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The MicroBanking Bulletin (MBB)

The MicroBanking Bulletin 18 one of the principal
outputs of the MIX (Microfinance Information eX-
change). The MIX is a non-profit organization that
works to support the growth and development of a
healthy microfinance sector. The MIX 15 supported
by the Consultative Group to Assist the Poor
(CGAP), Citigroup Foundation, Deutsche Bank
Americas Foundation, Open Society Institute,
Rockdale Foundation and others. To leam more
about the MIX, please visit the website at

MBB Purpose

By collecting financial and portfolio data provided
voluntarily by leading microfinance institutions
(MFis), organizing the data by peer groups, and
reporting this information, the MIX is building infra-
structure that 1s cnifical to the development of the
microfinance sector  The pnmary purpose of this
database s to help MFl managers and board mem-
bers understand thair performance In comparison to
other MFis. Secondary objectives include estab-
lishing industry performance standards, enhancing
the transparency of financial reporting, and improv-
ing the performance of microfinance institutions

Benchmarking Services

To achieve these objectives, the MIX provides the
following benchmarking services: 1) the Bulletin
publication; 2) customized financial performance
reports, and 3) network services

MFls participate in the MicroBanking Bulletin on a
quid pro quo basis. They provide the MIX with in-
formation about their financial and portfolio per-
formance, as well as details regarding accounting
practices, subsidies, and the structure of their liabili-
ties Participating MFIs submit substantiating
documentation, such as sudited financial state-
ments, annual reports, program appraisals. and
other matenals that help us understand their opera-
tions. With this nformabon, we apply adjustments
for inflation, subsidies and loan loss provisioning in
order to create comparable results. Data are pre-
sented In the Bulletin anonymously within peer
groups. We do not independently verify the infor-
mation

Neither the MIX nor its funders can acceplt respon-
sibility for the validity of the information presented
or consequences resulting from its use by third par-
tes.

In retum, we prepare a confidential financal per-
formance report for each participating institution
These reports, which are the pnmary output of this
project, explain the adjustments we made to the
data, and compare the institution's performance to
its peer group as well as to the whole sample of
project participants These reports are essential
tools that enable MFI managers and board mem-
bers 1o benchmark their institution’s performance.

The third core service s to work with networks of
microfinance institutions (1.e, affiliate, natonal, re-
gional) and central banks to enhance their ability to
collect and manage performance indicators  This
service is provided in a variety of ways, including
training these networks to collect, adjust and report
data at the local level, collecting data on behalf of a
network, and providing customized data analysis to
compare member institutions to peer groups This
service to networks and regulatory agencies allows
us to help a wider range of MFis improve their fi-
nancial reporting

New Participants
Organizations that wish to participate in the Bulletin
should contact org, Tel 1 202 658

8084, Fax 1 202 659 9095 Currently, the only cni-
terion for participation Is the ability to fulfill fairly on-
erous reporting requirements. We reserve the right
to establish minimum performance criteria for par-
ticipation in the Bulletin

Bulietin Submissions

The Bulletin welcomes submissions of articles and
commentanes, particularly regarding analytical work
on the financial performance of microfinance institu-
ions. Submissions may include reviews or summa-
res of more extensive work elsewhere. Articles
should not exceed 2 500 words. We also encour-
age readers to submit responses to the content of
this Bulletin, as well as previous issues

To Subscribe
You can receive the Bulletin by
« Signing-up online at www.mixmbb.org (chck
on “Receive MBB Issue” and fill-in the ap-
propriate information),
* Sending an email to info@mixmbb org,
e Contacting us by phone at 1 202 659 9094
or by fax at 1 202 659 9095
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i they help clients to manage risk, lowering
' yulherab to external shocks. They enable
ers 1o become self-sufficient and expand their

n an MF| perspective as well, offering savings

sents a number of undeniable advantages. The
srongest Is access to a wide pool of stable, low
ost funding, which can reduce dependence on ex-
femal funding sources and present an opportunity
1o become self-sufficient Broadening its product
“pffering can aiso offer an opportunity for the MF1 to
‘aftract or retain chents who are locking for good
service, safety and convenience. By offering both
savings and credit, MFis can act as true intermedi-
anes

Although many factors show the benefits of savings
services from both the client and the MF1 perspec-
tive, many MFls are still reluctant to offer these ser-
wvices. There are indeed a number of challenges in
doing so, such as higher costs, new required skills,
and regulatory constraints In addition, a number of
key features have to be linked to the savings ser-
vices In order for them to be valued and used.
Some MFis have found ways to address these chal-
lenges and their experience is documented in this
Issue

MFls that successfully mobilize voluntary savings'.
i offer a combination of the following

* Accessibility savings services have to be

]' offered in a way that does not prohibitively
Increase transaction costs (Le, nearby

branches, quick service, convenient hours),

e Security clients should be confident that
their savings are protected at the institution;

« Liquidity. clients want access o both liquid
and liliquid products that respond to differ-
ent objectives (L.e  guarding funds for fu-
ture foreseen expenses, while being abie to
access them in case of amergency).

e Returns: when other crtena are met, re-
tums play an important role in attracting
savings clients.

' As opposed 1o savings that are linked fo lending as collateral
against potential defaull.  This ssue focuses on fexible savings
that respond to clients’ wilingness and ability to save in mone-
tary form
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From the Editor

Because savings have still rarely gone beyond the
traditional savings delivery methods (ie., savings
banks, credit unions), industry-wide benchmarks on
various types of institutions often fail to capture the
performance of savings mobilizers. This is a chal-
lenge, as institutions that mobilize savings have a
different cost and income structure, and often lack
comparable information on which to benchmark
their performance. This issue opens a discussion
that attempts to remedy that dichotomy, and a se-
ries of new savings indicators are presented in the
Bulletin tables.

Contents of This Issue

Focusing an issue of the Bulletin on “Savings” has
generated widespread Interes!  This issue ad-
dresses kay questions around savings mobilization
A few include

= Why do clients want access to savings?
= What are they looking for in a savings
product?
* Why are MFls interested in expanding their
services to include this new product line?
* What challenges do MFis face when intro-
ducing savings?
* How have MFIs coped with some of these
challenges?
* How can we measure the performance of
savings operations?
In the fist article of the Feature Articles secton.
Madeline Hirschland starts by providing a frame-
work for thinking about savings. What do savers
want most? What challenges have MFIs encoun-
tered? Through examples, she shows that many
MFls have found creative ways 10 address these
challenges (i.e , limited management capacity, lack
of regulatory framework, and cost issues) so as 1o
offer their clients a wider range of valued services
and offer the MF1 a solid base of financing

This issue also reexamines conventional wisdom
about savings, such as the delivery costs of savings
mobilization (Dave Richardson and Ben Reno-
Weber) or the experience of savings mobilization In
rural Africa (Renée Chao-Béroff)




Dave Richardson argues that credit unions are
uniquely positioned to offer savings services due to
their low cost structure. He challenges the NGO
community to reconsider their own costs and why
these may be prohibitive. He argues that it is salary
structures, and failure to offer a new savings prod-
uct per se that puts too large a financial burden on
the MF1

Costs are often cited as the main deterrent for MFis
to offer savings. Costs are also very difficult 1o es-
timate by product type. In his article, Ben Reno-
Weber presents the Activity-Based Costing tool,
recently developed by the Consultative Group to
Assist the Poor (CGAP), and some preliminary re-
sults from savings mobilizers that have piloted the
tool In addition to estimating the cost of offering
savings, it 1s also crucial for an MFI to have a better
sense of its product margins in general (ie, be-
tween products). Indeed, a detailed look at costs
can help determine if, in addition to external factors
(such as salaries), there are also some internal fac-
tors that contribute to lower efficiency. Some con-
crete examples show MFIs that were able to re-
structure their product offering after discovering
some big inefficiencies, or low margins.

In her article, Renée Chao-Béroff revisits the ex-
penence of mobilizing savings in rural West Africa,
and argues that development partners still have
much to do to support “productive” savings that help
the poor build an asset base and rise out of poverty,
as opposed 1o savings to guard against shocks
She argues that as long as savings remain a man-
datory condition to have access 1o credit. their im-
pact will be limited

In Talking About Performance Ratios, Elisabeth
Rhyne proposes that the microfinance industry work
together to identify the prime indicators to measure
the performance of MFis that mobilize savings
caiculated for this issue of the Bulletin. They are
analyzed in the Highlights and presented in the Ta-
bles

This issue aiso presents four Case Studies Mo-
stag Ahmmed provides an inside perspective of
ASA's client-driven approach o offering savings, as
well as the main challenges and some of the les-
sons

Through a case study on Equity Building Society
(EBS), Graham Wright presents and shows a con-
crete example of how MFis can develop savings
products that are attractive to clients

Anita Campion and John Owens describe the ex-
perience of the USAID-funded Microenterprise Ac-
cess to Banking Services (MABS) project in the
Philippines, and how the network of rural banks was
able to achieve sustainability while providing finan-
cial services to the rural poor

Then, Hugues Kamewe and Antonique Koning from
the World Savings Banks Institute present the ex-
perience of their members and key elements that
have enabled the banks to mobilize savings suc-
cessfully

Stuart Rutherford presents a Book Review of a
new SEEP publication, "New Direction in Poverty
Finance”

Finally, the Bulletin Highlights look at the perform-
ance of financial intermediaries vs. non-financial
intermediaries. The results are far from robust, as
the sample of financial intermedianes is still very
small. We hope that the introduction of better indi-
cators that reflect more adequately the performance
of MFis that mobilize savings will encourage them

1o participate in the future

In an effort to streamline the data presentation, the
format for the statistical tables presented at the end
of the issue has been modified, highlighting more
selective Indicators and facilitating their use In a
more user-friendly format  As before, the full tables
and indicators are avallable online, at

www. mixmbb org

Isabelle Barrds
MiX - Microfinance Information eXchange, Inc
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FEATURE ARTICLES

Serving Small Depositors:
Overcoming the Obstacles, Recognizing the Tradeoffs

Madeline Hirschland

Introduction’

Mobilizing savings is important.  People, particularly
poor people, use savings o manage sudden crises,
get by during lean times, invest when opportunity
sinkes, and accumulate lump sums for school and
other expected expenses For microfinance institu-
tons (MFis), savings provde a relatively stable
means to finance the loan portfolio -~ a key to
growth. Savings aiso fuels growth at the level of
communities and the macroeconomy. For many of
these reasons, deposit mobilization is thriving
among savings banks, cooperatives and self-help
groups. So why, for so many institutions that report
1o this journal, is savings still just barely on the
map?

Savings sees less traffic, in part, because of do-
nors Some donors - and Institutions that depend
on grant overhead — are not drawn o savings be-
cause savings does not enable them to invest large
amounts of money. Other donors find credit to be a
more compelling way to boost clients out of poverty
-~ not recognizing that savings may be al leas! as
important a service for the extreme poor. Further-
more, In envionments saturated with donor-
subsidized credit, business-like MFis can find de-
posit mobilzation unnecessary and unprofitable *
In other words, donors and MFis have little incen-
tive to promote savings.*

But even without these disincentives, institutions
face numerous other roadblocks to mobilizing de-
posits.  For most unregulated institutions, mobilizing
deposits is not legal — nor, in most cases, should it
be as appropnate reguiations protect the deposits
of the poor. Even if it were legal, many MFis have

* This article is adapled from the forthcoming book from Ku-
marian Press, Savings Services for the Poor An Operatonal
Suice edited by Madeline Hirschiand and supported by USAID's
Office of Microenterprise Development. Freedom from Hunger

CGTZ and MicroSave-Africa. Many thanks 1o Larry Moss. Evelyn
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herd capacity and puts the savings of the poor at risk_ the fact
grant-dependent NGOs have not ralied 1o the cause » un-

:hthm “Filling the Deposit Gap in Microfinance”
paper for "Best Practices i Savings Mobilzation”
. Washington DC. 2002
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neither the skills nor the management systems
needed for financial intermediation And even In

cases where the MFis have the legal right, skills
and systems, the cost of mobilizing small deposits
can seem prohibitive Regulations, limited man-

agement capacity and high percaived costs all
block the way

Nevertheless, some institutions have found ways
around these obstacles The paths they have taken
do not always measure up to cnteria thal savings
experts have set out for sound savings services
This article will begin by revisiting these criteria. It
will then look at how some Institutions have over-
come the regulatory, capacity and cost barners to
serving small depositors. In order to do this, many
mstitutions deliver services that make — and com-
pensate for - tradeoffs between the cnteria that
small depositors value the most. Therefore, in con-
clusion, the article will suggest how we might mod-
ﬂyourexpectabonsmorueﬂoeasethewaytolm
“forgotten haif” *

What Savers Want Most

Access, secunty, liquidity, returms. Among those
have almost become a mantra. Before we consider
how institutions can mobilize small deposits, It is
worth laking a more nuanced look al how deposi-
tors actually value these criteria

Access To have value, services must be offered
nearby enough, quickly enough and at reasonable
enough hours that savers find them worthwhile
The access savers require differs by product They
may be willing to travel for fixed deposits, which
involve few transactions and relatively large sums.
But for products that involve many small deposits, &
service that requires a long walk or a bus fare 1s no
service at all

Security. Depaositors want their savings to be safe
Bul, security Is relative and how safe savings are in
the informal sector — the only savings option avail-

" Robert C. Vogel. “Savings Mobilization The Forgotten Half of
Rural Finance” n Adams, Graham and Von Pischke, Undemmn
ing Rural Develogement with Cheap Credit, 1984
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able to most small depositors - is fiercely debated
Ammwmmwmm
saving in the informal sector is highly risky. For 98
percent of the households surveyed, the average
loss of savings in the informal sector was 22 per-
cent - in a single year® Services that are more
secure than the informal alternatives will be attrac-
tive to depositors

Liquidity: In an emergency or when an opportunity
presents itself, people want access to funds imme-
diately However, while they may prefer to draw on
savings, a loan can also suffice For expected ex-
penses such as school fees, depositors want ac-
cess 1o their savings at a known point in the future —
and not beforehand. For this, depositors prefer an
ihquid product that prolects savings from day-to-
day demands In short, savers want both liquidity
and illiquidity. Though offering both liquid and Illiq-
uid products would be ideal. an iliquid product cou-
pled with access to loans can satisfy both objec-
tives.

Returns: |If depositors lack other comparable sav-
INgs options. returns take a distant fourth place to
these other critenia  Nevertheless, as expected,
depositors appreciate a positive real rate of return
Products that provide one are likely to attract a sig-
nificantly higher volume of deposits than similar
products that do not ’

These nuances are important because meeting all
the criteria while reaching small depositors is not
always possible, as the options below suggest

Providing Services Legally

For most unregulated institubons, mobilizing depos-
its from the public is not legal. Indeed, being abie
to do so is one of the main reasons that MFis are
transformed into regulated institutions. Neverthe-
less, unreguiated institutions are providing or facili-
tating the provision of deposit services in a number
of legal ways

Promoting self-help groups (SHGs): Like other
SHG programs, CARE's Mata Masu Dubara (MMD)
program in rural Niger does not manage credit and
savings itsell. Instead, it organizes, trains and su-
pervises groups to manage their own financial ser-
vices Group members save a fixed amount at
reqular meetings  Although individuals cannot
withdraw their savings until the group terminates,
the group lends its pooled savings to members on
an as-needed basis The MMD groups disband and

* Wiight and Mutesasira ‘Relative Risk to the Savings of Poor
People.” MicroSave-Africa. 2000.

' Alfred Hamadzinpi. Vinual Conference “Savings Operations for
Small or Remote Depositors”. May 2002
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reform regularly, but groups in similar programs are
ongoing. In either case, the NGO that promotes the
groups never inuches their deposits

Partnering with regulated institutions. In Bolivia, the
unreguiated MFI ProMujer has just started partner-
ing with the regulated MFI Fondo Financiero
Privado Fomento a Iniciativas Economicas (FFP
FIE). FIE will offer a number of savings products to
ProMujer's clients by collecting deposits at the
meeting site of ProMujer’s village banks. By pro-
moting groups that aggregate small individual de-
posits into larger ones, NGOs can make it finan-
cially feasible for a bank to accept the savings of
very small depositors *

Serving only borrowers: In many countries, unregu-
lated Institutions that are prohibited from mobilizing
deposits from the public are permitted to do so from
their borrowers. The Bangladeshi NGO Association
for Social Advancement (ASA) and many other un-
regulated MFis take advantage of this opportunity
However, offering a liquid service can be difficult for
most unregulated institutions because they serve
primarily a low-income clientele For this market,
offering a stand-alone passbook service s rarely
financially viable. ASA and other MFls solve this
problem by tightly integrating a liquid service into
therr mandatory one, the costs of which ASA is al-
ready covering. (see *Piggybacking services” be-
low)

These solutions are apt for institutions in cases
where mobilizing public deposits is not legal For
some institutions though, managing regulations |is
less of a challenge than managing deposits These
institutions can pursue several additional strategies

Managing with Limited Capacity

Mobilizing and intermediating liquid savings prod-
ucts 1s much more demanding than offering credit
alone. Liqudity is less predictable. Tight controls
are more important and complex. Similarly, manag-
ing assets vis-a-vis liabilities, developing adequate
information systems, and motivating the high pro-
ductivity that is essential for viability are aiso more
challenging. Many institutions and groups simply
do not have the capacity to intermediate liquid ac-
counts. These organizations may be able to satisty
client demand partially and fund their loan portfolios
by offering simpler services  For example

liquid deposils with access o credit’ Like many
small cooperatives and SHGs, Village Centers in

Xinjiang, China couple regular mandatory deposits
that are llliquid with access o loans  Because there

' Personsl communication et Sergee Duchen “Savings Mobil-
ration Project” Solvea. 2003

_McRoBamono BulLeTiv, Juy 2003
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N0 withdrawals and members all save the same
unt. liquidity management and record keeping
1 80 simple that they can be managed by the
=N minimally-educated management commit-

malched terms The "Caisses Villageoises
gne et de Crédit Autogérées”™ (CVECAS) are

1 banks that serve sparsely populated areas of
pral Mali (see Figure 1)

|ans with terms under one year The CVECAs
ly exiend loans that have terms shorter than the
haturity of the depoasits that finance them. By offer-
g only products with short matched terms, the
- CVE! simplify hquidity and asset liability man-
' This is crucial, because the CVECA

ever, as it presumes that the MFI has a secure lig-
uid place to invest deposits that will yield a high
enough retum to cover the financial and administra-
costs of mobilizing these funds

In fact, even for sophisticated MFls, covering the
costs of mobilizing small deposits can be challeng-
ing Yet. the myth that it is impossible has been laid

3

S close to each other Yet, branches lo-

boyd Hardy. Virtual Conference Savings Operations for Small
pole Deposttors, May 2002

jonde Chac-Béroff, ‘Casses Villageoses dEpargne sl de
Aulogérées (CVECA). Mall" in Challonges of Microsav-
Mobiizaton - Concopts and Views from the Feld, ed. Han-
Wisniwski Eschborm GTZ. 1688

call for serving only the poor Indesd, cross subsidiza.-
pave the way for exciuding the poor as commercial
Mlives mitigate against including theen and the moral argu-
get jost in the shuffie

NG BUuLLETIV, JuLy 2003

cated far enough apart to be financially sustainable
simply may not reach the many small depositors for
whom travel to the branch is relatively costly or
time-consuming. Reaching these depositors re-
quires low-cost delivery systems that bring services
closer to places thal depositors frequent. MFls are
employing and combining a variety of such systems
lo great effect. For example

Simple minimally-staffed offices: Hatton National
Bank, a commercial bank In Sri Lanka, avoids the
costs of full-fiedged branches by serving rural areas
with small one or two-person sub-offices * Simi-
larly, small cooperatives organized by CBED"
serve sparsely populated hill regions in Nepal using
par-time staff operating out of one-room offices
Each cooperative provides simple financial services
to an average of 140 members — which often repre-
sent the bulk of the households in its service area
By relying on a single part-time staff person with ten
years of schooling and volunteers with minimal
education, the CBED cooperatives — like the CVE-
CAs — are able to recover their full costs. Like the
CVECAs, the CBED cooperatives serve areas
where large financial institutions cannot afford to
operate.

Mabile collection. Rather than establishing and
staffing even a small local office, numerous MFls
deploy mobile staff to collect deposits at homes or
workplaces, during the meetings of credit groups, or
in convenient location such as the village market
Collectors may travel by foot (SafeSave, Bangla-
desh), bicycle (VYCCU, Nepal) or vehicle (National
Bank for Development. Egypt) If, as is often the
case, deposits are collected by an individual rather
than a team, then the institution usually offers a
contractual product because fixed equal payments
can make it easier to detect fraud. However, var-
able payments might be easier to manage securely
with hand-held PCs

Piggybacking” savings onto other services. By
integrating voluntary savings payments into its
mandatory product. ASA in Bangladesh offers a
voluntary savings service at virtually no additional
cost. ASA borrowers must make weekly deposits of
USS 0.17 during group meetings held within 200
meters of their homes At the moment the 360,000
ASA barrowers make this deposit. they can aiso

" Gallardo, Randhawa and Sacay, *A Commercial Bank's Micro-
finance Program: The Case of Hatton National Bank in Si
Lanka®, Discussion Paper No. 366, World Bank: Washington,
De

" CBED is the Community- Based Economic Development Pro-
ject of CECI (Canacian Contre for International Studies and
Cooperation) in Nepal
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Figure 1: Covering the Costs of Mobilizing Small Deposits: Summary of Some Examples'"

Imstitution Savings Staffing Cost
Services Information™
ASA™ (2002) Delivery Systoem Waekly |-hour group Annual Salaries'™ (Dranch | cosl ratos
meetings n smmeduate naghbohood only) USS 520 to USS 1,655 | (2000) "
serves 2 Withdrawals > USS § must be made at the | (144% to 480% of PC GNI) Full cost of afl savings
populated urban branch, up 1o 8 klometers away, open 2 m
el vous hours & day, 6 days 8 week Manager 12 yrs school products. 8 6%
- approximately Productivity 880 accounts Margmal cost of hybrid: 0%
g Products. Hybnd mandatory-voluntary
SL000 product: Must depost at least USS 0.17 | (459 deposit accaunts) per
mandatory-voluntary -
popstones weekly. Can withdraw all but 10% of loan | 70" officer
amount. Average account size: LSS 20
(5. 7% PC GDP) Approximately LSS 8 of
this is voluntary <
VYCCU™ (2000) Delivery System Most services require a8 | Annual Salaries (appros- Administrative cost ratio for
Nupal visit to the office. For lockbox product. mata). USS 560 1o USS 790 lockbox product 5%
- seTves moderate collectorns pick up deposits monthly (233% to 129% of PC GNI)
IR | o oo s sk | Mg 6 s
- 4,125 depostt ac- m,g‘g‘:,) e wae aos 22 | Productivity. 375 depost
CVECAs" (1996) Delivery System Office in the village Annual Salaries 33% of an- | Cover all operating costs. f
Mall open one day 8 week for 4 1o 10 hours nual profits. or USS 156 (an- nancial costs and technical
- sOrve sparsely nualized, or 60% of PC GNI) assmtance with revenues
Products Term depost (high nterest.
PoRa10 dopont | hokds 31% of all deposits) & tquid pass- | 'O 7€ 4y perwesk ofwark | rouyy pegiment USS
sccounts book (no nterest) Avg. account sae Manager 6 yrs. school 14lichient
USS 102 (38% of PC GDP) Productivity: sbout 115 act
cents per employee
w'm Dedivery System Payments made dunng | Annual Sataries: Fiwoid agont Groups Decome SUtonomous
Program™ (2002) group meetings in the village > USS 2.300 (from 479% PC and fully financially sustainable
Zimbabwe GONI) but the institution that promotes
Product Contractual Monthly payments
mm Group sets amounts, start date and matur- | Fleld agent af least 14 yrs :qwhmm.n-n
! cavering cost (does not
- 14.000 savers Rty. Access lo short-derm joan during con- | school
\ generate any revenue and
tract period. Average account size USS 1 subsidized!
to USS 3 savings do not accumutate from Productivity 550 depositors hence needs 10 be )
cycle to cycle per employee Total mvestment: USS 24/chant
BRI Units" (2002) Delivery System Offices up 1o 30 kilome- | Annual Salaries (unf only) Administrative cost ratio for all
Indonesia lers away, open 5 days & week for B hours | USS 2 400 fo USS 8 000 savings products (1996) 2.2%
- Serves moderate 1o | & day (348% to 1.158% of PC GNI)
mfhlmmr\::.dllll . Products: Liquid passbook, tenm ceposit Manager 12 yrs. school
-250m deposit current account for legally restncted insth- 1.300 sccounts
sccounts tutions. Average account size. USS 100 1233 -
{or about 15% of PC GOP) (145 GURIUR SOORmS) ey
o empioyes
""PC GNI stands for per capita gross national income Figures am from Workd Bank tables

"rwubommnmmummmmm-mwmm

'™ Because these ratios wore calculated using different costing techniques they should be seen as iepresentative  Furtharmore. some
figures are for individual sarvices that target amall or remote depositars while others are for all services combined  The ratios shouks
not be used 1o compare institutons.

