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1. EXECUTIVE SUMMARY 

Over-Indebtedness is an issue of growing concern throughout Latin America and the Caribbean given the 
high growth rates of consumer lending to most segments of the populations, particularly the low to middle 
income segments; growth rates that far surpass the rates of growth of income.  As incomes have grown, 
lenders have “discovered” new potential borrowers and have specifically targeted them.  But Banks are 
not the only lenders vying for new consumers; along with Banks, Microfinance institutions (MFI’s), auto 
dealers, electronic goods retailers, and a myriad of other retailers and financial institutions, all seek to 
attain a percentage of the consumer’s wallet.  Add to this the fact that the financial literacy level of many 
of these consumers is low, their pent up desire for consumption high, that few if any institutions have a 
global view of the realities and motivational factors at the (low to middle income) consumer level, and 
thus the risks spiral.  Over-indebtedness poses risks to economic growth, household well-being, and 
financial institutions with high levels of consumer debt in their portfolios.   As has been shown again and 
again in financial crises, over-indebtedness leads to bubbles, and when bubbles explode, the result is not 
only a collapse in asset prices and systemic financial sector issues, but intense deleveraging in terms of 
reducing household debt.  And that deleveraging can last for many years and hamper economic growth; 
with economic, social and political consequences 

In terms of El Salvador, available statistics show that in recent year’s consumer credit has proliferated. 
Between 2004 and 2009, the number of loans to individuals increased by 33 percent1.  Loans to salaried 
workers are offered with relatively favorable terms by the banks that hold employee payroll accounts, 
often reaching 5-7 years in duration. Credit card use has proliferated; according to the Banking 
Association (ABANSA) over 700,000 credit cards had been issued.   Concerns over credit worthiness 
during the international financial crisis apparently discouraged financial institutions from serving the low-
income consumer market, a slack that was taken up by MFI’s according to many of those interviewed.  
Additionally, Equifax2 privately indicates that 87% of all borrowers have loans with more than one 
lender.   

In this context, the USAID Improving Access to Financial Services Project in El Salvador thought it 
timely to set up a framework to evaluate the evidence base for over-indebtedness in El Salvador on a 
recurring basis, and to develop a strategy for reducing systemic and institutional risks.  The project opted 
for launching the program in a conference setting, in which key players of the Salvadoran financial 
markets (particularly those with increased exposure to low to middle income segments), would gather to 
discuss the realities of the sector, and share ideas, in a guided environment, that would lead to ideas being 
floated, and thus a better chance of gaining their buy-in for the above mentioned strategy.  Prior to the 
conference itself, the consultant was tasked with holding a series of meetings with a number of the invited 
participants with three objectives in mind: i) to understand the level of awareness of the issue within the 
local market, ii) to arrive at a better understanding of the institutional framework of the financial system 
and, iii) to organize the conference’s discussion segment within the realities affecting El Salvador.    

The consultancy took place from November 14, 2012 through November 22.  The conference itself was 
held the morning of November 21, 2012.  The key findings from the visits and the conference discussion 
are as follows: 

                                                      
1 FINANCIAL SECTOR ASSESSMENT PROGRAM UPDATE - EL SALVADOR FINANCIAL INCLUSION 
TECHNICAL NOTE 
NOVEMBER 2010 - THE WORLD BANK 
2 A private credit bureau managing data from a reported 96% of all institutional lenders. 
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Lack of Consolidated Credit Information:  Probably the biggest issue facing El Salvador today is that, 
though some credit information regarding the credit scene in El Salvador is available, it simply is not 
available on an aggregate basis for individual institutions in a format which they can use to ameliorate the 
risk of over-indebtedness, and at a cost acceptable to them. Though information from regulated lenders is 
available from the Superintendency, credit information from non-regulated lenders is not. Credit 
information is available in different groups of non-regulated lenders (e.g. cooperatives through 
FEDECREDITO, “Cajas” through FEDECASES and MFIs through INFORED) that information is rarely 
shared amongst those networks.  

Lack of adequate technology and practices in terms of loan workflow management:   An important 
issue brought up by FUNDAMICRO is the lack of adequate technology and risk practices at a number of 
MFI’s in terms of loan workflow management, and ongoing loan management. 

Irregular data quality:   A further issue that was brought up is that data, even when available, may not be 
fully comparable, due to different definitions, ways of handling the data, or data management issues. 

Lack of information on Income: In addition to the limited amount of information available in terms of 
the supply of credit, there is a lack of third party independent income verification systems.   

Lack of Information on consumption habits and preferences of lower income individuals:  Beyond 
what individual lenders may be able to understand through their own efforts, nothing has been done on an 
aggregate basis in El Salvador to understand lower income borrowers and their income, consumption, 
saving and borrowing practices, as well as the social changes therein.   

Over-indebtedness already present:   The general perception amongst conference participants and from 
the previous interviews is that over-indebtedness is already an issue in the country, particularly at the 
lower income segments.  However, the lack of complete, aggregate, current information makes it 
impossible to validate the perception with data. 

Asymmetry of Information:  Both regulated and non-regulated lenders contribute information to the 
credit bureaus; but whereas regulated lenders may see information from all lenders, non-regulated lenders 
do not have access to information from regulated lenders, due to Bank Secrecy laws.  This places non-
regulated lenders at a disadvantage, precisely the institutions most prone to their borrowers becoming 
over-indebted.    

Based on the findings the following action plan is proposed:  

 

Action Plan 

1: Work with the different agents to establish a database integrating regulated and non-
regulated lenders to provide macro information on credit volume by type (borrower and 
object of loan) and location, NPL’s, and growth by sectors for each of the above. 

