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P R E F A C E

Microenterprise is one of the major instruments that we have to face the challenge
of reducing poverty in Latin America. Without meeting that challenge, we will not
have true development.

This technical book is an important contribution to the fight against poverty. It
gives careful guidance to countries in the region, donors, and microfinance insti-
tutions on ways to make microfinance a more effective tool in poverty reduction.

The book pares away certain misconceptions about microfinance, and marshals
evidence and analysis to clarify how, when and which low-income microentrepre-
neurs may benefit through the extension of microfinance. The message that
emerges is clear: microfinance is a powerful tool, but one with certain real limita-
tions. Those strengths and weaknesses make it important to use the tool well.

The Inter-American Development Bank has a special responsibility to improving
the use of microfinance. The Bank is proud to have played a pioneering role in
providing support to Latin American microentrepreneurs, and to have assisted in
building the microfinance industry in the region. The Bank has a commitment to
carrying that work forward. We have learned much about microenterprise and
microfinance in the past two decades. This thoughtful book consolidates some of
those lessons, and offers a springboard for action.

Waldemar Wirsig
Manager, Sustainable Development Department
Inter-American Development Bank
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E X E C U T I V E S U M M A R Y

To what degree, how and when can poverty be reduced through
microfinance programs? The answers depend, among other things,
on whether and how successfully microfinance programs address
the real constraints faced by the poor in a certain context. Posing
the question this way is important because microfinance is receiv-
ing increasing attention and support from governments, donor
agencies and the public. It is widely assumed that microfinance is
an effective tool for poverty reduction. In many cases and in many
ways, it can be.

Making good use of microfinance in the task of reducing poverty
requires understanding both the strengths and limitations of micro-
credit, and recognizing that other tools and measures are needed to
complement it. This book is an attempt to improve these under-
standings. As a first step, this study probes a set of assumptions that
have arisen about microfinance and poverty reduction. Many of
these assumptions have become the conventional wisdom,
although they have not been proven. These assumptions are exam-
ined through a review and analysis of theoretical and applied liter-
ature on microfinance and poverty. The view of microcredit that
emerges is more complicated, but the policies that grow out of this
revised view may ultimately prove more effective.

Challenging Common Assumptions about Microfinance

Development agencies commonly consider assistance to microfi-
nance institutions as poverty interventions. This notion rests on
three assumptions:

• microentrepreneurs are poor;
• microentrepreneurs are constrained by inadequate access

to credit; and
• microfinance institutions aim for poverty reduction.
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MlCROFINANCE AND POVERTY

These assumptions mask a more complex reality, as the evidence
presented below suggests.

Are most microentrepreneurs poor?
Although many poor people make their living from microenter-
prise, a recent IDE study demonstrates that not all microentrepre-
neurs are poor. The percentage of poor microentrepreneurs varies
by country, and is highest in the poorest countries. For the region
as a whole, only one-fourth of microenterprise owners are poor, but
this percentage ranges from less than 5 percent in Uruguay to over
two-thirds in Honduras. Across the region, workers in microenter-
prises are much poorer than workers in other businesses.

Is lack of credit the main constraint facing microentrepreneurs?
Studies show that lack of credit is not always the main constraint
for microenterprises' growth and development, and that poor peo-
ple demand a wide range of financial, business development and
social services for different business and household purposes.

Is poverty reduction the main objective of microfinance institu-
tions (MFIs)? While some MFIs see poverty reduction as their pri-
mary mission, many do not. The microfinance industry today con-
sists of a wide range of institutions serving different market niches,
which can directly or indirectly contribute to poverty reduction.

Accordingly, microfinance should be seen as provision of small-
scale financial services to businesses and households traditionally
kept outside the financial system, rather than the more narrow
view of microfinance as production credit for poor microenterprise
owners.

How Well Do Microfinance Institutions Reach the Poor?

Tt is commonly believed that most clients of MFIs are poor, and that
there is a relationship between type of institution and the poverty
level of its clients. However, few MFIs reach the poorest of the poor,

viii
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EXECUTIVE SUMMARY

and many MFIs have a high percentage of non-poor clients, stud-
ies indicate. In general, NGOs reach poorer people than formal
financial institutions, but many banks reach the poor — and some
of their clients are even poorer than NGO clients. Credit unions,
banks and other formal financial institutions in Latin America
reach a significantly larger absolute number of poor people than
most NGOs, although their percentage of poor clients is generally
lower than NGOs'. Furthermore, no clear relationship exists
between lending methodology and the poverty level of MFI bor-
rowers. Individual lending methodologies can reach clients as
small as those using solidarity group and village banking models,
but they tend to cover a wider range.

Is there a tradeoff between financial sustainability and outreach ix
to the poor? It is commonly believed that the more MFIs aim for
financial sustainability, the less their impact on poverty reduction
will be: that is, that a trade-off exists between financial sustainabil-
ity and outreach. However, the evidence provided by numerous
studies does not support this conclusion. It is unclear whether
there is a trade-off between an institution's emphasis on financial
sustainability and its willingness or ability to reach the poorest.
There is a positive correlation, however, between achieving finan-
cial sustainability and reaching many poor people: well-run finan-
cial institutions of all types are able to reach greater numbers of
poor people.

The effectiveness of targeting. Some microcredit advocates argue
that MFIs should reach the poorest of the poor with microcredit
and therefore actively target their services to the poorest. However,
lack of use of credit at a certain point in time does not necessarily
mean there is a problem. Microenterprises that do not use micro-
credit at a particular point in time may not want to borrow, or their
businesses may be unable to utilize the credit effectively. Lack of
availability of financial services, however, is a deficiency that should
be addressed. An enterprise can be creditworthy but still lack
access to credit.
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MlCROFINANCE AND POVERTY

Furthermore, narrow targeting is not necessarily a condition for
reaching the poorest. Some large-scale non-targeted schemes have
proven to reach the poorest stratum of the population. Finally,
more poor people can be reached by building a competitive, sus-
tainable financial system that provides a wide range of small-scale
financial transactions than through narrowly targeted programs. A
combination of broad and narrow targeting in microfinance might
be most effective for poverty reduction: that is, to secure both large-
scale sustainable outreach and encourage innovation to promote
improved access to financial services for the poorest of the poor.

The rationale for subsidies. It is often argued that MFIs working
with very poor clients and/or in poor areas should be subsidized,

x Poverty-oriented MFIs do not automatically merit subsidies,
however. Subsidies may be in order for pilot projects if their
activities involve high start-up costs, or if the returns are likely to
be captured not by the innovator but by successors. The rationale
for subsidies depends on factors such as the actual operating costs
in the area in question, the presence of competing MFIs, and the
programs' poverty-reducing effects compared to other poverty
interventions. In addition, subsidies have some disadvantages; they
may create political problems and undermine sustainable MFIs.

How Well Do Microfinance Programs Improve the
Livelihoods of the Poor?

So far, the evidence on the impact of microcredit on poverty is
inconclusive. Most impact studies utilize weak methodologies that
do not control for effects of factors other than credit or initial dif-
ferences between borrowers and nonborrowers, and they do not
distinguish between the poor and nonpoor. Some studies surveying
MFIs worldwide indicate that microentrepreneurs below the pover-
ty line experience lower percentage income increases after borrow-
ing than those above the poverty line. But this has not been shown
in Latin America. Studies also demonstrate that people below the
poverty line tend to use loans for consumption purposes to a
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EXECUTIVE SUMMARY

greater extent than people above the poverty line; thus their
income should be expected to increase less.

Most impact assessment studies focus on income-generation
through microcredit. However, enhanced income is an indirect
impact and not always the main purpose of borrowing. Few evalua-
tions assess direct impacts of microfinance—such as improved
money management, which is an important justification of microfi-
nance. Assessments of direct impacts of microfinance should evalu-
ate the client-service relationship and the financial strength of the
MFI and distinguish between different loan and savings products.

Are the interest rates charged by some MFIs too high? A
frequently heard concern about microfinance is that the interest xi
rates charged for loans are too high and do not allow clients to earn
enough income and grow. Studies indicate that financing costs
constitute an insignificant portion of micro enterprises' total costs,
however. Furthermore, studies demonstrate that the level of non-
financial transaction costs is as important for micro entrepreneurs
as the financial costs. In order to secure outreach in the future,
MFIs need to charge adequate interest rates. Because their loans are
small, their costs of operation are high. Adequate competition in
the microfinance market will help to lower operational costs and
bring interest rates down.

What are the relative merits of small-scale savings versus loans?
Studies demonstrate that poor people have both the capacity and
desire to save, and that impediments in policies and instruments
inhibit mobilization of savings more than poor people's savings
preferences. Important principles for small-scale savings schemes
include convenience and security, availability of a broad array of
savings products with different levels of liquidity and returns, low
minimum required balance, and competitive interest rates. In addi-
tion to being a valuable service that low-income people need,
savings can enhance poor people's creditworthiness and MFIs'
sustainability. However, there is no evidence that savings is the
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MlCROFINANCE AND POVERTY

only financial service microentrepreneurs require. Savings, credit
and insurance serve slightly different purposes for poor people,
and it is the availability of all three services that can make a
contribution to poverty reduction.

Should microfinance be integrated with other services? Some
practitioners and donors argue that MFIs should not only remedy
financial constraints, but should simultaneously address other,
more qualitative causes of poverty. MFIs are generally less effective
when they expand into new non-financial activities, however, and
thus reach fewer poor people. Arguments for integration of com-
plementary services are often based on certain perceived limitations
of microfinance. Such "limitations" are, however, no more than a

xii reflection of what financial services can and cannot accomplish.
While it is true that microfinance is not the only service required
by poor microentrepreneurs to improve their productivity and
incomes, this does not mean that all needed services must be
provided by MFIs. Micro finance's limitations are more relevant for
discussion for overall programming of development assistance: that
is, in the choice of a mix of instruments for poverty reduction and
economic development through promotion of microenterprise.

Conclusions and Recommendations

Microfinance can play an important role in poverty reduction, but
its benefits are not only poverty-related, and it is only a partial tool
for poverty reduction.

Within the limitations of microfinance as a tool for poverty reduc-
tion, actions can be taken on different levels to expand the outreach
and impact of microfinance programs.

• The quality of financial services can be improved to enhance their
responsiveness to the needs and demand of poorer customers.
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EXECUTIVE SUMMARY

• The depth of outreach can be expanded through provision of
financial services that are tailored to the needs of the poorest
and their economic activities; provision of a variety of financial
products to suit different household and business needs; and
promotion of pilot projects aimed at the poorest households
and areas.

• The scale of outreach can be expanded through promotion of an
enabling environment for small-scale financial transactions
and micro finance methodologies; provision of a wide range of
financial services; enhanced focus on savings mobilization;
transformation of NGOs to commercial MFIs; and competition
that ensures low cost and high quality services.

• The geographical outreach can be expanded through regulations
and policies that facilitate expansion to remote areas; local xiii
infrastructure that enables provision of small-scale financial
transactions; and promotion of pilot, rural MFIs.

• Finally, income impact can be improved through complementary
income-generating interventions — enhancement of access to
productive assets, improvement of the quality of assets, and
promotion of an enabling environment for productive use of
assets. Complementary nonfinancial services, such as business
development and social services and community development,
may also be helpful.
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P A R T I .

Microfinance and Poverty:
Main Issues

This book aims to improve the understanding of microfinance and
poverty and outline some implications for microfinance programs.
The study is structured around a critical assessment of common
assumptions about microfinance and its impact on poverty reduc-
tion. In the pages that follow, these assumptions are explored, qual-
ified, and in some cases, rejected.

The analysis appears at a time when governments, donor agencies,
and private investors are funding an increasing number of microfi-
nance programs in low-income countries. In large measure, their
interest in microfinance is based on the belief that microfinance
institutions (MFIs) can contribute to poverty reduction.1 There is
less consensus, however, about to what degree, how and when pover-
ty can be reduced through microfinance.2

Two main "camps" have arisen regarding microfinance and pover-
ty reduction: the financial systems approach and the poverty lend-
ing approach.3

The financial systems approach views the overall goal of microfi-
nance as the provision of sustainable financial services to low-
income people, but not necessarily to the poorest among them. If
loans are demanded and paid back in time, the market has demon-

1 The concept "microfinance institutions" (MFIs) will be used as a common
concept for all formal institutions providing financial services to low-income
people, including credit unions, village banks, NGOs, commercial banks and
development banks.

2 The term "microfinance" is used when referring to small-scale financial services
in general, such as credit and/or savings. The term "microcredit" is used when
reference is made only to credit.

3 See for instance Malhotra, 1992.
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MlCROFINANCE AND PoVFRTV

strated that the services provided are valuable, so there is no need
for further impact studies. The services should not be targeted
exclusively to the poorest, but to underserved market niches in
general. There is no rationale for subsidies, and NGOs are seen as
having only a minor role in the microfinance market. Financial sus-
tainability is stressed because sustainable MFIs imply outreach in
the future. Lack of institutional capacity is perceived as a more
binding constraint on the outreach of microfinance than availabili-
ty of funds. Finally, among many of the proponents of the financial
systems approach, credit is not seen as the most important tool for
poverty reduction. As economists Adams and Von Pischke
(1992:1468) argue, "In our opinion, debt is not an effective tool for
helping most people enhance their economic condition — be they
operators of small farms or microenterprises, or poor women. In
most cases lack of formal loans is not the most pressing problem
faced by these individuals."

The poverty lending approach claims that the overall goals of
microfinance should be poverty reduction and empowerment.
There is no need to discuss financial sustainability if the services
provided do not have any impact on clients' poverty levels. Since
the overall goal is poverty reduction, complementary services are
often needed and integrated approaches are commonly applied.
Some donor funding and subsidies may be needed because avail-
ability of funds is the most binding constraint in expanding the
supply of financial services to the poor. While the financial systems
approach considers provision of financial services to be the main
objective of MFIs' operations, the poverty lending approach views
provision of such services as a means to achieve the main objective
of poverty reduction. Credit is perceived as an important and effec-
tive tool for poverty reduction. The director of Grameen Bank,
Muhamad Yunus, states this view forcefully: "...credit is more than
business. Just like food, credit is a human right" (Yunus in
Microcredit Summit, 1997:10). "If we are looking for one single
action which will enable the poor to overcome their poverty, I
would go for credit" (Yunus, 1994:1).
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PART I. MICROFINANCE AND POVERTY: MAIN ISSUES

This book advocates a more moderated approach: a "contingency
approach."4 Rather than analyzing the question of whether or not
microfinance is an important tool for poverty reduction, a contin-
gency approach analyzes how, to what degree, and under which con-
ditions microfinance can contribute to poverty reduction. Like
Rutherford (1998), this study views financial services for poor peo-
ple as "largely a matter of mechanisms that allow them to convert
a series of savings into usefully large lump sums... Financial ser-
vices for poor people are there to help them get hold of usefully
large sums of cash when they need the cash or have an opportunity
to invest it."

The Relationship between Microfinance and Poverty

The effectiveness of microfinance programs as tools for poverty
reduction depends, among other things, on whether and how suc-
cessfully they address the real constraints faced by the poor. These
constraints and factors vary. The amounts and/or quality of assets
of the poor may be inadequate. Opportunities to generate welfare
from assets may be constrained. Qualitative factors such as vulner-
ability and powerlessness may prevail. Furthermore, poverty, by
nature, is contextual: manifestations of poverty and processes lead-
ing to or intensifying poverty vary in time and by location.

How can financial services address the different causes of poverty?
The main contribution of microfinance — savings, credit and
insurance — is to help people overcome financial constraints and
facilitate the management of their money. The use of these services
may or may not change the underlying economic condition of a
household or enterprise.

The use of financial services can be classified into two broad cate-
gories: consumption and household risk-management; and pro-
duction and investment. Thus financial services can potentially

h See for insiance Mahajan and Dichter, 1990.
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MlCROFINANCE AND POVERTY

4

Box 1: How CAN MICROFINANCE
ASSIST THE POOR?

Promote investment in assets

Finance provides additional purchasing power, permitting
individuals to exceed the limitations of their current economic
situations. For instance, access to financial services provides a
means to accelerate accumulation of assets.

