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F
O

R
E

W
O

R
D

 

In
 1986, T

h
e

 S
o

lid
a

rity G
ro

u
p

 C
o

n
ce

p
t: 

Its C
h

a
ra

cte
ristics a

n
d

 
S

ig
n

ifica
n

ce
 fo

r U
rb

a
n

 In
fo

rm
a

l S
e

cto
r A

ctivitie
s w

a
s w

ritten b
y M

a
ria

 
O

tero to
 analyze the p

e
e

r group lending m
ethodologies em

erging from
 

A
C

C
IO

N
-affiliated program

s in Latin A
m

erica. S
ince th

a
t tim

e, th
e

 success 
o

f th
e

 G
ram

een B
ank and several large program

s in Latin A
m

e
rica

 have 
contributed to th

e
 spread o

f group lending m
ethodologies th

ro
u

g
h

o
u

t th
e

 
developing w

orld, and even in
 the U

nited S
tates. 

T
h

is docum
ent updates T

h
e

 S
o

lid
a

rity G
ro

u
p

 C
o

n
ce

p
t, based on th

e
 

experiences o
f th

e
 past six years, a period during w

hich solidarity group 
program

s have proliferated and m
atured. It exam

ines th
e

 theoretical basis 
o

f th
e

 solidarity group m
odel, com

pares solidarity group program
s fro

m
 

different regions, describes innovations to
 group lending, and analyzes 

so
m

e
 o

f the strengths and w
eaknesses o

f th
e

 approach. 

I tis
 a unique opportunity to

 have a lending m
ethodology analyzed in its early 

years, and th
e

n
 again after 6 ye

a
rs o

f experiences and adjustm
ents. W

hile 
several adaptations have taken place, th

e
 staying p

o
w

e
r o

f th
e

 basic Ideas 
behind the solidarity group m

ethodology is an indication o
f the m

ethodology's 
effectiveness for m

icroenterprise lending. A
n analysis o

f th
e

 tw
o

 docum
ents 

a
lso

 reveals th
a

t th
e

 peer group aspect o
f lending Is only o

n
e

 feature o
f an 

overall approach th
a

t enables m
icroenterprise lending program

s to serve 
thousands o

f low
-incom

e borrow
ers on a sustainable basis. 

W
Illiam

 B
u

rru
s 

E
xcecutive D

irector 
A

C
C

IO
N

 International 
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A
.B

A
C

K
G

R
O

U
N

D
 

D
uring th

e
 1980s, econom

ic grow
th slow

ed o
r halted in m

uch o
f th

e
 

developing w
orld. Labor m

arket entrants during this period o
f econom

ic 
stagnation tu

m
e

d
 to inform

al sector self-em
ploym

ent to create jobs fo
r 

them
selves, fam

ily m
em

bers, and neighbors. A
lthough originally skeptical o

f 
th

e
 econom

ic developm
ent benefits derived from

 the inform
al sector, h

o
st 

country g
o

ve
m

m
e

n
ts and international agencies have com

e to recognize th
e

 
sector's im

portance and have sought strategies th
a

t support its grow
th 

(Levitsky, 1989; H
o

lt and R
ibe, 1990). 

C
reating access to reasonably priced financial services has been identified 

a
s an effective strategy to prom

ote inform
al se

cto
r firm

s o
r m

icroenterprise 
grow

th. I nform
al se

cto
r firm

s are typically Initiated w
ith sm

all su
m

s o
fsa

vin
g

s 
o

r intrafam
ily loans. T

h
e

se
 firm

s are excluded from
 th

e
 form

al financial 
m

arkets fo
r reasons that have been w

ell docum
ented (F

arbm
an, 1981; 

B
erger, 1989.) Inform

al enterprises la
ck legal recognition, collateral, and 

financial records, and are poorly suited to prepare com
m

ercial financing 
requests. M

icroenterprise grow
th has therefore been lim

ited to
 th

e
 firm

's 
capacity to

 generate intem
al resources and intrahousehold allocations. 

F
inancing fro

m
 m

oneylenders, although available, in m
o

st instances is not 
a

n
 attractive financing source given its high cost. 