2: Survey of financial habits and debt patterns for low income households:  IAFS 
would support carrying out a survey in El Salvador to obtain data on the financial habits 
and patterns of low income households, information that would be shared with the 
financial system and would continue to build on the evidence base regarding over-
indebtedness. 
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3: Credit Workflow application for MFI’s:  In order to help solve this issue a 
workflow application developed by Equifax in Panama would be provided to a local 
software/IT provider so that this institution can provide it under an application service 
provider (ASP) model, in parallel to its accounting package, to MFI’s. However, IASF 
should consider supporting the necessary development of a business plan to develop this 
workflow application.   

4: Corporate Governance and Financial Education:  Leverage other regional efforts 
to improve corporate governance in lending institutions serving lower income 
households. 

5: Review of Financial Consumer Protection regulations:  Information is the key to 
preventing over-indebtedness and adequate consumer protection regulations are the best 
way to make available usable loan information to borrowers. 

6: Asymmetry of Credit Information. Work with the World Bank and IDB in making 
authorities and legislators aware of the dangers of having asymmetries of information. 

 

II. BACKGROUND 

Over-Indebtedness is an issue of growing concern throughout Latin America and the Caribbean given the 
high growth rates of consumer lending to most segments of the populations, particularly the low to middle 
income segments; growth rates that far surpass the rates of growth of income.  As incomes have grown, 
lenders have “discovered” new potential borrowers and have specifically targeted them.  But Banks are 
not the only lenders vying for new consumers; along with Banks, Microfinance institutions (MFI’s), auto 
dealers, electronic goods retailers, and a myriad of other retailers and financial institutions, all seek to 
attain a percentage of the consumer’s wallet.  Add to this the fact that the level of financial literacy in 
many of these consumers is low, their pent up desire for consumption high, that few if any institutions 
have a global view of the realities and motivational factors at the (low to middle income) consumer level, 
and thus the risks spiral.  Over-indebtedness poses risks to economic growth, household well-being, and 
to financial institutions with high levels of consumer debt in their portfolios.   As has been shown 
repeatedly in financial crises, over-indebtedness leads to bubbles and when bubbles explode, the result is 
not only a collapse in asset prices and systemic financial sector issues, but intense deleveraging.  And that 
deleveraging can last for many years and hamper economic growth; with economic, social and political 
consequences.  

There are many specific examples of how these risks can spiral.  To cite just three:   

1. La Polar, a retailer in Chile, over a period of many years unilaterally renegotiated debts of over 
400,000 customers to avoid showing past due loans. They did this by capitalizing missed 
payments in the process and increasing the debts of low income consumers from as little as USD 
200 to over USD 3000. The company barely avoided bankruptcy, low income customers were 
severely hurt with unpayable loans, and the political fallout on regulators was immense.       

2. In 2010 the government of the state of Andhra Pradesh, India’s most saturated microfinance 
market, ordered banks to stop lending to microfinance institutions, causing severe liquidity 
problems for the MFIs. The government also told borrowers to stop repaying after a spate of press 
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reports on suicides by men and women who were microfinance borrowers3.  Lenders, both private 
and public had rushed into the sector, doubling, tripling and even quadrupling loans on borrowers 
as no aggregate data existed.  The MFI industry was seriously hurt, and along with it efforts to 
alleviate poverty through lending, due to the inability of lenders to understand the real, aggregate 
financial situation of borrowers.  

3. In Nicaragua, over-indebtedness in the rural agricultural sector gave rise to the “No-Pago” (non-
payment) movement which took on political connotations with increased erosion of the rule of 
law.  

In terms of El Salvador, available statistics show that in recent years, consumer credit has proliferated. 
Between 2004 and 2009, the number of loans to individuals increased by 33 percent4.  Loans to salaried 
workers are offered with relatively favorable terms by the banks that hold employee payroll accounts, 
often reaching 5-7 years in duration. Credit card use has proliferated; according to the Banking 
Association (ABANSA) over 700,000 credit cards have been issued.   Concerns over credit worthiness 
during the international financial crisis apparently discouraged financial institutions from serving the low-
income consumer market, a slack that was taken up by MFI’s according to many of those interviewed.  
Additionally, Equifax privately indicates that 87% of all borrowers have loans with more than one lender.   

In this context, the USAID Improving Access to Financial Services (IAFS) Project (“Project”) in El 
Salvador thought it timely to evaluate the evidence base for over-indebtedness in El Salvador on a 
recurring basis and develop a strategy for reducing systemic and institutional risks.  Studies on the issue 
have been undertaken before in the country;5 but such studies tend to be limited in that they focus on the 
situation at a specific moment in time, while realities change rapidly.  Thus, rather than a static study, the 
Project felt that a dynamic strategy for addressing the issue of over-indebtedness from the three 
viewpoints of systemic risk, individual institutional risk, and consumer risk and evaluating that evidence 
on a regular basis, a sort of early warning system, was much more appropriate. This would be a kind of 
“new product” which the IAFS project would try to ensure would be sustainable by providing relevant 
information to financial institutions at a price they would be willing to pay. 

III. WORK PLAN 

It was quickly determined that the development of such a strategy cannot be undertaken without the 
knowledge, participation, support and “buy-in” from the key players in the financial sector, as the results 
will remain operational long after the program has ceased to operate.  Consequently, the project opted for 
launching the program in a conference setting, in which key players of the Salvadoran financial markets 
(particularly those with increased exposure to low to middle income segments), would gather for half of a 
day to discuss the realities of the sector, and share ideas, in a guided environment, that would lead to ideas 
being discussed in a way that would allow their buy-in for the above mentioned strategy. 