Facilitate activities to earn a livelihood

Access to financial services enables poor people to manage their
economic activities in a more efficient manner. For instance,
they can reduce working capital outflows if financing allows
them to purchase inputs at lower prices.

Protect against income shocks

Access to financial services may reduce households' vulnerabil-
ity by providing means to cope with emergency needs and
smooth consumption. Access to consumer loans may prevent a
sale of productive assets in times of low cash flows, and there-
by increase the economic security of the household.

Build social capital and improve quality-of-life

The poor may generate social capital as they participate in sol-
idarity groups (build networks), and establish a credit history
and trust. In addition, household members may experience a
rise in self-esteem, dignity and a sense of empowerment
through opportunities provided by access to financial services.
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PART I. MICROFINANCE AND POVERTY: MAIN ISSUES

play a dual role for the poor: cushioning the consumption of poor
households in the face of income volatility, and strengthening their
economic activities. (See Box 1, p. 4.) Although financial services
provide a means to purchase assets, such services cannot directly
enhance the availability, quality or productive use of assets. Other
services may be needed to allow poor borrowers to use financial
services effectively.

This book explores the possibilities and limitations of poverty
reduction through microfinance. Various factors — contextual and
agent-related — can influence the outreach and impact of microfi-
nance programs, as outlined in Figure 1 below:

• Agent-related factors include the mission and methodology of
MFIs, as well as the financial needs and constraints of microen-
trepreneurs and low-income households.

• Contextual factors are external circumstances such as regulatory
frameworks and local infrastructure that may affect the out-
reach of microfinance institutions and the welfare of microen-
terprises and households.

• Outreach of microfinance has different dimensions: how many
people are reached (scale of outreach); how poor are the clients
(depth of outreach); in which economic sectors are they
engaged (breadth of outreach); and where do they live (geo-
graphical outreach). Another dimension of outreach is the
quality of the services provided, such as the terms and condi-
tions and clients' transaction costs.

• Impact refers to the effects of microfinance on the livelihoods and
welfare of their clients.

Together, these conditions constitute the basis for poverty reduc-
tion through microfinance.

The next three parts of this book present and analyze common
assumptions about microfinance and its impact on poverty reduction.
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Figure 1: Factors Influencing Outreach and Impact of
Microfinance Programs

6

AGENT-RELATED FACTORS
• Microfinance institutions

(MFIs)
Mission and main objectives
Methodology, terms and
conditions
Financial sustainability

• Microenterprises and
households
Needs and constraints
Poverty level
Assets (human, physical &
financial)
Intra-household power
relations

OUTREACH
• Scale
• Depth
• Breadth
• Geographical
• Quality

WELFARE
IMPACT

CONTEXTUAL FACTORS
• Macro level

Economic indicators
Political stability
Regulatory framework

• Meso (local) level
Economic opportunities
Socio-cultural relations
Social & economic
infrastructure
Physical (e.g. density)
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P A R T I I .

Common Assumptions about
Microentrepreneurs and
Microfinance Institutions

Development agencies commonly consider assistance to microfi-
nance institutions as poverty interventions. This notion rests on
three assumptions: microentrepreneurs are poor; microentrepre-
neurs are constrained by inadequate access to credit; and microfi-
nance institutions aim for poverty reduction. While there is an
element of truth in each of these assumptions, this section presents
evidence demonstrating that this is not always the case.

Assumption 1 Most microentrepreneurs
are poor.

Contrary to the common view of microenterpreneurs as poor and
in need of assistance, the microenterprise sector is not a homoge-
neous pool of poverty-stricken households, but a highly heteroge-
neous collection of enterprises ranging from units engaged in sur-
vival activities to highly sophisticated businesses. A recent IDE
study of the poverty profile of people employed in the urban
microenterprise sector in Bolivia, Chile, Costa Rica, Honduras,
Paraguay, and Uruguay indicates that not all microentrepreneurs
are poor (Orlando and Pollack, forthcoming).5 This study is based
on national household surveys, and poverty is defined as the aver-
age household income of the microenterprise owner or worker,
using the ECLAC poverty line.6 The poverty profile is compared

5 Microenterprises are defined as businesses (farming and non-farming) with 10
employees or less and total assets equivalent to less than US$20,000, excluding
those in professional sectors such as medical and legal practices.

6 It should be noted, however, that informal economic activities often are under-
reported in household surveys.
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MlCROFINANCE AND POVERTY

between sectors and between occupational status, encompassing
owners, the self-employed, wage-employees and non-remunerated
family members. The main findings from the study are the
following:7

• There is a wide range of poverty incidence in the microenterprise
sector across countries in the region (see Graph 1 below). The
poverty rate for self-employed microenterprise owner/operators
ranges from less than 5 percent in Uruguay to 68 percent in
Honduras.

• The poverty incidence in the microenterprise sector is higher
than the poverty incidence in the population as a whole, except
for employers (with one or more employees). However, the
unemployed and economically inactive people are generally
poorer than the employed part of the population.

• Employees of microenterprises generally are poorer than people
employed in the rest of the private sector and in the public
sector. Region-wide, 25 percent of microenterprise workers are
poor, as compared to only 12 percent of workers in the rest of the
private sector.

• Microenterprise owners are generally less poor than wage-
employees in microenterprises. The self-employed (microentre-
preneurs with no employees) have poverty levels at or above
those of employees in the sector.

• People employed in manufacturing microenterprises are gener-
ally poorer than those employed in commerce and services.

• Poverty incidence is roughly the same for women and men
microentrepreneurs. Although women in the microenterprise
sector earn less than men, they do not live in poorer households.

• The poverty profile of the microenterprise sector varies mark-
edly by city within a country (based on data from Bolivia).

' See Tables I-I1 in Annex 2.
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PART II. MLCROENTREPRENEURS AND MICROEINANCE INSTITU TIONS

• Microenterprises run by indigenous people tend to be poorer
than those run by non-indigenous people (based on data from
Bolivia).

• People working in microenterprises generally have less formal
education than people employed in the private non-microenter-
prise sector.

Graph 1: Poverty Profile of People Employed in the
Microenterprise Sector*

Source: Orlando and Pollack, forthcoming.
*Poverty is defined by average household income, using a poverty line defined by
the 1DB, equivalent to $US 60 per month.
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MlCROFlNANCE AND POVERTY

These findings suggest thai urban microenterprise development
programs may not necessarily reach poor people. Non-targeted
microenterprise programs may indirectly reduce poverty by creat-
ing new employment for poor people and increasing spending by
wealthier microenterprises, but special measures may be needed to
directly reach poor microentrepreneurs.

Assumption 2 The most serious obstacle facing
microentrepreneurs is lack of
access to credit.

A common assumption upon which most microfinance programs
are based is that lack of access to credit is the most serious con-
straint faced by microentrepreneurs, and that vast numbers of the
poor lack this access. Various studies have been conducted on this
issue in relation to the microenterprise sector in Latin America and
the Caribbean, and the evidence does not unambiguously support
this assumption. Table 1 below summarizes findings from studies
in the Dominican Republic, Honduras, and Ecuador. Only in

Table 1: Main Constraints Perceived by Microentrepreneurs

CONSTRAINT

Problems related to markets
Lack of basic public services
Lack of access to credit
Inadequate business skills
Technical skills/ technologies
High cost of raw materials
No major constraint

DOMINICAN
REPUBLIC
% reporting
constraint

40
18
13
—
—
—
17

HONDURAS

% reporting
constraint

21
—
19
—

—
5

38

ECUADOR

Rating of
constraints

4
—
1
2
3

—
—

Sources: Ponz and Ortiz, 1995, ESA Consultores, 1996, Magill and Swansson,
1991.
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PART II. MICROENTREPRENEURS AND MICROFTNANCE INSTITUTIONS

Ecuador was lack of access to credit reported as the most binding
constraint. In Honduras and the Dominican Republic, the credit
constraint ranked second and third, respectively. In both the
Dominican Republic and Honduras, the most binding constraint
perceived by microentrepreneurs was problems related to markets.

Loans for business purposes, for both working and fixed capital,
are commonly seen as the financial services microentrepreneurs
need the most, and most microfinance institutions limit their activ-
ities to provision of such loans. Business loans are important for
microenterprise development, but evidence indicates a mismatch
of demand and supply of different types of financial services.
Various studies stress the importance of not only targeting specific
loan uses, but also focusing on overall household financial man-
agement. Other research demonstrates that the poorest microen-
trepreneurs tend to exhibit a greater demand for financial services
that will protect household consumption from shocks, such as sav-
ings and consumer credit.8 In a study of the clients of two MFls in
Bolivia—PRODEM and CRECER—Nanci Lee (1996) demonstrates
that rural households in Cochabamba use financial services for var-
ious livelihood activities, and that credit generally moves freely
within the household according to needs. Clients report the fol-
lowing applications of financial services, among others: restocking
after emergencies, storing wealth, investing in capital, diversifying
activities, meeting household expenses, and financing traditional
events such as weddings and funerals.

Few studies have analyzed poor people's need for deposit services,
but evidence indicates that the demand is high once such services
are available.9 In Indonesia, BRI (Bank Rakyat Indonesia) has
reached more than 16 million savers—six times more than the total

8 See for instance Almeyda, 1996, Lee, 1996, Albee and Reid, 1992, Gonzalez-Vega
et al., 1996, Hulme and Mosley, 1996, Montgomery, 1996, Johnson and Rogaly,
1997, Mahajan and Ramola, 1996.

9 See for instance Wisniwski, 1997 and 1998, Robinson, 1994, and Rutherford,
1998.
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MlCROUINANCE AND POVERTY

number of borrowers (CGAP, 1998). In India, SEWA (Self-
Employed Women's Association) had more than 44,000 depositors
as of December 1996—four times the total number of borrowers
(Bhatt, 1998).

The evidence presented above demonstrates that lack of access to
credit is often an important constraint, but not always the main con-
straint perceived by microentrepreneurs. Furthermore, a financial
system for the poor must focus on various needs and provide a wide
range of financial services, not only credit for production purposes.

Assumption 3 The main objective of most
12 . ,.

microjinance institutions is
poverty reduction.

The microfinance industry consists of a wide variety of institutions,
ranging from NGOs pursuing exclusively social objectives to profit-
maximizing institutions. NGOs normally use microfinance as a
means Jor poverty reduction, whereas commercial institutions perceive
provision of financial services as their main objective. In the microfi-
nance community, there is a strong divergence of opinion as to
whether financial sustainability or poverty reduction should be the
main objective or "raison d'etre" for MFIs. In addition, among those
who see poverty reduction as the ultimate goal of microfinance, there
is no agreement as to whether this goal is best fulfilled by exclusive-
ly targeting the poorest of the poor, or by providing financial services
on a broader basis to low-income people. Rather than discussing
competing approaches in microfinance, this study emphasizes the
heterogeneity of MFIs, as presented in Table 2 below.10 In addition to
representing different opinions about how and why to extend micro-
finance, different approaches and institutions constitute a division of
labor or fill different market niches in microfinance.

10 This typology is developed by Fernando Lucano of IDE's Microenterprise Unit
(Lucano and Taborga, 1998).
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MlCROFINANCE AND POVERTY

Commercial formal financial institutions (FFIs) and multipurpose
NGOs may serve very different purposes, and they may have few
things in common except for providing small loans. However, both
types of institutions may contribute directly or indirectly to pover-
ty reduction. Commercial FFIs see microfinance mainly as a way of
expanding into new markets, and microentrepreneurs do not com-
prise the majority of their clients. Specialized formal financial insti-
tutions work entirely with provision of financial services to
microenterprises. Within each typology of FFIs there are two sub-
categories: one category consists of FFIs with mainly commercial
goals, and the other of FFIs with a mix of commercial and social
objectives. Another type of MFI are the specialized NGOs which
limit their activities to microfinance; however, they are normally
more socially oriented than formal financial institutions. NGOs are
also more dependent upon donor funds since their legal status nor-
mally prevents them from capturing savings or borrowing in the
commercial markets. Finally, multipurpose NGOs provide other
services for microentrepreneurs in addition to microfinance, such
as health and education services. For these NGOs, microfinance is
used as a means for poverty reduction and may also be seen as a
way to attract poor people to other development programs.

In this book, we will concentrate on institutional microfinance
providers and their role in poverty reduction. Informal financial
arrangements — savings and credit clubs, family and friends, sup-
pliers credit, private moneylenders, and private depositors — play
important roles in microfinance, however. Many innovative solu-
tions to lower transaction costs and substitute collateral, such as
the solidarity group lending methodology, stem from indigenous
practices such as Rotating Savings and Credit Associations
(RoSCAs).11 Informal arrangements play complementary and sub-
stituting roles even in markets with highly competitive formal
financial institutions. In Bolivia, for instance, membership in
RoSCAs is widespread and common in different strata of the popu-
lation (Adams et al, 1989).

11 In Bolivia, RoSCAs are called "Pasanakus."
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PART II. MICROENTREPRENEURS AND MICROFINANCE INSTITUTIONS

Assumptions 1-3 CONCLUSIONS

Are most microentrepreneurs poor?

• Not all urban microentrepreneurs are poor, and the per-
centage of poor microentrepreneurs varies by country.

Is lack of credit the most serious obstacle facing
microenterpreneurs?

• Lack of credit is not always the main constraint for
microenterprises' growth and development.

• Poor people demand a wide range of financial services for
different business and household purposes, both as invest-
ment and coping strategies.

Is poverty reduction the main objective of most microfinance
institutions?

• Many MFIs do not have poverty reduction among their
main objectives.

• The microfinance industry today consists of a wide range
of MFIs serving different market niches that can directly or
indirectly contribute to poverty reduction.

What is the role of microfinance in poverty reduction?

• Microfinance can only address poor people's financial
constraints: that is, enable them to manage money more
efficiently and accelerate investments.

• Microfinance should be seen as provision of small-scale
financial services to businesses and households traditional-
ly kept outside the financial system, rather than the more
narrow view of microfinance as services for poor microen-
terprise owners.
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P A R T I II .

Common Assumptions about
the Outreach of Microfinance
Institutions

The microenterprise sector is characterized by a continuum from
tiny survival enterprises to dynamic, sophisticated enterprises.
How well do microfinance institutions reach these various firms?
In this section, dimensions of outreach of microfinance programs
are discussed through a presentation and analysis of the available
empirical evidence. The focus will be on microcredit, since most
studies analyze this part of microfinance.

There are five dimensions of outreach:
• Depth of outreach (how poor are clients);
• Scale of outreach (how many people are reached);
• Breadth of outreach (in which economic sectors are they

engaged);
• Geographical outreach (where do they live); and
• Quality of outreach (quality of the services provided).

Figure 2 below explores the first three dimensions.

The vast majority of enterprises in the sector are very small; at this
level, the household income of the majority of owners/workers
falls below or close to the poverty line. Relatively larger and more
prosperous firms are far less numerous. This distribution is illus-
trated with the triangle in Figure 2.

Around this triangle are arrayed the various types of microfinance
institutions. They are arranged in order from high to low capacity
for financial intermediation and financial sustainability. Clients of
formal and more sustainable microfinance institutions tend to be
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MlCKOFINANCE AND POVERTY

less poor than clients of NGOs. This depth of outreach is illustrat-
ed by the height of the cubes below the name of each institution.

On the other hand, commercial institutions may reach a larger
number of poor people than NGOs because of their greater capac-
ity for financial intermediation. This scale of outreach is represent-
ed by the width of the cubes. Some microfinance institutions tend
to reach a narrow niche of the microenlerprise sector. The domi-
nant part of their microenterprise clients are often small traders.
Breadth of outreach is illustrated by the depth of the cube.

18
Figure 2: Outreach of Microcredit

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



PART III. OUTREACH OF MICROFINANCE INSTITUTIONS

Assumption 4 The poorest microentrepreneurs
are reached by NGOs that apply
the solidarity group methodology.

