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FOREWORD 

What is it, indeed, that makes microenterprise finance tick? lhelL..Jbrsdo 
an excellent job of describing howmicrofinance institutions tick, lxjWt'BneY~ r 
find out why they tick. They don't explain the driving force that: keelspsthese 
institutionsvibrantandarlVenordoweeverfindoutwhysomanyrni~nerprise 
organizations have been established so fast. 

To find out what makes them tick, just ask any loan oFfire- ~OI1l a 
microenterprise organization out in the barrio visiting clients. It's the ~ gIeaI11 in 
the eyes and the smile on the face of a customer when she le&rl1lstliEala bank 
Is actually going to trust her. This may be the best news she's hedil I nontls • 
and herMuresuddenly looks brighter. Clientsofmicroenterpriseorgm"lizatiMs 
are often astounded that for the first time a formal institution is !SOOt go take 
them seriously and treat them as people of importance. 

For the staff of BancoSol, and I'm sure for staff at many micrt8"TUrprise 
institutions, it is extraordinarily motivating to be involved in trans.dirns~asec:I 
on trust. Our staff feel privileged to be part of a movement that issri1a!temg 
the conventional wisdom of bankers everywhere about the pOD r. lIIIlS's \'Ih~ 
they are willing to put in long hours and walk long miles to do tlnerl cis. 

The institutions analyzed in this monograph are bringing banki.,gbsak t()its 
roots. They are re-discovering character·based lending. b ese lending 
techniques, each a little different in the institutions covered here • bli idbonds 
of mutual trust between borrowers, theirpeers,lenders andthe Iocahnr nnuriy _ 
These methods workl They produce a virtuous circle of trust and~ayrnent_ 
And, as is always the case with a good idea whose time has co e,m WSlcter­
based lending is mushrooming throughout the wor1d. 

Of course it takes more than trust to run a large microfinance irmitWon It 
takes structures, systems, strategies, training and information. TI1ealJUhorso" 
the monograph explain just how these pieces fit together to make_ heaNv 
institution. But as you read, don't forget the secret of what real~ mrbtesthemJ 
tick. 

Franc/sco "Panchon Otero 
Managing Director, BancoSol 
July 4,1994 
Yungas, BolMa 
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CHAPTER I 

INTRODUCTION: 

INSTITUTIONAL COMPETENCE AND THE 
ACHIEVEMENTS OF MAJOR MICROENTERPRISE 

FINANCE ORGANIZATIONS 





This monograph examines the building blocks of institutional competence for 
microenterprise finance by comparing several of the largest and best-known 
microenterprise finance organizations. 

I.A. Mlcroenterprlse FInance In Context 

For millions of indMduals in developing countries, microentrepreneuria. 
activity represents the sole or primary source of income. However, the woman 
selling fruit in the weekly market, the woodworker fashioning a chair, and other 
microentrepreneurs have been excluded from formal sector financial institutions 
because they have been long presumed to be un-creditworthy. 

Since the late 1970s, however, techniques have emerged for providing 
financial services -- credit and savings -- to this previously untapped market, 
and clients have received these new services with great enthusiasm. The 
stories of indMduals receMng a loan for the first tine are testimony to the 
valuable role such services can play in poor communities. Methodologies 
have been fine-tuned to fit the needs of local communities often with great 
success. These techniques have become the basis for a flourishing infant 
industry throughout developing countries devoted to increasing the access of 
the poor to financial services. 

The current challenge for service providers is to achieve massive scale -­
because the potential market is vast -- even while attaining high degrees of 
financial self-sufficiency. And while the challenge is great, a number of 
institutions in very diverse settings are meeting it. 

The ability of such institutions to achieve scale and self-sufficiency can be 
attributed both to effective credit and savings methodologies and to the 
strength and competence of the organizations themselves. These two 
elements -- effective methodology and institutional competence - are closely 
intertwined and equally relevant. Yet writings on mlcroenterprise finance have 
focused largely on methodologies, while there have been relatively few' 
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explorations of the components of institutional strength.' In particular, there 
have been few organizational comparisons focusing on the institutional 
dimension. This monograph, by focusing on the institutional strengths that 
successful microenterprise finance organizations exhibit, will attempt to 
describe what skills or competencies allow institutions to: 

• Become finanCially self-sufficient 

• Expand outreach to a nationally s/gnlflcant scale 

• Survive over time 

This focus reflects the challenges facing institutions In what has been called 
the new world of microenterprise finance,2 and this monograph is intended to 
set the stage for further progress in building competent institutions that serve 
the poor. 

I.B. Analytic Approach 

The approach taken here is to compare and contrast successful institutions, 
focusing on four: Grameen Bank in Bangladesh; Bank Rakyat Indonesia's 
(BRI) Unit Banking System in Indonesia; Banco Solidario, SA, (BancoSoij in 
Bolivia; and Actuar Bogota in Colombia. Other similar institutions, such as the 
AsociaciOn para e/ Desarrollo de Microempresas, Inc. (ADEM I) in the 
Dominican Republic, Badan Kredit Kecarnatan (BKK) in Indonesia, Kenya 
Rural Enterprise Programme (K-REP) in Kenya, the Small Enterprise 
Foundation (SEF) in South Africa, and credit union systems in Africa, are 
referenced where appropriate to demonstrate that institutional competence in 
microenterprise finance can be found in many places. 

The institutions analyzed here differ in many dimensions. They seek different 
development aims, use varying methodologies to provide a variety of services, 
and take several different institutional forms (e.g., non-govemmental 
organization [NGO) or bank). They operate in cultural and economic settings 
as different as rural Bangladesh and urban Colombia. They operate at 
different scales: the two Asian programs, Grameen Bank and BRl's unit 
system, each have nearly two million active borrowing clients, while the two 
South American programs are now approaching 50,000. 

Despite the differences, these institutions have much in common. The 
source of their commonality is the commitment of each to providing financial 

I Among them are Saine Edgcomb and James Cawley, "The Process of Institutional 
Development: Assisting Small Enterprise Institutions Become More Effective." and Marla 
Otero, "The Evolution of Nongovernmental Organizations toward Financial Intermediation, "In 
Otero and Rhyne, eds., 1994. 

2 See Otero and Rhyne, ads., 1994. 
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seJVices to clients financial institutions previously ignored, on as large a scale 
as possible, and on a financially self-sustaining basis. To do this, the 
institutions have each developed a similar set of institutional competencies, 
some of them quite extraordinary. This monograph seeks to distill these 
elements of competence for the emerging field of microenterprise finance, 
with the aim of identifying the fundamental underlying principles that make for 
successful microenterprise finance institutions. 

An Organic Conceptual Framework. After an introduction tothe institutions 
and a background review of financial structure in Chapters I and II, the 
remainder of the monograph focuses on program operations. Chapter II, while 
it does treat important issues of financial structure, is not intended to be a 
thorough discussion of the subject. Readers who are already familiar with the 
institutions discussed here may wish to glance quickly through Chapters I and 
II, which are introductory in nature. 

The core of the paper, Chapters III through VI, examines four important 
systems operating in micro enterprise finance institutions, which can be 
viewed in analogy to the systems of living organisms. Chapter III presents the 
skeleton, or institutional structure, of each organization, focusing on the 
location of functions within each ilstitution, and comparing productivity and 
costs. The performance of the retail outlets, where interaction with clients 
takes place, is particularly important. Chapter IV examines the use of 
information (this could be called the circulatory system, but perhaps the 
analogy shouldn't be pushed too far). Adding flesh to the bone, Chapter V 
reviews human resource use: staff recruitment, training, motivation, and 
evaluation. Finally, Chapter VI views the living Institutions as wholes, 
obseJVing them as they meet challenges arising at various stages in their life 
cycles, such as growing, innovating, and coping with shocks. It begins with 
a discussion of leadership and decision making. Thus, Chapters III through 
V compare the anatomy of the Institutions, while ChapterVllooks at howthese 
component parts work together to maintain institutional health. 

Attha end of each chapter, a brief section summarizes the conclusions of that 
chapter regarding the particular shape of competence in microenterprise 
finance. These summaries, taken together, form a portrait of the elementsthat 
contribute to scale, self-sufficiency, and longevity, and are summarized briefly 
in Chapter VII. 

I.C. History and Background of the Institutions 

This section introduces the four principal organizations by summarizing the 
origins, mission, and services of each. 

Grameen Bank. In 1976, Dr. Mohammed Yunus, an economics professor 
at Chlttagong University, began an experimental project to show that the 
extremely poor people of rural Bangladesh, among the poorest people in the 
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world, could be creditworthy. During the next few years, the Grameen project 
evolved a lending methodology that still forms the basis of its now nationwide 
program. (Table 1 highlights major milestones in the evolution of Grameen 
Bank and other institutions.) Grameen Bank makes loans based on groups 
of five people who are held jointly liable for loans made to each group member. 
Several groups are joined to form a "center," through which an additional layer 
of guarantee is added. Loans are made for one-year terms, with weekly 
repayments, and at present they carry an interest rate of 20 percent. 
Borrowers are also required to make small, regular contributions to a group 
savings fund and an emergency fund. In 1983, Grameenwas licensed by the 
Bangladesh government as a bank. Since that time it has added hOUSing 
loans and, in 1992, seasonal loans for experienced borrowers. 

Grameen Bank serves severely impoverished, mainly illiterate people, and 
over the years it has focused increasingly on women, such that 94 percent of 
its clients are now women. Many of its members had not carried out income 
generating activities of their own before taking a loan, and thus, activities 
receiving Grameen financing are generally very simple, such as buying and 
tending a dairy cow or a flock of ducks. In addition to its mission of poverty 
alleviation through credit, Grameen Bank pursues a social development 
agenda, embodied in its "Sixteen Oecisions" for members to adhere to, which 
span topics including sanitation, nutrition, family planning, and education. 
Grameen Bank also carries out a range of projects, such as promotion of 
informal village schools, distribution of seeds and seedlings, and special 
projects such as fisheries and textile production. 

The SRI Unit BlInking System. The Bank Aakyat Indonesia is one of five 
state-owned commercial banks in I ndonesia. Its particular mandate isto serve 
rural areas. BAl's Unit Banking System is a network of very small retail outlets 
throughout Indonesia operating at levels belO'N BAl's regular branches (below 
both in terms of geographic location in smaller towns and in terms of loan 
size).3 The units were created in the early 1970s as conduits for subsidized 
farm credit provided in tandem with technical support by the Ministry of 
Agriculture for adoption of the "green revolution" rice varieties and farming 
practices. This credit program, known as BIMAS, featured all the hallmarks 
of traditional directed credit: it lost money for BAI, repayments were poor, and 
benefits were appropriated by elites. 

In 1984, the units were overhauled and new services were introduced, 
beginning with KUPEOES (an acronym for General Aural Credit), a largely 
character-based loan offered to any productive enterprise. KUPEOES involves 
only individual lending, not group loans. An expanded package of savings 

3 It is important to note the clear distinction between the bank as a whole and its unit banking 
system. However, as this monograph treats only the unit system as the subject being 
compared, the names BAI, SRI unitsystem, and SRI unitswil, attimes, be used interchangeably. 
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instruments was introduced in 1986, offering savings clients a variety of mixes 
of liquidity and returns. Of these, SIMPEDES (General Rural Savings), a 
passbook savings program offering unlimited withdrawals, was designed to be 
the most attractive to local savers and has remained the most popular. The 
KUPEDES loans generally carry terms of three to 24 months, typically with 
monthly repayments. The effective KUPEDES interest rate is 33 percent per 
year. SIMPEDES rates vary with market conditions and have ranged from 
zero to 1.125 percent per month. 

A central aspect of the Unit Banking System is its insistence that each retail 
unit be profitable. In fact, the units provide a major share of BRl's total profits 
each year. A banking ethos prevails throughout the system, with staff seeing 
themselves as making a contribution to rural development by being profit­
making bankers.4 The Unit Banking System serves a variety of clients, most 
of whom were not previously served by financial institutions. However, it does 
not generally serve the poorest stratum or the smallest rural centers, and less 
than half of its borrowers are women. 

BllncoSoi. Banco Solidario, S.A. began operations in February 1992 as a 
fully licensed commercial bank in La Paz, Bolivia, with an explicit focus on 
microenterprises. It offers financial services - at present, mainly solidarity 
group loans-with the objective of promoting the socio-economicdevelopment 
of small-scale enterprises and the self-employed. Under the solidarity group 
methodology, prospective borrowers form groups of four to seven people to 
jointly guarantee loans in lieu of collateral. Loans start small, with a short term, 
generally three months. Renewal loans of progressively larger size are 
available if borrowers repay promptly and fully. Loans are available either in 
local bolivianos or in U.S. dollars (as is standard in Bolivia's heavily dollarized 
financial sector). BancoSoi currently has 18 branches operating in four cities 
throughout Bolivia. 

BancoSol emerged from PRODEM, the Fundaci6n para fa Promoci6n y 
Desarrollo de fa Micro Empresa, a non-profit microlending institution founded 
in 1986. Created as a partnership between ACCION International and 
prominent members of the Bolivian business community, PRODEM initiated 
the urban solidarity group lending program and built its operations to a level 
of strong financial self-sufficiency. PRODEM and its supporters decided to 
create a bank largely for the purpose of relieving PRODEM's funding 
constraints (see Chapter II), and as BancoSol opened, PRODEM's portfoliO 
and much of its staff were transferred to BancoSol (in return for ownership 
shares). In addition to owning a controlling interest in BancoSoI, PRODEM 
remains active, with a mission to pursue more experimental actMties. It is 
presently developing a lending program in the Bolivian rural areas. 

• Richard Patten. Harvard Institute of International Development Interview. November 1993. 
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In 1993, BancoSoJ began a pilot project to offer savings services, which, in 
the spirit of BAl's savings program, offers a package of instruments from 
which the saver can choose the most appropriate mix of liquidity and returns. 
The services are expected to be offered throughout the bank during 1994. 
BancoSol has a dual mission, involving strong social values originating from 
PAODEM as well as newer shareholders' concems for making commercial 
retums on investment. BancoSol is consciously attempting to demonstrate 
that financial services for microenterprises can be provided profitably on a fully 
commercial basis by the private sector. 

ActuaT Bogota. The Corporaci6n ACTUAR por Bogota is a private, non­
profit corporation founded in 1988 in Bogota, Colombia, and affiliated with 
ACCION Intemational.s Its 13 branches offer credit, training, and technical 
assistance to two types of clientele. FamiempresBS, who constitute the vast 
majority of Actuar clients, are family-run bUsinesses involved primarily in 
commercial activities that receive short-term, working capital loans through a 
solidarity group mechanism. Microempresas borrow as individuals (with 
guarantees) and usually represent small industrial, commercial, or service­
oriented production units. Most individual borrowers began as members of 
solidarity groups. Although Actuar Bogota began operations solely in the 
urban region, it now operates in secondary cities and rural areas within 150 
kilometers of Bogota. 

Actuar Bogota's vision is broader than financial services alone: it aims to 
demonstrate that a wide range of important services can be delivered 
profitably to the informal sector. This is reflected in the relative importance 
Actuar places on bUSiness and technical training and in Actuar's Centro de 
Servicios Basicos (Basic Service Center), a wholesale depot at which 
borrowers can purchase inventory and r8JN materials at lower prices -- and 
more convenienUy - than they can elsewhere. Future services envisioned 
include savings services, awider range of loan products, housing, health care, 
insurance, and recreation. Actuar plans to create an elaborate structure offor­
profit subsidiaries to provide these services. It has taken the first step by 
creating Finansol, a non-bank financial institution that has begun to take over 
the financial side of Actuar's operations, lending and raising funds. Even 
though Actuar is the newest of the organizations highlighted in this study, it has 
revealed a strong potential for continUed growth. 

5 Several microenterprise finance organizations in other cities in Colombia also use the name 
Actuar. but they are entirely independent of Actuar Bogota. To avoid confusion with these 
other organizations, Actuar Bogota recently changed its name to CorpoSol. However, as this 
monograph discusses Actuar only up to the creation ofCorpoSoJ, the name Actuarwill be used 
throughout. 
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I.D. Levels of Achievement 

The institutions profiled here have demonstrated significant achievements, 
which are illustrated by their performance in several areas of financial 
intermediation (the number of clients, the size of the lending portfolio, savings, 
and delinquency levels), in the provision of other services and in the measure 
of impact on clients - each with varying degrees of importance to the 
organization. 

Lending. Because these institutions started as credit institutions, the 
numbers of active borrowers demonstrate their achievements most 
conveniently. The two Asian giants, Grameen Bank and BRI, are each 
approaching two mOlion borrowers (1.6 and 1.9 million, respectively; see Table 
2) which they serve through more than one thousand locations, providing 
nationwide coverage. Because BRI makes much larger loans than Grameen, 
its total active portfolio (loans outstanding) of US$931 million is far larger than 
Grameen's US$180 million. BancoSol and Actuar Bogota, which are newer 
and not yet national in scope, are small in comparison to the two Asian 
programs, but still unprecedented in scale compared with most otherprograrns. 
BancoSol and Actuarhave 46,000 and 37,000 borrowers, and active portfolios 
of US$24.8 milDon and US$8.2 million, respectively. 

To place the scale reached by these four institutions in context, it is important 
to note the population of potential clients in the geographic area of focus and 
to compare these programs to other programs internationally. Institutions in 
small countries will naturally attain a smaller scale than those in large ones, 
and institutions will first set scale goals in a limited geographical area before 
expanding. These differences accountfor most of the variation in size of these 
four institutions. Among other noteworthy institutions, ADEMI, which has 
achieved nationwide outreach in the Dominican Republic, had an active 
portfolio of US$11.5 million in December 1993 and serves 13,500 active 
clients, about one third the number served by Actuar (See Box 1). 

The BKK of Central Java, I ndonesia, in operation since 1972, had an active 
portfolio of US$23.6 million in 1992 and reaches about half a million borrowers 
(see Box 2). (Pearson and Garland, 1993: Table 1) Its average loan size 
hovers around US$50. The credit union system in Cameroon had an active 
portfolio of US$21 million in 1991 with 20,000 outstanding loans. The FINCA 
village bank system in EI Salvador has nearly 30,000 clients. The Small 
Enterprise Foundation in South Africa, with an active portfolio of more than 
US$200,OOO and nearly 2,000 clients, is much smaller than the other 
programs, but has grown quickly in its two years of operation. Box 2 reviews 
the achievements of three programs. 
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TABLE 2 

ACTIVITIES AND ACHIEVEMENTS OF 
MICROENTERPRISE FINANCE ORGANIZATIONS 

GRAMEEN BAlIK BAIUNn BANCOSOL AC"NAR BOGOTA 
(June 1993) 8ANIONO SYSTEM ~111t3) (OI:Iabef 1993) 

(Octobet ll1t3) 

Volume 180 (all loan 931 24.8 82 
ofloana types) 
outs1anding 60 (housing) 
(US$ mDJion) 115 (general) 

Number of 1.59miBion , .86 million 46,428 37,482 
active 
borrowers 

Percentage of 94 24- 71 48 
female 
borrow .. 

A ..... $114 (aD loan $502 $534 $220 
outaIIInding types) 
loan .Ize $73 (general) 
(US$)' 

Average 12 3-24 5 (appro~ 4-5 (group 
d\l'ation lending) 
(mantis) 12 [Individual) 

Effective Interest 20 percent 33 percent 53 percent Ooans 71 percent 
rate (percent (genemI)c (in bolivianos ) 31 (includes fees) 
per annum) percent (loans In 

USS) 

L.ocaIlntlation 7.8 percent" 9.9 percent"' 15 percent' 22.6 percent' 
(percent per 
annum) 

Overdue loans 1.4 percent 7.5 percent 2.7 percent 2.9 percent 

-Insttutlon .. full VIWe of I~ value of install· full value of full value of 
own over one year menta past due loans one day loans one clay 
past maturity over outstan· past due past due over ouIatandlng 

over outstan· ding portfolio over outs1an. portfolio 
dIng portfolio ding portfolio 

Longofun loss 3.6 percent" 3.1 percent 1 percent' less than 1.5 
rate (Institution .. percent 
own estirNde or 
provision 1Bk8n) 

Volume of $171 m81icm 12.1 billion $3.1 mDlion not applicable 
savings and 
deposits (of 
cIIen1s) 
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TABLE 2 

ACTlVrnES AND ACHIEVEMENTS OF 
MICROENTERPRISE FINANCE ORGANIZATIONS (cont'd) 

-~% 
GRAIIEVI UNI( 8AlUIOT BAKOSOL AC1UAR BOGOTA 

(June 1883) BANIONG SYSTEM (December 1883) (OcIDber 1883) 
(Oc:tDbIr 1883) 

Number of 1.59 mllJionk 11.2 rniIion not available not applicable 
active HVenI 

Number of 1.030 branches S.unlts 18 branches 1Sbrenches 
retail unita 635 village posts 

Country 108m.ion 178m1ion 7 mil'1OI'I 32 mIIon 
popuIaIion .. 
(1990) 

Exchange $39 2.000 4.47 813.28 
rate to US 

SOURCES: The Institutions themselves; !<handker et aI .• 1993; World Bank. 1992. 
• Survey data for 1989. (Holt, 1991) 
h Based on outstanding portfolio. Average initial loan size is larger due to differing stages of 

amortization. 
• Does not Impute cost offorced savings in Group Fund or Emergency Fund. Some observers 

consider these amounts es raising the effective rate 
d Average rate of inflation. 1988-92 .. 
• 1992 annual rate. 

Average rate of Inflation. 1990-93. 
g 1993 annual rate. 
h 1992 estimate 

Represents provision negotiated with the Superintendency of Banks. not actual loss, which 
is lower. 
The majority of these savings are held in accounts off Grameen Bank's balance sheet 

• All borrowers have savings; Grameen also accepts deposits from non-members, but this 
number is not available. 

Savings. The institutions profiled here have different approaches to savings, 
but this element of financial intermediation is becoming increasingly important 
at each. The voluntary savings instruments of the BRI unit system have been 
stunningly successful in mobilizing savings. The unit banks now count more 
than 11 million savings accounts, amounting to US$2.1 billion. more than twice 
their volume of loans. Grameen Bank requires compulsory savings, in the 
form of required weekly contributions to group and emergency funds. Asthese 
funds are not retumed to members unless they withdraw their membership. 
the various forms of savings accumulate steadily. Grameen also offers 
deposit services to the public, although these deposits are not a significant 
source of funds. In June 1993, savings and deposits amounted to US$171 
million or 95 percent of the total outstanding portfolio. Having dropped its 
original compulsory savings requirement, BancoSol is currently testing a 
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voluntary savings instrument adapted from the BAI model, which it plans to 
implement throughout the bank in 1994. Actuar Bogota has also dropped 
compulsory savings requirements from its group-lending methodology, but as 
an NGO, it has not been legally permitted to accept deposits. However, its new 
non-bank financial institution, Finansol, has a license to take deposits and 
plans to develop a voluntary savings program. 

Among other programs referenced here, only the credit union systems are 
fully savings-based. BKK has a savings program, yet with US$6 million in 
client deposits in 1992, it draws in only about one-fourth of the amount it lends 
out. ADEMI, which as an NGO cannot legally accept savings, has created a 
financial product whereby clients can "lend-money to ADEM I at 18 percent per 
year. Such funds are treated as deposits and amounted to more than US$1.5 
million as of September 1993. ADEMI also actively encourages clients to save 
at the commercial bank that handles their loan accounts. 

Delinquency and Default. None of these institutions could have achieved 
its current scale without keeping delinquency and default to manageable 
levels. Definitions of delinquency and default differ from one institution to 
another, but it is clear that each of the four highlighted institutions has been 
able to keep arrears from threatening the stability of the lending program (i.e., 
well under ten percent, if not below five percent) and has dealt effectively with 
the specific situations in which delinquency has become a problem. Long-run 
loan losses have been below four percent -- even well below - at all four 
institutions (based on the organizations' estimates, see Table 2), amounts that 
the organizations build into their cost structures through provisioning. 