 Salaries refer 1o yearty salanes

™ Cost analysis includes two products that ware being discontinued

" Data from Ma. Azim Hossain and Dr. Mostag Abmmed. "ASA ot # Glance™ and ASA website
“ Wright. Christen and Matin. ASA's Cullure. Competition and Choice Infroducing Savings Services info & MicroCredit institution Kampala

McroSave-Alrica. 2001

out The operating costs of ASA branches before and after adding the voluntary service ware identical
* Interviews with Khem Raj Sapkata and Madhav Poudyal Costing exercise conducted by the authot

"' Renée Chao-Bérolt, "Calsses

Concepts and Views from the Feid, ed. Hanmg and Waniwsk:. Eschbom, GTZ. 1608

" Allen, Rushwaya, and Koegler, “End of Term Evaluation of Kupfuma Ishungu Rursl Microfinance Promct (RMFF)  Zimbabwe™. unpub-
lished CARE report. 2002 Personal communication with Alfred Hamadzingd, May 2003
* Zaharl Zakaria and “Bank Rakyal Indonesia® Kiaus Maurer, in Challenges of Mcmsavings Mobisaion - Concests and Views from the
Fel). ed Hanmg and Wisnwski, Eschbom, GTZ, 1989

This cost ratio ncludes a bme depost product and two other products that wees i Ihe process of being phased

d'Epargne et de Crédit Autogérées (CVECA). Mall" in Challenpes of Mcrossvings Mobdzation

m-num. JuLy 2003
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osit and withdraw any amount in excess of their
idatory savings.  The voluntary and mandatory
posits are recorded as one transaction in pass-
ooks and all other forms  ASA members make
use of the voluntary service. A study by ASA
ind that in 2002 those surveyed voluntanly de-
ted an amount equal to 83 percent of their

payments and withdrew over half the
lary amount with an average of 326 with-
s per client

ing" services onto other institutbons:  Un-
Bank (formerly Workers Bank) serves rural Ja-
by offering several of its products through
the country’s 247 post offices By using the postal
bulidings, management systems and staff, the bank
reduced its administrative costs while providing
convenience to over 77,000 depositors '

Promotling groups  Self-help group programs cost
very little because the role of the promoting institu-
tion is so limited. it does not manage financial ser-
vices and the groups it promotes quickly become
self-reliant.  Although the costs of promotion are
very low. the promoting institution does not gener-
ate operating revenues to cover them. On the other
hand, the typical net investment per client of devel-
oping sustainable self-help groups may be less than
the typical net investment per client of developing a
. sustainable MF1 ™ In four years, CARE's Kupfuma
Inshungu Program in rural Zimbabwe promoted
over 2200 groups that provide 14,000 members
with simple sustainable services in their villages at
2 total investment of about US$ 24 per member In
India, the National Bank for Agriculture and Rural
Development (NABARD) facilitated similar services
for 7.8 million women in ten years at a cost of US$
10.50 per member

Serving groups. AMEXTRA, a Mexican NGO,
minimizes its costs by arranging for individual cli-
ents lo make deposits on behalf of their group A
- cashier from each group collects and records mem-
bers’ voluntary and mandatory deposits and loan
payments AMEXTRA staff need not wvisit the
groups regularly and only the group's cashier must
make the up-to-an-hour tnp to deposit funds at
AMEXTRA's office ™

™ ASA, unpublished study of 38 groups in 8 urban_ semi-utban

Personal communication with N. Srinivasan and Gielja Senivs-
March, 2003

Salyer, Vinual Conference: Savings Opetations for Smail
BuLLsmns, JuLy 2000

Lockbaxes: Many rural banks in the Philippines cut
their administrative costs sharply while providing
customers with maximum convenience through the
use of lockboxes, a small locked box that may be
made of wood or heavy cardboard with a slot
Money can be deposited through the siot at any
time but can only be “withdrawn” with a key held by
the MFI.  Customers can easily deposit small vari-
able amounts whenever they want at home or in
their workplace, but the MF| incurs costs only when
it collects the contents of the box or accepts them at
its office. By replacing daily collection with a
monthly lockbox service, the Rural Bank of Tall-
sayan in the Philippines reduced its monthly trans-
actions per client from 22 to 2. Al the same time
the total amount saved increased. ™

Automated Teller Machines (ATMs) Over time
ATMs can cost less and take less time to set up
than branches. In just two years, the Bolivian MFI
PRODEM installed 20 ATMs, seven in rural loca-
tons, that yelded 22000 new deposit accounts
PRODEM's ATM users deposit funds in the branch
but can withdraw funds at any time from the ATMs
and need not be literate. ATMs are still fairly ex-
pensive — each of PRODEM's costs about USS
18,000 initially and about USS 2,000 a year to main-
tain, so they must be sited relatively far apan
PRODEM also manages its costs by charging cus-
tomers an annual fee of USS 7 and requiring a
minimum balance amount of USS 10 (for a total ini-
tial costinvestment of about 1.8 percent of per cap-
ita GNI). ™

Conclusion: Proximity, Trade-offs and
Trends

Our mantra calls for a savings landscape saturated
with convenienl reguliated branches open daily with
ligud interest-bearing products for all. Not only is
this vision far from our stark reality, the options de-
scribed above also suggest that it 1s not realistic
Consider the following relative to deposit mobiiiza-
tion, the BRI unit desas” in Indonesia have long set
a gold standard for efficiency and market penetra-
tion (see Figure 1) With one-room offices and cli-
ent loads of 1,300 accounts per employee, the unit
desa system probably cannot achieve great leaps
forward in efficiency that would enable it to cover its

or Remote Deposidors, May 2002

T GTZ "Marketing for Microfinance Depositores A Toolktt for
Microfinance Instiutions®, Pact Publications, Washington DC

* Andrew Enaver, “Sman Money Goes Bi-ingual’, BBC article
on-ine Personal communication with Eduardo Bazoberry and
Marceio Mallea Castillo, June 2003. GNI = Gross National In-
come. World Bank tables

' For a detailed description of BRI's unit desa system, refer 10
The Mcrofinance Revolution, Volume 2 Lessons from indone-




costs while sitting its units significantly closer to-
gether.  Yet its depositors must travel up to 30
kilometers to transact business at the nearest unit ™

Small depositors require services that are delivered
close to the places they frequent As the examples
above lllustrate, outside of commercial centers. de-
livery systems that do this typically accept trade-offs
between the qualities that depositors care about
most security, liquidity, and convenience. For ex-
ample

Security. Only rarely can an institution afford to
deploy mobile collectors in teams. Most deploy in-
dividuals who both collect cash and record transac-
tions Byasaigningﬂmemponsibilmestoamle
person, this type of mobile collection opens the
door to fraud and mismanagement Yet, institutions
that deploy Individuals to collect deposits have de-
veloped numerous controls to manage this risk: rig-
orous verification of passbooks, bonding of staff,
and stamp systems are just a few

Liquidity. Self-help groups and small local coopera-
bves often rely on staff or volunteers with little eduy-
cation who do not have the skills to manage liquid-
ity. Therefore, they typically offer illiquid savings
services such as compuisory savings, contractual
savings, or fixed deposits They often compensate
fotmladxolliquuditybyoﬂonngaweulosavm
or a loan in an emergency. _

Convenence Mast institutions that bring savings

services close 10 rural clients do so for limited
hours, dunng a monthly or weekly collection time, a

group meeting or weekly office hours. To offsal
these limited hours, organizations often permit de-
positors who face an emergency 10 withdraw say-
ings or obtain a loan by visiting a branch office or by
requesting assistance from their group leaders

As these examples suggest, not only do alternative
delivery options accept tradeoffs, they frequently
also mitigate them — to the benefit of many of their
chents. In fact. many of the options described
above adroitly balance convenience, security and
hquidity

If our aim Is to serve small depositors, perhaps it is
time to recognize that access means proximity, and
that, in rural areas, proximity can require tradeoffs
with the security, liquidity and flexible services of-
fered by formal sector models Distance may not
impede larger depositors who may have more ac-
cess to transport and are likely to travel to bank
branches anyway. For a large segment of the mar-
ket, however, bank branches alone cannot provide
sufficient proximity to attract small deposits. It is
time to look more seriously at how financial institu-
tions can — indeed are - developing alternative de-
livery systems for the benefit of small depositors

Madeline Hirschiand is the editor and an author of *Sav-
ings Services for the Poor An Operational Guide" and
author of CGAP's "Developing Deposit Services for the
Poor: Preliminary Guidance for Donors”

She welcomes comments which should be sent fo

MHischisnd@compuserve.com,

MERoBaeons BuLLsTiv, JuLy 2003




7388 |

e

FEATURE ANTICLES

the years, we have been trealed 10 a variety of
ining debates within our nascent industry.
battie lines have been drawn by the different
as we have explored the gamut of opinion
o women borrowers vs. men borrowers,
vs. individual lending, subsidy vs. sustainabil-
, and targeting the poorest of the poor vs open-
ig the doors to other segments of the economic
_ . We are now in the midst of another tan-
Mfalizing tango between those who believe that mi-
grofinance really means microcredit, and those who
“espouse the virtues of the “forgotten half of microfi-
pance”, namely microsavings, in addition to micro-
credit The battle lines previously drawn in the sand
have suddenly blurred, as the windstorms of com-
petition have exerted a downward pressure on loan
interest rates, and forced MFis to look closely at
their bottom line It is within this context that | wish
10 address the feasibility of microsavings as a pillar
of microfinance

Three years ago | wrote an article for the Micro-
Banking Bulletin entitied, *Unorthodox Microfinance:
The Seven Doctrines of Success’ > In that article, |
mentioned the doctrine of micro savings as a vilal
service for the poor  Since that time, | have had the
opportunity to visit with many colleagues in the mi-
grofinance community about the feasibility of offer-
ing microsavings products. There has been a re-
curring concern voiced by many that t does not
make economic sense to offer microsavings ser-
wices to the poor, particularly since the loan interest
rates have fallen and the profit margins have all but
disappeared | have repeatedly heard that in order
o engage in microsavings, it would be necessary to
enforce 3 minimum account balance of USS 500 to
be economically feasible. This practice is also

: owaagua established USS 500 as the
balance needed to establish a savings
geccount.  Anything less than this would incur signifi-
int service fees
ng the year 2001, | did some prebminary inves-
on into the savings structure of 85 credit un-
gns In Guatemala, Bolivia, Ecuador, Romania and
he Wnes The stratification of those savings
Bposits appears in Figure 1

MeroBanking Bulletin No 4, February 2000, pp. 3.7

Going to the Barricades for Microsavings Mobilization:
A View of the Real Costs from the Trenches

Dave C. Richardson

Figure 1: Stratification of Savings Deposits: 85
Credit Unions (as of December 31, 2000)

Summary of Savings & Shares Mobilization
Range  Number % Volume % Avg.
(SUS) of ($US)

Accounts
0-300 2300414 54 75008221 28 33
301. 98473 4 53613432 19 544
1000
>1000 44385 2 180325772 55 38614

Totals 2443252 100 288945425 100 118

Source: World Council of Credit Uimons — Project Histones

| was astounded at the results. Of the 2.4 million
savers, 94 percent of them had a savings balance
of only USS 33, way below the USS 500 figure used
by so many people | wondered, ‘How could these
credit unions provide this service if it was not eco-
nomically viable*? For the past two years, | have
been involved in a “Savings Best Practices” project,
financed by USAID. My colleague, Oswaldo Oliva
and | were asked 10 analyze the cost structures of
15 credit unions In Latin America to determine
whether or not it was feasible 0 do microsavings
mobilization.  During this study, we were able to
look carefully at all of the component costs of sav-
Ings mobilization. We came to the simple conclu-
sion thal the feasibility of microsavings mobilization
rested on two fundamemal varnables: operating
costs and savings volume.™ We found that once a
credit union achieved a savings volume of USS 1
million, s savings expense ratio significantly
dropped, as s show in Figure 2:

Figure 2: Savings Expense Ratio by Savings
Volume (as of December 31, 2001)

Savings Deposit Volume Savings
(USS) Expense Ratio
(%)
<1.000,000 843
1,000,000 - 5,000,000 326
>5,000,000 361
Consolidated 15 Credit Unions 3.65

Source "Striang the Batance in Microfinance” p. 174

* The entire results of this study can be found in Chapter 5 of
the recenlly published WOCCU book Striing the Balance in
Microfinance: A Practical Gude fo Mobiizing Savings




103,112 880 2.966.672 8.0 29
301 - 1000 6.285 54 3,557,178 10.0 568
1,000 - 6,250 5430 47 13.601.235 38.0 2,505
8,251 - 12,500 750 06 6,766,000 18.0 8,021
12.501 - 37 500 206 03 5.780,712 16.0 19,563
>37.500 45 00 2,927 819 8.0 65,063
Grand Total 115919 100 35,619,675 100 o7

theb'adl!ionalpootbor- Mm.ouswywasabbb
rowers of most MFI's This “upstream® class of look deeply into the history of these
mmmmm“mrqmwﬂg sanefourcradnunim:hanuatemah These
activities of these credit unions Even though the Mmmmaﬂhfoe.ﬂweomanm
Vaﬂmyo'ﬂmﬂmdmgmoumam&m with over 10 years of In savings mobili-
@ wealthier economic strata a resounding 89 per- zation mmwmmmwebmwws
centolallthenumbenolsavmgsacoomt;wm mmﬂmmm use of an integrated
ownodbypeople\mosedeposnsavmsba!m Mlnlubnwmmeawountmg
averaged only US$ 29 Tm.gamnayfmm mnmmwmmmm First, we
menwngmofusssoomuhmnmof mwmmwwammnmm
ten suggested Virtually all the credit unions bookedaluchmmmnngmeyearzooi
Mpﬂtﬁdpateahowsmdyhadm structures (see Figure 4)
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redit un

ad an op:rn Figure 4: Number of Savings Transactions in Four Guatemalan Credit Unions (CUs)

have seen (as of December 31, 2001)

s They Credit Crodit Credit Crodit Consolidated

hdisputable Union 1 Union 2 Union 3 Union 4

hﬂcy and ransactions (number) 225, 615 223,189 180,064 260 596 880 454
g8 Related Transactions inumber) 143 588 137,382 131,480 183,472 675,051

vings, their ngs Related Transactions/Total 6365 61.56 73.01 6273 8475

an optmal cions (%)

mistakenly gs Expensa Ratio (%) 381 508 366 364 385

their exist- of Savings Deposits (USS) 12,000.819  7.336.320 5648688 16,438 562 41,612,389

Mrce Working papers of David Richardson and Oswakdo Olva for USAID Savings Best Practces Proedt

t, we were able to sort all savings deposit and
rawal transactions by size for the entire year of
(see Figure 5). Such information revealed the

true demand for microsavings services and showed
how poor people used the credit union to manage
their daily liquidity

Figure 5: Savings Transaction Volume in Four Guatemalan Credit Unions during 2001*

Source Strking the Balance p 178

Nearly two-thirds (85 percent) of all the transactions
booked at these four credit unions were savings-
priented, and of the actual 477,000 deposits and
withdrawals, 70 percenl were for an average
amount of only USS 28 Furthermore, the impres-
sive volume of micro savings transactions below
5SS 100 did not adversely affect the savings ex-
nse ratio of these four institubions. which was still
395 percent '
second key variable associated with feasible
d operating costs.  While the minimum asset
of USS 1 million is a reliable predictor of oper-
g efficiency, there still may be some institutions
pSe operating costs are very high, notwithstand-
pg their larger volume. This may be due to several
fctors, the most commonly mentioned being the
lending methodologies that are implemented
ach the poor. There may be another culprit
gr, that is to blame: high salary expenses In
experience, | have seen how salaries tend

.“Wdhmmdm
iution. please read pp. 170179 of Chapter 5§ of Sink-

Savings Number of % Total Volume of % Average
Transaction Amount Savings Savings Transactions Transaction
(USS) Transactions (USS) (USS)

<100 334 369 701 G414 641 63 28

~ Between 100 - 400 95,253 200 22 208,740 148 234
Between 400 - 800 20,547 43 13.817.770 92 672
800 26,764 56 104856222 697 3918
| Total 476,933 100 150,387,373 100 315

~ *Inciudes depoaits and witharawals

to rise higher than the market when donors are pay-
ing the bill. It would be fascinating lo do a study to
prove this relationship, but for the present, | can
only point out some indirect linkages found in the
MicroBanking Bulletin. 1 mention this possibility
because our study revealed one very important fact
about the operating expenses related to savings
mobilization: 49 percent of all of the savings-
related expenses were directly tied to employee
salanes and benefits

This finding is corroborated by an interesting com-
parison made in this issue of the Bulletin between
different charter types of MFis and their efficiency
ndicators. | would like to focus on four varables
that help to explain the importance of salary ex-
penses. portfolio yield, operating expense ratio,
pemmdexpammhoandlhemermlfund—
muabilamram These variables for financially
self-sufficient MFis are shown side by side in Fig-
ure 6

¥ MicroBanking Bulfetn No. 9, July 2003, pp 72 74 and 75
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Charter Type Yield on Gross Adjusted Adjusted Personnel Exponse/ Commercial
Portfolio Operating Personnel Operating Funding
{nominal) Expense Ratio  Expense Ratio Expense Liability Ratio

(%) (%) (%) (%) (%)

Banks 435 136 86 58.7 148.0

Credit Unions 249 i 38 544 1003

NGOs 430 184 11 604 428

Non-Bank 424 178 76 531 BO 8

Financial

Institutions

Source  MicroBanking Bulletin No 9, July 2003 Pp. 72, 74 and 75
Aldlln.u-c-nbomnonmﬁm&

Thelamwumleltnememmataﬂmmeopem-
mgexpemetatioismepeumnelexpem_wmch
includes all salary costs and benefits In Figure 6,
Mpuwnndcwraﬁomvmmnel
expenses have about the same relevance for each
type of institution (53.1 10 60.4 percent). Is it coin-
ddmtalthatmebwestybeldongmspatb“o(ZAQ
percent) is provided by the credit unions who also
have the lowest expense ratio (7.1 per-
cent) and the lowest personnel expense ratio (3.8
percent)? From our study, we know that it is not
coincidental ﬂ\eratsadkedhnkagebetweenper-
sonnel expenses, operating expenses, and the loan
nnmwm.whidtmustbematalewnom
a!loﬂhemw’um’onaloperatngcosts

In addition, Figure 6 shows another interesting rela-
tionship NGOs have the second highest yield on
gross portfolio (43.0 percent), and the highest oper-
ating and personnel expense ratios (18 4 percent
and 11.1 percent respectively)

Furthermore, these same institutions have the low-
est commercial funding ratios (42 9 percent), which
means that they have a much greater portion of
subsidized liabilities to fund their lending opera-
tions. s this likewise just coincidental? | will defer
to others who have a greater command of the num-
bers for the NGO community

Figure 7: 2001 Average Annual Salary Profiles of 15 Credit Unions

Six Large

Four Medium Five Small

Credit Unions  Credit Unions Credit Unions

Average Deposit Volume (USS) 9.209.289 2843257 260,231

Annual Salary by Position (USS$)

General Manager 26,110 18,450 6,504
Branch Office 8,741 4776 3264
Director of Marketing 13,146 None None
Marketing Techmician 4543 5263 1.881
Head Cashier 6,827 6,669 5348
Teller 4707 3527 2754
Chiel Accountant 9,724 12,204 3,860
Security Guard 3,689 2.500 1.754

Source Sutmthaﬂdummw P 180

Inasmuch as personnel expenses are a significant
factntmhﬁed!otheha&himyofoﬂmvgmuosav-
ings products, we spent a considerable amount of
mmoursmdydommenongthoseexpema,
Famnateiy.wehadopenacoessbanmemdﬁc
paymllandbeneﬁtinformaﬁonforeechemployeom
the 15 credit unions (see Figure 7). This enabled
ustocmateasalaryptoﬁleforeachofmkeym
ployees involved in savings mobilization We found
thatmorderlomakevalidcompansm.mebase
salaryofanempbyeewasnotsufﬁc:entgivanm
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ginning of this article, | mentioned that
ago. | wondered how credit unions
their members microsavings services
pns below USS 100) while other competi-
giked.  Now that our study is finshed, | have
bis as o how It is done. As mentioned be-
pomes down to three important reasons:

he pnncipal volume of savings deposit funding
not come from the poorest of the poor. It
pes from “upstream”™ member-clients who
: because they want to save Their savings

not obligatory and can be withdrawn at any

Ime They choose 1o deposit their savings
a credit union that offers safety, liquidity,
and yleld Their average savings account bal-
ance is between USS 1000 and USS 3,000
Th savers provide the critical volume
‘ 1o justify the service.  Since the costs
of the fixed infrastructure, personnel and
marketing are covered by the savings of
; higher income savers, the true mar-
cost of providing these same services
poorer members is not prohibitive,

L The salary expenses of credit unions are mod-
&st In comparison to other MFIs. Credit Union
personnel are not your basic MBA whiz kids
who also seem to need plenty of stimulus to
‘move the earth, call down fire from heaven, and

the best wage available Best of all, these
‘employees have shown that they can get the
job done when the movers and shakers watch
from the sidelines! None of the 15 credit unions
) our study received operating subsidies of any
nd 1o cover operational expenses. They were
100 percent financially sustainable

BULLETIN, JULY 2003

3. Finally, much has been written about the pitfalls
of cooperative governance. In the September
2000 issue of the MicroBanking Bulletin. Elisa-
beth Rhyne took exception to the doctrine of
“self governance” as being a factor of success
She said: “The defenders of participatory forms
of action need to choose their battles carefully
searching for areas where collective participa-
tion and sell-governance are worth going to the
barricades for The credit unions in their fervor
may believe that financial services are a pnme
locatbn!orwsmlobemm | remain
agnostic "~

Even though many true believers in the importance
of savings have serious doubts about self-
governance, the grand ikrony of cooperative self
governance is that its voice has been heard loud
and clear in credit unions around the world. The
message is unmistakably consistent People need
and wanlt micro savings services. It is because of
self governance that credit unions do not limit
savings deposit accounts to USS 500. Perhaps if
more MFI's had stronger participatory forms of gov-
emance instead of the typical unilateral decision-
makers pushing their own agendas, microsavings
would undoubtedly be viewed with the same impor-
tance as microcredit In case you were wondering,
| am not agnostic

Alas, the new battle lines are drawn. Credit Unions
have shown that micro-savings mobilization s a
financial service that is not only feasible, but in high
demand How can anyone espouse the virtues of
microcredit loans below USS 300 and yet ignore
poor savers who want to deposit and withdraw their
meager savings in amounts less than USS 5007
Experience has shown that microsavings mobiliza-
tion is worth going to the bamicades for

David Richardson has worked in the trenches for the
Wortd Council of Credit Unions for the past 16 years He
may be reached at drichardsonf@woccy oy

" MomBanking Bulletn. Septermber 2000, p 17
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Activity-Based Costing and Savings
Ben Reno-Weber

Oneofmema;orramwhysavmgslagsaeditm
Mmmﬁnmﬁddhmefwnulsawﬂgststoo
costly Thuswbdewmaxammethepotenﬁa”or
Activity-Based Costing (ABC) 1o answer several key
qummgammmecostsolsavingsbruﬂs

What is Activity-Based Costing?

AchvﬁyﬁasedCosbngtmcescoststospedfcac-
ﬁvmsundenakmbymeMFl..wchasopenmga
savings account or handling cash transactions.
Unlike other costing methods, by inserting activities
into the costing process, ABC provides richer infor-
mation because it gives a greater level of detail
abomhowandwhycostsaremumd(saeﬁgum
1) This mfonnahonmleaddmwtospedﬁc
adjustments or modifications in an MF!'s activities in
ordertostmammpmcassuandraﬁora&moos&

Because ABC requires participation at every organ-
izational level, strong buy-in is required from the
entire MFI Expenencehassho«nmatmnespem

up-front speaking with staff testing drafts, and re-
vising imesheets leads to more accurate results

During the ABC process, the team first identifies all
products offered by the MFI  Then, after consulting
wnhstaﬂmunm.meteamdevgnsanacnmy
sheet listing their core activities, and estimates staff
lime on each activity. The best results so far come
hunambananonofdailymnw\eetstakenovefa
significant period of time. combined with interviews
by non-supervisors (who should emphasize that this
process will not be used to evaluate staff perform-
ance) Wsmmnestnmesandstaﬂulary levels,
the ABC team can calculate staff costs for each
activity, which are in tumn used to calculate the cost
of products Foremple.lhecostofsamgsmay
bemadeupofmecostsofopeningldwnqanao-
count or making deposits/withdrawals, in addition to
a share of the overall administrative costs Estimat-
ing the ime spent on each of these activities for
Savings enables estimating the cost of delivering

savings

Figure 1: Activity.Based Costing Steps vs. Normal Cost Allocation Steps

3. identify costs to allocate

mdm.«mmmm;
5 Use allocation bases to distribute costs
among products

Any Method

1. Plan for the costing exercise. Obtaumgmwsmm—mmnllbvaknwum
2. ldentify products for costing

Cost Allocation ABC Costing

3 mmpmmmmmmm
Sanoh&ng“mmmmummmmdm

4. Decide and calculate allocation bases for each | 4 Cmmmmmhtewhldwny
5. Calculate costs per activity
6 Anmcoddrmunhadmmmo!myvoumwmddem-

mine unit activity costs
7 Dnive activity costs to products

~ Source: CGAP Product Costing Tool WWW.Cgap. org Heims and Grace

What Can ABC Tell Us About Savings?
Activity Based Costing can help MF! managers an-
swer several key questions regarding existing sav-
ings products. First. is a savings product viable?
For savings, viability means a product is cheaper
than alternate forms of potential funding, after fully
accounting for staff time, administration. and a pro-
portional share of the overhead expenses

Forexampie.meCoopemuveBankofsengtm
(CBB) in the Philippines was uncertain about some

of their savings products, particularly those targeted
at the poor The management knew that their

14

g

how overall costs, particularly including staff
time, compared 1o the income generated From
their Management Information System (MIS) they
knew that interest. nsurance. and reserves cost
them USS 41,451 per year. just over 5 percent of
USS 780677 average outstanding savings
However, they were unclear about how to factor in
of staff tme

the ABC process. CBB's management was
1o determine that while thewr savings products

g

3
4

H
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im almost 14 percent of the average savings
mmmﬂy that amount was signifi-
it than the closest alternative source
; acommeraalloon which would have

than 18 percent (see Figure 2)

2: Cost of Products vs. Local
Alternative Source of Funds (%)

Passbook Term Alternative
Savings Deposits Funds
cial costs 50 10.0 130
08 42 10 02
. 50 50 50
14.2 15.0 18.2

roen| mbmem
r Coop Bank of Banguet

eognizing the true costs of their savings products
jed them to make an informed decision, not
1 1o continue to offer the product. but to expand
ing efforts

i what activities contribute to the cost of
7 Activity Based Costing allows an MF! to
all the individual processes and items that
to the overall cost of the product

: :“.5.'

'"MlhbmfonmmmMFlmneprreways
, streamiine operations account for hidden costs.
Mnewmemodsforbwemgwsu In
: repeated costing exercises can enable to
s Moverﬂme

'7 m when SafeSave in Bangladesh im-
pented the ABC process in 2002, they discov-
“Moodolco&edmgdeunquempay
ois was far higher than expected They were
bmmamlemev.oecmmnmw
e Gen Manager spent an extended amount of
mdalhquentloans(sspefcemand:isw
respectively), that figure was significantly lower
d collectors (less than 3 percent). SafeSave
d a new performance-based pay system
yas able to dramatically improve recovenes,
h translated into a 20 percent increase in fee

, Activity Based Costing enables institutions to
these costs against their institutional priori-
i the objective of mobilizing savings is simply
pd an alternative source of funding for credit-
g client services, then it only makes sense to
< s if the product is viable in comparison

G BuLLETIN JULY 2003

lo other potential sources of funding However, if
there are other institutional objectives, such as cii-
ent demand or donor pressure, then an accurate
picture of costs enables an MFI to make informed
decisions

For example, Swayam Krishi Sangam (SKS) in In-
dia discovered thal their savings products were not
viable. The funds were not leveraged for on-
lending, were administratively cumbersome, and
had high transaction costs relative to average bal-
ances. However, savings are an important service
provided by SKS to its clientele, and the manage-
ment very much wanted to continue them in some
form. Activity Based Costing has enabled them to
balance pricing for sustainability against the needs
of the clients

The opposite was the case for Sarvodaya Eco-
nomic Enterprise Development Services (SEEDS)
in Sri Lanka. The ABC process demonstrated to
them that their savings products were an untapped
source of potential funding Less than one percent
of total organizational time was spent doing savings
mobilization, despite early indications that savings
maobilization is significantly more cost effective than
the commercial loans currently on the books. This
led to a strategic realignment that emphasized ex-
panding savings as a path for growth.

Assessing the Role of Savings

Savings mobilization has the potential to have a
large impact on the worid of microfinance. It can
reduce the dependence of MFis on donors, socially
responsible investors, and commercial banks. Sav-
ings can also serve as a means for an MF| to attract
new and poorer clients. However, it is also increas-
ingly clear that the costs of mobilizing savings can
outweigh the financial benefits in many circum-
stances Activity Based Costing offers a means of
evaluating the role of savings within an institution by
answering important questions about cost structure,
process, and viability, all of which can help an insti-
tution make informed decisions

Emmmmlormodyawwwaf

the Consultative Group to Assist the Poor (CGAP). He is
now working with the IFC’s Small and Medium Enterprise
Project Development Facilty m Bosmia and Herzegovina
and can be reached al brenoweber@ifc o
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Conventional Wisdom and Realities

Afrunshavennmputaﬁonofbemggoodsavm.
wo:king!osewretheirsavmcsbyallmm.by
creating RoSCAs™ amongst neighbors and when
needed by soliciting the expensive services of de-
posit collectors

It is commonly thought that the ‘Coopératives
d'Epargne et de Crédit™ (COOPECS) have thus
mobilized important volumes of savings, much
higherthanmecrednnoedsoﬂhesamepopub-
tion, and are thought o be chronically over-liquid

Of course, this conventional wisdom has an ounce
ofwmmmbutseemstobeloday-anefdeepef
analysis - largely over-rated and decontextualized.