It is commonly believed that MFIs' clients in general are poor, and
that there is a relationship between type of institution and the
poverty level of its clients. Studies indicate, however, that few MFIs
reach the poorest of the poor, and that many MFIs have a high per-
centage of non-poor clients.12 One of the main reasons cited for
poor peoples' inadequate access to institutional credit is their lack
of physical collateral. Therefore, it is commonly believed that MFIs
using solidarity group guarantees reach poorer people—especially
NGOs, since they are the MFIs that are the most poverty-oriented.
Does evidence support such a relationship between depth of out-
reach and loan methodology, and between outreach and type of
institution?

A World Bank survey of MFIs in Latin America and the Caribbean
(LAC) indicates that, on average, NGOs serve poorer clients than
credit unions, and that credit unions serve poorer clients than
banks (SBP, 1996b).13 However, if the MFIs' clients fall in a broad
range, it is possible for institutions with higher average loan size to
reach more numbers of poor clients. In fact, credit unions and
banks reach on average ten times as many clients as NGOs (see
Table 3 below). MFIs that employ the village banking or self-help
group methodology (groups of 11-50 people) have the lowest loan
sizes. MFIs using the individual lending methodology tend to oper-
ate with higher loan sizes. Institutions which utilize the solidarity
group method (groups of 2-10 persons) have average loan sizes
between the two mentioned above (SBP, 1996b).

12 See, for instance, Christen et al, 1995 (worldwide), Hulme and Mosley, 1996
(worldwide), Navajas et al, 1996 (Bolivia), Hashemi, 1997 (Bangladesh),
Mahajan and Ramola. 1996 (India) and Johnson and Rogaly, 1997.

13 Average loan size expressed as a percentage of GNP per capita is used as a proxy
for depth of outreach.
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MlCROHINANCE AND POVERTY

Table 3: Loan Portfolio by Institutional Type in Latin America
and the Caribbean

Number of MFIs in sample
Average no. of outstanding MFI loans
Average loan size
Median loan size
Avg. loan size as % of GNP/capita
Median loan size as % of GNP/capita
Annual growth in loan portfolio 1994 (%)
MFIs with more than 50% women (%)
MFIs offering social services (%)
Percentage of rural clients

NCOS

65
5,600
$303
$693

18
42
49
46
26
42

CREDIT
UNIONS

12
52,404
$1,343
$2,049

81
124
25
20
0
29

BANKS

8
62,315
$1,840
$1,348

111
82
39
57
0
20

Source: SBP, 1996b.

This difference in average loan size and outreach between banks,
credit unions and NGOs is also demonstrated by Gloria Almeyda
(1996) in her study of women microentrepreneurs' access to finan-
cial services in Latin America and the Caribbean.14 Even though
the general observation seems to be that NGOs reach poorer clients
than other MFIs, there are some exceptions. For instance, the
private bank Banco del Pacifico, in Ecuador, has a lower average
loan size than FED (Fundacion Ecuatoriana de Desarrollo), a
non-profit organization. In addition, NGOs tend to reach a smaller
number of microentrepreneurs than other MFIs (Fundacion
Ecuatoriana de Desarrollo). Almeyda also found that lack of assets
for collateral is not the main constraint on poor people's access to
institutional credit. In fact, very few commercial banks in Latin-
America require physical collateral for loans less than US$1,000.

Studies of village banks worldwide indicate that such MFIs reach
poorer clients than other MFIs (SBP, 1996a; GEMINI, 1993; and
Nelson et al, 1996, among others). As for commercial banks, Baydas
et al. (1997) recently conducted a worldwide study of such institu-
tions. The depth of their outreach varies significantly, and average
loan size is between 20 and 844 percent of GNP per capita.15

14 See Table IV in Annex 2.
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PART 111. OUTREACH OF MICROFINANCE INSTITUTIONS

In the studies referred to above, average loan size expressed as a
percentage of GNP per capita is used as a proxy for clients' pover-
ty level. This proxy might be inaccurate for two main reasons: GNP
per capita does not necessarily reflect the citizens' real income; and
loan size does not necessarily correlate with clients' poverty level.
There are two other main limitations of using average loan size as
a proxy for clients' income level:

• Many MFIs have a fixed, low entry-level loan size regardless of
the debt capacity of the clients, and a maximum loan size that is
too low for some clients.

• In contexts where an MFI is the sole financial institution operat-
ing, there might be a considerable percentage of non-poor
clients: that is, clients who would have preferred larger loans.

Furthermore, average loan size does not provide information on the
actual poverty profile of the clients: their distribution above and
below the poverty line. Navajas et al. (1996) assess the poverty pro-
file of clients of five Bolivian MFIs (FIE, Los Andes, BancoSol, PRO-
DEM, and Sartawi), and conclude that some of the most well-known
MFIs in Bolivia do not reach the poorest of the poor, and have a sig-
nificant number of non-poor clients (see Table 4). BancoSol, PRO-
DEM and Sartawi use solidarity groups, whereas FIE and Caja los
Andes apply the individual lending methodology. PRODEM,
Sartawi and FIE are specialized NGOs, and BancoSol and Caja Los
Andes are specialized formal financial institutions.16 Among the
urban MFIs (FIE, BancoSol and Los Andes), BancoSol's clients have
the highest poverty incidence (36 percent). However, the poverty
incidence of the urban population in La Paz as a whole (56 percent)
is significantly higher than the incidence among BancoSol's clients.
The poor clients of the three urban MFIs are concentrated close to
the poverty line, and none are among the poorest. The rural NGOs
reach poorer strata of the population than the urban MFIs, both in
terms of overall poverty incidence and percentage of indigent

n See Table V in Annex 2.
16 FIE transformed from an NGO to a private financial fund in early 1998.
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MlCROFINANCH AND POVERTY

Table 4: Distribution of Clients of Bolivian MFIs by Basic
Needs Achievement*

NON-POOR
Area/MFI

La Paz-urban
FIE
Caja Los Andes
BancoSol

La Paz-rural
PRODEM
Sartawi

Satisfied Threshold TOTAL

26.6
34.1
23.4
21.3

0.9
10.8
4.7

17.0
45.7
50.8
42.3

2.3
8.1

19.7

43.6
79.8
74.2
63.6

3.2
18.9
24.4

POOR
Moderate Indigent

39.0
18.1
22.7
33.9

21.0
66.2
57.0

16.7
2.1
3.1
2.5

64.0
14.9
17.4

Poorest

0.7
0.0
0.0
0.0

11.9
0.0
1.2

TOTAL

56.4
20.2
25.8
36.4

96.9
81.1
75.6

Source: Adopted from Navajas et al, 1996; data from 1995.
* The Basic Needs Achievement Index consists of four components: housing,

public services, education and health. In the "non-poor household" category;
the "threshold" households are those that on average satisfy 90 to 110 percent
of the basic needs, and "satisfied" households satisfy 110 percent or more. In
the "poor household" category, "moderately poor" satisfy 69 to 90 percent,
"indigent" (destitute) 30 to 60 percent, and "poorest" satisfy 0 to 30 percent of
the basic needs.

clients. On the other hand, the incidence of poverty in rural areas is
significantly higher than in urban areas in Bolivia.

Navajas et al. (1996) indicate positive relationships between both
depth of outreach and type of institution and the solidarity group
methodology. The relationship, however, is not strong. Contrasting
this, two worldwide studies of MFIs found no relationship between
lending methodology and depth of outreach (Christen et al, 1995
and Hulme and Mosley 1996). In addition to comparing the poverty
level of MFIs' clients, however, it is important to compare the absolute
numbers of poor people they reach (see Table 5 below). Although
both PRODEM and Sartawi reach significantly poorer clients than
BancoSol, BancoSol reaches more than twice as many poor microen-
trepreneurs in the La Paz area than PRODEM and Sartawi together,
and twice as many destitute families as PRODEM.17

1' However, this might not be the case at the national level (see table note, Table 5).
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PART 111. OUTREACH OF MICROFINANCE INSTITUTIONS

Table 5: Poverty Profile of the Clients of Five Bolivian MFIs*

MFI

FIE

Los Andes

BancoSol

PRODEM

Sartawi

NON-POOR CLIENTS POOR CLIENTS
Satisfied Threshold Moderate Indigent Poorest

34%
(1,877)

23.4%
(2,163)

21.3%
(6,393)

10.8%
(268)

4.7%
(232)

45.7%
(2,484)

50.8%
(2,805)

42.3%
(12,696)

8.1%
(201)

19.8%
(976)

18.1%
(994)

22.7%
(1,253)

33.9%
(10,175)

66.2%
(1,642)

57%
(2,810)

2.1%
(110)

3.1%
(171)

2.5%
(750)

14.9%
(370)

17.4%
(858)

0%

0%

0%

0%

1.2%
(59)

TOTAL

100%
(5,465)

100%
(6,392)

100%
(30,014)

100%
(2,481)

100%
(4,935)

Source: Navajas et al., 1996, data from 1995.
* Absolute numbers in parentheses. However, the absolute numbers refer only to

the total amount of clients in the area of the study: La Paz, El Alto, and the
Altiplano. In Bolivia as a whole, BancoSol has 73,000 clients; FIE, 37,000; PRO-
DEM, 28,000; Los Andes, 23,000, and Sartawi, 6,500 (as of June 1997).

23

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



MlCROFINANCE AND POVERTY

Assumption 4 CONCLUSIONS

How well do MFIs reach the very poor?

• Studies indicate that few MFIs reach the poorest.

• In general, NGOs reach poorer people than formal financial
institutions, but there are also many examples of banks
reaching the poor, and in some cases their clients are even
poorer than those of NGOs.

• Credit unions and other formal financial institutions reach a
significantly larger number of poor people than most NGOs.
However, the percentage of poor among bank clients is less
than among NGO clients.

• Some of the best known MFIs in Bolivia do not reach the
poorest of the poor and have a high percentage of non-poor
clients. There is no clear relationship between lending
methodology and the poverty level of MFI borrowers.
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PARI Til . OI;TRKACH OF M I C R O H N A N C E INS

Assumption 5 MFIs face a trade-off between
reaching the poor and achieving
financial sustainability.

It is commonly argued that the more MFIs aim for financial sustain-
ability, the less will be their impact on poverty reduction: that there
is a trade-off between outreach and financial sustainability. This is
not necessarily correct, and the concept of "trade-off needs to be
clarified. There might be a trade-off between the financial sustain-
ability and the depth of outreach: that is, how poor are the people it
is possible to reach with sustainable services. However, there is not
necessarily a trade-off between scale of outreach and financial
sustainability. What evidence, then, do studies on trade-offs in
microfinance provide on these issues?

In a study of eleven MFIs worldwide it was found that financially
sustainable institutions can reach very poor people, and that there is
no trade-off between reaching the poor with credit and financial sus-
tainability (Christen et al., 1995). The main findings on the MFIs
examined are shown in Table VI in Annex 2 and in Graph 2 below.
Loan size is applied as a proxy for clients' income level, and the
depth of outreach is compared between MFIs by expressing the aver-
age loan size as a percentage of GNP per capita. Two Indonesian
MFIs—LPD (Lumbago Perkreditan Desas) and BKD (Badan Kredit
Desa)—score high on financial sustainability and seem to reach
down to the poorest strata of the Indonesian population, BKD with
an average loan size as low as US$38. In addition, these institutions
operate on a large scale; each serves about one million borrowers.
The authors argue that scale, rather than an exclusive focus on the
poorest, determines whether the very poor are reached. This is not
always true, however, as shown in Graph 3: BRI in Indonesia with
almost two million clients does not seem to reach the poorest.

Christen et al.'s conclusion that there is no trade-off between finan-
cial sustainability and depth of outreach should be interpreted with
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MlCROHNANCE AND POVERTY

Graph 2: Financial Sustainability and Depth of Outreach*

Source: Adapted from Christen et al, 1995, data from 1993.
* Total number of borrowers in parenthesis.

caution. The data as presented in Graph 2 show no trade off, but
the data is not strong and the proxies for Sustainability and for out-
reach are not perfect. The indicators of financial Sustainability rep-
resent financial performance for 1993 only, and performance may
vary from year to year. Furthermore, loan size is used as a proxy for
poverty; the clients' poverty level is not directly measured.

Contrary to Christen et al., Hulme and Mosley (1996) argue that
microfinance programs do not reach the poorest of the poor, and
that there is a trade-off between Sustainability and depth of out-
reach (measured as clients' average income as percent of the coun-
try's poverty line). The majority of the institutions in their study
appear to have borrowers below the poverty line, but few of these
clients are very poor.18 Graph 3 below indicates that MFIs that are
highly dependent on subsidies, such as TRDEP and BRAC in C
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PART 111. OUTRHACH Of MICROFINANO: INSTITUTIONS

Bangladesh, reach poorer clients than more sustainable MFIs like
BRI and BKK/KURK in Indonesia. The trade-off between depth of
outreach and sustainability is not very strong, however. On the
other hand, Hulme and Mosley give other evidence of the existence
of a trade-off between outreach and sustainability after a detailed
analysis of each MFI. They show strong positive correlation
between loan size and household income, and strong negative cor-
relation between loan size and cost of lending.

Graph 3: The Relationship between MFI Subsidy Dependence
and Depth of Outreach*

27

Source: Adapted from Hulme and Mosley, 1996, data from 1992.
* Total number of borrowers in parentheses. The Subsidy Dependence Index is a

measure of the extent to which the lending interest rate would have to be raised
in order to cover all operating costs if any subsidies were taken away (see Yaron,
1997).

18 See Table VII in Annex 2.
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MlCROFlNANCE AND POVERTY

Hulme and Mosley found that institutions that target the poor have
a much higher percentage of clients below the poverty line than
institutions that do not attempt to target the poor only. On the
other hand, of the five MFIs studied that reach more than 500,000
microentrepreneurs, three are non-targeted (BRI Unit Desea, BKK,
and SANASA). This shows that open-access institutions may reach
a larger number of poor and hence contribute to poverty reduc-
tion—even though their clients might be less poor than clients of
targeted programs.

We have seen studies showing a trade-off between depth of pover-
ty outreach and financial sustainability and one study claiming that
there is no such trade-off. The two most thorough studies on the
subject conducted in the last five years reach opposite conclusions.
The data presented do not provide enough evidence, however, for
rigorous conclusions on the question of whether it is possible to
reach the poorest of the poor with sustainable financial services.
More research needs to be conducted to analyze if there is a lower
limit to the loan size: that is, whether there is a "floor" below which
it is not possible to operate in a financially sustainable manner.

28

Assumption 5 CONCLUSIONS

Do MIFs face a trade-off between reaching the poor and
achieving financial sustainability?

• Whether there is a real trade-off between financial sustain-
ability and reaching the poorest remains inconclusive.

• There is a positive correlation, however, between financial
sustainability and reaching many poor people.
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PART III. OUTREACH OF MICROFINANCE INSTITUTIONS

Assumption 6 Rural and poor areas remain
underserved by microfinance
institutions.

This assumption reflects a general concern in Latin America and
the Caribbean that development efforts are biased toward metro-
politan areas, leaving rural areas and remote towns underserved.
More concretely, the concern is based upon the fact that there are
certain impediments to financial transactions that are more severe
in rural than in urban areas. Among such obstacles are imperfect
information, inadequate contract enforcement, low population
density, high prices and production risk, and a larger number of
missing or incomplete complementary markets.19

One of the best countries to look at to confirm or deny the validi-
ty of these beliefs may be Bolivia. Bolivia is one of the poorest
countries in Latin America. Nevertheless, it has a relatively mature
microfinance industry compared to other countries in the region.
Hence, the status of the microfinance industry in Bolivia today
might be a good indicator of what other countries can achieve.
Contrary to what one would expect based on the obstacles to rural
finance previously mentioned, the expansion of MFIs in Bolivia has
been stronger in rural than in urban areas in recent years (see Table 6).
Furthermore, rural branches outnumbered urban branches as of
December 1996.