Prior to the conference itself, the consultant was tasked with holding a series of meetings with a number 
of the invited participants with three objectives in mind: i) to understand the level of awareness of the 

                                                      
3 In the aftermath, calmer analysis indicated that the incidence of suicides in India is actually less among 
microfinance borrowers than for the society at large.  Since large MFIs were generating increased competition for 
government-fun programs, there was a political element to this crisis. 
4 Financial Sector Assessment Program Update - El Salvador Financial Inclusion Technical Note 
November 2010 - The World Bank 
5 USAID -  FOMIR II – DAI – Sobreendeudamiento en las Microfinanzas Salvadorenas. Existe algun problema -  
March 2005 
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issue within the local market, ii) to arrive at a better understanding of the institutional framework of the 
financial system and, iii) to organize the conference’s discussion segment within the realities affecting El 
Salvador.    

The key deliverable for the consultancy is an action plan for the development of a strategy for reducing 
systemic and institutional risk posed by over-indebtedness in El Salvador 

IV. FINDINGS 

This consultancy took place from November 14, 2012 through November 22.  The conference itself was 
held the morning of November 21, 2012. 

The days prior to the conference a series of meetings were held with local event participants.  The list of 
persons visited and contact information is provided in Annex II, while the list of attendees at the 
conference is provided in Annex III.  The Power Point for the presentation made at the conference (in 
Spanish) is included in Annex IV. 

The purpose of scheduling a round of meetings prior to the conference was twofold; on the one hand to 
provide the consultant with information on how to structure the presentation and two, to increase the level 
of interest by introducing issues that would need further discussion.  The questions included in the 
presentation were developed in order to generate discussion and lead to conclusions from the audience, 
based on the issues raised during the prior meetings.  As planned the meetings were very worthwhile in 
that they provided the consultant with valuable information on how to structure the presentation and the 
questions to pose to the audience.  

Following is a list of the main findings of the consultancy.  These findings were arrived at from the 
information gathered from the meetings with participants prior to the discussion and from the discussion 
at the conference itself.   

Lack of Consolidated Credit Information:  Probably the biggest issue facing El Salvador today is that 
information regarding the credit scene in El Salvador is simply not available on an aggregate basis. The 
information is dispersed across many institutions, which do not, or cannot share it.  Credit information is 
held in some form by the following institutions: 

Central Bank: In many countries Central Banks have good credit databases, maintained as part of their 
statistics on monetary aggregates.  In El Salvador, information on credit as posted on the Central Bank’s 
website is of very general nature; furthermore, according to what was mentioned in the conference, the 
Central Bank does not have a database on credit, and cannot legally regulate credit beyond that offered by 
the regulated financial system, and even in terms of the regulated financial system, it is limited in terms of 
its regulatory capabilities.  This evidently places restrictions on the capacity of the authorities to issue 
system wide macro-prudential regulations, and to limit credit via such mechanisms. 

Superintendency of Financial Institutions: The SSF (Spanish acronym) is the supervisory6 body for the 
financial system.  However, its reach is limited to deposit taking institutions.7 This means that most, if not 

                                                      
6 There was much discussion over the use of the terms “Supervised” and “Regulated” at the conference, with some 
participants arguing that all firms are “regulated” as they had to comply with regulations regarding their charter and 
start-up.  This report uses the terms interchangeably to mean the act by a government authority to issue regulations 
that affect the operations of an institution and the enforcement of those regulations   
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all, micro-finance institutions, non-financial credit card issuers, cooperatives and other non-deposit taking 
credit granting institutions are not supervised by the SSF.  Thus the institution has no information 
regarding their practices or outstanding credit amounts, except for the Cajas of the FEDECREDITO 
system, as detailed further below.  In addition to statistical information, the SSF maintains a public credit 
bureau (Central de Riesgos) with information from regulated financial institutions, and is thus probably 
limited in terms of lower income segments. According to the World Bank, the public credit registry 
coverage in El Salvador stood at 23.90 percent of adults in 2011.  

Associations:  Beyond the role the SSF plays, there are four associations, two for Micro-finance (ASOMI  
and FUNDAMICRO )  one for Cooperatives (FEDECACES), and one for “cajas” and worker’s banks 
(FEDECREDITO) which perform certain self-regulatory functions (varies with each association), and 
thus gather some credit information from their members.8  Membership in these bodies is not obligatory, 
and there are a number of credit granting institutions which do not belong to any such association.  In 
addition there is a government regulatory body, INSAFOCOOP, the supervisor for cooperatives, which 
has some credit information collected from the cooperatives it regulates (and who may not be members of 
FEDECACES).  It however must be noted that FEDECREDITO has an agreement with the SSF, in terms 
of supervision and information regarding their Cajas and workers banks.  

Private Credit Bureaus:  There are two private operational and active credit bureaus in the country, 
INFORED, a small credit bureau focused on microfinance institutions with limited coverage (150 
institutions provide data on a monthly basis) and EQUIFAX, a much larger and apparently very well 
organized bureau which has extensive coverage, including microfinance institutions and other credit 
grantors (Equifax started operations in the country in 1996, has 4.5 million registered debtors in the 
database and receives information from 500 institutions on a monthly basis).  EQUIFAX, due to its large 
coverage, has what could be the largest credit database in the country and thus probably has more 
information than any other institution in the country.  However due to privacy concerns it cannot and 
publicly does not consolidate all the data that it has. 

Others: Additionally, there is a specialized magazine, MicroEnfoque which collects information from 
certain credit grantors not covered by the above mentioned associations; however information provided to 
it is entirely voluntary and not verified, and therefore not useful for analyzing over-indebtedness.   

As far as research indicates and what participants in the conference knew, there is no association for non-
financial credit card issuers (i.e gas, medical, and other such cards), nor for retail stores that grant credit 
(such as consumer electronic stores); thus no information is available for these institutions (beyond what 
they provide to the credit bureaus). 

