthen its train ing func tion and bud get addi tional resources to pre -
pare staff to deliver a more diverse port fo lio. This will involve both prod uct-spe cific train ing
and gen eral train ing to sup port the deliv ery of a diverse prod uct port fo lio. The lat ter cat e gory
is often neglected.
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Box 23.5 What is CRM?

Cus tomer rela tion ship man age ment (CRM) is a broadly rec og nized, widely-imple mented
strat egy for man ag ing and nur tur ing a com pany’s inter ac tions with cus tom ers. The over -
all goals are to find, attract, and win new cli ents, retain those the com pany already has,
entice for mer cli ents back into the fold, and reduce the costs of mar ket ing and cli ent ser -
vice (Wikipedia, 2010). 

True CRM brings together infor ma tion from all data sources within an orga ni za tion (and
where appro pri ate, from out side the orga ni za tion) to give one, holis tic view of each cus -
tomer in real time. This allows cus tomer fac ing employ ees in such areas as sales, cus -
tomer sup port and mar ket ing to make quick yet informed deci sions on every thing from
cross-sell ing and up-sell ing oppor tu ni ties to com pet i tive posi tion ing tac tics. 

Once thought of as a type of soft ware, CRM has evolved into a cus tomer-centric phi los o -
phy. It is a strat egy that is used to learn more about cus tom ers’ needs and behav iours in
order to develop stron ger rela tion ships with them. 

Source: Adapted from destinationCRM.com, 2010.



Prod uct-spe cific train ing. If a new prod uct is intro duced, every one in the insti tu tion needs
to know that it is being intro duced, why it is being intro duced, whose needs it is designed to
serve, and how it is designed to meet those needs. They must also under stand how the new
prod uct will work together with other prod ucts in the port fo lio to achieve the insti tu tion’s
objec tives. With out this con text, prod uct-spe cific train ing may teach staff how to deliver a
new prod uct with out con vinc ing them that it should be delivered.

Ide ally, all staff would receive enough infor ma tion about the prod uct that if they were asked
about it on the street, they could explain it well enough to attract poten tial cus tom ers to visit
the MFI in search of more infor ma tion or to make a pur chase. Role plays in the train ing room
can give staff prac tice answer ing ques tions that are likely to be asked by pro spec tive cli ents.
Shar ing the results of the MFI’s com pe ti tion anal y sis and high light ing areas in which the
prod uct per forms well rel a tive to the com pe ti tion can also help staff to com mu ni cate the
value of the prod uct. Of course, employ ees who are assigned respon si bil ity for actual deliv ery
of the prod uct will need more detailed train ing on the prod uct’s fea tures and pro cesses as well
as the specific tasks they must implement. 

If an exist ing prod uct is changed in some way, all staff need to be informed that changes have
been made and why. They may not need to know the details of those changes, but they need to 
be aware that a change has been made or they may mis in form cli ents in the future. Keep ing
staff informed about the changes being made also helps to cre ate a cul ture of con tin u ous
improve ment, which is an impor tant ingre di ent in qual ity ser vice pro vi sion and effec tive
change man age ment. Typ i cally, only major prod uct design changes are con veyed through
class room train ing; oth ers can be effec tively com mu ni cated through writ ten cir cu lars and
face-to-face meet ings. To ensure that staff receive this com mu ni ca tion as it was intended,
employ ees can be asked to sign a cir cu lar once they have read and under stood it, or to take
peri odic quiz zes that assess whether their product knowledge is up to date. 

Gen eral train ing to sup port diver si fi ca tion. When new employ ees enter the insti tu tion,
they need to be intro duced to the over all prod uct mix, the type of value it is designed to
deliver, how each prod uct can serve the needs of the tar get mar ket, and how the dif fer ent
prod ucts in the port fo lio fit together by mar ket seg ment. They will also need to know where
they can get addi tional infor ma tion or find ref er ence mate rial about the insti tu tion’s var i ous
prod ucts. This is true even if the employee will only deliver a sub set of all prod ucts because a
broad under stand ing of the over all prod uct port fo lio will enable that staff mem ber to
cross-sell other prod ucts, to have basic answers to cus tom ers’ que ries, and to know how to
find infor ma tion about other prod ucts and how to refer customers appropriately. 

It may be desir able to include on-the-job train ing in each prod uct dur ing the pro ba tion
period, or to have a pol icy of rotat ing staff across prod ucts, so that each new employee learns
about the insti tu tion’s prod uct offer ing through expe ri ence. This is espe cially true for man -
age ment train ees who will need to over see staff who are deliv er ing dif fer ent prod ucts. Knowl -
edge gained through this kind of hands-on train ing is much more likely to be retained than
infor ma tion gathered in a classroom. 

To sup port diver si fi ca tion over time, staff may need occa sional train ing in other areas: 

l cus tomer ser vice: to develop spe cific skills that will improve the qual ity of ser vice deliv -
ered to cus tom ers; to com mu ni cate new cus tomer ser vice pri or i ties or stan dards; or to
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intro duce new tech nol o gies (or new ways of using old tech nol o gies) to serve cus tom ers
better

l time man age ment: to assist employ ees in bal anc ing the demands of mul ti ple prod ucts

l cross-sell ing: to help employ ees under stand how cli ents’ use of the MFI’s prod ucts is
evolv ing, per haps due to changes in the exter nal envi ron ment or in the needs of the mar -
ket seg ments being served

l anal y sis: to help mid dle man ag ers, in par tic u lar, to inter pret per for mance reports and use
them to set pri or i ties for their staff in a way that enables the team to achieve its objec tives

l risk man age ment: to raise aware ness of risks that need to be man aged; to develop the
abil ity to imple ment new con trols; to strengthen skills that are needed to imple ment exist -
ing con trols more effec tively

l change man age ment: to assist staff in reori ent ing to the needs of a new cus tomer group,
or in adapt ing their sys tems to incor po rate a new prod uct or part ner

Improv ing the effec tive ness of train ing. Although train ing is impor tant, it can be costly,
both finan cially and in terms of oppor tu nity cost, since staff must be removed from their
oper a tional envi ron ment to attend the train ing. Because of these costs, MFIs often make a
grave mis take and forgo train ing. How ever, invest ments in train ing are crit i cal to suc cess ful
prod uct diver si fi ca tion. The fol low ing sug ges tions illus trate actions that an MFI can take to
ensure that it gen er ates a sig nif i cant return on its training investment:

1) Set clear objec tives. This will focus both train ers and train ees on what they need to do. If the
objec tives describe results that the MFI wants to see in the work envi ron ment and not only 
in the train ing room, they will guide both train ers and train ees to pro duce results beyond
the train ing room.

2) Hold train ers respon si ble for deliv er ing a cur ric u lum that will achieve agreed-upon objec tives. MFIs can
ask train ers to deliver cer tain key mes sages or enable staff to develop cer tain skills and
com pen sate the trainer on the basis of how well those tasks are per formed. For exam ple,
the MFI and the trainer could agree in advance on the con tent of an exam that would be
given to employ ees attend ing the course and the trainer would receive a base fee plus a
bonus based on the per cent age of train ees who pass the exam. The exam could take the
form of a prod uct knowl edge test, a per cent age reduc tion in the employee’s error rate, an
on-the-job dem on stra tion of a pro cess or pro ce dure as mon i tored by a super vi sor, or a
vari ety of other for mats. 

3) Hold staff account able for meet ing the learn ing objec tives and not just attend ing the train ing. Using the
exam ples pro vided in the pre vi ous bul let, staff could be required to pass an exam before
the end of their pro ba tion ary period, or in order to be eli gi ble for a pro mo tion. Alter na -
tively, par tic i pa tion in a train ing course could be inte grated into an employee’s annual per -
for mance plan. It could be designed to improve the employee’s skills in a par tic u lar area
and those skills would be eval u ated on the job as part of the annual per for mance review.

4) Assess results three-months after the train ing. Let ting train ers, train ees and super vi sors know that
learn ing will be assessed not only on the last day of the train ing, but also at some later point
in time will encour age every one to take steps to ensure that what is learned is not imme di -
ately for got ten. Of course, the assess ment then needs to take place when the MFI said it
will take place or the strat egy will fail to moti vate per for mance in the future.
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5) Intro duce sup port ive infra struc ture. Giv ing train ees infor ma tion about resources and sys tems
that can sup port them when they return to their work envi ron ment can increase their con -
fi dence and will ing ness to imple ment what they have learned out side the train ing room. 

6) Recy cle prod uct devel op ment tools. Tools that were cre ated dur ing a prod uct’s devel op ment can
be used to com mu ni cate with staff long after the prod uct is launched. Pro cess maps, for
exam ple, may have been cre ated dur ing the prod uct’s design phase, but they can be used to
explain the details of a pro cess to any one who needs to be involved with it. They com mu -
ni cate who is sup posed to carry out which steps; how long each step should take; where
doc u ments should be received, passed and filed; and how risks should be man aged. The
maps are par tic u larly good train ing tools because they con tain visual dia grams of what is
sup posed to hap pen and not just text. Another tool that can be use ful is the 8P Frame work
(see Sec tion 23.5 below). The details of a prod uct are often laid out accord ing to this
frame work to facil i tate com pe ti tion anal y sis or the design of mar ket ing mes sages. Train ers
could recy cle that sum mary to effi ciently explain a prod uct’s fea tures to employ ees who are 
not yet famil iar with them.

7) Cre ate train ing oppor tu ni ties that are not class room-based. Learn ing can be more effi cient if staff
can access new infor ma tion or expe ri ences with out hav ing to be absent from work. There
are many ways to do this, most of which fall into the cat e gory of on-the-job train ing, but
oppor tu ni ties for dis tance learn ing are increas ing given the devel op ment of internet,
videoconferencing and chat tech nol o gies as well as the infra struc ture that makes these
tech nol o gies acces si ble at a rea son able price. Orga ni za tions such as the Rural Finance
Learn ing Cen tre, echange, and the SEEP (Small Enter prise Edu ca tion and Pro mo tion)
Net work have already devel oped CR-Rom and internet-based dis tance learn ing courses on 
top ics that are rel e vant for diver si fy ing MFIs: liquid ity man age ment, agri cul tural lend ing,
mar ket ing research, cus tomer ser vice, and more. MFIs might also con sider devel op ing
their own sim ple PowerPoint pre sen ta tions with embed ded audio and video links to help
intro duce staff to a new prod uct or mar ket seg ment, or to refresh employee knowl edge of
the over all prod uct mix for the pur poses of cross-sell ing.

8) Be more sys tem atic about peer-to-peer learn ing. On-the-job train ing will be more cost-effec tive if it 
is planned so that those who will be doing the train ing can be pre pared for it. MFIs like
Equity Bank in Kenya plan, for exam ple, to have staff who are involved in pilot ing a new
or improved prod uct be the ones who will train oth ers to roll out the prod uct in new loca -
tions. Staff who will be doing the coach ing can receive train ing in how to be an effec tive
coach. They may need to strengthen cer tain skills, such as lis ten ing, ques tion ing or giv ing
con struc tive crit i cism. Both train ees and coaches can be given guide lines with respect to
the knowl edge that should be com mu ni cated, the behav iours and pro cesses that should be
mod elled, and the skills that should be observed and devel oped once the trainee begins to
imple ment tasks. Feed back can then be pro vided on the per for mance of the coach and the
trainee accord ing to the guide lines pro vided. Peer-to-peer learn ing also can also be facil i -
tated in con texts other than one-on-one coach ing, as dem on strated by the train ing credit
com mit tees used at Mi-Bospo in Boznia and Herzegovina (see Box 23.6).
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Sup port ive Infra struc ture

Train ing is not the only way to increase employ ees’ capac ity and moti va tion to deliver a more
diverse port fo lio. In fact, the infra struc ture that an MFI does or does not pro vide to sup port
employ ees’ deliv ery of its prod ucts can have a much larger impact on which prod ucts they
choose to deliver and the qual ity and con sis tency with which they deliver those prod ucts.
Four com po nents of a sup port ive infra struc ture are described below: ref er ence sources, feed -
back and learn ing sys tems, lead er ship and direc tion, and decentralization.

Ref er ence sources. Prod uct man u als, bro chures, pro cess maps and fre quently asked ques -
tion sheets can remind staff of prod uct details and assist in trou ble shoot ing when a cus tomer
asks a ques tion to which the staff per son does not know the answer. These mate ri als can be
made avail able in hard copy or via an intranet-based ref er ence sys tem that might include a
search able data base of prod uct ques tions or a blog through which staff can com mu ni cate
more infor mally. In addi tion to writ ten mate ri als, prod uct man ag ers can serve as “help desks,” 
offer ing employ ees one-on-one assis tance with issues that are not addressed else where. Once
a new issue is raised and resolved, the prod uct man ager can insti tu tion al ize the learn ing by
updat ing other ref er ence mate ri als, for exam ple, by add ing the ques tion and its solu tion to the
fre quently asked ques tions data base or adjust ing rel e vant pro cess maps to clar ify a pro ce dure. 

Feed back sys tems. Although feed back and learn ing sys tems are impor tant for mono-prod -
uct insti tu tions, they become even more impor tant for multi-prod uct insti tu tions as a tool for
safe guard ing the cus tomer rela tion ship and over all cus tomer sat is fac tion. They can chan nel
com pli ments, com plaints and sug ges tions about the over all prod uct mix, as well as indi vid ual
prod ucts, to a place where action can be taken. Pro ject man age ment soft ware with issue track -
ing fea tures can enable MFIs to track cus tomer ser vice issues and ensure that they are
responded to. Feed back sys tems should chan nel input from both inter nal and exter nal cli ents, 
giv ing staff a way to share their chal lenges and learn ing with oth ers in the insti tu tion, and giv -
ing oth ers a chance to respond. Weekly meet ings at the branch level, per for mance eval u a -
tions, inter nal audit reports, mar ket research ini tia tives, hot lines and sug ges tion boxes are all
poten tial com po nents of such a sys tem. 

Lead er ship and direc tion. Regard less of how a diver si fied MFI chooses to divide respon si -
bil i ties amongst its frontline staff, it needs to clar ify what it expects from each employee and it
needs to guide employ ees’ allo ca tion of time and effort. Orga ni za tional charts and job
descrip tions are pow er ful tools for com mu ni cat ing respon si bil ity. A job descrip tion can make 
employ ees aware that cross-sell ing is some thing they should be doing, for exam ple, and an
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Box 23.6 Train ing through Credit Com mit tees

As part of its train ing pro gram, MI-BOSPO estab lished train ing credit com mit tees
through which appli ca tions were dis cussed before pass ing to the for mal credit com mit -
tee for final loan deci sions. The train ing credit com mit tee pro vided a sort of lab o ra tory of
learn ing for both loan offi cers and man ag ers. They enabled detailed dis cus sions on a
range of issues and dilem mas pre sented by dif fer ent types of appli ca tions and avoided
turn ing for mal credit com mit tees into train ing ses sions.

Source: Delien et al., 2005.



organigram can help staff under stand to whom they must be account able and from whom
they can expect reg u lar guid ance with respect to insti tu tional and team pri or i ties. Super vi sors
are usu ally the ones to com mu ni cate which prod ucts employ ees should pro mote and how
much time they should spend on one prod uct ver sus another, but there are other tools that
can pro vide guid ance as well. 

For years, ASA (Asso ci a tion for Social Advance ment) in Ban gla desh used black boards in its
branches to focus field offi cers on the repay ments and sav ings they were expected to bring
back each day after vis it ing their groups (Rutherford, 2008). Qual ity stan dards can be used to
com mu ni cate the level of effort that staff should invest in deliv er ing a ser vice or ful fill ing a
par tic u lar func tion (see Box 23.7). Incen tives, as dis cussed below, can encour age staff to
focus their time or effort on a spe cific set of priorities. 

Decen tral iza tion. If an MFI’s struc ture pro vides clear lead er ship and direc tion but con cen -
trates deci sion-mak ing power at the head office, frontline staff can become frus trated and dis -
il lu sioned with what they per ceive to be bureau cratic, unin formed or time con sum ing
approval pro cesses. As long as suf fi cient con trols are in place to facil i tate deci sions at the field
level, frontline staff will have more oppor tu nity to take own er ship and pride in their ser vice
deliv ery. They will have more free dom to do what needs to be done to achieve insti tu tional
objec tives.

Incen tives

When employ ees are asked to deliver mul ti ple prod ucts, they have to make daily deci sions
about how much time and energy they will spend on each prod uct, which trans ac tions they
will pro cess first, which prod ucts they will rec om mend to cli ents, and so on. There is a nat u ral
ten dency to pri ori tise those prod ucts that are eas i est or least risky to deliver, and not nec es sar -
ily the ones that gen er ate the great est value for the insti tu tion or for the cli ent (see, for
example, Box 23.8).
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Box 23.7 Sam ple Qual ity Stan dards

l Cash deposit: Time at coun ter less than 1.5 min utes

l Account open ing: Time at account open ing desk 10 min utes

l Cus tomer enqui ries: 80% of enqui ries at enqui ries desk less than 5 min utes

l Num ber of trans ac tions per teller per day: 350

l Accu racy of pro cess ing: More than 97.5%

l Score on prod uct knowl edge exam:  85%

Source: Adapted from Wright et al., 2005.



Incen tives are a valu able man age ment tool because they can influ ence these deci sions. They
can be used to com mu ni cate an MFI’s pri or i ties and to moti vate staff to spend more time on
prod ucts or func tions that they might oth er wise not pri ori tise. For instance, if an MFI wants
to focus staff on cus tomer ser vice rather than the deliv ery of spe cific prod ucts, it can build a
finan cial incen tive scheme that mea sures cus tomer sat is fac tion, pro cess ing time and cli ent
reten tion, or offer an employee-of-the-month award based on the same indi ca tors. 

Incen tive schemes can also facil i tate decen tral iza tion and self-man age ment by align ing
employ ees’ self-inter est with an MFI’s core val ues or stra te gic objec tives (see, for exam ple,
Box 23.9). Incen tive schemes that use sim ple, mea sur able indi ca tors make it easy for employ -
ees to iden tify what their insti tu tion wants and to reg u larly gauge whether they are deliv er ing
what is expected. 

Although incen tives are pow er ful, they will not nec es sar ily sup port diver si fi ca tion. When Al
Amana in Morocco first intro duced busi ness train ing as a non-finan cial prod uct, loan offi cers
under sold it because their incen tive scheme did not reward them for spend ing time on the
prod uct. Some times MFIs are tempted to use their incen tive schemes to encour age sales of
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Box 23.8 Work ing Cap i tal Loans vs. Hous ing Microfinance

In a joint study of ten MFIs offer ing hous ing microfinance, ACCION Inter na tional and
Hab i tat for Human ity Inter na tional found that loan offi cers at most MFIs are respon si ble
for mar ket ing and eval u at ing both work ing cap i tal microenterprise loans and hous ing
microfinance, given that the gen eral char ac ter is tics and deliv ery meth ods of the loan
prod ucts are quite sim i lar. How ever, the two addi tional steps of the credit eval u a tion
unique to the hous ing loan prod uct (eval u a tion of pro ject bud get and sketch of pro posed
hous ing improve ments) have dis cour aged active sell ing of hous ing microfinance by loan
offi cers con cerned with meet ing pro duc tiv ity goals. 

Source: Mesarina and Stickney, 2007.

Box 23.9 Grameen Bank’s Five-Star Incen tive Sys tem

Grameen Bank rates its branches accord ing to a five-star sys tem designed to pro mote
core Grameen val ues, nota bly sav ings, pru dence and edu ca tion. Branches are awarded
stars of dif fer ent colours based on their achieve ments against the fol low ing five
benchmarks: 1) Green Star – a 100 per cent repay ment rate; 2) Blue Star – prof it abil ity;
3) Vio let Star – depos its exceed loans out stand ing; 4) Brown Star – all chil dren of bor -
row ers attend school; 5) Red Star – all bor row ers have crossed over the pov erty line.
Branch staff can wear the stars as a badge of hon our and dis play their stars in the branch
sta tio nery to show their achieve ment.

Accord ing to Moham med Yunus, Grameen Bank’s founder, the sys tem “has gen er ated a
burst of energy all around. [Staff] are not doing it for any mon e tary ben e fit, they are doing 
it in the spirit of com pe ti tion – to be ahead of their peers, to cre ate a record for his
branch, or area, or zone, to make a per sonal con tri bu tion in chang ing the eco nomic and
social con di tion of the poor fam i lies he is work ing for, and, above all, to prove their worth
to them selves.”

Source: Adapted from Yunus, 2002 and O’Reilly, 2008.



their most prof it able prod ucts. This can gen er ate short-term returns for the MFI, but it can
also dis cour age staff from plac ing cli ents’ needs at the fore front of their mar ket ing activ i ties
and weaken the long-term cus tomer rela tion ship. 