R
ecognizing th

is credit constraint, donors and g
o

ve
m

m
e

n
ta

l agencies 
h

a
ve

 so
u

g
h

t to
 m

a
ke

 credit available to
 sm

all borrow
ers. U

nfortunately, 
m

a
n

y targeted credit schem
es have been m

ade available through highly 
subsidized public o

r quasi-public developm
ent finance institutions (O

F
ls). A

s 
recently noted by Y

aron (1991) and others, O
F

ls have frequently failed in th
e

 
past; th

e
y 

are 
characterized 

by 
p

o
o

r financial perform
ance, 

lo
w

 loan 
collection, 

high transaction 
costs, 

and 
inadequate financial 

reporting
. 

N
evertheless, despite th

e
 poor perform

ance o
f m

a
n

y credit institutions, 
several m

odels for delivering credit to sm
all rural and urban producers have 

evolved th
a

t dem
onstrate considerable potential. 

P
eer group lending, conducted by private nongovernm

ental organizations 
(N

G
O

s) o
r poverty-oriented developm

ent banks, is one successful m
odel for 
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financial service delivery w
idely introduced o

ve
r th

e
 la

st decade. C
o

m
m

o
n

ly 
referred to

 as solidarity group program
s (S

G
P

s), th
is approach is distinguished 

b
y th

e
 follow

ing characteristics: 

• 
T

h
re

e
 to

 1
0

 m
icroentrepreneurs join to

g
e

th
e

r to
 receive a

cce
ss to

 cre
d

it 
a

n
d

 o
th

e
r related services such as tra

in
in

g
 a

n
d

 organization building; 

• 
G

ro
u

p
 

m
e

m
b

e
rs collectively 

g
u

a
ra

n
te

e
 loan 

repaym
ent, 

a
cce

ss to
 

su
b

se
q

u
e

n
t lo

a
n

s is dependent on su
cce

ssfu
l re

p
a

ym
e

n
t b

y all group 
m

em
bers; a

n
d

 

• 
L

o
a

n
s are appropriate to

 b
o

rro
w

e
r n

e
e

d
s In size, purpose, and te

rm
s. 

T
h

e
 m

utual g
u

a
ra

n
te

e
 lending approach e

m
e

rg
e

d
 during th

e
 1

9
7

0
s in 

d
ive

rse
 settings su

ch
 as P

R
ID

E
C

O
/F

edeccredito in E
I S

alvador, W
o

rkin
g

 
W

o
m

e
n

's F
o

ru
m

 in India, and th
e

 G
ra

m
e

e
n

 B
a

n
k in B

angladesh. It w
a

s 
initially described in th

e
 P

IS
C

E
S

 S
tu

d
ie

s (F
arbm

an, 1981; A
sh

e
, 1985) and 

w
a

s m
o

re
 fully d

o
cu

m
e

n
te

d
 in the P

A
C

T
 m

o
n

o
g

ra
p

h
, "S

olidarity G
ro

u
p

 
C

oncept" (O
tero, 1986). T

h
e

 solidarity group m
e

th
o

d
o

lo
g

y a
d

a
p

ts e
le

m
e

n
ts 

o
f th

e
 traditional m

odel fo
r rotating savings and credit associations (R

O
S

C
A

s) 
th

a
t are w

idespread in the developing w
orld. In R

O
S

C
A

s, m
e

m
b

e
rs contribute 

a regular a
m

o
u

n
t each w

e
e

k o
r m

onth, w
ith group m

e
m

b
e

rs rotating tu
rn

s 
to

 collect the full contribution o
f all m

em
bers. I n p

e
e

r g
ro

u
p

 lending schem
es, 

m
em

bers receive loans, and then m
ake regularw

eekly o
r m

onthly repaym
ents 

w
ith group m

em
bers providing a m

utual guarantee fo
r loan repaym

ent. 