The fact that information is held by many players is not in and of itself a cause of concern, but the reality 
in El Salvador is that the available information is not consolidated, aggregated or shared in any form.  
This is of concern given that the participation of non-regulated financial institutions in terms of total 
credit is not known (there is no certain verifiable data), but participants agree that in terms of numbers of 
loans, the non-regulated financial sector generates more transactions than the regulated financial sector.  
In terms of the total monetary value of credit volume, EQUIFAX “guesstimates” the regulated financial 
sector to place approximately 60% of loans.   Participants fully agree, however, that in terms of lower 

                                                                                                                                                                           

7 Not all deposit taking institutions are regulated by the Superintendency.  Cooperatives that accept deposits only 
from members are not regulated by financial authorities, as are those whose total deposits remain below a certain 
threshold (a threshold for which the Superintendency can find no technical justification).   
8 FEDECREDITO in 2012 celebrated its members reaching total assets of over $1 billion and total loans of over 
$350 million.  
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income segments, those most prone – and least able to handle - over-indebtedness, a majority of loans 
may in fact come from non-regulated lenders.    

El Salvador simply does not, at this juncture, have publicly (or to regulators) available consolidated data 
that can provide information on the real situation of indebtedness, particularly at the lower income 
segments of the population.9  While all the above mentioned institutions have some information, no-one 
has complete information, and the legal or institutional mechanism for sharing and consolidating 
information are not available.  

Lack of adequate technology and practices in terms of loan workflow management:   An important 
issue brought up by FUNDAMICRO prior to the conference, was the lack of adequate technology and 
risk practices in terms of loan workflow management, and ongoing loan management. The result is 
increased difficulty for MFI’s to track customers and their debts over the life of the loan.  Thus, MFI’s 
may not be aware of additional loans (at other lenders) that customers are taking on, payment issues with 
loans at other institutions, or even errors within their own database and the history of the customer with 
the institution. This absence of information sharing, in the view of FUNDAMICRO, is already permitting 
customers to overextend themselves with loans  from various MFI’s, while the MFI’s themselves may be 
unaware of the new loans, and continue to renew loans or even increase exposure to those customers.   

This same issue has been detected in other countries, and generally stems from two issues at MFI’s:  i) 
weak corporate governance frameworks (including, directors’ roles and responsibilities, management 
information systems, control and conflict management) and, ii) lack of information due to reduced 
capacity to invest in workflow and information systems.    

In a following meeting, Equifax Central America mentioned a workflow tool which they developed for 
the microfinance industry in Panama.   This tool covers the entire life cycle of the loan, from the initial 
credit evaluation (with an incorporated decision engine that can be tailored by the institution), through 
loan management (with credit information updates) – and cross selling capabilities, and a collections 
module.  The workflow management system incorporates a credit scoring platform specifically designed 
for microfinance, and a demographic score, for those customers without prior credit histories. 

Equifax mentioned that their interest is to provide this tool (with localization for the El Salvador 
environment) to a local institution that could then make it available under an ASP (application service 
provider) model to MFI’s.  Equifax would remain as the provider of credit information (a necessary input 
for the system) but would not otherwise participate in the management or provision of the service, which 
is beyond their scope.  

As an initial approximation, it would seem that the concerns regarding inadequate workflow expressed by 
FUNDAMICRO and the solution offered by Equifax could fit together.   Equifax expressed that the 
system would have total cost of $650,000, with a six month localization/implementation period.  While 
the business plan for this investment needs to be further explored, such a cost, if amortized by its use by 
many MFI’s under an ASP model, would seem reasonable.   

In this context, the use of this tool should be further explored; including an evaluation of the tool itself as 
well as a cost benefit analysis. A preliminary assessment is that a local ASP already familiar with 

                                                      
9 Though Equifax claims to have information on 96% of the borrowing population of El Salvador, they also stated 
that 30% of the information they receive from certain non-regulated financial institutions, they cannot include in 
their credit database because of omissions or other inaccuracies. This means that though they may cover 96% of 
borrowers to some degree, they do not have all of the credit information about all of those individuals in order to 
give a complete picture of over-indebtedness. 
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supporting the MSME financial services sector10 could be the manager of the tool and provide it to 
microfinance institutions alongside the accounting package that it already makes available, integrating 
both, where possible, into a more robust management information system for MFI’s. 

Irregular data quality:   A further issue that was brought up is that data, even when available, may not be 
fully comparable, due to different definitions, ways of handling the data, or data management issues.  As 
mentioned before, some institutions have limited or inadequate workflow and data management systems, 
which could be impacting their ability to provide trustworthy and timely data. Equifax acknowledges that 
approximately 30% of the information it receives from micro-finance institutions does not pass its data 
verification tests and thus is not included in the database.   

Lack of information on Income: In addition to the limited amount of information available in terms of 
the supply of credit, participants are unaware of developed third party independent income verification 
systems.  Income data from the Tax Agency or the Pension system is not available to lenders.    Income 
data is gathered by the lending agents themselves, and practices vary from lender to lender.    The credit 
bureaus do not have employment data either, nor are credit histories used in employment qualification, as 
in some other countries. 

Lack of Information on consumption habits and preferences of lower income individuals:   Similar to 
what has happened in other countries in the region, credit options have grown exponentially for lower 
income individuals over the last ten years, and Regulators and lenders have been unable to keep up with 
the social changes in borrowing, consumption and saving habits.  Beyond what individual lenders may be 
able to understand through their own efforts, nothing has been done on an aggregate basis in El Salvador 
to understand lower income borrowers and their income, consumption, saving and borrowing practices.  
Here again regulators acknowledge that they are working in an unknown environment.   