Rural outreach does not necessarily mean outreach to poor areas,
however, since poverty incidence varies between regions. Hence,
one should also take into consideration the location within urban
and rural areas. For rural locations, Marconi (1996) conducted a
study of the geographical outreach of 16 NGOs in Bolivia (see
Table 7). The 16 MFIs have 78 branches distributed in eight of

19 The 1DB is currently conducting research on promising practices in rural
finance, and is also developing a new Rural Finance Strategy with the aim of
promoting efficient and sustainable rural financial services. Mark Wenner in
IDE's Microenterprise Unit is coordinating this work.
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MlCROFINANCE AND POVERTY

Table 6: Urban and Rural Outreach of Bolivian MFIs

Urban
Rural
BOLIVIA

% of
total

population

61
39

100

Poverty
incidence

(%)

51
94
70

%of
total no.
of poor

40
60

100

No.
of MFIs

8
6
14

No. of
branches

71
80
151

No. of
clients

124,126
94,627

218,735

%of
total

clients

57
43

100

Sources: CIPAME and F1NRURAL, 1997, INE's (Institute Nacional de
Estadisticas) web page.

Bolivia's nine states (departamentos). Most MFIs are concentrated in
the three main states—La Paz, Santa Cruz and Cochabamba—and
none of the MFIs are located in the state of Pando. This does not
necessarily reflect a bias toward more developed areas, however,
since 68 percent of Bolivia's population live in the three principal
states, and only one percent resides in Pando. Furthermore,
Potosi—one of the poorest states of Bolivia—is among the fastest
growing areas with regard to availability of microfinance services.
Besides differences between states, there are also variations in
coverage within states. Marconi (1996) finds a strong negative rela-
tionship between coverage of financial services and the level of
poverty in each province, and none of the MFIs are serving any of
Bolivia's 35 poorest provinces.

The urban MFIs are highly concentrated in the principal states, and
do not have branches in the more remote states of Beni and Pando.
Urban MFIs are expanding quickly in states such as Potosi and
Tarija, however, which are among the poorest states in Bolivia (see
TableS).20

30

20 The table and the data are taken from CIPAME's newsletter with data on its
members BancoSol, FIE, IDEPRO, PROA, CIDRE and FUNBODEM. CIPAME is
an umbrella organization for urban MFIs in Bolivia. It is important to note that
Caja Los Andes, with more than 23,000 clients, was not a member of CIPAME
in December 1996 and therefore is not included in the data.
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PART III. OUTREACH OF MICRORNANCE INS'I ITUTIONS

Table 7: Geographical Outreach of Rural MFls' Total Portfolio
in Bolivia

STATE

La Paz
San la Cruz
Cochabamba
Potosi
Chuquisaca
Oruro
Tarija
Beni
Pando
TOTAL

Population 1997
(urban and rural)

2,268,824
1,651,951
1,408,071

746,618
549,835
383,498
368,506
336,633
53,124

7,767,060

% of total
population
in Bolivia

29
21
18
10
7
5
5
4
1

100

GNP per
capita (1993)

(US$)

$678
$976
$687
$391
$586
$744
$817
$793
$913
$750

% of total
value of

total portfolio
of rural

MFIs (12/95)

27.8

32.7

17.1
11.2
3.0
5.3
2.3
0.6
0.1

100

No. of
clients as
% of rural

EAP*
(12/95)

10.3

8.9

4.3

5.3
1.9

12.7
5.4
4.4
0.1
6.8

Sources: Marconi, 1996, INE, 1996 and INE's (Institute Nacional de
Estadtsticas) web site.

* EAP stands for Economically Active Population (work force)
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Table 8: Geographical Outreach of Urban MFIs' Total Portfolio
in Bolivia

STATE (city)

La Paz {La Paz)
La Paz (El Alto)
Santa Cruz
Cochabamba
Potosi
Chuquisaca (Sucre)
Oruro
Tarija
Beni
Pando
TOTAL

Population 1997
(urban and rural)

2,268,824

1,651,951
1,408,071

746,618
549,835
383,498
368,506
336,633

53,124
7,767,060

% of total
population
in Bolivia

29

21
18
10
7
5
5
4
1

100

% of total
clients of

urban MFIs
as of 12/96

La Paz 23
El Alto 15

37
13
2
1
9
1
-
-

100

Growth in
no. of clients
1995-96 (%)

La Paz -3
El Alto 1 1

172
16
29
6

52
108
-
-

Sources: CIPAME, 1997 and INE's (Instituto Nacional de Estadisticas) web site.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



MlCROFlNANCE AND POVERTY

The data on geographical outreach in Bolivia demonstrate that rural
and urban MFIs in Bolivia tend to be biased toward the most devel-
oped states and provinces, measured by the relative coverage of their
services. Bolivian MFIs are, however, increasingly expanding into
more remote areas, and the coverage of financial services might
therefore be more equal in the future. For instance, PRODEM now
has more than 40 offices in secondary towns and rural areas.

The case of Bolivia also offers some conclusions on how to promote
geographical expansion of MFIs. In a field study of various MFIs in
Bolivia conducted by the Inter-American Development Bank, the
following factors were reported as important determinants for the
establishment of a new branch:

• Population concentration (expressed especially by urban MFIs
that experience high competition).

• Easy access, such as well-developed infrastructure and modes of
transportation.

• Areas with good opportunities for economic growth, such as areas
with micro-irrigation systems (expressed mainly by specialized
rural MFIs).

• Poverty level (expressed mainly by poverty-oriented rural NGOs).

Outreach at this time does not guarantee continued access, however.
Rural MFIs appear to have greater difficulty reaching sustainability.
Managers of formal Bolivian MFIs and NGOs in the process of grad-
uation explained that it is not possible to operate in a sustainable
manner in the most marginalized and remote areas of the country. In
this regard, the experience in Mali is instructive (see Box 2). There,
village banks have managed to operate in a sustainable manner in the
country's poorest areas by using participatory methods and mobiliz-
ing local savings before starting with lending activities.

In Bolivia, there seems to be a stronger trade-off between geo-
graphical outreach and financial sustainability than between depth
of outreach and financial sustainability. At least the experience of
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PART III. OUTREACH OF MICROFINANCE INSTITUTIONS

Box 2: DEVELOPING FINANCIAL SERVICES IN POOR
REGIONS: THE CASE OF VILLAGE BANKS IN
PAYS DOGON, MALI

Pays Dogon is located in a Sahelian zone that has suffered from severe
droughts for the past twenty years or so. It is an extremely poor region,
accessible only with the greatest difficulty via a dilapidated network of
dirt roads, and has one of the country's lowest school enrollment rates.
How on earth was it possible to develop a viable and sustainable financial
system in such a location? The answer is, by calling on the strength of the
Dogon villagers— their sense of social community and value systems that
are grounded in mutual help and solidarity (particularly toward the
weakest among them), integrity, honor, and respect for the elders. The
village banks in Pays Dogon offer a savings service that is accessible to all
members who deposit sums as small as CFAF 100 (20 US cents) a week.
Interest rates on deposits vary from one village to another, averaging
around 20 percent a year, far higher than the rate offered by formal banks
(5 percent). All of these local savings are reinvested in loans within the
village, at the decision of a management committee made up entirely of
villagers elected by their peers...

At present, each bank has a varied portfolio comprised of loans from
US$5 to women for cotton-spinning activities to loans of US$50 made to
women and young people wishing to develop a sheep-raising business, as
well as loans ranging from US$400-1,000 for blacksmiths to help them
improve their production of farm implements and household utensils or
weavers interested in diversifying their product range...The 54 village
banks of Pays Dogon, which served close to 17,000 members in 1995,
have connections with the formal banking sector for annual refinancing
to expand their lending capacity...

[In addition to] the difficult environment in Mali and the challenges
normally associated with a micro-finance operation, the village banks in
Pays Dogon are faced with yet another challenge: that of delivering cost-
effective financial services to a very poor clientele.... From the very
beginning, before attempting to cover their operating costs, the village
banks mobilized local savings and linked with the existing banking sys-
tem. This strategy, however, is in contrast to micro-finance institutions
in other parts of the world that started out by focusing on lending alone,
which was facilitated by the availability of subsidized external capital.

(Excerpted from Chao-Beroff, 1996.)
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MlCROFlNANCE AND POVERTY

the Inter-American Development Bank in Bolivia has shown that
NGOs operating with grants are able to locate in poorer and more
remote areas than non-subsidized institutions with higher capital
costs. However, in areas where both donor-funded and more sus-
tainable MFIs operate, such as in the city of Potosi, they tend to
work with the same type of clients.

The possibility of geographical outreach is influenced not only by
contextual factors like density of population and infrastructure, but
also by the legal framework. Some of the rural NGOs in Bolivia
manage to operate in marginalized and remote areas by having the
branch open only once a week—market day, when a large number
of economic transactions take place. In most countries in Latin-

34 America, however, the Superintendency of Banks regulates the
opening hours of formal financial institutions (Jansson, 1997). In
Bolivia, formal financial institutions are required to be open five
days a week, and a minimum of 7.5 hours a day (Jansson, 1997),
making it difficult for regulated MFIs to operate in remote and dis-
persely populated areas.

A World Bank survey of MFIs in Latin America and the Caribbean
indicates that, on average, NGOs have a higher percentage of rural
clients than credit unions and private banks (see Table 3 and SBP,
1996b). The average share of rural borrowers in MFI portfolios is
39 percent in Latin America, which is significantly lower than both
Africa and Asia (SBP, 1996a). On the other hand, Latin American
MFIs face a considerably lower rural population density than other
regions in the world, a factor that affects transaction costs in rural
areas.
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PART III. OUTREACH OF MICROFINANCE INSTITUTIONS

Assumption 6

Do rural and poor areas remain underserved by MFIs?

• MFIs' expansion into poor rural areas is limited by difficul-
ty of access, poor quality of infrastructure and limited local
markets.

• The regulatory framework, such as opening hours of bank
branches, influences the ability to operate in a sustainable
manner in remote areas.

• MFIs' operations in remote areas may be facilitated by links
to local communities' existing social and economic organiza-
dons and mobilization of local savings.

• Evidence from Bolivia shows that MFIs are quickly expand-
ing into rural areas. However, they have not yet reached the
poorest areas.

CONCLUSIONS
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MlCROFINANCE AND POVERTY

Assumption 7 MFIs must specifically target the
poorest people and areas.

While Assumptions 5 and 6 relate to the actual outreach of MFIs
and the factors that influence outreach, Assumption 7 concerns
more normative issues of whether MFIs should have as their main
objective reaching the poor, and if so, whether they should nar-
rowly target the poorest. The issue arises from a concern that few
MFIs reach the poorest strata of the population.

For instance, the Microcredit Summit Campaign limits the main tar-
get group of microcredit to the "poorest of the poor," defined as the
bottom half of the population living below their country's poverty
line. The purpose of the Microcredit Summit movement is to launch
a global campaign to reach 100 million of the world's poorest fami-
lies with credit and other services by the year 2005 (Microcredit
Summit, 1997). Application of poverty yardsticks and targeting
methods are perceived as necessary means for reaching this goal. It is
not clear, however, to which extent it is feasible and desirable to
work with only destitute clients — a client profile very few, if any,
MFIs have today. For instance, for the MFI with the deepest poverty
outreach in the study from Bolivia—Sartawi—only 20 percent of the
clients fall within the Microcredit Summit's target group.

Assumption 7 and the Microcredit Summit's mission are based on
certain assumptions:

• All MFIs strive for poverty reduction;
• Poverty is most effectively reduced by targeting financial services

to the poorest of the poor;
• The fact that most of the poorest of the poor do not have credit

from MFIs reflects a real underlying problem that can and should
be solved; and

• Narrow targeting is an important condition for outreach to the
poor.
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PART III. OUTREACH OF MICROHINANCE INSTITUTIONS

The discussion that follows addresses the last two assumptions
through a discussion of who does not have access to microcredit
and why: it explores the extent to which lack of access reflects a
real problem that should be addressed. Finally, the discussion
examines how poorer people and more poor clients can be reached.

Who are the poorest, and why do they not always have
access to microcredit?

Microfinance has special characteristics that make it different from
other poverty interventions. Provision of credit to poor people is
complicated and expensive, requires creditworthiness, and
involves risk for both borrowers and lenders. Consequently, MFIs
apply various requirements for granting of loans. Common require- 37
ments for obtaining a loan from an MF1 in Latin America include:

• Being the owner of the economic activity in question;
• Presenting an identification card;
• Having at least 6-12 months experience with the economic

activity in question; and
• Restricting the use of the loan to productive activities.21

As demonstrated in Part II of this study, poverty is more severe
among underemployed and unemployed people than among those
employed in the urban sector. Furthermore, wage-employees that
work in microenterprises are in general poorer than owners.
Hence, the poorest of the poor do not necessarily own a microen-
terprise, and few MFIs provide loans for start-ups.22 Furthermore,
the poorest of the poor are often vulnerable and might not be will-
ing to take the risk of borrowing to invest in income-generating
activities. For example, Hashemi (1997) explains that most hard

21 However, more and more MFIs operate with fewer restrictions on loan use. For
instance, PRODEM in Bolivia has the policy of providing credit of free use
("libre disponibilidad").

22 Microcredit for start-ups seems to be more common in Asia (for example, the
Grameen Bank), than in Latin America. In Bolivia, only village banks seem to
provide loans for enterprise establishment.
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MlCROHNANCE AND POVERTY

core poor in Bangladesh consider themselves not creditworthy.
They self-select themselves out of Grameen Bank membership
because they feel they do not have enough assets to generate
income for loan repayment. If poor people are not among MFIs'
clients because they are not creditworthy at a certain point in time,
or because they do not want to borrow, inability to reach them with
credit should not be looked upon as an institutional failure. If some
of the poorest are credit-constrained due to other reasons, however,
it might be possible to deepen MFIs' outreach through complementary
actions aimed at microfinance institutions and/or potential clients.

What influences depth of outreach, and how can poorer
people be reached?

38^
Creditworthy persons may lack access to credit because of inabili-
ty to comply with one or more of the MFIs' requirements. In Bolivia,
for instance, many of the poorest people in rural areas do not have
identification cards — a constraint that might be addressed
through complementary interventions. A program funded by the
Inter-American Development Bank with the aim of providing more
people with identification cards is currently in execution in Bolivia.
Other interventions that might enhance poor people's access to
credit are programs at the municipal level that provide licenses for
locating and operating a business at a particular site.

In some cases, lack of access to credit can be explained simply by
inadequate information. Almeyda (1996) discovered a significant
degree of misinformation and lack of knowledge among women
microentrepreneurs in Latin America regarding existing microfi-
nance opportunities. In Bolivia, the NGO FADES uses flyers and
local radio stations to inform poor neighborhoods about its micro-
credit program.

Several studies stress the importance of organizational commitment
to working with the poor as a condition for actual outreach to this
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PART III. OUIRKAC.H OF MICROFINANCE INSTITUTIONS

group.23 In a study about Indonesia, Chavez and Gonzalez-Vega
(1996) conclude that success in outreach and sustainability is
explained by organizational design and the willingness and ability
of the individuals involved. The tendency of NGOs reaching the
poorest may be directly related to such institutions' mission and
strategy. Hulme and Mosley (1996) found some evidence of
changes in staff incentives in favor of capturing fewer poor clients
as MFIs grow and professionalize.

As discussed, the degree to which MFIs' loan methodologies influ-
ence outreach to the poor remains inconclusive. What seems to
influence outreach to a greater extent than the methodology and
the loan size, however, is the content and t\iz flexibility of the pro-
gram and its terms and conditions: the degree to which an MFI 39
meets poor people's special needs by tailoring the characteristics of
its loan products to them, and whether it does so in a cost-effective
manner. As previously mentioned, poorer strata of the population
might be reached if a broader range of financial services, such as
savings and consumer credit, is provided to both wage-employees
and the self-employed. Deposit services are particularly important
for the poorest households that do not have an effective demand
for credit because they self-finance consumption and investment
(Wisniwski, 1998). In Sri Lanka, for instance, SANASA's poorest
clients use savings services more than credit services (Hulme and
Mosley, 1996).

What influences scale of outreach, and how can more poor
people be reached?