S
in

ce
 th

e
 1970s, p

e
e

r group lending program
s h

a
ve

 grow
n in num

ber, size, 
a

n
d

 va
rie

ty o
f settings. I n Latin A

m
erica, A

C
C

IO
N

 I nternational, a U
.S

. N
G

O
, 

h
a

s prom
oted p

e
e

r group lending schem
es called solidarity groups. A

 sim
ila

r 
m

u
tu

a
l 

g
u

a
ra

n
te

e
 

arrangem
ent, 

conducted 
by 

th
e

 
G

ra
m

e
e

n
 

B
a

n
k o

f 
B

angladesh, is being replicated in m
ore than six o

th
e

r countries in A
frica

 and 
A

sia. O
thers, like th

e
 N

e
p

a
le

se
 P

roduction C
re

d
it fo

r R
ural W

o
m

e
n

 S
ch

e
m

e
, 

h
a

ve
 devised th

e
ir ow

n approach to
 m

utual guarantee lending. S
o

m
e

 
organizations have introduced peer group m

ethods in addition to
 individual 

m
icroenterprise lending strategies. T

oday, solidarity-group-type lending 
sch

e
m

e
s are being used w

orldw
ide in 2

4
 countries, serving m

o
re

 th
a

n
 a 

m
illion m

icroenterprise borrow
ers. T

h
is diverse experience and sustained 

o
p

e
ra

tio
n

s 
p

ro
vid

e
 

a
n

 
im

p
o

rta
n

t p
e

rfo
rm

a
n

ce
 tra

ck re
co

rd
 

a
n

d
 

rich 
m

ethodological base fro
m

 w
hich to

 learn. M
o

st significantly, th
e

 n
u

m
b

e
r o

f 
p

ro
g

ra
m

s and borrow
ers reached has accelerated dram

atically in th
e

 la
st 

five years. A
m

ong th
e

 S
G

P
s com

m
itted to

 self-sustainability, a grow
ing 

n
u

m
b

e
r are attaining econom

ies of scale th
a

t contribute to
 th

e
ir p

o
te

n
tia

l 
long-term

 financial viability and developm
ent im

pact. 

In this p
a

p
e

r w
e

 argue th
a

t the p
e

e
r group lending g

u
a

ra
n

te
e

 m
ethod has 

proved successful and replicable in diverse settings across the globe. 
F

ocusing on the experience o
fth

re
e

 Latin A
m

erican group-lending p
ro

g
ra

m
s 

associated 
w

ith 
A

C
C

IO
N

 
International and 

on 
the 

G
ra

m
e

e
n

 
B

a
n

k o
f 
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B
angladesh, w

e
 contend th

a
t th

e
se

 organizations have been tra
n

sfo
rm

e
d

 
fro

m
 donor-oriented pilot p

ro
je

cts to
 client-centered lending institutions. W

e
 

d
iscu

ss th
e

 substantial tra
ck record established and co

n
sid

e
r h

o
w

 these 
p

ro
g

ra
m

s continue to
 innovate; w

e
 explore th

e
 m

ethodological frontiers o
f 

p
e

e
r g

ro
u

p
 lending including the delivery o

f savings, training, and o
th

e
r client 

services. F
inally, w

e
 exam

ine h
o

w
 th

e
 experience o

f solidarity g
ro

u
p

 lending 
p

ro
g

ra
m

s offers insights in
to

 several issues influencing th
e

 d
e

ve
lo

p
m

e
n

t 
field in g

e
n

e
ra

l and m
icro

 enterprise lending in particular. 

B
. T

H
E

 IN
T

E
R

N
A

L
 D

Y
N

A
M

IC
S

 O
F

 S
O

L
ID

A
R

IT
Y

 G
R

O
U

P
 

P
R

O
G

R
A

M
S

 