Furthermore, there is the perception amongst participants that “loansharks” and market lenders still are 
significant providers of credit to lower income individuals and that their activities and participation are 
entirely unknown by the more formal sector, even the unregulated portion of it.   Experience from other 
countries indicates that participants may be overestimating the importance of these types of informal 
personal lenders, but the reality is that El Salvador simply has no data or studies on the subject.  

Asymmetry of Information:  As has been detailed previously, what information exists in the country is 
held in silos (in separate entities), and these silos do not share information with each other.   Of particular 
concern is the fact that both regulated and non-regulated lenders contribute information to the credit 
bureaus; but whereas regulated lenders may see information from all lenders, non-regulated lenders do 
not have access to information from regulated lenders, due to Bank Secrecy laws.  Participants fully 
recognize that this can place non-regulated lenders, precisely those most prone to their borrowers 
becoming over-indebted, at a disadvantage.  However, due to market segmentation, this may not be as 
large a disadvantage as perceived. 

In countries where such asymmetries have existed, an unwelcome result has been that regulated lenders 
were motivated by the asymmetry to cut back lending to weaker borrowers, while non-regulated lenders 
(unknowingly) were increasing their exposure to those same borrowers with the effect that risk was 
passed from regulated lenders to unregulated lenders.  Workshop participants acknowledged that with the 
slowdown in credit growth in the regulated financial sector due to the international economic crisis, and 
the growth of non-regulated lending during the same period, the same may be happening in El Salvador.  

                                                      
10 FUNDAMICRO, which is currently providing accounting ASP solutions to several NBFIs and MFIs in El 
Salvador, is an example of such a local ASP firm. They also expressed interest in managing this Equifax tool.  
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Participants felt that the bank secrecy laws that created the asymmetry of information may only be 
changed by law.  When queried regarding if secondary regulations could lessen their impact, as has 
sometimes been done in other countries, the general feeling was that such a strategy would not work in El 
Salvador. 

Bank secrecy laws also prevent the sharing of financial information between bureaus, a measure that 
would insure that bureaus do not compete on data sources, but on value added services and price, as they 
do with the aggregation of data by a bureau in order to make such aggregate data public.  Making that 
data public would also be considered illegal.  Furthermore, Equifax is leery of the extent of its database 
becoming public knowledge as it may be then subjected to unwelcome political attention.   

Over-indebtedness already present:   The general perception amongst conference participants and from 
the prior interviews is that over-indebtedness is already an issue in the country, particularly at the lower 
income segments.  However, the lack of complete, aggregate, current information makes it impossible to 
validate the perception with data.  Yet, as described earlier, there are some indicators that would back that 
perception.  Amongst them are that Banks, who have a broader sense of the true financial situation of 
individuals (they can view the entire credit history of individuals), have not grown their credit portfolios 
overall (and have reduced it to lower income segments); while non-regulated lenders (particularly MFI’s) 
have expanded aggressively.11   Additionally both Equifax and FUNDAMICRO, who have a broader 
view of customers, agree that a large percentage of individuals (87% according to Equifax), have multiple 
credit facilities and lower income individuals (with less financial education) are not adept at handling 
multiple loans which would also indicate over-indebtedness.  Finally data does indicate an increase in 
refinancing’s (though not segmented by type of credit or borrower), generally an early indicator of over-
indebtedness.  

V. RECOMMENDATIONS AND ACTION PLAN 

The key objective of this consultancy was to do a preliminary evaluation of the evidence for over-
indebtedness in El Salvador, and based on such, develop a strategy for reducing systemic and institutional 
risks.   

Based on the findings and recommendations the following action plan was developed and is included in 
Annex I, and is discussed in this section. 

A. Database - integrating regulated and non-regulated lenders  

As is evident from the findings presented above the first and foremost issue in El Salvador is the lack of 
validated, aggregate (regulated and non-regulated), continuous information; information that would 
provide the evidence on over-indebtedness and allow for specific measures to be adopted by regulators 
and lenders. Thus the first and foremost issue to be solved in El Salvador is information.  However, given 
the perception that over-indebtedness is already, or quickly becoming, a pressing issue, any action plan 
must already incorporate measures to reduce systemic and institutional risks.  

                                                      
11 The magazine MicroEnfoque which compiles Micro-credit data (loans under USD 3,000) from a large number of 
(mostly) un-regulated institutions (but still limited as a percentage of total loans) shows total loans growing from 
$818 million in March 2011 to $1 billion as of March 2012, a 22% annual growth rate while the economy grew at 
only 1.4% over the same period.   Of more concern is that micro-consumer loans were increasing at an annualized 
rate of 26% and comprised 39% of total loans.  In parallel total loans from the regulated financial sector decreased 
from peak of 9.3 billion in early 2008 to 8.3 billion in 2010 and for 2012 are growing at an annualized rate of 5.8%. 
As of September 2012 consumer loans comprised close to 30% of total loans and were growing at 4.8%. 
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In terms of creating such a database there are two potential candidates; the SSF and Equifax (the other 
credit bureau, INFORED, is too small). This consultant is agnostic in terms of who provides the 
information, so long as reliable (validated), aggregated, continuous, data covering both regulated and a 
non-regulated lenders is provided, in the shortest time frame possible.  

The first possibility, and the one discussed at the conference  was for the SSF to aggregate all the 
information on credit and publish on a monthly or quarterly basis a report detailing total loan portfolio by 
type of loan as well as by borrower type (socio-economic status).  The SSF stated that it was the only 
entity that could/should do this because the simple solution of aggregating regulated and non-regulated 
lenders’ information cannot be currently applied in El Salvador by credit bureaus given the legal obstacle 
that does not allow credit bureaus to share loan information from regulated institutions with non-regulated 
institutions, even when aggregated.    