Other Services. In addition to basic financial services, several of these 
institutions offer other services. Over nine percent of the value of loans 
disbursed by Grameen Bank between 1984 and 1993, for example, were 
housing loans. As of December 1992, over 150,000 housing loans had been 
made. Grameen also keeps track of its social achievements, citing creation 
of some 16,000 informal schools, the distribution of over five million seeds, and 
responsibility for eliminating dowry in 19,000 marriages. (Khandker et aI., 
1993: Table 3.11) Actuar Bogota provides substantial amounts of training to 
all its clients; it maintains a large wholesale depot where rnicroenterprises can 
buy inventory and raw materials on good terms, and it envisions a range of 
additional services. Similarly, ADEMI offers courses in marketing, accounting, 
and management on voluntary, fee-based terms. K-REP also offers training 
and technical assistance. BRI's relatively few additional activities include 
offering savings accounts to local organizations and carrying out simple 
money transfers and paymenttransactions. However, for all these institutions, 
the basic lending operation - and, for BRI, lending and savings -- is by far the 
dominant activity and provides a platform for secondary activities. 
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BOX 1 

THE ASOCIACION PARA EL DESARROLLO DE MICROEMPRESAS, 
INC. (ADEMI) I SANTO DOMINGO, DOMINICAN REPUBUC 

Founded as a non-profit organization in 1983, ADEMI is now one of the 
largest mlcro-credit programs In Latin America. As the brainchild of Camilo 
L1uberes, Pedro JImenez -- its president and executive director, respectively 
- and Stephen Gross of ACCION, ADEMI was the first ACCION-affiliated 
institution to reach large scale and high degrees of financial self-sufficiency, 
and canied an active portfolio of over US$11 million in December, 1993. Its 
philosophy emphasizes enterprise and employment growth, with a strong 
belief in the contribution of informal entrepreneurs to ·economic democracy.· 
In contrast to other institutions highlighted here, ADEMl's dients are more 
bkely to be involved in manufactunng than in commercial activities. 

Operating in 23 locations (eight offices and 1S smaller posts) in both the 
barrios of Santo Domingo and in the interior regions, ADEMI lends to 
individuals for both wooong capital and fixed asset loans. Using the principle 
of ·scaling up· credit amounts, initial working capital loans are granted within 
the range of US$50 to US$500, and carry short terms. Borrowers who pay 
back their loans on time are assured of subsequent loans, which are 
incrementally larger and longer term. In 1991, ADEMI established a small 
business loan program to meet the demands of entrepreneurs for larger. 
longer term credit To date, they have disbursed over one hundred such 
loans, the bulk of which range from US$28,OOO to US$4O,OOO. Nearty all of 
the clients who have taken out loans under this program were formerty 
microenterprise clients, reflecting ADEMl's ability to meetthe Changing needs 
of ItS clients. The small business program now represents 25 percent of 
ADEMl's outstanding portfolio (March 1994). I n addition to its credit program, 
ADEMI offers non-financial services including technical assistance on an 
individual basis, and business courses for clients. 

Byearty 1994, ADEMl's staff had grown to over 160, including 86 loan 
officers (asesores). With responsibilities including the recruitment and 
assessment of clients, loan follow-up, technical assistance, and preventing 
delinquency, each asesor is expected to cany an average of 130 clients. 
ADEMI isa highly competent institution that has made sig nificant achievements 
in microenterprise finance in Latin Amenc:a. and now stands at the forefront 
of small business lending as well. 

SUMMARY OF ADEMI ACHIEVEMENTS (year-end 1993): 

IIIcroentBrprIM Smlll B .... .,... Total 
Program Program PorUoUo 

Number of outstanding loans 13,543 78 13,621 
Amount of outstanding loal1S (US$) $9,030,000 $2,360,000 $11,390,000 
Average size of loans outstanding (US$) $670 $30,260 $836 
Percent of female clients 39 
Number of offices 23 
Number of staff 165 
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BOX 2 

OntER NOTEWORTHY MICROENTERPRISE 
ANANCEORGANaATIONS 

Baden Kredlt Kecamatan (BKK)/Central JaVl, Indonale 
Established In 1970 by govemment initiative, the SKK is a banking system 

that provides financial services at the village level in the province of Central 
Java. It is the largest of seven separate, provincial-based institutions 
established in each of the other most populous provinces. In general, BKK 
and its cousins reach a smaller scale and more remote clientele than does 
BRI, ttw:»ugh there is certainly overlap and direct competition between 
institutions. SKI< has achieved 'conSiderable outreach In Central Java: 
operating through over 500 separate institutions, at ,year-end 1992, the 
system had a collecbve oulstandingportfolio of US$23.6 million In near1y 
500,000 loans, and had generated US$6 million in dientdeposits. (pearson 
and Garland, 1993) Most lending' is done on a short-term basis, and 
repayment is motivated by guaranteed eligibility for repeat-loans. BKK is well 
known for maintaining a very Iow,average loan size (US$25 in 1989; US$47 
in 1992). 

Kenya Rurel enterprt .. Progl'llrn (K..REP)/Nalrobl, Kenya 
Founded in 1984 and Incorporated as an NGO in'1"987, K-REP Is both an 

intermediary financial institution withitsown,credit .programs, and a support 
and funding organization for other NGOs doing informal sector lending. K· 
REP serves its dl8nts directly throughtwosctMtmes: Juhudi, which uses a 
group-based methodologv loosely modelled 8fterC,3ra"..n'Bank; and ChiIcoIa. 

II which offers loans to preexisting 'rotating savings and credit associations 
(ROSCAs) and informal bUSiness associations. Four branches throughout 
Kenya currentiyofferthe Juhudiprogram. Each branch has ten staff, including 
six credit officers who jointly carry an average of 1,800 borrowers. From 1990 
to 1993, a total of 3,900 loans had been dISbursed through these branches. 
(Mutua. 1993) In additIOn to its direct credit operations, K-REP lends to and 
assists other microfinance NGOs, conducts research and evaluation projects 
in the area of small enterprise development, and facilitates policy dialogue 
between the public and private sectors on issues of concem to clients. 
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The Small enterprise Foundation (SEF)/Taneen, South Africa 
Founded as anon1}ovemmental organization in 1991, SEF provides finance 

to mictoentrepreneurs in the rural areas of the Northem Transvaal of South 
Africa. Since the first disbursement In early 1992, SEF has made more than 
4,500 loans, mostly to impoverished women, and has a currentaClive portfolio 
of over US$200.000 (March 1994). Largely modeled afterthe Grameen Bank, 
SEF employs a group lending methodology that allows for fortnightly 
repayments and avoids cash transactions forfield workers. The Foundation's 
most remarkable achievement to date IS the maintenance of a 100% 
repayment rate, reflecting the fact that no loan has ever been overdue for 
more than a few days. While SEF cannot currently accept client deposits, it 
does encourage participants to save ata local bank. Currently operating inone 
main area with some twenty staff members, SEF plans to expand into three 
·zones- by late 1995. 



Impact. Although impact on clients Is extremely difficult to measure, careful 
survey research indicates that these institutions make a significant difference 
in the lives of their clients, bottl economically and socially. Data from a 1988 
survey of BRI unit clients led to estimates that 187,000 families were able to 
move out of the "seriously poor" category as a result of program participation. 
The survey also indicated that over three years of participation, household 
income increased 76 percent, as compared to a 12 percent increase in rural 
Indonesia generally. Dramatic increases in employment and labor hours (65 
and B4 percent, respectively) were also reported. (Sutoro, 1990) Participation 
in Grameen Bank appears to increase the chances that a woman will use 
contraceptives, drink safe water, grow vegetables, and send her children 
(especially girls) to school, as well as leading to increased family income. 
(Sch~er and Hashemi, 1993; Khandker, 1993) The introduction of housing 
loans in 1984 has triggered the legal transfer of horne ownership to thousands 
of poor women in rural areas in Bangladesh. (Khandker et aI., 1993) 

Strong growth in demand and continued client participation at all these 
institutions confirm that they provide services their clients value highly. 

I.E. Recognizing Competent Institutions 

This brief description of major microenterprise finance institutions and their 
achievements allows a preliminary step towards describing competence in 
microenterprise finance. The monograph defines its scope of concern as 
microenterprise finance institutions that can and do achieve large scale, 
financial self-sufficiency, and prospects for longevity, while providing financial 
services to previously excluded groups. To begin to flesh out at least the scale 
and outreach, we have found thatthe leading institutions have active portfolios 
that reach from well over 10,000 clients up to more than a million, and range 
from several million dollars to nearly one billion - in loans averaging less than 
US$550. The basic lending methodologies are well tested and stable. 
Delinquency and default are tightly controlled. Scale in savings services is a 
lagging aspect of this portrait, with initiatives ranging from pilot plans to a fully 
operational large-scale savings program. Savingswillbecome an increasingly 
important element as these organizations continue to grow 

This is not to say that institutions must achieve scale before they can be 
classified as competent. Rather, institutions committed to scale of outreach 
should begin to aim at reaching levels that attempt to make a major 
contribution to their region or nation. Accordingly, it is important to recognize 
that scale is a function of local context and that individual organizational goals 
will differ between countries and between rural and urban programs. 

These competent organizations have a strong sense of mission, and their 
basic credit and savings services are complemented by other services as an 
outgrowth of their vision. These Institutions and their services are highly 
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valued by clients and appear to make a signtficant difference in their Jives. The 
rest of this monograph is devoted to understanding the institutional strengths 
that have allowed them to achieve such scale and outreach. 
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CHAPTER II 

FINANCIAL STRUCTURE AND 
INSTITUTIONAL TYPE 





The microenterprise finance institutions analyzed here have a variety of 
origins and now take on a range of institutional types. The BRI units are a part 
of a govemment-owned bank; BancoSol is a commercial bank arising out of 
an NGO; Actuar is an NGO that owns a for-profit finance company; and 
Grameen Bank is a specially chartered, member-owned bank, arising from a 
university and govemment project. These differences in origin and Institutional 
type are particularly important in determining the sources of funds these 
programs use. The organizations highlighted here have all instituted 
transformations in their financial structures and legal status to bring them 
greater access to important sources of funding, allowing each to become 
increasingly financially independent. 

These institutions demonstrate that a high degree of financial viability is 
necessary for the achievement of large scale. Each of these institutions 
required large initial investments (subsidies) to begin operations, but each has 
followed a path toward increasing financial viability. The BRI unit system leads 
all the other institutions here, as it is clearly profitable, covering all costs of 
operations and financing from revenues. Start-up grants and concessional 
funding have been superseded by subsequent profits. BancoSol has also 
crossed the threshold of fully commercial operations. The other institutions 
retain some element of concessional funding, while generating operating 
surpluses.' 

II.A. Institutional Transformation to Gain Access to Funds 

For each institution, the path to financial self-sufficiency and large scale is 
shaped by its institutional form, which, in turn, determines the sources offunds 

• Financial viability has intemal and external aspects: the internal aspect involves achieving 
profitable (unsubsidized) operations, while the external aspect involves gaining access to 
increasingly unsubsidized sources of funds. Operations will be discussed in more detail in 
Chaptar III, while this chapter comments on financial structure and sources of finance. 
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the organization can tap. Those organizations beginning as new NGOs 
(Grameen, PRODEM and Actuar, as well as K-REP and ADEM I) have had to 
focus a great deal of time and energy on resource mobilization in order to be 
able to expand. Traditional NGO fundraising from donors and govemment 
requires extensive senior staff commitments for limited and often poorly timed 
grants. Most NGOs spend several initial years in a resource-constrained 
state. The drive for larger and more reliable sources of funds led all four of the 
featured institutions to become more formal financial institutions. BancoSol 
and the BRI unit system, which began as banks and built upon existing human, 
physical, and financial investments, have been able to expand and to reach 
financial viability more quickly. However, it is important to recognize the 
extensive time and energy devoted to fundraising (in the form of deposit 
mobilization) that these organizations experience as well. However, deposit 
mobilization, unlike fundraising, is fully integrated into basic operations. 

PRODEM, the precursor of BancoSol, began life as a non-govemmental 
organization funded by grants from a range ofsources: the Bolivian govemment 
and private sector, the U. S. Agency for Intemational Development (USAlD) , 
and the CalmeadowFoundation. As itexpanded, it gained access to additional 
grants and, in a significant step forward, commercial loans from local banks 
(backed by partial guarantees). However, with these sources of funds, 
PRODEM could not grow fast enough to keep up with its client demand and 
institutional capability, and thus PRODEM found itself rationing credit to 
clients. To gain access to the levels offunding it desired, PRODEM established 
BancoSoI, a licensed commercial bank with a financial structure that is fast 
approaching that of any sound commercial bank? As a bank, BancoSol can 
access several sources offunds closedto PRODEM: for-profit equity investors, 
the interbank market (more convenient than borrowing from banks as a non­
bank cnent) , central bank refinancing facilities (potentially), and the savings 
deposits of clients and the public at large. A critical aspect of the transforrnation 
into BancoSol was the establishment of an equity base, with shareholders who 
seek a commercial rate of return. The involvement of active equity investors 
(not just equity capitaQ enabled the new institution to meet government 
banking requirements and gain access to commercial markets. 

Actuar Bogota envisions a similar progression from NGO to investor-owned 
financial institution. Unlike PRODEM, however, Actuar Bogota was able to 
finance its start-up lending entirely from borrowed funds (with help from 
ACCION loan guarantees), rather than grants, and thus has had a greater 
tradition offorrnal financial management and commercially inspired operating 
procedures from the beginning. Although Actuar has had access to bank loans 
since it began, it too has faced constraints. Among these have been (1) the 
high management time cost of negotiating individual loans with large numbers 

7 For more detail on the transition from PRODEM to BancoSoI, see Amy J. Glosser, "The 
Creation of BancoSol in Bolivia," in Otero and Rhyne, eds., 1994. 
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of banks, up to 12 at once; (2) banks' regulatory constraints on the amounts 
they could lend to Actuar, particularly given Actuar's lack of tangible collateral 
(despite a willingness by the banks themselves to consider Actuar's portfolio 
as a suitable guarantee); and (3) the high interest cost of loans relativeto other 
forms of financing, although a portion of Actuar's portfolio has been financed 
with reduced-cost loans through lOB-funded rediscount facilities. Actuar's 
solution to its financing constraints was the purchase of a finance company, 
which it renamed Finansol. As a formally licensed financial institution, Finansol 
has access to a variety of sources of funds and can carry out most operations 
of commercial banks (except for checking accounts). The most readily 
available source of funds, which immediately released constraints upon 
Flnansol's start in November 1993, is the sale of certificates of deposits-and 
later, bonds - through the stock market to major local institutional investors 
such as pension funds. Finansol's more permanent strategy will be to offer 
deposit services to small savers. As differentfrom BancoSol, Actuar does not 
Intend to tum over its operations to Finansol, but to maintain the NGO, now 
called CorpoSol, as the source of client contact, while Finansol will be the 
financing arm. 

Grameen Bank has also progressed toward being an independent financial 
institution. Grameen began as a project, first of a university and then of the 
government, funded by private donors and govemment grants. A special 
govemment ordinance in 1983 paved the way for the creation of Grameen 
Bank as a financial institution. The ordinance contained certain features which 
set Grameen apartfromothercommercial banks, including provisions regarding 
levels of capital (authorized capital of US$2.7 million and paid-up share capital 
of US$1 million), as well as an ownership pattern which allows borrowers to 
be shareholders. Since its inception, Grameen Bank has had access to a 
mixture of soft loans and grants from intemational donors and soft loans from 
the Bangladesh central bank, but over the course of the last decade, it has 
moved in the direction of greater financial viability while maintaining dramatic 
rates of expansion. These trends have also brought new sources of financing 
to Grameen, including member savings, some non-member deposits, and 
non-subsidized loans from banks in Bangladesh. 

During the same period, Grameen Bank's ownership structure has changed 
from being largely government-owned to being majority-owned by members 
(60 percent during the late 1980s and 88 percent since late 1990), as members 
gradually "purchase" the Bank through savings deposits of one taka (about 
two cents) per week. While Grameen does not have equity investors who 
strive to earn a market rate of return on their investment, it does have member­
owners. These representatives of the entire Grameen client base constitute 
nine /ilut of thirteen members ofthe Board of Directors and manifest an interest 
In the long-run survival of the institution. Given Grameen's abundant access 
to international donor funding, it has chosen to continue using concessional 
and grant funds where possible, to keep interest rates to borrowers low 
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(though at present they are somewhat higher than commercial bank rates). 
and to finance rapid expansion. In Grameen's case. continued use of soft 
money has coexisted with a drive toward high productivity and efficient 
operations. as subsequent chapters will show. 

ADEMI also maintains continued access to international sources offunds. In 
addition to having signifICant support from both the Dominican private sector 
and government from the beginning. ADEMI has also received soft loans from 
the Inter-American Development Bank (lOB). USAID. and the German 
government. among others. These funds include credit lines and long-term 
loans that range in financial cost from 1 to 22 percent per year. Despite 
retaining dependence on low-cost funding sources. typically a recipe for an 
unsustainable program. ADEMI management has used its external subsidies 
to capitalize itself. ratherthan passing them to its clients. Few other institutions 
have enjoyed the access to concessional funds of either Grameen or ADEMI. 
and it is worthwhile to note that in spite of this continued access both have 
managed to rnaintain a strong focus on efficiency. 

BRl's history reveals a unique pattern of financial growth. As part of a bank. 
the unit system moved quickly toward self-financing through deposit 
mobilization. When BRI introduced KUPEDES lending in 1984. the units were 
financed in the short term from their preexisting loan portfolios (mainly from 
the programs known as Kredit-Mini and Kredit-MidQ. as well as through a 
combination of initial capital deposits, borrowings from the BRI branches. and 
retained eamings during the year. However. as soon as KUPEDES had taken 
hold throughout the system and was beginning to break even. the SIMPEDES 
savings program was introduced nationwide in 1986. By 1989. the units were 
fully funded by their own savings deposits. 

II.B. Comparison of Balance Sheets 

The diverse paths each of these institutions has taken is reflected in a 
comparison of their current financial structures (Table 3). On the asset side. 
Grameen. BancoSol. and Actuar Bogota are similar, with most oftheir assets 
in their loan portfolios. BancoSoI shows the strongest concentration of its 
assets in loans because its portfolio is BancoSol's best income earning 
opportunity. In addition to its loan portfolio, Actuar's assets include its Basic 
Service Center. Grameen's figure is lower in part because Grameen Bank 
maintains large deposits (from soft loan sources) in financial institutions on 
which it earns income applied toward operating expenses, and because of 
investments Grameen has made in other types of rural development projects 
with which it has experimented. The BRI units have only 38 percent of their 
assets in loans. while 58 percent are held as deposits with the main BRI 
branches. due to the excess capital relative to loan demand. The BRI 
branches use the deposits as a source of capital for their (larger) non-unit­
system loans. 

24 



Differences among the institutions are more striking on the liabilities side 
because each institution has a unique mix of sources of funds. Funds of the 
BRI units come almost exclusively (90 percent) from savings deposits. This 
structure puts BRI alongside credit union systems in terms of sources offunds. 
Grameen is significantly funded by savings with the combination of client 
savings and deposits amounting to 19 percent of total assets. Grameen Bank 
has mobilized sufficient savings to fund 95 percent of its loan portfolio. 
However, the majority of these savings are held in accounts not part of 
Grameen's balance sheet. The remaining sources of Grameen's funds are 
largely donor and bank loans. By contrast, ActuarBogota and BancoSol have 
few deposits from clients, though the expectation is that this will change 
dramatically in the coming years. BancoSol and Grameen, as banks, can 
access a diverse range of funding sources, with BancoSol's sources having 
a distinctly more commercial flavor. Actuar Bogota, pictured in October 1993, 
the final month before Finanso/ opened, was still constrained to raising funds 
by taking loans, as are other NGOs, such as K-REP and ADEMI. However, 
rapid change in Actuar's liability structure wi. occur now that Finansol is 
operational. 

Finally, the nature of equity differs considerably among these institutions. 
BancoSol is owned by investors who maintain an expectation of earning a 
commercial retum. However, this mix of investors is somewhat unconventional, 
including, in addition to private Bolivian businessmen, an NGO (PRODEM), 
and the private sector arm of the Inter-American Development Bank (the Inter­
American Investment Corporation). PRODEM's share of equity represents 
the exchange of PRODEM's original loan portfolio for shares of BancoSol. 
Grarneen's equity consists mainly of capital grants as well as the shares of its 
1.6 million members. As of October 1993, ActuarBogota's equity was not held 
by investors, but was the accumulated result of grants and retained earnings.8 

Finally, BRl's units have no equity attributed directly to them because they are 
a division of a larger bank.9 

None of the institutions are as highly leveraged as commercial banks where 
intemational standards suggest equity of at least 8 percent of assets. The 
equity of BancoSol, which is increasing its leverage as it expands, represents 
16 percent of its total assets, while the comparable figure for Grameen is 37 
percent. The international commercial bank standard for capital adequacy is 
8 percent. 

e Finansol has investor equity of US$4 minion, 70 percent of which is held by Actuar Bogota. 

8 The capital adequacy of BRI itself, as well as other Indonesian state banks, has been the 
subject of financial sector reform efforts during the past several years. However. that subject 
does not bear directly on this monograph. 
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II 

TABLE 3 

SIMPUFIED BALANCE SHEETS OF MAJOR MICROENTERPRISE 
FINANCE INSTITUTIONS 

(million US$) 

Q"-."I88"" BAI Unlia 8ancoSoI Actuar 8cItota 
(Oocembet 1992) (September 1993) (December 1993) (December 1993) 

amount p8fCIIrII amount peroent arnounl percent amount percent 
01 total 01 tataI oftotaJ of totaJ 

ASSETS 

Loan portfolio 113.4 64 1124.0 38 24.5 71 7.5 60 

Other financial_ts 

-Deposits with Central Bank 0.1 1 

-Deposits in financial inst~lons 33.4 19 1.238.7 5& 2.7 8 0.1 1 

·Cash and receivables 35 10 1.20 10 

FucecI and other assets 2U Jl AU ! U 11 U D 

TOTAL ASSETS 17&.5 100 2,15:2.3 100 34A 100 12.e 100 

UA8IUT1 ES a EQUITY 

Loans 482 27 9.8 78 

00p05l1a" 3.5 2 

-Interbank 7 • .5 3 12.1 35 

-Corporal. .2.5 36 

Client aavlngs" 30.7 17 1.937.5 80 3.1 9 

Other liabIIitIas ZU li .uU' Z 1.2 ) U I 

TOTAL UABIUT1ES 111.0 63 2,1112.3 100 28.1 84 lD.8 • 
equity §5.5 £ nta U li lJl .1! 

TOTAL UA8IunES a EQUITY 178.S 100 2,1112.3 100 34.3 '00 12.6 100 

For Grameen Bank, the majority of member savings and deposits 81e not 
part of the balance sheet 

nla = not applicable 

Includes current eamings and a small amount of long-term designated capital. 
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II.C. Conclusion: The Underpinnings of Competence -Institutional 
Type and Access to Funds 

The review offinancial structure and institutional type offers a first look inside 
organizations to begin to distill the elements of competence in mlcroenterprise 
finance. We have found multiple origins for successful microenterprise 
finance organizations, but also a common evolutionary trend toward becoming 
more formal financial institutions, driven by the need to access more plentiful 
and reliable sources of funds. These changes often require complex 
transformations of legal status and Institutional type. Mature microenterprise 
finance organizations of large scale rely for most of their funding on deposits 
from the public (clients) and the local financial system and have developed 
strong equity bases. Use of intemational funding sources shows a downward 
trend over time for each institution, and institutions with the highest financial 
viability have lower reliance on international sources. They access the local 
system, at the least, by borrowing from commercial banks, and at the more 
sophisticated end, by participating in money and capital markets. Implicit in 
these achievements Is strong, professional-level financial management 
capacity. as well as efficient operations, which merit the confidence of private 
sector funders and the public. We now tum, for the remainder of the 
monograph, to those operations. 
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CHAPTER III 

THE SKELETON: 
ORGANIZATIONAL STRUCTURE AND 

PRODUCTIVITY MEASURES 





iliA. The Shape of Mlcroenterprlse Finance Systems 

The organizational charts of large microenterprise finance organizations 
reveal a simple, characteristic pattern: a set of small retail outlets that do the 
front line work, linked by a superstructure that provides higher level services 
and oversight to the units (see Box 3). 

This pattern is one of the striking commonalities among successful 
microenterprise finance institutions. It is derived from one of the most basic 
principles involved in providing financial services to the poor: that financial 
services for the poor must be located close to dients, whose ability to spend 
time and money obtaining banking services is limited. This principle necessitates 
a wide dispersal of outlets and at the same time limits the maximum size of 
each outlet according to the population of its effective geographic range. 