As demonstrated in the discussion of Assumption 5, there seems to
be a positive relationship between financial sustainability and scale
of outreach. Consequently, in order to enhance the scale of out-
reach to the poor, efforts should be made to build a sustainable

23 For instance Jain, 1996; Hulme and Mosley, 1996; Chavez and Gonzalez-Vega,
1996; Almeyda, 1996; Nelson et al, 1996; Johnson and Rogaly, 1997; and Mulua
etal, 1996.
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MlCROHNANCE AND POVERTY

financial system for the poor. The following are necessary condi-
tions for making microfinance a large-scale industry:24

• There are numerous and varied types of MFIs in the market;
• Most of the institutions are able to mobilize savings;
• The services are diversified and opportune;
• The majority of the institutions are capable of providing their

services on a permanent basis: that is, they are profitable and
sustainable;

• There is a fair and strong competition in the market that secures
cost-efficiency and low prices; and

• The regulatory framework allows financial institutions to serve
the microfinance market without unnecessary costs and restric-

40 tions.

Broad or narrow targeting: should MFIs target the
poorest?

Despite the difficulties of reaching the poorest, some MFIs do
attempt to specifically target this stratum of the population. MFIs
use different methods to target their services, such as location,
community identified needs, and peer group self-selection (CGAP,
1996). Among targeting indicators are ownership of land, loan size,
literacy, income proxies, gender, number of employees, nutrition
and housing. Hulme and Mosley (1996) argue that self-selection
targeting strategies, such as loan size and services tailored to the
needs of the poorest, are among the most effective strategies, given
appropriate staff incentives within MFIs to provide small loans. In
Box 3 below, a targeting method using indicators of housing quali-
ty is described.

If the ultimate goal is poverty reduction, it might be as effective to
aim at reaching a large number of poor within a diversified client
group as striving toward reaching the poorest of the poor exclu-
sively. Moreover, a narrow definition of the target group for the

24 See also Jansson, 1997 and Lucano, 1998.
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PART III. OUTRHACH OK MICROFINANO: INSTITUTIONS

Box 3: AN INNOVATIVE POVERTY-TARGETING METHOD
IN ASIA

CASHPOR ("Credit and Savings tor the Hard-core Poor"), Philippines, is
a network of 23 Grameen Bank replications in nine countries in Asia. In
the remarks below, made in a speech at the 1997 Microcredit Summit,
CASHPOR Executive Trustee David Gibbon explains how his organiza-
tion determines the poverty level of potential borrowers (Microcredit
Summit 1997:50):

In the case of Grameen Bank, [the asset wealth line] is 50 dec-
imals of average agricultural land and household assets of not
more than the value of one acre of agricultural land in the area
concerned. So, Grameen Bank is exclusively for poor house-
holds below that line... We have moved away a bit from
Grameen's targeting, which involves a household interview,
because we feel a household interview is too expensive and
produces information of questionable reliability, validity, espe-
cially if you focus on household income... So we have found an
indicator that we think, in most cases, enables us to identify
about 80 percent of the poor very quickly. And that is what we
call the house index... There are three dimensions of the
house, and we look at il from the roadside. We don't have to
conduct any interviews. We just go up and down the lanes in
the village and map the houses which appear to be qualified.
We look at size, we look at physical condition or building
materials, and we look at the material of the roof... Now, there
is one major limitation of this house index, which I should
mention. And that is in communities where there is an effec-
tive government housing program, such as many parts of India
now... Then you can have very poor people living in so-called
pucca houses (modern brick, cement and concrete houses).
But they have nothing else. So il doesn't work where there is an
effective government housing program for the poor. For those
cases we have found it very useful to use the PRA method, the
Participatory Rural Assessment method, for wealth ranking.
We bring the whole village together to find out who are the
very poor, who are the not-so-poor, who are the non-poor,
through participatory methods.

41
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MlCROFlNANCE AND POVERTY

microfinance industry as a whole will inhibit the growth and devel-
opment of the industry. On balance, it appears that to contribute to
poverty reduction, a wide variety of approaches and MFls are need-
ed: sustainable institutions to secure scale of outreach and reduc-
tion in absolute poverty; and poverty-oriented pilot programs that
might serve as a "seed of the market," providing innovative ways of
expanding the frontier of the industry.

Assumption 7

Should MFIs narrowly target the poorest people and areas?

42 • Lack of access to credit at a certain point in time does not
necessarily reflect an underlying problem that should be
addressed. For example, the person may not be creditworthy
or willing to borrow.

• Lack of availability of financial services is, however, a defi-
ciency that should be addressed.

• Narrow targeting is not necessarily a condition for reaching
the poorest. Some large-scale non-targeted schemes have
proven to reach the poorest stratum of the population.

• More poor people can be reached through building of a com-
petitive, sustainable financial system providing a wide range
of small-scale financial transactions than through narrowly
targeted programs.

• A combination of broad and narrow targeting in microfi-
nance might be most effective for poverty reduction: that is,
to secure both large-scale sustainable outreach and innova-
tion to promote improved access to financial services for the
poorest of the poor.

CONCLUSIONS
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PART III. OUTREACH or MICROFINANCE INSTITUTIONS

Assumption 8 MFIs working with poor people
in rural areas merit subsidies.

Proponents of subsidies argue that higher transaction costs con-
nected with operating in rural areas, and the expected high social
welfare impact of supporting poor people and promoting growth in
the rural sector justify subsides for rural microfinance. In economic
terms, however, poverty-oriented MFIs do not automatically merit
subsidies. There are two main arguments for subsidizing MFIs,
both related to the existence of positive externalities: positive
impacts on other institutions' operations; and/or increased social
welfare for clients and non-clients.

43
Positive impacts on other MFIs' operations
Because they target clients who have no formal credit history, pilot
microfinance institutions might face high risks and high informa-
tion and start-up costs, and the returns for entry into new markets
would not be captured by the first institutions to enter, but rather
by the followers. Once the market is explored, it is likely that oper-
ating costs and risk will decrease. For that reason, it might be ben-
eficial for society to subsidize innovative projects. Innovations
might be related to a new product or methodology, or to expansion
to new, underserved geographical areas.

One route is being explored in Bolivia, where it is common to view
the role of NGOs in microfinance as "the seed of the market."
Bolivian NGOs can afford to test new niches such as poorer strata
of the microenterprise sector and/or poorer areas because they
receive some grants. Formal financial institutions may watch them
and follow. This view of the role of NGOs has been called "the
Bolivian model." The first MFI to successfully expand on a large
scale to rural areas was PRODEM. However, PRODEM was able to
use donor funds to establish rural branches—not to subsidize the
interest rate charged on loans, but to cover fixed start-up costs.
Some of the NGOs in Bolivia that are in the process of transform-
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MlCROFINANCE AND POVERTY

ing themselves into formal financial institutions have chosen to
transfer the majority of their microfinance portfolios to the formal
MFIs they have created, while maintaining the NGOs to attend to
poorer parts of their clientele and support other social goals. In
contrast, some NGOs plan to transfer their entire microfinance
portfolios to the new formal MFIs and maintain only business
development services within the original NGO.

Increased social welfare
MFIs' operations might generate social welfare effects beyond the
economic value of the financial service in question, for instance by
empowering women and improving the nutrition of children. This
rationale for subsidies is contingent for its justification upon its

44 poverty-reducing effects compared to other poverty interventions.
This is difficult to demonstrate: there are many methodological dif-
ficulties associated with impact assessments and cost-benefit analy-
sis. (See discussion of Assumptions 9-11, below.) Nevertheless,
donors should gather adequate information in order to make good
decisions about poverty interventions. Investment in a microfi-
nance program will not necessarily reduce poverty more than a
health project, for example. Among other things, the relative
impact of a certain development project depends upon the nature
of poverty and the presence of other projects in the area in
question.

Disadvantages of subsidies
Subsidies create their own problems. They are prone to political
manipulation and provide opportunities for corruption.

Subsidies could be justified only under the following circum-
stances:
• The positive effects of correcting the market failure by using a

subsidy will not be outweighed by political problems connected
to the subsidy or other distortions;

• The poorest cannot be reached in a sustainable manner; and/or
• Market failures block the expansion of microfinance.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



PART III. OUTREACH or MICROFINANCE INSTITUTIONS

The rationale for subsidies also depends on operational costs in the
area in question and the presence of competing MFIs. For instance,
in a country like Bolivia where the microfinance industry is highly
developed and competitive, MFIs plan to expand into rural areas to
work with poor farmers, and do not necessarily need grants.
Finally, there is a danger that subsidies will undermine the devel-
opment of a sustainable microfinance industry: financial institu-
tions considering entrance into underserved markets will be reluc-
tant to do so if they have to compete with organizations that can
cover their costs with donated funds. In order to avoid market dis-
tortion and undermining of more market-based approaches to
microfinance, the interest rate of MFIs should never be subsidized,
since this creates incentives for better-off clients to appropriate the
subsidy and undermines the institution's sustainability and savings 45
products.

Assumption 8

Do MFIs working with poor people in rural areas merit
subsidies?

• Pilot projects may merit subsidies if their activities imply
high start-up costs, or if the returns are not likely to be cap-
tured by the innovator, but by successors.

• Rationale for subsidies depends on the actual operational
costs in the area in question, and the presence of competing
MFIs.

• Poverty-oriented MFIs do not necessarily merit subsidies; it
depends on their programs' poverty-reducing effects com-
pared to other poverty interventions.

• Subsidies might create political problems and undermine
sustainable MFIs.

• Subsidies should not be given through the interest rate.

CONCLUSIONS
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P A R T I V .

Common Assumptions about
the Impact of Microfinance

What is the impact of microfinance on poverty? To answer this
question, impact assessment studies of microfinance programs
have been conducted on different levels.25 The most commonly
used impact indicators are household income, expenditure
patterns, vulnerability, and women's empowerment. All the impact
studies referred to in this book assessed the impact of microcredit.
However, it is important to note that studies designed to measure
the impact of microcredit programs are plagued by a series of
methodological problems, ranging from the difficulty in obtaining
reliable data on a non-borrowing control group to measurement
problems with informal sector incomes to the challenge of control-
ling for other causal variables. These factors complicate any
interpretation of impact studies.

47

Assumption 9 Microcredit programs improve
the livelihoods of the poor.

At the household level, most impact assessment studies have found
that borrowers of microfinance institutions experience positive
impacts on income, asset accumulation and consumption (Sebstad
and Chen, 1996).

In a study from Ecuador, Berger and Buvinic (1989) found that
clients of the NGO FED experienced an increase in hourly income,
an increase that was more significant for women than for men.
Furthermore, they found positive impacts on job stability, but little
impact on job creation. An evaluation of Banco del Desarrollo in

25 See Sebstad and Chen, 1996 for an overview of impact assessments of microfi-
nance programs.
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Chile demonstrated that the majority of the clients experienced
improved relationships with suppliers of inputs for their businesses,
increased household consumption, improved quality of their chil-
dren's education, increased income, and improved employment
generation (Time, 1995).

Studies from Bangladesh indicate that credit to women is more like-
ly to have an impact on girls' schooling, food expenditure and child
welfare than credit to men. Women tend to invest more in the house-
hold, and men tend to invest more in the business. Hulme and
Mosley (1996) found evidence of women being less isolated after
joining a microfinance program. In a study of five group-based
micro finance programs from South Asia, Bennett and Goldberg
(1993) conclude that all five programs had a strong impact on
women's sense of empowerment. Hulme and Mosley (1996) found a
trade-off between changes in income and vulnerability: poverty—as
measured by income—can be reduced by borrowing, but such debt
can make the poor more vulnerable because of the added risks asso-
ciated with borrowing. Hulme and Mosley found little evidence of
reduced vulnerability as a result of borrowing. The main reason for
this is that most schemes treat "the poor" as an undifferentiated
group and focus on production credit rather than more diverse cred-
it and savings services that are better suited to improve the econom-
ic security of low-income households (Hulme and Mosley, 1996).

Some researchers find evidence that some of the impact of microfi-
nance programs may be negative. Hulme and Mosley mention
several examples. In Bolivia, 10-15 percent of BancoSol's clients'
enterprises go bankrupt. In Bangladesh, drop-out rates for MFIs
range between 10-25 percent. In India, many programs have had
negative as well as positive impacts on women, such as costs relat-
ed to heavier work load and control and misuse of their loans by
men (Mayoux, 1997). In a study from Bangladesh, Goetz and Sen
Gupta (1996) demonstrate that a significant number of female
clients of rural MFIs do not control the use of their own loans once
they have gained access to MFIs (see Table 9).
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PART IV IMPACT OF MICROFINANCE

Table 9: Women's Control over Loans in Bangladesh (%)

MFI
BRAC
Grameen Bank
TMSS
RD-12
ALL

None or very
limited control

56
10
25
45
39

Partial
control

13
28
34
27
24

Significant or
lull control

31
62
41
28
37

Source: Goetz and Sen Gupta, 1996.

Although negative impacts of borrowing have been observed, it
would be wrong to conclude that these impacts are due to the
loans. As outlined in Figure 1, the welfare impact of borrowing can
be influenced by both agent-related and contextual factors. For
instance, negative impacts of borrowing can result from unequal
power relationships between the borrower and spouse, bad invest-
ments by the borrower, unforeseen external shocks, misjudgment
of creditworthiness by the lender, and lack of a credit repayment
culture. Hence, evidence of negative impact does not necessarily
serve as an argument against credit, but in favor of improved
screening and loan use because of the risk involved in borrowing.

Furthermore, the studies referred to above measure the impact of
borrowing on the clients' livelihoods without taking into account
the poverty level of the clients. As discussed earlier, many MIFs
have a large percentage of non-poor clients. Hence, the welfare
impacts found do not necessarily reflect impacts on poor clients.
This raises an interesting question: whether welfare impacts of
microcredit programs differ between poor and non-poor clients.
This question is analyzed in the next section.
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MlCROFINANCE AND POVERTY

Assumption 9

Do microcredit programs improve the livelihoods of the poor?

• So far, the evidence of the impact of credit on poverty is not
conclusive.

• Impact studies have found, in general, positive impacts on
welfare indicators such as clients' income level, asset accu-
mulation and consumption.

• Some studies do, however, indicate negative client impacts,
such as bankruptcy and increased vulnerability because of
added risk. Evidence from Bangladesh suggests that women
may be forced to work harder in order to pay off their loans
because the use of the loans is often controlled by their hus-
bands, not by the women themselves.

• Most client impact studies simply cannot measure the impact
of credit on poverty because they do not distinguish between
poor and nonpoor microentrepreneurs, but look at impacts
for all borrowers.

50

CONCLUSIONS
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PART IV IMPACT OF MICROFINANCE

Assumption 10 For people below the poverty
line, microcredit has a lower
impact on income.

This statement is presented as a conclusion in several impact studies
demonstrating that microcredit produces smaller improvements in
income for people below the poverty line than for those above. A
study of El Salvador found that development of successful enter-
pries and improvement of the income of very poor people were con-
flicting goals. Programs that selected those enterprises most likely to
be successful for credit and training moved away from the poorest
clientele (Tomlinson, 1995 in Johnson and Rogaly 1997). From six
case studies in Mexico, Pakistan, the United Kingdom, Gambia, and
Ecuador, and from case studies conducted by other researchers,
Johnson and Rogaly (1997) conclude that most microfinance pro-
grams are unlikely to improve the income of the poorest people but
do have an impact on better-off, but still poor, people. The authors
argue that the poorest need to build up a certain degree of assets
before they can increase their income through investments, and that
financial services other than credit for investment can play an impor-
tant role in this, such as savings and consumer loans. A study from
India supports the conclusion that there are strong limits to the abil-
ity of the poorest to absorb and take advantage of credit. Among such
limits were lack of skills, technology and marketing opportunities
(Mayoux, 1997).

Hulme and Mosley (1996) support this line of reasoning. All the MFIs
in their study had a positive overall impact on their clients' income.
However, for MFIs in Indonesia (BRI), Sri Lanka (SANASA), India
(RRBs), Kenya (KREP) and Malawi (SACA and Mudzi Fund), the
income impact was greater for clients above the poverty line than for

26 The impacts were measured using a control group of program participants
which had not yet received any loans, which gives a proxy for "before and after"
borrowing comparisons. Income was compared by expressing increase in bor-
rower household income as percentage of control group's average increase.
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MlCROFlNANCE AND POVERTY

clients below it,26 Borrowers below the poverty line in India and
Malawi were, in fact, even worse off after borrowing. In Bolivia
(BancoSol) and Bangladesh (TRDEP), however, clients below the
poverty line did experience a higher increase in income than clients
above the poverty line. In the case of BancoSol, the borrowers
below the poverty line experienced an income increase twice as
high as clients above the poverty line. Still, the authors concluded
that better-off borrowers are more likely to experience a rise in
income. Hulme and Mosley and others, explain this partly by the
poorest being less able to take risks or use credit to increase their
income — the more skills and assets a person possesses, the more
able he or she is to make use of the credit.