B
o

x o
n

e
 presents a fra

m
e

w
o

rk fo
r understanding th

e
 internal d

yn
a

m
ics th

a
t 

d
rive

 successful p
e

e
r g

ro
u

p
 lending efforts. T

h
e

 p
e

e
r group lending program

s 
e

xa
m

in
e

d
 h

e
re

 aim
 to

 accom
plish th

re
e

 principal goals: to
 provide services 

to
 th

e
 poor, attain financial self-sufficiency, and reach large num

bers. In
 

norm
al banking practice, th

e
 g

o
a

ls o
f providing financial se

rvice
s to

 th
e

 p
o

o
r 

and attaining financial viability are at odds. P
o

o
r people are usually considered 

problem
atic borrow

ers. B
e

ca
u

se
 the lo

a
n

 a
m

o
u

n
ts th

e
y se

e
k a

re
 sm

all, th
e

 
adm

inistrative cost p
e

r loan is high. T
h

e
 p

o
o

r lack collateral o
r a

cce
ss to

 
cosignatories to

 g
u

a
ra

n
te

e
 th

e
ir loans, increasing th

e
ir risk to

 lenders. P
e

e
r 

g
ro

u
p

 lending p
ro

g
ra

m
s w

o
u

ld
 b

e
 h

a
rd

 pressed to
 reconcile these objectives 

if th
e

y did n
o

t h
a

ve
 ye

t a third goal, w
h

ich
 is to

 reach la
rg

e
 num

bers. B
y 

se
rvin

g
 a g

re
a

t n
u

m
b

e
r o

f borrow
ers, th

e
se

 p
ro

g
ra

m
s m

a
y attain a significant 

d
e

ve
lo

p
m

e
n

t im
pact. F

urther, by reaching a critical m
a

ss o
f clients, th

e
se

 
p

ro
g

ra
m

s can lo
w

e
r th

e
ir p

e
r u

n
it costs, diversify th

e
ir risk, a

n
d

 provide 
fin

a
n

cia
l services to

 the p
o

o
r in a financially sustainable m

anner. 

A
n

 analysis o
f th

re
e

 A
C

C
IO

N
-a

ffilia
te

d
 program

s and th
e

 G
ra

m
e

e
n

 B
ank 

p
o

in
ts to

 th
e

 principal m
e

a
n

s used b
y th

e
se

 p
ro

g
ra

m
s to

 accom
plish th

e
ir 

g
o

a
ls: 

m
u

tu
a

l 
g

u
a

ra
n

te
e

s, 
m

a
n

a
g

e
m

e
n

t 
e

fficie
n

cy, 
a

n
d

 
m

a
rke

t 
responsiveness. M

utual g
u

a
ra

n
te

e
s a

re
 used because th

e
y h

a
ve

 proved 
effective in deterring loan defaults, as evidenced by th

e
 loan re

p
a

ym
e

n
t rates 

attained b
y th

e
se

 p
ro

g
ra

m
s (see B

ox 4). Im
portantly, b

y w
o

rkin
g

 th
ro

u
g

h
 

groups, th
is m

e
ch

a
n

ism
 also enables p

ro
g

ra
m

s to
 reach m

o
re

 households; 
th

e
 credit adm

inistration co
sts o

f a lo
a

n
 is the sa

m
e

 w
h

e
th

e
r th

e
 loan is 

e
xte

n
d

e
d

 to
 an individual o

r a group. T
h

e
 group m

utual g
u

a
ra

n
te

e
 m

e
th

o
d

 
re

d
u

ce
s risks and Increases th

e
 potential n

u
m

b
e

r o
f b

o
rro

w
e

rs reached. 

P
rogram

s th
a

t h
a

ve
 used th

e
 m

u
tu

a
l g

ro
u

p
 guarantee m

e
th

o
d

 successfully, 
how

ever, h
a

ve
 also a

d
a

p
te

d
 o

th
e

r organizational features to
 e

n
a

b
le

 th
e

m
 to

 
fu

lly attain th
e

ir goals. In addition to
 u

sin
g

 the m
utual guarantee, successful 

p
ro

g
ra

m
s h

a
ve

 adopted a relentless co
m

m
itm

e
n

tto
 m

a
n

a
g

e
m

e
n

t efficiency. 
T

h
e

 su
cce

ssfu
l p

ro
g

ra
m

s exam
ined h

a
ve

 tested, refined, and stream
lined 

th
e

ir credit delivery m
e

th
o

d
s to

 obtain m
axim

um
 results. 

S
o

p
h

istica
te

d
 

m
a

n
a

g
e

m
e

n
t in

fo
rm

a
tio

n
 system

s h
a

ve
 been devised to

 tra
ck clie

n
t and 
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sta
ff p

e
rio

rm
a

n
ce

. T
h

e
 m

a
n

a
g

e
m

e
n

t fe
a

t o
f successful p

e
e

r g
ro

u
p

 lending 
schem

es, su
ch

 a
s th

e
 G

ram
een B

ank w
ith 900,000 loans outstanding, is 

exceptional even w
hen com

pared w
ith m

a
n

a
g

e
m

e
n

t excellence attained by 
leading private se

cto
r firm

s. 