Strong retail outlets are also the key to successful expansion of outreach. 
Each of the four institutions under detailed review here grows by replicating 
retail outlets, with the new outlet bearing essentially the same shape as every 
other. To date, most growth has come from the replication of units ratherthan 
from unit growth, and this replication is facilitated by the use of a standardized 
retail outlet formula. 

This characteristic pattern is further defined by the fact that indMdual units 
would not be very strong alone without the functions provided by the 
superstructure. These functions fall into three categories: financial functions, 
management and oversight, and technical support. Therearesomeeconomies 
of scale in the provision of these services. 

While the basic pattern illustrated in Box 3 appears throughout the field of 
microenterprise finance, there are several important variations which are 
related to different service delivery methodologies. In credit union systems, 
for example, each retail unit is a separate organization, and in BKK, each 
cluster of units belonging to the same SUb-district is independent. However, 
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BOX 3 

FUNCnONSATTHESUPEASTRUCTURE 
AND RETAIL OUTLET LEVELS 

• Ilnancial functions 
• technical support 
• management and 
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thewell-functioningcredit lI1ionsystems and BKKhave extemal superstructures 
such as national federations which provide many of the same functions that 
are provided intemally in the Institutions reviewed here. Village banking 
programs offer another variant in which each village bank, rather than the 
sponsoring organization's field staff, might be considered the retail outlet. 

Although these variations involve some key differences, they have much in 
common with the basic model: the pattem of retail outlets linked by a 
superstructure; the need for high productivity and ease of replication at the 
retalilevel; and the need for a superstructure that provides financial, technical, 
and managerial functions. These elements can be considered the skeleton for 
successfulinsert box 3 microenterprise finance institutions with the potential 
to expand. The remainder of this chapter describes howGrameen Bank, BRl's 
unit system, BancoSol, Actuar Bogota, and others embody this model and 
how they refine it according to their own needs. In so doing, the chapter 
elaborates each of the concepts listed in Box 3, thus exploring the basic model 
in depth. 

III.B. Retail Outlets and Service Delivery Methodologies 

The basic building block of a successful microenterprise finance institution 
is the retail outlet, which is responsible for providing nearly all of the financial 
services. The local retail outlet is likely to be the only portion of the institution 
clients interact with directly, and its performance makes a major contribution 
to the public image of the institution. 

Organizations that have been able to expand have developed a good fit 
between the shape of the retail outlets and the service delivery methodology. 
The outlets are the units of production of services and their structure and 
activities must be built around delivering high-quality services efficiently. 
Thus, differences in service delivery methodology are reflected in the structure 
and activities of the retall outlets. Profiles of average retail outlets for the four 
institutions are shown in Table 4. 

Retail Outlet Structure. The 3,235 BRI units have small staffs (an average 
of five people) that operate as integrated teams. Each staff person performs 
a different function. The standard formula for a BRI unit begins with four 
people: unit manager, credit officer, teller, and bookkeeper. (See Appendix for 
organizational charts of retall units at various institutions.) If the level of activity 
is large enough at a unit, additional staff are added until the total reaches 
eleven, at which point the unit is split in two.10 To operate in locations without 
sufficient demand for a separate unit, some units also operate service posts 
in neighboring towns, staffed by a teller and a bookkeeper, for carrying out 
cash transactions. These posts (numbering 635) are considered part of the 
parent unit. They are generally open less than the full week. 

to See Chapter VI for a discussion of retail unit replication. 
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The structure of the BRI units reflects the strong emphasis given to savings 
services. While all members of the staff are involved in both credit and savings, 
the credit officers are mainly devoted to lending and the tellers are mainly 
devoted to savings. In the other three programs, loan officers far outnumber 
tellers (in two there is no separate teller function) , but in BRI, the numbers are 
more nearly equal. The structure of the units also reflects BRI's philosophy 
that the units are mini-banks and have the potential to add new services as 
time goes on. Thus, the staff configuration is a scaled-down version of aformal 
sector bank branch. It is also clear from the BRI unit configuration that each 
member of the team must perform his or her function well if the unit is to 
perform well, and thisfact pervades BRl'sapproachto performance monitoring, 
as discussed in Chapter IV. The differentiation of function also conforms to 
BRl's emphasis on the development of client identification with BRI as an 
institution more than identification with a particular staff member. 

TABLE 4 

ACTIVITIES OF TYPICAL RETAIL OUTLETS 

GrameenBank BRIUn'" BlllcoSol Actuar Bogota 
Branch (October 1993) Branch Branch 

(June 1993) (December (October 
1993) 1993) 

Number of staff 9 5 9 13 

Outstanding portfolIO" 

• number of loans 1,540 570" 2,580 2,880 

• amount ($) 175,000 288,000 1,376,000 631,000 

Savings and Deposits 

• number not available 3,460 1,680" not 
applicable 

• amount ($) 166,000 649,000 196, ()()()d not 
applicable 

Number of loans 
disbursed per month 128 42 454 412 

Number of loans 
outstanding per outlet 
staff 180 115 269 226 

• Based on general loans (I.e., excluding housing). 

b Counts village posts as part of parent unit. 

• Note that BRI units handle an average of 3,400 savings clients each. 

d Based on reports from the pilot project in Vdla Fatima branch only. Figures do not representan 
institution-wide average. 
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The retail units of BancoSol (23 branches as of April 1994) , Actuar Bogota 
(10 branches), and Grameen Bank (1,030 branches) are quite similar to each 
other and reflect their relative focus on the lending program. The average size 
of the staff of Grameen Bank and BancoSol branches is the same (nine) 
although BancoSol has three large branches and several smaller branches 
with only four staff members. Actuar Bogota branches have an average of 
thirteen people. Most of the staff in all these outlets are loan officers. 
Grameen's structure is the simplest. Each branch consists of a branch 
manager and field workers. Larger branches often have an assistant branch 
manager. Branch managers and assistant branch managers oversee the field 
workers, handle all disbursements, prepare documentation of branch activities, 
and act as the focal point for communication between the branch and the 
superstructure. The field workers are responsible for nearly all the functions 
associated with their clients, induding forming borrower groups, attending 
weekly center meetings (at which new loan applications are discussed and 
repayments collected), maintaining bookkeeping entries for all client 
transactions, preparing loan applications for approval, following up delinquent 
borrowers, and working toward social development goals. In some respects, 
these field workers, rather than the branches, are the fundamental units of 
Grameen Bank operations. 

Grameen'ssimple branch structure probably derived primarily from the need 
to bring services extremely close to rural clients located in networks of tiny 
villages, most of whom lack access to transportation other than by foot. It is 
more efficient for both Grameen and clients for field workers to circulate to 
those villages (usually by bicycle) than for clients to come to the branches, and 
thus, field workers need to be able to carry out as many functions as possible 
in the village. In general, clientsvisltGrameen branches only for disbursements. 
All other functions are carried out on site at center meetings. This structure 
also implies an emphasis on the personal relationship between clients and 
field worker, in addition to strong client identification with Grameen Bank. 

BancoSol's agency structure lies between BAl's and Grameen's. While 
emphasizing field workers (called asesores, or credit counselors) as the 
backbone of the retail outlet, BancoSol separates the money-handling 
function by adding one or two tellers to the branch. Operating in densely 
populated urban areas, BancoSol's branches are located where clients can 
easily access them. The use of cashiers to collect and disburse was already 
built into PAODEM's methodology, and BancoSol's need to meet bank 
supervisory standards for cash management has further formalized this 
requirement. BancoSol's methodology strongly emphasizes the personal 
relationship between each client and the field worker and depends on that 
relationship as an important repayment motivator. 

Even though Actuar Bogota outlets are significantly larger than those of the 
other institutions - averaging 13 staff, most of whom are asesores - they 
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otherwise resemble those of BancoSol and Grameen Bank, with several 
points of note. First, Actuar Bogota outlets do not handle money and have no 
cashier. Those functions are carried out by banks to whom Actuar Bogota 
pays fees. Second, because of Actuar Bogota's strong emphasis on training, 
each branch includes one or two permanent trainers, who provide training and 
organize training events using outside instructors. 

Third, while Actuar Bogota in its current shape conforms to the basic 
microenterprise finance model, its vision for the future involves a significant 
departure from that model. Actuar Bogota intends eventually to provide a full 
range of services to microentrepreneurs, including credit, training, savings, 
insurance, wholesale services, and even housing, health care, and recreation. 
As Actuar Bogota develops these additional services, the retail outlets will 
clearly be affected. While it is too early to predict how they will change, Actuar 
currently envisions that it will maintain the retail outlets as the primary pOint of 
client contact, and the locus of much of the service delivery. However, Actuar's 
subsidiaries will provide many of the services separately. Such is already the 
casewithActuarBogota's Basic Service Center, which is run by an independent 
staff. Actuar branch staff publicize the services of the center. 

ADEMI maintains two different types of retail units. Those located in the 
capital city, Santo Domingo, resemble Actuar's in that both are located in 
dense urban environments, and thus tend to be large (12 to 15 loan officers). 
Uke Actuar, ADEMI also relies on banks to handle all cash transactions, and 
thus has no cashiers in branches. ADEMl's loan officers focus their efforts on 
client assessment, follow-up, and general business advice. Administrative 
assistants and the central legal department play a significant role in assisting 
loan officers with delinquent cHents. At ADEMI's interior branches located 
throughout the country, loan officers are organized into large groups overseen 
by a regional manager. Within these groups, teams of one to three staff 
members maintain posts, often using officesofa local community organization. 
The members of these sma/I posts function more like a team than do the 
branches in the capital, where there is greater differentiation of function. 
Furthermore, the geographic dispersion of the clients in these regions obliges 
the loan officers there, like the Grameen field workers, to circulate to clients, 
rather than for clients to travel to the branch office. A significant difference is 
that ADEM I asesores can travel large distances by motor vehicle, while most 
Grameen field workers travel by foot or bicycle. ADEMI can thus serve a much 
larger geographical radius with a sub-branch than Grameen can serve with its 
village unit. 

The Group Credit Company (GCC) in South Africa recently created tearns. 
based loosely on the BRI units. including a unit head, two to three field officers, 
an administrative officer, and a client service clerk. These teams are kept 
small to allow for efficiency. replicability. and easy on-site training. In contrast 
to many other organizations. but much like ADEMI. the portfolio of seriously 
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delinquent clients is transferred to a distinct collections department operated 
out of the head office. 

Standardization. Retail outlets at each of these institutions are highly 
standardized. The functions of each staff member are so clearly defined that 
staff transferred from one unit to another are quickly able to carry on 
effectively. Daily and weekly schedules of activities are also made routine. For 
example, at PRODEM, Monday was repayment day, Tuesday was 
disbursement day, and the remainder of the week was devoted to client visits. 
BancoSol has changed to a daily rather than a weekly schedule. At Grameen 
Bank, loan officers devote mornings to attending center meetings, midday to 
recording transactions, and afternoons to disbursements. ADEMI asesores 
normally spend the mornings in the branch office reviewing repayment 
records and assessing applications, while the afternoons are used to visit 
clients. Actuar Bogota's asesores develop a careful schedule for each month 
to allow for monthly visits to each client. Similarly, the Small Enterprise 
Foundation (SEF) operates on a fortnightly routine; the first Monday is 
reserved for administrative affairs at the head office, while the other eleven 
work days are used for regular center meetings. This level of standardization 
is essential for the ability of the institution to expand quickly and to monitor 
performance. Such routines are also easy for clients to understand because 
they match local work habits and schedules. 

The level of standardization displayed here may appear to some to be 
incompatible with local initiative or client participation. However, intensive 
interaction at a local level is woven into each of the methodologies. All the 
programs depend on field workers who know their clients and the local scene 
very well, and the group lending programs all have some element of client 
participation in day-ta-day activities. Moreover, as will be discussed in Chapter 
IV, most of the institutions make an effort to listen to field staff, in a search for 
better procedures. In addition, as mentioned earlier, retail units must be close 
to the clients, not only in the physical sense, but also in terms of becoming part 
of the local community. The smallest units often rent or borrow space in 
government buildings or in the offices of other organizations. ADEMI often 
uses space donated by a local Chamber of Commerce or another community 
group. Normally, a unit can then position itself near the local center of 
economic activity, close to the market, or along atrading route. Such a location 
often affords the team access to community leaders and helps it to integrate 
into the local community. 

That said, the requirements of managing scale efficiently leave little room for 
variation in unit activities if they involve departures from the basic tasks of 
providing savings and credit services according to an organization-wide 
methodology. There is some roorn for additional, non-core activities that are 
important to a locaflty, as evident from Grameen Bank. Grameen directs loan 
officers to take the initiative to reduce rural poverty in any way they can, and 
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this leads to a proliferation of small local activities and experiments. For 
example one branch, ora group of branches, might begin promoting beekeeping. 
Grameen's client centers are another vehicle for local initiative because the 
centers often decide to make collective investments or carry out joint activities, 
such as starting informal center schools. However, even at Grameen, such 
activities do not detract from the core business of providing credit, and each 
Grameen branch carries out its credit operations the same way. A general 
conclusion is that local variation beyond a certain tolerance is not compatible 
with scale. 

III.C. Productivity Levels at Retail Outlets 

Given the expense of making very small loans, it is essential for the financial 
viability of the lenders that retail outlets be highly productive. Each of these 
institutions continually reviews the operations of the retail units to ensure that 
all are performing well and to identify ways to increase efficiency. 

Because of the differences in setting and methodology, measurements of 
productivity across institutions are not precisely comparable, but they do 
illustrate important principles. As shown in Table 4, the active portfoliO (volume 
of loans outstanding) at typical retail outlets varies over a wide range, with the 
highest (BancoSol at US$1.4 million) being almost eight times that of the 
lowest (Grameen Bank at US$175,OOO). Much of this difference can be 
attributed to differences in loan size, since the average loan at Grameen is 
roughly US$115, versus US$534 for BancoSol. Number of clients per outlet 
varies over a narrower range, from 570 at BRI to 2,880 at Actuar Bogota 
(highest is five times lowest). However, some of this variation is caused by the 
staff size oftha outlets, with BRI outlets just over half the size of Grameen and 
BancoSol outlets, and Actuar outlets still larger. 

The most directly comparable indicator of branch productivity is the number 
of loans outstanding per outlet staff (Table 5). The similarity of these numbers 
is more striking than the difference, with the highest number (BancoSol, at 269 
loans per outlet staff) being only 1.5 times the lowest (Grameen Bank, at 180 
loans per outlet staff). As each of these institutions can be considered highly 
competent, this figure gives one of the important ranges in the field of 
microenterprise finance: at present, well-performing retail units can handle 
from roughly 180 to 270 active borrowers per outlet staff member." A survey 
of African credit unions revealed a somewhat lower range of productivity, 
figures ranging from 74 clients per staff in Cameroon to 158 in Rwanda (Yaron 
and Gurgand, 1993), while ADEMI granted an average of 108 loans per 
average outlet staff in 1993. 

" These figures are based on totaJ retail outlet staff rather than number of loan officers or field 
workers, to emphasize that the retail outlet as a whole, not individual workers, is the relevant 
unit of service production, and to use figures that allow greater cross-lnstitution comparison 
because institutions divide tasks differently. 
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TABLES 

STAFF PRODUCTIVITY MEASURES 

Orameen BRI Untt. BancoSol Actuar Bogota 
Bank (December (December (October 

(..kme1993) 1993) 1993} 1993) 

Number of clients 
I' 

- per total staff 152 104 171 169 

-per outlet staff 180 115 281 
. 

226 

- per superstructure 
staff (regional 
plus head) 982 1,163 442 670 

- per head office 
staff only 3,813 25,135 1,326 670 

Active portfolio (US$) 

• per total staff $17,000 $46,000 $91,900 $40,000 

• per outlet staff $20,000 $51,000 $150,000 $53,000 

• per superstructure 
staff $112,000 $582,000 $236,000 $146,400 

- per head office 
staff only $433,000 $11,149,000 $708,000 $146,400 

Many of the remaining differences in levels of productivity can be attributed 
to methodology and setting. BRI, for example, has a greater emphasis on 
collection of savings than the other institutions. Much of a unit's staff time is 
taken up by providing services to the 3,400 savings clients (692 per unit staff 
member) it averages. Allowing that borrowers also hold a savings account, 
BRI unit staff are likely to handle, on average, close to 580 clients each, a larger 
total number of clients than at any of the other institutions. Moreover, BRI does 
a slightly more elaborate loan appraisal, especially for larger loans, and makes 
loans to individuals rather than groups. These aspects of BRI's methodology 
tend to limit the number of loans a unit can handle. 

The level of productivity of BancoSol is quite impressive, especially given 
BancoSol's youth and the fact that BancoSol's three-month loanterrns require 
frequent renegotiation of loan contracts. BancoSol staff carry very large 
caseloads, particularly in comparison with Grameen Bank, for several reasons. 
BancoSol's clients are located in very dense urban areas, so that most loan 
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officers can visit their clients with little time spent in transport (the main cost 
of transport being staff time, not travel expense), and BancoSol repayments 
are weekly and monthly, compared to only weekly repayments at Grameen 
Bank, reducing somewhat the volume of repayment transactions that must be 
managed. Time spent per transaction quickly adds up, and Grameen has 
managed to develop very effective ways of minimizing that time, e.g., 
devolving some of that responsibility to the groups and centers (which might 
not be possible if Grameen used a teller system), but still faces a very high 
volume of transactions . Actuar's productivity closely parallels that of BancoSol, 
as would be expected, given that they use closely related solidarity group 
methodologies and work in similar urban environments. 

For each of these institutions, the ability to reach more people and to survive 
financially depends on maintaining the high levels of productMty they now 
have and on developing practical innovations to increase that productivity. 

111.0. The Superstructure 

As efficient as the retail outlets may be, their survival depends on the 
existence of a competent superstructure which performs important functions 
that would be difficult or impossible for units to provide for themselves. The 
superstructure for each institution consists of the central office, with the 
addition, for BancoSol, of the regional offices, and for the two Asian giants, of 
both regional and area offices. The regional function at Actuar consists at 
present of three staff based in the central office. 

Functions. Central functions fall into three broad categories: management, 
technical support, and finance. First, management functions include a number 
of essential routine operations - accounting and budgeting, systems 
development and operation, staff recruitment, financial control, asset and 
liability management, administration (e.g., procurement and oversight of 
premises) - as well as the higher-level managerial functions of policy setting, 
maintaining corporate culture, and extemal relations. Supervisionofoperational 
performance is a crucial management task. Second, technical support 
functions include staff development, marketing, and various types of research 
and development activities. 

Third, financial functions involve movement of funds to support the delivery 
offinancial services. For BancoSol, Grameen Bank, and Actuar Bogota, the 
main financial function of the superstructure is raising funds from external 
sources, while for the BRI units, the superstructure provides a way to invest 
surplus funds. In all cases, the superstructure helps manage liquidity and 
diversify risk by linking the units financially. Thus, losses in one or more units 
can be balanced by the success of other units. Credit union systems in Benin, 
Rwanda, Cameroon, and Togo link branches to central finance facilities 
managed by national federations. The national superstructure allows for a 
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transfer offunds from areas with excess savings to those with excess demand 
for loans. (Varon and Gurgand, 1993) 

Many of the functions of the superstructure can be seen as services 
consumed by the retail outlets. The superstructure provides many of the 
essentials that retail units need to do business - from the initial setup of 
premises, computersysterns, trained staff, and technical guidance to the daily 
requirements of supplies, management information, and in some cases funds. 
At BancoSol the center strives to see itself as service-oriented, with the units 
as its customers, and this effort is thought to improve the performance of the 
service functions. 

However, the center also unavoidably plays a controlling role. It sets policy 
in order to achieve the organization's objectives. It must monitor how well the 
units are performing along several dimensions - achievement of output 
targets, control of costs, maintenance of portfolio quality, and protection 
against fraud - and it must take action when performance falls below 
standards. The two postures ofthe center, service and control, do not always 
fit well with each other, and organizations must make clear efforts to ensure 
that control does not become the dominant theme in relations between the 
units and the center. They must also ensure that control functions are informed 
by the voices of the units, as Chapter IV will discuss. 

Superstructure Productivity. Just as retail units must be productive 
(discussed above), so must superstructure units. While productivity at the 
superstructure level is a somewhat less obvious concept, one way of viewing 
it is to examine the ratio of superstructure employees to retail unit employees 
to see whether an organization is top-heavy (Table 6). The number of clients 
per superstructure staff, as shown in Table 5, is also relevant. On these 
measures, BRI is the leanest organization, with less than 10 percent of its unit 
system employees outside the units themselves. Grameen Bank also has a 
relatively lean superstructure, with only 15 percent of its staff outside the 
branches, followed by Actuar with 25 percent.12 BancoSol shows the largest 
superstructure, with a comparable figure of 39 percent.13 The figures imply 
that, as organizations mature and expand, branches may focus more on 
service delivery, and that economies of scale may be increasingly available 
in the provision of central functions. Thus, one would expect that as Actuar 
and BancoSol grow, they will add unit staff faster than they add center staff . 

• 2 The Actuar figure understates the percentage of employees at the center because it does not 
include employees of Finansol, most of whom are devoted to Actuar's current operations. 

t3 These figures are not fully comparable because organizations divide some of the labor 
diffet'entIy. For example, Actuar considers Its trainers as part of the branch staff, while 
BancoSol maintains Its trainers at headquarters. 
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TABLE 6 

DISTRIBUTION OF EMPLOYEES BY OFFICE LEVEL 

Grameen Sank BRIUnb IhncoSol ActuIir Bogota" 
(Nollember (December (January (February 

1993) 1993) 1994) 1994) 
number % number % number % number % 

Headofftce 43S 4 74 0.4 35 13 56 25 

Regional offices. of 
which: 1,222 " 1.525 8 70 26 nla nla 

• Regional 591 (5) 400 (2) 

• Atfill' 631 (6) 1,125 (6) 

Retail outlets 9,099 85 ~ 6,135 91 165 61 166 75 --
TOIaJ< 10,756 100 ~ 7,734 100 270 100 222 100 

" Excludes staff of Actuar's Basic Service Center and Finansol. n/a = not applicable 
For BRI, branch offices. 

Percentages do not add to 100 due to rounding. 

In interpreting the BRI figure, it should be recalled that BRl's unit system 
differs from the other institutions because it is part of a larger organization, and 
the relationship of the unit systemto the BRl's mainstream operations carries 
different implications. The unit system as a whole is defined as a strategic 
business unit (known by the acronym BUD) of the BRI. There are BUD staff 
at each BRllevel-central, regional, and area (branch). The branches of BRI 
are the main retail outlets for BRl's larger scale customers. Thus, unlike the 
area offices of Grameen, BRI branches have a life of their own beyond 
providing oversight and support to the units. This at times causes conflicts of 
interest between branches and units, such as competition for loan funds, or 
even, at the upper end of unit operations, competition for borrowers. The 
position of BRl's unit system also means that some superstructure functions 
are performed not by the BUD system, but by BRl's mainstream offices, as 
direct charges. Supervision (at branch, regional, and headquarters levels), 
leasing costs, and expenses of the units' five regional training centers are 
charged against the units' overall operation, although they are not allocated 
to indMdual units. A major role of the BUD superstructure is to identify the 
needs of the units and demand services from the main BRI superstructure. 
This relationship greatly simplifies unit system operations but occasionally 
causes problems. For example, staff recruitment is done by the mainstream 
BRI regional offices, and the unit system has had difficulty persuading the 
regions to fill unit positions, for reasons internal to the mainstream part of BRI. 
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Despite the difficulty of measuring the productivity of an individual 
organization'ssuperstructure, the experience of majormicroenterprisefinance 
institutions suggests that the achievement of economies in the provision of 
central functions could be a significant means of increasing overall productivity 
for the organization as a whole. 

Decentralization. As organizations grow, many of the superstructure 
functions can be decentraJizedto regional and area offices. These intermediate 
offices take on many of the day-to-day superstructure functions. By 
decentralizing, the organizations can provide services to the units more 
responsively, monitor unit perfQJ1T1aJ1ce more closely, and avoid bottlenecks 
that develop when the center is overstretched. BAI, as the largest organization, 
has gone farthest in decentralizing, with 95 percent of its superstructure 
employees in regions and branches, rather than headquarters. Grarneen's 
ratio is nearly three regionaVarea employees to every one head office 
employee, while BancoSol's is about two to one. 