ﬂwgmmngneedlomsammhasbemm
prevaiemmtowns.whmmemisincreasmm
curity and daily social pressures  This has been the
memosﬂyformucro,smaﬂandmediumen&m
neursmmemformaiseaor.mconmt)anking
services as inaccessible, both from a financial and
social standpoint It is indeed this clientele who is
targeted by the RoSCAs and deposit collectors. In
West Africa, this is essentially an urban phenome-
non

lnmralareas.apanfromthebtgwnmualm.
thefeatnodeposncolbctorsmwlbgeslmed
more than 15 kilometers from the cities The rare
RoSCAstnathadbemmtrodmdbymigmtsare
small (fewer than 10 people), function with very low
savings amounts (USS 1 to 2 per month), are es-
sennallydevotedwsocialendsandoﬂenexpen-
ence difficulties (seasonal interruption, closing in
memoddleofacycbduetodelinquencyotsome
members, etc ). In livestock rearing and Sahelian
zones that are poorly monetarized. the RoSCAs are
not even known

Thus, populations in rural West Africa continue to
prefer in-kind savings (silo, livestock) that seem
more liquid. cheaper to maintain, and even some-
times more profitable (Le., in the case of livestock
reproduction) The most entrepreneurial people
invest thewr savings as working capital for their
business in the dry season which is quite profit-
able.

Rotatng savings and credit associations
* Savings and credit cooperatives
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Rural Savings Mobilization in West Africa:
Guard Against Shocks or Build an Asset Base?

Renése Chao-Béroff

In addition, poverty in West Afnca is found mostly
rural areas  This is why, after a decade of prese
in rural areas (even in high yield areas),
COOPECS have favored migrating o cities
central towns in order to be able to mobilize
higher volume of savings, while eventually send
it back to rural areas through the village banks

COOPECS of West Africa have not been highly
hquid since the mid-90s.

What are the Conditions for Efficient Rural
Savings?

Saving-mechanisms In rural areas in West Africa
have turned out to be relatively adapted to rural cli-
ents, regardiess of condition. Transaction costs are
ahmtzsmgrvenﬂwtmesegoodsmeasrlybe
liquidated on site if need be The risks (ie, fire
and theft of grain silo, death or theft of livestock) are
nmnighermanmﬁrrskofptwngmeitsavingsm
MFls in town, especially after the bankruptcy of
several COOPECS in West Africa that have
slighted rural savers ™ We can say that the tradi-
tional solutions are sufficient and relatively efficient
In using small savings to guard against shocks.

Nevertheless, these savings mechanisms do not
really provide incentives, above and beyond the
simple protection from shocks that househoids ex-
perence (e, disease, drought, social events)
Theydonotdevelopmecapaatytomanageand
acaunuh!eweatﬂwmddonotfmmepmgrm
development of real economic strategies. It Is
probably by considering savings as a vehicle to
build assets (creation of working capital, investment
Capacity) that encouraging access to formal rural
savings would be more appropriate

It is often said that savers demand accessible and
flexible saving services, and that they are not de-
manding with regard to returns.” The experience
of the “Caisses Villageoises d'Epargne et de Crédit
Autogérées™ (CVECA) in West Africa tends to
contradict this claim, as aftractive returns (from 5 to
1Ommpummm85agmﬁmtpor-
tion of savings meant for asset building 1o be mobi-
lzed in non-iquid term deposit accounts ranging

* One offwer tek worth mensionng 5 the rak of pricing. when
chents ‘be forced 10 sell a0 in-kind asset at the tme when
the proe of e asset % ow

"' AEhough Sy s a0 not mdfierent, other things being equal
* Autonomous savengs ana crean village banks
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12mmmmmerlhanmvefyliqmdm
g sight deposits. In the liability struc-
CVECA. the portion of sight deposits
25 to 35 percent of total deposits, while
its represent 65 to75 percent of the total

their goals, savings products whose objec-
g 1o build assets need to provide incentives
(term deposits) and by retumns (attrac-
est rate), they need to have a contractual
!-nqumaoenan regulanty (savings
d help depositors renounce immediate con-
for the benefit of a long term durable

th and regularity represent essential elements
@ savings discipline that heip rural populabons
social pressure and avoid ordinary waste
y are also basic elements that enable a longer
on for rural populations who continue to live

p season fo season and lack the capacity lo

ke longer term plans
that in order to be able to offer such sav-

mmmmmmmm
provided

pbilizing Rural Savings to Reinforce the
| or to Reinforce the Client?
tm.myMFlshaveteamedaboutmepou-
e aspects of mobilizing local savings, including
t advantages that foster the sustainability of their
al savings play several roles for an MFI

Constitute a relatively cheap source of

funds,

. Represent a financial guaranty for loans
that is easily accessible,

Reinforce responsibllity of the employees;

Reinforce the repayment discipline of bor-

rowers;

Contribute undeniably to reinforcing the vi-

ability of the MFI and its long-term self-

sufficiency.

~ Allow the MFis to serve people who do not

‘want to borrow money

G BuLLETIN, JuLY 2003

As a result, MFIs market savings to their clients and
entice them, even sometimes require them, o save
at their institution

As long as savings are perceived by clients as a
pre-condition to having access to credit, they will
abide by it. but the impact will remain mited and
the volume mobilized will remain low, considerably
below the true capacity

Experience shows that only savings conceived as a
means of client empowerment have an impact on
their behavior. Only voluntary savings can reach
significant volumes

In rural areas, where market opportunities are not
as frequent and important as in towns, savings can
be a low-risk economic means for clients to self- or
co-finance their productive projects or microenter-
prises. This is the approach that MFis can promote
if they are looking for long-term impact. But how
many will take that leap, one that can seem counter
productive in the short-run for an MFI that is seek-
ing to rapidly increase its loan portfolio?

Rural Savings Mobilization: Lessons

In West Africa, rural populations have developed
well adapted saving mechanisms to guard against
shocks, ones with which formal financial systems
would have a hard time competing

On the other hand, the reflex of savings accumula-
ton and investment savings to build assets 1s not
yet well developed among rural populations, given
the lack of incentive mechanisms and adapted
products

Given that it is demanding and refatively expensive
to put these mechanisms and products in place, in
whose interest would it be to promote them?

All things considered, this type of savings s the one
that would best bring about development, and that
the highest performing MFis should be encouraged
to develop and market In rural areas, savings for
productive self-financing has a future, especially as
a financing mechamsm for agncultural activities.

Renéde Chao-Béroff has been in charge of the Depart-

successfully in several African countries duning the last
15 years. She can be reached af cidriicompuserve.com
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of Measuring Savings Mobi-

credit-led microfinance nstitutions
Mﬂeofsawngsmobchzauon it has
ingly important to be able 1o meas-
the performance of savings pro-
mmblopclsmuybegmnmgloeﬂ-
¢ microfinance field, which has made pro-
prating savings into the overall meas-

. dmmmonandpedom\anceol
~ WWe know how to gauge the general health of
'.ﬂ institution, even a savings-based one,
| iIndicators that measure capital adequacy,
i, @ssel quality, and liquidity ACCION's
L (Capital, Asset. Management, Efficiency,
fy). the World Council of Credit Unions’
BCU) PEARLS (Protection, Effective Financial
gre. Assel Quality, Rates of Return and
. Signs of Growth) and the Micro-
M(Mﬂa)a“centeraroundwchmds-
¥s But when it comes to analyzing the mobili-
o of savings itself — asking whether an institu-
successful savings mobilizer - we come up
On such questions the microfinance field
By gets beyond total number and volume of ac-

A

imicrofinance community has put a great deal of
'wummdmg how 0 measure SUCCess
sedit. Microfinance professionals the world over
| falk easily with each other about the parame-
ihat Indicate credit success. The credit indica-
iof the Bulletin embody this industry consensus.
- package for assessing credit operation
mance includes key indicators that measure
= dimensions of performance in three main

g and outreach indicators

»  Volume - loan portfolio

s Scale of outreach — number of active bor-
rowers

Depth of outreach - average loan size,
depth

By STOrs that may appear in the article
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Towards a Package of Savings Indicators™
Elisabeth Rhyne

Efficiency and Productivity indicators

Efficiency — administrative cost ratios
Physical Productivity — loan officer or staff

caseloads
« Revenue generating ability — portfolio yleld
Risk indicators

« Portfolio at risk
» Loan loss rate

Note that nearly all of these indicators are specific
to credit, although several bear directly on institu-
tional heaith Thus, while the difference between
measuring credit program effectiveness and meas-
uring Institutional health is conceptually clear, in
practice the measures overlap. The situation is
similar in savings. measures of overall institutional
health contribute to but are not sufficient for assess-
ing savings mobilization performance (and vice
versa)

The purpose of this article is to launch a discussion
regarding Indicators for evaluating savings mobiliza-
tion. The article lays out a framework for selecting
indicators, using the same categories of assess-
ment as we use for credit scale and outreach, effi-
ciency and productivity, and risk_ If it were possible
for institutions to report on all these indicators, we
would have a very good basis for judging savings
success Unfortunately, nearly all the indicators are
problematic at present For example, even as sim-
ple an indicator as the number of active savings
clients contains numerous hidden issues that need
to be clarnfied before reported numbers can be in-
terpreted  Does the institution eliminate inactive
accounts from its reporting? If so, does it use a
widely accepted method? Can it report by number
of clients or only by number of accounts? More
severe difficulbes attend the measurement of ad-
ministrative costs of savings (as distinct from
credit). which requires detailed cost studies

Given the range of issues associated with each in-
dicator, we cannot simply propose a package and
expect immediate implementation throughout the
microfinance field The process of developing con-

s The suthor has benefited greatly from conversations snd written exchanges with Marguerite Robinson. Madeline
] LymoCumn Cesar Lopez. Deborah Drake and the staff of the MIX. paticularly Isabelie Barmés These people did not contrib-




mmmgamtosavmgs.meaudotmnscanmmedto
supporting the development of a consensqs pack-

aneachmajorarea.waseekloldenmymdm-
torsmatmee!cenamcntena

* Ease of calculation and avallability of data

* Emphasis on performance of savings vs.
overall institutional heaith

* Helpful to inernal and external stake-
holders (i.e usefulrormanagemmtmfof
)

reporting, particularly into the Bulletin However,
undenymgmtsalm:smebroaderquesuonofbest
practices in measurement for the internal

. manage-
ment of savings. The proposed indicators are dis-
cx.medbelow,onebyone

Defining Financial Intermediation

honswuhawndemngeafmmfvementm )
from small savings programs in credit-led Instity-
tions to credit unions to Savings banks The Bulle-
hn‘sraponsehasbeentoaeatemeﬁnancmlm-
termediary peer group, defined as institutions with
alleast209ercentoftotalassetsmndeabyvolun-

tary savings. thlemts:sahrs(step.the catego
still oombinesmshtuttonsrangmgfrommghly adit-
ledtoexdusivelysavmgs-led Over time, the Buf

tmmﬂneedtosubdivﬂemeﬁnanc:al Intermediz
Gtegofy.usmgmedeposinoassetsraboua Oan
todeposnmnlodeﬁnesubgroups This subdivi
s:onwmbeespedallyimponamtodevebpa hette
understanding of the efficiency and risk indicators.

license, do not on-lend them

Savings Indicators Presented in MBB Tables

Financial Intermediation

1 Deposits to total assets
2. Deposits to loans*

Scale and Outreach
3. Total deposits (voluntary or mandatory)
4. Number of active voluntary savers
5 Average balance per saver
EMficiency and Productivity

6 Voluntary savers per staff member*
Risk

7 Non-eaming liquid assets 3s a percentage of
totai assets*

°mmbmmmmmem

Scale and Outreach

1._Total deposits This indicator 1s the fundamental
measure of the scale of savings mobilization and

directly analogous to outstanding loan portfolia
Because the chart of accounts of institutions gener-
ally identifies total deposits it is probably the most
readily available and reliable indicator in the whole
package Nevertheless. even this seemingly simple
hdicatmraiscsmponantquesuons It is important
todtsungmsh-mdreponsepamtely-sevem
lypes of deposits, Paticularly voluntary versus
mandatory deposits and Savings account deposits
versus fixed term deposits The Bulletin questic
nare already requests such breakdowns It pub
lishes savings only elimmnating mandatory
mmmwm publishing the data

reporting are actually able — ang willing - to
maumwmns. and whether the

Mmuvm




indwidual and mnstitubonal de-

!nBulle-
srmediary 4 lents or accounts The ntent of this
numnmmmmm

1"“0 i

8 subdivi- institutions are generally better able o
D @ better the total number of accounts than chents
icators )m accounts to chents involves several

for inactive accounts, multiple ac-
bylheumepemon and possibly ac-
Wyasn\ea\anm!ofsewlang
: ply, not all institutions may be
3k maedbhndm and even when
mdono they may lack consistent
institutions.  In the short run, it
hmmwmeamactrveac-
than active clients

_dnnmldeposnsmdmtov the num-
- indicator should be disaggregated
mﬁudtwn mandatory), to ef-
ol correspondence between the indicators
_“unount This is particularty impor-
sause of the typical difference in characteris-
peen savings account and fixed deposit cus-

ecure in-
evant for

lacking a

Tables

of disaggregation particularly impor-
institutions launching savings distin-
e savings clients (with or without loans)
ntage of m use their savings accounts solely

dist ent/repayment transactions. Mi-
bf example, tracks the percentage

o gs clients with and without loans, to see
] 'S savings products attract new clients.

cocount balance (lotal deposits/numbe:
gamental ) As above. this indicator should be
an and is savings and fixed term products.
portfolio

s gener- ‘_ is directly analogous to average lcan
' has the same advantages and disad-
hprovidesaqmdtanddmm
iding depth of outreach, and is by far the
Jily and widely available number on depth.
ar. the mean is a poor measure of the distri-
of account sizes, and if an institution serves
“market, the mean reveals little about its
at the low end. It 1s simple to adjust this
i GDP per capita {as the Bulletin does in
Depth indicator), for better international
: but this adjustment only addresses
%@ several shoricomings of average account

'm "’)Q ‘\-. nbution of accounts A much better pic-
- e

h of outreach 15 possible through a size
fling — to » of accounts - both total savings depos-
dher the ,'_ ber of accounts can be sorted into sev-
groupings  This information is relevant for
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an institution's own management as it seeks to
strike an effective balance between smaller and
larger accounts. For example, Mibanco monitors
two size distributions of accounts, one for savings
and one for fixed term deposits, using size ranges
relevant for each product The analogous credit
indicator is not widely used, despite the fact that it
too would reveal a greal deal more about depth of
outreach than average balances Issues in promot-
ing the use of this indicator through the Bulletin in-
clude deciding on one set of size categones appl-
cable across institutions for intemational compan-
sons, the fact that a distnbution of sizes takes more
publication space than a single number indicator
and the question of whether institutions have the
MIS capability to sort accounts in this way. A more
general issue is that there may be even less evi-
dence of correlation between savings account size
and client income than in case of loan size, for ex-
ample, since many clients diversify risk by saving in
multiple institutions. The Bulletin does ask for a
breakdown of accounts by size, bul does not use
this information in published tables

Efficiency and Productivity

While there are many data quality issues related to
scale and outreach, information on these indicators
is excellent iIn comparison to information available
on efficiency and productivity. Although a few indi-
cators can be collected fairly easily, few systems
exist for collecting some of the most valuable indi-
cators. Institutions must start by conducting their
own internal analyses to begin identifying the most
useful ways 1o measure efficiency

wwm_m_m_) MW
uring the efficiency of savings mobilization requires
separating the costs of administering savings from
the costs of credit administration While combined
efficiency measures are already well-understood for
credit-led institutions and figure prominently in the
Builletin (various administrative expense ratios). few
if any Iinstitutions separate the costs of credit ad-
ministration and savings administration on a regular
basis Such information requires detalled cost stud-
ies involving a range of methodologies (e g, cost
allocation, activity based costing) and ample sub-
jective judgment. While savings mobilization costs
cannot now become a standard Indicator, It s Im-
portant to understand these costs.  Institutions
should conduct cost studies 1o begin developing a
base of information about the cost structures asso-
ciated with different kinds of institutions - and to
increase know-how regarding costing exercises
The article in this issue by Ben Reno-Weber pro-
vides a methodology, and the article by Dave
Richardson 1s a fine example of such a study. A
longer term research effort that may ultimately cul-
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minate in some indicators useful for comparing per-
formance across institutions

sac In
assewngtheemdencydaednoporatu\smeas-
ures of staff productivity are important supplements
to measures of cost, and can be particularly impor-
tant to management in setting performance targets
Indicators like loan officer caseloads are often es-
sential bases for staff incentive systems. On the
savings side, it s important to know how many
transactions staff can handle - withdrawals, depos-
its, inquiries, etc - in order to ensure that the insti-
tution has the capacity to provide good customer
service (aiso factoring out credit-only transactions)
For savings, the number of clients or accounts does
not always lrack the number of transactions, but
ultimately, it is the transactions that must be man-
aged. The utility of such indicators is broad, from
product pncing to cost-benefit analysis of technol-
ogy purchases Transactions can aiso be meas-
ured by product or by delivery channel — an ap-
proach used In activity-based costing exercises

Among microfinance institutions, transaction meas-
ures are not commonly integrated into routine moni-

An exception is Bank Rakyat Indonesia
(BRI), which has long understood its own transac-
tions volumes and used them as planning targets
This is an area for further research. institutions
should begin developing and testing such indicators
for their own purposes and sharing the results — or
at least the techniques - with others. A costing
analysis could aim to produce transaction-based
indicators as one of its main outcomes Again, the
Richardson article llustrates the use of such meas-
ures, reflecting the credit union experience with
transaction monitoring.

7._Savings accounts per staff member. This indica-
tor is easily available, and included in Bulletin tables

as It is simply constructed from other key data, but
in its simplest form_ it does not differentiate between
savings-focused and credit-focused stafl. Because
microfinance institutions are so different from each
other in the level of focus on savings cross-
mstitution compansons are difficult At present the
microfinance field lacks any benchmarks to guide
interpretation of specific results.  Over the course of
a few years of collecting and reporting on this indi-
cator, the Bulletin can begin developing bench-
marks. Variants of this indicator that may also be
useful include volume of savings per staff member
and number or volume of savings per savings-
focused staff It will take time before any of these
indicators can be used lo evaluate performance
across institutions, but institutions can monitor
these indicators internally to watch trends in their
own avolution

g

poﬂamforacompletepackageolmwors
tain a8 measure of the financial cost of saving!
proposed indicator is @ much easier (ant
relevant) indicator to calculate than real e
mterest rate paid to clients, because Ins
typically offer a range of interest rates depend
account size and product liquidity The "
cost indicator is directly analogous to portfo
and should generally be readily avatlable
product and on a consolidated basis
known about whether institutions are able 1o
rate outl savings-related transaction fees (s
ATM fees) in order to use them to offset i
paiud to clients in calculating this ratio. This |
alone would not reveal the overall financial ¢
the institution, because it does not adjust
financial cost of reserve requirements that :
lies may impose on deposit-taking institutio
adjusted financial cost indicator could also b
ful

Risk Indicatars

The main measurable risk directly invoived |
ings mobilization is liquidity risk, loosely, t
that the institution will not have adequate ca
hand to meet depositor requests for withd
While iquidity nisk is examined in most ang
overall institutional health, the topic is included
because of its close linkage to successful sz
Liquidity risk has received very little attention
crofinance to date, because the main liquidity
for credit institutions involves funding to meet
demand. As credit demand can be forecas
controlled more easily than demand for d
withdrawals, liquidity ratios for microfinance
grams have typically been quite low and lig
nsk given relatively little attention. With the
duction of savings and savings-based ins
the perspective on hquidity must be enlarged

Consensus has not yet formed around approg
liquidity measures for savings mobilizers in
nance. Savings-based organizations, -
credit unions, have developed Indici
WOCCU's PEARLS, for example. uses

measures

pss short term payables as 3
Mmgg This ratio is easy tq
culale and available, provided there is clarit
defining liquid assets

’ secives 8 8 PUTLeNage O 10La

m Trnusethmndutamme
tin would require development of a clear d
dulmwtym,malis.whattypaof
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the reserve and how the resarve is man- diversity of deposit-taking microfinance institutions

| I8 im best practices will involve a variety of Indicators,
i con- some closely tallored o specific institutions (and
s The ming liquid assets as a percentage of therefore not suitable for cross-institution reporting)
§ more This indicator, which the Bufletin in- In order to promote the dissemination of best prac-
flectve pts to address the problem of efficient tices, the Bulletin is already beginning to contact
tutions - , ensunng that institubons are successful deposit-takers, including credit union
ding on " 8 from as large a portion of their as- networks, savings banks associations and commer-
inancial ble. It is not particularly tied to savings cial banking associations, to learn more about how
mield ’ they measure savings performance. It is hovg.ed that
by e of the PEARLS indicators is that they are MFis involved in savings mobilization will volunteer
Luets easy o calculate, provided (a big pro- to test or develop indicators, particularly those as-

;

ik

Mnmomldamvandconsstencyexm
tions in their classification of liabiiities
mmo«mammmm
{ratios are not the best way to measure |i-
fsk. because liquidity management is an
g . This is particularly true when
ing the importance of maturity matching in
liquidity risk Some argue that the mi-
e industry is not ready to establish bench-
wmnqwdnymdumnbwaused
g differences among institutions. For exam-

sociated with efficiency and productivity The Bulle-
tin would be prepared to publish the results of ef-
forts to develop such indicators

The second track, which of necessity slightly lags
behind the first, invoives development of a stan-
dardized package of indicators used to compare
performance across Iinstitutions.  This package can
only contain indicators of widespread relevance and
availability. For those indicators where there Is a
reasonable amount of consensus and data avall-
ability, the Bufletin is already working to integrate

ACCION CAMEL measures hquidity per-

| them into its routine data collection effort. During
 in sav ce on the basis of the hquidity management the next year it will assess the viability of the new
the nisk @ and process within an institution. Liquidity indicators as data come in from various institutions
‘cash on pment will need further consensus Future issues will call attention to the data quality
ht-wﬂ; and interpretation questions regarding these indica-

tors. At some point it may make sense o have a

s of Developing Indicators

je issues a challenge to motivate a wide

mmivorkonimptovaeasur&
performance

18 needed along two tracks. The first track
3 ppment and spread of best practices

g measurement of savings performance
fack reflects the need of individual institutions

more formal consensus-building process focused
on defining and agreeing on a full package of indi-
cators, similar to the process that has already oc-
curred around Indicators of institutional health and
credit

Elisabeth Rhyne. Senior Vice President at ACCION Inter-
national, is the author of "Mamstreaming Microfinance
How Lending to the Poor Began, Grew and Came of Age
in Bolivia™. She can be reached af erhynefacciob.org.
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for Social Advancement (ASA) was es-
§ In 1978 to serve rural populations In
, and more particularly women, who are
st sufferers and victims of social injustices
§ currently over 2.2 millon members form-
; groups with special emphasis on sav-
= and 8,000 employees engaged in dis-
and collecting loans and savings deposils
: lmrangeofsemcesmnschems-

g micro credil, small business credil, regular
i savings, voluntary savings and life insur-
= and follows a simple, standardized, low-cost

‘of organization, management, savings and

ale for Offering Savings

_m.mepoorammmvulnembleb
@l shocks and rely heavily on moneylenders
#s of emergency (e, natural disaster, sudden
pnts). or have (o sell their limited assets  With
s 0 small savings deposit facilities, they
# be able o escape the vicious circle of mon-

s and save their assets Moreover, their
d savings would help finance thewr pro-
@ activities. This 1s why ASA decided to un-
@ savings program for its group members,
g @ drastic change in previous product offer-

g savings has the double effect of heiping
in capital formation, and providing ASA with
30 to be self-sufficient by not depending
Bign assistance.

ctives of the savings services for clients

Motivate members to deposit more savings
that result from their income generating
~ projects.
Use savings as a source of capital for in-
come generating projects;
. Use savings to help with family emergen-
ces
Introduce door-to-door services,
Allow clients 1o accumulate funds

B BuLLETiv, JuLY 2003
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Evolution of Savings Products at ASA
Mostag Ahmmed

Savings Products: A Client-Driven

Approach

The ASA methodology was developed in the fisld
through a hands-on approach. ASA is proud to be
a client-responsive financial institution that revises
its financial products depending on the feedback
from chents and staff

ASA found that a large portion of the poor populs-
tion was interested in having access o savings ser-
vices, even though the volume of savings was small
because of their limited capacity to save. In addi-
tion to access, ASA found that these potential cli-
ents were interested in having the opportunity to
withdraw their savings when they needed them
Having the assurance that they could — If needed —
withdraw their savings was therefore an important
feature

Moving Away from Mandatory Savings

ASA started by offering only mandatory savings as
a precondition to getting a loan. Nevertheless, it
realized that mandaltory savings, added lo the regu-
lar weekly instaliments for loan payments, were tak-
ing a heavy toll on ciients. In addition, chents could
not use their savings during an emergency. ASA
considered all of those Issues, and introduced vol-
untary savings with unlimited withdrawals

Voluntary Savings with Unlimited Withdrawal

ASA introduced voluntary savings for its members
in 1987 They could deposit any amount according
o their capability, and were given the option to
withdraw funds as needed with no limitations. This
resulled in an excessive number of withdrawals,
and created an imbalanced position for ASA and
serious obstacles to fund management. In addition,
the savings programs failed miserably for some
practical reasons The field staff created extra
pressure on the members o save more and more,
without taking into account their capacity. As a re-
sult, the percentage of member dropouts increased
drastically, as shown in Figure 1




Figure 1: Member Dropout from 1888-2002

Year New Total Member Growth Drop-outs Dropout Net
Members Members Rate (%) Rate (%) Mombers
Up to 1897 805,631
1608 783,785 1,580 418 49 4866 ,380 30 1,123,036
1909 831,674 1,854 710 43 775,723 40 1.178.987
2000 348 945 1,527,932 23 322,964 21 1,204 938
200 634 979 1839917 35 260,545 14 1579372
2002 920,571 2,499 643 37 363,778 15 2,138,165

Source: ASA MIS Section - 2002

mmmmm1mm1mmam
memwmﬂlmmmt
Anermhzingmemgatweeﬂmdnmmirm
ptoduc!sanddiscnnmwmnmn,mepementageof
dropmnstaneddecmasingmduoodalupemmt
In 2001

Mixed Savings: Voluntary and Mandatory

mmmmmmbmmmb
increased client dropout and withdrawals. Taking
into account field data showing that group members
couldmeasemeirsavingsﬂtheywefeoﬂued
ﬂe:iuoprodum.ASAoptedboﬂuvobnmw
lodwd-msamgssimunaneouﬂy (unlike most MFlis
which do not allow savings withdrawals) This al-
lowedASAtooonﬁnueoﬂerhgliqmdpmducuWhﬂe
reducing withdrawals. ASA's savings products are
described in Figure 2.