It is not easy to cre ate an incen tive scheme that moti vates exactly the kind of per for mance an
MFI is look ing for. If man ag ers wish to take advan tage of this tool, they need to take care in its 
design and main te nance. Some of the issues worth tak ing into account in the con text of diver -
si fi ca tion are:

l Sim plic ity. Incen tive schemes need to be sim ple enough for staff to under stand and find
moti vat ing. If an MFI tries to offer one incen tive scheme that rewards some thing dif fer -
ent about every prod uct, the scheme will be too com plex to be use ful. MFIs that orga nize
their ser vice deliv ery by cli ent are better off choos ing the prod ucts that most war rant
atten tion and select ing a few indi ca tors on which to base the incen tive scheme. MFIs that
orga nize their ser vice deliv ery by prod uct and do not have many prod ucts could offer a
dif fer ent incen tive scheme for each prod uct and focus them on a lim ited num ber of indi -
ca tors. The more com plex the prod uct menu becomes, the more sim ple it will be to
reward over all per for mance based on prof it abil ity or cus tomer sat is fac tion with occa -
sional tar geted com pe ti tions to empha size spe cific issues in the short-term.

l Deliv ery chan nel clus ter ing. If staff deliver more than one prod uct but can be grouped
by deliv ery chan nel, a sep a rate scheme could be devel oped for each deliv ery chan nel. For
exam ple, one group of field offi cers might work on the out skirts of town pro vid ing group
loans, a vol un tary sav ings ser vice and a man da tory insur ance ser vice through monthly
group meet ings. Another group of field offi cers might serve indi vid ual cli ents at the
branch office pre mises. Each could have its own incen tive scheme.

l Fair ness. If frontline staff have dis tinct prod uct respon si bil i ties, offer ing a reward for
one prod uct’s per for mance and not another can cre ate ani mos ity and poor morale among
those who work with the unre warded prod uct. The same is true for staff serv ing dif fer ent
mar ket seg ments. Not all seg ments have the same poten tial for growth, so branch-based
incen tives need to be benchmarked to the mar ket poten tial of the area being served. 

l Grad u a tion. If one prod uct is meant to be a step ping stone to another, and the same
employee can not deliver both prod ucts, employ ees who sup port a cli ent’s tran si tion to the 
next prod uct should receive a reward when the cli ent grad u ates. If there is no reward, staff
will be less likely to encour age grad u a tion. This is what hap pened at FINCA Uganda when 
it intro duced its new Small Enter prise Part ner ship prod uct. Some credit offi cers opposed
the new prod uct because the trans fer of high-value cli ents to the new prod uct affected
their bonus pay ments (Cracknell et al., 2002).

l Risk. Incen tives should always bal ance quan tity with qual ity. Incen tive schemes for loan
prod ucts, for exam ple, should mea sure delin quency lev els while those for insur ance prod -
ucts should look at the qual ity of claims pro cess ing and the per cent age of pol icy renew als.

l Test ing. Given the pos i tive and neg a tive effects that an incen tive scheme can have on a
new prod uct’s intro duc tion, it is a good idea to observe the impact of incen tives dur ing the 
prod uct’s pilot test. If a new incen tive scheme will be intro duced along with the new prod -
uct, the scheme should be tested as part of the pilot so that adjust ments can be made as
nec es sary to ensure the effec tive ness of the scheme before rollout.
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l Adjust abil ity. MFIs need to be able to change their incen tives peri od i cally to empha size
dif fer ent pri or i ties. For instance, if an insti tu tion is short of funds, it can have a spe cial com -
pe ti tion for sav ings mobi li za tion; if it then becomes overly liq uid, it can switch pri or i ties to
lend ing. If incen tives are not reg u larly adjusted to moti vate spe cific per for mance, they can
lose their power as a man age ment tool and come to be per ceived as an enti tle ment.

l Group vs. indi vid ual. Indi vid ual incen tives can be appro pri ate when rev e nue (or a mea -
sur able social return) is gen er ated by spe cific indi vid u als. They can work for many loan,
leas ing, insur ance and money trans fer prod ucts, but with sav ings prod ucts, it is dif fi cult to
iden tify and reward indi vid ual con tri bu tions. MFIs that offer both sav ings and loans
some times use a com bi na tion of indi vid ual and group incen tives, as Prizma has done in
Bosnia-Herzegovina (see Box 23.10). One of the most pow er ful rea sons for diver si fied
MFIs to use group-based incen tives is to moti vate team work and cross-sell ing. 

23.4 Com mu ni cat ing with Cli ents

Effec tively com mu ni cat ing the value of each prod uct becomes more dif fi cult as the num ber
of prod ucts in the port fo lio grows. Pre vi ous sec tions of this chap ter have already iden ti fied
sev eral actions that MFIs can take in an attempt to reduce the risk of con fu sion among clients:

l Divide frontline staff respon si bil i ties by cus tomer rather than prod uct.

l Cre ate cus tomer ser vice rep re sen ta tives who take spe cial respon si bil ity for cli ent com mu -
ni ca tion.
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Box 23.10 Prizma’s Use of Indi vid ual and Group Per for mance Goals

In Bosnia-Herzegovina, Prizma uses a com bi na tion of indi vid ual and group-based incen -
tives, to include depth of out reach, ser vice qual ity and the finan cial health of the MFI
as a whole. Loan offi cers are rewarded monthly for per for mance on a few select indi -
ca tors, includ ing cli ent case load, drop-out rates, port fo lio at risk, loans dis bursed,
and depth of out reach. In addi tion, all branch staff receive a per cent age of Prizma’s
annual sur plus as a profit-shar ing bonus. This is mea sured with vary ing weights set by 
the Board annu ally and based on the team’s aggre gate score across its six core per for -
mance areas:

1. Pro duc tiv ity – num ber of cli ents per staff

2. Breadth – growth in num ber of active cli ents

3. Depth – num ber of new, very poor cli ents, as mea sured by its Pov erty Score card

4. Effi ciency – admin is tra tive effi ciency ratio

5. Drop-outs – drop-out rate over 90 days

6. Write-offs – annual write-off rate

Prizma’s head quar ters staff are also eli gi ble for annual profit-shar ing bonuses, based on
aver age branch per for mance. This gives them an incen tive to ensure the sound func -
tion ing of the MFI’s oper a tions as a whole.

Source: Cam pion and Linder, 2008.



l Pro vide train ing, ref er ence sys tems and other sup port infra struc ture to help all staff
under stand and be able to com mu ni cate the over all prod uct mix.

There are, how ever, six other steps that insti tu tions can take to help cli ents iden tify the right
prod ucts for their var ied needs and ensure that the expand ing prod uct port fo lio strength ens
rather than threat ens cus tom ers’ rela tion ship with the MFI. These are: 

1. Make sure that prod ucts are clearly dif fer en ti ated from each other and from the com pe ti tion.

2. Craft clear mes sages with a cus tomer focus.

3. Build a brand that con nects each prod uct to an over arch ing MFI-cus tomer rela tion ship.

4. Tai lor the prod uct mix and com mu ni ca tions strat egy to meet the needs of dif fer ent mar ket 
seg ments.

5. Bun dle and cross-sell prod ucts.

6. Pro vide or facil i tate access to finan cial edu ca tion oppor tu ni ties so that cli ents can better
under stand how to make use of diverse prod uct options. 

Prod uct Dif fer en ti a tion

The more clearly dis tinct one prod uct is from another, the eas ier it will be for staff to explain
what each prod uct has to offer, and the eas ier it will be for cli ents to iden tify which prod uct(s)
might be able to meet their needs at a par tic u lar point in time. The more prod ucts an MFI intro -
duces into its port fo lio, the more dif fi cult it can become to dis tin guish one from another. Even
two rel a tively dif fer ent loan prod ucts – one group-based and one for indi vid u als – can be con -
fused and even mis used by cli ents if the fea tures of the prod ucts over lap. SHARE in India made
cer tain that there would be no con fu sion between its three loan prod ucts by estab lish ing mutu -
ally exclu sive ranges for the loan amounts for each prod uct, as illus trated in Table 23.2.

Table 23.2 Prod uct Dif fer en ti a tion at SHARE (India)

Prod uct Loan Amount

Group Loan Up to Rs 10,000

Indi vid ual loan with sim pli fied cash flow appraisal From Rs 10,001 to Rs 20,000

Indi vid ual loan with com plete appraisal pro cess Above Rs 20,000

Source: Authors.

One of the most use ful tools for dif fer en ti at ing prod ucts is the mar ket ing frame work known
as the “8 Ps”. This frame work is use ful because it breaks the com po nents of a prod uct into
eight parts, which are sum ma rized in Table 23.3. These eight parts describe dif fer ent aspects
of the core, actual and aug mented prod uct that was intro duced in Chap ter 1 and can help
insti tu tions design prod ucts that are unique. Although two prod ucts may be sim i lar in many
respects, a dif fer ent design in one of the 8P areas can dif fer en ti ate them. In MFIs that have a
large prod uct port fo lio, tables that ana lyze and com pare prod ucts along the 8P frame work
can be used for inter nal train ing pur poses to assist staff in under stand ing which prod uct is
more appro pri ate to meet which client needs and why.
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MFIs can also use the 8P frame work to iden tify dif fer ences between their exist ing prod ucts
and those of the com pe ti tion (see Table 24.4 in the chap ter on prod uct port fo lio man age -
ment). If frontline employ ees under stand those dif fer ences, it can help them explain to cus -
tom ers what makes each of their prod ucts unique. When an MFI’s prod uct fea tures are
rel a tively sim i lar to those of the com pe ti tion, the 8P anal y sis can help staff iden tify how their
MFI’s deliv ery of the prod uct is more attrac tive than that of the com pe ti tion. Finally, for
MFIs that have many prod ucts in their port fo lio, the anal y sis enables staff to hone in on an
area of rel a tive strength, which can help them make a sale. 

Table 23.3 The 8 Ps of Mar ket ing

The “P” Details of the “P”

Prod uct Design Spe cific fea tures such as min i mum bal ances, loan terms; also ancil lary aspects
such as dis burse ment times, col lat eral or guar an tees, amor ti za tion sched ules,
repay ment struc tures (e.g. bal loon pay ments or inter est-free grace periods etc).

Price Inter est rate, with draw als costs, loan fees, pre pay ment pen al ties, prompt pay ment 
incen tives, trans ac tion costs, etc. The price needs to be con sid ered fair by the
cus tomer given the ben e fits pro vided by the other 7 P’s while gen er at ing enough
rev e nue to cover the insti tu tion’s costs of pro vid ing those benefits.

Pro mo tion Adver tis ing, pub lic rela tions, pub lic ity, and all aspects of sales com mu ni ca tion.

Place Dis tri bu tion, mak ing sure that the prod uct/ser vice is avail able where and when it
is wanted. This includes such options as out reach agents, mobile bank ers and
ATMs. From the cus tomer’s per spec tive, place refers to con ve nience and
acces si bil ity of the prod uct or ser vice being offered.

Posi tion ing Is the MFI occu py ing a dis tinct com pet i tive posi tion in the mind of the tar get
cus tomer? This could be in terms of low trans ac tion cost, low price, high qual ity,
secu rity of sav ings, quick turn around time, pro fes sional ser vice, etc. It is a
per cep tion. The posi tion ing of prod ucts needs to be con sis tent with the over all
posi tion ing of the institution.

Phys i cal Evi dence Makes the MFI and its intan gi ble ser vices vis i ble. It includes the pre sen ta tion of
the prod uct, how the branch looks, whether it is tidy or dirty, newly painted or
decay ing, the appear ance of the bro chures, post ers and pass books, etc.

Peo ple How are cli ents treated by the MFI’s staff? Are they treated with the cour tesy and
atten tion befit ting a cus tomer? Are they made to feel wel come? etc.

Pro cess The way in which prod uct and ser vices are deliv ered: how the trans ac tion is
pro cessed and doc u mented, the queues, the forms to be filled, etc.

Source: Frankiewicz et al., 2004.

Cre at ing Clear Mes sages with a Cus tomer Focus

Once an MFI knows what dif fer en ti ates the indi vid ual prod ucts in its port fo lio, com mu ni cat -
ing that infor ma tion to cus tom ers is not as straight for ward as it might at first appear. The lan -
guage and for mat that an insti tu tion uses to describe a prod uct inter nally is usu ally not the
same kind of lan guage or for mat that cus tom ers would find attrac tive or help ful. To cre ate a
clear mes sage for cus tom ers’ con sump tion, MFIs should pay atten tion to five things in par tic -
u lar: ben e fits, lan guage, graphics, com pet i tive advantage and transparent pricing.
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Ben e fits: Much more impor tant than the list of prod uct fea tures is an expla na tion of what the 
prod uct or prod uct port fo lio can do for the cus tomer. Why should any one buy it? What prob -
lems can it help cus tom ers solve, or what oppor tu ni ties can it help them take advantage of? 

Lan guage: One of the more dif fi cult parts about com mu ni cat ing with cus tom ers is get ting
the word choice right. Lit er ally, an MFI’s cus tom ers may speak dif fer ent local lan guages or
they may use local expres sions within a national lan guage. They will prob a bly use a more basic
vocab u lary than the head office staff who typ i cally design an MFI’s mar ket ing mes sages. Test -
ing mes sages with frontline staff and with cus tom ers before using them in a major cam paign
can be very help ful in ensur ing that cus tom ers will under stand and respond to a message in
the way an MFI hopes.

Graphics: In writ ten com mu ni ca tion, pic tures can be worth a thou sand words. A colour ful,
attrac tive design with pho to graphs of peo ple who resem ble an MFI’s tar get cli ents will deliver 
a “this MFI is for you” mes sage much more pow er fully than the words by them selves. A bro -
chure for an MFI that serves 95 per cent women and wants to con tinue serv ing pri mar ily
women should look dif fer ent from that of an MFI that aims to serve a bal anced num ber of
women and men. Sim i larly, a bro chure for own ers of small and medium enter prises should
look dif fer ent from a bro chure for microenterprises. Maps with branch loca tions and tables
or charts with prod uct infor ma tion can be much easier to understand than text.

Com pet i tive advan tage: Cus tom ers are aware of an MFI’s com pe ti tion, some times more
aware than the insti tu tion itself. They will often shop around, or at least, gather infor ma tion
from fam ily and friends about what oth ers have to offer before mak ing a deci sion about
whether to buy from any par tic u lar insti tu tion. The infor ma tion cli ents gather may be true or
mis guided and MFIs have lit tle con trol over that. How ever, they can help to shape poten tial
cli ents’ per cep tions of their insti tu tion by clearly stat ing what its advan tage is over the com pe -
ti tion. How is its prod uct better than other sim i lar products available in the market?

Pric ing: Detailed infor ma tion on pric ing is often omit ted from mar ket ing mes sages in order
to focus cus tom ers on the ben e fits of a prod uct rather than its costs, to avoid hav ing to reprint 
expen sive bro chures every time a prod uct’s price changes, and to make it more dif fi cult for
com pet i tors to under stand the MFI’s prod uct strat egy. This deci sion is ratio nal, but there are
some clear disadvantages: 

l The more dif fi cult it is for poten tial cli ents to deter mine the true cost of a prod uct, the lon -
ger it will take them to make a pur chase deci sion. They may decide it is not worth the
effort to pur chase the prod uct, or they may choose to pur chase from a com pet i tor that is
eas ier to under stand. 

l Cli ents may pur chase the prod uct and then be upset after wards when they dis cover “hid -
den” fees or trans ac tion costs that they did not ini tially per ceive. If this hap pens, an MFI
may suc ceed at get ting the ini tial sale, but at the expense of a long-term rela tion ship. 

l A lack of trans par ency around prices makes it eas ier for unscru pu lous com pet i tors to take
advan tage of the poor. They can offer prod ucts that look sim ple but delib er ately hide fees, 
charges or con di tions that increase the cost of bor row ing, limit insur ance ben e fits, or
erode the amount cli ents save or trans fer. 
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The more clearly an MFI com mu ni cates its pric ing pol icy and helps poten tial cli ents under stand
the pric ing con sid er ations that deserve atten tion, the eas ier it will be for them to assess the true
value of the MFI’s offer ing and to pro tect them selves from pred a tory finan cial ser vice pro vid -
ers. This does not mean that MFIs must pro vide detailed price infor ma tion in their first com -
mu ni ca tion with cli ents or that it must be printed in their bro chures. It can, for exam ple, be
pro vided as a black and white insert to the bro chure or be shared dur ing cli ent ori en ta tion ses -
sions. MFIs that wish to assess the trans par ency of their cur rent pric ing pol i cies can refer to the
guide lines and indi ca tors recently devel oped by the Smart Cam paign (see Box 23.11).
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Box 23.11 Trans par ent and Respon si ble Pric ing as a Cli ent Pro tec tion
Prin ci ple

Trans par ent and Respon si ble Pric ing is one of the six cli ent pro tec tion prin ci ples that
have been endorsed by over 450 orga ni za tions – includ ing hun dreds of retail
microfinance pro vid ers, net works, asso ci a tions, sup port orga ni za tions, and close to
90 inves tors and donors – par tic i pat ing in the Smart Cam paign. Listed below are the
seven indi ca tors that are cur rently used by pro vid ers to assess the degree to which
they are trans lat ing the com mit ment to trans par ent pric ing into action:

1. Prices, terms and con di tions of all finan cial prod ucts are fully dis closed to the cli ent prior 
to sale, includ ing inter est charges, insur ance pre mi ums, min i mum bal ances , all fees,
pen al ties, linked prod ucts, 3rd party fees, and whether those can change over time.

2. Staff are trained to com mu ni cate effec tively with all cli ents, ensur ing that they
under stand the prod uct, the terms of the con tract, their rights and obli ga tions. Com -
mu ni ca tions tech niques address lit er acy lim i ta tions (e.g., read ing con tracts out loud, 
mate ri als in local lan guages). 

3. Mul ti ple chan nels for dis clos ing clear and accu rate infor ma tion about the prod uct are 
used, such as bro chures, ori en ta tion ses sions, meet ings, post ing infor ma tion in the
branch, websites, etc. 

4. The finan cial insti tu tion fol lows truth-in-lend ing laws and required annual per cent -
age rates (APR) or effec tive inter est rate cal cu la tion for mu lae. In the absence of
indus try-wide require ments, infor ma tion is pro vided that shows the total amount that
the cli ent pays for the prod uct.

5. Loan con tracts show an amor ti za tion sched ule that sep a rates prin ci pal, inter est, fees; 
define the amount, num ber and due dates of install ment pay ments and include fees
and con di tions for early repay ment, late pay ments and default. Debt col lec tions prac -
tices are revealed to the bor rower prior to the time of sale. 

6. Cli ents are given ade quate time to review the terms and con di tions of the prod uct and
have an oppor tu nity to ask ques tions and receive infor ma tion prior to sign ing con tracts.

7. Cli ents reg u larly receive clear and accu rate infor ma tion regard ing their accounts
(e.g., account state ments, receipts, bal ance inqui ries). 

Ques tions for mea sur ing an MFI’s per for mance in each area, as well as indi ca tors for
assess ing how respon si ble an MFI’s pric ing may be can be found in the Smart Cam paign
pub li ca tion, “Con duct ing Cli ent Pro tec tion Assess ments: A Guide” avail able at:
http://www.smartcampaign.org.

Source: Smart Cam paign, 2010. 



Brand ing

Although the dif fer en ti a tion of indi vid ual prod ucts is impor tant, so is the iden tity of the insti -
tu tion and the rela tion ship that an MFI builds with each cli ent inde pend ent of the indi vid ual
prod ucts that a cli ent is using at a par tic u lar point in time. The prod ucts in an MFI’s port fo lio
need to sup port and strengthen that rela tion ship, rather than eclipse it. A prod uct can eclipse
an insti tu tion if it becomes so pop u lar that cli ents know the ser vice by the name of the prod -
uct and the per son who deliv ers it rather than by the name of the insti tu tion. If this hap pens, it 
will be more dif fi cult for the MFI to cross-sell other prod ucts and to adjust product strategy in 
the future. 

Brand ing refers to the actions that an MFI takes to build an iden tity or per son al ity in the mar -
ket place that com mu ni cates what the insti tu tion stands for – what it is good at or what dis tin -
guishes it from the com pe ti tion. The key to suc cess ful brand ing of a diver si fied port fo lio is to
build an iden tity that uni fies the prod uct mix and, to the extent pos si ble, cre ate prod uct
brands that reflect the insti tu tional brand, so that each prod uct can be eas ily rec og nized as a
product of the MFI. 

Although detailed guid ance on how to build a brand is beyond the scope of this chap ter, there
are four tech niques worth dis cuss ing here because of their use ful ness in help ing to com mu ni -
cate to cus tom ers that an MFI’s indi vid ual prod ucts are part of a larger pack age of services. 

1. Ele ments of the MFI’s name, logo, tagline or colours can be incor po rated into the name,
logo, tagline or colours of each prod uct. Three exam ples of this tech nique are pro vided in
Fig ure 23.3. 

2. Cus tom ers can be pro vided with more than one chan nel for com mu ni cat ing with the insti -
tu tion, at least one of which is not prod uct-spe cific. A cus tomer ser vice rep re sen ta tive at
the branch level or a hot line answered by staff in the head office are two exam ples of such
chan nels.

3. An MFI can iden tify what it is that binds its prod uct port fo lio together and high light that
ele ment in all of its mar ket ing mate ri als. For exam ple, if an insti tu tion has focused its prod -
uct port fo lio around meet ing the needs of women through out their lifecycle, each prod uct
bro chure could explain how that par tic u lar prod uct could be use ful to a woman at dif fer ent 
moments in her life. If an MFI focused on a core com pe tence such as con ve nience, then
each prod uct’s bro chure could high light what makes the prod uct con ve nient.

4. An MFI can find a way to refer to other prod ucts in its port fo lio even when the pri mary
pur pose of the com mu ni ca tion is to high light one prod uct in par tic u lar. For instance, the
insti tu tion with a prod uct port fo lio that focuses on meet ing the needs of women through -
out their lifecycle could include a dia gram on the back page of each prod uct’s bro chure
that posi tions all the prod ucts offered by the MFI along a timeline accord ing to when in a
woman’s life those prod ucts might be use ful. In the MFI that focuses on con ve nience,
there could be a tagline that says, “...just one of the many prod ucts that Microbank can
bring to your door”.
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Fig ure 23.3 Prod uct Brand ing at BancoSol, Mibanco and
Tameer Micro Finance Bank

Source: www.bancosol.com.bo, www.mibanco.com.pe, and www.tameerbank.com.

No mat ter what kind of iden tity an MFI decides to cre ate in the mar ket place, it is impor tant
that it can deliver what it prom ises. If it com mu ni cates to cus tom ers that what makes it spe cial 
is its abil ity to deliver what cus tom ers need faster than any one else, then it must be able to
deliver its prod ucts quickly. If it does not, cus tom ers will lose trust in the institution.