Actuar Bogota has not decentralized to any significant degree. Its only 
explicit regional function is embodied by three staff members each supervising 
the performance of several unit offices. Actuar's geographic concentration in 
one city and its vision of providing a variety of different services, currently 
makesthe creation of regional offices less relevant. Similarly, ADEMI has only 
one staff person with a regional function. However, as both organizations 
continue to expand, they may further decentralize many superstructure 
functions. 

AtGrameen Bank, the philosophy ofdecentraJization is becoming increasingly 
explicit. Some observers and staff describe a vision in which the 15 Grameen 
regions become semi-autonomous regional banks. The very formulation of 
this concept suggests that Grameen is reaching a stage in which day-to-day 
operations do not reqLire constant top management involvement. It should 
be noted, however, that while Grameen is clearly decentralizing functions and, 
to some extent, authority, decentralization takes place within limits. Each 
institution has a hierarchy of actiolJSthat can and cannot easily be decentralized, 
and this hierarchy is applicable across institutions. Forexample, staff placement 
at Grameen and SAl has become a regional function, but staff training, with 
its key roles of inculcating corporate culture and lending methodologies, 
remains at the center. Plans for opening new branches and expanding existing 
ones are formulated at area and regional levels, but these are subject to final 
approval at the top. If the regional bank vision were ever to be realized at 
Grameen, the center might retain only these top management functions: 
policy, corporate culture maintenance, external liaison, and technical support 
(e.g., research and development). These are the functions that maintain the 
unity of the organization. Without them, there would be several increasingly 
distinct institutions. 

43 



Loan Approval Authority. Most microenterprise finance programs feature 
highly decentralized loan approval processes as part of the basic structure of 
retail operations. The highlighted institutions allow experienced field workers 
to make general recommendations about their clients, subject to final approval 
by the retail unit manager. Unless the amount requested is unusually high, the 
approval is usually granted, and the real responsibility lies with the field worker. 
In some cases, such as Actuar, final approval is given by a credit committee 
that meets daily and is made up of the unit manager and one or more field 
workers. 

At Grameen, an application must pass through three levels, the center, the 
branch, and the area office. Afterthefield workers write recommendations, the 
branch manager compiles a group of proposals into a single package, which 
is then sent to the area office. There, a program officer reviews the proposals, 
and the area manager gives final authorization. While this may be the least 
decentralized of the programs, Grameen field workers still retain much of the 
responsibility in fact, if not formally . 

The decentralization of loan authority is essential to the credit methodology 
of each institution, as it decreases client waiting time for loan approvals, as well 
as decreasing staff time, and enhances accountability at the appropriate level, 
i.e., among staff closest to clients. Thus, it is an important aspect of the 
methodology of serving low-income clients profitably. 

III.E. Productivity, Operating Costs, and Financial Viability 

This chapter hassofar considered organizational productivity without regard 
for cost. However, the effect of productivity on institutional viability cannot be 
known until costs are factored in. 

Operating Costs and Productivity. One way to place operating costs into 
comparative perspective is to view them as percentages of the loan portfolios 
they maintain (see Table 7). This measure is also highly relevant for each 
institution: it determines the spread over financing costs the institutions must 
charge in order to break even financially. Most microenterprise finance 
institutions are continually engaged in an effort to increase outreach while 
keeping the spread at a level that allows pricing for client acceptance and 
financial viability. 

However, even at the most efficient microenterprisefinance institutions such 
spreads are high because loan sizes are so small. Even the bestmicroenterprise 
methodology, operating in the most favorable circumstances, cannot fully 
avoid the arithmetic of retail banking: unit costs cannot drop as fast or as far 
as loan size. 

Practitioners in the field of microenterprise finance have sought to determine 
what spread could be considered an "industry standard" - a level which, if 
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achieved, would show that an institution was operating efficiently. Such a 
figure has been elusive, however, as the institutions profiled here show. 
Operating costs for lending range from 12 to 25 percent of portfolio. A closer 
look reveals that spreads are determined by three major factors: productivity, 
salaries, and loan sizes. Thus, one would not expect all spreads to be alike, 
as institutions face different conditions and make different choices. We now 
examine each of these factors in tum, beginning with productivity .14 

TABLE 7 

NON·FlNANCIAL COSTS AS PERCENTAGE OF AVERAGE ANNUAL 
LOAN PORTFOUO 

Grameen BRI BancoSol Actuar BKI< ADEMI 
Bank Units· Bogota 
(1992) (1993) (1993) (1989) (1989) (1993) 

Salary costs 11.2 I 5.0 15.2 16.9 7.0 9.0 

Other 
administrative 
costs 5.7 2.1 10.4 4.5 7.3 11.4 

Loan loss 
reserve n/a 4.6 1.6 3.6 n/a n/a 

Total 16.8 11.7 27.2 24.9 14.3 20.5 

Salaries as 
percentage of 
non-financial 
costs 66 44 56 68 49 44 

SQURCES:ActuarBogota;ADEMI; BRI; BancoSoI; Khandkeretal., 1993;Yaron, 1992: Hook and 
Patten memo, 1994. 
• Expenses allocated to lending operation only, as percentage of average annual loan portfolio. 

Excludes cost of savings mobilization, for comparative purposes. nla = not available. 

Operating Costs and Productivity. Atfirst glance, spread may seem to be 
largely a function of efficiency or productivity, and productivity may seem to 
be a matter of number of clients per staff. However, the preceding section 
showed that BancoSol and Actuar Bogota, which have high levels of operating 
costs, also have very high ratios of clients to staff. These ratios are higherthan 
those of the Asian programs even when superstructure staff are included. 

'4 This section looks only atthe costs oflending. Thus, for BRI, it omits a major portion of activity, 
namely, deposit mobilization, which has its own operating cost dynamic. Adjustments have 
been made to the BRI units' Iota! costs to separate out the costs of deposit mobilization. 
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Thus, although high productivity is essential for microenterprise finance 
programs, it alone does not guarantee low operating costs and does not 
explain differences in costs among top-performing institutions. 

Operating Costs and Sa/aries. Salaries and related personnel costs 
explain more of those differences. Salaries are singled out because they are 
the largest component of operating costs, constituting from 44 percent of non­
financial costs in the BRI unit system and ADEMI to 68 percent at Actuar 
Bogota. All other administrative costs - premises, transport, computer 
systems, supplies, and contractors-total significantly less than salaries, and 
the third non-interest cost category, loan loss provisions, while important, is 
also smaller. 

Among the institutions profiled here, Grameen Bank operates in the country 
with by far the lowest per capita gross national product (GNP) (see Table 8), 
and formal sector jobs of the type that Grameen Bank offers are not plentiful. 
The low salaries Grameen Bank can afford to pay (which at one-ninth of those 
at Actuar, for example, are low by intemational standards, but, at three times 
the per capita GNP, are high by local standards) are crucial for reducing per 
loan costs to a level that will allOlN Grameen to offer very small loans. Salaries 
are significantly higher at BRI, as throughout Indonesia, but they are still well 
below salaries in the South American programs and a1temate employment is 
again in short supply. Thus, BRI a/soenjoys relatively advantageous conditions. 

TABLES 

WAGES AND NATIONAL INCOME LEVELS 
(US$) 

Bangledeah Inclonnla 8oIIvt. CoIom .... 
(0 .. _ (SRI UniII) (8ancoSoI) (Aduar 

Bank) 8ogola) 

Annual GNP pet' capita (1990) $210 $560 S630 ",260 

Average annual salary at 
Institution (1993) $687 $3,506 $5,472 $6,023 

Ratio of aaIary at Institution to 
GNP 3.1 6.2 8.8 4.8 

DomlnJclln 
Republic 
(ADEMI) 

$820 

$5,088 

6.2 

SOURCES: World Bank, World Tables. 1993; Economist intelligence Unit, Country Profiles, 1992; 
profiled institutions. 

In Bolivia and especially Colombia, prevailing wages are higher. BancoSol 
pays salaries nearly nine times higher than GNP, while Grameen pays only 
a multiple of three times GNP. The need for BancoSolto pay such high salaries 
may result from the structure of the labor market in Bolivia. particularly at the 
upper end from which BancoSol recruits. latin American countries are known 
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for greater ranges in wage levels than are most Asian countries, and the 
ACCION-sponsored institutions have chosen to recruit well-credentialed 
staff. 

Faced with a similar wage/credential situation, some programs in South 
Africa have chosen to recruit field staff with fewer qualifications, at lower 
salaries. Similarly, many credit unions are run by staff volunteers, frequently 
with significant savings on salaries and benefits. Village banking methodologies 
may also be able to reduce relative salary costs by relying on the efforts of 
members. However, the use of unpaid and relatively uneducated staff poses 
its own set of challenges, and each institution must make choices in the 
context of its own needs and opportunities. 

The high volume of salary expenses in total operating costs suggests that 
microenterprise finance Institutions are highly vulnerable to changes in wage 
rates. This vulnerability is Hlustrated by Grameen Bank's experience in 1991, 
when the Bangladesh govemment increased cMI service salaries by 50 
percent. Grameen had already pegged its salary level to the civil service pay 
scale, and it had also been affected by the labor agitation sweeping the country 
that year. Accordingly, Grameen had little choice (if it wanted to maintain 
employee goodwilO but to increase salaries by a like amount. This change 
necessitated an increase in Interest rates from 16 to 20 percent for general 
loans and from 6 to 8 percent for housing loans. Abrupt changes in salary 
structures at any of these institutions will also require changes In Interest rates. 

Loan Sizes and Operating Costs. If institutions have limited control over 
salary levels, they can more easily tum to the third key variable in determining 
operating spread -loan size. It is far easier to reduce costs as a percentage 
of average portfolio by increasing loan size than by cutting salary costs or 
Increasing productivity. Thus, as programs strive for financial viability, the 
temptation is great for average loan size to drift upward. Each of the institutions 
reviewed here has shown some such upward movement in loan size in recent 
years. The movement was particularly signifICant at BancoSol, where the 
average size of loans disbursed doubled from January to December 1993. 
Even Grameen Bank has begun to increase loan size indirectly by offering 
seasonal loans to existing borrowers on top of the regular loans those 
borrowers already hold, thus quickly increasing its portfolio size without adding 
new clients. Grameen's larger housing loans have also been shown to be an 
important element in branch productMty. ADEMI, whose average outstanding 
loan il1986was about US$300 now averages between US$600and US$700. 
This change is not the result of drift, however, but a reflection of ADEMl's 
increasing interest in serving small enterprises and in encouraging its 
microenterprise borrowers to make the transition from micro to small. 

While larger loan sizes appear to offer a quick route to higherproductMty and 
lowerspreads, they must be carefully considered in light of their effect on client 
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outreach, organizational mission, and risk. Increased loan sizes can be 
beneficial if they reflect: (1) the release of previous funding constraints (as 
occurred when PRODEM became BancoSoQ, (2) growth of the enterprises of 
existing clients (as is truefor many clients at each institution), and (3) a gradual 
expansion of the range of clients served to increase financial viability. 

Problems arise, however, if loan size increases reflect either over-lending to 
clients (supply-led credit) or a shift away from the original clientele toward a 
higher-income stratum. These latter reasons for loan size increases can 
herald a significant change in organizational mission, which should be made 
as an explicit policy rather than as the result of pressure on spreads. Such 
changes can also increase default risk. For example, in 1991, the BRI unit 
system greatly increased its loan limits, resulting in large loans being made to 
many new customers. These loans had higher default rates, both because the 
larger customers had not been tested through traditional repeat lending and 
because the units simply were not as good at making such loans as they were 
at smaller loans. The lending limits have subsequently been reduced. BRI 
learned that the units work best when they pursue their particular niche of the 
market. N. BancoSol, loan sizes have gone up recently without explicit 
directives, and management has begun to analyze whether the increase is a 
result of the release offunding constraints and client growth orof a shift in client 
outreach pattems. Once it understands the reasons for the changes in loan 
size, BancoSol can adopt policies to respond. 

In the review of the three main determinants of operating costs, a few 
important points have emerged: 

• First, even among top-performing institutions, the range of operating 
cost spreads is high. However, an upper bound figure has emerged, at 
apprOXimately 25 percent. Institutions performing above this level 
should strive to reach it. 

• Second, while high productivity is essential, efficiency alone will not 
guarantee a low spread. 

• Thitd, microenterprise finance institutions are highly exposed to the 
prevailing wages in the countries in which they operate. This observation 
has important implications for programs in countries with relatively high 
professional salaries, such as in Latin America. At least for programs 
based on solidarity group lending, high salary costs will require programs 
to charge high interest rates and/or make relatively large loans. One 
should not expectto see in latin America the relatively low interest rates 
and small loan sizes that are possible in some Asian settings. Other 
methodologies (credit unions and village banking) may avoid some of 
these costs by using unpaid labor. 

• Finally, increasing loan size will be such an attractive strategy for 
reducing spreads that policy setters for these institutions should 
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carefully monitor loan sizes to ensure that changes are made deliberately, 
with full consideration of the effect of such changes on organizational 
mission. 

III.F. Conclusion 

This chapter has drawn the organizational outlines of successful 
nnicroenterprise finance organizations using the characteristic pattern of 
small, standardized, and replicable retail outlets delivering services, which are 
connected by a superstructure. It has begun to generate a picture of 
productivity and cost levels at these institutions. 

Among the observations on the retail level to emerge from the review are: 

• The closeness of the fit between service delivery methodology and the 
shape of the retail outlets. 

• Standardization of both staff positions and daily or weekly routines, with 
relatively little room for local variation 

These features set parameters within which the retail units must operate. 

These important observations about the superstructure emerge: 

• Recognition that it acts simultaneously as a service provider to the units 
and as a control mechanism 

• The potential for many of the routine functions of the center to be 
decentralized as the organization grows 

This chapter has also illustrated the high productivity among successful 
microenterprise finance organizations, suggesting that the carrying capacity 
of retail units ranges from about 115 to 280 borrowing clients per unit staff (with 
potential for the volume of savings clients to be much higher), depending on 
population density and methodology. This high productivity does not leave the 
institutions comfortable, however, astheymustcontendwith high administrative 
costs, which, relative to the loan portfolio, range from 12 to 25 percent. It is 
crucial to note that the organizations with the higher percentage costs are 
equally or more productive than those with lower costs. However, they face 
high salary costs determined by the local setting. These costs illustrate that 
organizations in countries with higher prevatling formal sector salaries will be 
hard pressed to make very small loans. On the other hand, organizations 
should resist the temptation to let loan size drift upward to relieve cost 
pressure. That pressure should instead drive them to seek still higher levels 
of staff productivity. 
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CHAPTER IV 

USING INFORMATION TO 
ENHANCE PERFORMANCE 





Information can be viewed as the lifeblood of a financial institution. Just as 
oxygen-rich blood nourishes all the cells and systems of an organism, a 
regular stream of high-quality information enables staff, retail units, and the 
superstructure to perform well and make good decisions. "Oxygen-rich" 
information is timely, accurate, and relevant to the recipient. The organizations 
described here are all very competent in their production and use of information. 
If they were not, none would have survived and grown to their current scale. 

This chapter reviews the use of information at these institutions. However, 
rather than describing the information systems first, this chapter zeroes in on 
the few most important pieces of information institutions use - key indicators 
- and discusses how those indicators contribute to one of the recurring 
themes of the monograph, the drive for high productivity. The analysis of key 
Indicators provided here ties together the productivity issues raised in the 
earlier discussion of organizational structure, function, and costs (Chapter III), 
and will set the stage for a discussion of staff motivation in the next chapter. 
This chapter will then move to the topic of information systems in general. 

IV.A.Key Performance Indicators and the Profit-Center Concept 

Effective microenterprise finance institutions focus their attention clearly and 
consistently on indicators that measure productivity. It is crucial tothe success 
of microenterprise finance organizations to base staff motivation on these 
variables. Organizations where field staff are not thinking about those 
indicators every day, orwhere the choice of key indicators is inappropriate, are 
probably organizations in trouble. Organizations use key indicators in avariety 
of ways: 

• To determine whether targets are being met 

• To evaluate staff performance 

• As "fever thermometers" to determine whether all or part of the 
organization is healthy and to give warning of problems 
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• To tell whether changes being tested are working well 

• To help plan future actMties and set targets 

• To identify areas needing management attention 

Forthesefunctions to be well served, indicators must closely reflect the goals 
of the organization and be simple enough for the whole staff to understand. 
Thus, while each Institution collects a wide range of indicators, they differ in 
their choice of the few focal pOints for evaluating performance. 

For newer organizations, particularly NGOs undergoing transition, rapid 
growth and high portfolio quality are crucial for survival. Thus, at Actuar and 
BancoSol, the initial focus has been on two main indicators-the total number 
of loans and the arrears rate -with a third indicator, the number of new loans, 
also playing an important role. While a significant number of additional factors 
are monitored, such as percent of clients who are women and numbers of 
clients attending training programs, staff throughout Actuar and BancoSoI stiD 
concentrate most of their attention on these two to three main measures and 
exanine them regularly at the superstructure, unit, and field worker levels. 
Focusing on numbers of loans rather than loan volume avoids pressure to 
make larger loans, and thereby reduces the risks of loan loss and moving away 
from the originally targeted clientele. For the Small Enterprise Foundation in 
South Africa, while the focus on these two indicators remains important, 
monitoring of attendance at center meetings has been found to be the most 
reliable indicator of client performance. 

More mature organizations, particularly those with a savings component, 
can re-orientthe way they evaluate performance to focus on self-sustainability 
and profit making. An emerging trend in microenterprise finance is to treat 
indMdual units as profit centers that must maintain their own viability. Thus 
while BAI monitors numbers of loans and savings accounts, as well as 
portfolio quality, the preeminent indicator for evaluation is unit profits. BAI is 
widely recognized as having pioneered this method, and the profit-center 
concept has been critical to its success, as described below. 

The Profft-Center Concept. Every BAI unit operates as a mini-financial 
institution, in that it raises funds and invests them, while charging a spread to 
cover its operating costs. Funds are raised from savings deposits and invested 
either in KUPEDES loans or in deposits with the main SRI branches (on which 
the unit earns interest income). A unit which is short of funds to meet loan 
demand may borrow from its supervising branch at a cost set by BRI policy 
makers and known as the transfer price. Units are also responsible for the 
operating costs they incur, in the form of salaries, other direct administrative 
costs, and costs paid internally to BRI for services to the units. Each month, 
units prepare a profit and loss statement and a balance sheet, showing a 
bottom line in the form of unit profits. 
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The focus on profits improves upon a focus on loan volume for two reasons. 
First, by incorporating costs into the equation, it creates incentives not just for 
high volume but for high productivity. This places responsibility on units to 
achieve maximum results for the least cost. When financial viability is the 
overall institutional concern, productivity becomes more important than 
volume alone. Moreover, by making each unit a profit center, BRI has 
decentralized concem for cost control and productivity. Such decentralization 
delegates responsibility to all levels and allows some measure of flexibility in 
attaining institutional goals. 

Second, the profit-center concept allows for a balance between savings and 
lending activity. Organizations involved in both savings and lending need a 
guide to help determine how much effort to devote to each activity. This 
becomes especially important as more staff perform both savings and credit­
related tasks (though clearly there is a Significant difference in emphasis 
between tellers and credit officers.) Focusing on profits, rather than separate 
credit and savings volumes, allows units to work in away that results inthe best 
mix of financial services, based on the needs of the local clientele. 

Moreover, BRI retains the ability to adjust the relative emphasis ofthesystern 
as a whole on credit versus savings through the mechanism of transfer pricing. 
The transfer price is the rate BRI branches pay to the units for deposits. It 
therefore determines the profitability to the units of generating savings. 
Because the KUPEDES lending rate is fixed, adjusting the transfer price can 
change the relative emphasis units give to savings and credit. If the transfer 
price is set very low, i.e., only slightly above the rate paid to depositors, units 
receive so little spread on savings collections that they must earn all their 
income from lending. In 1991, when the Indonesian financial system experienced 
a liquidity squeeze, BRI set the transfer price very high, so that the rate 
received for placing funds intemallynearedtheratereceivedonloans.This 
encouraged the units to generate savings and tum them over to the main BRI 
branches, where the return would be higher than if they put them into loans 
(and thus incurred the costs associated with lending). Accordingly, the growth 
rate of the lending program halted at that time. The transfer price for units to 
borrow from the main branches can be similarly manipulated. At present, the 
transfer price is set low to provide maximum incentives to lend, and lending 
levels are beginning to increase again. 

While the profit-center focus neatly combines many of the most important 
measures of success, it does not cover two crucial areas adequately: portfolio 
quality and loan size. Additional attention must be given to these indicators 
to ensure long-run sustainability. While unit profitability does encompass 
portfolio quality, as carrying bad loans reduces income and erodes the 
balance sheet, effective arrears management requires attention from the 
moment the arrears appear, well before the potential damage to profits is felt. 
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Similarly, supplemental attention to loan size may be warranted to forestall 
tendencies for units to take the easy route to higher profits by making larger 
loans. 

The profit-center concept is increasingly being applied in other institutions, 
particularly at Grameen Bank. Grameen branches receive their lending funds 
by using the mandatory savings deposits they hold (on which they pay 8.5 
percent) as well as by borrowing from the superstructure at 12 percent for 
general loans, less for housing loans.1s This price is set by Grameen to reflect 
a market-relevant cost offunds (though it is higher than Grameen's actual cost 
of funds) to cover headquarters expenses and to encourage branches to 
control costs and generate savings. It should be noted that profitability of reta. 
units in any institution is not the same as overall system profitability because 
transfer prices are set expressly to give policy signals and do not necessarily 
reflect true costs directly. For example, at Grameen, a 2 percent transfer price 
for housing loans affords branches a spread of 6 percent, thereby applying 
appropriate incentives for efficiency by branches that must strive to keep their 
costs within that spread. However, because Grameen uses subsidized funds 
for housing loans, the loans do not contribute to Grameen's overall financial 
self-sufficiency. This is an example of the way Grameen manages to combine 
the continued use of selected subsidies with a strong drive for efficiency. 

BancoSoi is gradually incorporating the profit center approach. It currently 
operates its four regional offices as profit centers and plans to convert its retail 
units to profit centers when it introduces its savings program bankwide. Actuar 
also plans to move toward the profit-center approach. At present, it does 
attempt to incorporate concern with costs by making each unit a cost center. 
However, as it stands now, cost figures are generated at headquarters 
through the application of formulas, and thus, the retail outlets may not be fully 
aware ofthe effect of their behavior on costs and, ultimately, on productivity. 

Setting Productivity Goals. Equal in importance to the choice of indicators 
is the tracking ofthose indicators by unit (and, where relevant, byfield worker), 
over time. Most of the institutions determine a target range within which they 
expect units or staff members to perform. Minimum and maximum goals are 
set based on factors specific to the methodology of the organization. These 
targets are generally used as a standard by which to judge performance, but 
some organizations also use such norms to decide when to open new units. 

Grameen Bank, for example, sets maximum activity levels as follows: five 
members per group, eight groups per center, and ten centers per staff 
member, for a total of 400 members per field worker. However, it does not 
expect branches to reach full activity at the outset. In fact, currently, the 

15 At the branch level, member savings are used as loan capital. However, to protect savers, 
Grameen maintains a central reserve equal to the total savings amount. 
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average is about 180 members per outlet staff (i.e., field workers plus other 
branch staff).18 Grameen categorizes branches by age. Estimates suggest 
that branches become profitable over a span averaging five years. These 
expectations thus become norms for evaluating the performance of any given 
branch. Other analysts have pointed out that branch profitability at Grameen 
Bank depends greatly on whether housing loans are present, which is 
explained by the fact that they are larger and longer term (lowering relative 
administrative costs) while yielding a significant spread for the branch. 
(Houghton, et aI., 1992) Nevertheless, there does appear to be a strong 
correlation between the age of a branch and its profitability. Grameen Bank 
argues that the youth of a high percentage of its branches means that its long­
run or steady-state level of system profitability is higher than its current 
performance. BancoSoI, which has been expanding at a rapid rate, is also 
expecting to benefit from maturation of its young units, In the form of higher 
productivity and profits. 

Actuar Bogota operates according to a norm of 60 solidarity groups 
(approximately 240 clients) per field worker. The norm was established after 
an extensive study analyzing the use of time by field workers concluded that 
above this figure field workers would be stretched too thin. Accordingly, Actuar 
changed its policy to add a new field worker whenever the figures exceed 60. 
However, in February 1994, Actuar was actually operating above this target, 
with an average of 257 borrowers per field worker. ADEMI prefers its loan 
officers to carry from 130 to 140 active clients at any given time. 