Figure 2: ASA Saving Product

Weekly 6% yearly intecest rate

Saving Minimum saving Taka 10 per week for small
credit and Taka 20 per week for small busi-
ness credit (about US$0.18 to US$0.36)
mmmmuwlﬁm
as long as they maintain a balance of at
mw%ofmwmumm

Voluntary 6% yearly interest rate

Sawing May deposit any amount above their manda-
tory weekly savings Members may withdraw
savings at any time as long as they maintain
maintaining a balance at least 10% of their
loan principal outstanding

Long 8% yearly inlerest rate

Term Members deposit TK. 50 o TK. 500 per

Saving®  month for five years

Associate 7% yearly interest rate

Member's Any family member of an ASA borrower may

Saving deposit any amount in savings

* Discontinued

Source ASA

ASA's flexible saving program has been widely ac-
cepted, and has had a significant impact in rural

areas. This “radical change™ has enabled rural
communities o enjoy rural banking services at their
doorsteps

ASA's poor beneficianes use their savings deposits:

= o cope with periodic or seasonal cash flow
deficits (I e, for emergency access),

* o protect their family from adversity,

* o loosen their liquidity constraints,
to balance cash flow over their life cycle

Associate and Long-term Savings

ASA tned to offer a variety of saving schemes to
group members by introducing associate saving
accounts and long-term savings at attractive inter-
estrates ASA learned that although poor people —
especially women — were always willing to save
more, their low income level did not enable them o
do s0. The programs resulted in an increase in the
number of accounts because the savings were bro-
ken down into several deposits made by different
family members, but did not correspond to an over-
all increase in savings volume

In addition, members could make deposits only dur-
ing the group meeting, which was held for less than
an hour, and some who could not make it to the
meeting were having a hard time keeping the cash
in hand until the next meeting This showed ASA
the importance of time flexibility to encourage sav-
ing mobilization For example, most poor people
work during the day and receive their eamings in
the evening It is important lo consider providing
evening service or window service at the office

ASAﬁna&ycbsoddownthemoczamandlong-
term savings program due 10 the unrealistic burden
on the clients and its poor results. ASA continues
tooffetnmndatoryandvohmtarysavmgsma!m

"mmbmue-oomwmmasw
cant departure for ASA in great part because & required o radical
mndhwmemm%‘,
in Wnght. Chrsten and Matin, “ASA's Culture. Competition and
Choice: introducing Savings Services into a MicroCredit Instity-
ton”. Kampala MicroSave-Africa. 2001
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ible, and efficient deposit services that will
P poor households better manage their limited
icial assets and smooth consumption patterns

gs Make Sense from an MFI

-

of the MFis of Bangladesh depend on donor
for capital to operate their micro credit pro-
But what will happen if donors withdraw

their support? Offering savings represents an im-
portant alternative for raising funds and an opportu-
nity 1o become self-sufficient

ASA is funded through a variety of sources, includ-
ing its own funds, member savings, and loans from

PKSF and CORDAID ASA's statistics (see Figure

3) show that the savings program is important be-

cause Il contributes 26 percent of ASA's total re-
sources

Figure 3: Distribution of ASA Funding by Source (%)

Source Name 2002 2001 2000 19886 1998 1997
PKSF. Bangladesh 2847 3070 2877 29.93 2371 2178
Bank loan 0.00 0.00 0.00 042 034 0.52
CORDAID, Netherlands 066 0.71 0.40 051 0.00 0.00
Member savings 2562 2385 28 92 2022 36.56 369N
Member insurance 0.78 1.06 120 1.7 207 284
Loan loss reserva 451 410 3.58 294 210 126
Emergency fund 626 567 479 366 277 1.58
Others 153 232 173 179 229 397
Sub-total 67.85 68.40 69.45 70.20 59.84 68.84
Capital or equity
a. Donation (foreign) 831 141 14.35 17.31 19.78 2149
b. Service Charge 1971 14.51 10.50 7.88 584 479
c. Other Income 414 5609 567 4.51 452 488
Sub-total 3215 31.60 30.52 29.80 30.18 3116
Total 100 100 100 100 100 100
28 ASA MIS Saction - 2002
Bvings Mobilization Challe and make sure that their office environment is appropri-

8. flexibility and access To encourage more
Mings deposits, MFIs need to offer a lucrative in-
rate and flexibility in a secure setting. Well-
ed offices with flxable hours can attract peo-
B 0 Increase their savings deposits Branch of-
#S in the rural areas should also be set up to fa-
fate access ASA's branch offices are situated 8
10 kilometers from the groups they serve

Msthods: ASA collects both deposits-
Mings and instaliments in the same weekly mest-
The savings collection interrupts the credit col-
pn, and given that the credit officer 18 more
&d about loan collection than voluntary sav-
neither of the tasks can be performed effec-

A completely different structure with much
flexibility and options are needed o address
§ lype of problem

sing Growth Capacity: ASA does not expect
savings from poor people as their weekly in-
e — after the mandatory savings of 10 to 20
and the loan repayment — Is on average USS
B 2 Therefore, we need lo target poor and mid-
glass people to encourage them o deposit more
To attract the middle class, MFIs need to

g

G BULLETINY, JUuLY 2003

ate, and need professional staff who will help to
increase confidence They also need to address
the fact that, due to their class and cultural conser-
vativeness, these new potential clients may resist
sitting and spending time with the poor or hard core
poor in the same group meeting. Increased market-
ing can also convince savers. Although this may
represent an opportunity o attract new clients,
costs will aiso surely increase as a result

Increasing confidence The structure of the organi-
zation needs to be changed o provide a more pro-
fessional feel and give people the assurance that
their funds are secure*' In addition,. MFIs have to
face the fact that people’'s confidence in NGOs di-
mimished after NGOs in Bangladesh were involved
in fraud scandals with their clients’ deposits

Future challenges may be experienced by MFis in
Bangladesh due to the lack of an appropriate legal
framework. where the Central bank and interna-
tonal organizations have a crucial role 1o play. and

' Which they may not feal with the existing simple office struc-
ture of MFis

“ These escaped with huge amount of savings deposts. which

damaged the whole market, and took & big 1ol on peopie's confi-
dence

a
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medisincenmafrunsoﬂsoumesoﬂundinglke
PKSF if IDAWB funds dry up. ©

Some Results
WhmanMFlisabbtocovaranmfmmmein-

mnmfranltscrednandmmgsprod-
ucts, the institution becomes sustainable This re-

shows self

Figure 4: ASA's Self-Sufficiency

—— Opeational Self-Sufficiency (%)

180
160
140
120 .
100
80
80
40
2
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Source ASA
Fum.nh'bmww"o 9. July 2003,
pages 52 and 53

Mﬂmlmmshwimmmutmva
steady increase in operational and financial self-
sufficiency from 110 percent and 102 percent in
1996 to 160 percent and 148 percent in 2002,
respectively

Conclusion

Due to effective measures and client-onented ser-
vices, ASA has finally become a renowned and
leading micro finance institution. It provides finan-
calsewieetoladbntslormeirsenmanagedw
come-generating projects and helps them be self-
refiant. ASA's simple and flexible micro finance
ptnductsmableloaﬂradmlﬂbnsofcbemswmb
a!mesamehmeenabungntopmvidemghqualw
services

Dr. MQAMMSDQMMMMW Asso-
criahon for Social Advancement (ASA) He can be
reached at dr mostagilyahoo.com
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AhanChMmry.’MoaouoryolnﬁcmM-Cm
Sm'.mdonmmmﬁmdﬂurm'amsac.
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Kurt Healy, *ASA innovations”. published by ASA 1999

ASA 1998

Md WW.‘C&MMMMMW.
published by ASA 1997
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coon

pughout time, all around the world, households
® saved. as insurance against emergencies, for
Jous and social obligations, for investment and
future consumption The importance the poor
Eh to savings is also demonstrated by the many
@nious (but often costly) ways they find to
“Butfmavam(yolmm_mwmhnnal
sms fail to offer financial services 1o the
In a convenient, cost-effective and secure
. As a consequence, when poor house-
§ are provided a safe, easily accessible oppor-
ity to save, their commitment to saving, and the
hounts they manage to save are remarkable De-
Jning savings services to respond to this potential
Brket requires the careful balancing of prefer-
of the saver and those of the institution, The
it section of this paper considers the two per-
clives — those of the saver and those of the Mi-
ance Institution (MFI).

”

ow People Save: Savings Products and
prvices from a Saver's Perspective

ncing Convenience, Risk and Retumns

§ clear that most poor people do not have ac-
B8 to formal sector banks for reasons that include

Geographic distance from the financial in-
stitution;

Terms and conditions governing the avail-
able financial services it offers;
Disrespectful manner in which the staff
treat poor clients;

Intimidating appearance of the financial in-
stitution, and

Complexity of the paper work and the diffi-

cult process necessary 1o make a transac-
tion

jpoor look for some system to provide the secu-
Land accessibility necessary to save Accept-
e degrees of security are relative, dependent on

allable programs, and are never 100 per cent
St every poor person has been in. or knows of
d Rotating Savings and Credit Association

Rt Rutherford. “Savings and the Poor: the Methods, Use
pact of Savings by the Poor in East Africa’. MicroSave-
. Kampata 1999

- mm; N" 2003

signing Savings: Equity Building Society's Jijenge Savings Account
Graham A N. Wnight

(RoSCA) or crooked deposit collector®. but the ac-
cessibility of a regular opportunity to save in a dis-
ciplined manner is what makes RoSCAs and de-
posit collectors so popular worldwide

Access Is markedly different from liquidity, and
often considered more important by poor people
who have little time to make their transactions
While many authors have stressed that ‘iquidity Is
the key to local savings mobilization”, it is important
lo note that in many circumstances the poor have a
strong “lliquidity preference”. This “iquidity pret-
erence” IS in response o the poor’s self-imposed
desire for structured and committed savings
mechanisms that prohibit them from withdrawing in
response 1o trivial needs and allow them to fend off
the demands of marauding relatives requesting
“loans” or assistance

With the exception of successful Accumulating Sav-
ings and Credit Associations (ASCAs) and auction
RoSCAs, the return on savings in the informal sec-
tor is rarely above zero. Often the poor pay to save
through a conveniently accessible system such a
deposit collector who visits daily to collect savings

Managing Liquidity and Duration

All families require funds for different purposes that
vary with respect to the amount and the immediacy
with which the funds must be made available
Many emergencies or opportunities necessitate in-
stan! access to cash. This explains why almost all
poor families keep some amount of emergency sav-
ings n the home, and why many do prefer highly
iquid savings services. The “illiquidity” preference
described above means that poor people require
both liquid and illiquid services, and those that save
often hold multiple accounts. Similarly, poor people
often use a strategy of “targeted savings”, including
some highly lliquid savings, (notably, in the ab-
sence of alteratives, MFlis' compulsory savings) to
build-up large lump sums of money to purchase
significant capital assets such as land and houses

Compulsory, Locked-in Savings

The poor require littie compulsion to save They
simply want a reasonable mechanism to do so and
the assurance that they will be able o access those
savings. Indeed, there 1s evidence that compulsory
savings, particularly those that are deducted from

** Wrigh and Mutesasira. "The Relstive Risks o Poor People’s

Savings®, Journal of Small Emerprise Development Vol 12 No
3. ITDG. London. UK. 2001
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the loans issued, are simply viewed by clients as
part of the cost of the credit. Some clients use
these compulsory savings systems to build up use-
ful, long-term lump sums of money. However, It is
possabbmatwendesognedopenaooesssawngs
accounts and contractual savings agreement
schemes could give clients the option of setting
these funds aside. Furthermore, such systems
would not force the clients to leave the MF1, or re-
duce their ability 1o access loans, if they liquidate
their savings

Designing Savings Products and Services
from an MFI's Perspective

Balancing Convenience and Retumns

As seen above, when deciding on the savings ser-
vices, poor people look for a mix of accessibility,
secunty, liquidity and (ideally but not crucially) re-
tums  The financial institution's perspective is al-
most the mirror opposite of that of the client Fi-
nancial institutions would like to maintain a few
branches in densely populated areas to maximise
the number of clients per branch and facilitate
branch security They would prefer to limit opening
hours 1o allow the opportunity to keep up with the
complex accounting and internal control procedures
necessary to run a financial institution effectively,
and to facilitate physical security arrangements
They would like to see large deposits made for as
long as possible with a minimum of withdrawals so
that the transaction and liquidity management costs
are kept to a minimum and the funds available for
on-dending are maximised And of course, the
profit-maximising goal of a financial institution en-
the extension of as little interest as possi-
ble Nonetheless, there are many MFis that offer
microsavings services on a profitable basis

Managing the Costs of Small Savings Accounts

One of the chief fears voiced by MFis revolves
around the potential difficulties invoived in dealing
Mmmemanysmaumsacbonsonanasswamd
wﬁmmeptuwdngsawngsmtomem
While this is indeed likely to be the case, several
important observations should be made

« Generally, the majority of the transactions
will be deposits. Indeed the poor are often
remarkably unwilling to make withdrawals
However they do want to know that they
could withdraw;

« Poor people are not always looking for a
highly liquid account to use on a regular
basis, and

* Schmidt and Zeitinger, “Critical issues in Small and Microbusi-
ness Finance”, IPC, Frankfurt, Germany, 1864

* Savings accounts targeted for medium and
long-term preferences are particularly at-
tractive to MFis in search of capital for on-
lending, and appropriately designed prod-
ucts can encourage these

There are also important and often overiooked, ad-
ditional benefits of offering savings services to the

poor. In addition to providing capital for on-lending,
savings services can

e Develop the client base (of borrowers) for
the future;

« Obtain information on the clients’ abilities o
save and (by impiication) repay loans;

+ Faciiitate repayments when clients are un-
able to meet repayments out of current in-
come, and

= Encourage repayments, as clients want 1o
maintain a good repumbon and their access
to future services.

There are also many ways of minimising the
costs of providing savings services, and possibly
even deriving a profit from doing so. This can be
done directly through carefully structured pncing to
encourage savers 10 maximise deposits and mini-
mise withdrawals. MFis can elect to pay interest
only on accounts with balances above a certain
minimum, In view of the clear evidence that poor
people are willing to pay for convenient savings
services MFis can charge fees for specific savings
services. In order lo reduce withdrawals, MFls
could limit the number of withdrawals per period,
set minimum withdrawal amounts, require notice to
withdraw or charge for withdrawals made In addi-
tion to the pnoing structure, the MFI can reduce
costs through s organisational approaches and
work methods  Finally, it is important that MFis of-
fering savings services seek up-market, higher-
value savers to spread the costs and make the ser-
vice cost-effective 1o run,

Synthesis and Conclusions

Two different strategies are pursued by outside
agencies (be they development or private sector)
and by poor people themselves as they seek o de-
sign and deliver financial services. The former tend
lo use a strategy of "permanence and growth” and
look o create sustainable institutions thal deliver
financial services to an ever-increasing number of
clents — such as MFls, banks. and co-operatives

By contrast, poor people generally use a strategy of
“replication and multiphcation” and look to create

“ Granam AN Wright. McroFinance Systems Designing Qual-
ity Fmancial Servioes for ihe Pooe, 2ed Books, London and New
York. and University Press Liniad. Dhaka. 2000
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many small self-contained, often self-liqu
schemes — such as RoSCAs and Christmas clubs.

dence that providing client-responsive financial ser-
vices can both serve poor people while maintaining
or in fact improving the sustainability and profitabil-
ity of the MFis

There are no magic formulas for designing appro-
pnate savings products for poor people: il requires
market research and careful, systematic product
development But the rewards for the MFis that
undertake these exercises in terms of profits and
client loyalty can be remarkable, and well worth the
investment.

An Example: Equity Building Society's
Jijenge" Savings Account

Equity Bullding Society is developing the Jijenge
savings account - a contractual savings product
with an emergency loan facility attached The client
defines the length of the contract and the penodicity
of the deposits (weekly or monthly) A premium
interest rate is offered to those who take out longer-
ferm contracts but there are quite significant penal-
Bes for premature withdrawals from the account
Finally, all Jyenge savings account holders have
guaranteed, i/mmediate access to an emergency
loan of 90 percent of the value of the amount in
their Jijenge savings account on demand

As well as providing a disciplined way to save (in
the same way that RoSCAs and ASCAs do), this
product allows its clients to meet their “illiquidity”
preference and protect thew savings against the
demands of petty spending or marauding relatives

The account is already proving extremely popular
with existing and new clients alike

The Jyjenge savings account provides Equity Build-
ing Society's clients a financial product that helps
them with their financial planning objectives. As a
product of extensive market research and constant
customer interaction, the Jyenge savings account is

Press, Deihi, India, 2000

trunatation for “Jyenge” m “Realize your dreams’

clearly satisfying customers with many Jijgnge ac-
countholders particularly pleased with

The disciplined saving;
Freedom 1o set terms.
Automatic access to loans. and
No operational charges

The Jijenge savings account has provided custom-
ers with the opportunity to actively involve Equity
Building Society in their financial planning thus
building on its “Listening, Caring Financial Partner"
image. The first contractual savings product in the
lower-income market segment, the Jijenge savings
account Is a strong starting point for future cross-
selling opportunities

The Jijenge savings account is Equity Building So-
ciety's first branded product offering and communi-
Cates aspirations that can be personalized by cus-
tomers as the organization helps them (in the words
of the product tagline) to Realize Your Dreams!
This is a significant product differentiation in the
market heiping Equity Building Society move be-
yond the generic savings account to developing a
product with unique selling attributes.

For Equity Building Society, the Jijenge savings
account offers a stable deposit base from which to
lend as well as supplementary income from the
emergency loans and premature withdrawal fees. In
addition, the product is allowing Equity Building So-
Ciety to attract new clients into its banking halls

Figure 1: Jijenge Savings Account Monthly
Performance Data for Four Pilot Branches

—

Number of Accounts

M (& 3) (4 Target Total
Aug 02 27 285 7 134 100 a
Sep ‘02 16 104 118 74 100 313
Oct. ‘02 6 B0 48 52 100 188
Nov. ‘02 2 34 27T 48 100 1"z
Dec 02 2 20 13 19 100 54
Jan '03 17 56 23 32 100 128
Feb. '03 74 143 122 187 100 506
Mar '03 12 89 28 B85 100 154

Total 156 781 387 592 800 1&.
Source: Equity Buliding Society, pllot test review

Note The four pllot test branches are (1) Corporate; (2) Four
Ways: (3) Thika: (4) Tom Mboya

During the eight months of the pilot-test (to March
2003) nearly 2,000 Jijenge savings accounts were
opened, despite limited marketing activities within
the four pilol-test branches. This activity was con-
ﬁnodtoafewposlerslsomeleaﬂetswwungua

n
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dedicated enquines desk for two out of the eight
months.  No additional marketing activities took
place outside the branches. The monthly variation
in opening of accounts depends on the avallability
of a customer service officer to explain the details of
the product and "close” the sale

In the 8 months to March 2003 the Jjenge savings
account has mobilized KShs11.9 million (USS$
928,200) in deposits from the four branches On an
annualized basis and assuming that the Jijenge
savings account had been rolled out in all the EBS
branches, Jijenge alone would have contributed up
to 11 percent of the growth in EBS customer depos-
its, based on December 2002 figures. Clearly when
a full-fledged marketing campaign s initiated, the
up-take of the product is likely to be very significant

One of Equity Building Society's key corporate ob-
bediveswaslodevelopapmductmatwouidpro-
vide a new class of ‘term deposits’ This has been
achieved, as all Jijenge savings accounts are for a
fixed period (minimum 1 year) and can be renewed
for up to 5 years This is a significant achievement

and reduces the funding mismatch risk of Equity
Building Society’s balance sheet

On the basis of the results to date, the product de-
velopment team has developed projections for the
Jijenge savings account’s income, costs and cumu-
lative net present value (see Figure 2) Clearly If
these are realized, the Jjenge savings account is
going to be a very valuable addition to the product
range of Equity Building Society

Equity Bullding Society's management attribute the
success of the account to the following:

1. Detailed market research to understand the
target market;

2 Careful costing/pricing;

3. Extensive pilot-testing of the product and
related marketing matenals etc. prior to roll-
out, and

4 Well designed, client-responsive and bene-
fit-focused marketing efforts

Figure 2: Projections on EBS Income, Costs, and Cumulative Net Preseont Value (NPV)

A% D0 oo
40,000,000 2
35,000,000 /
— > = Gome
30 000 000 — @ - Fued Costs
/ — v~ Tols Cosm
24 DO0_(00 =

10.000.000

15000 000

/ Cumulaive NPV

10,000, 00

5 000 o0

0

15,000 000)

{1000 )

Waonthe from inception

As James Mwangi, Chief Operations Officer of Eq-
uity Building Society notes, “Equity Building Society
has applied the market-led approach to product de-
velopment, from A-Z Equity has successfully con-
firmed that the earlier, quicker “wins® achieved
through using the same approach to refine its exist-
ing products, had indeed come about because of
the methodology *

Each of these key success factors were built on
extensive use of MicroSave-Africa toolkits namely

1. "Market Research for MicroFinance”
2. "Costing and Pricing of Financial Services”.

3. "Designing, Implementing and Monitoring
Pilot-Tests", and
4  “Product Marketing Strategy”

These toolkits are available on the MicroSave-
Africa website www MicroSave-Afnca.com under
the Toolkits section.

Graham Whght is Programme Director of MicroSave-
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Case Stumes

Introduction

mnmenmmwamkm Services
(NABS)pmgmm in the Philippines is breaking

new ground by demonstrating that commercial mi-
‘crofinance providers can profitably serve the rural
poor. Since this USAID-designed program started
over four years ago, MABS participating banks had
disbursed approximately USS 37 million®' to more
than 70,000 microentrepreneurs as of December
2002 The MABS program has worked with 37
banks having a network of 102 rural bank
branches™ in the Philippines to help them profitably
“serve the microenterprise sector not only by trans-
ferring knowledge, but by converting rural bankers
info true believers in microfinance best practices
‘and building thesr long-term capacity to successfully
apply them. By creating systematic processes for
introducing microfinance to rural banks, MABS has
Mfacilitated the easy and rapid expansion of microfi-
‘mance in the Philippines

The Impetus for MABS

‘Since microfinance institutions have demonstrated
'h pmm potential of targeting the microenterprise
, more and more commercial financial institu-
: havebeenememgmenmﬁnanoemarket
, hmenmenotmyMFlshavebeenwc
essful at reaching rural markets The MABS pro-
has identified a method of enticing traditional
pial institutions to enter the microfinance mar-
- and stay!

s Entening the Microfinance Market

mooumnes “‘downscalers™ often enter the
f 0 market with limited information about
&g dientsandlackotkmbdgeofmuufwmnoe

pnabes As a result, few have profitable mi-
ce portfolios. In fact, many have exited the

Microenterprise Access 1o Banking Services (MABS) pro-
8 mplementad by the Rural Bankers Association of the
with oversight provided by the Mindanao Economic
Council (MEDCo) and the U S Agency for Intermna-
pal Development (USAID) Technical assistance i the im-

on of the MABS program s provided by Chemonics
L Inc

article. annual amounts in pesos ane convenad 1o USS
average exchange rate for the month of December
[Source used & the Philippine Central Bank or "Banghko Sern-
g Pilipinas” - BSP

Bk Dranches include head offices of the 37 MABS Partici-
Barks

g

. wre financal Institutions that begmn 1o target lower
B clents in addition 1o their traditional highet income cli-
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MABS: A Sustainable Approach to Rural Microfinance
Anita Campion and John Owens

market as quickly as they entered ™ Often these
downscalers did not understand or adhere to micro-
finance best practices Given that their microfi-
nance portfolios were small compared to their tradi-
tional lines, they rarely paid the attention needed to
develop a successful microfinance business Sey-
eral consumer lenders in Bolivia, for example, de-
cided to enter the microfinance market in the late
1980s. However they applied consumer lending
models to microenterprise lending, based on the
entrepreneur's reported salary rather than a thor-
ough assessment of the enterpnse and family cash-
flow. As a result, over-indebtedness and defaults
msuedandawedmanyofmeconsumeflanoers
to lose money and retract from the market *

There have been few examples of MFis achieving
success both in terms of profits and outreach.
However, many of these MF| successes have tar-
geted primarily urban areas Few profitable MFIs
have made a significant impact in rural microenter-
prise markets, especially in savings mobilization
While rural banks in the Philippines are also present
in urban areas, they have a substantial presence in
rural areas.

Rural Banks in the Philippines

The Philippines has had a legal and regulatory
framework suitable for the operation of small, regu-
lated banks for some time. The Rural Banking Act
of 1952 paved the way for the establishment of rural
banks to serve small farmers, cooperatives and
small merchants in the countryside. The Act also
allowed duly established cooperatives to organize
rural banks and/or subscribe to the shares of stock
of any rural bank *

As part of their efforts to spur agncultural produc-
tion, Government of the Phippines (GOP) policies
in the 1870s encouraged rural banks o expand by
offering subsidies and targeted lending rams
As with many agricultural lending programs® in the
past, these programs distorted the market, leading
to misallocated funds and high delinquencies By
the end of 1983, 70 rural banks had ceased opera-

* Lz Valenzuela, "Getting the Recipe Right ThoEmnm

* Elisabeth Rhyne. Mainstmaming Microfinance. pp. 141-144
2001

* Agabin and Daly, “An Altemative Approach 1o Rural Financial
Intermadstion. The Philippine Experience”, p. 118 1958

" Kiein, Meyer. Hannig, Bumett and Fiebig, "Better Practices in
Agricuttural Lending”, pp. 1.4, 1959
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GOP's commitment to allowing the rural banks to
compete freely in the market reversed the negative
trends. By 1892, the rural banking system reported
positive real growth in assets, apnalandneuoans
with 787 rural banks reaching 463,000 borrowers **

There are now 781 rural and cooperative rural
banks in the Philippines with more than 1,900
branches.* , they cover over 85 per-
cent of the municipalities and cities of the Philip-
pines. These banks are culturally and geographi-
cally close to the potential clients that comprise the
microenterprise seclor, however, until recently,
most rural banks required collateral that made it
difficult for microentrepreneurs to obtain credit

Given that lack of access to financial services was
identified as a constraint to economic growth in the
Philippines, USAID decided to design a project o
accelerate national economic transformation by en-
couraging the Philippine rural banking sector to sig-
nificantly expand the access of microenterpnses to
savings and lending services

The MABS Approach

Because MABS works with rural banks that have
owners who invest their own equity funds, MABS'
participating banks have stronger govemance struc-
tures than most microfinance institutions (MFis). In
addition to supenor governance, the rural banks
have the benefit of already being regulated financial
institutions, legally authorized to mobilize savings
deposits. Since they do nol require donor funds for
lending, the MABS program focuses on capacity
building rather than capital subsidies

In 1998, the MABS program began to assist rural
banks in the Philippines o develop the capability to
profitably provide financial services (o microenter-
prises. A systematic method for transferring micro-
finance best practices knowledge and product de-
velopment to rural bankers was developed through
a comprehensive technical assistance and training
package known as The MABS Approach

The MABS Approach includes intensive one-on-one
technical assistance, workshops, seminars, in-bank
coaching, and exposure and training wisits lo par-
ucipant banks. Each bank 1s assigned a technical
advisor who makes sure that the training and tech-
nical assistance are delivered properly and effi-
ciently In addition, each participant bank receives

* Agabin and Daly, “An Aemative Approach 1o Rural Financial
Intermediation: The Philippine Expenence” p 1.6 1968

" Branches include head offices.  Source BSP Department of
Rural Banks, July 2002
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focused attention and support, which includes the
following from MABS

* Institutional Assessment

« Senior Management Orientation

*« Market Survey

« Product Development/Enhancement
* MIS Enhancement

« Business Planning

+ On-the-Job Training (including sessions on
cashfiow lending and zero tolerance of de-
linquency)

* Development of In-House Training Capacity

MABS' work with client banks yields the following
results development or enhancement of microfi-
nance products, practices and procedures that fol-
low best practice principles, implementation of a
profitable microfinance line of business, and
strengthenedcapecnymtaﬂytomumemems-

crofinance operation, bul to continually expand It
The general pattern of the MABS approach is 1o
build up and then phase out the technical assis-
tance and training. Some examples of MABS areas
of focus follow:

Product Development/Enhancement

Poor people’s lack of access to savings services is
especially unfortunate. Without access to savings
accounts, many poor people, especially the rural
poor, have no convenient or safe place lo store
their savings. MABS plays an important role in this
area by developing rural banks' capacities to con-
duct markel research and design new products
including savings that serve low-income people
The total number of microdepositors in the MABS
participating banks as of December 2002 stood at
477,976 with PhP538.2 muuon (USS 10 million) in
omsundmgmlu'odepoms Box 1 shows an ex-
ample of a savings product developed under
MABS the “Ganansya Box"

MIS Development

MABS developed a banking software program, Ru-
ral Banker 2000 or RB2000, which is easily adapt-
able to the product mix of any rural bank_ including
microfinance services. RB2000 consists of basic
banking modules for 1) deposit management, 2)
loan management, and 3) general ledger account-
ing. The system also includes support modules for
1) financial product design, 2) cash dispensing and
ATM interface, 3) assessing charges fees and
taxes, and 4) general ledger interface. MABS is

* Micro deposits are defined as doposits below PnP15.000 (USS
273). These ate the smallest accounts tracked by the Philipoine
Central Bank (BSP)
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working with three private service providers who
install RB2000 into rural banks

Box 1: The "Ganansya Box" — Reducing
Savings Transaction Costs

The age-old concept of the “piggy bank” 1s now used o
encourage people 1o bulld up their savings on a regular
basis and capture these savings in their local bank

Indead, the many services offered by several MABS
participating banks include savings boxes called
"Ganansya Box" or "Profit Box" This simple but
unique approach to offering small savings reduced the
high transaction costs of daily and weekly pick-up sav-
ings account services. These boxes have a small lock,
and the key is kept by the bank tellers. 'When the client
comes in with his/her “Ganansya Box" the bank teller
opens the lock and deposits the funds 1o the clent's
account

Microsavings Whal we can leam from Informal Sav-
Ings Schemes. Owens and Wisniwski. 1999

In addition. MABS nurtures the expanded use of the
credit bureau by rural banks, which was started in
2001 to minimize the negative effects of increased
competition, such as client over indebledness and
defaults  Following best practices, MABS has
helped to integrate the rural banks’ microenterprise
loan clients into an existing national credit bureau,
by creating an e-mail encryption program that al-
lows rural banks to share and receive information
slectronically at a low cost®' The database con-
tains negative data, Including Iinformation on past
delinquencies. MABS will expand this system o
track positive credit information, such as information
on indebtedness, and help to link more rural banks
o the credit bureau through public relations cam-
paigns to rural bank federations and training on how
to install the system

Development of in-House Traiming Capacity

In order to develop local capacity to continue the
MABS technical assistance efforts after the phase-
out of the USAID-financed technical assistance
contractor, MABS is working closely with the Rural
Bankers Association of the Philippines (RBAP) and
training local consultants. Trained local consultants
will continue to provide microfinance technical as-
‘sistance and training to interested rural banks after
the project ends. A heavy emphasis is placed on
developing the rural banks' ability to conduct market
research and to develop products that are respon-
sive to microenterprises. A combination of class-
room training and one-on-one technical assistance

™ Campion and Valenzuels “Credit Bureaus A Necessity for
Microfinance?” p 22, 2001
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is offered on the following topics cashfiow-based
lending, enforcing zero-tolerance toward delin-
quency, intemal control and fraud prevention and
financial management for microfinance operations
In addition to helping rural banks develop the ca-
pacily lo profitably expand their loan and deposit
portfolios to microenterpnses, some have found that
their traditional operations are also benefiting from
the MABS' best practice principles, as described by
a rural banker in Box 2

Box 2: A Rural Banker's Testimonial to the

Results

The systematic approach of the MABS program has
had a significant impact, allowing it to expand from
its four original participating bank branches, as de-
mand for MABS' services increased, to serving 102
rural bank branches in just four years.