The drive for con sis tency does not require that an MFI deliver exactly the same prod uct mix
in every branch and to every mar ket seg ment. How ever, it does require con sis tent mes sages
about what the MFI is deliv er ing, where, to whom and why. As men tioned ear lier in this chap -
ter, staff train ing, ref er ence sources, cus tomer ser vice stan dards and incen tive schemes can
help frontline staff know what mes sages to com mu ni cate and be moti vated to deliver those
mes sages when they inter act with cus tom ers. In addi tion to this, an MFI might want to com -
mu ni cate directly with cus tom ers, per haps through a cus tomer ser vice char ter that it dis plays
on the walls of its branches or atta ches to its prod uct con tracts (refer back to Box 23.1), or
per haps through an annual event at which a mem ber of the senior man age ment team meets
with cus tom ers at each branch and updates them on what will change and what will not in the
com ing year. The par tic u lar chan nel of com mu ni ca tion is less impor tant than mak ing sure
cus tom ers are informed when changes are made to prod ucts. In the midst of such changes, it
can be help ful for cus tom ers to be reminded of what will not change, so their rela tion ship
with the MFI is firmly rooted in a core commitment to service that transcends any particular
product.
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Tai lor ing the Mix

There are sev eral rea sons for which an MFI might not want to offer the same mix of prod ucts
in every loca tion or com mu ni cate in the same way with every cus tomer. 

l Not all prod ucts will be rel e vant for each mar ket seg ment. Agri cul tural loans and live stock 
insur ance are likely to be of lit tle use to house holds liv ing in urban areas, while loan prod -
ucts that require col lat eral or busi ness records are unlikely to be of use to the poor est. 

l Not all prod ucts will be prof it able in all mar ket seg ments. Door-to-door deposit col lec -
tion might be fea si ble in densely pop u lated com mu ni ties, but not in areas of low pop u la -
tion den sity. 

l Not all mar ket seg ments use the same chan nels of com mu ni ca tion. News pa pers, bill -
boards and bus sign age can be cost-effec tive mar ket ing chan nels in urban areas, but radio
and road shows will usu ally be more effec tive in rural areas, espe cially if there is a high
level of illit er acy. 

l Not all mar ket seg ments look the same, speak the same lan guage or value the same things.
Youth and pen sion ers, for exam ple, are likely to relate to very dif fer ent vocab u lary, pic -
tures and exam ples.

Diver si fied MFIs can improve the effec tive ness of their cli ent com mu ni ca tion by tai lor ing the 
con tent of mes sages and the selec tion of com mu ni ca tion chan nels to the needs and char ac ter -
is tics of dif fer ent mar ket seg ments. This will make prod uct mes sages more attrac tive and eas -
ier to under stand, as well as more cost-effective to deliver. 

Since some sales strat e gies are more effec tive with cer tain prod ucts, MFIs will want to mod ify
their com mu ni ca tions mes sages and chan nels as the prod uct port fo lio changes. Per sonal sell -
ing is crit i cal for the sale of insur ance, for exam ple, because cus tom ers usu ally have lit tle expe -
ri ence with insur ance and must be coaxed into con sid er ing its pos si ble util ity. By con trast,
pub lic rela tions is an impor tant strat egy for the sale of a sav ings prod uct because peo ple must
believe in an MFI’s desire and abil ity to serve the com mu nity over the long-term before they
will trust the MFI with their funds. With money trans fer prod ucts, sales cam paigns are needed 
for both send ers and receiv ers, as illustrated by the case in Box 23.12

Fig ure 23.4 sum ma rizes the five main sales strat e gies, along with exam ples of some of the
mech a nisms that can be used to imple ment those strat e gies. Choos ing the right com bi na tion
of strat e gies to sell the prod ucts in a port fo lio to a par tic u lar mar ket seg ment is an art more
than a sci ence, but cost-ben e fit anal y sis can help MFIs to choose their mix stra te gi cally. A
sim ple anal y sis of the num ber of cus tom ers who are recruited by each sales mech a nism, as
illus trated in Table 23.4, can facil i tate this anal y sis. The infor ma tion to com plete this anal y sis
can be gath ered at the time each prod uct is sold, either through a ques tion on the account
open ing form such as, “How did you hear about this prod uct?” or through a ver bal ques tion
asked by the offi cer pro vid ing a fee-based ser vice. Cost data can be pro vided by the
department in charge of marketing the institution’s products.
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Box 23.12 Send-side Mar ket ing by Fonkoze in Haiti

Send-side mar ket ing is cru cial to the suc cess of money trans fer ser vices in recip i ent
coun tries, but it can be eas ily over looked. The Hai tian MFI Fonkoze learned this les son
when it launched its own, low-cost money trans fer ser vice in coop er a tion with a com mer -
cial bank in the United States. Although it nego ti ated attrac tive terms with the bank and
gen er ated a break-even trans ac tion vol ume, the new trans fer prod uct did not pro duce
suf fi cient prof its to invest in improv ing the ser vice.

Con se quently, Fonkoze for mu lated a send-side mar ket ing cam paign tar geted at the Hai -
tian com mu nity liv ing in the United States. At first, Fonkoze planned to pro duce pub lic
ser vice announce ments, pur chase tar geted radio and print adver tise ments, and con duct
radio inter views in U.S. cit ies with large Hai tian pop u la tions. How ever, the MFI quickly
real ized that this type of expen sive mar ket ing was better at pro duc ing mar ket aware ness
than at chang ing cli ent behav ior. Because Fonkoze’s orig i nal money trans fer ser vice
worked quite dif fer ently than a typ i cal money trans fer com pany (a cus tomer mails a
check to the U.S. bank part ner of Fonkoze, which then sends the funds to the Hai tian
MFI), it needed a mar ket ing cam paign that could con vince poten tial cli ents to do things
dif fer ently, rather than sim ply change ser vice pro vid ers.

The MFI also needed to over come the image of unre li abil ity that small insti tu tions offer -
ing low-cost ser vices often suf fer from among many Hai tians abroad. The result was an
inno va tive cam paign of “fam ily days” at Fonkoze branches in Haiti, dur ing which the
insti tu tion rented out cyber cafés and gave cus tom ers a free five-min ute phone call to
the United States. Fonkoze also gave non-cli ents free phone calls, pro vided they took the 
money they would have spent on a call and opened an account with the MFI. Using this
tech nique, the first event gen er ated 100 new accounts in a sin gle day. The MFI con -
trolled costs by not pay ing for indi vid ual calls, but by pur chas ing them in bulk at a deep
dis count by pay ing the cyber café’s daily rate. Dur ing the calls, grate ful cli ents almost
invari ably men tioned Fonkoze to their rel a tives, pro duc ing a refer ral from a trusted
source – the best kind of pub lic ity the insti tu tion could gen er ate.

The calls also pro duced a tar geted list of cli ents who already send money to Fonkoze cli -
ents reg u larly, rep re sent ing an ideal mar ket for its money trans fer ser vice. The MFI con -
cluded that this focused strat egy yielded better cus tomer con ver sion rates than the
expen sive, untargeted media place ments used in the past.

Source: Isern et al., 2008.



Fig ure 23.4 Sales Strat e gies
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Table 23.4 Sim ple Sales Strat egy Cost-Ben e fit Anal y sis

Sales Strat egy Cost
Num ber of Cli ents Recruited by Prod uct

Cost Per
Cli entIndi vid ual

Loan Group Loan Insur ance Total

Radio 7,500 860 1,440 203 2,503 3.00

Post ers 200 102 15 9 126 1.59

Bill boards 1000 150 90 105 345 2.90

Pam phlets 500 43 180 22 245 2.04

Per sonal sell ing
to new cli ents

2,500 521 1,025 213 1,759 1.42

Source: Authors.

Bun dling and Cross-sell ing

Cross-sell ing refers to the rais ing of aware ness among users of one prod uct that other prod -
ucts are avail able from the same insti tu tion which might be able to meet their other finan cial
needs. Cross-sell ing can make an MFI’s com mu ni ca tion more effi cient, since it enables all
frontline staff to help dis sem i nate infor ma tion about all prod ucts. If cross-sell ing is done well, it
can be extremely effi cient because staff will share infor ma tion about rel e vant prod ucts at the
right time to an appro pri ate sub set of cli ents, which increases the like li hood that time spent on a
sales pitch will actu ally result in a sale. As loan offi cers get to know their bor row ers, for exam ple, 
they can find out who has chil dren approach ing school age and speak with them about the
MFI’s school fees sav ing prod uct. If cus tom ers approach an MFI to open a com mit ment sav -
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ings prod uct, they can be asked whether they would also like to also pur chase sav ings com ple -
tion insur ance, so that their sav ings goal will be met in the event of acci den tal death or dis abil ity.

Cross-sell ing can be effi cient for cus tom ers as well. Frontline staff can help cli ents sort out
which of the MFI’s prod ucts might be use ful to them so they do not have to sort through all
of the prod ucts them selves. MFIs with a diverse prod uct port fo lio can poten tially pro vide a
“one-stop shop ping” expe ri ence for cus tom ers by ful fill ing all their finan cial ser vice needs
and mak ing it unnec es sary for them to go any where else. Cross-sell ing is actu ally a use ful strat -
egy for com mu ni cat ing that the MFI is inter ested in devel op ing a multi-fac eted, life long rela -
tion ship with cli ents, and not just a transaction-based product relationship. 

Bun dling refers to the sale of prod ucts or ser vices as a pack aged deal, in other words, for a
sin gle price. As an MFI diver si fies and its prod uct port fo lio becomes com plex, bun dling
offers an oppor tu nity to sim plify the prod uct menu for dif fer ent mar ket seg ments and make it 
easy for cli ents to iden tify ser vices that have been designed spe cif i cally to meet their needs. 

Bun dling also reduces the per-prod uct cost of acquir ing and main tain ing a cus tomer (see Box
23.13). Thus, the price that can be set for a bun dle of prod ucts is usu ally lower than the price
of buy ing each prod uct inde pend ently. If cus tom ers need all of the prod ucts in a bun dle, this
can pro vide tre men dous value. How ever, if they are forced to pur chase a prod uct that they do
not need sim ply to have access to the one that they want, dis sat is fac tion can result. A bun dled
approach can result in cus tom ers pay ing for ser vices or ben e fits that they do not even know
they have. As dis cussed in pre vi ous chap ters, MFIs often bun dle loan prod ucts with com pul -
sory sav ings, credit life insur ance or non-finan cial ser vices, but this does not always increase
out reach, espe cially when the purchase of the bundle is mandatory. 

Bun dling and cross-sell ing can be com bined, and one of the best rea sons to do so is to intro -
duce a new prod uct. Health insur ance, for exam ple, can be offered to cli ents who cur rently
hold a life insur ance pol icy at a bun dled pre mium that is lower than the pre mium charged for
pur chas ing both prod ucts sep a rately. New prod ucts can also be bun dled with cou pons or dis -
count incen tives linked to an exist ing prod uct. For instance, a text-a-pay ment cel lu lar phone
money trans fer ser vice could be sold to exist ing bor row ers, who would receive one free pay -
ment per month for each on-time loan repay ment made via the text-a-pay ment ser vice. 
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Box 23.13 Banks and Price Bun dling

There are three rea sons why banks are a good exam ple of the type of con sumer ser vice
busi ness for which price bun dling is effec tive. First, banks are char ac ter ized by a high
ratio of fixed to vari able costs. Once an indi vid ual estab lishes an account rela tion ship
with a bank, the mar ginal costs asso ci ated with sell ing and deliv er ing addi tional ser vices 
to the indi vid ual are gen er ally low com pared to the bank’s total costs. Sec ond, bank ser -
vices entail a high degree of cost shar ing such that the same facil i ties, equip ment, and
per son nel are used to pro vide mul ti ple ser vices to the cus tomer. Third, bank ser vices are
inter de pen dent in terms of demand. That is, finan cial ser vices are designed to sat isfy
related cus tomer needs so that cus tom ers are often poten tial buy ers of a range of finan -
cial ser vices. In addi tion, price bun dling has been shown to reduce com pet i tive rate
shop ping and is per ceived as a way to help banks avoid costly rate wars.

Source: Hayes, 2003.



Cli ent Edu ca tion

A final strat egy for improv ing com mu ni ca tion with cli ents that is par tic u larly rel e vant for
diver si fy ing MFIs is cli ent edu ca tion. Cli ents may not be famil iar with the new prod ucts that
MFIs are intro duc ing, such as insur ance, leas ing, micro-pen sions and long-term sav ings. They 
may not per ceive the need for such ser vices and the prod uct con cepts them selves can be com -
pli cated to under stand. Even famil iar prod ucts like liq uid sav ings accounts and money trans -
fer ser vices can be made more attrac tive to cli ents if they under stand better how the prod ucts
work, why they can be trusted, and how they can be used to help manage their financial lives. 

Cli ent edu ca tion is an excel lent exam ple of a non-finan cial ser vice that could be bun dled with
an exist ing finan cial ser vice to increase the poten tial for cross-sell ing. Finan cial lit er acy train -
ing can help cli ents assess their finan cial sit u a tion, plan for the future, set finan cial goals, and
iden tify how an MFI’s finan cial ser vices can help them meet those goals. One-on-one coach -
ing or con sul ta tion with staff dur ing a peri odic visit to a cus tomer’s home or busi ness could
rein force this train ing. Other types of cli ent edu ca tion, such as the expla na tion of a new tech -
nol ogy being intro duced by the MFI (see, for exam ple, Box 23.14), can serve the dual pur pose
of get ting cli ents excited about the way the MFI is grow ing and inno vat ing to serve them
better and facil i tat ing clients’ productive use of the technology. 

The expe ri ence of Banco Pop u lar in Colum bia pro vides an exam ple of how insuf fi cient cli ent
edu ca tion can have the oppo site effect, cre at ing addi tional costs. Banks in Colom bia, for
exam ple, found that poor cus tomer edu ca tion led to much higher trans ac tion costs when
money trans fers were made using pre paid cards rather than branch teller win dows (see Box
23.15). If they had com mu ni cated more clearly upfront how cli ents could man age the new
tech nol ogy effec tively, banks could have helped cli ents engage in behav iour that would have
sig nif i cantly reduced their cost of delivering the product. 

23.5 Strength en ing Sys tems to Man age Greater Com plex ity

The more an MFI diver si fies, the more capa ble its sys tems must be of man ag ing com plex ity.
As dis cussed above, per for mance man age ment sys tems must be adjusted to pri or i tize mul ti -
ple objec tives and pro vide staff with ref er ence mate rial, feed back, incen tives and other sup -
port to guide and moti vate their deliv ery of a com plex prod uct port fo lio. Cli ent
com mu ni ca tion sys tems must also be improved to help cus tom ers under stand the prod uct
menu and how they can use dif fer ent prod ucts to meet their needs over time. In addi tion to
these changes, prod uct diver si fi ca tion will typ i cally require that finan cial, infor ma tion and risk 
management systems be strengthened as well. 

Finan cial Man age ment

In gen eral, diver si fi ca tion shifts the focus of finan cial man age ment from account ing prac tices
to more sophis ti cated finan cial anal y sis. Proper account ing remains vital and becomes more
com plex with each addi tional prod uct, but new chal lenges appear with respect to the man age -
ment of assets, lia bil i ties and earnings. 
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Asset and lia bil ity man age ment. Dif fer ences in the terms of an MFI’s assets (pri mar ily
loans to cli ents) and lia bil i ties (pri mar ily cus tomer depos its and loans made to the MFI)
expose it three types of risk: inter est rate risk, exchange rate risk and liquid ity risk. 
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Box 23.14 Cli ent Edu ca tion Facil i tates New Prod uct Accep tance at
FINCA Mex ico

FINCA ini ti ated a part ner ship with HSBC to offer its cli ents the “Cheque Inteligente,” a
cus tom ized pre paid card that allows access to loans at ATMs, mer chant point of sale
(POS) ter mi nals, and Telecomunicaciones de México out lets through out the coun try. For 
many FINCA cli ents, the Cheque Inteligente rep re sents their first con tact with the for mal 
bank ing sec tor. About 65 per cent of cli ents sur veyed prior to imple men ta tion had no
expe ri ence using elec tronic bank ing cards or ATMs.

To over come this obsta cle and assuage cli ents’ anx i eties about using the pre paid cards,
FINCA, with sup port from USAID, devel oped a com pre hen sive set of train ing mate ri als to 
teach cli ents how to use the cards. These included a model ATM for sim u lat ing trans ac -
tions and two printed mini-guides with step-by-step instruc tions on how and where to use 
the Cheque Inteligente. Cli ents can test trans ac tions using the mini-guides and the prac -
tice ATM at their Vil lage Bank meet ings before ini ti at ing real trans ac tions at func tional
auto mated ter mi nals. Com ment ing on the model ATM, Giset Galindo, a credit offi cer and 
train ing facil i ta tor in Cuautla in Morelos, says, “You can really see the cli ents’ con fi -
dence rise as they use [it].”

Over all sat is fac tion with the pro gram is very high. Of cli ents sur veyed, 93 per cent
intended to use the card again for their next loan dis burse ment. Fur ther more, 99 per
cent claimed that the train ing and mate ri als they received proved use ful. María Ortiz in
San Juan Bautista Cuicatlán says, “[The card] moti vated us a lot. We want to take advan -
tage of these new prod ucts.”

Source: Muñoz et al., 2009.

Box 23.15 The Impact of Insuf fi cient Cli ent Edu ca tion

In Colom bia, banks deliv er ing Familias en Accion unex pect edly found that using pre paid 
cards cost twice as much (US$4.9) as mak ing trans ac tions at branch teller win dows
(US$2.5) (Marulanda, 2008). Banco Pop u lar’s social pay ments pro gram had to replace
cli ents’ pre paid cards five times as often as the bank’s pre paid Visa cards for wage pay -
ments. Poor cus tomer edu ca tion was one of the prime rea sons for these increased
expenses. Some cli ents had lam i nated their debit cards – mak ing them unus able –
because they were told that the mag netic strip should be pro tected. Fur ther, because
cards were not per son al ized, they needed to be reis sued when ever PINs were lost – this
occurred more fre quently than antic i pated. These exam ples under score how impor tant it
is to edu cate cus tom ers on how to use their cards so that G2P elec tronic deliv ery options
are well-exe cuted and com pet i tive with, if not cheaper than, branch-based trans ac tions. 

Source: Pickens et al., 2009.



l Inter est rate risk arises from dif fer ences in the inter est rate that an MFI pays for its
financ ing and the rate that it receives for the loans (and per haps, leases) that it extends to
cli ents. Finan cial insti tu tions delib er ately cre ate dif fer ences in these rates in order to gen -
er ate rev e nue, but inter est rates on lia bil i ties tend to change more fre quently and more
unex pect edly than the inter est rates MFIs charge for their loans, which can decrease rev e -
nue and harm prof it abil ity.

l Exchange rate risk arises from dif fer ences in the price of cur ren cies that an MFI may use
to fund its oper a tions or to deliver its ser vices. Even if the quan tity of a par tic u lar cur rency in 
its pos ses sion does not change, the value of that cur rency can rise or fall on a daily basis,
which will affect the real value of the assets and lia bil i ties that an MFI holds in that cur rency.

l Liquid ity risk arises pri mar ily from dif fer ences in the matu rity of assets and lia bil i ties.
For instance, cli ents with demand depos its can ask to with draw their sav ings at any time,
while cli ents whose loans are funded with that sav ings may not repay their loans for many
months. In the broad est sense, liquid ity risk refers to the pos si bil ity that an MFI will not
have suf fi cient cash on hand to meet its finan cial obli ga tions as they come due. This
includes being able to ful fil with drawal requests, make bill and remit tance pay ments, fund
new loan dis burse ments, and respond to emer gen cies.

The func tion of asset-lia bil ity man age ment is to mea sure and con trol the level of these risks.
Diver si fi ca tion makes the job more dif fi cult by increas ing the num ber of prod ucts – each with 
its own terms – whose cash flows, cur ren cies and financ ing needs must be bal anced. As long
as an MFI works in one cur rency and offers a lim ited num ber of short-term loan prod ucts that 
are financed by equity and com pul sory sav ings, asset-lia bil ity man age ment is rel a tively sim ple. 
Once vol un tary sav ings, lon ger-term loans or money trans fer prod ucts are added to the mix,
the risk of not hav ing suf fi cient cash on hand to meet cus tom ers’ demands increases sig nif i -
cantly. The risk of hav ing excess cash also increases and MFIs need to invest that cash wisely
or their earnings will suffer.

To con trol these risks, diver si fy ing MFIs must strengthen their capac ity to ana lyse, under -
stand and man age more com plex asset and lia bil ity rela tion ships. Some of the strat e gies insti -
tu tions use to accom plish this are described below.

l Aug ment the human resource base. MFIs can recruit new employ ees who already have 
expe ri ence man ag ing the assets and lia bil i ties of a diver si fied finan cial insti tu tion, or they
can invest in devel op ing these skills among cur rent staff through train ing and pro fes sional 
edu ca tion. Reg u la tory author i ties may actu ally require that key finan cial man ag ers hold
cer tain degrees or qual i fi ca tions in order for an MFI to be licensed to offer a new type of
prod uct, such as sav ings or insur ance.

l Decen tral ise cer tain tasks to more junior staff or hire an assis tant. As cash man age ment
becomes more time con sum ing, for exam ple, an MFI may want to recruit a Trea sury Man -
ager to take respon si bil ity for the insti tu tion’s over all liquid ity posi tion (see Box 23.16), free -
ing up the Chief Finan cial Offi cer to spend more time on anal y sis and other respon si bil i ties.

l Enhance over sight. Diver si fy ing MFIs often estab lish an Asset and Lia bil ity Com mit tee
(ALCO) at the Board and/or senior man age ment lev els to mon i tor the evolv ing struc ture
of the MFI’s bal ance sheet, dis cuss antic i pated inter est rate and mar ket changes, review
pol i cies, and rec om mend or set new pol i cies in response to those changes.
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l Use more tools to pro ject and mon i tor the MFI’s cur rent posi tion. There are many
tools at an MFI’s dis posal for ana lys ing its cur rent asset-lia bil ity sit u a tion. Each one
increases man ag ers’ under stand ing of the risks being faced, which puts them in a better
posi tion to con trol those risks. Daily cash fore cast ing, for exam ple, esti mates the size
and tim ing of cash inflows and out flows based on his tor i cal data (mod i fied to take into
account an MFI’s cur rent activ i ties), which helps an MFI deter mine how much cash it
needs to have on hand to meet its daily obli ga tions. Lon ger-term cash flow bud get ing is
part of the annual plan ning pro cess. It antic i pates liquid ity needs based on an insti tu tion’s
assump tions about future oper a tions and helps the MFI develop plans that can be ade -
quately funded. Sources-and-uses anal y sis exam ines the cost of each source of funds
and the rev e nues from each use of funds to deter mine whether funds are being used in the
best way pos si ble. A gap man age ment report helps MFIs ana lyse the degree to which
their risk-sen si tive assets and lia bil i ties are matched (Biety, 2005). 

l Ana lyse ratios. Ratios are another tool for help ing MFIs under stand their cur rent
asset-lia bil ity sit u a tion and the kind of changes that may need to be made. MFIs can set a
tar get for each ratio and then mon i tor actual per for mance against those tar gets. Depend -
ing on the degree to which per for mance falls above or below a desired ratio, an MFI
would take dif fer ent actions. For exam ple, an insti tu tion can mon i tor its ratio of liq uid
assets to total demand depos its, and if the actual ratio falls below the tar get ratio, man ag ers 
will know that they need to increase the insti tu tion’s cash posi tion. The Microfinance
Report ing Stan dards Ini tia tive pro vides guid ance on rec om mended finan cial man age ment 
ratios for MFIs (see Box 23.17). 

l Estab lish sources of backup liquid ity. This makes it pos si ble for MFIs to avoid hold -
ing large amounts of cash that earn lit tle or no inter est. Some MFIs access backup liquid ity 
by estab lish ing lines of credit or over draft facil i ties with com mer cial banks. Oth ers, like
FECECAM in Benin, access a liquid ity pool through a credit union fed er a tion or other
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Box 23.16 Roles and Respon si bil i ties of a Trea sury Man ager 

The func tion of the Trea sury Man ager is to man age the insti tu tion’s over all liquid ity posi -
tion. This includes ensur ing ade quate liquid ity lev els at branches and head office,
adher ing to reserve require ments and other liquid ity ratios man dated by the cen tral
bank, min i miz ing the cost of fore gone earn ings on idle funds and avoid ing the cost of
emer gency bor row ing, max i miz ing the return on invest ments out side the loan port fo lio,
and man ag ing the inter est rate spread between loans and depos its. Key respon si bil i ties
include the fol low ing:

l Review cash hold ings at branches on a con sis tent basis and facil i tate trans fer and
pric ing of excess to branches with cash short falls.

l Mon i tor bal ances on bank accounts to eval u ate avail abil ity of idle cash for invest -
ment.

l Mon i tor inter est rate risk, liquid ity risk, for eign exchange risk (if appli ca ble).

l Pre pare liquid ity reports required in nor mal oper a tions, for trea sury man age ment
meet ings, for ALCO meet ings, or to meet com pli ance report ing require ments.