BRI had set what it calls a "staffing standard" of 600 loan clients per credit 
officer. However, during 1991, when it suffered an increase in the arrears rate, 
it reduced the target to 400. BRl's standard is higher than that of the other 
institutions because of its greater differentiation of function. The loan officer 
at BRI has the unit chief, bookkeeper, and teller to perform some of the credit­
related tasks that field workers in other institutions perform themselves. 

Organizations use targets and averages to determine which units or 
individuals are performing significantly below par. One of the most important 
potential ways to increase productivity is to bring lagging units up to the target 
range. Usually the response to poor performance is not disciplinary. More 
often, such units receive additional management attention and support from 
their immediate supervisors. Grameen Bank has developed what it calls "fire 
fighting" teams, which operate out of the training division. These teams move 
from branch to branch as necessary to respond to perceived problems in the 

,. Using a Grameen·type methodology, the Small Enterprise Foundation has set similar target 
levels: 5 clients per group; 410 5 groups per center; 16 centers per field worker, for a lotal of 
about 350 clients per field worker. Its current coverage per field worker is approximately 165 
clients, although this is skewed due 10 a large proportion of field workers in training who do 
not carry a full load. 
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field. The fire fighting teams have been used extensively to develop borrower 
rehabilitation plans in a region suffering high defaults following natural 
disasters. 

Incentive Systems. Some organizations link monetary incentive systems to 
their key indicators.17 These systems reward the individual or unit for arriving 
at the target indicators described above. Staff incentives in the BRI unit 
system, where profitability is the key indicator, are based directly on unit 
profits. At year end, 10 percent of a unit's annual profits is distributed among 
unit staff, up to a maximum of 1.5 months of an employee's salary. This 
incentive system is fixed over time and broadly based, as approximately 85 
percent of the BRI units eam profits. A profit-based system is always 
affordable: its cost rises and falls with net profits, unlike systems based on 
volume measures. It is also a team-based incentive, requiring the joint effort 
of all of a unit's staff. The team concept is particularly important at BRI, where 
staff functions are more differentiated than at other institutions. However, 
other organizations have also chosen to aim incentives at the team ratherthan 
the individual in order to encourage cooperation rather than competition and 
friction among staff working side by side. As BancoSol becomes more cost­
conscious and introduces savings services, it is contemplating adoption of an 
incentive system similar to BRI's. 

During its development, Actuar Bogota has run a variety of short-term 
incentive schemes focused on meeting specific targets that have been useful 
in achieving specific, time-limited objectives. But, according to Actuar's 
management, these programs are not effective as permanent management 
techniques and are not being used at present. Actuar's judgment about the 
lack of staying power of incentives may be more applicable to the targeted 
incentives it used previously, than to the profit-based system of BRI, which has 
become permanently integrated into the institution and provides a general 
motivator for good performance. ADEM I also relies quite heavily on its 
incentive system as a way to encourage performance. It is estimated that 
most loan officers eam about 30 percent of their salary from bonuses based 
on performance. 

While staff incentives have been used to some extent at most strong 
microenterprisefinance institutions, they are by no means universal. Grameen 
Bank has never used such incentives, believingthatthey are incompatible with 
its emphasis on motivating staff on the basis of its social mission. 

IV.B.lnformatlon Systems 

Until now, this chapter has been examining the use of key indicators, the two 
or three variables on which attention is centered throughout the organization. 

17 For more on incentive systems, see Steams, 1993b. 
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However, key indicators are not enough for effective management of rapidly 
growing and changing organizations. Supervisors and poUcy makers need a 
full range of supporting information, and front line staff need information to 
manage their own daily activities. 

The information that microenterprise finance institutions need to produce 
can be sorted into several categories, or subsystems, which connect and feed 
into each other at several points. The ultimate products of the information 
systems are the consolidated financial statements (e.g., the income and 
expense statement and the balance sheet) as well as summaries of program 
activities, outputs, and (for some programs) impact. Feeding into these 
consolidated statements are subsystems that enable certain activities to be 
monitored more closett (e.g., portfolio quality or expenditures) as well as 
subsystems that manage the information needed at the retail and even 
individual staff or client level. 

While organizations may combine these elements differently, effective 
information systems must have the follOwing elements: accuracy, timeliness, 
relevance to management decisions, and availability to the people who need 
them. In addition, they should be designed such that they do not become an 
undue burden on staff. 

Account Management. The system of control of financial accounts and 
transactions is at the heart of any microenterprise finance operation. Clients 
must be sure that the Institution keeps accurate records of their account 
status, and it is important for their convenience that account Information be 
readily available and easy to understand, even when the client literacy level 
may be low. Clients should not have to wait while the institution scrambles to 
verify accountstatus. Retail level staff and their supervisors use account-level 
information to keep track of their own performance and to project future activity 
levels and cash flows. Management uses reports generated from account­
level data as the basis for monitoring program status, setting planning targets, 
detecting fraud, and for input into the accounting system. It is essential that 
these systems contain various forms of protection to keep information 
accurate, guarding against error, mishap, and tampering. 

Because not all programs handle cash transactions, accounts management 
may be divided between two organizations. At Actuar, ADEMI, GCC, and 
many other NGOs, banks handle all the cash transactions, and thus carry out 
major portions of this function. When this division of responsibility is built in 
to the methodology, problems may develop as a result of the divergent 
interests of the respective institutions. An NGO making the loans and 
interacting with clients requires up-to-date reports on each account from the 
bank, and at the same time, must ensure that its own records match those of 
the bank. On the other hand, the bank may have little reason to prepare 
statements according to the schedule or in the format most useful to the NGO. 
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At Actuar, this tension became noticeable when commercial banks, to whom 
Actuar paid fees for such services, complained aboutthe burden ofprocessing 
too many small transactions, and in some cases, denied service to Actuar 
clients. The desire to internalize the account management function was one 
of the reasons for the creation of Finansol, and, as Finansol expands, it wiD 
take over much of this responsibility. PRODEM's dependence on a separate 
financial institution similarly encouraged the establishment of BancoSol. 

A"eafS Control. Information on portfolio status, while closely intertwined 
with account management, requires special attention because of the speed 
and severity with which an arrears problem can damage a lending institution. 
Reports on arrears, which are derived from the account management system, 
can ensure that field workers and their supervisors know immediately when 
clients have failed to repay, either on the same day or the following day. An 
essential part of successful microenterprtse lending methodologies is that late 
payers are contacted within the shortest possible interval after they miss a 
payment. Some organizations have attempted to make arrears monitoring 
easier by scheduling all repayments for the same day of the month or, in the 
case of BancoSol, the same day of the week. (However, such a bunching of 
transactions on one day is not an efficient use of staff time, and as BancoSol 
introduces savings, it may restructure the schedule of repayments.) 

Arrears control systems must also track the aging of arrears, to determine 
how much of an arrears problem is temporary and how much is headed for 
eventual write off. As a commercial bank, BancoSol must track arrears 
according to guidelines issued by the bank supervisory authorities. Grameen 
Bank, which receives far less regulatory oversight, has developed its own non­
standard aging categories. In public documents, Grameen's data on arrears 
uses a definition of more than one year past due - clearly not suitable for 
program managers, and not a standard banking definition of arrears. However, 
intemally, Grameen maintains aging of arrears reports that begin tracking 
clients from the day a payment is missed. This system, which can clearly 
generate the appropriate information to track and manage arrears, represents 
another example of Grameen's abifty to develop its own unconventional 
solutions to standard problems. 

Other Financial Management Information. Financial managers in these 
institutions focus on two additional types of information sub-systems; one set 
covering details of costs and expenditures, and the other set covering cash 
flow and liability management. While accounting for costs is centralized at the 
smaller organizations, as these organizations shift to a profit-centerframework, 
decentralization becomes imperative, presenting a significant challenge for 
information and other control systems. 

At the center, each institution must be able to manage its cash flow to 
greatest advantage. This function involves determining how much of what 
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type of money to raise through external means, such as borrowing from banks, 
and when to do so. It has a long-term component, which must be developed 
from projections of growth in lending and savings volume, as well as a short­
term (cash management) requirement aimed at ensuring liquidity for the 
institution. Both components require connections to the account management 
systems that track the flow of funds into and out of the portfolio, as well as 
separate sets of information on liabilities, which are not used by other parts of 
the institution. As organizations move from being NGOsto financial institutions, 
thisfundion is transformed from what might be called fundraising, with a focus 
on donors, to asset and liability management, a professional banking function. 
Such changes require a great transformation in information systems as well 
as staff skills. Good asset and liability management can save significant 
amounts of money, and it Is thus an important function to perfect. BancoSol 
is placing a good deal of emphasis on developing this aspect of its operations, 
which had few antecedents in PRODEM. 

Outputs, Actlvltles,lInd Client Informlltlon. For these organizations, it is 
important to maintain a select number of indicators of output, activities, and 
data about clients in orderto understand howwell their clients are being served 
and to evaluate the achievement of their broader missions. Such indicators 
begin with measures of retail-level outputs which supplernentthe key indicators. 
This type of information, while generated at the Ulit level, is especially relevant 
for upper management. Forexample, both BancoSol and Aduartrackthe mix 
between new and existing borrowers in their portfolios, as well as the dropout 
rate - borrowers who choose not to renew their loans. Such information 
allows the management of these organizations to determine whether they are 
building a solid client base for the future. If the dropout rate rises, they can 
explore why and adjust systems or methodology accordingly. Institutions also 
trackthe sizes of loans, savings accounts, and other activities such as training 
or social development activities. 

Organizations also need to maintain data on their clients. The extent of the 
information required in information systems depends on the organization's 
mission and on the interests of organizational sponsors, such as donors. 
Typically, indMdual loan folders contain a wide range of information about 
clients, but only a few indicators are recorded in the information system. BRI, 
for example, with its large-scale and commercial orientation, has found that 
it needs very little client information for its day-to-day operations. BRI finds it 
more cost-effective to take occasional sample surveys through which specific 
issues can be examined in greater depth, particularly for purposes of market 
research and impact analysis. 

Organizations with strong donor dependence must be careful to avoid 
allOwing donor reporting requirements to drive information systems. The 
information donors seek is often quite different from the information organizations 
need to manage their programs, and young or weak organizations are 
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vulnerable to a phenomenon of fulfilling donor information interests while 
neglecting their own. Forexample, even though donors may only beconcemed 
about long-run default rates, organizations must have immediate information 
about late payments. The organizations analyzed here have all kept their own 
needs clearly in mind, even dUringtheirearly phasesofhigh donor dependency . 

Avoiding Information Overload. It is essential that management information 
systems be simple and easy to use. Unfortunately, it is in the nature of 
information systems that they tend to become ilcreasingly complex overtime, 
as additional information needs are identified. For example, Grameen Bank's 
monthly packet of statistical reports has continued to grow such that it now 
numbers some 70 separate reports, each of which are circulated to all 1,030 
branches. It is unlikely that the branches can usefully digest such a large 
volume of information. 

The BRI unit system also faced a creeping volume of information and 
reporting requirements, until it carried out a complete overhaul of its 
management information system, reducing the number of reports units must 
complete from thirty-two to five. These five are the balance sheet, a profit and 
loss statement, a credit activity report, a cash flow report, and a summary of 
additional indicators. These reports are useful both to the units, for monitoring 
their own operations, and to the superstructure, to manage the system as a 
whole on a day-ta-day basis. They contribute to the units' ability to focus on 
key indicators. 

Computerization. It is important to resist the temptation to equate a good 
information system with computerization. While computers are crucial, even 
in the early stages. for sunvnarizing and analyzing information at the 
superstructure level, micro enterprise finance institutions can run very 
successfully and become quite large without computerization at the retail 
level. Grameen Bank, for example, operates without computers at the branch 
or area office levels. Information from lower levels is computerized at the 
regions. Similarly, BKK has long supported a portfolio of 500,000 borrowers 
without retail-level computers. These and other organizations face the 
challenge of developing creative techniques to track and monitor a large client 
base. For example, BKK uses a simple but effective system of account 
management based on file boxes of loan cards for each client. Daily routines 
of processing the cards make it invnediately clearwhen an installment has not 
been paid. 

Distinguishing between management information systems and computers 
makes it clear that it is the design and competence of the information system 
thatis crucial for running a strong microenterprisefinance institution. Computers 
are simply a tool, analogous to the ledger books and calculators Grameen 
Bank uses or BKK's loan cards. The rationale for using computers is to 
increase the productivity of the information system, by increasing its capacity 
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and decreasing the time it takes to process transactions. If they are based on 
strong management systems, computers can increase productivity. Thus, 
BRI has been gradually computerizing its units, starting with those units that 
handle the largest volume of transactions. BancoSol, which has had computers 
at the retail level for some time, is now tying the previously independent unit 
computers to the central system and decentralizing some of the functions 
previously performed at headquarters. Teller transactions are now on-tine, 
and BancoSol is moving the systems for producing group loan contracts, 
checks, and repayment coupons from the center to the units (potentially 
saving days in waiting time for borrowers). 

Many organizations have found, however, thatthe payofffrom computerization 
may be achieved only in the long term because the process of developing the 
appropriate software, training staff, and maintaining the system is costly and 
time consuming. Moreover, after computerization, organizations may become 
more vulnerable to system interruptions or failures. After all, when a ctient 
comes into the unit, loan cards can be read immediately, but if the computers 
are down, a computer-based system yields no account information. Given the 
client-based methodology of all of these programs, it is more important to 
develop simple management tools with reliable access for clients than to 
institute a technologically advanced system that may fit preferences of higher­
level managers. 

IV.C.Qualltative Information Sources: Ustenlng to the Field 

In addition to the strong quantitative information described above, 
organizations need qualitative information to provide a complete understanding 
of how well they are doing. Information must flow two ways, with clear policy 
signals coming from upper management, informed by a wealth of feedback 
information coming from the field. 

The structure of all these microenterprise finance organizations is rather 
hierarchical, with clearly defined responsibilities at each level. Policies are 
uniform throughout the organization, and standardization is emphasized. 
Some observers see the top-down, standardized nature of these operations 
as a negative aspect of largescale. To counteract this tendency, organizations 
must cultivate effective ways of allowing for bottom-up information flows. 
These organizations succeed because they are able to listen to the field. A 
number of mechanisms allow for the sharing of information, most of them 
integrated into the routine operations of the organization. For example, at 
every organization covered in this monograph, regular meetings are held 
between retail-leVel staff and their immediate supervisors inthe superstructure 
to review performance, plans and problems, and such meetings proceed up 
the chain of command. The plaming and budgeting process is a particular 
focal point for twa-way communication. In addition, superstructure staff spend 
a large share of their time in the field. At Actuar Bogota, the supervisorforfour 
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retail outlets spends four days per week at the outlets, and only one day at 
headquarters. Top management at each organization makes a conscious 
effort to spend a good deal of time in the field. 

Organizations have developed a variety of special mechanisms for sharing 
information. One of the most extensive is the system of monthly branch 
manager reports at Grameen Bank. Since inception, Grameen Bank has 
asked each branch manager to write a monthly report in essay form to the 
Executive Director covering any topics important to that branch. The reports 
often cover local economic conditions, the activities of borrowers, staff 
performance, or any problems the branch is experiencing. These reports 
bypass line supervisors, going directly to top management, with the intent that 
branch managers feel free to speak. Until recently, each report was read each 
month by the Executive Director. Now that the number of branches is so large 
(1,030), however, they are dMded among department heads to be summarized 
with only the summaries forwarded to top management. Observers have 
credited this system with ensuring that the policy makers at Grameen have a 
detailed grasp of the status of their organization. Grameen has also introduced 
a staff technical journal for sharing ideas about innovations. 

On this information-sharing dimension, it is important to judge these 
organizations in relation to other large organizations in the same country. 
Local norms of organizational behavior are very traditional. In Indonesia, 
probably the extreme example, it is culturally appropriate for subordinates to 
remain quiet in the presence of superiors, to deferto the opinions of superiors, 
and particularly to avoid statements that could be construed as critical. The 
same issue exists in every setting to some degree. Each of these organizations 
makes special efforts to overcome traditional reticence to speak, as it is clear 
that microenterprise finance policy makers need plentiful, honest feedback in 
order to stay abreast of the organization's needs. Thus, a frequently heard 
comment at or about these institutions is that their organizational styles 
contrast sharply with those of other institutions in their own countries. 

IV.D.Concluslon: Information Systems and Productivity 

In furthering the definition of the essential characteristics of competent 
microenterprise finance institutions, this chapter has attempted to show that 
the appropriate use of information can be a focal point through which 
organizations motivate their component parts to reach high productivity. The 
ability to embody organizational goals in a few key indicators is an important 
tool. At some stages in the life of an organization, the number of loans and the 
health of the portfolio may be the most appropriate Indicators, but as 
organizations become financial Institutions, the focus shifts towards unit 
profitability (with portfolio quality). Regardless of which stage an organization 
is in, key indicators can be the basis for performance targets and for incentive 
systems, both important motivators for staff and management. 
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Competent microenterprisefinance organizations aJso have systems providing 
a wide range of financial and client information in a timely fashion to clients, 
retail-level staff, and management. These systems, focused on accounts 
management, build up to financial statements. They need not be computerized 
at the retail levell The best systems are simple to use and minimize non­
essential information. The reports generated by such systems can similarly 
aid an organization in determining how well it is achieving its mission. 
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CHAPTER V 

THE HUMAN DIMENSION: 
TRAINING AND MOTIVATING STAFF 





As service providers, microenterprise finance Institutions depend critically on 
the quality, performance, and job satisfaction of their staff. The role of salaries 
in determining overall cost structure demonstrates this clearly. This chapter 
looks at several functions of human resource development: recruiting, training, 
promoting, and, finally, motivating staff. Most of the emphasis is given to retail 
unit staff, especially field Workers. 

V.A. Finding Good Field Workers 

None of the microenterprise finance institutions discussed here have had 
difficulty in finding and retaining strong field staff. They have been aided by 
prevailing labor market conditions as well as by the fact that these institutions 
embody some traits that are attractive in any job setting. 

All the institutions seem to agree that goodfield workers are made ratherthan 
found, but that a certain level of education and key personal and social traits 
are essential prerequisites. Without exception, these institutions recruit local 
young people with little previous job experience. This focus makes sense 
because these institutions are unique in their countries, or nearly so, and there 
is little relevant value added by hiring people who have worked elsewhere. 
Instead, each institution wishes to ensure that new recruits will be receptive 
to the institution's own mission, corporate culture, and job requirements. At 
several of the institutions, previous banking experience, particularly in credit 
operations, is considered a liability or even a disqualifier because bank 
workers bring preconceptions about formal finance that must be broken. This 
ban on bankers is not as prevalent at the superstructure level where, in some 
cases, specialized banking skills may be specifically sought. 

These institutions differ in the level of education they require forfield workers. 
BRI and Grameen generally hire field workers who have completed secondary 
school and (until recently) have recruited separately for branch managers, 
requiring them to have a post-secondary education. BancoSol requires field 
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workers to have some university education, in any subject, and K-REP 
requires at least two years of post-secondary training. Actuar and ADEMI 
recruit university graduates with degrees in specifically relevant fields, such 
as business or finance. The Small Enterprise Foundation (SEF) recruits 
indMduais with the equivalent of a tenth-grade education to avoid the 
unrealistic career expectations that many higher educated South Africans 
might have. These differences from organization to organization may be the 
result of country conditions, particularly relative to the labor market and 
educational system. Despite the differences among them, each institution is 
equally sure that it has made the correct choice of education level necessary 
for the field worker jobs. 

Another common requirement is that recruits be willing to live or spend time 
in poor and (for BRI and Grameen) rural areas, to work long hours, and to be 
able to relate well to clients. Attempts are made to recruit field workers from 
the same areas in which they wHI work. Each institution also adds its own 
specific preferences. BancoSol gives strong preference to speakers of the 
indigenous Amerindian languages used by many of its clients, and many 
African programs must be sensitive to ethnic considerations. Grameen Bank 
asks whether applicants can handle some of the practical aspects of rural 
living. Can they cook, swim, and ride a bicycle? Actuar and BancoSollook for 
desired qualities through interviews with psychologists and psychological 
testing. Actuar even includes visits to the family home as part of the interview 
process. 

Issues of social class arise here, because with the possible exception ofBRI, 
field workers tend to come from a higher social class than their clients, or to 
be members of the same social class who have moved up through education. 
The two South African programs referred to here have often recruited staff 
from its client base. Not all job seekers with the requisite educational 
qualifications will be eager to spend their time in low-status settings. Attitude, 
then, is as important as education. Accordingly, each institution has a process 
to weed out applicants. BancoSol accomplishes this at the earliest stage, 
through extensive interviews and testing. Actuar sends applicants to branches 
to work with field workers for two or three days before accepting them as 
trainees. The other institutions make weeding out a part of the longer training 
and probationary process. At Grameen Bank, between a fourth and a third of 
all trainees leave during the training period. 

Most of the staff at each ofthese organizations are men, and given that a high 
percentage of clients are women, the gender of staff is an ongoing concern. 
Grameen Bank, which operates in the country where women's roles are most 
culturally restricted and whose clients are nearly all women, faces the most 
severe challenge. As of 1991, less than 10 percent of Grameen's staff were 
women. (Houghton, et aI., 1992) Among the difficulties Grameen Bank faces 
in recruiting and retaining women are the general preferences of middle class 
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women not to work, restrictions on working hours Imposed by families, travel 
restrictions (for example, few women ride bicycles), and the cost to Grameen 
of providing separate accornmodationsforfemale staff. The other organizations 
do not face such extreme situations, but still find it more difficult to recruit 
women, both for family and security reasons. 

Counter examples exist in South Africa, where microlending organizations 
have discovered that female loan officers are more successful in dealing with 
their female clients. Because the majority of their clients are female, both SEF 
and the GCC have made deliberate attempts to hire women, currently a 
majority of staff. 

V.B. Training Staff 

Staff training for both new recruits and existing employees generally focuses 
on two broadly defllled objectives, both of which are highly specific to the 
organization: 

• Corporate culture -- ensuring that all staff understand and intemalize 
the mission and corporate values of the institution 

• Operating procedures-teaching staff the standard operating procedures 
they need to follow in perlorming their jobs - and exposing them to the 
procedures performed by other parts of the organization 

A third potential area, developilg job-related but generalizable skills (such as 
project appraisal, financial management, and client relations) receives relatively 
little attention except as it supports one of the two main objectives. For 
example, BRI trainees do not learn loan appraisal in general; they leam how 
to do the type of abbreviated loan appraisal BRI employs. Cost is one obvious 
reason that general skill training is not emphasized. 

On-the-Job Training. Becausethefocus of training is so job-and institution­
specific, the basic challenge of new staff training is to organize an efficient and 
effective means of transferring knowledge from existing staff (who hold the 
knowledge) to new recruits. It is not a matter of imparting a self-contained or 
independent body of knowledge. 

Accordingly, each of these organizations uses on-the-job training as the 
major training vehicle for new staff, supplemented by more formal training 
provided at the center. New entry training includes a small amount of 
classroom work (from one to three weeks, depending on the institution) and 
a longer stint as a trainee in a retail unit (from two to six months). I n all cases, 
the training process mobilizes a large part of the existing staff to participate in 
the transfer of knowledge, as field workers teach new recruits their own jobs, 
working side-by-side for several weeks or months. Some have described it as 
an oral tradition in which most knowledge is passed by word of mouth. 
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It is important to note that the on-the-job component of training is a part of 
a structured training experience. For example, after a week of initial orientation, 
Actuar Bogota recruits are assigned to work with an experienced field worker 
who already has a full quota of clients (sixty groups). They work together for 
two months, during which time they are expected to add twenty more groups 
to their portfolio. When this target is reached, the portfolio is split, gMng each 
worker a set offorty groups, of which about ten are new. Similarly, new ADEM I 
employees spend two weeks at headquarters for an induction program, 
followed by four weeks accompanying an experienced asesor in the field. 
After observing the loan officer with his clients, the recruit is expected to start 
building his own portfolio in an adjacent geographical area within three 
months, at which point he will go off on his own. The other institutions have 
similar systems with differences in timing and length of classroom and on-the­
job activities. 