However, there are at least two major drawbacks to this solution:  Firstly, the SSF does not currently have 
the mandate by law to collect credit information from non-regulated lenders.  Second, the SSF does not 
currently have the personnel, equipment, software, or the fiscal capacity to acquire such, as necessary to 
manage such a comprehensive database.  

The second possibility is for Equifax to aggregate the data from all institutions that report credit 
information to them and report this information to regulators and other interested parties. The credit 
bureau instead of just providing individual credit histories would thus provide aggregate data as a value 
added service for which they could be paid.  This would allow for the data to be aggregated by a 
professional data administrator who has international experience and who already works with data 
providers to better the quality of data they provide.  If at some future date, income or employment data 
could be built into the credit histories, the aggregate data could also be parsed by socio-economic status.  
Specific information, such as that provided by Equifax Brazil on aggregate NPLs (non-performing loans) 
by type of credit, would also serve as an indicator on over-indebtedness.   

However this relatively simple solution is made difficult in El Salvador given the apparent legal obstacle 
that does not allow credit bureaus to share loan information from regulated institutions with non-regulated 
institutions, even when aggregated; as well as there is no clear indication as to the value added services 
that may be offered by bureaus12.  Additionally, EQUIFAX is leery of it the extent of its database 
becoming public knowledge due to the political ramifications of such, as is evidenced by the ongoing 
developments in Ecuador.13  

Despite the difficulties inherent to each solution, there are a number of workarounds that could be applied 
to each in order to facilitate their application.   However it would seem that it would be easiest and 
quicker for Equifax to provide the information with cover from the regulators in terms of the value added 
products it could offer.   

This consultancy additionally recommends that early in 2013 a credit information coverage matrix be 
developed, showing the major existing debt databases, the type and format of such, and which data is 
subject to secrecy and thus cannot be included in publicly accessible databases. This matrix beyond 
graphically representing the available data and its location, would serve as an input for the working group 
(in order to build from already existing information – as opposed to creating a new format) and facilitate 

                                                      
12 In terms of the legal aspect please refer to the issue raised under the Asymmetry of Information finding in the 
previous section.    
13 Political concerns over the extensive information held by credit bureaus and risk ratings that make it difficult for 
certain people to obtain loans have led to a proposed new draft law that would eliminate private credit bureaus and 
obligate their data bases to be transferred to the state.  The final outcome of the proposed legal reforms is still 
uncertain. 
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either the building of the new database at the SSF as discussed above, or expanded coverage by the Credit 
Bureaus with sharing of aggregate information.   

B. Survey of financial habits and debt patterns for low income 
households 

In parallel to the data collection effort mentioned above, we propose a Household debt survey to provide 
demand-side data in order to allow lenders and policymakers with:  

1. Measurement of actual debt levels across different population segments and product types 
2. Information on why household debt levels are increasing, and the primary uses of this debt in 

households; 
3. The consequences of rising debt levels to a household (i.e. sacrifices in education, health, 

nutrition and other basic necessities as a result of rising debt levels.); 
4. Links to demographic and behavioral information, in order to measure (beyond current household 

debt levels), characteristics and behaviors that lead to high consumer debt. 

Such a survey would be similar to the one carried out by the Banco de la República in Colombia14, in 
order to understand consumption, savings, debt and income patterns and habits for lower income 
individuals along with socio-economic, demographic and financial education information.   

As an initial source of information we propose that this be a survey (as opposed to a census) to be carried 
out in a statistically significant yet limited number of households in urban or semi-urban areas; as a way 
to limit costs.  The survey itself should be carried out by a local professional market research firm.  

The results of the survey would be made available to both, lenders and regulators, become a further 
component of the overall evidence base for over-indebtedness, and lay the ground work for further 
evaluation of the financial situation of the different demographic and income strata of society.  

C. Credit Workflow application for MFI’s  

As detailed in the Findings above, Equifax is interested in providing a loan workflow tool for MFI’s in 
the El Salvador market. As this tool could at first glance resolve the concerns FUNDAMICRO has 
regarding this issue, it would make sense for the project to broker the relationship between Equifax and an 
experienced local ASP in order for the tool to be made available to as many MFI’s and NBFIs as possible 
under an ASP model.  

In this context, the tools should be evaluated from both an IT and a Credit Operations viewpoint, and a 
business case be built working with a local organization, like FUNDAMICRO, including cost, benefits, 
distribution model, etc.  Funding for such a purpose may be available from the MIF (multi-lateral 
investment fund) and an initial approach to determine feasibility should be made.  

                                                      
14 The Encuesta De Carga Financiera Y Educacion De Hogares En Bogota was carried out by the National Statistics 
Administration of Colombia with a sample of 4,423 homes in the city of Bogota.  The survey was carried out in 
2010 with the objective of i) finding out households by income level that use financial services; ii) Find out the real 
assets held by these households and the financing utilized to acquire them; iii) understand debt loads; iv) find out 
household level of financial education.  The survey in turn was modeled on similar surveys carried out regularly in 
Chile, Italy and the USA.  Results of the survey were used by the Banco de la República in its Financial Stability 
Report of September 2011 which sought to analyze the debt conditions and the determinants of the probability of 
default of Colombian Households.  
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Also not discussed at the conference but which should be part of the above plan is the drafting of a 
“preventing over-indebtedness “ best practices pointers in which the different associations listed above 
would be trained, and which they would be expected to train their affiliated lenders in.   

D. Corporate Governance and Financial Education 

Experience in other countries shows that lending institutions may contribute to over-indebtedness; this 
can happen when institutions promote portfolio growth over sustainability, misalign incentives to loan 
officers, do not have adequate management information systems (including loan workflow and 
management systems), have weak risk management practices, and do not have institutionalized ways of 
handling management or operational conflicts. All of which are signs of weak corporate governance.  
Another issue that may contribute to over-indebtedness is lack of financial education, which can be 
present both at the loan officer level as well as the client level.   