Source: Ledgerwood and White, 2006.



sec ond-tier orga ni za tion. Still oth ers arrange for another MFI or coop er a tive to serve as a
liquid ity pool. Even demand depos its in another finan cial insti tu tion can pro vide backup
liquid ity in the event of a cri sis. One of the rea sons Fonkoze was able to begin oper at ing
so soon and so widely after the Jan u ary 2010 earth quake in Haiti was its abil ity to quickly
access US$2 mil lion from its account at the City National Bank in New Jer sey.

l Improve cash man age ment. Cash that is held on-site by an MFI earns no return, so
MFIs make an effort to mini mise the amount of time that cash is not “work ing” or earn ing 
inter est. They may coor di nate loan dis burse ments with the receipt of cli ent sav ings depos -
its; pay expenses only on their due date; or place excess funds in demand-deposit and
short-term time deposit accounts with other finan cial insti tu tions or other highly liq uid
invest ments, among other strat e gies (Markel Biety, 2005). 

l Develop new prod ucts. Although new prod ucts should not be devel oped solely for the
pur pose of asset-lia bil ity man age ment, it may be that a mis match in an MFI’s asset-lia bil ity 
bal ance can be improved by intro duc ing a new prod uct that cus tom ers find valu able. If,
for exam ple, an MFI obtains long-term financ ing in a for eign cur rency that is used as legal
ten der in its coun try, it could intro duce a loan prod uct in that cur rency to bal ance its for -
eign cur rency expo sure on the lia bil ity side of the bal ance sheet. A suc cess ful long-term
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Box 23.17 Microfinance Report ing Stan dards Ini tia tive

Over the past decade, there has been an indus try-wide effort to iden tify and imple ment
finan cial report ing stan dards for microfinance insti tu tions. The objec tive is to pro vide
uni form finan cial infor ma tion for all MFIs, regard less of size, matu rity or geo graphic
loca tion to man ag ers and stake holders includ ing inves tors, donors, rat ers, MIS soft ware
devel op ers, and asso ci a tions. This pro motes trans par ency, facil i tates com pa ra bil ity,
improves deci sion-mak ing, and increases invest ment by mak ing it eas ier to observe and
under stand an MFI’s finan cial health.

After exten sive indus try col lab o ra tion, the SEEP Net work released a mile stone doc u ment 
in 2005: Mea sur ing Per for mance of Microfinance Insti tu tions, a Frame work for Report -
ing, Anal y sis, and Mon i tor ing (the Frame work). The Microfinance Report ing Stan dards
Ini tia tive seeks to keep the Frame work up to date with the evolv ing microfinance land -
scape. Its ‘Sec re tar iat’ is hosted by the SEEP Net work. Prac ti tio ner involve ment is facil i -
tated by the Finan cial Ser vices Work ing Group (FSWG), with input pro vided by
rep re sen ta tives from a range of microfinance indus try stake holders. The report ing stan -
dards adop tion pro cess fol lows a multi-stage model, based upon that of the Inter na tional 
Account ing Stan dards Board (IASB), which allows for pub lic input and trans par ency.

The most recent set of stan dards pro duced by the Ini tia tive includes 35 ratios and four
asset-lia bil ity man age ment tables. They are con sis tent with Inter na tional Finan cial
Report ing Stan dards (IFRS), a set of global account ing stan dards increas ingly adopted
through out the world, and with the Basel II frame work. Addi tion ally, all finan cial state -
ment line items are aligned with the stan dard ized nomen cla ture devel oped for global
finan cial report ing called eXten si ble Busi ness Report ing Lan guage (XBRL). The ratios
and the asset-lia bil ity tables can be down loaded free of charge from the Ini tia tive’s
website:
http://seepnetwork.org/Pages/Ini tia tives/FinancialReportingStandardInitiative.aspx.

Source: Adapted from SEEP Net work, 2010.



sav ings prod uct could make it pos si ble for an MFI to intro duce a lon ger-term loan prod -
uct such as hous ing loans. Vari able rate loan prod ucts are often not attrac tive to
microfinance cli ents, but if they were intro duced suc cess fully, they could help MFIs to
man age inter est rate risk.

l Forge part ner ships. Some prod ucts, such as insur ance and inter na tional money trans -
fers, can greatly com pli cate an MFI’s asset-lia bil ity man age ment if it attempts to offer the
prod uct on its own. Part ner ship with an insur ance com pany or global money trans fer
com pany like West ern Union or Money Gram can sim plify its asset-lia bil ity man age ment
chal lenge by trans fer ring for eign exchange risk or cer tain assets and lia bil i ties to the part -
ner. 

Prof it abil ity. Diver si fi ca tion can affect an MFI’s earn ings in a num ber of ways. As dis cussed
in Chap ters 1 and 2, it can increase an insti tu tion’s rev e nue and diver sify its risk, but it can also
increase costs and make the MFI vul ner a ble to new risks that could result in losses. Many
strat e gies for cap tur ing the oppor tu ni ties and min i miz ing the threats pre sented by diver si fi ca -
tion have already been dis cussed, for exam ple: cross-sell ing and build ing life long cus tomer
rela tion ships to gen er ate more rev e nue from each cli ent; using per for mance man age ment sys -
tems to increase effi ciency and pro duc tiv ity; and engag ing all employ ees in a robust risk man -
age ment sys tem. A few other strat e gies for increas ing rev e nue while con trol ling costs and
risks merit atten tion here:

l Access rules. For prod ucts that are in high demand but are risk ier or more dif fi cult to
deliver, MFIs can give pref er en tial access to loyal or high-per form ing cus tom ers only.
This pro vides an incen tive for cli ents to use the MFI’s other prod ucts in a way that will
“earn” them access to pre mium prod ucts and it lim its the degree of the MFI’s expo sure to
the risks inher ent in the prod uct. 

l Activ ity-based cost ing. Prod uct cost ing helps MFIs avoid pric ing prod ucts at a level
that is unprof it able. It gives insti tu tions the infor ma tion they need to effec tively bun dle
prod ucts and to eval u ate the fea si bil ity of var i ous pric ing strat e gies. Although activ -
ity-based cost ing is more demand ing than allo ca tion-based cost ing, it is par tic u larly valu -
able for MFIs with a diverse prod uct port fo lio because it cal cu lates the cost of activ i ties as
well as prod ucts. With this infor ma tion, MFIs can assign costs to mar ket seg ments in
addi tion to prod ucts. They can also iden tify pro cesses that are rel a tively expen sive and/or
affect more than one prod uct and pri ori tise these for cost reduc tion, thus increas ing the
prof it abil ity of mul ti ple prod ucts in the port fo lio at once. 

l Prod uct and cus tomer prof it abil ity anal y sis. By putt ing sys tems in place to allo cate
costs and rev e nues to spe cific prod ucts and/or mar ket seg ments (see Box 23.18), MFIs
can iden tify which are prof it able and which are not. They can then use this infor ma tion to
design pric ing, mar ket ing and prod uct devel op ment strat e gies that pro mote prof it able
prod ucts, tar get prof it able mar ket seg ments, divest from unprof it able mar kets and
strengthen (or elim i nate) unprof it able prod ucts. 

l Pric ing strat egy. Once an MFI knows how much each prod uct costs to deliver, it can set
a price for each prod uct that takes into account mar ket demand, the price being offered by 
com pet i tors, the stage of the prod uct’s lifecycle (see Chap ter 24), and the insti tu tion’s mis -
sion. It can charge a higher mark-up on prod ucts with high demand and no com pe ti tion
and a lower mark-up on prod ucts that must com pete with many sim i lar offer ings. It can

23 Deliv er ing a Diverse Prod uct Port fo lio Diversifying Successfully

529



even accept losses on a par tic u lar prod uct or mar ket seg ment, as BRAC and Hatton
National Bank have done (see Boxes 23.19 and 23.20), as long as it knows that those losses 
can be cov ered by rev e nue gen er ated by other more prof it able prod ucts. Pric ing strat egy
can also be used to reward or encour age cer tain behav iour. For exam ple, India’s
VimoSEWA offers a dis count to mem bers who enrol their whole fam ily in an insur ance
pol icy, and Ban gla desh’s Grameen Kalyan charges a lower insur ance pre mium to cli ents
of its sis ter com pany, Grameen Bank, than to the gen eral pub lic.

Maxi mis ing the prof it abil ity of a prod uct port fo lio does not nec es sar ily mean maxi mis ing the
prof it abil ity of each prod uct in the port fo lio. One less-prof it able prod uct might ben e fit cli -
ents in ways that com pet i tors’ prod ucts do not and result in cus tom ers being more loyal and
pur chas ing other, more prof it able prod ucts that they would not have pur chased oth er wise. A
less prof it able prod uct might also draw new cli ents into a rela tion ship with the MFI who
might oth er wise not have been inter ested, and the MFI can broaden and deepen that
relationship over time.
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Box 23.18 Cus tomer Prof it abil ity Anal y sis

Insti tu tional under stand ing of cus tomer prof it abil ity tends to be lim ited in microfinance. 
Prof it able cus tom ers are often lost through over pric ing, and unprof it able cus tom ers are
won by under pric ing or are sub si dized by more prof it able cus tom ers (Richebacher,
2003). Very few MFIs have a clear under stand ing of the con nec tion between cus tomer
types or par tic u lar mar ket seg ments, and costs. Meth ods to fur ther this under stand ing
rage in com plex ity from sim ple anal y sis, such as using per cent ages of sales, to devel op -
ing com pli cated allo ca tion meth ods based on actual activ i ties that incur costs. In gen -
eral, these approaches are derived from prod uct prof it abil ity anal y sis – the unit
prof it abil ity of each prod uct is mul ti plied by the num ber of units sold to a par tic u lar cus -
tomer (Falletti 2002). 

Imple ment ing cus tomer prof it abil ity mod els requires an MFI to allo cate costs by cus tom -
ers. Such an allo ca tion needs to be cou pled with a move away from the more tra di tional
prod uct man age ment focus to a cus tomer man age ment focus. In the prod uct man age -
ment model, for exam ple, one man ager han dles mort gages, another term depos its, and
another work ing cap i tal loans. The man ag ers do not nec es sar ily know how any one cus -
tomer inter acts with the entire MFI. For any one prod uct, a cus tomer may be a low-value
cus tomer, but she or he may be very valu able if con sid ered across the orga ni za tion. Yet,
because the prod uct man ag ers can not know this, they may underinvest in the cus tomer.
If the MFI fol lowed a cus tomer man age ment model, the cus tomer’s true value would be
appar ent and could be man aged accord ingly.

Source: Ledgerwood and White, 2006.



Infor ma tion Man age ment

Diver si fi ca tion com pli cates the flow of infor ma tion into, within and out of an insti tu tion. Not 
only is there more infor ma tion to pro cess, but there is a greater vari ety of infor ma tion to pro -
cess and there are more stake holders who need access to dif fer ent sub sets of that infor ma tion. 
The insur ance com pany with which an MFI is part ner ing might want data on the pol i cies sold
each day; reg u la tors might want a weekly liquid ity report; prod uct man ag ers might want prod -
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Box 23.19 Start-Up Sub si dies for Cus tom ers at BRAC

At BRAC in Ban gla desh, ini tial loans to new cus tom ers were so small – just taka Tk2,500 
(approx i mately US$38) – that BRAC lost money ser vic ing them at the given inter est rate
(15 per cent charged on a flat basis, roughly equiv a lent to a 30 per cent per year effec -
tive inter est rate). At loan sizes of Tk4,000 and more, BRAC recov ered costs with inter -
est earn ings, but not at Tk2,500. BRAC cal cu lated that it cross-sub si dized at a rate of
Tk225 on a Tk2,500 loan, sug gest ing that BRAC would have needed to raise effec tive
inter est rates by about 9 per cent age points for small loans. BRAC’s man age ment feared
that effec tive inter est rates of 40 per cent would be unaf ford able for the poor est bor row -
ers and could under mine social goals. By charg ing new cli ents bor row ing small amounts
the same price as other cli ents, the sub sidy (actu ally “cross-sub si dies” in this case) were 
not asso ci ated with “cheap credit” and all of the neg a tive trap pings that entails. Instead, 
they were stra te gi cally deployed and tar geted to aid the poor est cus tom ers. They allowed
the cus tom ers to begin the first stages of a rela tion ship that ulti mately was sus tain able. 

Source: Morduch, 2005.

Box 23.20 Cross-Sub si dies at Hatton National Bank in Sri Lanka

In a 2007 inter view, Chandula Abeywickrema, Dep uty Gen eral Man ager of Hatton
National Bank, described inten tional strat e gies to cross-sub si dize prod ucts.

“We recently devel oped a senior cit i zen bank ing prod uct. We pay one per cent extra
inter est to senior peo ple sav ing with us. This older cli en tele also appre ci ate our free
health insur ance prod uct, by which they can receive reim burse ment of hos pi tal iza tion
expenses. At the other end of the life-cycle, we have devel oped infant sav ings prod ucts.
We are offer ing this prod uct in our part ner hos pi tals. As soon as a baby is born there, the
par ents can open a bank account in the name of the infant with a min i mum of US$10
deposit. In Sri Lanka, it is con sid ered a good omen to offer valu ables to the baby on the
day of birth. With this infant account, par ents and rel a tives are incentivized to place
money in the child's account instead of offer ing other gifts.

“For the moment, nei ther the senior cit i zen prod uct nor the infant account prod uct is
prof it able per se. What we do is we cross-sub si dize these prod ucts with other, more prof -
it able prod ucts. We devel oped all these tar geted sav ings prod ucts because part of our
vision at Hatton is to cover all seg ments of the soci ety. And in the long term, we believe
the infant accounts will prob a bly bring us the same ben e fits as the chil dren's accounts,
while the senior cit i zen pro gram already gives a very pos i tive image of the bank.”

Source: Adapted from De Montesquiou, 2007.



uct per for mance reports by mar ket seg ment; and so on. As the num ber of prod ucts being pur -
chased by the aver age cli ent increases, the infor ma tion sys tem becomes a crit i cal tool for
man ag ing cus tomer relationships at all levels of the institution. 

In gen eral, an MFI’s infor ma tion sys tem serves four main func tions: 1) it col lects infor ma tion; 
2) it orga nizes infor ma tion so that users can effi ciently find what they need; 3) it pro cesses
infor ma tion to facil i tate user anal y sis and deci sion-mak ing; and 4) it chan nels report ing and
com mu ni ca tion. For an MFI to diver sify suc cess fully, its infor ma tion sys tem must become
capa ble of han dling greater vol ume and com plex ity as it fulfils each of these functions. 

The vol ume chal lenge is typ i cally a hard ware chal lenge that insti tu tions address dur ing the
new prod uct or mar ket devel op ment pro cess. How ever, it is not always pos si ble to pre dict
hard ware chal lenges or the stress that a new prod uct will place on an exist ing infor ma tion sys -
tem. If a new prod uct is much more suc cess ful than pre dicted, for exam ple, busi ness vol ume
can quickly over whelm sys tem capac ity. Thus, install ing scal able sys tems or hav ing a plan for
how sys tem capac ity can be scaled up if necessary is important. 

The com plex ity chal lenge is more severe and address ing it often requires a com bi na tion of
hard ware, soft ware and human resource invest ments. To face the chal lenge, MFIs must first
iden tify the human and tech no log i cal com po nents of their infor ma tion sys tem and assess the
extent to which they are capa ble of meet ing the needs of var i ous stake holders. An infor ma -
tion sys tem audit along the lines of that described in Chap ter 24 might be help ful at this point.
Pro cess map ping can also be use ful, par tic u larly when try ing to inte grate a new prod uct’s
infor ma tion needs into an existing system. 

Once an MFI under stands the strengths and weak nesses of its cur rent sys tem, it can make
changes as nec es sary to increase the sys tem’s capac ity to carry out each of the func tions illus -
trated in Fig ure 23.5 with a greater degree of com plex ity. Some exam ples of the changes MFIs 
might make are described below. 

Fig ure 23.5 Four Func tions of an Infor ma tion Man age ment Sys tem

Source: Authors.

Col lect ing infor ma tion. MFIs can assign spe cific indi vid u als or teams the respon si bil ity for
col lect ing spe cific kinds of infor ma tion. They can change the fre quency with which data is
col lected and/or the chan nels that are used to col lect it. They can pro gram their com puter sys -
tems to track prod uct usage by mar ket seg ment or adjust data col lec tion forms to facil i tate
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seg men ta tion (for exam ple, by cre at ing a space on com plaint and sug ges tion forms so that
cus tom ers and staff can clearly iden tify which prod uct is being refer ring to). They can also
make an effort to moti vate staff to col lect qual ity infor ma tion in a timely man ner using the
strat e gies dis cussed in Chap ter 2.

Orga niz ing infor ma tion. MFIs can make changes in the way infor ma tion is sorted or the
loca tions where it is stored. They can define dif fer ent lev els of access and assign per mis sions
so that employ ees are given access to infor ma tion on a “need-to-know” basis. They can build
the capac ity to iden tify and pro file mar ket seg ments, to track their needs, prod uct usage, sat is -
fac tion or other char ac ter is tics, and to update those pro files on a reg u lar basis. A rela tion ship
man age ment data base could pro vide inte grated infor ma tion about a cli ent’s use of all the
insti tu tion’s prod ucts, and costs could be assigned to spe cific prod ucts or cus tomer groups to
facil i tate prof it abil ity anal y sis.

Ana lys ing infor ma tion. An MFI’s sys tem can be designed to pro cess some types of infor -
ma tion auto mat i cally and to trig ger alarms when per for mance against the indi ca tors falls out -
side the range con sid ered nor mal. For exam ple, all mem bers of the Asset and Lia bil ity
Com mit tee could be noti fied if cash reserves as a pro por tion of total demand depos its falls
below 20 per cent. The sys tem could also allow man ag ers to request their own dash board to
mon i tor the per for mance of a par tic u lar indi vid ual, team, prod uct or cus tomer group. The
capac ity to gen er ate charts and graphs that illus trate trends in pic tures instead of num bers can
also be use ful.

Com mu ni cat ing infor ma tion. Auto mated mes sages and stan dard ized reports can guar an -
tee that cer tain types of infor ma tion is chan nelled to the indi vid u als who need to use it. Guid -
ance can be pro vided to staff on how to select com mu ni ca tion chan nels stra te gi cally
depend ing on the type of infor ma tion that needs to be sent, to whom and with what level of
urgency. Inter faces may need to be put in place for the exchange of elec tronic data with part -
ners or reg u la tors. Cross-func tional com mu ni ca tion chan nels will also be needed to sup port
cus tomer rela tion ship man age ment and feed back loops will have to be reg u larly mon i tored to
ensure chan nels remain open and use ful. 

As they diver sify, MFIs usu ally find it nec es sary to cre ate an infor ma tion tech nol ogy (IT)
depart ment, or at least the posi tion of IT man ager, so that the insti tu tion does not depend
entirely on outsourced ser vices to man age its infor ma tion sys tem. The IT man ager can take
respon si bil ity for build ing and main tain ing a sys tem that sup ports all depart ments, over see ing
hard ware and soft ware pro cure ment and instal la tion, devel op ing sys tem doc u men ta tion,
train ing staff on hardware and software, and so on.