Classroom Training. If the on-the-job training model is the most efficient 
and effective fonn of knowledge transfer, the function of the more formal part 
of the training is to ensure that the quality of the transfer is high, that the 
infonnation imparted is standardized across all employees, and that topics of 
particular importance to the organization receive sufficient emphasis. Thus, 
at BRI, the classroom training focuses on operational procedures, while 
Actuar and BancoSol stress corporate mission and team building. The GCC 
in South Africa has a conflict resolution component in its training program. 
Finally, many organizations, including BRI, Grameen, Actuar, and ADEMI, 
require that trainees pass exams before becoming regular employees. 

Among these institutions, the trailing staff have been concerned with finding 
effective pedagogical techniques. For example, the training staff at BRI 
attempts to break away from the prevailing Indonesian educational system 
techniques of rote leaming and a lecture format. They train instructors (usually 
fonner unit employees) in the use of more active leaming techniques such as 
case studies and group projects. 

Grameen Bank has developed several unique training techniques, which 
appear to serve it well in developing the staff attitudes it desires while focusing 
on job requirements. For example, Grameen has no formal training manual. 
Instead, its written training materials contain a list of questions about Grameen 
objectives and operations that trainees are supposed to answer for themselves 
while they are in the field. Classroom time is devoted to discussing the answers 
trainees have found to these questions and comparing field experiences, 
rather than to the presentation of additional material. This technique places 
responsibility for learning on the trainees, while keeping them focused on the 
topics of greatest importance to Grameen. 

Much of what Grameen wants trainees to Internalize involves its philosophy 
of poverty alleviation. Trainees are required to do several specific field 
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actMties which develop those attitudes and at the same time deepen 
knowledge of local economies. One particularly successful method to do this 
involves a case study; trainees are asked to find a poor woman, interview her, 
and write her life history, considering her economic and social problems and 
coping strategies. They must also complete surveys of the economic and 
market activity of a particular village. These devices may contribute to the 
strong intemalization of institutional values that Grameen staff exhibit, even 
as they generate useful information for the trainee and Grameen Bank. 

Another Issue for training departments is ensuring that training content stays 
current with organizations in transition. At Grameen, because the training 
center discussion revolves around field experiences, there is a built-in 
mechanism to guard against a detached training program. Trainers in the 
more formal BRI system, however, must devote considerable time to ensurilg 
that their materials reflect the latest policies. On the other hand, the bottom­
up Grameen system makes it difficult to introduce new policies or procedural 
changes Into the training process. A uniform presentation of policy may be 
better accomplished in BRl's training system, which gives relatively greater 
emphasis to the delivery of specific content during classroom training. BRl's 
approach to training was developed expressly to re-orient existing BRI staff 
to a new set of policies at the time when the unit banking system was 
overhauled and KUPEDES and SIMPEDES were introduced. Thus, it actively 
wished to overcome the preexisting tradition and impart a new one. This helps 
explain its focus on delivery ofspecific content. Rapidly changing organizations, 
such as BancoSol and Actuar, need to take advantage of similar tools for 
ensuring the accurate dissemination of new procedures, and thus may require 
a relatively strong emphasis on providing specific content in classroom 
training. 

In-servicetrainingvariesgreatlyfrominstitutiontoinstilution. BancoSoiandADEMI 
see trailing as an ongoing process and reqlirestaffto spendtirne each year or two 
in training. Some of the training is job-specific (e.g., training associated with the use 
ofnewcomputersoftwareortheintroduc:tionofsavingsinstruments),butBancoSoI's 
particular emphasis is a series ofseminars on team building, personal development, 
andtotal quality management. ADEMI oftersavarietyofcoursesonsubjectsranging 
from credit analysis to attending to crJents. BRI relalestraining ofexisting staff mainly 
to promotions, so that employees are trained in their new responsibiities. Neither 
Grameen nor Actuar emphasizes il-service traini'lg to arPJ great degree. 

V.C. Motivating Staff 

As Chapter III pointed out, high staff productivity is essential for the long run 
viability of microenterprisefinance institutions. One aspect of maintaining staff 
productivity is providing staff with the kind of job satisfaction that will motivate 
them to perform well. These organizations have three main tools to engender 
staff satisfaction: 
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• Good career prospects 

• The direct satisfaction of doing meaningful work in a good organization 

• Attractive salaries and benefits 

A fourth tool, responsiveness to the expressed needs of staff, is beginning 
to be important in some of the organizations. Each of these institutions can 
offer its staff many of the attributes that make a job attractive, and they are 
rewarded by low turnover. At Grameen Bank, less than 2 percent of the staff 
left in 1992, and turnover is 1 percent at BRI (including all reasons for leaving). 
Only six people left BancoSol's staff in 1993.18 

Intemal Career Paths. Perception of career prospects is determined in 
large part in reference to local labor market conditions. Most of these 
institutions operate in countries where good jobs for secondary and post­
secondary students are relatively scarce. Well-paid professional jobs are so 
scarce in Indonesia that BRI does not advertise job vacancies because the 
crush of applicants would be too great. BancoSoI receives several hundred 
applications each time it recruits. Thus the institutions begin in a strong 
position. The setting is particularly favorable for the Asian institutions, where 
staff often enter with the expectation that their entire working lives will be spent 
in that institution, reflecting both the scarcity of alternatives and the prevailing 
norms of employers and employees. 

Actuar Bogota, and to some extent BancoSol and ADEMI, operate in more 
fluid labor markets. Young Colombian graduates going to work for Actuar are 
likely to regard the job more as a stepping stone than as a permanent home. 
One Actuar staff member estimated that field workers will begin to seek 
advancement or another job after about two years. Similarly, many loan 
officersatADEMI considerthe possibmty of going into businessforthernselves 
after they have saved money and learned valuable skills. Accordingly, both 
organizations have had to compete actively to retain staff, through attractive 
salaries and advancement prospects. Conversely, both organizations are 
more willing to fire workers who do not meet targets than are their Asian 
counterparts. 

For higher level positions, each rnicroenterprise finance institution faces a 
choice between a policy of hiring at the bottom and recruiting from within, and 
a policy of hiring the best qualified possible people directly into each level. 
Defining the recruitment and advancement policy requires significant tradeoffs 
that involve corporate identity, staff satisfaction, and achieving the proper mix 
of intemal knowledge versus technical skills. The career patterns differ 
Significantly at these institutions. 

\I Turnover figures are reported in interviews with human resource departmen1s at each 
institution. 
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Grameen Bank is at one extreme: all but a handful of its more than 400 head 
office staff members originally served as field workers or branch managers 
and have since moved into other positions. The handful consists mainly of top 
management who have been with Grameen from the start, with few indeed 
who were recruited from the outSide (e.g., one or two technical specialists). 
The benefits of this history indude the sense of solidarity it yields among the 
staff, and the clear understanding superstructure staff have offield operations. 
One Grameen evaluator wrote that, 

Grameen Bank reliance on senior managers whose career is exclusively 
with the Bank has real advantages for sustaining the responsiveness 
of Home Office to what is happening in the field. There is little sign of 
the alienation or even isolation that can overtake head offices with large 
field operations. (Houghton, et aI., 1992) 

Grameen Bank has an impressive tradition of developing its own indigenous 
solutions to problems, and often these solutions are both effective and 
ingenious (e.g., the question-based training materials). There are drawbacks, 
however, primarily in the form of limited experience in leamingfromthe outside 
world. In some cases, learning from outside might have made for quicker and 
more effective solutions, particularly in technical areas such as information 
systems, computerization, and accounting. As Grameen becomes larger, it 
has more to gain by leaming selectively from more formal organizations. 

BRI career paths are quite different from those of Grarneen Bank and bring 
theirown costs and benefits. Staff of the BUD system can be divided into three 
groups: front line unit staff (credit officers, tellers, and bookkeepers), unit 
managers, and superstructure staff. Ea~ of these three groups has a different 
career path. Competent front line staff, who generally have only a high school 
education, can expect to progress from bookkeeper (the entry level for most 
such staff) through loan officer to unit manager, and sometimes to staff 
positions at the BRI branch (either in the BUD portion, supervising units, or in 
a position unrelated to the units). The education levels of this group generally 
prevent them from progressing further than the branch. The second group, 
recruited as unit managers and entering with stronger educational credentials, 
may progress slightly higher. However, most of the BUD staff at the center and 
regional offices come from yet athird group, BRI professionals who are rotated 
through a variety of branches and departments, staying with the unit system 
for only one or two rotations. The career aspirations of this group lie outside 
the unit system. The separation between the lower level staff who have first 
hand experience of the units and the superstructure staff who do not may 
constitute a significant source of vulnerability for the BRI unit system, as 
Chapter VI will discuss further. 

It should be noted that before the 1984 restructuring of the unit system, the 
separation was even greater, with unit staff not considered full-fledged BRI 
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staff. One of the successes of the unit transformation was the placing of unit 
staff within BRI, which opened greater advancement prospects to unit staff 
and put them on the same pay scale as other employees. Thus, the current 
situation represents a significant improvement. 

BancoSol and Actuar Bogota face yet another set of human resource 
development challenges. These challenges stem from the rapid transformation 
of the organizations from NGOs to financial institutions. As a rapidly growing 
NGO, PRODEM offered its staff good advancement opportunities. At the time 
BancoSol opened, PRODEM looked something like Grarneen in that most of 
its staff had been with the organization from the start, and most higher level 
staff had begun as field staff. However, in becoming a bank, BancoSol has 
had to introduce a range of new functions very quickly, mostly in various 
financial management areas, and has been compelled to recruit newstafffrom 
the formal banking sector. This external recruitment has undoubtedly enabled 
PRODEM/BancoSol to transform itself and grow very quickly, to the benefit 
of its expanding pool of clients. However, this transformation has come at a 
cost to the institution and its staff. The costs take the form of occasional 
resentments by original NGO staff, including feelings that their career 
prospects may have diminished, and the weakening of the shared understanding 
of corporate values through the introduction of staff lacking prior commitment 
to PRODEM's social goals or informal sector clients. Both costs are relatively 
temporary (though hardly minor). As BancoSol expands, its front line staffwill 
be made up of new recruits who do not look back at how it was "before. n These 
staff members will not face a disruption of expectations. Meanwhile, the 
incorporation of bankers into the staff requires a joint re-definition of corporate 
values, which BancoSoi is addressing through its heavy focus on in-service 
training and, within that, on team building and corporate identity. 

For Actuar Bogota, these are the types of shocks that may lie ahead, now 
that its new financial institution, Finansol, is operating, staffed mainly by 
bankers. However, thefactthatthe NGOwil1 retain most of its former functions 
while Finansol will be a separate entity will make the dynamics of these shocks 
different from those experienced at BancoSol. 

Each of these institutions has also benefitted from its steep growth curve, 
which has enabled it to provide career advancement as a performance 
reward. Continued growth often means lateral opportunities as well as 
promotions. While such opportunities continue to exist for the newer 
organizations, as others become larger and grow more slowly (happening now 
at both Grameen and BRI), advancement prospects lessen, and alternate 
motivators must be sought. 

Meaningful Work In a Successful Organization. From the start, the 
organizations beginning as NGOs, particularly Grameen and PRODEM, 
relied on a strong sense of mission and commitment to social goals. Staff and 
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management shared beliefs in improving the lives of the poor through 
entrepreneurship and saw themselves and their organizations as contributing 
to that objective. This common commitment motivated the staff to work long 
hours, often under difficult conditions, and at relatively low salaries. Actuar has 
had a similar experience, but while social concerns are important in the 
mission, its shared vision gives greater weight to the potential profitability of 
providing services to the informal sector. Staff at these new organizations 
have known they were involved in path-breaking experiments; these 
organizations were setting out to achieve what others had not been able to 
achieve previously and that many people doubted could be done. For many 
microenterprise finance organizations in South Africa, including the Small 
Enterprise Foundation (SEF) highlighted here, working to alleviate poverty is 
perceived as a way of contributing to the development of the "new South 
Africa." Such perceptions can be extraordinarily motivating for staff. 

In significant contrast to the NGO vision, BRI's corporate culture lacks the 
added push of social values. Rather, this culture emphasizes belonging to a 
large, profit-making, and prestigious organization as a full-fledged contributor. 
Staff at the units are now encouraged to think of themselves as real bankers, 
an increase in status over the treatment of the units before the 1984 changes. 
These values can also be strong motivators for staff. 

While retail-level jobs in these institutions involve hard work in difficult 
settings, they do offer inherent satisfactions. Among these are a fairly high 
level of autonomy and responsibility, within the parameters set by the 
organization. Field workers are judged by results rather than by hours 
punched on a time clock (a favorite reference among BancoSol staff). They 
have a great deal of responsibility for loan approvals, together with their 
supervisors, and can become important parts of the economic development 
scene in their immediate locales. At the unit manager level, some institutions 
use increases in loan approval limits as a performance reward. 

For the most part, these organizations have kept their corporate values 
strong and operative as motivating devices, though as they grow older and 
more established some of the motivational edge may wear off. Staff also grow 
older and become more concerned about their own financial security and 
quality of life. Thus, over time, an organization that began almost as a social 
movement, like Grameen Bank, will have to think about staff motivation in 
more concrete terms. That is, it will move somewhat in the direction of BAl. 
This does not mean abandoning the sense of commitment, but recognizing 
that it cannot be sustained at the same intensity as the organization matures. 
Grameen, which is particularly good at infusing its sense of miss ion throughout 
the organization, has already experienced the first example of change in the 
labor difficulties it faced in 1991 when some staff agitated for creation of a labor 
union. And as noted above, BancoSol is in the midst of redefining its mission 

77 



to Incorporate profitability and efficiency into its objective of serving the poor. 

By its nature, institutional profitability is not likely to yield the same beyond-the­

call-of-duty response that can come from strong social motivation. Thus, as 

they mature and become more concerned with financial viability, these 

organizations are relying more on concrete motivators such as salaries, 

benefits, and incentive systems. 

Sa/aries and Benefits. As explained in the previous chapter, salaries and 

benefits are normally the highest component of non-financial operating costs 

for any of these organizations. Salaries are often set with reference to some 

external standard. For Grameen Bank, it is the govemment salary structure; 

for Actuar, BancoSol, and ADEMI, it is the formal financial sector, for the BRI 

units it is the salary structure of the mainstream BRI office. Conscious 

reference to these standards is crucial for establishing a generally stable base 

for salaries and for ensuring that staff believe they are being paid well, or at 

leastfairfy. However, with a reference wage, organizations become vuln erable 

to the fluctuations in that wage. Grameen Bank has already demonstrated that 

when the reference rate rises, it has little choice butto go along. Nevertheless, 

organizations are probably less subject to pressure than they would be without 

the reference. 

Actuar, BancoSol, and ADEMI, which all operate in Latin American labor 

markets that are more competitive for employers, have announced annual 

salary increases that exceed the level of increase in their points of reference. 

They also make a point of exceeding legally required fringe benefit levels, for 

example by offering housing loans. 

Benefit policies that increase the percentage of operating costs designated 

for salaries will be difficult for organizations striving for financial viability to 

maintain over time. Thus, the managers of the different organizations have 

deve/oped alternative ways to appeal to their respective staffs. To deal with 

its direct labor challenge, Grameen created a staff association (rather than 

allowing a labor union to form) through which staff communicate their 

concemsformallyto management. Frequentregularstaff association meetings 

are held at all levels, including branches. The issues that have emerged as 

staff priorities through the staff association include the size of allowances for 

daily expenses, improved opportunities for promotion, and the transfer of staff 

to areas near their home districts. Through the staff association, some 

observers believe that Grameen Bank has successfully diffused the potential 

labor union threat by creating a genuine means of dealing with the sources of 

potential differences, in a form that supports rather than challenges Grameen 

Bank. ADEM I has similarly created a special credit cooperative to help staff 

with their short- and long-run financing needs. Most employees place their 

pension plan benefits into the cooperative, which is run by the staff itself. 

ADEMI also contributes on a matching basis. 
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V.D. Generating Good Performance 

In addition to providing the elements for staff satisfaction, increasing 
productivity requires methods to focus staff on defining and achieving good 
performance. The key indicators and incentive systems discussed in Chapter 
V are a major tool for focusing behavior. More generally, organizations must 
define levels of responsibility and establish means for evaluating whether 
responsibilities have been carried out. 

Most of the organizations discussed here have found it more effective to 
define responsibilities at a tearn rather than an indMduallevei. The profit­
center concept makes the idea of tearns explicit, but tearns are emphasized 
even in organizations that do not use profit centers. Evaluating performance 
at a team level encourages those within a team to support each other. Thus, 
workers at a BancoSol branch report that each asesor has developed a 
specialty for which he or she is known, such as keeping accounts or working 
with delinquent borrowers. The asesores tum to each other for help in these 
areas. If the asesores felt they were in competition with each other, such 
cooperation might not develop. 

Grameen Bank defines responsibilities in a way that connects the different 
levels of the organization through the use of its "circles in circles" concept. 
Beginning with the individual borrower at the center, a series of concentric 
circles is envisioned as follows: borrower, group, center, branch office, area 
office, region, and home office. Each circle is responsible for the performance 
ofthe next smaller circle. A frequently heard illustration of this concept is that 
if a branch performs well, the branch staff is praised, but if it does badly, it is 
the area level staff who are called to account. 

Many organizations havefoundthatthe authority to approve loan applications 
can provide positive motivation to staff and boost staff morale. Asorganizations 
grow, they are less able to offer promotions to front line staff. Thus, delegating 
an important responsibility can provide alternative meansformanagersto give 
indMduais a sense of importance in the organization. 

Despite formal systems of individual and team evaluation, it must be noted 
that most of the energy for ensuring good performance comes from the daily 
interaction between staff and supervisors. For example, at Actuar, the daily 
regimen of loan committee meetings, at which field workers present loan 
proposals to their branch manager and another field worker, constitutes a 
forum for testing field worker skills and reinforcing norms and standards. 

V.E. Protecting against Fraud 

Organizations must also protect themselves against substandard behavior, 
including various forms of fraud (e.g., fictitious clients or kickbacks). An 
microenterprise finance organizations encounterfraud by employees at some 
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point. They respond to the possibility by developing systems of financial 
control that make fraud difficult to arrange and easy to detect. They also deal 
quickly and sharply with any employee found guilty offraud. The following are 
common methods of protection against fraud: 

• Defining and promulgating a simple, clear code of ethics. For example, 
at both Actuar Bogota and ADEMI, one rule in the code is that no field 
worker is aliOlNed to receive any type of favor from a client, such as a 
cup of coffee or lunch. Notably, ADEM I allows asesoresto buy goods 
from their clients at wholesale prices, whHe Actuar does not. 

• Developing very formal and transparent processes whenever money is 
handled, or avoiding handlilg money as much as possible. At Actuar, 
field workers handle only checks, which borrowers take to banks to 
cash, and they are not allowed to receive repayments from clients. 
These must also be made by the client at the bank. At Grameen, where 
cash is handled, at least two staff members are present for every 
disbursement. 

• Rotating personnel regularly (e.g., everytwoorthreeyears) to different 
units so that improper relationships with cfients are not easy to 
establish. 

• Developing multiple cross-checks in financial management and 
information systems and ensuring that information flows quickly. It is 
impossible to detect fraud if information systems are not working. 

• Establishing cfear standards for the determination of interest rates and 
repayment schedules to prevent kickbacks to loan officers. 

• Providing services for employees that lessen the need for them to 
commit fraud. For example, most organizations provide adequate 
benefits for their employees. ADEMI gives regular loans to employees 
in times of need, while Grameen provides hOUSing finance. 

• Providing regular supervision. The major burden for fraud detection lies 
with the supervisors of the retail outlet staff, either unit managers orthe 
superstructure employees with direct oversight of unit performance. 
The next line of defense is the internal audit system whereby detailed 
checks are made on indMdual transactions, including interviews with 
clients. BRI has an extensive system of intemal audits, while ADEMI 
has an intemal auditor on staff. 

Each of the organizations reviewed here uses all or most of these methods 
in someway. 

In cases of serious fraud, most of the organizations immediately fire the 
culprits. In Indonesia, where firing employees is not culturally acceptable, BRI 
first takes milder steps, such as transfers and demotions. Unlike most 
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Indonesian organizations, however, SRI is willing to fire employees if their 
behavior is chronically below par. When K-REP found one of its employees 
had misused funds, it had a choice between filing a civil case, which would 
force the return of those funds, and a criminal case, which would result in a 
prison sentence for the culprit. It opted forthe criminal procedure as a warning 
to others. In a similar Instance, ADEMI also pursued criminal charges. 

V.F. Conclusion: Worker Motivation as a Key to Productivity 

A number of generalizations can be made about the way strong organizations 
have handled human resource development. These generalizations add to 
the picture this monograph is developing of the essential characteristics of 
microenterprise finance. 

All of the organizations show a preference for young recruits with good but 
not outstanding educational achievements and receptivity to the organization's 
mission. Clearly, the organizations in countries with a plentiful supply of well­
educated workers and a soft labor market have an advantage. Organizations 
train recruits through strikingly similar training programs designed to mobilize 
the existing staff to convey knowledge through an oral tradition, with an 
emphaSis on corporate values and job-specific procedures. Each organization 
has a well-defined corporate culture, which it stresses throughout staff 
development, particularly during training activities including in-service training. 
In the cases where that culture involves strong social goals, there is an extra 
motivational factor. 

The organizations provide for ongoing staff satisfaction by giving staff 
responsibility for results, paying good salaries and benefits (from a local 
perspective), offering good career prospects, dealing openly with staff needs, 
and, in general, instilling a cooperative feeling among staff. Each organization 
also employs effective systems for detecting and dealing properly with any 
fraud by employees. Together, these elements secure the kind of motivated 
workforce which, when given proper focus, will be highly productive. 
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CHAPTER VI 

THE LIVING ORGANIZATION: 
MANAGING GROWTH AND CHANGE 





The previous chapters have examined the anatomy of competent 
microenterprisefinance organizations, introducing the systems and structures 
that enable the organizations to deliver high-quality services to large numbers 
of people. However, like any living organism, the behayior of the organization 
as a whole is more than the sum of each of its systems. This last chapter looks 
at the organizations as wholes, particularly as they go through complex 
processes of rapid growth and change, as they develop new services, and as 
they face both internal and external crisis situations. 

To put the issues of this chapter into perspective, it is useful to consider that 
the institutions reviewed here have experienced extremely high and sustained 
growth (see Table 9). Actuar Bogota, for example, more than doubled its 
number of clients each year for four years in a row, while Grameen Bank's 
annual growth rates have been over 20 percent (usually well over) every year 
since 1985. Moreover, several of these organizations have made major 
changes in their organizational forms and have added new services. Thatthey 
can maintain strong institutional health while undergoing these changes is 
evidence that they are extraordinaily competent. 

This chapter examines how some of these organizations manage growth 
and change, after a short review of the leadership, governance and policy 
making, topics which are closely related to the ability of organizations to 
progress. 

TABLE 9 

INSTITUTIONAL GROWTH RATES (1985-1993) 
(Percent change in number of clients at year end over preceding year) ,_ ,_ 

1187 1118 
,_ 

'180 ,lin 1182 1883 

Grameen Bank 26 37 57 44 37 31 22 33 n/a 
BRllklib 

KUPEDES 61 19 7 S 19 1S -3 0 n/a 
SIMPEDES 1.277 1.046 131 69 62 32 27 nI. nJa 

PRODEMJBancoSoI 227 93 112 44 24 56 
Actuar Bogota 44S 133 132 133 54 

SOURCES: Khandker et al.. 1993; Robinson 1992b 
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VI.A.Leadershlp and Governance 

Boards of Directors. The goveming structure of BancoSol, Actuar Bogota, 
and Grameen Bank consists of a board of directors, with implementation led 
by a strong executive director. While outwardly similar, subtle differences give 
the organizations different characteristics. BancoSol, Actuar, and ADEMI are 
led by active boards, made up of prominent local businessmen. In a sense, 
these organizations were created by their boards of directors.19 The board 
members, particularly the chairmen, feel personally responsible for the 
organizations with which they are publicly identified. Thus, they take an active 
role, both in overseeing the progress of the institutions and in performing 
extemal relatipns functions for them. While Actuar, BancoSo/, and ADEMI 
have strong executive directors who are genuine leaders, it is clear that the 
executives work for and answer to the boards. 