Another explanation given by Hulme and Mosley of why "less-
poor" borrowers experience a greater impact on income is that the
poorest and the less-poor borrow for different purposes. A compar-
ison of loan use among poor borrowers shows that those with
household income less than 80 percent of the poverty line take out
smaller loans mainly for consumption purposes (following the
protection strategy to reduce vulnerability), whereas those with
income above 80 percent of the poverty line take out bigger loans
for investment in working capital and fixed capital (pursuing the
promotion strategy to generate income).27

The new studies referred to in this section have one thing in com-
mon; they conclude that the poorest of the poor may experience
less income impact from borrowing because of certain limits on the
ability to generate income through investment. But what are these
studies really comparing? Hulme and Mosley demonstrated that
the majority of the poorest did not borrow for income-generating
purposes, and the other studies indicate the same. Hence, two quite
different products — consumption and production loans — are
compared, and it is demonstrated that the latter is most likely to
result in increased income, which is exactly as should be expected.28

27 See for instance Chambers, 1995 for a discussion of poverty as income-poverty
and poverty as income-vulnerability, and promotional versus protectional
poverty-reducing strategies.
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PART IV IMPACT OF MICROHNANCE

Assumption 10 CONCLUSIONS

Does microcredit produce less income impact for people
below the poverty line than for people above?

• No clear conclusion emerges to whether there is a correla-
tion between poverty level and income impact, based on an
examination of empirical evidence on impact.

• Some studies indicate that people below the poverty line
experience lower percentage income increases after borrow-
ing than people above the poverty line.

• Studies demonstrate that people below the poverty line tend
to use loans for consumption purposes to a greater extent
than people above the poverty line, and their income should
therefore be expected to increase less.

• The poorest might need a stronger asset base to take advan-
tage of production credit, but this might not be the case for
other financial services.

28 An analogous situation in the United States would be to compare the return of
a private car loan with investment in information technology in a small enter-
prise. From which investment would we expect the highest impact on income?
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MlCROFlNANCE AND POVERTY
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Assumption 11 The best indicator of the
impact of microfinance is
a change in clients' income.

As noted, most impact assessment studies measure the change in
clients' income. Is this always the best indicator of the impact of
microfinance programs? Income generation is not a direct result of
use of financial services and not always the main reason for
demand and supply of such services. Financial services provide a
means to manage money, and more efficient financial management
constitutes one of the main financial impacts of microfinance.
Improved money management can enable income generation,
reduce vulnerability and empower individuals and households,
which are potential welfare impacts of microfinance programs (see
Figure 3).

Figure 3: Potential Impacts on Clients of Microfinance

Financial Services

• Savings

• Loans

• Insurance

ACCESS

Financial Impacts on Clients
• Obtain captial for investments

• Enhance liquidity

• Manage/reduce risk

USE

Potential Welfare Impact on Clients

• Improved financial management

• Reduced vulnerability

• Income generation

• Empowerment and dignity
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PART IV IMPACT OF MICROFINANCE

Surprisingly few impact assessment studies aim at measuring
microfinance programs' financial impacts on clients, including
clients' satisfaction with services. A better understanding of finan-
cial services for the poor can lead to better provision of such
services. A broader evaluation of microfinance programs would
concentrate on two main indicators: the client-service relationship
and financial suslainability (see Box 4).

Box 4: INDICATORS FOR EVALUATION OF
MICROFINANCE PROGRAMS

1) The client-service relationship

• Indicators of outreach of the financial services provided
(numbers of clients and socio-economic characteristics of
clients).

• Indicators of the quality of the services provided (willing-
ness to pay for the service; client transactions costs; terms
and conditions).

• Indicators of enlargement of clients' decision-making
options as a result oi enhanced access to financial ser-
vices: how the service supports the clients' financial man-
agement, process — liquidity, consumption smoothing
and investment.

2) Indicators of financial sustainability

• Financial self-sufficiency of service.
• Financial performance of the institution.
• Institutional strength and context (qualitative assess-

ments) .

Source: Adapted from Rhyne, 1994.
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MlCROFINANCE AND POVERTY

Impact assessment studies can be classified by purpose, and placed
on a continuum between proving impact on clients' welfare and
improving MFIs' operations and practice (Hulme, 1997).
Evaluations aimed at proving impacts are more concerned about the
ultimate outcome of the program (such as poverty reduction) than
the inputs (such as number of clients per staff). The primary goal
of assessments aimed at improving practice is to understand and
improve MFIs' operations. Current research and new practices of
impact appraisals intend to bridge the gap between client impact
assessments and MFIs' performance evaluations by focusing more
on the quality of the services provided.29 For instance, ADEMI in
the Dominican Republic uses a client monitoring system that is
integrated into its management information system, and the impact
data gathered are used for both credit analysis and impact mea-
surement. BRAC in Bangladesh conducts frequent in-house evalu-
ation studies, and the findings from these studies lead to changes
such as redesign of loan and savings products, changes in frequen-
cy of group meetings, and modifications of targeting strategies.30

From a study in Sucre, Bolivia, Robyn Eversole found that weekly
payment requirements created liquidity problems for some
microentrepreneurs, and that such problems often were solved by
selling products at a loss (Eversole, 1998). Hence, information of
clients' satisfaction with the services can lead to changes in the
terms and conditions of the loans that may increase clients' welfare.

Many impact assessment studies move too quickly to the stage of
proving poverty reduction using poverty impact indicators such as
changes in income, reduced vulnerability and empowerment.
While these are very important indicators, interesting and impor-
tant information can be lost if the stage between availability of

29 This is the case with CGAP's Working Group on Impact Assessment
Methodologies, chaired by Mom'que Cohen, USAID.

30 Information on ADEMI and BRAC was gathered during a virtual meeting in
CGAP's Working Group on Impact Assessment Methodologies in April 1998.
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PART IV. IMPACT OF MICROFINANCE

services and poverty impact is ignored, thus missing indicators of
more direct impacts of microfinance:

• Who gets access?
• For what purpose do the clients borrow?
• Does the institution provide a wide range of services with flexi-

ble terms and conditions?
• How high are clients' transaction costs?
• How is the quality of the service perceived by the clients?
• How does the increased availability enlarge poor people's deci-

sion-making choices?

Impact assessments of microcredit programs should distinguish
between different purposes of borrowing (such as consumption vs.
production), and different loan products (such as long-term vs.
short-term loans) because the impact of different loan products
might be expected to be different. In addition, assessment studies
should evaluate the role of the financial service provided by a par-
ticular MFI in relation to other financial sources used by the bor-
rower in order to attribute the impact to the correct financial
source.

Impact assessment studies tend to be biased toward the analysis of
individual clients' impact and sustainability of individual institutions
as opposed to impacts on the microenterprise sector, the local soci-
ety, and building of a financial system to which the poor have
access. In order to produce significant impacts in a particular coun-
try, small-size financial services need to be provided on a large scale
(see Assumption 7). While impacts on non-clients and the local
economy in general might be hard to measure, impact on poverty-
reduction through job creation for the poor by non-poor microen-
trepreneurs may nevertheless be an important contribution of
microfinance to local development and poverty reduction.
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MICROFINANCE AND POVERTY

Assumption 11 CONCLUSIONS

58

Is a change in clients' income the hest indicator of the impact
of microfinance?

• Most client impact assessment studies focus on income
generation through microcredit,

• Enhanced income is, however, only one of the potential
welfare impacts from enhanced access to financial services,
and not always the main purpose of borrowing.

• Few studies assess improvements in clients' financial
management, which is the main justification of microfinance.

• Evaluations of microfinance programs should evaluate both
the client-service relationship and the financial performance
of the MFI.

Assumption 12 MFIs need to target the
manufacturing sector to
have an impact on the
microenterprise sector.

Some observers detect a bias in microfinance against manufactur-
ing. For instance, a frequently beard concern about urban MFIs in
Bolivia is that their clients consist mainly of petty traders: this is
thought to reflect a bias against manufacturing. The assumption
follows that these MFIs do not have a significant impact on income
and employment generation because the retail sector is severely
saturated and can grow very little.
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PART IV IMPACT OF MICROFINANCE

Many people tend to believe that manufacturing, by definition, is
more "productive" than trading and service activities, and thus
generates more employment opportunities. Thus, the reasoning
follows, MFIs should target the manufacturing sector to a greater
extent.

However, according to basic economic theory, all economic activi-
ties that yield a positive return are by definition productive: that is,
the price someone is willing to pay for the goods/services is higher
than the costs of producing them. The perception of a pro-manu-
facturing bias is based on several observations: there are "too
many" petty traders in the market; few of them seem to grow; and
they constitute the major group of most MFIs' clients. However,
many factors complicate the picture:

• Petty trading is often one of several income sources of a poor
household, and the merchandise sold is often manufactured/pro-
duced within the same household. In a study from La Paz, Bolivia,
Gonzalez-Vega et al. (1996) demonstrate that between 49 and 82
percent of the MFIs' clients have multiple occupations, and
between 35 and 74 percent of the traders sell items that they have
made themselves.

• Demand is a function of price and quality. Consequently, it might
be difficult, but not impossible, to expand operations in so-
called saturated markets by lowering prices or raising quality.31

• The return on investment in trading activities may in fact be
higher than for manufacturing, a study of microenterprises in
Philippines suggests (Lapar et ai, 1995).

• The reason why some microenterprises do not seem to grow may
be that many microentrepreneurs invest in the household rather
than in the microenterprise. In addition, it is common to create a
new microenterprise instead of expanding the existing business.

31 As expressed by a female trader in Santa Cruz, Bolivia, "La manera de crecer es
traer novedades al mercado, y por eso necesito credito" ("The way to grow is to
bring novelties to the market, and for that purpose I need credit").
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MlCROFINANCE AND POVERTY

To ascertain whether there is a bias against manufacturing in microfi-
nance, the distribution of MFIs' clients between sectors must be com-
pared with the sectorial distribution in the microenterprise sector as a
whole. The dominance of commerce in the microenterprise sector is
demonstrated in an IDE study of people employed in the urban sec-
tor in Latin America (Pollack, 1997 draft). In all the countries in the
study, the majority of people employed in the microenterprise sector
are engaged in commerce and services (see Table 10).

Forty percent of all people employed in the urban microenterprise
sector in Bolivia work in the trade sector. It seems that traders are
slightly over-represented among the clients of PRODEM and
BancoSol, according to the data in Table 11 below. FIE and Los
Andes, which have a relatively high percentage of manufacturing
firms among their clients, differentiate their interest rates according
to economic sector, charging 2 percent and 3 percent per month for
manufacturing firms, respectively, but 3 percent and 3.5 percent per
month for retail trade firms for loans in local currency. One possible
reason for the general high percentage of traders among MFIs' clients
is that small traders are more profitable for MFIs due to their quick
rotation of capital, ready cash flow and ability to pay relatively high
interest rates.

It is commonly believed that traders are among the poorest
microentrepreneurs. But data from Bolivia and five other countries
in Latin America do not confirm this belief (see Tables II and III in
Annex 2). According to these data, the overall poverty incidence of
people employed in manufacturing is higher than for commerce,
and higher than the average for the microenterprise sector in
Bolivia. In addition, the incidence of destitute people is higher for
manufacturing than for commerce. Eversole (1998) indicates that
many manufacturers in Sucre, Bolivia lack adequate access to
credit because local MFIs represent expensive credit in insufficient
quantities. Consequently, microfinance's contribution to poverty
reduction may improve if loan products are better tailored for busi-
nesses engaged in manufacturing.
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MlCROFINANCE AND POVERTY

Assumption 12 CONCLUSIONS

Do MFIs need to target the manufacturing sector to a greater
extent?

• Observations of "market saturation" in retail trade do not
necessarily reflect a real problem.

• There is no clear evidence of differences between the rate of
return on investment made in trade vs. manufacturing
microenterprises.

• Traders seem to be over-represented among MFI borrowers
compared to manufacturers, as in the case of Bolivia, but this
tendency is not very pronounced.

• In order to reach more manufacturers, MFIs might need to
differentiate their products and their interest rates.

• People employed in microenterprise manufacturing tend to
be poorer than petty traders, as shown in the case of Bolivia.

Assumption 13 The high interest rates charged
by MFIs inhibit growth of
microenterprises.

The statement above reflects a common concern, especially among
poverty-oriented practitioners, that the interest rate of some MFIs
is too high. Unraveling this seemingly simple assumption is very
complicated, however, because it requires answering a series of
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PART IV IMPACT OF MICROFINANCE

questions. In order to discuss whether an interest rate is "too high,"
the following should be considered:

• What is the minimum interest rate for MFIs to achieve financial
sustainability?

• Is it possible to reduce MFIs' operational costs in order to lower
the interest rate?

• Do MFIs with lower interest rates reach poorer microenterprises
and/or have a greater impact on their well-being?

• Do the financing costs constitute a significant portion of the
micro enterprise's total costs?

• How high are total transaction costs for microcredit clients (both
monetary and non-monetary)?

There is a consensus in the microfinance literature that MFIs must
charge interest rates equal to or higher than those charged by other
commercial lender in order to cover the high costs of making small
loans (see for example, Christen et al., 1995). Moreover, the rates
charged by MFIs are typically lower than those charged by informal
moneylenders—one of the main alternative sources of financing
for microentrepreneurs. Although lower cost sources of funds may
exist—such as funds from family and friends—these are not always
available when microentrepreneurs need them, or in sufficient
amounts. The most efficient MFIs in Latin America tend to charge
interest rates approximately equivalent to those of credit cards and
other forms of consumer credit in their local markets. The experi-
ence going back to the 1970s is clear: the practice of setting artifi-
cially low interest rate ceilings to try to reduce rates on microloans
forces institutions to ration credit, and tends to create incentives
for better-off borrowers to try to capture the benefits of any subsidy
used to support the low rates. This has the effect of excluding
microentrepreneurs (Adams, 1984). Interest rate ceilings may have
another distorting effect: they may also force MFIs to pay lower
rates on savings, hurting microentrepreneurs who save.
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MlCROFINANCE AND POVERTY

Another factor contributing to higher interest rates is the policy
environment, especially in countries with high inflation and limit-
ed financial sector competition. The alternative to controls is to
promote competition among MFIs. As is being shown in Bolivia
today, when microentrepreneurs have a choice of lenders, they will
choose those that offer the best service for the lowest rate of inter-
est (Owens, 1998). Encouraging competition in microfinance mar-
kets will help push down operational costs and interest rates.

As for poverty performance, there is little evidence demonstrating
that MFIs with lower interest rates reach poorer people or have a
greater impact on their livelihoods. Castello et al. (1991) conducted
a study of financing costs of microentrepreneurs in Colombia,
Dominican Republic and Chile. The financing costs were found to
constitute an insignificant portion of microenterprises' total costs,
ranging from a low of 0.4 percent to a high of 3.4 percent.
Financing costs were found to be relatively low even in programs
that charge an effective real interest rate of almost 10 percent per
month. The low portion of loan costs is explained, in part, by the
fact that the overall indebtedness of the microenterprises is low.

In her study of the NGO PRODEM and the village bank Crecer in
Bolivia, Lee (1996) finds that preferences for one MFI over anoth-
er tend to be more related to location, and to the flexibility of the
terms and conditions of the loans, than to interest rates. Several
other studies show that the cost to the borrower in terms of time
used for financial transactions is as important a part of total bor-
rowing costs as the interest rate, especially for poor microentrepre-
neurs.32 Hulme and Mosley (1996) calculated borrowers' total
transaction costs of six MFIs (see Graph 4). Transaction costs vary
significantly between MFIs, both in terms of total costs, and in
terms of distribution between financial and non-financial costs.
Proxies of the MFIs' poverty outreach indicate that the institutions
with the lowest total transaction costs—BRAC, TRDEP and
SACA—reach poorer people than the others.