Risk Man age ment

As dis cussed in Chap ter 2, the devel op ment of new prod ucts and mar kets both exposes MFIs
to new risks and increases their expo sure to famil iar risks. This is often the case with asset and
lia bil ity man age ment, for exam ple, and infor ma tion sys tems risk, as dis cussed above. It is also
more vul ner a ble to fraud. As an insti tu tion’s oper a tions become com plex, it is the more dif fi -
cult to cre ate effec tive con trols and mon i tor com pli ance. Warn ing signs can be drowned out
by the sheer vol ume of infor ma tion that man ag ers must process on a daily basis. 
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MFIs can take sev eral steps to make their risk man age ment sys tems more capa ble of han dling
the com plex ity that comes with diver si fi ca tion:

l Make risk man age ment part of the insti tu tion’s cul ture. Any of the strat e gies men -
tioned in Sec tion 23.1 can be used to increase staff aware ness of the risks in their envi ron -
ment. Incor po rat ing risk con sid er ations into basic man age ment sys tems such as
recordkeeping, qual ity con trol, train ing or per for mance eval u a tion, and com mu ni cat ing
clearly with each staff mem ber about the role they can and should play in help ing to man -
age risk, can help every one con trib ute to effec tive risk man age ment. 

l Take a sys tem atic approach. In an MFI with com plex oper a tions, it is crit i cal to adopt a 
sys tem atic approach to iden tify, mea sure, con trol and mon i tor the many dif fer ent types of 
risks to which an MFI is exposed. This should include an anal y sis of the risks asso ci ated
with spe cific prod ucts and mar ket seg ments. 

l Task a spe cific entity with super vis ing risk man age ment. This could be a risk man -
ager, depart ment or com mit tee (see Box 13.21) depend ing on the size and com plex ity of
the MFI. XacBank in Mon go lia, which offers a diverse menu of more than 30 dif fer ent
prod ucts, has a both a risk man age ment com mit tee and an inte grated risk man age ment
divi sion (XacBank, 2009). Regard less who does the super vis ing, hold ing a spe cific entity
respon si ble for over all risk man age ment can help an MFI orga nize its var i ous risk man -
age ment activ i ties and reduce the like li hood that some risk expo sures will be left uniden ti -
fied or uncon trolled.

l Pri ori tise risks. Since the resources for man ag ing risks are lim ited, prioritisation is nec es -
sary to ensure that the most dan ger ous risks are addressed first. Each depart ment has a
nat u ral ten dency to pri ori tise the risks that affect it most, so the entity that super vises risk
man age ment can help estab lish pri or i ties that are stra te gic for the MFI as a whole.

l Cre ate a com mit tee of the Board of Direc tors that focuses spe cif i cally on risk man -
age ment. As the com plex ity of oper a tions increases, it can become unwieldy for all mem -
bers of the Board to invest the time nec es sary to pro vide effec tive over sight of risk
man age ment. ALCO and Credit Com mit tees can develop or recruit the exper tise nec es -
sary to pro vide clear guid ance on the level of finan cial risk that can be tol er ated and ensure 
that man age ment is imple ment ing the pro ce dures and con trols nec es sary to keep risk
below that level. A Risk Man age ment Com mit tee of the Board can play a sim i lar role with
respect to over all risk man age ment by review ing cur rent expo sure and com pli ance in all
risk cat e go ries and adjust ing lim its and con trols as nec es sary. 

l Enhance inter nal audit capac ity. The work load of the inter nal audit team will increase
each time a new prod uct is intro duced. There will be more pol i cies and pro ce dures to
check com pli ance against, more reports to review, greater vari ety of trans ac tions to test
for accu racy, and more poten tial for irreg u lar i ties and com plaints from inter nal and exter -
nal cus tom ers that might have to be inves ti gated. Con se quently, the more an MFI diver si -
fies the more man power the inter nal audit func tion will need to do its job effec tively.

l Audit the MFI’s infor ma tion sys tem from the per spec tive of risk and make sure the
right peo ple are get ting the infor ma tion they need to make deci sions and pro duce reports
in a timely man ner.

l Cli ent edu ca tion. If an MFI trains cli ents so that they know what pro ce dures should be
fol lowed and who they can con tact in the event of any devi a tion from those pro ce dures,
cli ents can help an MFI man age its risks as well. 
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Box 23.21 Risk Man age ment Com mit tee

The Risk Man age ment Com mit tee (RMC) is a small com mit tee that unites prin ci pal
senior man ag ers in an inter nal risk man age ment review team that focuses on the insti tu -
tion’s most impor tant risks and con trols. It is an early and effec tive mech a nism for antic -
i pat ing and man ag ing new and ongo ing risks across the var i ous busi ness depart ments.
The RMC assigns respon si bil ity for mea sur ing, man ag ing and prioritizing the insti tu -
tion’s risks. Most impor tantly, it gen er ates strong, open com mu ni ca tion among the
senior man ag ers of the dif fer ent busi ness units, fos ter ing a more col lab o ra tive approach
to risk man age ment.

The RMC receives reports from var i ous parts of the insti tu tion (refer to the table below for 
exam ples) and mon i tors risk expo sure against approved tol er ance lim its. It main tains a
risk assess ment report that sum ma rizes the insti tu tion’s risks and serves as input to the
inter nal audit team, which tests and adjusts this assess ment with find ings reviewed by
the Com mit tee. The RMC cir cu lates sum ma ries of its meet ing min utes quar terly to the
Board, which serves as the check on its per for mance.

Sam ple Reports Sub mit ted to the RMC

Report name Pre pared by Fre quency of
Prep a ra tion

Fre quency of
Dis tri bu tion

1. Non Per form ing Loans Report Credit
Depart ment

Monthly Quar terly

2. Envi ron men tal Scan ning Report Mar ket ing Unit Quar terly Quar terly

3. Cash and Liquid ity Pol icy
Excep tions Report

Finance
Depart ment

Monthly Quar terly

4. Cus tomer Sur vey Report Mar ket ing Unit Bi Annual Bi Annual

5. Reg u la tory Vio la tion Report Inter nal Con trol
Depart ment

Upon receipt
from reg u la tory
author i ties

Quar terly

6. Fraud and Mal prac tices Report Inter nal Con trol
Depart ment

Monthly Quar terly

7. Audit Excep tions Report Inter nal Con trol
Depart ment

Monthly Quar terly

8. Legal Lia bil ity Report Exter nal law yers Upon receipt
from law yers

Quar terly

In addi tion to the respon si bil i ties noted above, the RMC eval u ates all new prod ucts to
ensure they do not pose undue risk to the insti tu tion (in other words, the “risk-return”
trade-off is in bal ance). It also con ducts a cen tral ized review of all risk man age ment pol i -
cies on an annual basis to make sure they are effec tive and updated reg u larly.

Source: Adapted from Schnei der-Moretto, 2005 and Triodos Facet, 2009.



23.6 Man ag ing Change

Diver si fi ca tion requires change. As illus trated above, it can require a large num ber of changes, a
large vari ety of changes, and large scale changes that affect entire sys tems. This is a poten tial prob -
lem accord ing to Brand (1998b), since “the most com mon source of insti tu tional prod uct fail ure is 
suc cumb ing to inter nal resis tance to change.” What can man ag ers do, there fore, to plan, orga nize,
lead and con trol change in a way that mini mises resis tance and pro duces suc cess ful results?

Plan ning

Suc cess ful prod uct diver si fi ca tion requires a plan, which is usu ally artic u lated in the form of
prod uct strat e gies or prod uct mar ket ing plans for each prod uct in an MFI’s port fo lio, and an
over all prod uct port fo lio strat egy, which is usu ally artic u lated in an MFI’s busi ness plan (see
Chap ter 24). Coor di nat ing and moti vat ing the suc cess ful imple men ta tion of prod uct devel op -
ment activ i ties with out such a plan is dif fi cult if not impos si ble. Dif fer ent depart ments will inev -
i ta bly pur sue dis tinct objec tives, com mu ni cate diver gent pri or i ties, make dis pa rate assump tions
or set vary ing timelines for imple men ta tion. A plan pro vides a roadmap, and a com mon focus.

The pro cess through which an insti tu tion’s plans are devel oped is also impor tant. As men -
tioned in Chap ter 2, one of the most effec tive strat e gies for moti vat ing staff to embrace new
prod ucts and the changes that come with them is to involve employ ees in the devel op ment of
those prod ucts. If employ ees are part of the pro cess, they will be better informed and have
less rea son to fear or resist changes that they do not under stand or control.

Another way to min i mize resis tance to change is to think in advance about who the change is
likely to affect and what can be done to facil i tate spe cific employ ees’ or cli ents’ accep tance of
the change. Strat e gies can be designed to get the buy-in of key staff or opin ion lead ers or to
help cli ents become com fort able with a new way of doing things, as FINCA did when it intro -
duced ATMs (see Box 23.15). 

Finally, MFIs can resist being overly ambi tious and ensure that resources remain to deal with
the unex pected com pli ca tions that are cer tain to occur dur ing the diver si fi ca tion pro cess.
Plans that allo cate human or finan cial resources too tightly can gen er ate high lev els of stress
and lead not only to resis tance, but poten tially, product failure.

Orga niz ing

Once an MFI has a plan, get ting the right resources in place at the right time to imple ment
diver si fi ca tion is largely a func tion of com mu ni ca tion and coor di na tion. Many of the strat e -
gies dis cussed in Sec tion 23.3 can assist MFIs in empow er ing staff to deliver a diverse port fo -
lio, for exam ple, mak ing sure every one under stands what their roles and respon si bil i ties are,
pro vid ing sup port ive infra struc ture and train ing to make imple men ta tion eas ier, and ensur ing 
that com mu ni ca tion chan nels are open and feed back is encour aged. This last item is par tic u -
larly impor tant because the amount of infor ma tion that is com mu ni cated and the way it is
com mu ni cated can have a major impact on the degree to which employ ees resist a change.
Even if mis takes are made and resis tance appears, func tion ing feed back loops can help an
MFI iden tify what is wrong and what is needed for the resist ers to feel com fort able mov ing
for ward or be willing to make the change (see Box 23.22, for example). 
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Lead ing

As dis cussed in Sec tion 23.3, the sim ple fact that a plan and the resources to imple ment it are
in place does not mean that any one will be moti vated to achieve the tar gets set out in the plan.
Change can be intim i dat ing and uncom fort able, and it requires effort. Most employ ees will
resist mak ing that effort unless some one gives them a good rea son to do so.

Suc cess ful diver si fi ca tion requires lead ers who can artic u late for each staff mem ber why they
should sup port change. Why is their insti tu tion intro duc ing a new prod uct? Why this par tic u -
lar prod uct? How will the prod uct help the insti tu tion achieve its mis sion? What dif fer ence
will it make in a cli ent’s life, and how will it ben e fit employees themselves?
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Box 23.22 Cre at ing Resis tance

In one insti tu tion, a mod ern tech nol ogy sav ings prod uct was intro duced into a branch
where all other trans ac tions used old tech nol ogy. In train ing the staff, three peo ple were
trained on the prod uct (teller, branch man ager, and regional mar ket ing offi cer) and then
it was launched.

At first, trans ac tion vol ume was slow and the teller sim ply sat in the trans ac tions win dow
and did lit tle while the other staff-mem bers were vari ably busy. No effort was made to
teach the other staff about the prod uct.

This sys tem cre ated very seri ous ani mos ity among the staff for sev eral rea sons:

l The “new tech nol ogy” teller had a very easy work load while the oth ers felt they were
over worked.

l The “old tech nol ogy” staff saw them selves poten tially with out a job as the more effi -
cient prod uct even tu ally took over all the busi ness.

l The “old tech nol ogy” staff was not trained on the new prod uct and they felt left out
(this exac er bated their con cerns about los ing their jobs).

l There was no com mu ni ca tion to the whole staff about the place of this new prod uct in
the prod uct mix and the insti tu tion’s plans for the future. This allowed peo ple to
imag ine the worst for them selves.

This led to seri ous resent ments within the “old tech nol ogy” staff who made every effort
to sab o tage the new prod uct. The result was extremely slow growth. When sev eral small
changes were made includ ing basic train ing for all staff, place ment of bro chures in the
lobby, an effort to bring the staff together as team, and the peri odic rota tion of the “new
tech nol ogy” teller with the oth ers, it was reported that prod uct growth dou bled in less
than a month by the num ber of cus tom ers that they had pre vi ously man aged to gather in
five months.

Source: McCord et al., 2004. 



Lead er ship is also impor tant for main tain ing momen tum. As Kanter, Stein and Jick (1992)
argue, “Any new strat egy, no mat ter how bril liant or respon sive, no mat ter how much agreed on 
and admired, will prob a bly fail with out some one with power push ing it.” Resis tance can be
more a bat tle against iner tia than an out right rejec tion of a new idea or objec tive. One moti vat -
ing speech from the CEO in sup port of prod uct diver si fi ca tion is unlikely to cre ate enough
energy to sus tain employ ees as they strug gle to learn how to deliver a new prod uct or build rela -
tion ships with a new mar ket seg ment. Reg u lar mes sages are needed to sig nal the insti tu tion’s
high-level com mit ment to change, to remind staff of the vision and ben e fits that will be real ized
through the new prod uct or mar ket, to praise local efforts at imple men ta tion, and so on.

Much of this lead er ship needs to be pro vided by an MFI’s top man age ment or prod uct cham -
pion, but some of it must be pro vided by each man ager who super vises employ ees who are
expected to con trib ute to the change. It is their reg u lar com mu ni ca tion of tar gets, will ing ness
to sup port learn ing, and dis ci pline in keep ing their team on track that makes imple men ta tion
ultimately successful.

Con trol ling

Suc cess ful change does not occur over night. Per for mance must be mon i tored and actions
taken to ensure objec tives are met. Human resource man age ment sys tems need to hold staff
account able for imple ment ing agreed-upon changes, reward ing those who do and putt ing
pres sure on those who do not.

As with plan ning, the more that staff are involved in mon i tor ing their own per for mance as
well as that of the prod uct port fo lio, the better they will under stand the sta tus quo and the
more likely they will under stand why change is nec es sary. If, for exam ple, employ ees are
aware that their branch receives at least one request for an indi vid ual loan prod uct every day,
they will not be sur prised if the head office even tu ally decides to intro duce one. In fact, they
will likely sup port the new prod uct as a nec es sary and desirable change. 

Hav ing every one involved in mon i tor ing and con trol ling the risks in their envi ron ment also
facil i tates suc cess ful change. Staff in dif fer ent depart ments and at dif fer ent lev els of an insti -
tu tion rec og nize dis crete risks and have dis tinct sources of infor ma tion that can shed light on
the poten tial impact of each risk. If risks are iden ti fied locally when they are small, they can
usu ally be con trolled more quickly and at a lower cost than when they are large enough to
attract the attention of the head office. 

Hav ing every one involved, how ever, does not mean that all of an MFI’s employ ees can sit
around the same table to make a deci sion. Staff will be involved in prod uct devel op ment
changes in a vari ety of ways and at var i ous lev els. Hav ing an entity like a prod uct man age ment
com mit tee that can take the lead in plan ning, organ is ing and con trol ling all this involve ment
can be a crit i cal fac tor of suc cess. Essen tially, this is the prod uct port fo lio man age ment func -
tion, which is topic of the next and final chap ter of this book.
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Main Mes sages

1. Do not under es ti mate the impor tance of cul ture to suc cess ful diver si fi ca tion.

2. Build an orga ni za tional struc ture that rec og nizes cus tom ers’ var ied needs and facil i -
tates easy access to appro pri ate prod ucts for meet ing those needs. 

3. Empower staff to be capa ble of and moti vated to deliver a diverse prod uct mix.

4. Diver sify mar ket ing strat e gies to com mu ni cate clearly with dif fer ent mar ket seg -
ments.

5. Strengthen finan cial, infor ma tion and risk man age ment sys tems to han dle the com -
plex ity that comes with diver si fi ca tion.

6. Diver si fi ca tion requires change. Plan, orga nize, lead and con trol it to pro duce suc -
cess ful results.

Case Study: SHARE: A Spe cial ized Deliv ery Struc ture for Indi vid ual
Lend ing

SHARE ini tially launched indi vid ual lend ing by mak ing only minor adjust ments to its
exist ing group loan deliv ery pro cesses. It assumed that the same staff would be able to
han dle both prod ucts and that branch and area man ag ers would be able to mon i tor both
prod ucts with lit tle extra effort. Six months after the intro duc tion, man age ment real ized
that loan offi cers and branch man ag ers were not able to han dle both prod ucts, and that
the staff pro files for the two prod ucts should be dif fer en ti ated to better respond to the
new require ments of the indi vid ual loan prod uct.

SHARE has an army of well-trained group lend ing staff that is very effec tive in fol low ing
guide lines and pro ce dures; how ever, they faced spe cific chal lenges in inte grat ing indi -
vid ual lend ing because of its more com plex lend ing pro cesses. While the strong cul ture
of fol low ing clear and sim ple guide lines with light ana lyt i cal deci sion-mak ing by loan
offi cers pro vided good results for the group loan prod uct, it is not a work ing cul ture that
is con du cive for imple ment ing indi vid ual lend ing. Indi vid ual lend ing requires an objec -
tive anal y sis of the cli ent’s risks and repay ment capac ity, and pro motes and encour ages
crit i cal think ing among staff. Although group lend ing staff might be able to develop the
skills required for indi vid ual lend ing, SHARE branch man ag ers deter mined that the cul -
ture and work approach that was being used to deliver group loans was incom pat i ble with 
the deliv ery of indi vid ual loans through the same loan offi cer.

SHARE’s direc tor opted for an entirely new net work of branches in urban areas to be
exclu sively ded i cated to indi vid ual lend ing. This approach elim i nated a vari ety of inte -
gra tion issues and pro vided a tidy solu tion for avoid ing the orga ni za tional chal lenges of
trans form ing an insti tu tion of 2,000 employ ees and 200 offices. New staff and man ag -
ers were recruited with a spe cial indi vid ual lend ing man ager at the head office man ag ing 
oper a tions in the units. Given the large-scale scope of oper a tions and antic i pated
demand for indi vid ual lend ing in urban cen tres, this was a fea si ble option from a
cost-effec tive ness per spec tive.

How ever, SHARE is now grap pling with the inte gra tion of indi vid ual lend ing ser vices into 
its rural offices where, due to lower den si ties and credit demand pat terns, the deci sion
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has been made to offer indi vid ual loans along side group loans. SHARE’s alter na tive
approach illus trates how imple ment ing indi vid ual lend ing is a pro cess shaped by the
spe cific mar ket envi ron ment and insti tu tional cir cum stances of each MFI.
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24 Prod uct Port fo lio Man age ment

“Resources are sim ply too scarce to allo cate to the wrong pro jects. The con se quences of poor
port fo lio man age ment are evi dent: You squan der scarce resources on the wrong pro jects and as

a result starve the truly deserv ing ones.” ~ Coo per and Edgett (1999)

Regard less of how, when or why an MFI decides to diver sify, the main te nance of a suc cess ful
prod uct port fo lio over time is a chal lenge that all diver si fied insti tu tions face. It requires
ongo ing mon i tor ing of the tar get mar ket’s evolv ing needs and pref er ences, reg u lar eval u a tion
of the port fo lio’s abil ity to meet mar ket expec ta tions, and fre quent adjust ments in the deliv ery 
and, at times, the com po si tion of the prod uct mix in order to achieve institutional objectives.

This last chap ter pro vides a frame work for under stand ing the prod uct port fo lio man age ment
func tion and orga niz ing the activ i ties that need to be car ried out by those who take respon si -
bil ity for this func tion. It also explores tools and approaches that can be used to carry out
these respon si bil i ties effec tively. The chap ter addresses six main themes:

1. What is prod uct port fo lio man age ment?

2. Prod uct strat egy

3. Strat egy imple men ta tion

4. Port fo lio review

5. Remov ing a prod uct from the mix

6. How many prod ucts is too many prod ucts?

24.1 What Is Prod uct Port fo lio Man age ment?

Though there are many def i ni tions of prod uct port fo lio man age ment, an elo quently con cise
one comes from the con sult ing firm Oli ver Wyman (2009): “focus ing prod uct devel op ment
activ ity on the areas that deliver the great est incre men tal value to the business.” 

Two aspects of this def i ni tion are worth not ing. First, the use of the verb “to focus” high lights 
that prod uct port fo lio man age ment is all about resource allo ca tion (Coo per and Edgett,
1999). An insti tu tion’s exist ing prod ucts and new prod uct or mar ket ideas com pete for lim ited 
resources in terms of man age ment atten tion, staff time, mar ket ing bud get, and so on. Deci -
sions about which and how many resources to invest in a par tic u lar prod uct fall within the
prod uct portfolio management function.

The sec ond key ele ment of the def i ni tion is its focus on value. Prod uct port fo lio man age ment
aims to allo cate resources across prod ucts in a way that deliv ers the great est pos si ble ben e fit
for a given level of expen di ture. The ben e fits sought by MFIs vary depend ing on their mis -
sion, vision and stra te gic objec tives. Some seek to max i mize profit, oth ers want to max i mize
out reach to those who do not yet have access to finan cial ser vices; some aim to facil i tate asset
build ing among mem bers of a par tic u lar com mu nity or mar ket seg ment. Regard less of the
spe cific ben e fits sought, the prod uct port fo lio man age ment func tion should focus resources
on the prod ucts and activ i ties that gen er ate the greatest returns for the institution and its
target market.
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The prod uct port fo lio man age ment func tion con sists of three main activ i ties: 1) prod uct
strat egy; 2) prod uct devel op ment; and 3) port fo lio review. Although prod uct devel op ment
has been dis cussed at length through out this book, lit tle has been said about how to make sure 
that prod uct devel op ment pro ceeds as planned and achieves the desired results. Thus, this
chap ter will focus on the def i ni tion of a strat egy, the mon i tor ing of its imple men ta tion, and
the anal y sis of results to facil i tate strategic decisions for the future.

24.2 Prod uct Strat egy

Prod uct strat egy needs to be defined at two lev els:

1) What prod ucts will an MFI offer to which mar kets?

2)  How will each prod uct be devel oped to best sup port the insti tu tion’s goals for the period? 

The answer to the first ques tion is defined by an MFI’s prod uct port fo lio strat egy, while the
answer to the sec ond is defined by indi vid ual prod uct mar ket ing strat e gies. Both types of
strat egy are dis cussed below. 

Prod uct Port fo lio Strat egy

Prod uct port fo lio strat egy is usu ally estab lished as part of an insti tu tion’s busi ness plan ning
pro cess. Deci sions about what prod ucts an insti tu tion will offer to which mar kets are gen er -
ally taken by top man ag ers because these deci sions lie at the heart of an insti tu tion’s over all
strat egy. The qual ity of their deci sions is greatly affected, how ever, by the qual ity of data and
anal y sis that informs those decisions. 

As shown in Fig ure 24.1, strat egy should be shaped by an insti tu tion’s mis sion, vision and val -
ues, as well as an anal y sis of its strengths, weak nesses, oppor tu ni ties and threats (SWOT). The 
for mer defines the insti tu tion’s out reach pri or i ties while the lat ter defines its cur rent posi tion.
Four types of anal y sis inform the SWOT: 

1) Mar ket anal y sis inves ti gates the MFI’s cur rent and poten tial mar kets. Who is the insti tu -
tion serv ing? Is that who it is sup posed to be serv ing? What cus tomer needs is the MFI
meet ing? Which unmet needs are most impor tant to the tar get mar ket? Are there other
mar kets that the MFI could serve? What are the needs, pref er ences, val ues and pri or i ties of 
these mar kets?