A
 co

m
m

itm
e

n
t to

 m
a

n
a

g
e

m
e

n
t efficiency a

lone, how
ever, h

a
s n

o
t b

e
e

n
 

enough. O
nce p

ro
g

ra
m

s charge fully fo
r th

e
ir services a

n
d

 n
o

 lo
n

g
e

r rely o
n

 
su

b
sidies, th

e
y h

a
ve

 had to
 becom

e m
a

rke
t responsive. T

o a
ttra

ct a
n

d
 

m
a

in
tain a large client base, program

s h
a

ve
 had to

 b
e

co
m

e
 attuned to

 th
e

 
preferences and needs o

f th
e

ir clients. S
uccessfu

l p
e

e
r group lending 

p
ro

g
ra

m
s h

a
ve

 shifted th
e

ir attenti o
n

 fro
m

 satisfying d
o

n
o

r requirem
ents to

 
m

e
e

tin
g

 client needs. P
rogram

s have adopted a package o
f se

rvice
 a

n
d

 
m

e
a

n
s fo

r service delivery th
a

t sa
tisfy client preferences. 

B
O

X
 1 

T
h

e
 g

o
a

ls and m
e

a
n

s outlined above have generated several significant 
outcom

es. F
irst, th

e
y have enabled th

e
 delivery o

f financial services to
 a 

large n
u

m
b

e
r o

f th
e

 poor. T
h

e
 delivery o

f financial service
s to

 a p
o

p
u

la
tion 

th
a

t h
a

s historically been outside form
al credit m

a
rke

ts is a m
a

jo
r a

cco
m


plishm

ent. H
ow

ever, a
s significant a

s this is, it Is only o
n

e
 o

f several 
outcom

es. T
h

e
se

 program
s h

a
ve

 also generated a clim
ate o

f client-program
 

m
u

tu
a

l accountability. O
ve

rtim
e

, th
e

re
 h

a
s been a subtle shift in th

e
 to

n
e

 a
n

d
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d
e

m
e

a
n

o
r o

f client-program
 relationships. C

lient capacities a
s m

icroentre
preneurs and as participants in th

e
 credit screening process are now

 
respected w

hile th
e

 organizations recognize th
e

ir responsibility to provide a 
reliable service a

t a reasonable price, w
hich creates real va

lu
e

 fo
r th

e
ir 

custom
ers. T

h
is m

utual accountability and trust has been essential to
 enable 

these program
s to

 attract and m
aintain a large client base. T

re
m

e
n

d
o

u
s 

loyalty has em
erged am

ong th
e

 borrow
ers and th

e
ir lending institutions. 

A
lthough n

o
tth

e
 explicit intention o

f all p
e

e
r group lending program

s, those 
th

a
t have been analyzed m

ore closely dem
onstrate th

a
t th

e
se

 program
s 

have contributed tow
ard broader social benefits. T

he m
utual trust arrangem

ent 
itself, at the heart o

f the group guarantee, has had profound social im
plications. 

T
h

e
 solidarity group, because o

f its basis in m
utual support, frees borrow

ers 
fro

m
 historically dependent relationships. F

urther, th
e

 p
e

e
r g

ro
u

p
 itself, 

becom
es th

e
 building b

lo
ck to broader social netw

ork. T
h

e
 trust relationship 

w
hich em

erges through th
e

 collective guarantee, establishes th
e

 foundation 
fo

r th
e

 group to
 attain broader organizational and social objectives. T

h
e

 
so

cia
l o

b
je

ctive
s 

o
f m

utual 
se

lf-h
e

lp
 

and 
p

o
ve

rty 
alleviation, 

rem
ain 

fundam
ental to th

e
 broader goals of these peer group lending schem

es. 