Generally, creating a corporate governance and financial education program for MFI’s and other 
institutions serving lower income segments would be long term project in itself; however, El Salvador has 
the advantage of having various associations which can carry on most of the work.  Additionally, the 
Central American region already has very good corporate governance and financial education projects,15 
with adequate materials and programs.  Leveraging on both, a series of continuing education programs 
can be designed for the associations to deliver to their members, under a “train the trainer” exercise, in 
which personnel from the associations would be trained, and receive materials, so that they in turn can 
train their members.   

Such an effort would be an organized program with plans, dates, methodologies, training materials, events 
and follow up.  But it would leverage on both existing projects in Central America for materials and 
methodologies and on the associations for delivery, substantially reducing the implementation cost. 

E. Financial Consumer Protection 

Debtors are at the end of the day the party most responsible for controlling their own over-indebtedness.  
However in order to be able to do this, they most have the tools to do it.  Part of those tools is financial 
education, but a much larger part is information; information on the products, their full cost, and 
characteristics that they are being offered.  

Working with the SSF and the Central Reserve Bank, a review (or draft as the case may be) of financial 
consumer protection regulations should be undertaken in order to determine whether customer’s rights are 
being adequately protected. Such consumer protection laws should include the right to choose between 
different products and providers and the right to be informed, prior to disbursement of a loan, of the total 
financial cost, financial impact, and characteristics of such loan.  The Colombian survey, mentioned 
previously, showed that customers were much more inclined to refuse additional loans when they were 
able to add the total interest cost of the loans outstanding and compare them to the cost of the assets they 
were purchasing.  That is to understand the difference in the cost of a product, when paid in cash, as 
opposed to when financed, and to add the periodic payments on their outstanding loans and compare them 
with their income.  

                                                      
15 An example of which is the PROMIFIN-COSUDE project in Nicaragua. 
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F. Asymmetry of Credit Information 

Regulators and legislators need to be made aware of the impact that the lack of information can have on 
the non-regulated financial sector, the potential for shedding of risks from one group of institutions to 
another, and the potential political fallout from weaker institutions going under from unknown credit 
risks. Therefore we recommend that there be coordination with the World Bank and the IDB in order to 
promote the reform the Bank Secrecy laws in order to allow for the sharing of credit information across 
the board. 

This issue has already been raised in the 2011 El Salvador Financial Sector Assessment Program, carried 
out by the World Bank. Thus, following WB protocol this issue would have been discussed with 
Monetary and Banking authorities.  So the effort would simply be to continue reminding authorities of the 
impacts, and to coordinate with the WB and IDB so that they also continue to inform authorities. 

  IV. CONCLUSION 

The established objective of the IAFS project regarding over-indebtedness is to promote and support the 
establishment of a system for evaluating the evidence base in El Salvador on a recurring basis and 
develop a strategy based on that evidence for reducing systemic and institutional risks.  The evidence base 
can only be built through information; information that at this juncture is dispersed and not aggregated.  
Thus an information system must be made available so that on a recurring basis information is gathered, 
validated, aggregated and distributed to all.    Only through information, and its use, will systemic and 
institutional risks regarding over-indebtedness be reduced.   

Not enough emphasis can be placed on the fact that the overarching issue in El Salvador at this juncture is 
one of insufficient information.  Aggregate information provided to all parties on the overall credit 
environment, segmented by type of loan and household income level.  Information must be made 
available to lenders, so that they know the financial situation and practices of their borrowers, both at a 
macro level, but also on a per customer basis, and not only at the inception of the loan, but throughout the 
life of the loan.  In some cases lenders most also be aided in obtaining the software to track that 
information, and in corporate governance practices to best use that information.  At a third, but just as 
important level, consumers must have the information on the financial products they are receiving, and 
education to use such data; information that is best mandated through adequate financial consumer 
protection regulations. 

The work plan presented above, in the various steps, is recommended to close the information gap 
currently present in the country and empowering institutions and their clients to reduce risk via 
information. The Action Plan presented in Annex 1 provides the details and timeline of what was agreed 
upon by the key stakeholders attending the workshop on November 21, 2012.  
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ANNEX I:  RECOMMENDED ACTION PLAN 

Objective: Evaluate over-indebtedness in El Salvador on a recurring basis, and develop a strategy for reducing systemic and institutional risks.   

Action Steps Responsibilities Timeline Resources Potential Barriers Communications Plan

1: Database 
integrating 
regulated and 
non-regulated 
lenders. 

 

 

 

IAFS project to build matrix of 
existing information of databases. 

 

4/30/13 

SSF resolution 
on credit 
bureau value 
added 
products 

5/30/13 Initial 
reports to be 
issued. 

 

 

 

In order to avoid 
providing information 
on regulated 
institutions to 
unregulated ones, only 
information from 
unregulated 
institutions could be 
provided, rendering 
the whole exercise 
less effective.   

Not enough regulatory 
“cover” may be 
provided to 
EQUIFAX who then 
abstains from 
producing the reports. 

If possible the SSF jointly 
with the Central Bank 
should publically 
communicate concern 
regarding over-
indebtedness and the need 
for all institutions to have 
aggregate data on a regular 
basis regarding credit 
growth by segment.  

The risks of over-
indebtedness should be 
clearly spelled out, along 
with the benefits of having 
information in order to 
ensure participation by all 
associations. 

2: Survey of 
financial 
habits and 
debt patterns 
for low 
income 
households. 

 

IAFS project as part of gathering 
the evidence base of over-
indebtedness. 