2) Com pet i tor anal y sis clar i fies who an MFI’s com pet i tors are and what its posi tion is rel a -
tive to the com pe ti tion. Where does it face the most com pe ti tion and why? Where does it
have an advan tage over the com pe ti tion? What kind of value is each com pet i tor try ing to
offer the mar ket? How is the com pet i tive envi ron ment chang ing?

3) Insti tu tional anal y sis exam ines the MFI’s capac ity and the strengths and weak nesses of
its cur rent per for mance. It assesses phys i cal assets as well as intan gi ble assets such as
knowl edge, insti tu tional cul ture, rep u ta tion, sys tems and prod uct brands. 

4) PEST anal y sis explores the polit i cal, eco nomic, social (includ ing legal and envi ron men -
tal) and tech no log i cal envi ron ment within which an MFI oper ates. 

With one eye on the insti tu tion’s mis sion, vision and val ues, and the other eye on its SWOT
anal y sis, an MFI’s lead er ship can define its over all strat egy for the com ing period. Usu ally,
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that strat egy can be defined more effec tively by focus ing on strengths rather than weak nesses
(Wright et al., 2007). How can an insti tu tion use its strengths to pur sue mar ket oppor tu ni ties,
pro tect itself against threats, and improve areas of weak ness? As part of their SWOT anal y sis,
MFIs may find it help ful to actu ally rank their strengths (and weak nesses, oppor tu ni ties and
threats) in order of impor tance using a sim ple rank ing exer cise to help them iden tify the issues 
they most want to address in their strategy.

Fig ure 24.1 Strat egy For mu la tion

Source: Wright et al., 2007.

In a com pet i tive envi ron ment, it is par tic u larly impor tant to eval u ate strengths rel a tive to the
com pe ti tion so that strat egy is built on the basis of a com pet i tive advan tage. MFIs should ask
them selves not only what they do well, but also, what they do better than the com pe ti tion.
The strengths that are unique and hard to copy will be the best ones to focus on because they
will enable the insti tu tion to offer value over time that no one else is able to provide.

If an insti tu tion can not iden tify an exist ing com pet i tive advan tage, then its strat egy will need
cre ate one, either by:

l match ing an exist ing strength with an oppor tu nity in the mar ket envi ron ment to offer
ben e fits to cus tom ers in the future that no com pet i tor is cur rently pro vid ing;

l con vert ing a weak ness into a strength that can then be matched with an oppor tu nity to
offer ben e fits to cus tom ers in the future that no com pet i tor is cur rently pro vid ing; or

l con vert ing a threat into an oppor tu nity, which can then be matched with an exist ing
strength to offer ben e fits to cus tom ers that no com pet i tor is cur rently pro vid ing (Ennew
et al., 1995). 

The search for com pet i tive advan tage is a search for dif fer ence. What does an MFI have that
oth ers do not have, or what can it do that oth ers are not doing, to meet cus tom ers’ cur rent
needs and desires better than the com pe ti tion? Some of the ways that MFIs can dis tin guish
them selves from the com pe ti tion are sum ma rized in Table 24.1 
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Deci sions about prod uct port fo lio strat egy should flow fairly eas ily once an MFI defines its
out reach pri or i ties and its com pet i tive advan tage. An MFI’s lead er ship can com pare the avail -
able growth options (see Chap ter 1) and decide which one(s) will enable the insti tu tion to
achieve more of the kind of out reach it wants to achieve with the resources avail able at an
accept able level of risk.

Table 24.1 Dif fer en ti a tion Vari ables

Prod uct Ser vices Per son nel Chan nel Image

Fea tures Order ing ease Com pe tence Cov er age Sym bols

Price Deliv ery speed Cour tesy Acces si bil ity Media

Per for mance Deliv ery accu racy Cred i bil ity Exper tise Atmo sphere

Reli abil ity Con ve nience Reli abil ity Per for mance Events

Inno va tion Main te nance Respon sive ness Tech nol ogy Secu rity

Vari ety Cus tomer train ing Com mu ni ca tion Her i tage

Flex i bil ity Cus tomer con sult ing Per son al ity Val ues

Design Rela tion ships

Source: Adapted from Kotler, 2000.

Con sider, for exam ple, the three dif fer ent kinds of insti tu tions pre sented in Table 24.2.
National Bank offers a broad range of prod ucts and has recently entered sev eral new mar kets
where it faces lit tle com pe ti tion. It has decided that its pri or ity is to increase breadth (the num -
ber of cli ents served) by pen e trat ing the mar kets where it is already oper at ing with its exist ing
prod uct port fo lio. InnovaBank also offers a sig nif i cant range of prod ucts, but it faces intense
com pe ti tion from a mar ket leader with a mas sive branch net work. InnovaBank’s com pet i tive
advan tage is its rep u ta tion as an inno va tor so it has decided that its pri or ity should be new
prod uct devel op ment for exist ing mar kets. Mikra Sav ings and Loan is a non-bank finan cial
insti tu tion that is try ing to reach a more dis ad van taged mar ket seg ment than it cur rently
serves. It knows that its exist ing prod ucts are not meet ing the needs of that market segment so 
it has prioritized new product development.

Since it has lit tle com pe ti tion, National Bank can afford to tar get a broad mar ket. It will take a
lifecycle approach to its prod uct mix, which should make it easy to com mu ni cate its broad
range of prod ucts to cus tom ers. It will also bun dle prod ucts together to serve cus tom ers’
needs dur ing a par tic u lar phase of life and aim to increase rev e nue through cross-sell ing.
InnovaBank would be unlikely to sur vive with this strat egy since its major com pet i tor also has 
many prod ucts and cross-sells effec tively. Instead, it will build on its rep u ta tion as an inno va -
tive finan cial ser vice pro vider to develop new prod ucts that take advan tage of its new MIS
capa bil i ties and explore var i ous e-bank ing tech nol o gies. It must be effi cient because it does
not have the resources to develop and main tain an increas ing num ber of prod ucts, so it will
allow new prod ucts to can ni bal ize and replace the weak est old prod ucts. Mikra Sav ings and
Loan does not want to elim i nate any prod ucts – it only has three: a basic group loan, an indi -
vid ual loan and a basic sav ings prod uct. It wants cli ents to be able to con tinue using these ser -
vices, but it will add a prod uct to the mix to enable those who do not qual ify for the group
lending programme to enter into a relationship with the institution.
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The com po si tion, strengths and weak nesses of an MFI’s cur rent prod uct port fo lio will influ -
ence its stra te gic plan ning for the com ing period. How ever, once stra te gic objec tives have
been defined, it is those objec tives that should shape the future com po si tion of the port fo lio
and the devel op ment of the indi vid ual prod ucts contained within it.

The prod ucts with most poten tial to advance or hin der the achieve ment of an insti tu tion’s
objec tives should receive the most atten tion. To give a straight for ward exam ple, if an MFI
decides that it wants to be the most prof it able in the coun try within the next three years to pre -
pare for an ini tial pub lic offer ing (IPO), it would want to review each of its prod ucts for prof -
it abil ity. The most prof it able prod ucts would then be given the larg est bud gets for mar ket ing
and expan sion while the least prof it able ones would be elim i nated, replaced or re-devel oped
to become more prof it able.

Table 24.2 Sam ple Strat e gies

National Bank InnovaBank Mikra Sav ings
and Loan

Sum mary of
cur rent posi tion

Com mer cial bank with
many prod ucts,
recently estab lished in
sev eral new mar kets
with low com pe ti tion

Com mer cial bank with many
prod ucts faces intense
com pe ti tion from a mas sive
net work

Non-bank finan cial
insti tu tion with three
basic prod ucts wants to 
reach more
dis ad van taged seg ment

Out reach pri or ity Breadth Worth Depth

Tar get mar ket Low-income house holds Two seg ments:
1) youn ger gen er a tion that
will become mass mar ket of
the future;
2) suc cess ful
microentrepreneurs who want
their bank to grow with them

Poor est of the poor

Com pet i tive
advan tage

Prod uct range • Ener getic, cre ative young
staff

• Tech nol ogy

Cus tomer rela tion ships

Mar ket growth
strat egy

Pen e trate exist ing
mar kets with exist ing
prod ucts

New prod ucts for exist ing
mar kets

New prod uct for a new
mar ket 

Strat egy towards
com pe ti tion

Set the low est price in
the mar ket for a few
highly demanded
prod ucts to attract
cus tom ers and then
offer them bun dled
prod ucts. Grow rev e nue 
through cross-sell ing.

Use MIS for data min ing and
pro file tar get mar ket.
Con stantly assess their needs
and pri or i ties through ongo ing 
mar ket research and adjust
prod uct offer ing in response.
New and mod i fied prod ucts
should build on e-tech nol ogy
platform.

Main com pe ti tion
comes from gov ern ment 
sub si dized pro grams
and grants that are not
sus tain able. MFI will
seek to part ner with
gov ern ment and donor
for financ ing of a
sus tain able approach

Impli ca tions for
prod uct port fo lio
strat egy

Lifecycle approach

Main tain broad prod uct 
range

Port fo lio must have
coher ence to make
cross-sell ing easy

Mar ket seg ment com bined
with core com pe tence
approach

New prod ucts should
can ni bal ize old

Devel op men tal approach

Main tain cur rent
port fo lio but add
prod uct that will enable 
poor est to enter into a
rela tion ship with the
MFI

Source: Authors
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If an MFI can iden tify actions to improve a prod uct’s per for mance, then mod i fy ing the prod -
uct will usu ally be the best way to pro ceed. After all, sig nif i cant resources will have already
been invested in the prod uct and the cli ents who use it may be quite attached to it. If, how ever, 
a prod uct is in decline (see Sec tion 24.3 below), if the cost of fix ing it is greater than the rev e -
nue that the prod uct is likely to gen er ate in the future, or if com pe ti tion is fierce and resources
for growth are extremely lim ited, then the insti tu tion will want to seri ously con sider drop ping
the weak prod uct so that its resources can be put to better use elsewhere.

Accord ing to Argouslidis (2003), there are nine fac tors that finan cial insti tu tions take into
account when eval u at ing weak ser vices. Listed in order of impor tance, the fac tors are:

1. Impact on the rela tion ship with cus tom ers

2. Impact on the cor po rate image

3. Impact on the sales of other ser vices

4. Impact on the prof it abil ity of other ser vices (cross-sell ing)

5. Impact upon a full-line pol icy (namely, a pol icy to offer a full range of ser vices)

6. Extent to which a sim i lar ser vice exists to sat isfy cus tomer needs

7. Like li hood of an orga nized inter ven tion if the prod uct is elim i nated (for exam ple, an
adverse gov ern ment reac tion or neg a tive media atten tion)

8. Impact on human resources and employee rela tion ships

9. Ben e fits that com pet i tors can develop as result of the ser vice being elim i nated

Finan cial insti tu tions tend not to drop prod ucts that are gate ways to other, more prof it able
prod ucts. One exam ple of this are stu dent accounts, which make lit tle or no imme di ate profit
for an insti tu tion, but can help build loyal rela tion ships with cli ents who are likely to be prof it -
able once they grad u ate and find employ ment. A basic sav ings account may not gen er ate
much rev e nue either, but it can be a win dow through which other more-prof it able ser vices
can be sold. Westley and Palomas (2010) found, for exam ple, that small sav ers gen er ate prof -
its of over 400 per cent of the small-saver deposit bal ances at Cen te nary Bank in Uganda and
over 1,000 per cent of the small-saver deposit bal ances at ADOPEM in the Dominican
Republic.

Finan cial insti tu tions also tend not to drop prod ucts if doing so would neg a tively affect their
image in the mar ket. Because of the intan gi ble nature of finan cial ser vices and the need to
build trust-based rela tion ships with cli ents, insti tu tions will be reluc tant to remove a prod uct
if they think it would cre ate the impres sion of imper ma nence (“being here today and gone
tomor row”). This risk can be mit i gated by phas ing in a new prod uct at the same time as the
old one is phased out, thus cre at ing the impres sion of reju ve na tion rather than scal ing back, or 
by launch ing a per sonal sales cam paign that helps cli ents under stand how other prod ucts
offered by the insti tu tion can meet their needs better (see Section 24.5 for more details). 

Prod uct Mar ket ing Strat egy

The other level at which prod uct strat egy needs to be defined is the level of indi vid ual prod -
ucts. Once an MFI has decided what prod ucts it wants to offer and in which mar kets it wants
to offer them, it must define a plan for devel op ing and deliv er ing each of the prod ucts in its
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port fo lio so that it meets cli ent and insti tu tional needs as effec tively as pos si ble. Even if an
MFI’s port fo lio strat egy is to sim ply sell more of an already exist ing prod uct in mar kets it is
already serv ing, the insti tu tion will have to clar ify how it plans to do that. 

The pro cess for defin ing each prod uct’s strat egy is sim i lar to that used in defin ing the prod uct
port fo lio strat egy as a whole. The same pack ages of infor ma tion described in Fig ure 24.1 can
be used to con duct SWOT anal y ses for spe cific prod ucts and to iden tify each prod uct’s com -
pet i tive advan tage. It is impor tant to do this anal y sis at the prod uct level and not just at the
insti tu tional level because each prod uct’s mar ket sit u a tion will be dif fer ent. Prod ucts can face
dif fer ent lev els of com pe ti tion from dif fer ent types of com pet i tors depend ing on the reg u la -
tory envi ron ment, the finan cial land scape, and the new ness of the prod uct. What pro vides an
insti tu tion with a gen eral com pet i tive advan tage (for exam ple, its broad diver sity of prod ucts)
may not be enough to con vince cus tom ers to use a par tic u lar prod uct (for exam ple, a term
deposit) if that prod uct is offered by many other insti tu tions at a more favor able rate. If an
MFI wanted to attract lon ger-term sav ings to finance its much more pop u lar and unique loan
products, it would need to define a strategy for increasing sales of the term deposit.

The tar get mar ket’s needs and pri or i ties can also dif fer from one prod uct to the next. Cli ents
may not care much about con ve nience when they are bor row ing and only have to visit the
MFI once per month to pay their loan install ment. How ever, when they con sider open ing a
pass book sav ings account to man age their cash flow on a much more fre quent basis, they will
pay more atten tion to how far they have to travel to access the account. Even the tar get mar -
ket itself may dif fer from one prod uct to another. Although XacBank aims to serve a rel a tively 
broad mar ket, its sav ings prod uct for girls must meet the needs of a sub stan tially dif fer ent
mar ket seg ment than the rest of its prod ucts designed for adults. The fea tures, deliv ery mech -
a nisms and com mu ni ca tion chan nels for that product differ from others. 

There are two tools that can help MFIs under stand a prod uct’s cur rent posi tion and iden tify
actions to improve its per for mance. The first is prod uct life cycle anal y sis. The prod uct life
cycle is a sim ple con cept based on the assump tion that prod ucts have a lim ited life time. They
are born when they are intro duced to the mar ket, they grow, they mature and even tu ally they
die. Some prod ucts last for decades while oth ers last only a few months. Some fail and never
make it past the introductory phase.

As shown in Fig ure 24.2, each phase of the prod uct life cycle has dif fer ent sales and profit
char ac ter is tics. MFIs face dif fer ent oppor tu ni ties and chal lenges with respect to prod uct
deliv ery depend ing on which phase a par tic u lar prod uct is in. The four phases of the prod uct
life cycle are briefly described below.
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Fig ure 24.2 Prod uct Life Cycle

Source: Man age ment and Devel op ment Cen tre, 2009.

l In the intro duc tion phase, a prod uct gen er ates many expenses and lit tle rev e nue. There
are few cus tom ers, and new staff and sys tems have to be pre pared for growth. Pro mo tion
and pric ing strat e gies are designed to raise aware ness of the prod uct and to encour age
poten tial cus tom ers to try it. If the prod uct is new for the mar ket, there may be lit tle com -
pe ti tion as other insti tu tions watch to see how the mar ket reacts.

l In the growth phase, the mar ket is aware of the prod uct and sales vol ume increases, often
quite rap idly. More new cus tom ers are using the prod uct and pre vi ous cus tom ers, if sat is -
fied with the ser vice, are com ing back as repeat buy ers. In her 1998 pub li ca tion on prod uct 
design, Monica Brand referred to this as the “easy money phase” since it is the time when
an insti tu tion can quickly gain the accounts of peo ple liv ing or work ing nearby with out
hav ing to make much effort to recruit those accounts. Com pe ti tion may be increas ing but
the insti tu tion has an advan tage since its growth facil i tates econ o mies of scale which
reduce unit costs and increase prof it abil ity. There is still a great deal of unmet demand.
Profit begins to decline towards the end of this phase as the insti tu tion tries to expand to
more dis tant or more dif fi cult to reach mar kets and as com pe ti tion inten si fies. 

l In the matu rity phase, the prod uct is well-estab lished and, if it has been suc cess ful, com -
pet i tors have intro duced sim i lar prod ucts. The prod uct is still prof it able, but the
easy-to-serve mar kets are becom ing sat u rated, most buy ers are repeat buy ers, and mar ket
share is more dif fi cult to main tain. Com pe ti tion becomes intense, lead ing to aggres sive
pro mo tional and pric ing pro grams, which lead to smaller profit mar gins. More delib er ate
mar ket ing, cross-sell ing and cost reduc tions are needed to sur vive in this stage.

l In the decline phase, prices fall, the prod uct becomes less prof it able, sales stag nate or
decline as buy ers move on to other prod ucts that can meet their chang ing needs better.
Intense rivalry exists among the insti tu tions that con tinue to offer the prod uct. If actions
are taken to revive inter est in the prod uct, sales may begin to grow. Oth er wise, rev e nue
con tin ues to fall and the prod uct even tu ally becomes unprof it able.
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By ana lyz ing infor ma tion about a prod uct’s per for mance, an MFI can roughly deter mine the
life cycle phase in which that prod uct is cur rently located. It can then iden tify actions that
might speed, for exam ple, the prod uct’s entry into the growth phase, or pro long the amount
of time it spends in the growth and matu rity stages (see Table 24.3). If the anal y sis of prod uct
per for mance sug gests that a prod uct is enter ing the decline phase, man age ment will need to
decide whether to invest in refresh ing the prod uct or remove the prod uct from the mix so that 
its resources can be spent more effectively elsewhere.

Table 24.3 Strat e gies for Pro long ing a Prod uct’s Life Cycle in a
Com pet i tive Mar ket

Strat egy Goal Activ i ties

 For tress defense Increase sat is fac tion,
loy alty and repeat
pur chases of cur rent
cus tom ers 

• Build on exist ing MFI strengths

• Empha size qual ity and prod uct
enhance ment

• Stress unique ness and supe ri or ity of prod uct 
fea tures

• Loy alty pro grams

• Reminder adver tis ing

• Improve ments in after sales ser vice and
logis tics

Flanker defense Defend an exposed
weak ness (or flank)

Develop a sec ond prod uct brand (either higher
qual ity, higher price or a lower qual ity, lower
price)

Mar ket expan sion Estab lish strong
mar ket posi tions in
dif fer ent mar ket
seg ments

• Develop line exten sions, new brands or
alter na tive prod uct forms using sim i lar
tech nol ogy to appeal to dif fer ent mar ket
seg ments

• Build spe cial ized dis tri bu tion net works that
give access to underserved seg ments

• Design mul ti ple pro mo tion cam paigns for
dif fer ent seg ments

Con trac tion or
stra te gic with drawal

Focus on stron gest
mar kets

Reduce or even stop mar ket ing efforts in some
seg ments and focus on the most prom is ing
ones where a sus tain able rel a tive advan tage
can be cre ated or sustained

Con fron ta tion Chal lenge com pet i tive 
offer ings

• Improve the prod uct

• Increase pro mo tional efforts or lower prices

• Invest in improv ing pro cesses to lower unit
costs

• Develop new prod ucts with supe rior fea tures 
which rep re sent better value for money
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Strat egy Goal Activ i ties

 Fron tal attack Directly chal lenge a
com pet i tor in its areas 
of strength

• Develop supe rior prod ucts

• Spend more on pro mo tion and dis tri bu tion
than com pet i tors

• Pro vide better cus tomer ser vice

Flank ing attack Catch the mar ket
leader off guard by
attack ing an area of
weak ness

• Develop a unique or supe rior prod uct which
sat is fies unmet cus tomer needs 

• Build more appro pri ate dis tri bu tion chan nels 
for access ing underserved seg ments

Encir cle ment Attack com pet i tor on
sev eral fronts at once

Same as flank ing but in mul ti ple seg ments

Bypass or leap frog Avoid the
com pet i tor’s main
mar ket 

• Diver sify into unre lated prod ucts

• Diver sify into new geo graph ical mar kets

• Sur pass exist ing prod ucts with new
tech no log i cally advanced prod ucts

Guer rilla attack Harass the mar ket
leader by dis rupt ing
its plans and divert ing 
some of its resources
and atten tion

• Sud den and spo radic sales pro mo tion
schemes

• Short-term price reduc tions

• Seg ment-spe cific adver tis ing cam paigns

 Exten sive pen e tra tion Con vert cur rent
non-users to users in
a mar ket already
served 

• Increase the value of the prod uct by add ing
new fea tures or ser vices

• Enhance dis tri bu tion cov er age through
inno va tive net works

• Sales pro mo tions in the form of cou pons,
bun dling and sam pling

Use expan sion Increase cur rent
cus tom ers’ use of the
prod uct

• Pro vide reminder com mu ni ca tions

• Make the prod uct eas ier or more con ve nient
to use

• Reduce the unde sir able con se quences of
fre quent use

• Develop pos i tive asso ci a tions with use
occa sions

• Develop new prod uct uses

• Pro mote prod uct use at dif fer ent loca tions or 
for dif fer ent pur poses

Source: Adapted from Avlonitis and Papastathopoulou, 2006.