Figure 1: Number of Participating Units
(Branches)

2
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Source. MABS

The MABS Approach has been highly successful in
terms of economic and social impact At first many
rural bankers were skeptical and doubted whether
microfinance could be a profitable venture. How-
ever, as the program gained credibility and a few
rural banks began to demonstrate the profit poten-
tial, many other rural bankers became Interested In
microfinance and demand for MABS' services in-
creased
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Economic Impact

SmcemeMABSptogramstanedfourywsaqo. its
participating banks have disbursed over USS$ 37
million to more than 70,000 microentrepreneurs. As
of December 2002, participating banks had 33 587
active loan clients, with a total outstanding loan
portfolio of PhP 224 8 million (USS$ 4 million) Micro
deposit balances have increased to 541 million
(USS 10 million) (see Figure 2). Total microdeposi-

lors served by the participating banks have in-
creased o more than 482 000. The steep Inclines
demonstrated in the charts in Figure 2 indicate the
continued growth of the MABS program among ru-
ral banks and their expansion of micro savings and
lending services All 20 of the initial participating
banks’ microfinance units in Mindanao were profit-
able within twelve months of starting their micro-
lending operations

Figure 2: MABS Participating Banks' Micro Loans and Micro Deposits” (1998 to 2002)

-t of | Ao

o Gross Loan Poricio (PH Milons)
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0 —e il 0
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Source: MABS Participating Banks

“The maxmum pancipal amount of mice
posits are defined as deposits below PHP 15,000 (USS 273)

Social Impact

In terms of social impact, MABS participating banks
predominantly serve female microentrepreneurs (85
percent, compared 1o 71 percent on average for the
Asian MFis participating in this Bulletin). In an im-
pact study conducted last year, almast half of all
chents reported that their business income had in-
creased over the last 12 months.™ With an aver-
age loan balance of pamctpatmg banks microfi-
nance portfolios of only USS 125™ during Decem-
ber 2002, the MABS program has continued to
demonstrate that commercial MFls can serve the
rural poor, in terms of both savings and lending,
and make a profit in the process

Conclusion

The MABS program acts as a demonstration model
for future international development efforts to ad-

“ Agabm, Comejo, Padua and Capeding, ‘A Survey of Microsn-
terprise Clents of MABS Participating Banks.” pp +4, USAID,
Seplember 2001

* This corresponds to @ Depth {Average Loan Balance per Bor-
rowes/ GNP per Capita) of 12.9 percent, compared to 359 per-
cent on average for all Asian MFls participating in this ssue of
the Sulletin

o Norter of Moodepost Accounts
o \Volume of Micodeposll Balances (PP Miliors)

1988 1989 200 201 2m

loany (also called micro losns) does not exceed PHP150 000 (USS 2.730) Micro de-

dress rural poverty. By working with local institu-
tons and employing best practice principles, MABS
has proven that microfinance can be sustainable
while serving the rural poor. In fact. MABS partici-
pant banks' profitability has increased interest in
microfinance among commercial bankers in the
Philippines, attracting more and more financial pro-
viders 1o the microfinance sector  In other words,
having the proper commercial incentives in place 1s
leading 10 expanded outreach 10 the poor, thereby

serving an important social objective

Anita Campion is Monager of Banking and Enterprise
Development at Chemonics intemational, Inc. and John
Owens is the Chief of Party for the MABS Program. They
can be mached at ACampionfChemonics net and

More information on

10hn_owens2001@yahoo com.
MABS is available at www rtiapmabs org
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Cass Stuoes

quclic

le savings mobilization may have been the for-
half of microfinance, it is increasingly receiv.
mhummmmmw
:'. makers.  Savings provide an important finan-
| safety net for poorer households in cases of
: . It also plays a critical role in financing
pductive activiies and can foster microenter-
#s. Al the macroeconomic level, savings can
sustained economic growth Ewidence also
¢ that the accumulation of savings helps to
eate a domestic capital base that makes econo-
nes less dependent on foreign capital and more
fo capital market fluctuations

m'ydoesmemobmzauonofsavmsoﬂorop-
for economic and social development,
babowﬂlaernptodmatpoupeoplem
cally less developed countries attach high
0 ce 10 savings There Is a large demand for
whlyo'mmamom low-income
f7 anmsoumsmdu\emuhy
m lo save are remarkable * This also ap-
Irunmevastamountolsavmmatbkepl
the banking system and gathered by infor-
savings practices like hoarding, livestock,
DNey guards, rotating savings and credit associa-

etc  These informal savings systems are

glly indivisible, quasi-lliquid and high-risk
Mnoeeonsumemgmnmloese
into the formal banking circult so that they
ummmmmwmm

WandSavmgsBankslnsumte(WBSI)hasfor
§ advocated the importance of the mobilization
prmestic resources and recognized the potential
Mmemandmmofpoveﬂym
ses from it™ Savhgsbanksemcm
m the huge demand for savings services ™

-- deposits for all WSBI members totaled USS 4.1
us of January 1, 2002
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The Experience of Savings Banks
Hugues Kamewe and Antonique Koning

Savings banks have traditionally focused on sav-
ings mobilization as core business and most of
them only developed other retail banking services,
including credit, at a later stage. Some are in fact
still imited to providing savings services only. This
distinguishes savings banks from many other insti-
tutions providing microfinance, which are more
credit driven

The WSBI represents more than 1,150 Savings
banks and socially committed retail banks* They
differ across the world depending for instance on
their ongins or ownership structure. Some are pn-
vate banks, others public there are for instance
postal savings banks, savings banks owned by mu-
nicipalities and financial institutions with a co-
operative ownership structure or banks owned by
foundations. WSBI members also vary a great deal
in size Despite this diversity, they share a common
business philosophy. Their principal clients are in-
dividuais, households, microenterprises, small and
medium enterpnses (SMEs) and local authonties
Savings banks maintain, by statutory obligation or
in practice, the principle of providing a “universal
service”, allowing all strata of the population to have
access o financial services For this they operate
large distribution networks, committed to using mo-
bilized resources to invest in the national and local

economy

What Can We Learn From Savings Banks?

In several countries savings banks have proven to
be instrumental in setting a vigorous savings mobi-
lization policy A combination of factors like prox-
imity, accessibility, attractive products and services
and safety has proven a key lo their success in
maobilizing savings deposits

Proximity

Proximity 1s one of the savings banks’ greatest as-
sets that reflects their distinctive market approach
and distinguishes them within the banking sector
Savings banks typically have large distribution net-
works that allow them to provide services to clients
nation-wide More importantly, the commitment to a
strong physical presence and a balanced distribu-
tion of their retail network between rural and struc-
turally weak urban areas, put savings banks in a
favorable position to reach out to poor classes It

* The WSBI has 104 members. which are both individual banks

and bank federatons/assocatons Collectively, they represent
the 1 150 banks mentioned here. More details on membership

critena are avadable on WSE8I's webaite
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contrasts with the over-concentration n urban and
more prosperous centers of other banks

On the African continent, postal savings banks are
in many countries the only vehicie for integrating
the formal financial system in remote communities.
lnmanycases,lheretadnemkofpostalmms
banks is by far larger than that of all other banks
together. For instance, the Kenya Post Office Sav-
ings Bank (KPOSB) operates a retail network of
500 outlets compared to approximately 370
branches for all commercial banks While roughly
80 percent of the latter branches are located in
main cities, only 45 of all outlets operated by the
KPOSB are located within the capital In Asia,
where financial systems have experienced an im-
pressive development over the past two decades.
savings banks also distinguish themselves with a
strong physical presence. The Govemment Sav-
ings Bank (GS8) in Thailand manages the second
largest network with 548 branches, just behind the
Bank of Agriculture and Agricultural Cooperatives,
which counts 629 branches. More obvious is the
case of India where mainstream banks manage
67.000 branches altogether, while the postal sav-
INgs system operates 154 000 branches nation-
wide, of which 137,000 are in rural areas ™ In Latin
Amenca, Banco del Estado in Chile for instance is
present in almost a third of all “communes” in the
country, more than any other financial institution.
More than one third of Banco del Estado’'s 304
brandvesareloatedinmmotearaasmdnoper-
ates 74 mobile branches 1o further deepen its retail
network

Figure 1: Branch Network and ATMs of Savings
Banks (as of 01/01/2002)"

- _alvlnp Bank Country Branches ATMs
Banco del Estado Chile 378 768
Banco Caja Social Colombia 122 133
National Bank for Egypt 66 0
Doydopmenl
National Savings Or-  India 154 000 0
ganization (NSO)

Kenya Post Office Kenya 486 0
Savings Bank

Tanzania Postal Bank  Tanzania 136 0
Government Savings  Thailand 585 281
Bank

Total World 201,136 132,498

Source: World Savings Banks Institute (WSBI)

* Geetha Nagarajan, “Going Postal 1o Deliver Financial Services
o Microckents”™ Newsletior Regonal and Sustainable Develop-
ment Department. Asian Development Bank, vol 4 (1), pp 58,
2003

Accessibility

Unlike other banks, which might require an exces-
sive minimum amount for opening and holding a
saving account (that in some cases exceeds the per
capita income of the country) and charge relatively
high bank fees for maintaining such an account,
savings banks have low entry barriers for their say-
ings services. Although conditions for holding a
savings account vary across savings banks  their
practices are invanably more inclusive

For instance, in Benin and Burkina-Faso, postal
savings banks allow people to open and maintain
passbooks with only CFAF 1,000 (less than USS
1.8). The structure of ordinary savings accounts
shows that the balance does not exceed CFAF
10,000 (USS 18) for 62 percent of the total number
of accounts in Benin and 36 percent in Burkina-
Faso. In Asian emerging economies, savings
banks have built on technology solutions to show a
remarkable capability in capturing small deposits,
while overcoming underlying operational inefficien-
cies To open and maintain a ' account re-
quires only RM 1.00 (USS 0.27) at Bank Simpanan
Nasional in Maiaysia

How savings banks are able to survive holding such
small accounts is a key question A crucial element
to address this issue is a good diversification of ac-
counts and clients.  The benefits derived from larger
accounts are in general used to subsidize costly
small accounts In addition, larger accounts are
often stable funds collected from contractual sav-
ings schemes. When there are no restrictions, sav-
ings banks can invest these funds in high-eaming
investments. Savings banks have adopted price
structures that reflect the cost of transactions for
smaller accounts, charging small fees for regular
transactions above a certain number of operabons
Selling other financial services and products to cii-
ents who save aiso generates additional income In
the particular case of postal savings banks, making
use of the postal facilities (staff, infrastructure, func-
tions, etc ) allows them lo minimize their costs. In-
vesiment in technology has also been instrumental
for controlling costs for the administration of very
small accounts, like for instance in Malaysia and
Thailand

In addition 1o low financial barriers, an open and
personalized bank-customer relation contributes to
making savings banks more accessible The decen-
tralized structure and local roots of savings banks
enable them to adapt to local circumstances and be
“close” to the people

Altractive Products and Services

Apart from the convenience offered by their network
and low entry bamers, savings banks also respond

MEROBANKING BULLE TN, JULY 2003
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o the savings pattems of low-income savers
ough the type of savings products and services
offer. Progressively savings banks have de-
pd and commercialized a well-adapted and
gmented range of deposit products o cope with
clients’ preferences.

These products are a mix of vanous conditions re-
ated to liquidity, return, minimum requirements and
fransaction costs to make them client-friendly and
gasy to manage for the institution On one end,
_ combine low minimum balance and low
- return with full liquidity, while on the other end, pen-
“sion schemes allow long-term accumulation of capi-
“tal and mix illiquidity with high return. In between,
“other products can be found in savings banks, such
@s "Save as you eam”, like the SAYE product of the
KPOSB, “Savings certificates” and “Fixed deposits”
Many savings banks have developed special prod-
ucts for targeting niche markets ke youth and insti-
futions (NGOs, women groups, schools) Examples
of this can be found in Senegal where the “rural
savings account” was created for grassrools or-
| and women's groups The National
Savings Bank of Sri Lanka introduced special sav-
ings accounts for children called Punchi Hapan (0
to 7 years) Hapan (7 to 16 years) and for young-
sters up to 30, Ithuru Mithuru; all designed with
special features and promotional campaigns to tar-
get these groups Savings related 1o future invest-
ments in housing or education have also had a lot
of success in savings banks around the world
Sometimes incentives are used In the commerciali-
zation of savings products o reward additional in-
creases in deposits, such as a bonus for reaching
certain limits within a period of time In the Peru-
yvian savings banks for example this premium can
be given in the form of a lottery ticket with which
the saver can win small domestic appliances

Sometimes incentives are used in the commerciali-
zation of savings products and services to reward
additional increases In deposits The savings
banks’ experience also shows that providing addi-
tional financial services lo peoples’ savings, such
as life insurance, transfer and payment services,
encourages people lo save.

Safely of Deposils

One of the principal concems of savers is the safety
of their deposits.  This has partly to do with having
an appropriate secure physical infrastructure, which
savings banks in general do. But just as important
Is the formal character of savings banks, which con-
frasts to some of the informal savings systems
mentioned earlier. In some cases also the explicit
or implicit relation with the government provides a
sense of security. The state guarantee of deposits
protects people’s savings In addition, most sav-
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banks are maybe an exception to this rule, as in
most countries they fall under the Ministry that is in
charge of postal services

Current and Future Challenges of Savings
Banks Around the World

Good Corporate Govemnance

ance, are key 1o a well functioning bank

Institutional integrity implies that banks ideally have
an independent legal and management structure
This Is not the case everywhere and often political
interference is a matter of concern  Since savings
mobillization is largely based on confidence, trans-
parency about the operations of the bank is also
essential It goes without saying that, for an institu-
tion to be efficient. a sound financial management is
fungamental Internal and external control mecha-
nisms need to be effective This 15 why regulation
and supervision of savings banks are so important.
Preferably all financial intermedianes should be
properly regulated and supervised by the relevant
authorities

Sustamability

Another major challenge for savings banks, as for
all financial intermediaries reaching out to the poor-
est, is sustainability. To serve a large number of
customers, process high volumes of low value
transactions and maintain a large physical presence
results in high operational costs. Al the same tme
fair returns are expected by savers

Achieving financial sustainability depends on the
capacity of savings banks to achieve high levels of
efficiency. The challenge Is to maintain operational
costs under control while raising the income base
without compromising the social mandate of the
bank On the cost side. this implies the implemen-
tation of appropnate measuras 1o control costs and
streamline internal processes. It also involves good
pricing of savings products, which requires thor-
ough market research  Investments in technologies
should be weighed against the savings that can be
made and additional benefits to clients

On the revenue side, a diversification of products
and services can contribute to achieving financial
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sustainability. Expuierusfrommmabanksm
introducing more sophisticated savings schemes
shown some positive results Contractual
can help to generate significant revenues from in-
vestments lnaddibon.meycanwmcuamoac-
counts, which appropnately charged can cross-
subsidize small accounts

Mostsawngsbammmenuefranomerser-
vices, mcludmgmoneytmndarandma‘ketmgm-
surance policies. Capitalizing on this expernence,
mngsbankscanbemtrumemalmoﬂm:va-
riety of services to microfinance institutions (MFis)

Theyanbeoosl—eﬂed:vesowmmlormunng
and transferring MFis funds, as well as offening
paymthcihhsmmwhmoherbmksdo
not reach

Optimal Investment of Mobilized Resources

Ata!genumberofsavmgsmksareoﬂm\gretau
lending services. including housing finance, as pan
of their core business. They have built consider-
abbetpumunnwumoveru\eymw
are successful. Banco Caja Social in Colombia and
the Municipal Savings Banks in Peru are examples
of institutions with a strong reputation in microfi-

Savings Country Savings Non-Bank Retumon  Operating Operating Savings
Bank Accounts'  Deposits”’ Assets Income/ Cost/
(number) (USS miilion) (%) Average Average Staff
Assets (%)  Assets (%) (%)
Banco del Estado  Chile 11,052 000 2.726.00 064 486 359 1.503
Banco Caja Social  Colombia 1,100,000 432 11 268 1885 1420 430
National Bank for  Egypt na 1,268.70 0, 223 1.31 na
Development
Kenya Post Office Kenya 1.650.000 100 233 0.56 1788 17.0 1.243
Savings Bank
Tanzania Postal Tanzania 1,000,000 4521 217 13.80 11.74 2421
Bank
Govemment Thaitand 27 450,000 11,048 45 198 321 1.16 2877
Bank

nance Apanmn\eumlofnmnzodre-
sources in local and regional economic activities,
theselnsﬁmbonscontnbutnapanotmewpmfﬂto
community development projects

Wherever savings banks have close ties with na-
tional governments, their role in economic devel-
opmentsoftendownplayed In Africa and Asia
sevetalotmeseuwngsbanksmresmdwm
their investment policy and have either lo entrust
wdeposnsmmmenabonall’masunesam
support fiscal policies by investing in government
securities.  Savings banks that have been

some autonomy are generally still constrained to
mvest their surplus preferably in public sector secy-
rities

offers a range of recip-
rocal savings-credit facifities (le, personal loan,
eduubmalloan,ompomtaloan.socz‘alloan.hmn-

40

ing loan) and government securities have fallen be-
low 50 percent of the bank' investment portfolio
Likewise, some former post office savings banks
have been scaled-up and successfully converted
into national (postal) savings banks (Le., Malaysia
Sri Lanka and Tanzania) allowed to diversify in
other business.  For instance, Bank Simpanan Na-
s:onalmMalayslahasdbversiﬁedmpubltmdm
vale companies securitiesfloans, stocks and
shares, and government securities represent only
30pememofmebankinveomlportfolo Other
savings banks have been transformed into fully-
ﬂedgedmtalbanksauomdbprovmaednw-
vices (L.e,, Cape Verde and Mali)

Amtoughalafgenumberofmngsbanksarenot
yel suitable for retail lending — and should not be
advised to undertake this business unless they
achbvemymbmu-ﬂﬂsdoesnotpcedude
mmmmvmmmmwoutpossi-
bhalmumbmgmmmmfoﬁnvewngmeir
resources. Furthermore, savings banks may find
ethical and lucrative opportunities in the microfi-
nance sector This industry remains heavily subs:-
dized inAsia.whereMomnMFlsrelyongov-
emment and central banks discount credit lines.
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opportumybrmbnnksbchm\elputd
resources to sound and promising MFis for on-
g to their clients

Another approach 1o encourage an optimal invest-

t of savings banks’ deposits can be to leam
up with public or private rural finance institu-
The traditional view may also suggest 1o de-
pp housing finance operations where savings
s in Wesiern Europe and US have shown an
ssive concentration of their business.

clusion
he role of savings banks is undisputable for the
farge and cost-effective distribution of basic savings
sarvices in developing and emerging economies.







New Directions in Poverty Finance

Craig Churchill, Madeline Hirschland, Judith
Painter

Published by SEEP (The Small Enterprise Edu-
cation and Promotion Network), Washington

DC, 2002

Hardcopy: USS 35,

Orders can be placed through the from the
SEEP Bookstore at www.seepnetwork.org.

Here's a book whose modest presentation does not
prepare you for the weaith of useful information and
insights inside. My copy of New Directions in Pow-
erty Finance™ came while | was preparing a short
senies of lectures on microfinance. | needed o
check some facts about Village Banking's origins
and evolution. | found in the Preface six pages of
fables and diagrams and prose that crisply, if
somewhat dryly, summanzed almost two decades
of Village Banking experience. It was just what |
needed, and | found myself reading on

| realized that my view of Vililage Banking was out-
dated. The onginal Village Banking Institutions
{VBIs) beheved they should play only a promotional
_fole in microfinance, supporting groups of women
with loan capital for just as long as it took to build
up enough mandatory savings for the group 1o turmn
fiself into an independent self-managed mutually-
owned institution at the village level | knew from
conversations with village banking institutions in the
field that much of this was changing — that many
- VBis now aim to retail financial services on a lasting
basis 1o poor people But | now leamn from this
- book that at a meeting in late 2000, village banking
institutions from around the world, reflecting on
“what they still had in common after years of intense
@nd successful leaming on the job, had redefined
‘their work in terms of its principles rather than its
practices. To record the outcome of that discus-
“Son, and to set down guidelines for tuming the
principles back into good practice, they commis-

‘What hasn't changed i1s their mission — their particu-
Marly profound commitment to tackliing poverty -
‘which continues to give Village Banking its special
gharacter The five new principles are selected for
their relevance to this mission. They are: deep out-

Chutchill, Hischiand and Painter, published by SEEP (The
h Enterprise Education and Promotion Network). Washing-
fon DC, 2002
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reach - the need to reach deep down into poverty
S0 as 1o serve the very poor; large scale — reaching
the very poor not in ther hundreds but in their hun-
dreds of thousands. sustainability - covenng costs
S0 that the very poor receive continuing reliable
service, client focus ~ ensunng that services re-
spond to real demand from the poor; and a ‘culture
of innovation' — keeping up the pressure to look for
ever better ways of serving the poor

You can see why | read on. These aren't just the
principles of Village Banking, they are important
principles that underlie all microfinance. The book
tums out o be a highly practical, very readable,
well-referenced but gratifyingly brief survey of key
issues in contemporary microfinance It s broad
enough o serve as an introduction for newcomers
lo microfinance, yel. with its well-chosen case-
studies and its treatment of up-to-the-minute de-
bates lke savings mobilization and micro-
nsurance, nch enough to stimulate specialists

Each chapler presents the choices facing practitio-
ners as they consider how to go about their work,
beginning in Chapter 1 with perhaps the most fun-
damental choice they must make. what type of
institution can best serve their mission? How well
can formal, semi-formal and informal organizations
meet the five principles?

Chapter 2 tackles scale How do you get from
10,000 to 100,000 clients? Four keys to growth are
examined 1) adopting a relentless institution-wide
drive towards scale; 2) reengineering operations, 3)
developing the capacity of the back office to support
aggressive growth; and 4) adopting fast growth
strategies

There are many tools that can help poverty-focused
MFis achieve their objectives. Chapter 3, entitied
"Organizational Development” discusses the use of
two of these: institubonal culture and human re-
source management. It describes how an MFI
might tum its preferred values, attitudes and behav-
lors into institutional habits. It also suggests meth-
ods to manage human resources that promote staff
loyalty and maximize productivity, while providing
valued services to the very poor

In Chapter 4, the focus shifts from the institution to
the customer. It discusses three questions: 1) are
we serving who we want to serve? 2) are customers
benefiting from our services? and 3) what can we
do to serve them better? This of course raises
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some of the most contentious issues In modem mi-
crofinance — poverty targeting and impact assess-
ment.  Although the authors, here as elsewhere in
the book, are more interested in expanding the
readers’ understanding of the choices available
than making those choices for them, they are not
frightened of coming to conclusions Active target-
ing will be needed to ensure that the very poor are
reached. Market research is a must.  And they rec-
ommend continuous ‘impact monitoring’ as a practi-
cal alternative to elaborate and costly impact stud-
es.

The second half of the book focuses on products.
Individual chapters on loans, savings, micro-
insurance and non-financial services follow an in-
troductory discussion (in Chapter 5) of how product
ideas are conceived and how they get turned into
pilots and finally into institution-wide product lines

The chapter exemplifies the book's strengths  In
just fifteen pages it uses plain English to blend dia-
grams, case studies check-lists and tables into a
value-packed introduction lo a complex matter —
and then provides an excellent bibliography of re-
sources for follow-up

Get this book — you'll enjoy reading it. Keep it on
your desk — it's full of useful references Don't lend
it to others, for you may not get it back. Tell them to
buy their own.