F
inally, it is im

portant to
 recognize th

a
t not all solidarity group lending 

program
s have attained th

e
 results described here. T

o
 th

e
 e

xte
n

t that an 
organization has not m

ade an explicit com
m

itm
ent to

 attaining the g
o

a
ls 

described above (servicing th
e

 very poor, reaching large num
bers, and 

attaining financial se
lf sufficiency) o

r has n
o

t pursued all of the m
eans 

discussed here (m
anagem

ent efficiency, m
arket responsive), th

e
 sam

e 
breadth and scope o

f outcom
es are not likely to be achieved. T

h
e

 m
utual 

guarantee lending m
ethod in and o

f itse
lf is n

o
t singularly responsible fo

rth
e

 
achievem

ents o
fth

e
se

 program
s; nevertheless It is a d

yn
a

m
ic e

le
m

e
n

t o
f an 

organizational strategy fo
rth

e
 successful delivery o

ffin
a

n
cia

l services to
 th

e
 

poor. 

C
. F

E
A

T
U

R
E

S
 O

F
 E

F
F

E
C

T
IV

E
 C

R
E

D
IT

 D
E

L
IV

E
R

Y
 IN

 S
O

L
ID

A
R

IT
Y

 
G

RO
U

P PRO
G

RA
M

S 
T

h
e

 solidarity g
ro

u
p

 m
ethodology entails th

re
e

 m
ain com

ponents: credit, 
training, and organization building. F

irst presented in the S
olidarity G

roup 
C

oncept five years ago, th
e

se
 com

ponents continue to
 be central to this 

m
ethodology w

hether describing th
e

 A
C

C
IO

N
 International solidarity groups 

o
r p

e
e

r group lending o
f other organizations. B

ased o
n

 ye
a

rs o
f field 

experience and num
erous studies, it is possible to

 define th
e

 principal 
features th

a
t distinguish p

e
e

r lending credit program
s and contribute to th

e
ir 

success. A
lthough there is considerable variation in h

o
w

 these features are 
applied in different countries and regions o

f the w
orld, th

e
 successful peer 

g
ro

u
p

 lending schem
es exam

ined here have adopted th
e

 follow
ing practices, 

w
h

ich
 are sum

m
arized in B

o
x 2. 
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B
O

X
2

 

, 
K

!v
S

T
O

 S
U

C
C

E
S

S
F

U
L P

E
E

R
 G

R
O

U
P

 LE
N

D
IN

G
 P

R
O

G
R

A
M

S
 

"' 1
. 

C
lie

n
t P

opulaU
on 

• M
1.at h

e ... ongoing b
u

sjn
e

d
 o

r prior e)(perienC
e. 

• 'M
aJority-w

om
en In m

ost u
ttin

g
. 

~:':' 
• 

M
ix ¢ m

anufacturing, service. and ~
e
 

' 
,2. 

G
roup S

elf-form
aU

on 
, 

• G
roups .e

te
ct their ow

n ~
r
n
b
e
r
s
 

• T
hree to 10 m

em
bers· one m

em
ber per fam

Ily 
• 

G
roU

p le
a

d
e

r se
le

cte
d

 b
y g

~
u
p
 

3
.· D

e
ce

n
tfa

llze
d

 O
peration. 

• extension staff wor1c in com
m

unities 
• O

vercom
e cultur:aJ barriel$ to 10nnaJ Institutions 

, • 

• S
taff becom

e know
ledgeable about client's business envlronm

eot 

4. 
A

pproplate L
oan S

ize, and T
enn, 

• lo
a

n
 8R

'1)U
nt and term

s appropriate to client n
eed

, 
.. 

L
o

a
n

 slze
ln

cre
a

se
a

 .
.
 b

u
sin

e
ss and clie

n
t e

xp
e

rie
n

ce
 gfO

W
l 

,. 
Tanns range1rornquarter1v to 8M

ual 
" 

S
. 

S
Im

ple L
oan A

pplication an
d

 R
apid R

eview
 

• Applk:8.H
on lim

ited to b
a

le
 Infom

latlon 
~, 

• Standard project credit anatysll not required 
'%:~. Ap~neatlo'"* turned around In 3-7 dayS 

'0 
~
e. 