As sug gested by Table 24.3, the list of poten tial strat e gies for expand ing the sales and/or prof -
it abil ity of a prod uct is long. To iden tify which actions an MFI might want to take, a sec ond
tool can be help ful. The prod uct com pe ti tion anal y sis frame work pre sented in Table 24.4
com bines the con cept of the core, actual and aug mented prod uct (dis cussed in Chap ter 1)
with the 8Ps of the mar ket ing mix (dis cussed in Chap ter 23) to cre ate a frame work for com -
par ing an MFI’s prod uct offer ing against cli ent demands and the com pe ti tion’s sup ply. After
the last three col umns of the table are com pleted, an MFI can iden tify where it is meet ing cus -
tomer needs, where it is not, where it is strong ver sus the competition and where it is weak. 
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As was the case with prod uct port fo lio strat egy, MFIs can use the results of their com pe ti tion
anal y sis to iden tify options for using their strengths to take advan tage of oppor tu ni ties in the
mar ket envi ron ment. For example:

l They can craft mar ket ing mes sages that focus on their strengths, high light ing in par tic u lar
the ones that address pri or ity cus tomer needs and desires because that is where they offer
better value than the com pe ti tion.

l They can plan how to use one of their strengths (or con vert a weak ness into a strength) to
respond to a demand from their exist ing mar ket that nei ther they nor their com pe ti tion
are effec tively meet ing. 

Table 24.4 Prod uct Com pe ti tion Anal y sis Frame work

Prod uct Cli ents Com pe ti tion Our MFI

Core Prod uct:

Needs

Wants

What is the unmet
need or want?

How are these needs
being met by oth ers?

How are we
address ing this
need/want, if at all?

Actual Prod uct:

Prod uct Design What terms and
con di tions do the
cli ents want?

What prod ucts
com pete with ours?
What are their terms
and con di tions

How does our prod uct
com pare to the oth ers
offered by our MFI?Price

Phys i cal Evi dence

(pass book, state ment, etc.) 

Aug mented Prod uct:

Pro mo tion How do cli ents want
us to inter act with
them? Are they
lit er ate,
geo graph i cally
con cen trated, what do 
they value, etc.?

How do com pet i tors
reach the tar get
mar ket?

What is their image
and the image of their 
prod uct(s) in the
mar ket? 

How do we cur rently
sell our prod uct (e.g.
mar ket ing, incen tives, 
etc.)? How are we
per ceived in the
mar ket?

How is our cur rent
prod uct per ceived by
cli ents (and
non-cli ents)?

Place

Posi tion ing

Phys i cal Evi dence

(branch appear ance, etc.)

Peo ple

Pro cess

Source: MicroSave, as pre sented in Frankiewicz et al, 2004.

l They can plan how to reach new mar ket seg ments that want what the MFI already deliv ers 
well.

l They can plan how to strengthen areas where the com pe ti tion is per form ing well but they
are not and this is result ing in a loss of mar ket share.

After weigh ing the var i ous options, MFIs should choose a hand ful of the most prom is ing
strat e gies to imple ment in the com ing period. The deci sion about which strat e gies are most
prom is ing will be shaped by each MFI’s over arch ing objec tives for the period. Return ing to
the exam ple posed ear lier in this chap ter, if an insti tu tion prioritizes prof it abil ity, then the
strat e gies that will be deemed most prom is ing are the ones that are likely to gen er ate the great -
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est increase in prof it abil ity. If, how ever, an MFI’s stra te gic objec tive for the period is to reach
a more dis ad van taged cli en tele, then the most prom is ing options will be the ones that make
the prod uct more acces si ble to that mar ket. 

It is worth stress ing the impor tance of using prod uct com pe ti tion anal y sis to define a shortlist
of options that would be valu able from the cus tomer’s per spec tive before using the insti tu -
tion’s pri or i ties to decide which strat e gies should be pur sued. Recall ing that value is a rela tion -
ship between ben e fits and costs (see Fig ure 24.3), MFIs need to iden tify options that will
either ben e fit cus tom ers more or cost them less than the com pe ti tion’s offer ing.

Fig ure 24.3 Value Anal y sis from the Cli ents’ Per spec tive

Source: Authors.

Although MFIs could do the oppo site and con sider the insti tu tion’s pri or i ties first, this would
put the cart before the horse. An insti tu tion exists to serve its cus tom ers and not vice versa. In
addi tion, and on a more prac ti cal level, start ing with the insti tu tion’s pri or i ties would vastly
increase the num ber of options an MFI would have to con sider. With all the tools that exist
today to improve insti tu tional per for mance and mar ket ing, the prob lem is rarely not hav ing
enough options, but rather decid ing which of the avail able options would make the best use
of lim ited resources. By iden ti fy ing cus tomer pri or i ties in the con text of the com pe ti tion’s
cur rent offer ing first, an MFI can quickly focus its atten tion and deci sion-mak ing resources
on a smaller set of options for maximizing value.

Towards a Qual ity Prod uct Strat egy

In order for the stra te gic deci sions that are taken at both the port fo lio and the indi vid ual prod -
uct lev els to become use ful, they need to be put in writ ing and com mu ni cated to the staff who
will be expected to imple ment them. If an MFI fol lows a par tic i pa tory plan ning pro cess that
involves all staff in its deci sion mak ing, there will already be broad under stand ing and sup port
for deci sions by the time they are made, but imple men ta tion will still require that the selected
strat e gies be clearly recorded in a cen tral loca tion so they can be eas ily ref er enced and guide
consistent product delivery.

Prod uct port fo lio strat egy is usu ally artic u lated in an MFI’s busi ness plan and/or stra te gic
mar ket ing plan while indi vid ual prod uct strat egy can be sum ma rized in a prod uct mar ket ing
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plan. The con tents of these plans need not be com plex, but they should include stra te gic
objec tives, mea sur able indi ca tors that can be used to track prog ress, tar gets that indi cate the
expected level of per for mance, a list of the spe cific ini tia tives or activ i ties that will be imple -
mented to achieve the objec tives, a timeline, and resource assign ments (both human and
finan cial).58 

As men tioned in Chap ter 23, prod uct mar ket ing plans can also sum ma rize key prod uct infor -
ma tion to guide staff who will be tak ing the MFI’s prod ucts to the mar ket. A descrip tion of
each prod uct’s fea tures (per haps using the 8P frame work), its most impor tant mar ket seg -
ments, and the main mes sages to be com mu ni cated to each could be help ful to those try ing to
sell the product.

24.3 Strat egy Imple men ta tion

Effec tive strat egy imple men ta tion is con sid ered by many to be much more dif fi cult than
effec tive strat egy design. In a fre quently-cited For tune Mag a zine cover story, Charan and
Colvin (1999) esti mated that 70 per cent of CEOs’ fail ures result not from poor strat egy but
rather from poor exe cu tion. So what can MFIs do to try to make sure that the prod uct devel -
op ment strat e gies they care fully design are actu ally imple mented in a way that pro duces the
desired results?

Kaplan and Norton (2001) place much of the blame for strat egy fail ure on the weak or
non-exis tent link between bud gets and strat egy. They make a dis tinc tion between oper a tional
bud get ing, which deals with the ongo ing expenses that sup port recur ring oper a tions, and stra -
te gic bud get ing, which autho rizes expenses that enable an orga ni za tion to develop new prod -
ucts and capa bil i ties. Because of the large base of prod ucts, infra struc ture and cus tom ers that
are usu ally main tained from one year to the next, most of an insti tu tion’s spend ing will be
found in its oper a tional bud get (see Fig ure 24.4). How ever, Kaplan and Norton argue, some
por tion of its resources should be allo cated to a bud get that funds stra te gic activ i ties, and the
imple men ta tion of that bud get should be mon i tored sep a rately from the imple men ta tion of
ongo ing activ i ties. What often hap pens is that insti tu tions try to imple ment strat egy through
their ongo ing activ i ties, squeez ing time out of already busy peo ple and scrap ing fund ing
together from slack in the oper at ing bud get. In their opin ion, inad e quate staffing and financial 
support causes strategic initiatives to fail.

One of the most impor tant things that an MFI can do in sup port of effec tive strat egy imple -
men ta tion is to make sure that its stra te gic objec tives have ade quate resources ear marked for
their imple men ta tion. It is better to suc cess fully imple ment two stra te gic objec tives with the
resources avail able than fail at achiev ing five because no ini tia tive received the sup port nec es -
sary for suc cess. MFIs may find it help ful to cre ate a sep a rate bud get for stra te gic ini tia tives
and to mon i tor per for mance against that bud get on a reg u lar basis, as Kaplan and Norton
suggest. 
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Fig ure 24.4 Oper a tional and Stra te gic Bud gets

Source: Kaplan and Norton, 2001.

A sec ond rea son for strat egy fail ure that is fre quently cited is lack of fol low up. Accord ing to
Mankins and Steele (2006), whose com pany col lab o rated with the Eco nomic Intel li gence
Unit to sur vey exec u tives from 197 com pa nies world wide, “Less than 15% of com pa nies
make it a reg u lar prac tice to go back and com pare the busi ness’s results with the per for mance
fore cast for each unit in its prior years’ stra te gic plans…. Indeed, the fact that so few com pa -
nies rou tinely mon i tor actual vs. planned per for mance may help explain why so many com pa -
nies seem to pour good money after bad – con tin u ing to fund los ing strat e gies rather than
search ing for new and better options.” Con tin u ous mon i tor ing is one of the seven rec om -
men da tions they make for more successful strategy implementation (see Box 24.1).

If MFIs reg u larly mon i tor the imple men ta tion of their stra te gic plans and the extent to which
the planned ini tia tives are pro duc ing the desired results, they will be able to make adjust ments
as nec es sary along the way to make sure that their objec tives are achieved. Cre at ing a cul ture
of account abil ity is also impor tant. Sim ply ask ing about the sta tus of a plan’s imple men ta tion
can help to com mu ni cate that it is still a pri or ity and keep staff focused on its execution.
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Box 24.1 Clos ing the Strat egy-to-Per for mance Gap

1. Keep it sim ple, make it con crete.

2. Debate assump tions, not fore casts.

3. Use a rig or ous frame work, speak a com mon lan guage.

4. Dis cuss resource deploy ments early.

5. Clearly iden tify pri or i ties.

6. Con tin u ously mon i tor per for mance.

7. Reward and develop exe cu tion capa bil i ties.

Mankins and Steele, 2006.



The chal lenge of effec tive mon i tor ing

As dis cussed in Chap ter 2, if each depart ment under stands its con tri bu tion to the prod uct
devel op ment pro cess and has sys tems in place to gather, pro cess, ana lyze and/or chan nel
infor ma tion effec tively, it will be rel a tively easy for mem bers of a prod uct man age ment com -
mit tee to bring knowl edge about inter nal and exter nal trends to the table to inform prod uct
devel op ment deci sions and to mon i tor the imple men ta tion of those deci sions. Of course, if
appro pri ate sys tems are not in place, or if no one in par tic u lar is tasked with gath er ing prod uct 
and mar ket infor ma tion, then the chances of that knowl edge being brought to the table to
inform strategic decisions are slim.

The time to think about what infor ma tion needs to be gath ered and who should gather it is
now, before the infor ma tion is needed to make busi ness deci sions. This is one of the crit i cal
invest ments that undi ver si fied insti tu tions can make to pre pare them selves for diver si fy ing
suc cess fully. For insti tu tions that have already diver si fied, invest ing in stron ger infor ma tion
sys tems could be the key to main tain ing a stra te gic port fo lio over time. As noted in Chap ter
23, the devel op ment of infor ma tion sys tems refers to more than just the input and pro cess ing
of data by the insti tu tion’s com put er ized man age ment infor ma tion sys tem. It refers to the
entire array of for mal and infor mal chan nels that peo ple use to pass information from one
part of the institution to another.

Table 24.5 pro vides an illus tra tive exam ple of a tool that could be used to orga nize an infor -
ma tion sys tem audit. The table assesses the degree to which infor ma tion is avail able for six
kinds of anal y sis: com pe ti tion, mar ket, PEST, per for mance, com mu ni ca tion chan nel effec -
tive ness and risk. In the first col umn, staff would describe the infor ma tion they need in order
to con trib ute effec tively to the prod uct devel op ment pro cess. Some one (per haps a con sul -
tant, cus tomer ser vice offi cer or infor ma tion offi cer) could then inves ti gate who is gath er ing
that infor ma tion, how it is being chan neled, and if it is being chan neled to those who need it.
This per son (or team) could also rec om mend actions to strengthen the system in areas of
weakness.

MFIs can reap three main ben e fits through an infor ma tion audit. First, the pro cess can help
raise aware ness amongst all staff of the infor ma tion they need to be gath er ing in order to
make their con tri bu tion to prod uct devel op ment. Sec ond, it can help every one think through
how and when infor ma tion should passed to those who will ana lyze or apply it. Third, it can
high light oppor tu ni ties for improv ing the effec tive ness of the sys tems and chan nels through
which information flows.
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Table 24.5 Sam ple Frame work for an Infor ma tion Sys tem Audit

Area of
anal y sis

Who needs what
infor ma tion

Who col lects the infor ma tion, 
how, how often

How infor ma tion is
chan nelled to the

stake holders in col umn 2

• Sales staff: our strengths
and. com pet i tors’
weak nesses 

• Mar ket ing: actions the
com pe ti tion is tak ing

• Ongo ing field staff
obser va tion

• Quar terly cus tomer
advi sory board

• Mar ket ing staff mon i tors
press

• Rec om mend intro duc tion
of quar terly mys tery
shop ping

• Field staff pro vide input
via branch man ag ers
dur ing weekly meet ings
but meet ings are not held
reg u larly and input is not
encour aged in some
loca tions

• No reli able mech a nism for
chan nel ling mar ket
intel li gence gath ered by
Head Office

• Every one: who is the tar get 
mar ket, what are their
needs, pri or i ties, opin ions
about us

• Oper a tions: esti mated
future demand 

• Busi ness Devel op ment and 
Finance: new mar kets with 
poten tial

• Mar ket ing cre ates annual
seg ment pro files

• Cus tomer ser vice offi cers
con duct exit inter views

• Sug ges tion box (ongo ing)

• Hot line (ongo ing)

• Field obser va tion (ongo ing)

• Appli ca tion data entered
into MIS (ongo ing)

• Field staff pro vide input
via branch man ag ers
dur ing weekly meet ings
but meet ings are not held
reg u larly and input is not
encour aged in some
branches

• Mar ket seg ment pro files
exist at Head Office only 

• Staff news let ter show cases 
one cli ent per month

Every one: what risks must be
man aged, what trends might
cre ate oppor tu ni ties

• Field staff obser va tion

• Finance man ager mon i tors 
eco nomic indi ca tors

• Mar ket ing staff mon i tors
press

• Need better mon i tor ing of
legal and tech nol ogy
devel op ments

• Intranet and staff
news let ter pro vide
chan nel, but poorly
orga nized

• Annual “state of our
world” pre sen ta tion by
CEO

• Weekly staff meet ings 

• Prod uct man age ment
com mit tee: prod uct and
mar ket seg ment
per for mance

• All staff: prog ress towards
per sonal, unit and MFI
objec tives

• Part ners: prod uct sales,
cus tomer pro files

• Prod uct man ager gath ers
monthly data on prod uct
per for mance

• Finance reports on
seg ment, branch and
prod uct prof it abil ity

• URGENT need for prod uct
cost ing 

• Human resource
depart ment orga nizes
annual staff per for mance
apprais als

• Monthly PMC meet ings

• Monthly man age ment
reports track prog ress
against growth tar gets and
bud get

•  Per for mance apprais als
are con ducted in 360
degree for mat

• Peri odic prod uct
knowl edge tests could give 
staff and super vi sors
feed back on mes sage
con tent
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Area of
anal y sis

Who needs what
infor ma tion

Who col lects the infor ma tion, 
how, how often

How infor ma tion is
chan nelled to the

stake holders in col umn 2

• CEO: what (dis)incen tives
for com mu ni ca tion exist

• Super vi sors: where in my
unit is infor ma tion get ting
stuck 

• Infor ma tion Offi cer: are
chan nels being used,
timely, accu rate, secure,
acces si ble, over bur dened

• Annual staff sur vey and
feed back loop review
con ducted jointly by an
exter nal con sul tant and
the cus tomer ser vice
depart ment

• Staff obser va tion

• Tech nol ogy helpline

• Infor mal feed back from
super vi sors to remove
block ages and
dis in cen tives. Audit report
sub mit ted only after four
months – delay is too long

• Tech nol ogy helpline reacts 
to calls but issue pat terns
are not being tracked

• Prod uct man age ment
com mit tee: signs of
prod uct can ni bal iza tion,
rel e vance of and
com pli ance with prod uct
pol i cies and pro ce dures,
staff atti tude towards
prod ucts

• Cli ents: accu rate prod uct
infor ma tion

• Reg u la tors: com pli ance
with pol i cies and
leg is la tion

• Head of Mar ket ing
anal y ses monthly data on
prod uct per for mance

• Inter nal and exter nal audit 

• Super vi sors con duct spot
checks on an irreg u lar
basis 

• Rotat ing field
rep re sen ta tive sits on PMC

• Audi tors report directly to
Board but share prod uct
related obser va tions with
PMC

• Set ting min i mum
stan dards of per for mance
on peri odic prod uct
knowl edge tests could help 
ensure accu racy of
infor ma tion given to
cli ents  

Source: Authors.

The Role of the Prod uct Man age ment Com mit tee

If a prod uct man age ment com mit tee exists, it can take respon si bil ity for orga niz ing an infor -
ma tion audit from a prod uct devel op ment per spec tive. It can advo cate for rec om mended
improve ments to be made and fol low up on any agreed-upon changes. It can also serve as a
focal point for prod uct development updates.

Per haps most impor tantly, the com mit tee can cre ate a space for dis cuss ing strat egy rather
than day-to-day oper a tions. It can facil i tate reg u lar mon i tor ing of prod uct strat egy imple men -
ta tion and pro vide peri odic oppor tu ni ties for dif fer ent parts of the insti tu tion to share infor -
ma tion and resolve con flicts on prod uct issues. This can help every one stay on track and
lessen resis tance to strat egy imple men ta tion that may arise over time. If a prod uct man age -
ment com mit tee does not exist, then mak ing another entity respon si ble for these tasks can
help strategy implementation succeed.

24.4 Port fo lio Review

Port fo lio review is the third main activ ity within the prod uct port fo lio man age ment func tion.
It involves the eval u a tion of infor ma tion that has been gath ered through out the prod uct
devel op ment pro cess to deter mine the health of the prod uct port fo lio. Of course, if the
required infor ma tion has not been gath ered through ongo ing prod uct devel op ment activ i ties,
then the review may involve infor ma tion col lec tion and analysis in addition to evaluation.
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In gen eral, the port fo lio review should help an insti tu tion under stand where its prod uct port -
fo lio is strong, where it is weak, and whether a change in strat egy is needed. Some of the spe -
cific ques tions that the review can answer include the following:

1. Is the prod uct port fo lio enabling the insti tu tion to achieve its objec tives? Which prod ucts
are con trib ut ing most to the achieve ment of out reach pri or i ties? Which prod ucts con trib -
ute the least?

2. Is each prod uct in the port fo lio achiev ing the tar gets that were set for it? If not, why not, if
so, how much more poten tial does each prod uct have for growth?

3. Are resources allo cated in a way that max i mizes returns for a given level of risk? Could
resources that are cur rently allo cated to poorly per form ing prod ucts be better allo cated to
other prod ucts or to new prod uct oppor tu ni ties?

4. Is the port fo lio appro pri ately bal anced in terms of risk?

5. Are cus tom ers sat is fied with the prod uct mix? Is there a new or grow ing need that the
exist ing prod uct port fo lio is not meet ing well?

6. Is the exist ing prod uct port fo lio capa ble of meet ing antic i pated chal lenges from the com -
pe ti tion?

To answer these ques tions, large amounts of data may have to be pro cessed to make it pos si -
ble to draw con clu sions. Spread sheets are com monly used to pres ent sum ma ries of actual ver -
sus pro jected growth in cus tomer num bers or port fo lio vol ume, lev els of expen di ture,
port fo lio at risk, and so on. But the amount of data pre sented in the spread sheets can become
over whelm ing, and some aspects of prod uct per for mance are not com mu ni cated clearly in a
spread sheet. So what other tools might an MFI use to ana lyze prod uct per for mance and iden -
tify the prod ucts that deserve the most atten tion? This sec tion briefly describes three options
that MFIs can apply with relative ease.

1. Dynamic Rank-ordered List

To use this tool, an MFI must iden tify a small num ber of cri te ria that it con sid ers impor tant in
eval u at ing prod uct per for mance. It then ranks prod ucts accord ing to their per for mance in
those areas. In the exam ple pro vided in Table 24.6, an MFI’s prod ucts were ranked on the
basis of three cri te ria: 1) stra te gic impor tance (con tri bu tion to the achieve ment of the insti tu -
tion’s stra te gic objec tives for the period); 2) prof it abil ity; and 3) growth poten tial. The pass -
book sav ings prod uct, for instance, was ranked first in terms of stra te gic impor tance but last
in terms of profitability.
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Table 24.6 Dynamic Rank-Ordered List

Prod uct Stra te gic
Impor tance Prof it abil ity Poten tial for

Growth
Score

(Rank ing)

Pass book sav ings 1 6 1 2.7 (1)

Indi vid ual microenterprise
loan

3 2 4 3.0 (2)

Con sump tion loan 6 1 2 3.0 (2)

Life insur ance 2 5 3 3.3 (4)

Group microenterprise loan 4 3 5 4.0 (5)

Term sav ings 5 4 6 5.0 (6)

Source: Authors.

After rank ing the prod ucts’ per for mance in each area, an over all prod uct rank ing is cre ated by
aver ag ing the prod ucts’ rank ings across all cri te ria. In the exam ple above, pass book sav ings
had the high est aver age score, which sug gests that it was the MFI’s best per form ing prod uct,
whereas term sav ings was the weak est. This iden ti fi ca tion of rel a tive strength and weak ness
can guide an MFI’s future resource allo ca tion and also draw atten tion to prod ucts that may
need a new strat egy. One dis ad van tage of this tech nique is that it gives each cri te rion equal
impor tance, which may not reflect reality and mislead decision makers.

2. Scor ing Mod els

Scor ing mod els are sim i lar to rank-ordered lists in that they eval u ate prod uct per for mance
against spe cific cri te ria and then amal gam ate the results to pro duce a score that can be used to
iden tify rel a tively strong and weak prod ucts. How ever, they are more pre cise than
rank-ordered lists because they allow MFIs to estab lish spe cific mea sure ment indi ca tors for
each cri te rion and to weight the value of each. Exam ples of scor ing mod els that were used for
the pur pose of screen ing diver si fi ca tion options were pre sented in Chap ters 2 (see Table 2.4)
and Chap ter 20 (see Table 20.1). Obvi ously, the cri te ria used to review prod uct per for mance
would dif fer from those used to screen new prod uct ideas, but the pro cess of build ing and
using the model to score products and product ideas would be the same. 