Review prepared by Stuart Rutherford  Stuart Rutherford
is an independent writer, practitioner, and teacher of mi-
crofinance. He is especially inferested in the financial
behawvior of poor and very poor peopie, an interest which
is reflected in his book, “The Poor and Their Money”, and
in the products and methods of the MF| he founded, Saf-
eSave He can be reached af SafeSave@aol.com. For
more on SafeSave please visit www_ safesave.omg
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The Bufletin has organized the 124 microfinance
institutions (MFis) participating in this issue into 17
m groups. With the notable exceptions of the

in Amencan Credit Unions and the Worldwide
Small Business classifications, this issue of the Bul-
fetin has returned 1o the use of three basic variables
in peer group formation region, scale of operations
and target market, where applicable. Similarities in
scale and target market have also induced the Bul-
fetin to consider Eastern European and Central
Asian MFis together in new ECA peer groups

Key findings from analysis of participating MFls
include

* Bulletin participants, on average, have achieved
financial self-sufficency. They cover all costs
of operations, including the cost of adjustments
for subsidy, inflation and standardized loan loss
provisioning. More importantly, these FSS
MFls are diverse. This leve! of financial self-
sufficiency holds largely across methodologies,
scale of operations, regions, institutional types,
age, and target markets

* These FSS MFis attain greater outreach than
the average MFI  They serve 50 percent more
borrowers and nearly twice as many savers.
While reaching greater breadth, FSS MFls also
achieve similar depth of outreach with average
outstanding loan and savings balances per cus-
tomer similar to those of the average MFI

*  While the average MFI shows a positive returm
on assets (0.1 percent AROA), strategies for
achieving these retums vary significantly by
target markel. Among FSS MFis, those carry-
ing much smaller average loan balances com-
pensate for their slightly higher total expenses
through higher interest rates. Conversely, MFis
targeting a broader market segment achieve
profitability through lower cost structures

= Institutions classified as financial intermediaries
by the Bulletin tend to be larger and older than
credit-led MFis Their microfinance operations
are, on average, 12 years old, compared with
eight years for other institutions. At over US$
16 million, their gross loan portfolio is nearly 5
tumes that of other MFis Financial intermediar-
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Bulletin Highlights
Blaine Stephens

les likewise serve twice as many loan clents as
do credit-led institutions

Performance of Savings Mobilizers

This issue of the Bulletin Highlights considers the
institutional performance of MFis through the lens
of financial intermediation This section will sesk i
expiore some of the arguments drawn out by as
thors contributing to this issue in their discussion of
savings mobilization and its /mpact on costs and
sustainability

Figure 1: Financial Intermediaries by

Characteristic
Characteristics Fl  Non- Total
MFis F
(#) MFis
(L))
Age New 6 15 21
Young B 32 36
Mature 27 40 67
Scale of Large 18 17 35
operations Medium 16 49 65
Small 3 21 24
Methodology Individual 25 28 83
Solidarity 1" 40 5
e Village Banks 1 18 20
Target Market Low-and 9 40 48
Broad 20 41 61
High-end 5 3 8
Small Business 3 3 6
Region Africa 8 13 2
Asia 6 16 22
ECA 1 21 22
LA 22 28 50
MENA 0 9 9
Level of Lower/Middle In- 34 76 110
Country come
Income Upper Income 3 11 14
Charter Type* Banks 10 2 12
Credit Unions/ 16 K 20
Coops
NGOs 2 60 62
Non-Banks 9 20 29
Non-Profit / Non-Frofit 19 72 "
For-Profit For-Profit 18 14 32
Status*

Source: MicroBanking Buletin no. 9 data
* Data for CARD is consolidated for CARD NGO and CARD Bank




BULLETIN HIGHLIGHTS

In order o identify and analyze MFis that mobilize
savings, the Bulletin uses a proxy measurs of fi-
nancial intermediation. For the purposes of Bulletin
analysis, Institutions that fund more than 20 percent
Mthekmmmmwysavmmmd.
ered financial intermediaries (F1). Those that do not
are classified as creditded (Non-Fl), even if they do
mobilize some minimal savings. These terms do
not suggest standard definitions of financial inter-
mediation for microfinance, but rather offer catego-
ries that have proven meaningful in the analysis of
Bulletin-participating MFis. All further references o
financial intermediarnies or savings mobilizers in this
article are based on this analytical distinction.

The FlI and Non-Fl institutions participating in the
Bulletin represent a diverse body of MFis. Figure 1
shows this diversity across a number of characteris-
fics. Fl institutions are represented across every
single characteristic peer group, with the exception
of the Middle East and North Afnica region. As this
breakout demonstrates, the average financial in-
termediary participating in the Bulletin will likely be
a larger and more mature institution, serving a
broad loan clientele with Individual loan products as
a bank or credit union The inclusion of a large
number of Latin American credit unions makes It
more likely that such MFis are also located in Latin
Amenca

Figure 2: Outreach by Intermediation and Characteristic

Outreach

Institutions classified as financial intermedianes by
the Bulietin tend to be larger, as Figure 1 indicates.
The reader can already intult thal these financial
intermedianes. because of their larger relative vol-
untary savings, reach a greater number of savers
than do Non-FI MFis. It should also be noted that
they also serve more borrowers — nearly 25,000, or
almost twice the number served by Non-FI MFis

Greater breadth of outreach by FI MFis, moreover,
IS not limited to large scale MFls As Figure 2
shows, MFis that intermediate a significant portion
of voluntary savings relative to their asset base also
reach more borrowers irrespective of lending meth-
odology, target market or institutional charter type

The types of human resource and operational ar-
rangemenis thal Madeline Hirschland describes in
her article on savings mobilization would seem 1o
support this finding. Institutions that intermediate
savings successfully have put in place solid deilvary
channels that allow them to manage capacity in
order lo deliver the product. Once in place. it would
seem (hal these systems Increase capacity for out-
reach lo clients on the whole, with both savings and
cradit products,

MEROBANKNG BULLETIN. JULY 2003
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| Performance As Figure 3 shows, F1 and Non-Fl institutions can

be found across this general sustainability distribu-
MFl the Bulletin has achieved finan-
e eichancy. Covedna 104 peroast: ol a tion. Both FI and Non-F| insitutions have achieved,

psts, including adjustments for inflation, subsidy on average, financial self-sufficiency. Given their

d standardized loan loss provisioni This aver- respeclive concentrations across the sustainability
ge is composed of MFls at various T;gm ds finan- distribution, however, Fl MFls demonstrate a higher

sustainability. average FSS (111 percent) than do Non-Fl MFis
4 (102 percent).

Figure 3: The Distribution of Financial Intermediaries (FI) Across Financial Self-Sufficiency

Bulietinno. 9 data

MicroBankimg
mmmunMMmAmnmwmumummum

Cost Recovery Varies with Financial intermediation the top of those same ranges. These results would
portant differences exist between the ways In suggest that financial iImermediaries have achieved
sh F1 and Non-Fl institutions achieve their finan- better operational cost control.

gal self-sufficiency. As Figure 4 demonstrates, .

B ot Intenmiociaie: batween savings and credit Figure 4: Income and Costs Across Levels of
m less financial revenue than either the average Financial Intermediation

ulletin participant or Non-Fl institutions. Indeed,
heir eamnings fall in the lowest third of the distribu-
N across Bulletin peer groups. To achieve the
els of sustainability that they do, Fi institutions
jpend less on their relalive operating expenses
gither the Bulletin average ot Non-Fl institu-

or both operalional expenses (personnel and ad-
:, sirative), Figure 4 shows that most peer groups
ave expenses in the range of 5 1o 15 percent of
average lotal assels. Within this range, saw

g8 mobilizers have relalive cost structures that fall
| the bottom of the peer group distributions, with

1 average of 6.8 perceni for personnel expense

d 6.3 percent for administrative expense

pse institutions that tend 1o be credit-driven, on Source MicBanking Bufietin no. § data
@ other hand, have expense structures that fall al m%mm‘xmm“”“
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It is worth noting, as well, similar levels of adjusted
financial expense for both Fl and Non-F1 institutions
stem from different sources For savings mobiliz-
ers, this expense represents interest paid to deposi-
tors on their savings accounts Credit-led institu-
tions, however, incur more costs from adjustments
made for inflation and subsidized debt

Fi Status Impacts Cost Recovery by Region

The observations on the impact of F| status on the
average MF! hold constant across regions, when
looking at MFis in Africa, Asia and Latin America

In general, t would seem that FI MFis_ even when
divided by region, display similar income and ex-

pense structures  Fl MFis across regions generate
returns higher than either the regional average or
the Non-Fi MFis in the region Likewise, these in-
stitutions have lower average operating costs in
proportion to their total assets

Figure 5 breaks out performance indicators by re-
gional average, and further subdivides them be-
tween savings mobilizers and other. In this break-
out, African MFis display the widest range within
income and cost factors of the three regions. Con-
clusions from earlier Bulletin Highlights on the role
of scale in increased institutional sustainabiiity hold
true with African savings mobilizers

Figure 5: Income and Cost Structures by Region and Financial Intermediary (FI) Status (%)

Adjusted Adjusted Adjusted Adjusted Loan Adjusted Adjusted

Retum on Financial Financial Loss Provision Parsonnel Administrative

Asseots Revenue Ratio Expense Ratio  Expense Ratio Expense Ratio  Expense Ratio
All 0.1 271 8.2 18 10.56 B84
Africa 19 32 47 11 153 145
Fl -10 196 a3 11 84 78
Non-Fl 5.0 382 57 1.1 18.5 188
Asia 21 240 8.7 13 84 53
Fi 68 248 82 14 49 35
Nan-F1 0.8 237 62 15 8.7 71
Latin America 01 nz B8 2.7 100 84
Fl 09 247 B3 27 68 63
Non-Fl 23 37.2 9.3 28 134 147

Source MicroBanking Bufletn no 8 dats

Notes Mmmwmmmmmw;
umnmhww.ummmummmmn

These institutions manage, on average, an asset
base over five times the size of that held by credit-
led institutions. F1 MFis, likewise, perform better
than Non-Fl institutions, eaming -10 percent
AROA, compared with -50 percent for credit-led
Afncan MFis Higher average personnel and ad-
ministrative costs prevent African MFIs from eamn-
ing a positive return, and these costs prove even
higher for Non-FI MFis. In this relatively high labor
cost environment, African savings mobilizers show
a significantly tighter cost structure, on both operat-
ing and financial expenses Indeed, these cost lev-
elsarelowthanthoseofmeavaaga&:aolmpar-
ticipant. Given the slightly higher number of bor-
rowers served per staff member (198 for F1 African
MFis vs. 180 for all African MFls) this would indi-
cate that African financial intermediaries have better
leveraged their existing human resources. With
therr low level of revenues, these FI MFis could ar-
guably increase their earings to achieve sustain-
ability, while still charging less than their peers

Asian MFis eamn the highest level of retums of the
three regions, imespective of the level of financial
intermediation. Despite their range of returns on

Due 10 low sample sizes the ECA and MENA megions have not
and 53

assets, the Fl breakdown of Asian MFls shows that
these institutions eam the same on their asset
base, whether or not they mobilize savings, and
that these earnings are less than the Bulletin aver-
age. Given this same income structure, then, vary-
ing cost structures drive the difference in retums
While Asian personnel and administrative costs are
lower across the board, differences still exist be-
tween financial intermedianes and others. Consis-
tent with the general observation on F1 institutions,
Asian savings mobilizers pay less in personnel and
administrative costs than other Asian MFIs Indeed
Asian Fl institutions have operating expenses at the
very bottom of the range observed among all Bulle-
fm participants (see Fig. 4) Unlike their African
peers, Asian financial intermediaries achieve these
economies through lower overall salary levels per
person, rather than through leveraging human re-
sources. The average salary per person 1s 3.1
times GNP per capita for savings mobiizers. com-

pared with 4 6 for the average Asian MF

Most MFis in Latin America eam or are ciose to
eaming positive returns on their assets These in-
stitutions, regardiess of whether or not they inter-

MEROBANKNG BULLETIN, JULY 2003
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Uniike their Afncan peers, however,
Amencan savings mobilizers do not achieve
i lower personnel costs through leverage, at

2 of total assets through higher average
wanoas nearly twice those of the regional

ng performance in savings services
g preceding analysis looks at the institutional
“health of financial intermediaries using general indi-
" gators, that is, measures of performance that are
ic to the whether the MFl s savings- or
credit-led. As analytical tools, these indicators en-
able the reader to compare institutions and assess
how financial intermedianes differ from other institu-
pons in their performance.

To begin to analyze savings mobilization within
MFis, rather than the general health of savings mo-
bilizers, the Bulletin collects a number indicators
related to scale and outreach, productivity and nisk
indicators.  Figure 6 lists those indicators curmently
used to assess scale, outreach and productivity,
- and compares them across region and institutional
charter type.

Afnican and Asian financial intermedianes serve far
more depositors than do their Latin Amencan coun-
ferparts.  This result stems, in par, from the pre-
‘dominance of small credit unions in the Latin
American sample.  This observation is still notewor-
fhy given that these averages do not include outlier
Institutions, those institutions whose results place
them in the top or bottom peer group observations
Hence, the significantly larger Asian financial inter-
mediaries do not unduly influence this average

Moreover, both African and Asian MFis mobilizing
savings demonstrate much higher productivity in
reaching these larger populations of savings clients,
they serve more savers with each staff member
While Asian MFis serve over four times as many
savers per employees as do their Latin American

MCROBANKING BULLETIN, JULY 2003

peers, they handle much smaller average savings
accounts.

Figure 6: Outreach and Productivity of
Financial Intermediaries

Number of Avg. Savings Voluntary

Voluntary  Balance per Savers
Savers Saver per Staff
(USS) Member

All 3.345 269 34
Region
Africa Fls 66,703 132 328
Asia Fls 48,084 77 529
LA Fis 6.465 741 118
Charter Type
Bank Flis 45,776 582 92
CW Coop Fis 13852 428 343
Non-Bank Fls 16,715 393 87

Source: Micro8aniing Sulletin no. § data

Notes: Data are calculated by dropping the top and bottom ob-
sacvations. Due 10 low sample sizes the ECA and MENA re-
glons, as wall as NGOs. have not been nciutded for companson

One must qualify these observations on outreach
with a comment on the measurement of savers
While the Bulletin asks participants to distinguish
between savers and savings accounts, not all in-
formation systems make both these data sets avail-
able A count of savings accounts would increase
what the Bulletin reports as savers, increasing rela-
tive productivity measures, and decreasing the ob-
served average savings balance

On the institutional front, banks serve the largest
population of savers, three times more than either
cooperatives, or vanous non-banks While reaching
fewer savers, credit unions serve over three times
as many savers per employee than do other institu-
tional types. It is worth noting that, on the whole, no
institutional type reaches a lower average savings
balance than the average for all MFis (including Fl
and Non-Fl institutions). These results point more
importantly to the underlying problem with this indi-
cator as a measure of depth of outreach, as high-
lighted by both Elisabeth Rhyne and David
Richardson, Only a size distribution of accounts
would highlight the different populations reached
with savings products
Notwithstanding the informational and data coliec-
tion challenges highlighted by Rhyne in her article
on savings indicators, the figures in Figure 6 begin
to paint a portrait of the outreach and performance
of savings mobilizers As the Bulletin expands its
data collection, where feasible, to capture informa-
tion necessary for other savings indicators this
space will analyze and discuss new findings and
trends on the performance of savings mobilizing
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Index of Terms and Indicators*

Total Assets
Total Assets. adjusted

Gross Loan Portfolio

Gross Loan Portfolio. adjusted
Voluntary Savings

Total Liabilities

Total Lisbilties adjusted
Total Equity

Total Equity, adjusted

Administrative Expense
Agminssttative Expense . adjusted

Personnel Expense

Pemsonnel Expense, adjusted
Openating Expense

Operating Expense, adjusted
Financial Revenus from Loan Portfolio

Financial Revenue from Loan Portfolio

adjusted
Financal Revenus

Financial Revenue. adjusted
Financial Expense

Financial Expense  adjusted

Net Financial Income, adjusted
Net Loan Loss Provision Expense
Net Loan Loss Provision Expense adjusted

Net Operating Income

Al assets, net of all contra asset accounts

Total Assets. adjusted for inflation and standardized loan portfolic provi.
siomng and write-offs

Outstanding principal balance of all outstanding loans
Gross Loan Portfolio. adjusted for standarmized write-offs

Total value of passbook and tme deposit accounts

All Uabiity accounts representing everything that the MF| owes to others
Total Lablibes

Total Assets less Total Liabilities

Total Equity, adjustad for the impact of total adjustments on Nel Operit-
ing Income

Depreciation « office supphes + rent and utilities + transportation + other
atministrative expenses

Administrative Expense adjusted for in-kind donations for adminstrative
expenses other than personnel

Al personnel expense. inciuding staff salanes. bonusas. and benefits
Personnel Expense. adjusted for in-kind donations for personnel
Personnel Expense « Administrative Expenne

Operating Expense adjusted for in-kind donations

Financal revenue from loan portfolio

Financial Revenue from Loan Portfalio, net of sccrued interest

Financsal Revenue from Loan Portfalio and investments + Other revenue
from financial services

Financial Revenue, net of accrued Interest
Interest and fee expense on funding kabilties + Other financial expense

Financial Expense, adjusted for inflation and subsideed cost of funds
expenses

Financial Revenue. adjusted - Financial Expense, adjusted

Loans loss provision axpanse net of recoveries on write-offs

Net Loan Loss Provision Expense adjusted for standardized loan loss
provisigning

Financisl Revenue - (Financial Expanse + Net Loan Loss Provision Ex-
pense « Operating Exponse)

Financial Revenue, adjusted - (Financial Expense + Net Loan Loss Pro-
vision Expense « Operating Expense) adjusted

INDICATORS DEFINITION

INSTITUTIONAL CHARACTERISTICS

Age Years functioning as an MF| (years)

Total Assets Total Assets adjusted for inflabon and standardized loan portiolio provs- uss
monmyg and write-offs

Offices Number, including heaa office (number)

Parsonned Total number of employees (number)

FINANCING STRUCTURE

Capita¥ Asset Ratio Total Equity, adusied’ Total Assets. adjusied %)

Commercial Funding Liabilithes Ratio All labilities with “market” price/ Avarage Gross Loan Portfolio %)

Debt/ Equity Ratio Total Liabilthes, adjusted/ Total Equity, adjusied (x)

Deposits 1o Loans Voluntary Savings/ Groas Loan Portfolio, adjusted (W)

Deposits 1o Total Assets Voluntary Savings/ Total Assets. adjusing (%)

Gross Loan Portfolo/ Total Assets Gross Loan Portfolio. adjusted’ Total Assets. adjusted (%)

"More details on defintions of terms and ratios can be found in MicroBanking Bulletin lssus No 8 "Standardization’
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Index of Terms and Indicators (continued)

INDICATORS

of Active Borrowers
§ pent of Women Botrowers
Gross Loan Portfolio

Number of borrowers with icans outstanding
Numbert of active women borrowers/ Number of Active Bormowers
Gross Loan Portfolio. adjusted for standardized wiits-offs

(number)
%)
(US §)

o Loan Balance per Borrower Gross Loan Portfolio/ Number of Active Borrowers (US §)
7 g Loan Balance per Borrower/ GNP per Average Loan Balance per Borrower! GNP per Capita (%)
) of Voluntary Savers Number of savers with passbook and lime deposit accounts (number)
Voluntary Savings Total value of passbook and time deposit accounts (USS)
mw&unp-&w Voluntary Savings! Number of Voluntary Savers (USS)
K FINANCIAL PERFORMANCE
“Agusted Return on Assets Net Operanng income. acjusied and net of taxes’ Average Total Assets 3]
- Adjusted Return on Equity Net Operating Incoms, adjusted and net of taxes/ Average Total Equity (%)
Operational Sef-Sufficiency mmmwewommmm (%)
Expense + Operating Expense
Fimancal Self-Sufficency Financal Revenue. M(me Net Loan Loss (%)
Provision Expense + Operating Expense). adjusted
OPERATING INCOME
 Adjusied Financial Revenue Rato Financial Revenue. adjusted/ Average Total Assets )
Adjusted Profit Margin Net Operating income, adjusied’ Financial Revenue, adjusted %)
Yield on Gross Portfolio (nominal) Financial Revenue from Loan Portfolio/ Average Gross Loan Portfolio %)
Yield on Gross Portfolio (real) (Yield on Gross Portiolio (nominal) - Inflation Rate)/ (1 + Inflation Rale) (%)
OPERATING EXPENSE
TAdjusted Total Expense Rato (Financial Expense + Net Loan Loss Provison Expense + Operating =
Expense), adjusted’ Average Total Assets
- Adjusted Fnancial Expense Ratio Financial Expense adjusted’ Average Total Assets %)
Adjusted Loan Loas Provision Expense Ratio Net Loan Loss Provision Expense, adjusted/ Average Total Assets (%)
Adjusted Personnel Expense Rato Pamonnel Expense adjusted’ Average Tolal Assets (%)
Adjusted Administrative Expense Ratio Administrative Expense, adjusted! Average Total Assets (%)
Adjusted Operating Expense Ratio Operating Expense. adjusted/ Average Total Assets %)
Adustment Expense Ratio Net inflation and subsidaed cost-of-funds adjustment expense/ Average (%)
B i Total Assats
"Operating Expense/ Loan Portiolio Operating Expense_ adjusted’ Average Gross Loan Portfolio ™)
Personnel Expensa/ Loan Portfolio Personnel Expense adjusted! Average Gross Loan Partfolio (%)
Average Salary/ GNP per Captta Average Personnel Expense adjusted/ GNP per capita x
Adjusted Cost per Borrower Operating Expense. adjusted Average Number of Active Borrowers (%)
T PRODUCTIVITY
; per Stafl Member Number of Actrve Borrowers/ Number of personnel (numbes)
- Borrowers per Loan Officet Number of Active Borrowers/ Number of loan officemn (number)
Voluntary Savers per Staff Member Numbar of Voluntary Savers/ Number of personned (number)

Number of Loan Officers/ Number of personnel

(%)

~ Personnel Allocation Rato
ISK AND LIQUIDITY

T—y

o ot Risk> 30 Days

Portfolio at Risk> 50 Days

Risk Coverage
_ Non-eaming Liquid Assets as a % of Tatal Assets

Outstanding balance loans overdue> 30 Days/ Gross Loan Portfolio,
adjusted

Outstanding balance. loans overdue> 80 Dayw Gross Loan Portfolio.

afjusted
Loan loas reserve adjusied/ PAR > 30 Days

Cash and banks/ Total Assets. adjusted

(%)

(%)

x)
(%)
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An Introduction to the Peer Groups and Tables

Setting up the Peer Groups

The MicroBanking Bulletin is designed to create
performance benchmarks against which managers
and directors of microfinance institutions can com-
pare their own performance with others. Since the
microfinance industry consists of a range of insti-
lutions and operating environments, some with very
different characteristics, an MFI should be com-
pared to similar institutions for the reference points
to be useful.

The MicroBanking Bulletin addresses this issue with
its peer group framework Peer groups are sets of
programs that have similar characteristics—similar
enough that their managers find utility in comparing
their results with those of other organizations in
their peer group. The Bulletin forms peer groups
based on three main indicators shown in Figure 1
1) region; 2) scale of operations. and 3) target
market

Since regions demonstrate different growth pat-
terns, however, we have regionalized the scale cri-
tenon by raising the bar in some areas and lowering
it in others. The Bulletin also has a category based
solely on target market Small Business. This cate-
gory has a depth indicator (average outstanding
loan size / GNP per capita) that exceeds 250 per-
cent

Besides these three primary indicators, the Bulletin
has also applied a secondary critenion to further
homogenize the peer groups.

All Latin Amenican credit unions are grouped to-
gether  Since these organizations are savings-
driven (unlike most MFis, which are credit-driven),
they have a unique cost structure that makes com-
parison with other MFls less useful

Peer Group Composition

The members of each peer group are listed in Fig-
ure 2 on the following page, and more detailed in-
formation about each institution can be found in
Appendix || on page 81

Data Quality and Statistical Issues

Since the Bulietin relies pnmarily on self-reported
data, we grade the quality of the information based
on the degree to which we have independent verifi-
cation of its reliability The data quality grade Is
NOT a rating of the institution's performance. In the
statistical tables that follow, the averages for each
peer group are calculated by dropping the maxi-
mum and minimum values for each indicator. For
the entire sample of MFls, the top and bottom dec-
lles were excluded. For more details on both Data
Quality and Statistical Issues, see Appendix | on

page 77

Figure 1: Primary Peer Group Criteria

Small: < 4 million

Region Scale of Operations* Target Market
Gross Loan Portfolio (USS) Average Loan Balance per Borrower/
GNP per Capita
Africa Large: > 8 million
Asia Modium: 2 million to 8 million Low-end: < 20% OR Avg. Loan Balance
ECA Small. < 2 million per Bormower < US$150
MENA Broad: 20% to 149%
= = High-end 150 to 248%
Latin America Large: > 15 million Small Business 2 250%

Medium 4 million to 15 million

"Criteria for classification of scale of cperations vary by region See comesponding group of regions
Abbraviations: ECA = Eastern Europe and Central Asia, MENA = Middie East and North Africa
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Figure 2: A Guide to the Peer Groups

PEER GROUP N Data Quality Gradet PARTICIPATING INSTITUTIONS'
(No. of MFls)
Africa Large 6 1 3 2 ACSI CERUDEB EBS K-REP PADME PAMECAS
Large. Targer AR
focome Level L)
Africa Medium 8 0 & 2 CRG, Finadev, FINCA - LIGA PRIDE - TZA PRIDE Fi
Modwm, Target All nance, UMU, UWFT, Wal Finance
Income Lave! L)
\frica Small 7 0 T 0 Fauli - UGA FINCA - MW FINCA - TZA. SEDA, SEF
e Small Terget Al — Tchuma WAGES
ME ki 1 4 2 ABA Al Amana. Al Magmous, DBACD, FATEN. Fondep.
All. Targot L.ow-and/ Broad JMCC. MFW, RADE
mw:
LA Credit Unions n 0 2 8 Actedicom, Chuimeguena COOSAJO. Ecosaba, F Gainza
. Smallk Medium:, Target Broad FinComun, Inca Moyutdn, Quille. 5JPU. Tonanted

Income Level Ul FI Status FI

Large 12 0 n 1 Banco Schaano. BanDes, BancoSol. Caa de Los Andes.
Large. Targat A CMAC - Amquipa. CMAC - Sullana Compartamos, FIE
o FinAmernca FWWE - Call. Mibanco, Solucion
] 2 6 0 ACODEP, CMM - Medeliin, CRECER. FAMA. FINSOL
Medium. Target Low-End/Broad FMM - Popaydn. ProEmpresa. ProMujer - BOL
LA Small Broad 8 1 5 2 ACME. Actuar - Tona, ADRI, BiuSol, FHAF, PoroSol,
. Small. Tarpet Broad FINCA - ECU. Sogesal
10 0 7 3 5de Mayo Adelante. BanGente, Credicoop, FINCA - GTM
FINCA - HTI, FINCA - PER, ProMujer - PER. Vivacred,
Terget: Lomand Visso Mundial
Large a 0 1 3  ACLEDA ASA, BRI, FICCO
Large Tarpet Low-end/ Broad
ry Income Level LI |
Asia Medium 7 3 3 1 BASIX BURO Tangail, CARD, EMT, Nirdhan, SHARE. T5P1
Medium:. Target Low-and/Broad
Income Levet L) — e — = =
hhwlu:- 5 2 3 0 AKRSP GV KASHF SKS, Spandana
Small. Target Low-end
piry Income Level UL Fi Status Non-Fi
Asia Small Broad 5 0 2 3  BCS, Hattha, IASC. PMPC, USPD

aee Small. Target. Broad
! niry Income Level LI
4. ECA Large

: Large. Target Broad/ Migh-ond

Non-F1

‘ ECA Medium g 0 5 4 Constanta, FINCA - KGZ, KEP, MI-BOSPO, NOA, Przma
Mediurr, Tarpst Broad PSHM. Sunttse. XAC

Fi Status Non-F1 A B )
46, ECA Small ] ' 2 3 Agroinvest, FINCA - AZE Kamun, KCLF, Mikra BiM,
Country Income Levet L1 Fi Status Non-Fl Women for Women

' Worldwide Small Business k3 2 1 1 ACF, AgroCapital. BTF NLC
. Large/Medium, Tapol Small Buss-

income Leveld L1 Fl Siatus Non-F1
All MFis 124 14 3 37

BESA. EXI. FM_ Mikrofin. Partnar

b
&
w
-

The MicroSanking Bulletm uses the following grading system 1o classdy information recoved from MFis
o The information Is supported by an in-depth financial analysis conducted by an independent entity in the last three years

o The MBB gueshonnaire plus avdited financal statements, annual reports and othar independent evaluations

pe The MBB questionnaire or audited financal statermnents without additional documentation

: pons ECA = Eastern Europe and Central Asia; MBB = MermSanking Bulletin, MENA = Midale East and North Afnca; LA = Latin
Hea, Ul = Upper Income countries LI = Lower and Middle Income countries Fl Status = Status of Financal Intemediation. F| = Finan-
pl Intermediary. Non-Fi = Non-Financial Intermediary

The Institubions = italics and bold are new 10 the Bulletin. A shon description of all instiutions can be found in Appendix Il
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BULLETIN TABLES

An Introduction to the Additional Groups and Tables

The tables in this section provide data on selected
peﬂotma mmslugmumdnwmm:
from the entire database for this Issue (n=124)
(pages 67 lo 71) and for the financially self-
sufficient institutions (n=66) (pages 72 to 76). The

1) Age The Bulletin classifies MFis into three
categories (new, young, and mature) based on
the differance between the year they started
their microfinance operations and the year for
which the institutions have submitted data

2) Scale of Operations: MFls are classified as
small, medium and large according to the size
of their loan portfolio within their regional con-
text to facilitate comparisons of institutions with
similar outreach

3) Lending Methodology Performance may vary
by the way the institution delivers loan products
The Bulletin classifies MFIs based on the pr-
mary methodology used, determined by the
number and volume of loans outstanding

4) Target Market The Bulletin classifies MFis into
three categories—low-end, broad, and high-
end—according to the range of clients they
serve based on average outstanding loan size
in refation to GNP per capita (i.e., depth).