The BancoSol board is particularly noteworthy. Because BancoSol is an 
investor-owned institution, its board represents shareholder interests, which 
Is a source of difference in defining the organizational mission: retum on 
investment operates side by side with the goal of reaching the poor. Moreover, 
many of the members of the board are leading Bolivian bankers, who are 
positioned to perform three important tasks for BancoSol: (1) guide BancoSol 
in leaming the banking business; (2) bring legitimacy to BancoSol in the eyes 
of participants In the broaderfinancial sector, including the regulatory authorities; 
and (3) link BancoSol to sources of funds from their own banks, e.g., in the 
interbank market and by placing time deposits in BancoSol. It would be much 
more difficult for BancoSol to do these things from a staff level. The boards of 
ADEMI and Actuar similarly include prominent indMduais from the private 
sector. 

Grarneen Bank is not led by its board in the sarne way or to the same degree 
as the ACCION-affiliated institutions. Grameen is primarily a management­
led institution. Grameen's thirteen-member board is made up of four 
representatives of the Bangladesh goverrvnent and nine representatives of its 
own members. The board did not originate the organization; it was initiated by 
its executive director, Mohammed Yunus. However, Grameen's board of 
directors does make major policy decisions. The board's function appears to 
be mainly reviewing and approving policy proposa/sdeveloped by management, 
modifying them if it chooses. For example, in 1991 it agreed to increase the 
interest rate on general loans from 16 to 20 percent, but only with the promise 
that Grameen Bank would attempt to increase productMty so that the rate 
could be reduced as soon as possible. The govemmental members of the 
board may also help secure good relations between Grameen Bank and the 
authorities of the Government of Bangladesh. 

It This is not directly true of BancoSol, which grew out of PRODEM, but PRODEM was created 
by its board. See Glosser in Otero and Rhyne, ads., 1994. 

86 



The BRI unit system differs from the other organizations reviewed in this 
study as well as most microenterprise finance institutions, both because it is 
not a separate organization and because it is owned by govemment. BRI's 
seven-member board of directors is appointed by the government. Each 
director, except the president-director, is responsible for several of the twenty­
two major departments of the bank. Thus, the unit system is the general 
responsibility of the overall head of BRI, the president-director, and the special 
responsibility of only one ofthe remaining directors. These directors are much 
more operational than the board members of the other institutions, functioning 
in part as executive vice presidents and in part as a policy-making board. For 
example, many of them sit on the Asset and Uability Coordinating Committee, 
which determines interest rate porlCies throughout the bank. The directors are 
rotated within BRI at regular intervals and may also be moved from BRI to 
other government-appointed positions. Accordingly, with the exception of the 
director currently in charge ofthe unit system, none of the directors is primarily 
concemed with that system's well-being. Decisions about the system are 
made in the context of the broader needs of BRI, and of the Indonesian 
Govemment more generally. In fact, the creation of the unit system itself 
involved extended partnership between the Ministry of Finance, which 
originated the concept, and BRI. For all these reasons the BRI unit system is 
less Independent than the other institutions and frequently subject to events 
outside itself. 

The Executive Director: Charisma and Continuity. All of the institutions 
reviewed here have benefitted from having strong executives who have 
provided leadership and continuity to the organizations. The most notable 
case of this is Grameen Bank whose success is often attributed to the 
"charismatic" qualities of its leader, Mohammed Yunus. The unique qualities 
of Dr. Yunus are often cited in discussions of whether Grameen Bank can be 
replicated, especially by those who argue that it cannot. The basic premise of 
this paper is that successful microenterprise finance organizations grow in a 
variety of settings (i.e., that Grameen Bank, broadly interpreted, can be 
replicated), provided that institutions develop certain types of competence. 
After reviewing the most successful institutions, it appears that one important 
aspect of competence involves a strong leader who provides continuity to the 
institutions as they develop. 

However, in examining the leadership issue, the term charisma may be less 
than helpful, if it connotes a special mystique not found in ordinary people. 
Across institutions, one observes no single type of personality or unusual 
personality trait common to the leaders. Rather, there are functions that the 
leaders are able to perform. The mystique of leadership is the fact that few 
people are able to perform equally well in the wide range of areas necessary 
to lead a microenterprise finance organization (or any complex organization). 
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Grameen, BancoSol, Actuar, andADEMI all have such leaders and have had 
the same leader since the beginning (atADEMI, there was a break in the mid-
1980s). BRI has also enjoyed such leadership in the form of the president­
director of BRI, Kamardy Arief, who led BRl's overhaul of the unit system and 
introduced the "new culture" (but who moved to another institution two years 
ago) and Sugianto, the director in charge of the unit system. By contrast, BKK, 
which has lacked clear and continuous leadership, has not grown significantly 
in a number of years. 

This monograph does not attempt to analyze the functions of the executive 
director in detail. Rather, it points out some of the salient features that appear 
to be common to the leaders at the institutions under review. Among the traits 
the leaders exhibit are the following: 

• Extremely high devotion to the institution, involving heavy time 
commitments and strong personal self-identification with the future of 
the institution 

• The ability to maintain an overall vision of where the institution is going, 
in terms of mission and practical achievement 

• InvolvelTlent in the details of the organization, including a firm grasp of 
operations at the field level (for example, these leaders are consistently 
aware of how the institution is performing with respect to key indicators 
and targets) 

• The ability to workwithinthe local social and political environment (such 
as, through personal contacts or a strong board) and to interact with 
govemment bureaucracies 

• The ability to motivate staff 

• The ability to project the corporate culture of the institution 

While it is rare to find someone who is equally strong in all these areas, it also 
appears that the leaders grow and develop some of these traits on the job, as 
their organizations evolve. 

As the organizations grow, the role of the executive changes and the 
question of succession arises. Each of these successful institutions has been 
very fortunate in the continuity of its leadership, and it is a very real question 
as to how well they will be able to withstand leadership changes. 

However, questions of evolution arise first, as organizations are transformed 
under the same leadership. With increasing size, the leaders find that they can 
no longer maintain the hands-on involvement with all operations that 
characterized their role in the early stages. As the organization grows, 
executives face several challenges: (1) howto delegate increasing responsibility 
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for day-to-day operations to competent senior management, which includes 
hiring and/or training competent managers; (2) how to formalize systems that 
may have operated informally at a lower level; and (3) how to maintain 
corporate culture as the organization becomes larger and more formal. These 
challenges are not unique to microenterprise finance institutions, but take on 
a certain character in those organizations. 

For entrepreneurial people, who have built organizations from a small size 
and who excel at managing details, delegating authority is often difficult. N. 
worst, entrepreneurs fear to hire competent top staff because they wish to 
retain control; more often, top staff do not have the opportunity to grow if the 
entrepreneur does not delegate. As the microenterprisefinance organizations 
become more formal and particularly as they are transformed into financial 
institutions, the skills required by senior managers become more technical, 
calling for intensive learning by top managers and, in many cases, introduction 
of new high level staff. All the organizations and their leaders appear to be 
meeting this set of challenges successfully, although not without growing 
pains. 

Actuar Bogota has taken clear steps to transform the role of the original 
executive director, Oscar Giraldo. In order to pursue the broader vision of 
building a full range of organizations serving the informal sector, Giraldo has 
moved from being executive director of Actuarto anew, rnoreall-encompassing 
position, in which his main focus will be building new organizations and 
services. This transformation was made possible through the selection 
several years ago of a highly competent deputy director (now executive 
director), who has gradually taken over responsibility for Actuar's ongoing 
operations. 

At Grarneen and BancoSol, both of which embody a sense of being an 
extended family, staff express concern over this kind of evolution. They worry 
that organizational unity and motivation will diminish asthe executive becomes 
less able to interact personally with fNery staff member. However, this 
concem is primarily an issue of corporate culture, rather than of effective 
operations. Grameen Bank has demonstrated that a pervasive sense of 
corporate culture can be maintained even at a very large scale of operations. 
At both of these institutions and Actuar, the executive director maintains his 
role as the embodiment of the corporate culture, even while stepping back 
from daily operations. 

Because much of the business of microenterprise finance organizations is 
the routine production of services, the executive should strive to hand that 
responsibility to others, focusing instead on maintaining corporate culture, 
relating to outside constituencies, setting future directions, and overseeing 
change and innovation. Most of the organizations reviewed here have made 
or are well on their way to this redefinition of the executive's role. 
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However, these organizations have had little experience with an actual 
change of leadership or succession, and it remains to be seen how they will 
react to the eventual loss of their original executives. Major determinants of 
how well succession may proceed include the existence of people in key 
positions (e.g., top management and boards) who thoroughly understand 
what makes the organizations work, particularly at the retail unit level, and who 
are committed to the organization's mission. 

K-REP is the only institution reviewed here that has completed a cycle of 
succession fully and successfully.20 K-REP began with an expatriate executive. 
Through careful planning, it laid the groundwork for the transition to a Kenyan 
director and eventually promoted A. Kimanthi Mutua, one of its early staff 
members, to that position. Before the appointment, Mutua had served first as 
finance director and then as deputy director. Thus, a transition was made 
successfully as the result of long-term planning and training from within. 

The BRI unit system, because it is part of a larger bank, has a unique 
succession challenge. The unit system, KUPEDES, and SIMPEDES were 
established during the tenure of Kamardy Arief, the president-director of BRI, 
and Sugianto, the director in charge of the unit system - in conjunction with 
high-level government leaders. If the directors who have guided the unit 
system thus far choose to leave the bank, it is unclear who would succeed 
them. Among head office staff, as described in Chapter V, there are few 
people who have worked within the unit system, though there are a number 
who have served in the branches and may have had some responsibility for 
units then. Many head office staff are rotated throughout otherBRI departments 
and thus may have career aspirations that are not necessarily linked to the unit 
system. Accordingly, the head office staff with mit system responsibilities 
cannot be considered the embodiment of either commitment to or knowledge 
about the unit system. 

As a result of both succession and the orientation and experience of the head 
office staff, there is a potential danger that the future leadership of BRI may 
not focus or concentrate on the unit system to the same extent as is done 
currently. And although KUPEDES provides most of the profits for the bank, 
there is also a danger that the unit system could be sacrificed for other projects. 
For example, banks with large rural networks in many countries have treated 
those networks as sources of deposits, but not lending outlets. Thus it is 
particularly important for the unit system that BRI management continue to 
have a clear understanding of how the units operate and what their overall 
relevance is-both for the bank as a whole and for the field of microenterprise 
finance internationally. 

20 ADEMI saw the departure of an executive director, but this tumed out to be short-lived. The 
original director, Pedro Jimenez, retumed two years later. He is currently making a more 
concerted effort to involve his senior managers in day-to-day decision making. 
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Policy Setting. One ofthe key functions oftop management atmicroenterprise 
finance institutions is setting policy, and a brief comment on how this is done 
may be relevant here. Policy decisions may involve avariety of topics common 
to any organizat/onfrom personnel policiesto ethicsto procurement procedures. 
However, microenterprise finance institutions focus on a specific set of 
financial policies top management uses to direct the basic financial service 
operations. These include the determination of interest rates and fees, loan 
size minimums and maximums, eligibility requirements for services, the 
transfer price for institutions using profit centers, target levels of performance 
forfield staff, and loan approval and collection policies. These policy levers can 
have a major effect on productMty and profitability, not to mention their direct 
effect on clients. It is often necessary to fine-tune these policies in response 
to both internal and external conditions. 

At most of these institutions, such policies are set through a formal process 
involving committees of top management and are communicated through 
circulars distributed to all staff. Policy decisions are rarely made by one person 
acting alone. Grameen Bankhasthreetiers: a lower management committee, 
which formulates many of the policy proposals; an upper management 
committee, which makes most of the decisions; and, for the most important 
policies, the Board of Directors. At BRI, financial policy decisions are made by 
the Asset and Liability Coordinating Committee for BRI as a whole, including 
the units. ADEM I vests policy authority in an internal executive Committee 
comprising senior management, while K-REP's executive committee, 
comprising board members, oversees policy implementation. Several 
organizations report that in the range of 30 to 60 policy circulars (on all topics) 
are written each year, few of which cover major issues. Formal policy 
pronouncements should be limitedto avoid confusing and overwhelming front 
line staff. 

It is also crucial that adherence to policy be stressed throughout the 
organization. Policies must be clearly spelled out, communicated, and acted 
upon in daily staff interactions. The president-directorofBRI had a well-known 
habit of dropping in unannounced at units and quizzing staff about policies and 
procedures.21 Visitors to BRI often take note of the consistency with which BRI 
unit staff are able to state current policies accurately. If policies are not well 
known or are inconsistently applied, organizations lose the ability to respond 
to emerging situations. 

VI.B.Horlzontal and Vertical Growth Strategies 

All the programs highlighted in this study have as an explicit goal the 
expansion of services to the maximum possible number of clients. Expansion 

21 Information based on an interview with Marguerite Robinson. Harvard Institute of Intematlonal 
Development 
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Is an ongoing process that can be achieved either horizontally -by increasing 
the number of retail outlets, thus widening the organization's geographical 
distribution; or vertically - by operating more intensively from existing units. 
Organizations have relied in the early stages mainly on horizontal growth. 

Horizontal Expansion. Horizontal expansion is a relatively straightforward 
method of increasing outreach. To achieve it, each of the institutions has 
developed its own formula for replicating existing retail units. 

One key to replication is keeping the retail units relatively small, efficient, and 
standardized. At BRI, GCC, and ADEMI's rural branches, the five or so staff 
members form a team. Thus, staff who have worked for some time as part of 
a team in one unit can easily be dispatched to create a new unit, with a good 
understanding of all the functions involved. The small size also requires little 
physical infrastructure, and thus the creation of a new unit does not require a 
heavy capital outlay. 

Another element central to expansion istheflexibility of staff. Each organization 
designs staff descriptions to be applicable throughout its entire network. The 
basic responsibilities of a Grameen field worker, for example, are simplified 
such that virtually all of Grameen's staff understand the core of Grameen's 
operations through understanding the job of the field worker. This shared 
know/edge facilitates organizational cohesion and makes staff rotation easier. 
On the other hand, it may make it more difficult to add services in the future 
if those services involve increasing the responsibilities of each field worker. 

Formula. for Horizontal Growth. Each organization has developed a dear 
formula to guide and make the replication of retail units routine. The formula 
is based on standard assessments ofthe break-even requirements for units. 

Both BRI and Actuar use an amoeba formUla: when the retail unit reaches 
a certain size (as determined by loan volume and number of staff) , the unit 
splits into two equal-sized units that can eventually cover twice the geographic 
area, client base, and average portfolio. In both cases, the minimum and 
maximum limits of unit capacity are determined by the costs associated with 
unit operations; each branch must cover the costs of its own operations, and 
eventually, the indirect costs incurred by the superstructure for the additional 
branch. If the demand in a particular area is believed to be too low to achieve 
this, BRI's local units operate a small service post that has less capacity but 
also incurs lower costs. Maximum limits are determined at a rate well above 
the break-even point for the unit. ADEMI has calculated its ideal "block" size 
to be between twelve and fifteen loan officers, but will create a new block with 
as few as six staff. 

As Grarneen Bank strives to increase the number of vHlages in which it 
operates, it encourages its branch managers to seek out appropriate localities 
for establishing new branches. The standardized procedure requires the 
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manager to become familiar with the locality and to prepare a report for the 
head office concerning the geographic, economic, demographic, and political 
issues inthe area, as well as the level of infrastructure. If the report is approved 
by the head office, the branch manager will arrange a community meeting to 
explain the objectives and procedures of Grameen. Then the process of 
opening a new branch can officially begin. (Hossain, 1988) K-REP follows a 
similar process. After an initial staff assessment of a new location, a survey 
determines the demand and location of potential clients, and meetings are 
held with local leaders and existing savings groups. 

The most stnKing similarity among these examples is the ability of the 
organizationstosimplify-and, especiailyforGrarneen and BRI, to decentralize 
-the procedures for expanding outreach. Final approval ofseniormanagement 
is almost always required, but it is worthwhile to note the active role played by 
branch managers, as well as field staff. 

Because it involves moving into new and untapped markets, horizontal 
expansion can produce the high growth rates that many of these organizations 
have demonstrated, where doubling client outreach in one year is not 
uncommon (see Table 9). However, as they begin to fill in their geographic 
coverage, and as existing retail units reach capacity, growth levels off. The 
BRI unit system, which had nationwide coverage before KUPEDES was 
introduced, began to see slower growth rates by the time KUPEDES was three 
years old. Growth on the savings side did not slow as quickly in part because 
the unit system expanded horizontally into urban areas just as the rural areas 
began to be fully served (and these urban units have drawn much more 
savings than loans). 

Grameen Bank has recently, aftertenyears of operation, achieved essentially 
nationwide coverage, a major accomplishment. It claims to operate in about 
half of all villages in Bangladesh, with relatively uniform coverage across the 
country, except in some of the mountainous border regions. Accordingly, 
since 1992, Grameen has begun to move into a consolidation period, with 
expectations of slower growth and greater emphasis on vertical expansion. 
BancoSol and Actuar are still in the horizontal growth stage, where increasing 
geographic coverage yields very high growth rates.22 While several years 
remain before they move into a slower growth phase, they are already 
beginning to think about the strategies they wHl need.23 

The shift from horizontal to vertical growth may be a difficult momentfor these 
organizations, involving subtle as well as overt shifts in organizational focus. 

22 .Actuar had limited its operations to the Bogota region until recently. It now plans to expand 
throughout the country. 

23 Eventually. these organizations will have to contend with challenges posed by market 
saturation and competition. These are subjects for future exploration. 
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During horizontal growth, the focus is on ease of replication, including all the 
elements just discussed that allowthe replication processto go smoothly. This 
process is built on a proven set of deHvery methodologies and retail unit 
operating procedures that do not have to be re-thought in each new instance. 
The focus is on starting new units and bringing them up to target activity levels. 
As this phase ends, productivity and profitability for the institution as a whole 
may increase. This arises from the maturing of the units, i.e., fewer units are 
in their low productivity start-up phase. Grameen Bank appears to be seeing 
this trend at present. 

Vertical Expansion and Marlcet Penetration. As an organization moves 
into a consolidation phase, the easy opportunities for expansion have been 
exhausted, and further expansion will come from vertical growth. Vertical 
expansion relies on increasing the productivity of existing structures, but as 
explained earlier, there is a limit to how much of this can be achieved. 
Achieving vertical growth may be difficult because it involves adjusting the 
retail unit formula that has been the basis for previous growth. One vertical 
growth strategy is to increase market penetration (ratio of clients per target 
group) within each unit's geographical area through more intensive outreach. 
This form of growth is compatible with horizontal growth since it eventually 
results in splitting units. 

It should be noted that market penetration ratios at these institutions are not 
as high as some might expect. It is estimated that BRI serves about nine 
percent of potential borrowing clients and that its deposit accounts may meet 
more than one third of the demand for savings services.24 Grameen Bank 
estimates that it serves 25 percent of its market. (Khandker et aI., 1993) 
Consideration of these ratios suggests that for these institutions a strategy 
invoMng moderate increases in market penetration would be Hkely to yield 
Significant expansion. On the other hand, for the microenterprise field as a 
whole, such figures suggestwhatthe range of expectations should reasonably 
be. They indicate that not all households or entrepreneurs need or want loans, 
and that some entrepreneurs can meettheirfinancial needs in alternate ways. 
In the future, competition will keep market penetration ratios down. This may 
already be a factor in Indonesia due to the existence of several competent 
microenterprisefinance institutions. Certainly, planners of new microenterprise 
finance institutions would not want to set estimates of market potential using 
ratios higher than those achieved by leading institutions. 

Vertical expansion can also mean adding new services for clients, thus 
intensifying the client relationship. Grameen Bank, for example, added 
housing loans and seasonal loans. The introduction of voluntary savings 

24 Based on the assumption that approximately two-thirds of the 33 miMicn families living in 
Indonesia are potential KUPEDES customers. (Richard Hook and Richard Patten, memo, 
May 1994) 
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services at BRI, and in the future, at BancoSol and Actuar, can be seen as a 
form of vertical expansion that may dramatically increase the number of 
clients. Actuar has an ambitious and well-conceived vision for vertical 
expansion. It has identified a range offinancial and non-financial services for 
its clients that it believes it can eventually offer, using its comparative 
advantage in client contact based on credit as its starting point. This type of 
vertical expansion is difficult and risky, however, and must be approached 
systematically, as the following section on innovation describes. 

VI.C.Managlng Innovation 

Strong microenterprise finance organizations are not content to remain 
static. They see the many needs of their clients and attempt to fulfill more of 
them by developing new services. Yet developing and implementing new 
services successfully present challenges to the organization that go far 
beyond the visible steps of defining and testing the service itself. Each new 
service must be integrated thoroughly into the organization, requiring changes 
in retail and superstructure operations, training, and the use of information. As 
the extensive discussions of productivity in earlier chapters have shown, 
microenterprise finance institutions have limited degrees of freedom in 
crafting financially viable operations. They must ensure that innovations fit well 
into the organization's overall operational equation. ThIs section examines the 
experience of institutions in developing new services, looking first at the 
development of the basic savings and credit services that form the backbone 
of their operations, and then at newer, more specialized services. 

The Phases In Introduction of Innovations. In concept, three phases can 
be identified in the development and implementation of any new service. The 
first phase involves defining the service according to what is known about 
client preferences, and testing the service to ensure that clients respond 
favorably to it. This phase answers the question: Is there a viable product? 
The second phase, which may overlap with the first, centers on fitting the 
service intothe operations of the retail outlets. It answers the question: Isthere 
a viable service delivery mechanism? Finally, the third phase integrates the 
new service into the operations of the institution as a whole, at both retail and 
superstructure levels. 

The nature, sequencing, and relative importance of these three phases 
depend on the setting in which they arise. Organizations that grow as their 
services grow may work on all three phases at once as they develop their basic 
savings and credit products. Grameen Bank developed its services slowly 
through years of methodology testing during the late 1970s while it was still an 
experimental project. Thus, all three phases were developed simultaneously 
-one might say, organically. ActuarBogotaand PRODEM/BancoSol had the 
start-up advantage of using an off - the-shelf methodology that had been 
applied at several other institutions, and were therefore able to borrow not only 
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BOX 4 

PHASES IN THE INTRODUCTION OF INNOVATIONS: THE BRI CASE 

Phuel. Is there a vlabl. product? Market .... earch; adaptation or 
d.velopment of methodologies; and tntIng client response 
to pilot services. 

BRI examined the economic and social status of chents and their financial service 
preferences and matched them with what It knew about service delivery to identify 
a loan product, KUPEOES, and later a savings product, SIMPEOES. These 
products, with several experimental variations, were pUot·tested in selected retail 
units. Forexample, inSIMPEOES pilot-testing, a variety of interest rate structures 
were offered, to determine how sensitive savers were to the rate of return. BRI 
carefully monitored client response, both quantitatively and through Interviews, to 
determine if the products (and whICh of their features) were attractive to clients. 

",....11. .sth ... avlableservlcedellverynwc:hanlsm? R_tructurlng 
operations of the retail units on a pilot basis. 

ThIS phase was crucial to the transformation of BRl's unit system Into a financially 
viable operation. Nearly everything about the retail units was affected, beginning 
with theirfundamental concept. No longersimply outlets for subsidized credit, they 
became mini·banks, with activities on both sides of the balance sheet, and 
responsibility for their own profits and losses. Following this change in concept 
were changes in the personnel structure ofUle units, in the basic activities entailed 
In each person's job, and in accounting and reporting requirements, all designed 
around KUPEOES and, later, SIMPEOES. Cost analysis was done of the pilottes1s 
to see whether the services could be provided profitably, and to make adjustments 
accordingly. 

Implementation: Introducing lhe new atructureand servace. 
throughout the Institution. 

This phase was a massive effort for BRI, inwlving virtually everyone in the 
organization. BRl's president-director introduced the -new culture,· in which the 
units strive to serve their clients efficiently and profitably, as professional bankers, 
and emphasaze accountability for performance. The new culture pervaded all 
aspects of the third phase. 
A chief focus during this phase was staff retraining. BRl's retraining was led both 
by the needs to reorient the thinking of the staff towards the bottom bne and to 
teach staff how to do their re-configured jobs - including, for the first time, real 
(though simplified) credit analysis and loan appraisal procedures that would 
require loan officers to exercise judgment and take risks. BRI established a large 
training center, but even so, It took several years before all s1Bff members could 
take the retraining course. Meanwhile, supervisors were responsible for 
implementing the new services and procedures. Staff who were unable to adapt 
were transferred or encouraged to leave, and non-performing units were closed. 
Also at this tame, management information systems were redesigned and 
implemented throughout the institution. 