In
w

e
.t R

a
t. and ServIce F

ee. 
• interest chlrgea lupplem

e,nted w
ith other fees 

B
orrow

lngct\argetotten,,)(C
eed oom

m
ereillrates ','" 

.,~" 
• T

otal c
h

a
rg

" cover reallendlog ~
t
s
 

7. 
O

n·tlm
e R

epaym
ent R

equlrw
nantS 

;:' • 
I
n
c
e
n
t
i
v
e
s
.
~
 sancU

ons for on-tim
e-repaym

ent 
.• Future loans pegged w

 group'. repaym
ent 

.. U
p-toodate infol'm

!ltiO
n system

s alert staff to deU
nquencies 

'S •. C
red

it', L
inked to Savln'g

l and O
ther FI".ncl.I.$ervI~ 

-.• S
avlllg$'fa,ciitties are valued by group m

em
bers '" 

;' .. Intragroup em
er;.ncy funds H

rve as aafetY
 net_. 

• ,S
avings. Included w

ithin funds m
ana9t!'m

ent strategy
· 

9. 
C

oat E
ffective T

ra,lnlng lin
d

 O
rg."IZ

ltion Byfl~lng 
• Training build, on existing 'client skilts 

' 
• C

ost-effective and responsive training m
ethods developed , 

• .S
e

lf-h
e

lp
 organlzatlo~ a

d
d

re
sl IO

ciai en
d

 ecooornleneeds 

. 10. 8orrow
er·L

et'!der A
ccountablilty and M

ytU., R
 .. p.ct· 

,. 
• Lender d

e
m

o
ristra

t ..
 borrow

er tnJst thro.ugh S
oTidarfty G

roup operatro,,-

16 • Lender O
bliged to provide a service ofva1ue to bbrrow

ers 
B

o
rm

Y
'.r royalty a

n
d

 m
utual aocountabU

Ity gene,..ted 
.-c ... 



1. 
C

lie
n

t P
o

p
u

la
tio

n
: 

T
o

 
participate, 

group 
m

e
m

b
e

rs 
m

u
st h

a
ve

 
an 

ongoing m
icroenterprise o

r dem
onstrated ability to

 co
n

d
u

ctth
e

ir proposed 
business. T

h
e

 m
ajority of group m

e
m

b
e

rs are w
o

m
e

n
; so

m
e

 program
s 

lim
it participation to

 w
o

m
e

n
 because o

f th
e

ir reputation as being m
ore 

responsible borrow
ers. G

ro
u

p
 m

e
m

b
e

r activities in
clu

d
e

 sm
all-scale 

m
anufacturing, services, and trading, reflecting th

e
 proportional m

ix o
f 

existing inform
al enterprises. T

he preconception th
a

t peer g
ro

u
p

 lending 
is b

e
st suited to co

m
m

e
rcia

l m
icro

ve
n

d
e

rs is n
o

t born out in practice; th
e

 
m

ajority o
f all group m

e
m

b
e

rs are e
n

g
a

g
e

d
 in services, m

anufacturing, 
o

r agroindustry. 

2. 
G

ro
u

p
 S

e
lf-F

o
rm

a
tio

n
: G

ro
u

p
s are responsible fo

r se!ecting th
e

ir ow
n 

m
e

m
b

e
rs. T

h
e

 self-selection fe
a

tu
re

 is vital, b
e

ca
u

se
 g

ro
u

p
 m

e
m

b
e

rs w
ill 

b
e

 asked to sh
a

re
 a collective responsibility. G

ro
u

p
 size is ke

p
t sm

all, 
typically betw

een 3-10 m
em

bers. U
su

a
lly only o

n
e

 m
e

m
b

e
r o

f a fa
m

ily 
m

a
y participate in the sa

m
e

 group. G
ro

u
p

s also se
le

ct th
e

ir o
w

n
 g

ro
u

p
 

leaders. O
n

ce
 group m

e
m

b
e

rs are identified, a g
ro

u
p

 building process is 
su

p
p

o
rte

d
 through orientation sessions co

n
d

u
cte

d
 by th

e
 program

. T
h

e
 

field e
xte

n
sio

n
 w

o
rke

r se
rve

s a
n

 im
p

o
rta

n
t fu

n
ctio

n
 o

f o
rie

n
tin

g
 g

ro
u

p
 

m
e

m
b

e
rs and guiding their operation. H

ow
ever, the g

ro
u

p
's ow

n dynam
ic, 

beginning w
ith self-selection, is th

e
 im

p
e

tu
s fo

r successful g
ro

u
p

 lending. 