Eastern Europe and Central Asia (ECA), Latin
America, and Middle East and North Africa
(MENA)—are used to capture regional effects

6) Level of Country Income: This classification
is based on the level of country GNP per capita.

7)1 Level of Retail Financial Intermediation: This
classification s based on the ratio of total volun-
tary passbook and time deposits to total assets
It indicates the MFi's ability to mobillize savings
and fund its portfolio through deposits

8) Charter Type. The charter under which the
MFls are registered is used to classify the MFis
as banks, credit unions/cooperatives, NGOs,
and non bank financial institutions

4) Profit Status: MFis are classified as non-profit
and for-profit institutions

The quantitative criteria used to categorize these
charactenstics are summarized in Figure 1. The
entire sample of institutions that fall into these cate-
gones is located in Figure 2 (pages 62 to 86) Con-
fidentialty imits the publication of names of finan-
cially self-sufficcient MFls included in the database
These Additional Analysis Tables provide -
means of creating performance benchmarks
sides the peer groups Three of these .

. scale of operations and )
ket—are also factors determining peer
position. The purpose of the Additional
Tables is to look al these charactenstics
rather than within the context of pser
with the peer groups, the data are
dropping the top and bottom
the effect of outliers

Figure 1: Additional Tables Criteria

i
1|
; ’ 5) Region Geographic regions—Africa, Asia,
3i
»
!l
i1

Age of the WF New 190 3 years
Young 4107 yours
Matso over 7 yoars
Scale of Operations Large Abics. Asa ECA. MENA
‘ (Geoss Loan Portiolo. in USS) Latin Americs >
Medium Alca, Asia. ECA. MENA ‘
Latn Amenca
Smas Abvica Asia ECA MENA
1 1 atin Amenca
: Lending Methodology Indicusl 1 borrower
Sotganty Group groups of 3 1o ¥ bomowers
Villsge Bankryg groups of 2 10 borrowess
| Target Market = Lowend depth® < 20% OR sverage loan sizs < USS150
("Dapth = Average Batance Broad Septh* Dotween 20°% and 149%
pur Bomomast GNP pov Capind Hgh-end Septh” betwwen 150% and 249%
Small Busness. depth* = 260%
Level of Country Income Lower and Middie income | GNP per capita < 3,000 USS
Upper income GNP per capita » 3000 USS
Level of Retail Financial Financs riermedany pmsstook and trme degosts = 20 % of RN -
Intermediation Ottver Dasatook and ime depouts « 20 % of KRN sw—_
Abbteviations ECA = Eastern Europe and Central Asia, MENA = Miadie East and Nortn Afnca
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New 5 de Mayc BanGento FICCO IASC KEP ProMuger - PER Sogesol
(10 3 yean) Adoame BCS Finadey JMCC harm Bikt PSHM Tohuma
Agroinvest BIF FINSOL Karuny PMEC 8KS USPD
Young ACF BiuGo FINCA - HT1 Partner PoroSor Snme
410 7 yeurs) ACME Constarta FINCA -TZA MPW Pricre usy
ACS) DeacD ™ MI-BOSPO RADE Vitsl Finarce
Al Amana B Fondep Mikrofin SEQA Vivecred
BASIX FINCA . AZE Kann! NOA SOLUCION Womean for Wornan
BESA FINCA -GT™ KCLF PAMECAS Spandana XAC
Mature ABA Hanco Soldano CMAC - Sullane F. Gainza FINCA - PER Moyutan SHARE
jover 7 yearn)  ACLEDA BancoSol CMM Mo FAMA FINCA - UGA Nirghan SJPU
ACQDER BanDes Companamos FATEN FnComun NLC TONANTEL
Acredicom B COOSAJO Fauli - UGA FMM - Popaysn  PADME ™M
Actaw - Tolma  BURO Tangal CRECER FHAE FWWE . C PRIDE - TZA UWFT
ADRI Cais Los Andes Credicoop FIE GV PHRIDE Finamce Viado Mundial
AgroCaoita CARD CRG FinAmenca Hattha ProEmpresa WAGES
AKRSGP CERUDER Eas FINCA - ECU Inca ProMujer - BOL
A Majmous Chuimeguend Ecosabe FINCA - XGZ K-REP Quita
ASA CMAC - Aequipa EMT FINCA - MW Wibanco SEF
E = ~ Scaleof A8 >
ABA BanceSol Can Los Ances CO0SAJO FinAménca Mibanco SOLUCION
ACLEDA Banco Sokcano CERUDES E8S ™ Minrofiey
ACSI BanDes CMAC - Arequips Exi VW - Cab NLE
Al Amana BESA CMAC - Sullana Ficco WREP PADME
ASA BM Companamos FIE Partrer PAMECAS
Medium ACODEFP Cruarrmauona EMT FINSOL NOA, Quilia Veat Finance
Acredicom CMM - Modellin FAMA FMM - Pogayar  PRIDE . TZA SHARE XAL
AgroCapital Conntants F Galrzs Inca PRIDE Finance  Sunmsa
Al Majmoua CRECER Finadev KEP Prizrna TONANTEL
BASIX CRG FINCA - KGZ MFW ProEmpresa TSM
BUROD Tangad  DBACD FINCA - UGA MI-BOSPO ProMujer - BOL UMY
CARD Ecosaba FnComun Neohan PSHM UWFT
Smatl % de Mayo ANRSP Fautu - UGA FINCA - PER Kavrman ProMee - PER Spardara
ACF BTF FHAF FINCA - TZA oty RADE Tehura
ACME BanGaeres FINCA - A7F Fondep KCLF SEDA USPD
Actuar - Tolims BCS FINCA - ECU Gv Mars BiM SEF Visdo Mundlal
Adelanie BuSol FINCA - GT™ Hatiha Moyutan SJPU Vivacred
ADR1 Credicoop FINCA -HTI WSC PP SKs WAGES
Agrotnves! FATEN FINGA - MW JNeC PoneSo Sogesar Wornan for

See page 61 for detafis on cntena.  The criena for classification of scale of operations vary by regon
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Figure 2: Composition of Additional Tables (continued)”

Lending Methodology
Chumequers Ecosata

Indrvictual ABA Sar Do e FuroSal Tehurma
ACF BarGarte CMAC - Arsguips  F_ Gainze NCC ProEmoresa TONANTEL
ACME BCS CMAC - Sullana FICCO Patne FSHM USFD
ACODEP HuSon CMM - Magelin FiE Moyutan Oulte Vivacres
Acredicam 3R COOSAX0 FrComun NLC sSPU XAC
ADFy 8TF Creaoxo FMM - Popayin  NOA Sogescs
AgroCapea Caps Lom Ances DBACD FWWE - Cab PADME SOLUCION
Agroinvest CERUDES (=25} Hattha PP sunnee
" Solidartty % 0o Mayo Banco Soldaic  EMT ™ WREP PRIDE Finance  Viedo Mundisl
Croups ACLEDA BASIX FAMA Fondeo Mitanco Prizme Vial Finance
ACSI BESA FATEN av WL BOSPO SEF Women for
Worner
Actuar - Tobma  BURO Tangadl Pty - UGA IASC Mikra B SHARE
Aelarte CARD Frar Kamur \ihrote Soancara
Al Amara Comstants F racey Kt Mehan 150
ASA CRG FAmenca KCLF PAMECAS L
BancoScl EX) FINSOL KEP PRIDE - TZA UWFT
Village AKRSP CRECER FINCA - GTM FINCA - MW/ FINCA - UGA ProMumt - PER SKS
Banking AN Magmous FINCA . AZE FINCA - MTI FINCA - PER MW RADE WAGES
Compatamos  FINCA - ECU FINCA - KGZ FINCA - TZA ProMujer - BOL  SEDA
, Target Market : N l
Low-end 5 00 Mayo BanCen CRECER FINCA - GTM FMM - Fopayan  PRIDE - TZA SRS
ACSH BarCenta Credicoop FINCA - HTI Fondep ProMuer - BOL Spancana
Aceiants BURD Tangml CRG FINCA - MW FWWE - Cai ProMuer - PER  TSPY
AKRES CARD DEACD FINCA - PER GV RADE UwWET
A Amana CERUDED EMT FINCA . TZA Wt SEDA Vako Mumau
Al Maprona CMM - Wapellin FATEN FINCA - UGA ww 34 Vivacred
ASA Companarmcs FINCA - AZE FisComun ranar BMARE WAGES
Brood ABA BCE B FINGA - kG2 WREP Partotic Tchuma
ACLEDA BiuSol FAMA FINSOL Partner PRIDE Finance  TONANTEL
ACME BRI Fauly - UGA 2] WMbarce Posma UMy
ACODEP Caga Los Ances FHAF Hanna W.805P0 ProEmprasa UsSPD
Acredoom CMAL - Amquips FICCO WSC Wara Bkt PS5 Vital Frewnce
Actuar - Tolma  CMAC - Sultara FIE INCT \parote 55U Wamen for
ADR) Constarnta Finadey Ko Voyutan Sogesol XAC
Agrolrvest COOSAIO FinAmenca KCLF NOA SOLUCION
BASIX Ezosato FINCA - ECU KEP PMPC Sunrise
["High-End ACF BESA PADME
Banco Sos Chumeguena PAMECAS
oo
BarcoSol EBS
" Smail AgCapital na
Dusiness BT NLC
F Gorza Chatls

See page 81 for details on critena
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Figure 2: Composition of Additional Tables (continued)”

- D LA
ACS) Fauli < UGA FINCA - UGA PFRIDE - TZA Tehume WAGES
CERUDESR Finadev KREP PRIDE Financs UMy
CRG FINCA - o1 PADME SEDA UWFT
Eas FINCA - TZA PAMECTAS SEF Vil Fianon
Asia ACLEDA BCS EMT IASC PMPC sM
ANRSP Bl Ficco wasr SHARE UsSPo
ASA BURQO Tangsil ov Nudrar SKS
BASIX CARD Hattha NLC Spandans
| ECA ACF Constarta ™ ~ Partnes NOA Women tor Women:
Agrainves| B L MILBOSPO Prizma XAL
BESA FINCA - AZE KCLF Mikra B Pl
a8TF FINCA - XGZ KEP Mikrofin Sunnse
Latin 5 on Mayo Banco Soldano CMAC - Sullana FAMA FinCarmun Pro&mpresa Viedo Mundisd
Armarca ACKE BancoSol CMM - Medalim FHAF FINSOL ProMujer - BOL Vivacrad
ACODEP BanDes Compartames FiE FMM - Popayan ProMujer - PER
Acradicam BanGente COOSA0 FinAmanca EWwe - Cal Quillle
Actuar - Tolimas BluSol CRECER FINCA . ECU Inca SuPy
Admiante Caijn Los Andies Credscoop FINCA . GT™™ Miianco Sogesi
ADR! Chuimeguend Ecosabe FINCA - HT) Moyutan SOLUCION
AgroCaptal CMAC - Ammguipe F Ganaa FINCA - PER PoroSol TONANTEL
MENA ASA N Majmoun FATEN JNCC RADE
N Arana DBACD Fandep MEW
¥ W Income i LIS e
Lower & ABA BASIX CRG FINCA - ECU JNCC PAMECAS Sogeecl
Migdle ACF BCS DBACD FINCA -GTM W) PR SOLUCION
Income (LI}  ACLEDA BESA EBS FINCA -HT Kanty! PRIDE - TZA Spancana
ACME BR) Eccsabe FINCA - xG2 KCLF PRIDE Frmance  Surmse
ACODEP BURO Tangsd EXI FINCA - Wi KEP Prizma Tehurma
Acredicom BTF EMT FINCA . PER X-REP ProfEmpresa TONANTEL
ACS) Cam Los Anoes F. Garga FINCA - TZA Partner ProMujer - BOL  TS™
Actua - Tofima CARD TAMA FINCA - UGA MFW ProMujer - PER UMU
Adatarte CERUDES FATEN FINSCR Mberco PShM UsSPD
AgrCapis Chulmeguend Fauli - UGA FAM - Popeydn MLBOSPO Qulita UWFT
Agrodrrvest CMAL - Aroguips FHAF Fondeg Manra iy RADE Vaa Firmrcs
AKRSP CMAL - Sullena Ficco FWWE - Cab Mo SEDA WAGES
Al Armana CMM - Moduilin FIE Gv Moyutan SEF Women lex
ASA Convtama Finacev Mattha Nirghan SHARE XAC
Banco Solidars  COOSAJO FinAmanca ASC NLC SJPu
BancoSo CRECER FINCA - AZE nca PADME SKS
Upper 5 da Mayo Al Magmoua BarGonte Companiamons FinCommuan NOA Vado Mundisl
incoms (UN)  ADR) BanDes BiuSol Crodicoop 12 PoroSol Vvacred

See page 81 for details on criteria
Abbreviations: ECA = Eastern Europe and Centril Asta, MENA = Middle East and North Afrca
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Figure 2: Composition of Additional Tables (continued)”

Level of Retail Financial
CMAC - Araguipe FICCO

Acredicom BCs K-REP SJPU
I Intarmediary ACSH am COOSAJO FIE Mibanco SOLUCION

Banco Soldeno BURO Tangad CHO FinAmenca Moyutan TONANTEL
BarcaSol Caga Los Andes £8S FinComum PAMECTAS USPD
BanDes CERLDEB Ecomnt FINSOL PMPC UWFT
BanCeome Chutrmaguand F Ganas ca Qe WAGES

Other 5 de Mayo Al Maymaus DAACD FINCA - Mwi L] PRIDE - TZA Sowraare
ARA ASA e FINCA - PER KCLF PRIDE Finance Srvme
ACF BASIX EMT FINCA - TZA KER Prizma Tehurme
ACLEDA RESA FAMA FINCA - UGA Purtner ProEmpresa T5M1
ACME S FATEN Y MEW ProMujer - BOL Uny
ACODEP v Faulu - UGA FWM - Popayan MLBOSPO ProMujer - PER Visao Mundi
Actum - Tolma CARD FHAF Fondep Sharas 844 P vis Fmanos
Al CMAC - Suliana Finaoery FWWE - Call Narofin RADE Vieacoead
ADRY CMM - Medelin FINCA - AZE av Nerdthan SEDA Worrmm o
AgroCapeal Compartamos FINCA - ECU Hattha NLC SEF T
Agrotnves! Conatanta FINCA - GTm IAST NOA SHARE
AXKRSF CRECER FINCA - M MCC PADME SnS
A Amera Credicoop FINCA - G2 Kamurn PoroSo Sogesot

Banes ACLEDA Banco Soiktanc BanDes 8rR1 K-REP Nttt
ACSI farcoSol BarGente CERUDES Mibanco XAC

Credit Pr—— COOSAIO ¥ Gama =) PAMECAS Cuita TONANTEL |

Unions/ 8Cs Cratlicoop Fcco Moyuean PMPC SJPY UsSPo

Cooperatives  Chusmeguend Econste FComrun NOA PEMM Tetums

NGOs S de Mayo Al Arrane D8ACD FINCA - Wi Karun PRIDE Financs Eurrme
ABA Al Maymous EXl FINCA - PER it Prgma S
ACME ASA FAMA FINCA - T2ZA KEP ProMuger - BOL UMy
Actuar - Tolime BESA Faulu - UGA FINCA - UGA Panner ProMuer - PER Viedo Munchel
Adelano BuSol FHAF FMM - Popayan M 8CSPO RADE Vital Fingnce
AL BURD Tangai FINCA - ECU Fondep Mikrofn SEDA Vivecrss
AgroCapita CAMM - Meceliin FINCA -GTM FWWS . Cas PADME SEF WAGES
Agroinves! Constarta FINCA - MTI Gv PoroSaol 5KS Women for
AXKRSP CRECER FINCA - KGZ JMCC PRIDE - TZA Spendana

Mon. ACF CMAC - Armquips EMT FINCA - AZE MCLF SHARE

Banks™ ACODEP CMAC - Sullana FATEN FINSOL MEW Sogenol
BASX Companamos FiE v Mikra BIiH SOLUCION
BTF CRG Frwony Mattha NLC UWFT
Cayn Los Ances EBS FnAmenca IASC ProEmpross

* Data for CARD s consoiisated for CARD NGO and CARD Bank

™ See page 61 for details on criteria.
** Includes privale limited companies. TNaNcaras and non-bank financisl intermedanes (NBFis)
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Figure 2: Composition of Additional Tables (continued)”
5 de Mayo Al Maymous CRECER FINCA - 411 arrarn) PP Sxs
ABA ASA Crescoop FINCA - K2 "anry FancSol Spandana
ACF BCs O8ACD FINCA . MW1 XCLF PRIDE - T2A Sunnse
ACME BESA foosata FINCA - PER KEP PRIDE Finance  TONANTEL
ACODEP BluScs £ FINCA - TZA Partrer Prama TSP
Acrcicom BURO Tangall F Ganza FINCA « UGA uFW FroMujer -80L  UMU
Actuat - Tollma  @TF FAMA FMM . Popayén  MILBOSPD ProMujer - PER  USPD
Ao Crusmoguens FATEN Fancey, Marg S PSHM UwsY
ADR) CMAC - Amgupa FHAF FWWE - Cab Mikrofin Quite Visdo Mundia
AgroCapita CMAC - Suiuana Ficco Gv Meoyatar RADE Vital Finance
Agrolnves! CMM - Medwitin FINCA . AZE ASC Nodhan SEDA Vivecred
ANRSP Constants FINCA . ECU nca PADME SEF WAGES
Al Amana COQSAJO FINCA - GTM ;e PAMECAS SRy Waomen for
ACLEDA BanGenta Compartamos Fif M NOA Tehuma
ACS BASx cac ¥ rumoey Hamtha ProEmpresa XAC
Barco Solitaric BRI EBS FinAmerica K-REP SHARE
BancoSol Can Los Andes EMT FinCamun Mbarco Sogesol
BanDes CERUDER Familu « UGA FINSOL NLC SOLUCION

~ Ses page 61 for details on critera
'mmmumhcmusommm
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APPENDICES

Appendix |: Notes to Adjustments and Statistical Issues

The MicroBanking Standards Project, of which The
MicroBanking Bulletin is a major output, is open to
all MFis thatl are willing to disclose financial data
thal meet a simple quality lesl Participating MFls
lypically have three characteristics 1) they are will-
Ing to be transparent by submitting their perform-
ance data lo an ndependent agency; 2) they dis-
play a strong social orentation by providing finan-
cial services to low-income persons; and 3) they are
able to answer all the questions needed for our
analysis

The one hundred and twenty-four institutions that
provided data for this issue represent a large pro-
portion of the world's leading microfinance institu-
tions They have provided data generally by com-
pleting a detailed questionnaire, supplemented In
most cases by additional information. All participat-
ing MFis receive a customized report comparing
their results with those of the peer groups

Data Quality Issues

The Bulletin has modified its data quality grade to
avoid confusion with ratings, as the data quality
grade does not reflect the level of risk or perform-
ance, but the degree to which we have independent
verification of its reliability Three-star Information
(***) has been independently generated through a
detaled financial analysis by an independent third
party, such as a CAMEL svaluation, 3 CGAP ap-
praisal, or assessments by reputable rating agen-
ces Two-star information (**) is backed by ac-
companying documentation, such as audited finan-
cial statements, annual reports, and Independent
program evaluations that provide a reasonable de-
gree of confidence for our adjustments One-star
information (*) is from MFis that have limited them-
selves 1o compieting our questionnaire. These
grades signify confidence levels on the reliability of
the information; they are NOT intended as a rating
of the financial performance of the MFis.

The criteria used in constructing the stalistical ta-
bles are important for understanding and interpret-
ing the information presented. Given the voluntary
nature and ongin of the data, the Bulletin staff, Edi-
torial Board and funders cannot accept responsibil-
ity for the validity of the results presented. or for
consequences resulting from their use. We employ
a8 system 1o make tentative distinctions about the

MCROBANKING BuLLETIN, JULY 2003

quality of data presented to us and include only in-
formation for which we have a reasonable level of
comfort. However, we cannot exclude the possibi-
ity of misrepresented self-reported results

The most delicate areas of potential distortions are:
(1) unreported subsidies and (2) misrepresented
loan portfolio quality There can also be inaccurs-
cies in reporting the costs of financial services In
multipurpose institutions that also provide non-
financial services, in part because of difficultes in
assigning overhead costs These risks are highest
for younger institutions, and for institutions with a
record of optimistic statement of results  If we have
grounds for caution about the reliability of an MFI's
disciosure, we will not include s information in &
peer group unless it has been extemally validated
by a third party in which we have confidence.

Adjustments to Financial Data

The Bulletin adjusts the financial data it recewes
ensure comparable results. The financial stale
ments of each organization are converted 1o the
standard chart of accounts used by the Sulletin
This chart of accounts is simpler than that used by
most MFls, so the conversion consists mainly of
consolidation into fewer, more general accounts
Then three adjustments are applied 1o produce a
common treatment for the effect of. a) inflation, b)
subsidies, and c) loan loss provisioning and write-
off. In the statistical tables the reader can compare
adjusted and unadjusted resulits

Inflation

The Bulletin reports the net effect of inflation by cal-
culating increases in expenses and incomes due o
inflation.  Inflation causes a decrease in the real
value of equity. This “cost of funds” is obtained by
multiplying the prior year-end equity balance by the
current-year infiation rate. "' Fixed asset accounts.
on the other hand, are revalued upward by the cur-
renl year's inflation rate, which results in inflation
adjustment income, oﬂsewngtnsanedswuﬂn
expense generated by adjusting equity “ On the

" Inflation data are obtained from line G4x of the |
Fmancial Statistics, International Monetary Fund. various

“ In fact, an nstitution that holds fixed assets squal 1o s

avolds the cost of inflation that affects MFis which hold
their equity in financial form

i
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balance sheet, this inflation adjustment results in a
reordering of equity accounts: profits are redistrib-
uted between real profit and the nominal profits re-
quired to maintain the real value of equity

Mﬂsmatbamhmnbanksmnmm:avmgs
havemactwlmtetwexpense,whchlsanoper-
ating cost In comparison, similar MFls that lend
only their equity have no mnterest expense and
therefore have lower operating costs.  If an MFI fo-
cuses on sustainability and the maintenance of its
capital/asset ratio, it must increase the size of its
equity in nominal terms o continue 10 make the
same value of loans in real (inflation-adjusted)
terms. Inflation increases the cost of tangible items
over ime, so that a borrower needs more money to
purchase them. MFis that want to maintain their
support to clients must therefore offer larger loans
Employees’ salaries go up with inflation, so the av-
erage loan balance and portfolio must increase to
compensate, assuming no increase in interest mar-
gin. Therefore, a program that funds its loans with
its equity must maintain the real value of that equity,
and pass along the cost of doing 50 to the client
This expectation implies MFis should “pay” interest
rates that include the inflation-adjustment expense
as a cost of funds, even if this cost is not actually
paid to anyone outside the institution

Some countries with high or volatile levels of infla-
tion require businesses to use inflation-based ac-

fully

Subsidies

We adjust participating organzations’ financial
statements for the of subsidies by represent-

rates or whether it is building the MFI's capital base
for further expansion

The Bulletin adjusts for three types of subsidies (1)
a cost-of-funds subsidy from loans at below-market
rates, (2) current-year cash donations to fund port-
folio and cover expenses, and (3) in-kind subsidies,
such as rent-free office space or the services of
personnel who are not paid by the MFI and thus not
reflected on its income statement  Additionally, for
multipurpose institutions, the MicroBanking Bulletin
attempts to isolate the performance of the financial
sefvices program, removing the effect of any cross
subsidization

The cost-of-funds adjustment reflects the impact of
soft loans on the financial performance of the insti-
lution. The Bulletin calculates the difference be-
tween what the MF! actually paid in interest on its
subsidized labilities and the deposit rate for each
country” This difference represents the value of
the subsidy, which we treat as an additional finan-
cial expense We apply this subsidy to those loans
to the MFI that are priced at less than 75 percent of
prevailing market (deposit) rates The decreased
profit is offset by generating an “accumulated sub-
sidy adjustment” account on the balance sheet

If the MFI passes on the interest rate subsidy to its
clients through a lower final rate of interest, this ad-
justment may result in an operating loss. If the MFI
does not pass on this subsidy, but instead uses it 1o
increase its equity base, the adjustment indicates
the amount of the institution’s profits that were at-
tributable to the subsidy rather than operations
Loan Loss Provisioning

Finally, we apply standardized policies for loan loss
provisioning and write-off. MFls vary tremendously
in accounting for loan delinguency. Some count the

entire loan balance as overdue the day a payment
s missed. Others do not consider a loan delinquent
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outstanding balance for loans between 90 and 180
dayslate.andwOpetcemfotbansoveMsOdays
late Wevanhmadequammfmnamn we
adjust lo assure that all loans are fully written off
within one year of their becoming delinquent
{Note Wcapplymesemvismmwmm
polmfueasoofuseandm&fomny We do not
mcommendthatallMFlsuseencﬂymempdt-

cies ) lnmostmes.mesaad}mmnm
very precise. Nevertheless. most MFis
havehoghqualnybanpmﬂdns.mbmbcm
sion expense Is not an important contributor 1o thesr
overall cost structure It we feit that a program did
notfnmyreprmmnsgmemllevelofm.
andwewemunabbmacﬂmtnmwv.n
wouidamp!yexdudenﬁwnmepeugrwp

Financial Statement Adjustments and their Effects

1o the axtent that the MF1 is receiving subsidized or
donated goods or services Decreases net income, in-

Adjustment Effect on Financial Statements Type of Institution Most Affected
B by Adjustment
Inflation adjustment of Increases financial expense accounts on income MFis funded more by equity than
equity (minus net fued statement, to some degree offset by inflation income by liabiiibes will be hardest tit,
assets) account for revaluation of fixed assets  Generates a especially in high-inflation coun-
reserve in the balance sheet's equity account, reflect- mnes
mmmdmm-mmmm
been consumed by the effects of mflation Decreases
Reclassification of cer- Decreases concessionary loan account and increases NGOs that have long-teem low-
tain long term labilities #quity account, increases inflation adjustment on profit Interest “loans” from intemational
Into equity, and subse- and loss statement and balance sheet agencies that funchion more as
quent mfiaton adjust- donations than loans
ment
Subsidized cost of funds Increases financial expense on income statemant 1o MFis with heavily subsdized loans
adjustment the extent that the MFI's liabilities carry a below-market ('OV-WWO'MMU?
rate of interest ™ Decreases net income and Increases amments or intermabonsl agences
subsidy adjustment account on balance sheet at highly subsuiized rates )
Subsidy adjustment cur memnmmmmhuw NGOs dunng their stant-up phass
rent-year cash donations mlemM.mml This adjustment 15 relatively less
to cover operating ex- Increases subsidy adjustment account on balance important for mature instifutions
penses sheet
Inkind subsudy adjust Increases administrative expense on income MFis using goods or services for

which they are not paying & mar-
ket-based cost (Le., MFis during

staff pand for by technical creases subsidy adjustment account on balance sheet their start-up phase),

assistance providers)

Loan loss reserve and Usually mcreases loan loss provision expense on in- MFls that have unrealistic loan

Provision expense ad come statement and loan loss reserve on batance loss provisioning policies.

justment shee!