32 For example, Almeyda, 1996; Lee, 1996; Hulme and Mosley, 1996; and
Koopman, 1996.
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PART IV. IMPACT or MICROFINANCE

Graph 4: Borrowers' Transaction Costs (as percentage of total
loan value per year)

Source: Hulme and Mosley, 1996.

The literature provides no clear evidence that MFIs' relatively high
interest rates reduce the potential for poverty reduction through
microcredit. The issue may translate into a concern about long-
term vs. short-term effects. MFIs' financial sustainability is impor-
tant to ensure outreach and impact over the long term; a
goal,which requires interest rates set to cover costs. To reduce
interest rates and the overall cost burden for microcredit clients,
MFIs will need to improve their operational efficiency. Competition
for clients can play a significant role in getting MFIs to reduce their
operational costs and interest rates.
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MlCROFINANCE AND POVERTY

Do the high interest rates charged by MFIs inhibit growth of
microenterprises?

• Financing costs constitute an insignificant portion of
microenterprises' total costs, studies indicate.

• The level of non-financial transaction costs associated with
borrowing is as important for microentrepreneurs as the
financial costs, studies demonstrate.

• To secure outreach in the future, MFIs need to charge ade-
quate interest rates so they can cover their costs.

• Adequate competition in the microfinance market will help to
push operational costs and interest rates lower and promote
institutional sustainability.
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Assumption 14 Savings is more effective than
credit in reducing poverty.

Lately, development researchers and practitioners have been dis-
cussing the relative importance of deposit services and loans.33

Those who believe that savings is more important often stress that
"credit is debt" and makes no return to the borrower (see for
instance Adams and Von Pischke, 1992). This study argues that
what is most likely to contribute to poverty reduction is not credit
or savings per se, but building of a sustainable financial system that

33 For instance, the virtual discussion group "development finance list" adminis-
tered by Ohio Stale University and the virtual library on microcredit (see
Annex 1 for internet addresses).

Assumption 13 CONCLUSIONS
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PART IV IMPACT OF MICROFINANCE

offers smalf-scale and opportune foans, deposit services and insur-
ance facilities. Both savings and credit are important. Provision of
a wide range of financial services will not only better fulfill clients'
needs; it may also improve MFIs' sources of funding.

Although the microfinance industry tends to place a greater impor-
tance on provision of loans, savings accounts and deposit services
seem to be as important as credit for low-income people. Savings
deposit services are important tools for efficient liquidity manage-
ment. As Wisniwski (1998:1) argues, "The advantage that deposit
facilities show over informal savings is a good mix of accessibility to
cash, security, rate of return and divisibility of savings."
Additionally, the ability to mobilize savings can contribute crucially
to the long-term sustainability of microfinance institutions. Savings
deposits demonstrate the clients' capacity to save, and hence mirror
their debt capacity. However, since NGOs are not allowed to mobi-
lize savings, the task of providing deposit services to the sector is a
difficult one. Furthermore, donors' provision of grants or low-cost
loans to MFIs engaged in deposit mobilization may threaten the
organizational incentives for savings mobilization.

Several studies over the last three decades have documented poor
people's strong willingness and capability to save (Robinson, 1994
and Wisniwski, 1998). Robinson points to several myths about
poor people's savings behavior. Such myths include the notion that
low institutional deposits in rural areas demonstrate that rural
households are too poor to save, that they prefer to consume rather
than save, and that they prefer to save in non-monetary forms such
as grain and animals. However, studies of local savings demand in
Indonesia have demonstrated that while poor households save
extensively in cash, grain, animals and gold, most of them would
prefer to store savings in a safer and more liquid form. Institutional
savings provide various benefits to poor households: liquidity for
household expenses, emergencies and investments; savings for
retirement; returns on deposits; and savings to build credit ratings
and to serve as collateral.
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MlCROFINANCE AND POVERTY

Experience has shown that inadequate terms and conditions of ser-
vices hinder institutional savings more than people's savings behav-
ior. For instance, a national savings program in Indonesia permit-
ted withdrawals only twice a month—which was far less than what
customers wanted. Cases from other countries have provided sim-
ilar insights. In a study of RoSCAs in Bolivia, Adams et al. (1989)
demonstrate that substantial capacity for voluntarily savings exists
even when inflation is nearly overwhelming. The predominant rea-
son for joining a RoSCA was to save more. The popularity of
RoSCAs is explained by their low transaction costs, flexibility and
adaptation to the needs of their members. They provide an attrac-
tive form of "contract saving" and offer the opportunity to build a
credit reputation that would permit borrowing in the future. In
Bangladesh, the institution Sfl/eSave for the poorest in the slums of
Dhaka demonstrates that the poorest of the poor are capable of sav-
ing (see Box 5).

Based on case studies of six MFIs, Wisniwski (1998) draws the fol-
lowing conclusions about small-scale savings products and tech-
nologies:

• Savings products and technologies must be designed appropri-
ately to respond to the characteristics of different market seg-
ments.

• A broad array of savings products with different levels of liquidi-
ty and returns should be offered.

• Individual voluntary savings facilities attract a larger number of
depositors and volume of savings than compulsory savings do.

• Savings mobilization is much more competitive than the loan
business, so financial institutions must be more active and offer
competitive interest rates to attract deposits.

• The minimum opening balance should be low in order to reduce
the barriers for poor people to open a savings account.

Evidence from various countries demonstrates that the demand for
deposit services is high, that such services have benefits for both
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PART IV. IMPACT OF MICROFINANCE

Box 5: ADAPTING INFORMAL FINANCIAL ARRANGEMENTS
TO REACH THE POOREST: SAFF.SAVE IN
BANGLADESH

Sa/eSave is an institutional solution to two needs not fulfilled by infor-
mal financial arrangements used by the poor in the slums of Dhaka:

• Poor people need to store savings for the long run, for widowhood or
old age or for their heirs.

• Poor people's ability to save fluctuates with time.

Both these shortcomings are particularly difficult for the very poor. It is
the very poor who suffer most hardship in old age and most need finan-
cial protection for the end of their lives. And many poor people get
excluded from these devices - and often indeed exclude themselves - out
of anxiety that they won't be able to save the same amount every day (or
week, or month) for a whole year (or other period). Sa/eSave allows for
the fact that the poor can save and want to save, but can save only in
small amounts. It allows for the fact that the poor need to turn those sav-
ings into usefully large lump sums at both short and long-term notices,
and sometimes without notice. It recognizes that to help them do this it
must allow them - on a daily basis - all three of the 'basic personal finan-
cial intermediation' functions:

• The chance to save and withdraw.
• The chance to take an advance against future savings.
• The opportunity to store up savings for long-term needs.

Sa/eSave has collectors (field staff) who visit each client each day at their
home or workplace. This provides the same opportunity to save (or
repay) that private deposit collectors and ROSCAs do. On each occasion,
clients may save in any amount they like. From this accumulation of sav-
ings clients may withdraw a lump sum at any time they like. Usefully
large lump sums is a relative term - Sa/eSave has one very poor client
who has withdrawn as little as two taka (about five cents US). This sum
is 'usefully large' enough for her to buy kerosene to prepare the evening
meal on days when her husband has no work and there is no cash in
their home.

(Taken from Rutherford, 1998 (draft). See also:
http://services.toolnet.org/safesave)
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MlCROFlNANCE AND POVERTY

MFIs and their clients, and that capturing small deposits is feasible.
But are savings facilities more effective than lending programs in
reducing poverty? Some analysts argue that savings diminish vul-
nerability whereas credit enhances it, and that self-financed invest-
ments are less risky. Savings and credit facilities can, however, serve
the same purposes, and the choice of one over the other is part of
a household's risk management and coping strategy. For instance, a
small consumer loan to cope with a crisis at a time when saved
resources are scarce does not necessarily make a household more
vulnerable; it depends on the overall financial situation and debt
burden of the household.

Some observers argue that savings and loans are substitutes
because repayment of a loan is equivalent to savings: with savings,
small amounts accumulate to create a larger lump-sum in the
future; with credit, one receives a lump-sum now and pays for it in
small amounts in the future. This is also an important difference
between savings and credit, however; loans provide an opportuni-
ty of accelerating investments when the amount saved is inadequate.
People save slowly, but can borrow quickly. For a poor tailor, the
opportunity to buy a sewing machine today as opposed to after a
year of saving might make a big difference. Consequently, it is the
availability of all three types of financial services (credit, savings
and insurance) that can make a difference in reducing poverty.
Availability of financial services does not mean that all poor house-
holds need to be in debt or save at a certain point in time. However,
all households and businesses will benefit from the availability of
financial services so that they can save when they want, cope with
a crisis at any point in time, and borrow to take advantage of good
investment opportunities.
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PART IV. IMPACT OF MICROFINANCE

Is savings more effective than credit in reducing poverty?

• Poor people have both the capacity and desire to save, studies
demonstrate.

• Mobilisation of savings is inhibited more by impediments in
policies and instruments than by poor people's savings prefer-
ences.

• Important principles for small-scale savings schemes include
convenience and security, a broad array of savings products
with different levels of liquidity and returns, a low minimum
opening balance, and competitive interest rates.

• In addition to being a valuable service that low-income peo-
ple need, savings enhance poor people's creditworthiness and
can contribute to MFIs' sustainairility.

• Savings, credit and insurance serve slightly different purposes
for poor people, and the availability of all three services can
make a contribution to poverty reduction.

• Donors should promote a financial system that encourages
savings, insurance and credit, and savings should be a more
important component than it has been to date.
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Assumption 15

MlCROFINANCE AND POVERTY

Microfinance needs to be inte-
grated with other development
services to have an impact on
poverty and business growth.

This assumption relates to the conditions to improve the poverty
impact of financial services: that is, determinants of the ability of
such services to generate welfare improvements. A practitioner, Ela
Bhatt, makes this case: "Development finance institutions that offer
only traditional microfinance services are not as effective as institu-
tions that also help borrowers overcome the psychological burdens
of poverty" (Bhatt 1998:f). Bhatt's argument emphasizes the impor-
tance of simultaneously addressing other, more qualitative causes of
poverty than financial constraints as a condition for poverty reduc-
tion. Related arguments stress local economic conditions, such as
availability of productive assets and markets for the goods and ser-
vices produced by the clients. Observers also note the conditions
regarding the microentrepreneurs, such as the range and quality of
their business skills, and the household's asset base and poverty
level. All these conditions are connected to the nature of poverty
and related, perceived limitations of financial services to reduce
poverty. Severe poverty occurs mainly in areas with few opportuni-
ties for income generation. Access to financial services will not cre-
ate new opportunities, but it will enable the exploration of existing
ones or new opportunities generated by other institutions.

A more practical question is whether MFIs will be more effective by
integrating non-financial services to enhance the social welfare
effect of microfinance. The answer depends on the type of MFI, its
basic objectives and the type of nonfinancial services in question.
The term "non-financial services" is very broad and such services
may not be complementary to the mission of a particular MFI. As
shown in Table 12 below, there is a wide range of complementary
services and investments that can be linked directly or indirectly to
microfinance in order to enhance the effectiveness or impact of the
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PART IV IMPACT OF MICROHNANO.

latter. These interventions range from business development ser-
vices, such as management consulting or marketing assistance to
infrastructure—and even social services such as health care.
Depending on how broadly an MFI defines its mission, it may find
reasons to offer many of these services, or none at all.

Table 12: Potential Complementary Services to Microfinance

SERVICE
Business development services
(see Goldmark, 1996)
e.g. improve access to raw
materials and skilled labor, provide
business training courses and
technology transfers

Training offered in conjunction with
financial services

Productive and infrastructure projects
e.g. road building, irrigation projects,
policy reforms, promotion of small
and medium sized enterprises

Social intermediation
(see Bennett and Goldberg, 1993)
e.g. organization building,
mobilization and empowerment

Socia/ services
e.g. health, nutrition, education,
family planning

PURPOSE
Strengthen the management and reduce
nonfinancial constraints to improved
performance of the microbusiness.

Improve the "economic literacy" of
clients to improve their investment
decisions and enhance the likelihood
of repayment.

Promote an enabling environment for
income-generating activities (improve
conditions for investment in micro-
enterprises, access to markets and
demand for rnicroenterprise products).

Enhance marginalized groups'
knowledge of, communication with,
and access to financial and business
development services.

Strengthen human capital or create
conditions for the poor to utilize
microfinance well, and thereby improve
the impact of microfinance on income
generation and poverty reduction.
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Commercial MFIs whose main objective is to provide small-sized
loans in a sustainable and large-scale manner are unlikely to be
more effective by expanding into new areas of non-financial activ-
ities. For instance, although many microentrepreneurs need, and
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MlCROFINANCE AND POVERTY

demand, business development services (BBS), MFIs might not be
the institutions best suited to provide these services. Studies
demonstrate that most BDS programs cannot become fully sustain-
able activities, even though some programs do cover their variable
costs. 34

However, if an MFI uses microfinance mainly as a means for pover-
ty reduction, provision of other development services may be desir-
able. For instance, many MFIs offer training in conjunction with
financial services. A common purpose of this is to create synergy
effects: for the MFIs, in terms of increased repayment and more
economically literate or dynamic clients; and for the clients, in
terms of increased returns from borrowing. However, few studies
have demonstrated that such synergy effects actually occur, and
many highly successful MFIs do not provide training. A study of
MFIs in the Philippines shows that training constituted a signifi-
cant component of the transaction costs of lending to the poor
(Llanto et al., 1996). The authors suggest that training of potential
clients represents an investment cost most MFIs may not be able to
bear, and that co-funding from governments or donors may be
needed. Kilby and D'Zmura (1985) show in a study from Latin
America that training and technical assistance programs placed an
additional cost burden on both the MFIs and their clients. Simple
loan delivery systems proved to be the most cost-effective.
Furthermore, technical assistance did not strengthen the manager-
ial and technical capacity of the borrowers as intended.

In general, institutional specialization has proven important to
achieving cost-efficiency and effectiveness. However, for a poverty
-oriented MFI that is the sole operator in a particular area, it might
be desirable to provide social services such as literacy, family
planning and nutrition. MFIs targeting marginalized groups and

34 See, for instance, the IDE's Microenterprise Unit's research project on business
development services, managed by Lara Goldmark: Goldmark, 1996,
Goldmark, Berie and Campos, 1997, Goldmark and Londono, 1997, and
Hagen-Wood and H0jmark Mikkelsen, 1998.
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PART IV IMPACT OF MICROFINANCE

geographical areas may find it necessary to provide social interme-
diation services in order to reach out to the defined target group
(see Table 12). If an MFI finds that complementary services are
needed, it is important to create distinct cost centers for the finan-
cial and non-financial programs (see Helms, 1998).

Arguments for integration of complementary services are often
based on certain limitations of microfinance. Such "limitations"
are, however, no more than a reflection of what financial services
can accomplish and what they cannot accomplish. Micro finance's
limitations as a poverty-reducing tool are more relevant for a dis-
cussion of the overall programming of development assistance:
that is, in the choice of a mix of instruments for poverty reduction
and economic development. The nonfinancial interventions are
part of a range of choices for development assistance programs
seeking to improve the livelihoods of low-income people; this is
illustrated in Figure 4 below.
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Figure 4: Strategic Choices in Poverty Interventions

GOALS:

POVERTY
REDUCTION:
• Absolute
• Relative

MICROFINANCE'

MEANS:

, Focus on sustainability and scale of
outreach. No poverty targeting

• Targeting of the poor under the
constraint of financial sustainability.

 Targeting of the poorest of the poor.
Sustainability is less important.

PRODUCTIVE
'INTERVENTIONS

'Microenterprise
(Self-employment)

NON-MlCROFINANCE
Wage-employment

SOCIAL
INTERVENTIONS
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MlCROFlNANCE AND POVERTY

In Table 13 below, microenterprise interventions and microenterprise
related interventions are classified according to the level of the
intervention (micro, meso or macro), as well as the main constraint
addressed (social vs. economic/technical).
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• The micro level. Interventions aim at strengthening institutions
that promote the microenterprise sector (for example, through
technical assistance to MFIs) and programs that aim to promote
microenterprise development more directly (for example,
through funds to institutions for on-lending and/or business
development services).