9/30/2013 for 
survey 
findings to be 
presented to 
regulators and 
the market.  
Surveys 
should be 
carried out in 
May and June 

A preliminary design 
of the survey should 
be carried out by the 
project early in 2013 
based on survey 
companies being 
contacted to 
determine the cost.  
Surveys would only 
be for urban and 

The biggest potential 
barrier is cost. A 
limited survey such as 
the one proposed 
using local 
professional resources 
should stay within 
very reasonable levels, 
but a budget needs to 
be prepared and 

A survey of this nature 
would be the first of its 
kind in Central America 
and provide information 
that is currently not 
available. The knowledge 
base and goodwill such a 
survey will provide to 
USAID and the IAFS 
project needs to be 
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 2013. semi-urban 
households in and 
around San Salvador.  

financial resources 
identified to cover 
those costs. 

communicated, as the 
results when available.  

3: Credit 
Workflow 
application for 
MFI’s 

FUNDAMICRO has offered to 
help with support from the IAFS 
project. 

TBD Resources from the 
MIF and other such 
donors should be 
explored. 

The biggest barrier is 
not finding the funds 
to help one or more 
local ASPs with the 
acquisition of the tool. 

When the transaction is 
finalized both parties 
should make the 
arrangement public with 
information on the benefits 
to MFI’s.  

4: Corporate 
Governance 
and Financial 
Education 

 

 

 

IAFS Project along with the 
associations (ASOMI, 
FEDECACES, 
FUNDAMICRO,FEDECREDITO) 

By June 2013 
have 
established 
cooperation 
agreements 
with other 
corporate 
governance 
financial 
education 
programs in 
the region. 

IAFS project 
resources, along with 
resources from the 
programs contacted 
for the consulting and 
setting up.  
Association resources 
for carrying on the 
training to their own 
members. 

The biggest obstacle 
would be not being 
able to leverage 
existing projects and 
programs in the 
region.  The cost and 
time of establishing a 
new project and 
program would push 
such an effort far into 
the future. 

IAFS project along with 
associations. 

5: Review of 
Financial 
Consumer 
Protection 
regulations 

IAFS Project along with SSF Second quarter 
2013. 

IAFS project 
resources.  

Identify a consumer 
protection consultant 
to work with the SSF 
on review of 
regulations and 
propose changes that 
may be needed. 

IAFS project along with 
SSF 

6: Asymmetry 
of Credit 
Information 

IAFS project along with World 
Bank and IDB. 

Ongoing until 
reform the law 
is approved. 

None required 
beyond time and 
commitment by the 
Project and USAID 

Time and lack of 
understanding of 
importance by 
authorities. 

IAFS, WB, IDB
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ANNEX II: MEETING LOG AND FINDINGS 

Date  Institution  Contact  Findings 

11/15/2012 

ASOMI ‐ Association 
of Microfinance 
Organizations 

Roxana Duran ‐ 
Executive director 

 There is no aggregate data on 
credit.   

 All institutions are very jealous of 
sharing data.   

 Over‐indebtedness is an issue, 
people with loans from MFI's, 
credit card from bank, and other 
loans are common.      

FUNDAMICRO ‐ 
Foundation of 
Microfinance training 

Francisco Lopez ‐ 
General Manager 

 They offer an accounting package 
as an ASP.   

 Some MFI's only lend to clients 
that already have loans in order to 
"piggy back" on credit analysis 
performed by another institution.  

 There is a high degree of "repeat" 
clients showing up in accounting 
package across the various MFI’s.  

 Workflow and corporate 
governance is very weak in many 
institutions.  

 Believe some MFI's are very 
cavalier regarding NPL as impact 
only hits donors.  

 They have noticed sharp increases 
in total loan portfolio growth at 
many unregulated institutions 
with no growth in the number of 
clients. 
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11/16/2012 

EQUIFAX ‐ Private 
Credit Bureau 

Juan Carlos Lima ‐ 
General Manager 

 There is really not a lack of 
information; rather that 
information is stored in silos, with 
jealous guarding, no sharing, and 
no understanding of the value of 
the information.  

 Regulated financial institutions get 
the whole credit picture, un‐ 
regulated get only a small part of 
the credit history.  

 Equifax has limited ability to use 
and make public information.  

 A system that integrates, stores, 
uses and makes public data from 
all sources is not available.  Many 
MFI's do not have capacity to use 
loan management information 
due to lack of systems.  

 Class C already shows over‐
indebtedness.  

 Banks made a big effort to reduce 
risk with lower income in 2008 ‐ 
2010. 

INFORED ‐ 
Specialized Credit 
Bureau 

Carlos Villalta ‐ 
General Manager 

 New entities providing credit are 
propping up all the time.  Difficult 
keep track with growth.   

 Not able to provide codified 
information as they do not have 
table of economic activity.    

 Think there may be over‐
indebtedness but we do not have 
sectors identified. 
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11/19/2012 

FEDECACES ‐  
Federation of 
Financial 
Cooperatives 

Hector Cordova ‐ 
Corporate manager 

 There are 330 coops that 
incorporate savings and loan. 70 
are strictly financial, and 31 are 
affiliated. The rest do not have 
supervision.  

 There have been no crises in 
coops in over 50 years, though 
some small coops have gone 
under.   

 Coops know clients better than 
anyone else plus have customer 
deposit base which insures 
customer loyalty.  

 Of the 31 affiliated coops, 28 use 
credit bureau. Risk tools provided 
are superior to those the SSF uses 
on regulated institutions.  

 Provide software to 15 coops.  

 Coops increased lending by 20% 
per annum as banks were 
retrenching, but now the effort is 
at reducing risks.    
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Sobreendeudamiento
de los hogares

San Salvador, El Salvador
21 de Noviembre de 2012

Jose E. Mantilla
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