Write-off adjustment &Nlmmmmhlﬂm“'ﬂlﬂ MFis that do not write off non-

reserve by an equal amount. 5o that neither not loans :

loan portfolio nor the Income statement is affected  Im- mm.gh e
proves (lowers) portfolio-at-risk ratio

Reversal of interest in- Reduces mterest income and net profit on the income MFis that continue accruing in-

come accrued on non- statement, and equity on the batance sheet coma on delinquent loans past

performing loans the point where collection be-

comes uniikely. or that fail 10 re-
verse previously accrued iIncome
on such loans




APPENDICES

Statistical Issues

The Bulletin reports the means and standard devia-
tions of the performance indicators for each peer
group. At this stage, peer groups are still small and
the observations in each peer group show a high
variation. Outliers distort the results of some of the
peer group averages. Consequently, the reader
should be cautious about the interpretive power of
these data Over time, as more MFis provide data,
we will be in a better position to generate deeper
and more sophisticated types of analyses and will
have a higher degree of comfort with the statistical
significance of the differences between the means
of the distinct peer groups

To ensure that the averages reported represent the
group as accurately as possible, we have excluded
outliers for each of the indicators. Statistics for the
category All MFis were calculated by deleting ob-
servations in the first and last deciles for each indi-
cator  In other words, the values between the 11th
and 90th percentiles were used for the analysis
For the FSS sample and peer group, for each indi-
cator we rank the MFis in the group and eliminate
the top and bottom values and use the remaining
observations o caiculate the averages In most
cases, this exclusion eliminates two observations
for each peer group: the institution with the highest

and the lowest value on each indicator. In cases
where indicators contain observations with hed val-
ues for highest and lowest values, more than two
observations are deleted. This method helps to
prevent outliers from dominating group results, and
smoothes the data by minimizing data dispersion
Where the sample size is reduced to less than 3
Institutions, we have not reportad the result in order
to maintain confidentiality

We have camed out statistical tests to determine
the impact of outhers where they exist, and to quan-
tify the results in terms of how well they represent
the peer groups. Where large differences exist be-
tween the means of different peer groups or groups
sorted by selection criteria, we have verified their
statistical significance using t-tests These tests
compare the mean of the group to the mean of all
MFls in the sample, taking into account factors like
the number of observations and the dispersion of
the sampie.  The test statistic is then compared to a
standard cntical level (using one percent as the sig-
nificance level) to decide whether the difference
between the group and the sample as a whole s
statistically significant. In other words, they allow
us to decide whether the difference we see IS 1o-
bust, by considering it in the context of how cohe-
sive and how large the group is

MCROBANKNG BuLLeny, JuLy 2003




I

[RwaseFa

TYEPosT oSl aT=270

Appendix |I: Description of Participating MFis

DATA
ACRONYM NAME DATE COUNTRY QUALITY DESCRIPTION
GRADE
5 de Mayo Fondo 5 de Mayo Dec-O1 Me oo . Fando Cinco de Mayo provides cradit 10 solidanty
groups in urban and peri-urban areas of Pusbia, Mes-
0. It is a member of COPAME.
ABA Alexandna Business Dec-02 Egypt ] ABA provides credt to small and microentorprses
Association using an ndividual lending methodology. It is an NGO
founded in 1888 and based prmarily in UAN Areas.
The credit program began in 1890
ACF Asian Credit Fund DecZ Kazakhstan . ACF was founded m 1997 as an affilate of Mercy
Corps International. it s currently 8 non-bank financial
mstiution that provides loans 1o microentrepreneurs
and SMEs in urban and rural arsas.
ACLEDA ACLEDA Bank Lta Dec0Z Cambodia o ACLEDA was started in 1953 as an NGO offerng
credit services. Since Its transformation Into 2 SpecEs-
@ed bank n 2000, ACLEDA Bank Limted now offers.
credit. savings, ransfer and cash management sef-
vices in both rural and urban seftings
ACME Assocaton Pour la Jun02 Hadtl e ACME is a non-profit organization founded in 1997
Cooperation avec la provide financial sarvices (o entreprenurs in ihe -
Micro Enterpnse formal sector It serves an urban Market with @ vanety
of indivdual loan products
ACODEP Asocicion oe Dec-02  Nicaragua o Founded in 1880 ACODEP serves small and mcroen-
Consultores para el terprves prmarily i Managua and other urban sress
Desamolio de i Pe- of Nicaragua. ACODEP is 8 member of Katalyss ans
queia Medwna y ASOMIF natworks
Microempresa
Acredicom Acrec:com Dec-01  Guatemata - Acredicom is a Guatemnalan credit union |t & 3 e
ber of the FENACOAC systermn and pamticoaies &
WOCCU s technical assstance program N ofess
lcans and savings sarvices (0 iis mamben
ACSH Amhars Savings and  Dec.02 Ethiopa > ACS| offers savings, credit, fund transier services s
Credit Institution pension fund management 10 rural populations e
Amhara region of Ethiopia. It began operations i 1988
Actuar - Tolima  Corporacion Accion Dec0t  Colombia - Actuar - Tolima was founded in 1986 It is an NGO
por @l Tolma offenng loans to microenterprises in Tolima and se-
rounding areas
Anetante Fundacion Adelants Dec-02 Honduras B Fundacion Adetants offers solidarity group loans o
famale microentrepreneurs in rural areas  Fundacon
Adetante s part of the imemational Gramesn Bank
ADR| Asociacion para e Dec-02 Costa Rica - ADRI 15 an NGO offering loans to small and microes.
Desarrolio Rurat terprises In Costa Rica  Founded in 1986, & also ofen
Integrado traming and business development services 1o s ci-
ents
AgroCapital Fundacion Dec-02 Bolvia e Fundacion AgroCapital focuses its services on agricul-
AgroCaptal ture and agro-industry, working mainly in rursl and
small uban areas of Bolvia 1t is an NGO founded in
1982, and offers microloans and jonger-termm mongage
loans
Agroinves! Agrainvest Decd1  Montenegro ® Agroinvest began operations as @ Wond Vision affiliate
Foundation in 1999 It serves rural areas and makes indhadual
loans to clients invoived in agnculture.
AXRSP Aga Khan Rural Dec0!  Pakstan o AKRSP is @ multh servics NGO that works in the "Roof
Support Programme of the World" region of nothem Pakistan. Its credit
program began in 1883, offering loans through s net-
work of village organizabons
Al Amana Associstion AIAMENE  Dec02  Morocco oo Al Amana offers solidarity group and individual loans
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through @ wide network of branches in urban arees of
Morocco. it began operations in 1997,




DATE

DESCRIPTION

Al Mafmoua

¢

¢

BURO Tangail

Caja Los

Banco del Desarrolio

Banco Soldanio

BESA Foundation

Institucio de Crédito
Comunitario BluSol

Bank Rakyat Indone-
843, Unit Desa System

Bal Tushum
Foundation

BURO Tangai

Caja Los Andes
Fondo Financiero

Dec-01

Dec.01

Dec.02

Chile

Ecuador

Philppines

Kyrgyzstan

Banglagesh

Al Majimous & & Lebanese NGO, offering village bank-
ng-type services in both urban and rural areas. The
program began operations in 1994 as a project of Save
the Children  Ownership was transferred 1o the Leba-
nese institution in 1998

ASA s an NGO that offers credit services 10 the rural
poor in Bangladesh The majority of s chents are
landless women. It was founded in 1978 and shifted
from an integrated development strategy 1o &% curment
focus on financial services in the early 19908 It uses &

village level group kending methodology

Banco de Desarrolio began #s microfinance program in
1886 It offers cradit and savings 10 i addition 10 other
financial services in locations throughout Chile

Banco Solidario of Ecuador was founded in 1995 and
@ an affiliate of ACCION International  Banco Solidano
offers both credit and savings services 10 microentre-
preneurs It alao administers a pawn-lending product

BancoSol is a licensed commercial bank devoted to
microfirance. It offers multiple credit and savings
products in urban areas of Bolivia BancoSal is an
aftiliate of ACCION International

BanGente, opened in February 1899 s the first com-
mercial bank serving small and microenterprises in
Venozuela It was established through a strategic
allance among Banco del Canbe, three Venezuelan
NGOs (Fundacion Eugenio Mendoza. Grupo Social
CESAP, and Fundacion Vivienda Popular) and
ACCION International

BASIX was set up a3 a non-bank in 1696 to provide
financial sarvices to the rural poor, 1o promote sell-
amploymient. and 1o provide technical assistance 1o
clients and rural financial institutions.

BCS Is a credit union founded In 1967 Its microfinance
activities began in 1988, and it currently participates in
WOCCU's technical assistance program 1t offers both
credit and voluntary savings services 1o members.

BESA was staned in 1988 as & non-profit organzation
It now makes group lcans to micro and small entrepre-
neurs in large and secondary cities of Albania

BluSol 1s an NGO affilated with the city government of
Blumenau In the state of Santa Catarina 1t offers mul-
ftiple loan products.  BluSol participates in the BNDES
Institutional Develcpment Program

BRI is a governmaent-owned bank onented lowards
rural areas, which has operated since 1897, The Unit
Desa system is an extensive network of small banking
units, which function as peofit centers and provide indi-
vidual loans and savings services  The system has
axisted in its current form snce 1982

Bal Tushum was establmhed as an NGO in 2000 It
uses an ndividual kending methodology 10 provide
crodit services 10 farmen, ivesiock breeders and other
mucro. small and medium entrepreneurs

BURO Tangail provides flexible voluntary savings
microloans and insurance services since 1950 N s an
NGO

Caja Los Andes grew out of ProCrédito. an NGO that
began lending operations in 1992 It was converted to
4 finance company in 1995 Caja Los Andes operates
N urban and some rural areas n Bolivia, providing
individual loans and savings services
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DATA
ACRONYM NAME DATE COUNTRY QUALITY DESCRIPTION OF MICROFINANCE PROGRAM
GRADE
CARD Center for Agncuture  Dec.01  Philippines . CARD started as an NGO in 1986 and s now partially
and Rural transformed into & rural bank. 1t is an affiliate of
Development CASHPOR and Women's Workd Banking It makes
loans and collects deposts
CERUDES Centanary Rurai Dec02  Uganda v CERUDES was founded as a rust company s 1983
Developmant Bank and obtained ts banking icense in 1963 CERUDEB
NOW operates as 8 commercial bank providing creda
anad savings services in Kampaia and Uganda's distnct
towns
Chuimequena  Cooperativa San Dec02  Guaternula . Cooperativa San Mguel de Chuimequend is a Guats-
Mygue! Chuimequena malan credit union. 1t is 8 member of the FENACOAC
systemn and participates in WOCCLU's technical assis-
tance program. It offers loans and savings servicss 1o
s members
CMAC - Caas Municpal oe Dec-02 Peru > The municipal savings and credit banks of Peru are
Arequipa Ahortro y Crédito de owned by city govemments. CMAC - Arequipa s one
Arequipa of the largest of the national network. and offers pawn
anc microanterpnse loans as well as savings products
CMAC - Cajas Munwipal oe Dec-02 Pery v The municipal savings and credit banks of Peru are
Sullana Ahoro y Credito de owned by city governments. CMAC - Sullana is # Oe-
Suttara centralirod institution based in nohern Pery and offers
Pawn and microenterpnse icans as wall as savings
products
CMM - Corpotacion Mundial  Dec.0?  Colombia a5 CMM - Medallin s affilisted to the Women's Workd
Medetlin de la Mujer - Medellin Banking notwork and operates in Medellin and sur-
rounding areas It was founded in 1585 and lends 1o
both men and women
Companamos  Financiora Dec-01 Maxico o Financiera Compartamos SA de C V. SFOL began
Compartamos S A. de operations in 1960 as Ihe lending arm of Gente Nusva,
CV.SFOL 3 Mexxcan NGO 1t convented into a regulated Snancial
institution in 2001 It uses multiple lending methodolo.
@es and m an affillate of ACCION Intermational
Constanta Constanta Foundation Dec.0?  Georgia . CONSTANTA was established in 1967 with a grant
from UNHCR/Save the Childran as a local NGO 1o
provide group loans 10 poor seif-employed women
COOSAJO Cooperative San Jose  Dec.02  Guatemals . Cooperativa San José Obrero is @ member of the
Otraro FENACOAC credit union fedaration, and participated in
WOCCU's technical assistance program in Guatemals
It offers loans and savings services (o its members
CRECER CRECER Dec-02 Bolva **  CRECER i an NGO working primarily in rural areas of
Bolivia. It participates in Freedom from Hunger's
“Credit with Education” program, using a village bank-
ing methodology
Credicoop Cooperative de Dec-02 Chile v Formed In 1986, Credicoop now offers multiple savings
Ahorro y Crédito ana credit products It princapally serves clients in
Liberacion urtian areas in Santiago and other cities in Chile
CRG Credit Rural de Dec-01 Guinea oo CRG was founded in 1558 with the assistance of
Guinee IRAM. at the request of the Guinean Ministry of Rural
Development. It serves rural cients with group and
solidarity loans as well as savings
DBACD Dahkalya Dec-02 Egypt - DBACD began work in 1995 and started #s microf).
Businessmen's nance operations in 1988 It provides jending services
Assocaton for and technical assstance to small ana mcroenterpnses.
Community
Devslopmant
£BS Equtty Building Dec-02 Kenys = EBS was established as 8 building society in 1384 and
Society began its microfinance operations in 1954 It offers
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savings and credt services (o cllents at branches in the
Central and Nairobi provinces of Kenya, as well as
through mobile banks cperating in rural areas




DATA
ACRONYM NAME DATE COUNTRY QUALITY DESCRIPTION
GRADE
Ecosasa Eosata Dec02  Guatemals ‘ Ecosaba 1s & member of the FENACOAC credit union
federation. and participated in WOCCU's technical
assistance program in Guatemala It offers loans and
savings services 10 s members
Ex Ex Sep02  Bosnia and ™ Founded in 1995 as an affliate of World Vision. EX| is
Herzego- now an independent Mscrocredt proviting
vina Wmmmmloulmwm
microentreprensurs
EMT Ennathian Moulethan et Cambodia e EMT was founded in 1991 as a rural credtt project run
Tchonnebat by the French agency, GRET It i in the process of
mnmmm.mm.
ates in rural areas in the south of Cambodia It offers
individual and solidarity group loans.
F Gainza Cooperativa Dec-02 Boivia . Cooperativa Monsefior Félix Gainza i a credit union
Monsefior Féia founded in 1668 It participates in WOCCU's technical
Gainza assistance program and offers both credit and volun-
tary savings services to members
FAMA Fundacon para el Dec02  Nicaragua e FAMA operates mainly in urban areas of Nicaragua
Apoyo a la providing microentarpnse credit and traning It was
WhlntmleACCMIm-
nhonal
FATEN Palestine for Creat Dec02  Palestine * FATEN was initisted as a Save the Children affiliate in
and Development 1955 and spun-off as an independent NGO In 1993 )t
provides mictocredit to poor women entrepreneyurs
using & group lending methodology
Faulu - UGA Faulu Uganca Dec-02 Uganda - Founded in 1995 as an affiliate of Food for the Hungry
mmemgmM
credit and voluntary deposit services to small and mi-
croentrepreneurs in urban and semi-urban areas
FHAF Fonds Hattlen dAlde g7 Hadi . FHAF has offered credit services 1o Haitian women
4 la Fernme entreprenaurs for over 20 years. It is an affiliate of
Women's World Banking
FicCo First Community Dec01  Philippines . FICCO is a credit union founded in 1954 Its microfl-
Cooperatve nance activites began in 1899, and it currently partic-
M-nmnmmmn
mmmmmmmw
members
FIE FFP - Fomento & Dec-02 Balvia - Fw-nennfa-auﬂﬁ\mmmmmg
Imciativas individual loans to microsnterprses in urban sreas of
Econdmicas Bolivia. It began lending in 1588 as an NGO, and be-
Gan operating as a “Private Financial Fund” in 1598
under regulation by the Supanntendence of Banks
Finadev Finadev S A Dec-02 Banin o Finadev was established in 2000 as s fnancial inter-
mediary cevoted to the provmsion of microfinance ser-
vices |l is associated with Financal Bank of Benn
FinAménca Financera América Dec-02 Colombia oo Fm.awmmmm
in Bogoth and surrounding areas. Nt offers multiple
credit methodologms in addition 1o savings  Fi-
NAMrica & an afMilate of ACCION International
FINCA - AZE FINCA - Azerbayan Aug0Z  Azerbalian o Started in 1998, FINCA - Azerbajan makes small loans
bmmumwummm
o9y
FINCA-ECU  FINCA - Ecuador Dec02  Ecusdor - FINCA - Ecuador was founded in 1894 and provides
village banking services 1o low-ncome famies in three
regions: Pichincha. Guayas. and Imbabura
FINCA -GTM FINCA - Guatemala Dec02 Guatemals = Founded in 1998 as a FINCA affilate, FINCA - Guate-
mmmmwmmm
20 microentrepreceurs
FINCA - HTI FINCA - Haiti Dec-02 Hait b Founded in 1998 as a FINCA affillate, FINCA - Hait

prowides loans using village banking methodology to
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COUNTRY QUALITY

DATA
GRADE

DESCRIPTION OF MICROFINANCE PROGRAM

FINCA -

FINCA -

FINCA -

FINCA

FINCA -

KGZ

FinComun

FINSOL

FM

FMM -

Popayan

FWWE -

Fondep

Cah

FINCA - Kyrgyzstan

FINCA - Malaw

FINCA - Peru

FINCA - Tanzania

FINCA - Uganda

Servicios Financieros
Comunitarios

Financaera Solidsria

Fundusz Mixro

Fundacion Mundo
Mujer - Popayan

Fundacidn Women's
Wortd Banung - Cab

Fanaep Micro-créda

Hattha Kakesekar,
Ltd

Aug-02

Aug-02

Sep-01

!

§

Dec-02

Kyrgyzstan

Peru

Tanzania

Colombia

Cambodia

..

microentrepreneurs

Founded in 1995, FINCA - Kyrgyzstan is cperating in
five of the six oblasts of Kyrgyzstan and offers both
mmmmﬁmmhué
ents

FINCA - Malawi works with women in the country's
southem region and has been in operation snce 1554

FINCA - Peru is an NGO that predominantly sesves
female entrepreneurs in Ayacucho, Lima and Huan-
cavelica N uses village banking, solidarnty group and
ndividual loan methodologies FINCA - Peru s also &

FINCA - Tanzania was formed in 1658 as an affiiate of

FINCA Intematonal it provides loans throogh village
banka

One of FINCA's largest programs. FINCA - Ugansa
has been in operation since 1992 The program offess
Mmmwmhwn

FinComun was created in 1994 as an intiative of Fun
dacion Juan Diegc It offers both savings and coecl

FINSOL began operations in 1999 after e NGO
FUNADEH transferrad s portfolio to the
Institution. Finsol offers joan and savngs
small and microenterprses n urban anees of
ras It is an affiiate of ACCION Intemnationst

lends to microentrepreneurs across Poland
extensive branch network 1t &5 3 member of the
croFinance Network

FMM - Popayan is a Women's Workd Banking
working in urban and rural areas of Cauca =
M-Wmmnmh
1685

WWE - Cail, an affiiate of Women s Workd Bankng.
began landing in 1982 1t offers individual loany e
male and female microentrepreneurs in Cak

meummmuw-nh'mu
the auspices of 3 multisecvice development Program

I 2000 I created a separate NGO dedicated to offes-
Ing lending services in Morocco's Iural Zones.

Grama Vidiyal was started as 8 NGO in 1980 as a

branch of the parent NGO calied Activists for Socsl
Allernatives in India 10 provide microfinance in rursl
sreas. 1t i affiated with CASHPOR and Gramean

Bank in Bangladesh

Hattha Kakesekar was founded in 1996 a3 an NGO
and transtormed into 8 liconsed MF1 in 2001 The MF
offers commercial lcans and credit 10 en-
anmmmmmm
Western and central pans of Cambodia




ACRONYM

DATE

DESCRIPTION

KCLF

K-REP

MI-BOSPO

Internatonal

Savings and Crean
Cooperativa Inca
Huasi

Jordan Micro Credit
MDF Kamut)
Kashl Foundation

Loan Fund

ICMC Kosovo
Enterprse Program

K-REP Bank

Banco de la
Microempresa

Mikra BiH

Jordan

IASC & a non-profit organzation founded in 1998. it
offers ioans for housing and microenterprise develop-
ment. as well as insurance, 10 chents in rural India

Cooperativa Inca Huasl s a credit union founded in
1978 1t participates in WOCCU's technical assstance

program and offers both credit and voluntary savings
services 10 members

JMCC was established as a non-profit company in
1990 under the auspices of the Noor al-Hussein
Foundation, for providing microloans to Jordanian mi.
croentrepreneurs

MODF Kamun was founded in 2000 as the merger of two
separate microfinance programs run by Save the Chil-
dron and Catholic Relief Services |t offers group lcans
o women in predominantly rural aress of Armenia

Kashf s an NGO founded in 1898 to provide micro-
credit to low Income wormen entrepreneurs in rursl and
urhan areas. It is an affiliate of ASA, Bangiadesh

The NGO KCLF was founded in 1997 with the support
of ACDIVOCA and as an affiiate of Mercy Corps. It
uses group methodology 10 make loans to rmicroentre-
prensurs in large and secondary cities

KEP was founded in 1999 and offers group and indi-
vidual loan products as well as business development
services, (o economically active but vulnerable poputa-
vons in Kosovo

K-REP was founded in 1584 N provides funds to
NGOs for on-lending 1o microentemeises and ex-
panded 1o work on USAID's Private Entetprise Devel-
opment Project in 1887 In 1297 K.REP Bank Limited
was formed as a subsidiary of K-REP Group and be-
came the first commercial Bank in Kenya to directly
arget low-income clents

MFW was established in October 1999 1o take over the
lending program managed by the Jordanian Women's

Development Soclety, a Jordanian NGO that spun off

from Save the Chiidren in 1996 It 18 now a private.

Mibanco is & commercial microfinance bank offenng
Savings and credit products 1o microentrepreneurs.
Formerly the NGO Accién Comunitania del Perd, M-
banco was transformed into » bank in 1988 It Is an
affikate of ACCION Intemationsl

Mi-BOSPO was stariad as & program of BOSPO n
16998, and became an ndependent NGO in 2000 to
provide microcredit 1o solidarity groups of low-income
women entreprensurs in secondary cities of Tuzia

Mikra BiH was founded in 1967 as an afillate of Catho-
iic Refef Sarvices and transformed into an independent
Microcmdit Organization in 2001 1t offers loans o
women in wrban and fural areas using both village
banking and solidarity group methodologes

Mikrofin started operations in 1997 as an affilate of
CARE International. and (s now an independent institu-
ton. I prowdes indhvidusl and group loans 1o microen-
trepreneurs i sem-urhan areas
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GRADE

DESCRIPTION OF MICROFINANCE PROGRAM

NLC

PADME

PAMECAS

PRIOE Finance

Panabo Multi-Purpose

Instituclo de Crédito
Comunitario PortoSol

PRIDE Finance

Promotion of Rural
Intiatives ang
Development Enter-
prises - Tanzania
Prizma

EDPYME
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Jun-02

Guaternala *

Croatia e

Tanzania o

Boania and °*”

Cooperativa Moyutan is a member of the FENACOAC
credit union federation and participates in WOCCU's
tachnical assistance program in Guatemala It offers
loans and savings senices o its members

Niscdhan i an NGO founded In 1891 It 5 2 Grameen
replicator providing credit and deposit services o the
poor  Both compulsory and voluntary deposits services
ite offered  The NGO was transformed into Nisdhan
Utthan Bank Limted mn July 1969 It i # member of
the CASHPOR network

NLC is a private for-profit financial company that offers
financial services 10 small and microentrepraneurs. It
uses & leasing considared compatidle
with Islamic law. which forbids interest on borrowing

NOA was started in 1997 as an affiliate of Opportuntty
International It is now a for-profit financial [
providing individual and group loans to self employed
persons in agriculture and small business

PADME s an NGO working in urban and per-urban
areas of Bemin 1t offers loans 10 small nd micrcontas
prises. and was created by the Government of Benn
with funding from the Worki Bank in 1983 It began &
transformation from a pilot project to a private NGO
microfinance institution in 1998

PAMECAS was established as a credt union i 1996
It offers a wide range of savings and credit services.
primarily 1o women, using individual, solidarty and
village banking products in urban and peni-urban
Senegal

vidual credit to microenterprises in aroas affectsd by
wa

PMPC is a credit umion founded In 1865 Its microfi-
nance activities began in 1998 and It currently panics
pates in WOCCLI's technical assistance program It
affers both credit and voluntary savings services 10
membern

PortoSol is an NGO operating in Porto Alegre in Brazil
it was founded in 1996 and offers individual icans 1o
microentreprensurs. PortoSol panicipates in the
BNDES Institubonal Development Program

PRIDE Finance was started in 1992 with funding from
USAID 1t offars group and individual ioans 1o clents in
urben and peri-urtan areas of Guinea and recaives
ongong lechnical assstance from VITA

PRIDE - Tanzania oMers financial services (o clents n
urban and semi-urban areas of Tanzana | was
founded in 1593

Prizma was founded in 187 by the intemational NGO
ICMC 1o support poor and low-income woman formed
into solidarty groups in small towns and rural areas
Prizma now uses individual and group methodologies
1o help women address basic needs. sheller. and lives-
hoods

EDPYME ProEmpresa was bom out of the NGO IDESI
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Women's
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Vital Finance
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both Economic and
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Womaen for Women

Philippines

Philippines
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among others
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Development Program
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founded in 1997 Vivacmed paricoates n the BNDES
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eas. working with DOITOwers assocations using & wi-
WNM 1 was founded in 1954
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areas and small lowns
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