Because these changes were so far reaching, BRI delayed introducing savings 
seMceS until the basic restructuring and introduction of the lending programs was 
essentially complete, to avoid overloading the system. Thus, SIMPEOES lagged 
KUPEOES by about two years. 
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the definition of the service, but also many of the institutional requirements 
needed to deliver it. DUring the early years, they adapted the methodology to 
fit their clientele and the service delivery and systems to fit their institutional 
character. Again, all three phases proceeded together. 

BRI, on the other hand, was already a large scale institution when it began 
the KUPEDES and SIMPEDES programs. It therefore had to take each of 
these steps more systematically and in sequence (see Box 4). On the lending 
side, BRI took advantage of some pretested methodologies, developed at 
institutions such as BKI<, the Bank Dagang Bali, and in BRl's own Kredit Mini 
program, allowing some shortening of the first phase. However, in developing 
SIMPEDES, BRI was charting new territory and had to go through each phase 
very carefully. 

Similarly, as BancoSol develops a savings program, Ii: is in much the same 
position as BRI, a large institution with a set of operations that do not include 
savings. While it can build on the experience of BRI, it must proceed 
systematically through each phase. At the time of writing , BancoSol is well on 
its way to being sure that it has a product clients find attractive. BancoSol must 
be thinking carefully about how the new savings services will change the 
staffing pattem and daily operations of its branches in a way that will maintain 
its already high branch productivity. For example, it must ask whether the 
addition of savings services will affect the loan portfolios of field workers and 
how to structure the weekly schedule to avoid bottlenecks for the tellers. The 
third phase wHI also involve far-reaching changes at the superstructure level. 

A major point of this discussion is that introduction of new services has 
reperCUSSions throughout all parts of an organization and cannot be undertaken 
IighUy. In considering whether to introduce additional services, organizations 
must assess risks, costs, and benefits carefully. They must particularly be 
concerned with how the new service will affect the structure of their existing 
retail-level operations. The following examples show how institutions have 
handled a variety of innovations. 

Grameen Sank. Grameen Bank has a broad concept of its mission, and 
therefore is willing to contemplate a variety of services beyond its basic 
formula. However, it faces organizational constraints in doing so. Grameen 
hasmadetwo major innovations in basic services since the original introduction 
of general loans: housing loans, introduced in the mid-1980s, and seasonal 
loans, introduced in the early 19905. These innovations were added without 
changing the basic routines of the branches or field workers, although they 
have increased the number of transactions the workers must manage. The 
reporting requirements of a Grameen field worker have been Significantly 
expanded, for example, even though the clients are the same as for general 
loans. However, the benefits these services provide in terms of overall branch 
profitability appear to outweigh the costs of those increases. 
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Another innovation, of sorts, was the adoption in 1984 of the Sixteen 
Decisions, a set of social development principles that each member is asked 
to commit herself to. The decisions can be considered a service product in that 
they offer something of value to clients. They represent a uniquely successful 
kind of innovation because they carry few operational costs -- only the time 
spent talking about them within Grameen and with members. 

While these examples cid not dramatically affect Grameen's retail unit 
operations, the complexity and riskiness of introducing new basic services 
may be one reason Grameen has hesitated to embrace voluntary savings 
instruments. With its very simple branch structure, featuring little functional 
differentiation between staff, Grameen faces two choices in adding a new 
service: it can either add the new service to the tasks of each field worker, 
forcing a risky revision of the carefully honed balance of field worker tasks, or 
it can add a different kind of worker to the branch configuration, which might 
disturb the balance of branch operations. Only innovations that do not alter 
these balances too dramatically can be accommodated. 

Grarneen has also been interested in diverging considerably from its familiar 
financial service territory, in areas such as fish hatcheries and textile 
manufacturing projects. Many of these projects began as add-ons to local 
branches, but Grarneen has found it necessary to separate them from the 
branches, and eventually from the Bank itself, to ease the burden on 
management, systems, and staff and to increase financial transparency. A 
similar approach may be necessary if Grameen's current explorations of 
health care are developed into a service product. 

At the retail level, Grameen Bank is willing to let its branches innovate, but 
very few of these projects become bankwide innovations. There are thus a 
large number of creative projects going on, but they remain localized at the 
center, branch, or area leve/s. It may be that Grameen's policy makers, aware 
of the limits of the Grarneen system as a whole, hesitatetotamperwith a highly 
successful formula. 

Actua, Bogota. Like Grameen, Actuar has a broad concept of mission and 
is interested in widening its range of services. It has also followed a mixed 
strategy of incorporating relatively straightforward innovations into its basic 
retail structure while setting up new structures for services that might 
otherwise jeopardize their established retail operations. For example, it has 
been introducing legal advisory services simply by placing legal advisors at 
branches, without changing the basic structure of the branches. 

However, when it sought to move from urban to rural areas, it developed this 
focus separately from existing operations, establishing what is expected to 
become a separate entity, AgroActuar. AgroActuar uses a different lending 
methodology and serves different geographic areas. Therefore. by establishing 
it as a separate division, Actuar could allow itto develop without worrying about 
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its effect on urban operations. Similarly, Actuar's wholesale depot is managed 
as a separate entity, both organizationally and physically and will soon 
become a separate, for-profit company. Actuar's existing field workers do not 
actively participate in that operation, though they do promote Its services 
among their clients. 

Actuar's vision of even more innovative services results from Its recognition 
of major market imperfections in the way formal markets serve the informal 
sector, and the conviction that microenterprise finance institutions have a 
great comparative advantage in identifying and implementing viable services 
that can attack those imperfections. However, most of the services are as yet 
untested and few precedents are available to guide their development. Actuar 
has developed an organizational concept in the form of a series of linked 
companies for allowing these services to be developed. Because of the highly 
experimental nature of the contemplated services (In areas including insurance, 
housing, health care, and social services), Actuar will have to emphasize 
Phase I, service product development and testing, and should expect that not 
all its attempts will succeed. 

BancoSoI/PRODEM. While BancoSol has been involved in developing 
savings services, PRODEM has been taking on more experimental efforts, 
particularly in rural credit. The sparse population and poor infrastructure of 
rural Bolivia means that the methods PRODEM developed for use in urban 
centers, which now form the backbone of BancoSol's operations, may not be 
cost-effective in rural areas. PRODEM is in the process of adjusting its 
methodology, based in part on the experiences of other rural programs. 
PRODEM has considerable institutional freedom to design a new system 
based on any methodology it finds effective as it has transferred most of its 
urban program to BancoSoI, and it continues to operate in the subsidized 
environment of an NGO. As a formal financial institution, BancoSol is not yet 
able to take on such risky ventures. 

K·REP. When K-REP opted to introduce its chi kola methodology, its 
management decided to open new outlets, largely to avoid the potential 
confusion that could be made with its juhudi scheme if the two were operated 
side-by-side at one outlet. The chi kola scheme lends to larger, preexisting 
groups, using a method similar to village banking programs, while the juhudi 
scheme requires the formation of new solidarity groups. To retain the 
distinction between these two programs, new units were opened in different 
geographic areas. 

BR/. After establishing its basic services, the BRI unit system has Introduced 
relatively few new products. Its main Innovation has been its move In 1989 into 
urban areas, which required the creation of new units based very closely on 
the rural units. With minor adjustments, BRI also introduced a supplier­
referred loan but discontinued it after it was found not to fit unit strengths. 
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In summary, if the appropriate methods are developed, a large number of 
potentially exciting services can be provided to the clients of microenterprise 
finance institutions. These institutions are very well placed to develop such 
services and may feel it Is within their mission to do so. However, such 
innovations are risky and must be implemented systematically and with 
careful considerations of their effect on existing operations. In general, the 
number of additional services that can be successfully maintained by the retail 
units and their supporting superstructure is quite small. Therefore, new 
services often require separate organizational structures, in the form of either 
a new set of outlets (as in the K-REP example) or a wholly separate company 
(as in Actuar's approach), and the need for separation is greater for services 
that are not closely linked to credit and savings. Integrating additional services 
into the existing structure requires a great deal of organizational maturity and 
management competence, along with the recognition thatthe existing structure 
can handle only a limited increase in complexity. On the other hand, creating 
a separate organization requires strong policy-level governance, as well as 
careful thought about the relationship between the original retail outlets (and 
their clients) and the new service. Just as the structure of the retail units is 
closely tied to the methodologies being employed, the way the innovation is 
integrated into the system must fit the innovation Itself. 

VI.D.Coplng with Crisis 

No institution can be sure of its strength until it has been tested in stressful 
situations. Such stress can be brought on by a range of factors, both internal 
and extemal. Both BRI and Grameen experienced severe, externally generated 
stress in 1991, and are still feeling the ramifications of those events. BancoSoi 
and Actuar have high internally generated stress, brought on by combined 
rapid growth and institutional change. ADEMI has weathered periods of high 
and fluctuating inflation. All the institutions have thus far withstood these 
stresses, often becoming stronger organizations as a result. This section 
reviews two of these crises as case studies, and then assesses their 
relationship to overall institutional competence. 

Orameen Ssnk's Labor Cost Crls/s. As noted in several places above, 
Grameen Bank was forced to raise Its entire salary structure by 50 percent in 
1991 to keep up with similar increases in pay for Bangladesh government civil 
servants. Atthe same time, labor union activists from both inside and outside 
Grameen began calling for the establishment of a labor union at the bank in 
ways that became at times quite uncomfortable for Grarneen leadership. It 
became clear that Grameen would have to make vigorous responses to these 
related stresses in order to preserve institutional viability. 

While maintaining adamant opposition to the creation of a union, Grameen 
management parried the labor union thrust by increasing salaries and creating 
a staff association through which staff complaints could be aired. These 
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actions succeeded because they were credible responses to the underlying 
issues that generated staff dissatisfaction. Moststaftwere willing to agree that 
Grameen leadership would use (and is now using) the staff association in a 
genuine attempt to understand and respond to specific isSues as they arose, 
in a less confrontational setting than that ofa union. This result was particularly 
important to achieve, given the emphasis Grameen places on employee 
commitment to the organization. 

To be able to make these concessions, however, Grameen was forced to 
raise its expectations of staff productivity. The immediate incre~se in salaries 
required Grameen to raise the nominal interest rate on general loans from 16 
to 20 percent, only the second time that rate had changed in the history of the 
bank.2s At the same time, the board of directors required that productivity 
levels increase enough to be able to reduce the rate again within a few years. 
In response, Grameen changed its standard expectations as follows: the 
maximum number of groups per center was raised from six to eight, whUe the 
maximum number of centers per field worker was raised from eightto ten. The 
result of these changes would be an increase in the client base of each field 
worker from 240 to 400, an increase of 67 percent for those at the maximum. 
These new expectations reflected a change in Grameen strategy from one of 
horizontal to vertical expansion and coincided with Grameen's achievement 
of essentially national scale. More recently, Grameen has added seasonal 
loans, another type of vertical expansion that also addresses the need for 
higher branch productivity, in which existing borrowers are offered additional 
short-term loans, thus increasing exposure per borrower. 

The institution as a whole responded quickly to these policy changes. The 
number of members per employee (all employees, not just field workers) rose 
by 33 percent in 1991 and 38 percent in 1992. and the average number of 
members per branch jumped 17 percent in 1992 and 15 percent in the first half 
of 1993. (Khandker et al.. 1993) While some of these Increases can be 
attributed to the maturation of young branches. many are clearly the result of 
the policy changes just described. It became clear that the leading Grameen 
focus had changed from one of expanding by adding branches to expanding 
by increasing branch activity. Thus, Grameen Bank was able to turn a difficult 
situation to its advantage, using it as a springboard for productivity increases 
and strategic change. 

BRI's Response to Indonesia's Flnanc/al Sector Crisis. Indonesia's 
financial sector was subjected to a very tight monetary policy by the central 
bank in 1991. Uquidity vanished from the financial system, and banks began 
competing fiercely for deposits, driving up interest rates. Several parts of 
Indonesia simultaneously experienced a severe drought, which affected the 

2S A similar change occurred in 1984 when the interest rate was increased from 13 to 16 percent, 
following other commercial banks. 
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economic well-being of many SRI borrowers. These events had a significant 
effect on SRI as a whole and affected the units in a variety of wfltJs. 

The units were quickly identified as being a strong potential source of 
savings, and the SRI superstructure set a very high transfer price for units 
depositing funds with branches, particularly in comparison to KUPEDES 
lending rates, which did not change.26 The increase greatly reduced the 
relative profitability to the units of making loans. Whereas the units had 
previously been seen as balanced entities, which raised the money that they 
lent, they now began to be perceived as sources of cash for the rest of SRI's 
banking operation. 

At the same time, but independent of the liquidity crisis, SRI implemented a 
new policy that raised the maximum loan size limit atthe units. In fact, an error 
in one of the policy circulars distributed throughout the system inadvertently 
omitted the requirement that larger loans go only to repeat borrowers. 
Although the mistake was soon corrected, many larger loans were disbursed 
during this period, especially because some branches, also facing the liquidity 
squeeze, were known to pressure units to lend to some of their borrowers. 

All these factors combined to produce two effects, particularly in the drought­
affected areas. Mostimportantly, there was a Significant increase inthe default 
rate. By the end of 1991 it had reached 8.6 percent, more than double the 
previous year's rate of 4.1 percent. It stayed above 9 percent for most of 1992. 
Secondly, KUPEDES lending declined; for the first time, there was a negative 
growth in the number of active KUPEDES clients in 1991 (-3 percent; see 
Table 9), and the following two years have seen only negligible positive 
growth. 

The increase in arrears compelled SRI management to implement several 
policy measures that further reduced the incentive for units to lend. These 
included direct limits on the percentage increase in lending, interruption of 
lending at some units with particularly high arrears, a decrease in the 
maximum caseload of credit officers from 600to 400, and a directive that credit 
officers with more than a certain percentage of loans delinquent would be 
subject to dismissal (a drastic measure in the Indonesian context, and one that 
had an inhibiting effect on the willingness of loan officers to make loans in the 
first place). As the liquidity crisis gradually subsided during 1992, SRI altered 
several of these policies, redirecting incentives back into lending, and has 
focused a great deal of effort on reducing defaults. Now that the arrears rate 
has begun to come down (to 7.5 percent in 1993), the transfer price has been 
readjusted to give maximum incentives to lending. The KUPEDES program 
is thus growing again and. with the decreasing arrears rate (since mid-1992). 

2S The reader is asked to remember that BRl's units are the retail outlets for KUPEDES and 
SIMPEDES, while the branches supervise the units as well as make loans to larger scale 
clients on their own. 
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it appears that the crisis has been weathered. However, the shift back toward 
lending has been slow and difficult, a result of both external shocks and internal 
responses. The policies instituted to cope with the crisis may be compared to 
strong antibiotics that cure the disease but \eave the patient in a weakened 
state. 

The events of 1991 and 1992 at BRI illustrate a number of lessons. First, they 
show how important it is for institutions to keep track of key indicators, noting 
trends before they become problems. Because indicators tend to lag behind 
the events that created them, once a trend is spotted, it is likely to have enough 
momentum to continue despite the implementation of policies designed to 
alter the relative incentives. This has certainly been true of BRl's arrears 
experience. The events also show how sensitive the retail units are to policy 
changes; even what might appear to be minor policy changes had major 
effects on lending behavior. And for BRI specifically, where the unit system 
remains dependent on its parent institution, the events show hO'N the forces 
operating on the larger bank can have far-reaching effects in the unit system. 

The experiences of both Grameen and BRI reveal how a sound institution 
must be able to react to the inevitable crisis in a flexible manner. I n light of the 
complexities involved in microenterprise finance, all of the institutions in this 
study will at one time or another be faced with situations that challenge them. 
The macroeconomic policies of the respective governments, which affect 
everything from interest rates and inflation to the regulatory environment in 
which the clients operate, can be a source of external crisis. At the sametime, 
as these institutions become larger and more national in scope, they face 
internal growing pains that can be just as challenging, as the labor crisis at 
Grameen and the strains on staff during PRODEM's transition to BancoSol 
have illustrated. However, competent microenterprise institutions have a 
depth of skills and resources to be able to withstand many such stresses. 

VI.E. Conclusion: The Challenges of Growth and Change 

By examining microenterprise finance organizations as they deal with major 
cross-cutting issues, this chapter has further identified some of the specific 
traits common to successful institutions. These inckJde strong and stable 
leadership, i.e., active boards, multi-taJentedand committed executive directors, 
and senior managers able to take on increasing levels of responsibility. It has 
shown that such institutions take a systematic approach to policy making, 
vesting such responsibility in more than one person and making policy 
changes through formal channels. Similarly, growth and innovation are carried 
out in a highly systematic fashion. All the high-growth institutions have very 
standardized approaches to horizontal expansion through the replication of 
retail units. In introducing innovations, the institutions move carefully through 
product identification, delivery system design, and full implementation, and 
they respect the limits of their retail units in managing increasing complexity. 
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This chapter has also identified some of the major challenges for the future 
that face the mature microenterprise finance organizations, one of the most 
important of Which is the evolution of leadership and eventual leadership 
succession, an issue few institutions have faced. It is clear that successful 
transition of leadership requires some years to lay the groundwork, and the 
time to begin thinking about succession is well before it actually happens. 

Another challenge, imminent for some institutions, but more distant for 
others, is the change from a mainly horizontal growth strategy to a more 
difficult vertical growth strategy as wide geographic coverage is attained. 
Closely related to vertical growth isthe introduction of innovations. Institutions 
have on their horizons an exciting array of potential innovations, in varying 
degrees of planning and implementation. These innovations will take the 
organizations in increasingly diverse directions and must be managed In away 
that enhances the existing base of credit and savings activities. 

Finally, this chapter has illustrated the dramatic effect external and internal 
shocks can have on institutions, and noted that quick and well-designed 
policy-level responses are crucial for responding to such challenges. These 
microenterprise finance institutions, especially the larger ones, necessarily 
have elements in their design that limit flexibility in pursuit of high productivity. 
However, they retain enough flexibUity to remain resiMent, and, in some cases, 
to tum extemal shocks into opportunities for improving operations. 
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CHAPTER VII 

SUMMARY: 
ELEMENTS OF COMPETENCE OF 

MICROENTERPRISE FINANCE ORGANIZATIONS 





This monograph has examined the institutional structure of some ofthe most 
successful organizations providing microenterprise finance to the poor in 
developing countries. While the operating environments, missions, and 
corporate cultures of these organizations are quite different, our analysis has 
shown that certain characteristics are common across institutions. These 
elements are underlying principlesforthe provision of microenterprisefinance 
and the growth of the related institutions. Box 6 summarizes these conclusions. 

This monograph has focused on the elements of institutional competence 
which, along with methodology, allow these institutions to (1) become 
financially self-sufficient, (2) expand outreach to a nationally significant scale, 
and (3) survive overtime. By comparing the programs highlighted in this study , 
we have begun to identify some of these elements. The most striking theme 
developed here is the strong relationship between the service delivery 
methodology and the institutional structure: retail outlets are designed to fitthe 
chosen methodology of an organization, and superstructure functions are all 
designed to support the retail outlet pattern described in Box 3. The key to 
successful expansion and growth is found in the strength and productivity of 
these retail outlets. 

A second theme presented here is that strong microenterprise finance 
institutions are focused on achieving high productivity. As the institutions 
become increasingly formal financial institutions, and especially if they 
introduce savings, the focus on productivity evolves into afocuson profitability. 
Organizations must be able to maintain a dual focus on their special mission 
(e.g., serving the poor) and on profitability, a balance maintained only through 
strong corporate culture. 

This monograph has also described how effective information flows and 
human resource development policiessupportthe achievement of productivity . 
While productivity and profitability are certainly necessary for institutional 
growth, this comparison has shown that such goals can be achieved in a 
variety of ways within an overall framework and set of principles. In comparing 
institutions, it remains striking that many of these organizations have chosen 
to tackle crucial decisions of growth and change in similar ways, and that so 
many generalizations can be made. 
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BOX 6 

ELEMENTS OF INsnTUll0NAL COMPETENCE IN 
MICROENTERPRISE FINANCE ORGANIZATIONS 

I. Scale 
• The leading microenterprise finance institutions have achieved 

active portfolios from several million dollars to hundreds of mUlions, 
and serve more than 10,000 ctients (up to one mHlion); such levels 
of outreach constitute a potential vision for other aspiring 
organizations. 

• Delinquency is held wen below 8 percent and Iong-run loss ratios are 
less than 4 percent, often far less, 

II. FinancIal Structure and Institutional Type 

• Microenterprise finance institutions can have many different origins 
and institutional types, lIlderpinning surprisingly similar operations. 

• Mature organizations gain access to funding from the local financial 
system and from their own clients. They must develop strong 
financial management in order to achieve such access. 

• The development of formal financial institutions is emerging as a 
trend, and it is often necesscuy to move from depending on 
international donors to depending on the local financial system. 

III. Operational Structure and Productivity 

• RIIfIIII units are designed to fit closely with methodology and 
usually comprise standardized staff functions and routines. 

• The superstructure functions both as a service provider and a 
control mechanism. and achieves a careful balance between each. 

• Retail urits must focus on achieving high produt:tMty. Because 
salaries are such a high percentage of total costs. profitability 
depends more on high staff productivity than on cost controls. 
Currently I unit staffs can handle between 115 to 280 credit clients 
per unit staff, and many more savings clients if voluntary savings are 
offered. 

• Costs as a percentage of average portfolio range from 12 to 25 
percent, with the higher percentages occurring in organizations 
facing high salary structures. Organizationsface pressure to increase 
loan sizQS in order to lower that figure, but must consider whether 
such 8 change fits the organization's mission. 
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BOX 6 

ELEMENTS OF INSTmIIlONAL COMPETENCE IN 
MICROEN11!RPRISE FINANCE ORGANlZA1l0NS (cont'd) 

IV. Managing Information 

• Successful institutions are driven to focus at aJlleveis on a few key 
indicators of performance. For some, especially growing NGOs, 
these key indicators are numbers of loans or portfolio quality. 

• Ewlution to a focus on profits internalizes concern with cost control 
and provides incentives for high productivity directly within retail 
units. The profit center focus is supplemented by monitorilg of 
portfolio quaity and loan size. 

• High quality infonnation systems are timely, relevart, and accurate, 
and serve aJlleveIs of an institution, induding dients, field workers, 
supervisors, and policy makers. Information systems must guard 
against overwhelming users with too much data. 

• Computers are not synonymous with Information systems. Good 
information systems are possible without computers at the retail 
level. Computers should be viewed only as a productivity enhancing 
tool. 

V. Human Re.ourcea 
II • Successful organizations recruit young people with little prior job 

experience, who demonstrate the ability to work in the informal 
sector and to absorb the corporate culture. 

• In-housetraJningisaprocessofpassinghighlyjob-specificilformation 
from existing staff to new recruits. It relies on oral tradition and 
Ieaming-by-dolng, supplemented by dassroom reinforcement that 
emphasizes corporate culture. 

• Successful organizations employ a wide range of staff motivators, 
Induding commitment to organizational mission, good prospects for 
career advancement, organization of units as teams, attractive 
salaries and benefits, and specific incentive programs. 

VI. The Uvlng Organization 
• Strong leadership is not a matter of -charisma, .. but does require 

extended commitment to provide continuity to the institution, as weR 
as a combination of talents such as operational knowledge, extemal 
relations, and the ability to motivate people. 
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BOX 6 

ELEMENTS OF INSTITUTIONAL COMPETENCE IN 
MICROENTERPRISE FINANCE ORGANIZATIONS (cont'd) 

VI. The Uvlng Organization (cont'd) 

, 

• Active boards of directors and competent senior staff are essential, 
particularty as the role of the executive evolves, and leadership 
succession is faced. 

• Organizations have achieved high growth based on "horizontal" 
expansion into new geographic areas, often consistently above 20 
percent. 'Vertical" growth within existing areas is more difficult as it 
challenges their successful retail unit formula. 

• Innovation requires systematic attention to three stages: product 
and market identification; delivery system design; and organization­
wide implementation. In considering new services, the limits in 
capacity of existing retail units must be respected. 

• Leading organizations have shown resilience in coping with inevitable 
crises that any microenterprise finance organizations may one day 
face. Swift and sure policy-level action is crucial in helping 
organizations adjust to major shocks. 
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APPENDIX 

THE RETAIL UNITS OF MAJOR 
MICROENTERPRISE FINANCE INSTITUTIONS (contd) 
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