Some of the indi ca tors that MFIs could include in a prod uct review scor ing model include:

l Per cent age growth in num ber of cus tom ers

l Per cent age growth in aver age account bal ance

l Vol ume of loans dis bursed or sav ings mobi lized

l Per cent age of claims rejected

l Cli ent turn over

l Aver age cus tomer sat is fac tion score

l Size of the prod uct’s poten tial mar ket 

l Per cent age of this prod uct’s cus tom ers who use at least one other prod uct of the MFI

l Net pres ent value of the prod uct’s rev e nues less all expenses for the next three years
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Scor ing mod els can be quite use ful for com par ing prod ucts within the same prod uct line.
When com par ing per for mance across prod uct lines, how ever, the model can be dif fi cult to
design. Sav ings, credit, insur ance and money trans fer prod ucts have very dif fer ent per for -
mance indi ca tors, so their results can only be directly com pared in a lim ited num ber of areas,
such as the aver age cus tomer sat is fac tion score. With some indi ca tors, it may be nec es sary to
mea sure per for mance dif fer ently for dif fer ent prod uct lines, but a score can be gen er ated that
has a com mon mean ing across prod ucts. For exam ple, cli ent turn over might be mea sured dif -
fer ently for bor row ers and insur ance pol i cy hold ers, but what ever is con sid ered “excel lent
per for mance” in the two sce nar ios could gen er ate a score of 5, while the weakest level of
performance could generate a score of 1.

3. Visual Charts

Port fo lio maps, bub ble dia grams, pie charts and his to grams are cre ated using much of the
same data as the other tech niques explored above, but the visual way in which the results are
pre sented makes them use ful not only for iden ti fy ing strong and weak prod ucts, but also for
ana lys ing the degree to which there is appro pri ate bal ance in a prod uct port fo lio. This is their
primary strength.

Visual charts can pro vide a great deal of infor ma tion in a sin gle pic ture, but that infor ma tion
must be inter preted by deci sion-mak ers. Whereas the rank ing and scor ing tools described
above list prod ucts in order of strength, charts such as the risk vs. reward bub ble dia gram in
Fig ure 24.5 sug gest no par tic u lar action. Inter pret ing the chart requires some under stand ing
of the insti tu tion’s objec tives and tol er ance for risk. If the team inter pret ing the chart lacks
this under stand ing, the data will not be very use ful, although the chart could help the team
define objec tives or risk tolerance levels for the future.

Fig ure 24.5 Sam ple Risk vs. Return Bub ble Dia gram

Source: Coo per and Edgett, 1999.
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Visual charts can also help facil i tate dis cus sions about the allo ca tion of resources. In the
exam ple pro vided in Fig ure 24.5, the size of each bub ble cor re sponds to the resources being
spent on that prod uct this year. An MFI can look at the dis tri bu tion of resources and ask itself
whether that is the right dis tri bu tion for the future. If it wants to intro duce a new prod uct and
has to finance it using exist ing resources, it can use the chart to help it decide where it might
draw those resources from. 

There are many types of charts that MFIs can cre ate to review the per for mance of their prod -
uct port fo lio. The risk vs. reward bub ble chart is a pop u lar one for finan cial insti tu tions.
Charts that plot prod ucts accord ing to their com pet i tive strength and mar ket attrac tive ness
are also pop u lar. Pie, bar and line charts are the ones used most by MFIs, per haps because
they are gen er ated from infor ma tion con tained in a spread sheet. These charts can, how ever,
be more use ful than a spread sheet in high light ing impor tant infor ma tion and illus trat ing
trends (see, for example, Figures 24.6 and 24.7).

Figure 24.6 Clients Served          Figure 24.7 Accounts Opened per Month

Source: Authors. Source: Authors.

Dynamic charts (those that describe per for mance over a period of time) are gen er ally more
help ful than static charts (those that describe per for mance at one point in time), because
they pro vide con text within which to inter pret cur rent per for mance. To know that 40 per cent 
of an insti tu tion’s cli ents are urban microentrepreneurs is inter est ing, but is this a larger or
smaller per cent age than the pre vi ous period and how close is that per cent age to the insti tu -
tion’s target for the period?

The main dis ad van tage of visual charts is that an insti tu tion can pro duce too many of them,
over whelm ing deci sion mak ers with data rather than facil i tat ing their anal y sis of prod uct port -
fo lio per for mance. It is gen er ally rec om mended to use a care fully selected, rel a tively small
num ber of charts that can facil i tate dis cus sions about resource allo ca tion and future strat egy.
A good place to start is with the insti tu tion’s pri or i ties. What did the MFI want to achieve dur -
ing this period and to what extent did the insti tu tion’s dif fer ent products help to achieve those 
goals? 
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Using the Review to Inform Strat egy

Regard less of the spe cific method used for eval u at ing the prod uct port fo lio, the review
should pro duce infor ma tion that enables senior man ag ers to make deci sions about an appro -
pri ate strat egy for mov ing for ward. MFIs can, and often do, define their prod uct strat egy
with out con duct ing a port fo lio review, but doing so leaves them exposed to inef fi ciency risk
and mis sion drift, among other things. By eval u at ing all of the prod ucts in its port fo lio at
once, an MFI can gain the following benefits:

l It can clearly iden tify the stron gest or most prom is ing prod ucts and make sure it gives
them the sup port they need. 

l It can deter mine whether its port fo lio is appro pri ately bal anced and, if it is not, define
actions to improve the bal ance that will have as min i mal an impact as pos si ble on the
stron gest and most prom is ing prod ucts.

l It can iden tify the weaker prod ucts in the port fo lio and decide whether to improve them
or per haps remove them from the mix. 

l It can dis cern whether one prod uct in the port fo lio is can ni bal iz ing another and decide
whether this is stra te gic or actions need to be taken to stop it.

l If resources are severely con strained, it can make port fo lio-level deci sions about which
prod ucts most merit invest ment and how to limit resource con sump tion else where. 

l It can weigh the ben e fit of addi tional invest ments in exist ing prod ucts against the risk and
return pro jec tions of new prod uct ideas. 

l It can con sider the impact that changes to one prod uct might have on oth ers.

l It can ana lyze the coher ence of the prod uct port fo lio. Does the approach that has been
used to com mu ni cate the port fo lio in the past still make sense for the future given changes 
in prod ucts and, per haps, the com po si tion of the over all mix?

l It can seg ment prod uct per for mance by mar ket and ana lyze the trends. If cer tain mar ket
seg ments are per form ing poorly across prod ucts then the insti tu tion can con sider leav ing
those seg ments or devel op ing prod ucts to serve them better. If one prod uct is per form ing 
poorly in a par tic u lar mar ket but other prod ucts are doing well, the expe ri ences of those
work ing with other prod ucts can be brought to bear on a strat egy for improv ing the one
prod uct’s weak nesses. 

l It can ana lyse the degree to which prod ucts are being cross-sold. Are cer tain prod ucts
being used by the same types of cli ents? If so, are there oppor tu ni ties for bun dling the two
prod ucts that would increase cus tomer sat is fac tion or decrease the insti tu tion’s cost of
deliv er ing those prod ucts? 

l It can com pare trends in cus tomer sat is fac tion with indi vid ual prod ucts and sat is fac tion
with the prod uct port fo lio as a whole. Are cli ents reject ing a par tic u lar prod uct or the
entire insti tu tion? Are they reject ing the insti tu tion because of a par tic u lar prod uct, and if
so, what should be done about that? If cli ents love a par tic u lar prod uct but not the insti tu -
tion, this may sig nal latent loy alty that the MFI can lever age into future prod uct devel op -
ment.

l Finally, if the review is con ducted by a cross-func tional team such as the prod uct man age -
ment com mit tee, it can help cre ate con sen sus among depart ment heads, each of whom
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has con trol over a cer tain per cent age of the insti tu tion’s resources, about the degree of
invest ment and atten tion that each of the MFI’s prod ucts should receive in the com ing
period. Future strat egy, and sup port for future strat egy imple men ta tion, can emerge as a
nat u ral out come of the review pro cess.

By using the port fo lio review to accom plish such activ i ties, MFIs can better pre pare them -
selves to define a strat egy for the next period that does not just carry on with busi ness as usual, 
but rather, proactively man ages resources to max i mize the value being cre ated for the insti tu -
tion and its cli ents. Prod ucts can be pri or i tized and resources can be allo cated on the basis of
per for mance rather than on the basis of a cer tain per cent age growth over the pre vi ous year.
Man ag ers will be cog ni zant of which prod ucts are con trib ut ing most to the achieve ment of
the insti tu tion’s mis sion and they can do their best to sup port and pro tect those prod ucts in
the face of cri sis and the daily challenges of strategy implementation.

24.5 Remov ing a Prod uct from the Mix

If, as a result of the port fo lio review pro cess, an MFI decides that it wants to remove a prod -
uct from its mix, how can it go about doing that? A study con ducted by Argouslidis (2004) in
the United King dom’s finan cial ser vices mar ket revealed ten dif fer ent strat e gies, listed below
in order of use:

1. Elim i nate the ser vice to new cus tom ers, leav ing the exist ing cus tom ers unaf fected

2. Elim i nate the ser vice to new cus tom ers; exist ing ones can not pur chase addi tional units

3. Drop imme di ately

4. Ser vice sim pli fi ca tion (elim i na tion of some fea tures of the ser vice)

5. Phase out slowly 

6. Ser vice merg ing 

7. Elim i nate the ser vice for some seg ments and keep it open for oth ers

8. Elim i nate the ser vice, but use its brand name in another ser vice

9. Elim i nate and sell out

10.Drop from stan dard range and offer it only as a “spe cial”

Argouslidis’ study cor rob o rated the results of other research which iden ti fied elim i na tion of
the ser vice to new cus tom ers while leav ing exist ing cus tom ers unaf fected as the most fre -
quently used exist strat egy. Although this strat egy requires that an insti tu tion main tain the
infra struc ture to deliver the prod uct, it can keep exist ing cus tom ers happy while not allow ing
the prod uct to expand. This may be a rea son able com pro mise given the impor tance of healthy 
cus tomer rela tion ships to the long-term success of a financial institution.

The sec ond strat egy on Argouslidis’ list might be more use ful for MFIs, at least where loan
prod ucts are con cerned, since the infra struc ture to deliver the prod uct would only have to be
main tained for a cer tain period of time. Cus tom ers would have time to adjust to the idea that
they need to tran si tion to another prod uct, and the insti tu tion would have time to con vince
them that a dif fer ent prod uct could meet their needs as well as, if not better than, the old prod -
uct. The strat egy is less attrac tive for liq uid sav ings prod ucts, since there is no defined end
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date for the con tract. Cus tom ers could, if they wanted to, keep their accounts open
indefinitely.

The fifth strat egy is sim i lar to the sec ond in that it elim i nates a prod uct over some period of
time, although in this case it is the cus tomer who usu ally decides when the ser vice will be dis con -
tin ued and not the MFI. There are many ways that an insti tu tion could encour age cus tom ers to
vol un tarily stop using a prod uct. It could offer cus tom ers a new prod uct that fixes things they
did not like about the exist ing prod uct. It could reduce its mar ket ing of the unde sir able prod uct
and/or increase its price to make it less attrac tive than other prod uct options. In a slow phase
out, can ni bal iza tion is often delib er ately pur sued as a busi ness strat egy (see Box 24.2).

The sixth option on Argouslidis’ list, ser vice merg ing, is essen tially the path that the Grameen
Bank chose when it con sol i dated more than a dozen loan prod ucts into three in 2001. As
Moham med Yunus (2007) wrote: “We wanted to sim plify life for our bor row ers.” Exist ing
loans were con verted to “basic” loans or “flexi” loans over the course of approx i mately one
year. New loans (with the excep tion of hous ing) were given out as “basic” loans. MFIs that
find their prod uct port fo lio has pro lif er ated beyond what they or their cus tom ers can man age
may find ser vice merg ing an approach worth pursuing.
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Box 24.2 Can ni bal iza tion as a Busi ness Strat egy

Can ni bal iza tion, the deple tion of one prod uct in favor of another within the same insti tu -
tion, is not nec es sar ily a neg a tive thing (at least when it comes to finan cial prod ucts).
What deter mines the ben e fit or det ri ment is the level of effi ciency of oper a tions of the
new prod uct ver sus that of the old, or can ni bal ized, prod uct. Where you have a new prod -
uct that is sig nif i cantly more effi cient, as in a com put er ized prod uct ver sus a man ual
prod uct, can ni bal iza tion can have a very pos i tive effect in mov ing cli ents from a time
con sum ing, expen sive prod uct to a cheaper more effi cient prod uct. Sim ply the trans fer
of sig nif i cant num bers of the old accounts to the new has the poten tial to dra mat i cally
improve the insti tu tion’s prof it abil ity.

How ever, where the two prod ucts are essen tially equiv a lent in terms of effi ciency and
costs, then can ni bal iza tion effec tively wastes the efforts of staff as cus tom ers close one
account to open another or sim ply with draw some of what is in one to deposit in another
with out increas ing the value of their trans ac tions with the MFI. This kind of can ni bal iza -
tion can obscure the real impact of the new prod uct if the insti tu tion rec og nizes its
growth with out real iz ing that it is com ing at the expense of the health of an exist ing prod -
uct. The only rea son to risk can ni bal iza tion in this case is if the new prod uct has sig nif i -
cant poten tial to appeal to a larger or dif fer ent mar ket than the exist ing prod uct. 

Under these cir cum stances, MFIs can try to min i mize can ni bal iza tion by focus ing their
mar ket ing efforts on attract ing new cus tom ers, high light ing ben e fits spe cif i cally focused 
on them. Spe cial pro mo tions could be made to attract new cus tom ers to the new account 
while other pro mo tions entice exist ing cus tom ers to hold on to their exist ing account (for
exam ple, bal ance main te nance awards, raf fles or lon gev ity pre mi ums). Pro mo tional
post ers and other such adver tis ing could be pri mar ily focused and placed out side the
MFI’s offices to have a lesser impact on cur rent cus tom ers.

Source: Adapted from McCord et al., 2004.



There is one more strat egy that MFIs are begin ning to find use ful and that is num ber seven on 
Argouslidis’ list. This strat egy is often referred to as a niche or con cen tra tion strat egy. Under
this approach an insti tu tion aims to strengthen the posi tion of its prod uct in one or only a few
mar ket seg ments that are par tic u larly prom is ing and it stops try ing to offer the prod uct to oth -
ers. This is the approach being taken by some MFIs in the area of agri cul tural lend ing (see
Chap ter 20). Rather than make loans avail able to all farm ers grow ing all kinds of crops, they
make loans avail able to farm ers grow ing spe cific crops that are part of an iden ti fied value
chain. Insti tu tions that adopt a con cen tra tion strat egy often adapt their prod uct to make it
more appeal ing to the tar geted seg ment(s).

Obvi ously, the lon ger it takes to remove a prod uct from the port fo lio, the lon ger an insti tu -
tion will have to bear the costs of deliv er ing that prod uct. The more com pet i tive the envi ron -
ment, the more likely insti tu tions will be to drop a prod uct quickly so that they can free
resources for use else where. MFIs will prob a bly find it help ful to have a timeline for migrat ing 
cli ents off the prod uct they want to dis con tinue so that as many cus tom ers as pos si ble can
make the choice vol un tarily, but also the insti tu tion can move its peo ple, infra struc ture and
finan cial resources onto more pro duc tive prod ucts with rel a tive effi ciency. The more time
goes by and the less money and energy an insti tu tion invests in a weak prod uct, the more it will 
become a lia bil ity. The qual ity of ser vice deliv ered will even tu ally drive remain ing cli ents away
and the insti tu tion’s rep u ta tion could be dam aged in the process in a way that could affect
other products as well.

What ever strat egy an MFI chooses, it is impor tant that the deci sion be com mu ni cated clearly
to staff so that they under stand what is hap pen ing well enough to be able to com mu ni cate
effec tively with cli ents. Cli ents will need to be encour aged and sup ported to make the tran si -
tion away from the dis con tin ued prod uct to another prod uct that can meet the same need. If
this is not done, the cli ent is likely to tran si tion to the com pe ti tion instead. MFIs should also
be care ful to com ply with con trac tual agree ments and, if a con tract allows for nego ti a tion,
seek cus tom ers’ accep tance of the new terms. This may not be legally nec es sary, but it can
help the MFI to pre serve the cus tomer rela tion ship through out the prod uct tran si tion. For
the same rea son, any costs borne by cus tom ers in order to make the tran si tion to the new
prod uct should, when ever pos si ble, be reim bursed by the MFI, per haps through a rebate or
special “transition offer” on the price of the product.

As dem on strated by the Grameen Bank exam ple, prod uct elim i na tion can be a com plex pro -
cess that takes months or even years to com plete. As such, it needs to be man aged, just as
other more pro duc tive prod uct devel op ment activ i ties need to be man aged, to ensure that it
achieves the desired results. 

24.6 How Many Prod ucts Is Too Many Prod ucts?

Once an insti tu tion begins to diver sify, one of the ques tions it will even tu ally want to con sider
is when to stop diver si fy ing. As dis cussed in Chap ter 1, the options for diver si fi ca tion are
seem ingly end less, and it is very tempt ing to offer a broad array of prod ucts, some of which
are only slightly dif fer ent from each other, for mar ket ing pur poses (see Box 24.3). The prob -
lem with this strat egy is that every new prod uct adds com plex ity to an MFI’s oper a tions and
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even tu ally the cost of that increased com plex ity will out weigh the ben e fits gen er ated by
adding one more product.

If a stra te gic prod uct mix will not pro lif er ate end lessly, how can an MFI know when enough is 
enough? There is no abso lute answer to this ques tion. As shown in Table 24.7, some of the
world’s most suc cess ful MFIs offer as many as eigh teen prod ucts and oth ers as few as three.
This rudi men tary anal y sis pro vides some indi ca tion of the scale of diver si fi ca tion that can be
effec tive, but ulti mately, the ques tion must be answered by each insti tu tion depend ing on its
own inter nal capac ity and busi ness strat egy. What prod ucts does it need to offer to ful fill its
mis sion, and how much com plex ity is it able to handle at a particular point in time?

Table 24.7 Scale of Diver si fi ca tion among a Sam ple of Suc cess ful MFIs59

Insti tu tion Coun try Num ber of prod ucts

ASA

Bandhan

Crediamigo

FMM Bucaramanga

FONDEP Micro-Credit

ACSI

Compartamos 

Al Amana

FMM Popayan

WWB Cali

EKI

Part ner

Grameen Koota 

CMAC Cusco

BRAC 

Ban gla desh

India

Brazil

Colom bia

Morocco

Ethi o pia

Mex ico

Morocco

Colom bia

Colom bia

Bosnia and Herzegovina

Bosnia and Herzegovina

India

Peru

Ban gla desh 

18

3

6

8

3

7

5

3

7

9

5

10

6

14

7

Source: Authors, com piled from listed MFI websites, 2009.
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Box 24.3 Prod uct Pro lif er a tion

Prod uct pro lif er a tion is increas ingly com mon amongst many finan cial insti tu tions that
try to tai lor prod ucts to respond to indi vid ual mar ket seg ments with spe cific needs.
These insti tu tions can find them selves offer ing many slightly dif fer ent prod ucts. At one
extreme MicroSave once worked on prod uct cost ing with a bank that dis cov ered that it
was offer ing 89 dif fer ent prod ucts – some with only a hand ful of cus tom ers using them! 

Source: Wright, 2000.

59 This table lists a sample of fifteen of the top 21MFIs on Forbes Magazine’s list of the world’s top 50 microfinance
institutions (Swibel, 2007). The fifteen MFIs listed are those whose websites clearly identified the products being offered
to clients as of July 2009. Twelve out of fifteen of these MFIs are also on the 2008 Global 100 Composite produced by the
Microfinance Information eXchange (MIX).



If an MFI’s mon i tor ing sys tem is work ing well, then the insti tu tion will gather infor ma tion
dur ing its daily oper a tions that will help it iden tify whether its prod uct port fo lio is appro pri -
ately diverse, whether cli ents have impor tant finan cial needs that are not being met, whether
the MFI’s staff or sys tems are already strained try ing to deliver the cur rent prod uct port fo lio,
and so on (see Chap ter 2). Through the prod uct port fo lio man age ment func tion, MFIs can
use this infor ma tion to shape their future strat egy – not only with respect to which prod ucts
to add and which to remove, but more impor tantly, how to focus resources on the prod ucts
and activ i ties that will gen er ate the great est returns for the insti tu tion and its tar get mar ket.

Main Mes sages

1. Focus prod uct devel op ment activ ity on the areas that deliver the great est incre men -
tal value.

2. Mon i tor the per for mance of indi vid ual prod ucts as well as the prod uct port fo lio.

3. Link strat e gies to bud gets.

4. The pro cess of prod uct elim i na tion needs to be man aged just like any other prod uct
devel op ment activ ity.

Rec om mended Read ings

u Avlonitis, G.; Papastathopoulou. 2006. Prod uct and ser vices man age ment (Lon don, Sage
Pub li ca tions).

u Coo per, R. G.; Edgett, S. J. 1999. Prod uct devel op ment for the ser vice sec tor: Les sons from mar ket
lead ers (Cam bridge, MA, Perseus Books).

u Gorchels, L. 2003. The prod uct man ager’s field guide: Prac ti cal tools, exer cises, and resources for
improved prod uct man age ment (New York, NY, McGraw-Hill).

u Mankins, M.; Steele, R. 2005. “Turn ing great strat egy into great per for mance,” Har vard
Busi ness Review, July-August, at: www.hbr.org.

u Wright, G.; Pawlak, K.; Tounitsky, W.; Parrott, L.; Cracknell, D.; Arunachalam, R. S.
2007. Stra te gic busi ness plan ning for mar ket-led finan cial insti tu tions toolkit (Nai robi, MicroSave),
at: http://www.microsave.org/toolkit/stra te gic-busi ness-plan ning-toolkit.
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