• The meso (local) level. Programs aim at promoting an enabling
local environment for microenterprise development—for
instance, by establishing marketing associations and industrial
districts—and providing social services such as education and
health care. In addition, geographically targeted interventions,

Table 13: Microenterprise and Related Interventions—
A Classification

MACRO
(national)

MESO
(local)

MICRO
(Households,

microenterprises

and institutions)

MAIN CONSTRAINTS ADDRESSED

Social Economic/Technical

• Social Safety Nets
• Social Investment Funds
• Labor laws

• Community development
(incl. health and education)

• Promotion of grassroots
organizations

• Poverty lending
• Participatory subsector

approach

• Financial reforms
• Regulatory reforms
• Land titling

• Building of local financial
system

• Industrial districts
• Community economic

development

• Technical assistance
to MFIs

• Equity investment in
MFIs

• Provision of financial
services

• Business development
services
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PART IV. IMPACT OF MICROFINANCE

such as strengthening financial institutions in under-developed
areas, occur at the meso level.

• The macro or national level. National programs and policies that
may affect microenterprise development institutions and/or
microenterprises, such as financial and regulatory reforms, occur
at this level.

The social-to-economic/technical continuum refers to the degree of
social components in the project. For example, poverty lending
may aim to empower microentrepreneurs as well as provide them
with financial services. The optimal mix of instruments for
microenterprise development and poverty reduction is contextual:
it depends on situational variables such as the nature of poverty
and barriers faced by the microentrepreneurs. The evidence shows
that a range of options exists to improve the livelihoods and well-
being of poor microentrepreneurs, and that the impact on the poor
of microfinance alone is not unambiguously positive. On the other
hand, there is clear evidence that the organizations that provide
multiple services (financial and nonfinancial) to microenterprises
are less sustainable. Therefore, although these microenterprises
need, and demand, complementary services, MFIs might not be the
institutions best suited to provide these services.
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Assumption 15

Does microfinance need to be integrated with other develop-
ment services to have an impact on poverty and business
growth?

• Commercial MFIs are likely to be less effective when they
expand into new non-financial activities, and thus reach
fewer poor people.

• For a poverty-oriented MFl that is the sole operator in a
particular area, it might be desirable to provide a broader
range of services for the poor.

• Institutional specialization has proven to be important to
achieve cost efficiency and effectiveness.

• Arguments for integration of complementary services are
often based on certain limitations of microfinance. Such
"limitations" are, however, no more than a reflection of what
financial services can accomplish and what they cannot
accomplish.

• While it is true that microfinance is not the only service
required by poor microentrepreneurs to improve their pro-
ductivity and income, this does not mean that all services
must be provided by MFIs.

• The limitations of microfinance should be considered in the
overall programming of development assistance: that is, in
the choice of a mix of instruments for poverty reduction and
economic development which may include microfinance.
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P A R T V .

Conclusions and Recommendations

Many ingredients are needed for the poor to come out of
poverty, and credit is only one of them. Credit is an impor-
tant ingredient, but is not even the most important one.
Financial services play the role of facilitating the work of
growth-promoting forces, but only when the opportunities
exist. (Gonzalez-Vega, 1994:9)

Microfinance as a Tool of Poverty Reduction:
Possibilities and Limitations

The task of reducing poverty is complex and difficult—which
makes it all the more important to use various tools of poverty
reduction effectively. Microfinance, as such a tool, can be very effec-
tive in addressing poor people's financial constraints: that is,
improving money management, reducing risk, and accelerating
investment. While its effectiveness is clear, its limitations also must
be recognized, as noted in this book.

The best route for poverty reduction through microfinance may be
to combine narrowly targeted programs to assist the poor with
broad steps to build a competitive, sustainable finance system that
provides a wide range of small-scale financial transactions. This
dual approach could help secure both large-scale sustainable out-
reach and encourage innovation to promote improved access to
financial services for the poor.

As this book has argued, the starting point for efforts to improve
the effectiveness of microfinance is to assess the actual constraints
faced by the poor. The fact that a poor household is not borrowing
at a certain point in time does not necessarily reflect a real problem
that needs to be addressed. Three kinds of conditions must be met,
by both MFls and microentrepreneurs, in order for microfinance
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MlCROFINANO. AND POVERTY

programs to reach poor people: willingness, knowledge, and
ability (see Table 14 below). Each cell in the table represents a dif-
ferent cause of lack of access to credit. The policy implications of
these various combinations are clear: different interventions are
required on different levels.
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Table 14: Potential Reasons for Lack of Access to Credit
and Policy Implications

Willingness

Knowledge

Ability

MICROENTERPRISE
(access to microcredit)

The micro entrepreneur does not need
or want to borrow

Policy implication: No action required.

The microentrepreneur lacks adequate
information and knowledge about
existing MFIs and their programs.

Policy implication: Disseminate in/or-
mation about microfinam.?. programs.

The microentrepreneur is not credit-
worthy: he/she does not have debl
capacity today.
Policy implication: No action, or
activities needed to improve the poor's
debt capacity.

MICROFINANCE INSTITUTION
(outreach performance)

Poverty outreach is not among the MFIs
main objectives. It works mainly with
other market niches. Therefore, the
incentive structure is not meanl to
maximize the depth of outreach.
Policy implication: No action required.

The MFI has inadequate information
and knowledge about how to reach poor
microentrepreneurs, and/or apply terms
and conditions that exclude parts of the
micro enterprise sector.
Policy implication: Disseminate
information and technical cooperation.

It is not possible for the MFI to use
existing technology to expand the
frontiers of its operations.
Policy implication: Technical cooperation
is needed, along with promotion of an
enabling policy and regulatory
environment for small-scale financial
transactions.

This contextual backdrop can help determine what specific
interventions (if any) should be undertaken.

Interventions to Expand Outreach

As noted, it is a combination of broad measures and narrow target-
ing that is most effective for poverty reduction: that is, to secure
both large-scale sustainable outreach and improved access to finan-
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PART V. CONCLUSIONS AND RECOMMENDATIONS

cial services for the poorest of the poor (depth of outreach). These
interventions are summarized in Table 15.

Depth of outreach can be expanded by:

• Providing high quality and low cost financial services that
are tailored to the needs of the poorest and their economic
activities.

• Providing a wide variety of financial products to suit different
household and business needs.

• Creating an enabling environment for small-scale financial
transactions.

• Carrying out pilot projects aimed at the poorest households
and areas.

Scale of outreach can be expanded by:

• Encouraging an enabling environment for small-scale financial
transactions.

• Providing a wide range of services.
• Enhancing the focus on savings mobilization.
• Transforming NGOs to commercial MFIs.
• Promoting competition that ensures low cost and high quality

services.

Geographical outreach can be expanded by:

• Enacting regulations and policies that facilitate expansion to
remote areas.

• Establishing local infrastructure that enables provision of
small-scale financial transactions.

• Promoting pilot, rural MFIs.

Within this range of options, different actors are better suited to
take different actions.
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Table 15: Interventions to Expand Outreach and Improve
Impact of Microfinance
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PART V CONCLUSIONS AND RECOMMENDATIONS

The Role of Different Actors

The Private Sector
The private sector is the ultimate long-term source of financing for
the microfinance industry. The demand for credit is simply too
great to be met by NGOs and donors.

For-profit MFls can serve large numbers of poor microentrepre-
neurs. As this book has shown, they can reach greater numbers of
poor and marginalized microentrepreneurs than poverty-oriented
NGOs, even if their percentage of such clients is lower.

For-profit MFIs may further strengthen their efforts to reach poor
and marginalized microentrepreneurs as they experiment with ini-
tiatives to capture new markets and improve the efficiency and
client-friendliness of the services they provide to microentrepre-
neurs (see Table 15, meso and institutional levels). Development
agencies can support this process by promoting financial reforms
and financing technical assistance to disseminate microfinance
techniques and innovations.

NGOs
NGOs' forte is innovation, along with proximity to poor microen-
trepreneurs. NGOs are uniquely placed to try out new solutions to
meet the demand of microenterprises and serve the hardest to reach
clients at a reasonable cost.

NGOs need help to make their activities more efficient, to increase
the scale of their operations, to work more effectively with the for-
profit world, and to develop new ways of financing their activities
on a sustainable basis.

Donors play a pivotal role in strengthening NGOs. In selecting
NGOs as partners, donors are advised to identify MFIs with the
ability to reach poor microentrepreneurs in a cost-efficient manner.
The following characteristics can serve as eligibility criteria for
poverty-oriented MFIs:
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MlCROFINANCE AND POVERTY

The MFI has:
• Poverty reduction as part of its mission and main objectives.
• A proven record of reaching poor people and areas.
• Appropriate staff incentives and commitment to economic

and social goals.
• A variety of loan and deposit products.
• Few restrictions on loan use.
• Deposit services, where allowed.
• Easy access for the intended target group (for example,

through mobile banking).
• Methodologies that imply low transaction costs for borrowers.
• Location in poor areas/neighborhoods.
• Significant volume of lending at low levels, even if the average

loan size is above the poverty level.

Support for these poverty-oriented NGOs will promote the devel-
opment of new approaches to deepen the outreach and impact of
microfinance (see Table 15, institutional level).

Public Sector and Development Agencies
Government's main role is to establish the overall conditions nec-
essary for investment and growth of microfinance (see Table 15,
macro and meso levels). By maintaining economic stability and
competitive markets, fostering political plurality, developing the
appropriate legal and regulatory framework, and promoting sensi-
ble oversight, government can help create an environment that
facilitates the proliferation and strengthening of financial institu-
tions that serve the microenterprise sector. Government can also
create incentives for new private sector investment to attend to
non-financial needs of microenterprise, such as business develop-
ment services, and improve the efficiency and transparancy of
licensing and other regulations.
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PART V CONCLUSIONS AND RKCOMMHNIMTIONS

For their part, bilateral and multilateral development agencies can
support the process of change, focusing on key points of lever-
age—whether the regulatory framework, the financial system or
the MFls themselves. These agencies can provide financing, advice,
technical know-how and a forum for policy dialogue and consen-
sus-building to support changes at the macro, meso, and institu-
tional levels (see Table 15).

For development institutions, the goal of microenterprise develop-
ment continues to be the expansion of economic opportunities.
The immediate objective is no longer put in terms of reaching a
certain number of microentrepreneurs with loans, training or other
forms of support. Instead, the focus is on creating the conditions
necessary for the growth and development of the microenterprise
sector. Utilizing a combination of instruments—policy dialogue,
loans, grants for technical assistance, and equity of quasi-equity
investments—the key is to go beyond project-by-project approach-
es, and even institution-by-institution approaches. By looking at
each country as a whole and targeting assistance to activities where
they have a comparative advantage, or combining their instru-
ments in a strategic fashion so that they become mutually
reinforcing, development agencies can have greater impacts on
microenterprise development.

As this book makes clear, no one institution can address all the
constraints to microenterprise development. But utilizing the
comparative advantages of the various actors—public, private or
non-profit—can improve the effectiveness of microfinance as a tool
to reduce poverty.
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A N N E X I

Contacts and Resources on
Microfinance and Poverty

The Virtual Library on Microcredit (formerly "The Informal
Credit Home Page")
The most complete web page on micro finance, including a bibli-
ography, mailing lists, and information on microfinance training
programs, microfinance institutions, and links.
www.soc.titech.ac.jp/icm

CGAP (The Consultative Group to Assist the Poorest: 87
A Microfinance Program)
Washington, DC
www.worldbank.org/html/cgap/cgap.html
e-mail: cproject@worldbank.org
tel: (202) 473-9594
fax: (202) 522-3744

USAID's Microenterprise Innovation Program (MIP)
Many high-quality publications on line.
www.mip.org
Microenterprise Best Practices Project
c/o DAI, Bethesda, MD USA
tel: (301) 718-8288
Assessing the Impact of Microenterprise Services (AIMS)
c/o MSI, Washington, DC USA
tel: (202) 484-7170

World Bank Project "Sustainable banking for the poor"
www-esd.worldbank.org/html/esd/agr/sbp/page.htm
tel: (202) 458-0277
fax: (202) 522-1662
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MlCROFINANCE AND PoVFRTY

International Labour Organisation (ILO)
Social Finance Unit, Enterprise and Cooperative Development
Department
Geneva, Switzerland
www.ilo.org/public/english/65entrep/finance/index.html
e-mail: entreprise@ilo.org
tel: 41-22-799-6070
fax: 41-22-799-7691

Inter-American Development Bank
Microenterprise Unit, Sustainable Development Department
1300 New York Avenue, Washington, DC 20577 USA
www.iadb.org/sds

88 e-mail: sds/mic@iadb.org
tel: (202) 623-3056
fax: (202) 623-2307

Ohio State University's Rural Finance Department
www-agecon. eg.ohio-state. edu/ruralfinance
Publications on-line. Information on how to subscribe to the
discussion forum "development finance list."

Accion International Publication Department
An umbrella organization for a network of microfinance institu-
tions in Latin American countries and eight U.S. cities.
Publication Department
130 Prospect Street, Cambridge, MA 02139 USA
www.accion.org
tel: (617) 492-4930
fax: (617) 876-9509

The Economics Institute, Boulder
Microfinance Training Program
Boulder, Colo., USA
www.colorado.edu/EconomicsInstitute/bfmft/mft98.htm
e-mail: mft@spot.colorado.edu
tel: (303) 938-2538
fax: (303) 942-3003
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ANNEX 1: CONTACTS AND RESOURCES ON MICROFINANCK AND POVERTY

FINCA International Village Banking
Washington, DC
www.villagebanking.org
e-mail: finca@villagebanking.org
tel: (202) 682-1510
lax: (202) 682-1535

GEMINI Papers
Mainly publications on microenterprise development, which are
available through Pact Publications:
www.pactpub.org
Or contact: Development Alternatives, Inc. (DAT).
7250 Woodmont Ave., Suite 200, Bethesda, MD 20814 USA
tel: (301) 718-8699 89
fax: (301) 718-7968

IFPRI (International Food Policy Research Institute)
Washington, DC
www.cgiar.org/ifpri
tel: (202) 862-5600
fax: (202) 467-4439

Microcredit Summit
Washington, DC
www.microcreditsumrnit.org
tel: (202) 546-1900
fax: (202) 546-3228

SEEP (The Small Enterprise Education and Promotion
Network)
New York
Publications of SEEP are available through Pact Publications:
www.pactpub.org
tel: (212) 808-0084
fax: (212) 692-9748
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Supporting Data
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Table 15: Interventions to Expand Outreach and Improve
Impact of Microfinance
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ANNEX 2: SUPPORTING DATA

Table V: Outreach of Commercial Banks Worldwide

AFRICA
Egypt: National Bank for Development
Kenya: Family Finance Building Society
Uganda: Centenary Bank
South Africa: Standard Bank

ASIA
Indonesia: Bank Rakyat Indonesia (BRI)
Indonesia: Bank Dagang Bali
Philippines: Panabo Rural Bank

LATIN AMERICA
Bolivia: BancoSol
Bolivia: Caja de Los Andes
Chile: Banco de Desarrollo
El Salvador: Banco Agricola Com.
Guyana: Scotia Enterprise
Peru: Banco Wiese
Paraguay: Financiera Familiar
Ecuador: Banco del Pacifico
Panama: Multicredit Bank
Guatemala: Banco Empresarial
Jamaica: Workers Bank

Number of
micro loans

20,852
6,000
3,900
226

2,400,000
13,133
1,602

57,745
17,854
17,500
9,305
9,000
4,760
4,658
4,000
1,450
840
177

Outstanding
average

loan/GDP
per capita

0.83
0.93
7.80
0.20

0.76
3.73
1.06

0.67
0.62
0.28
2.27
0.25
1.89
0.61
0.78
0.23
1.98
8.44

97

Source: Baydas et al., 1997
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