3. 
D

e
ce

n
tra

lize
d

 O
p

e
ra

tio
n

s: S
u

cce
ssfu

l p
e

e
r g

ro
u

p
 lending sch

e
m

e
s 

o
p

e
ra

te
 a

s field 
extension services. 

P
ro

g
ra

m
 

sta
ff w

o
rk o

u
t in 

th
e

 
com

m
unities, m

arketplaces, and shops, directly reaching b
o

rro
w

e
rs a

t 
th

e
ir p

la
ce

 o
f w

ork. T
h

e
 field delivery capacity is integral to

 su
cce

ssfu
l 

p
e

e
r g

ro
u

p
 lending b

e
ca

u
se

 it serves to
 reduce th

e
 borrow

ers' transaction 
costs a

n
d

 o
ve

rco
m

e
 cultural barriers th

a
t inhibit m

icro
e

n
tre

p
re

n
e

u
rs from

 
a

p
p

ro
a

ch
in

g
 th

e
 form

al b
a

n
k setting. E

q
u

a
lly im

portant, by being in th
e

 
com

m
unities and w

ork places o
f borrow

ers, the extension agents becom
es 

fa
m

ilia
r w

ith
 group m

e
m

b
e

rs kn
o

w
le

d
g

e
a

b
le

 a
b

o
u

t cu
rre

n
t business 

conditions, and a
w

a
re

 o
f recent d

e
ve

lo
p

m
e

n
ts th

a
t h

a
ve

 influenced 
b

o
rro

w
e

r perform
ance. 

4. 
A

p
p

ro
p

ria
te

 L
o

a
n

 S
ize

s a
n

d
 T

e
rm

s: T
h

e
 loan a

m
o

u
n

t and te
rm

s o
f 

re
p

a
ym

e
n

t are adapted to
 th

e
 requirem

ents o
f th

e
 borrow

ers. B
o

rro
w

e
rs 

in th
e

 g
ro

u
p

 d
e

cid
e

 h
o

w
 m

u
ch

 each needs, and th
e

n
 a lo

a
n

 representing 
th

e
 to

ta
l a

m
o

u
n

t is a
p

p
ro

ve
d

 by th
e

 institution a
n

d
 le

n
t to

 th
e

 g
ro

u
p

 a
s a 

w
h

o
le

. T
ypically, loan am

ounts begin sm
all, allow

ing the e
n

tre
p

re
n

e
u

rto
 

g
ra

d
u

a
lly build u

p
 h

is business. T
h

e
 p

a
yb

a
ck period is also a

d
a

p
te

d
 to

 th
e

 
flo

w
 o

f th
e

 business. In S
G

P
s, w

hich m
ostly o

p
e

ra
te

 in urban se
ttin

g
s in 

L
a

tin
 A

m
erica, lo

a
n

s o
f $

5
0

-2
5

0
 are aw

arded in la
rg

e
 p

a
rt fo

r w
o

rkin
g

 
capital and are e

xte
n

d
e

d
 fo

r a
s little as o

n
e

 m
onth. In o

th
e

r regions, such 
a

s rural S
o

u
th

 A
sian settings, loan a

m
o

u
n

ts o
f $

2
0

-1
2

0
 m

a
y b

e
 e

xte
n

d
e

d
 

fo
r a full year. T

h
e

 lo
n

g
e

r loan periods in S
o

u
th

 A
sia

 reflect th
e

 lo
w

e
r 

return to
 a

sse
ts o

r productivity o
f in

ve
stm

e
n

ts in th
e

se
 rural areas and 
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therefore the lo
n

g
e

r period needed to
 gradually build an asset base and 

ca
n

ce
lth

e
 outstanding obligations. W

h
a

t is im
portant here is th

a
tth

e
 lo

a
n

 
te

rm
s reflect th

e
 actual circum

stances o
f th

e
 e

co
n

o
m

ic activities o
f th

e
 

borrow
ers. 

5. 
In

te
re

st R
a

te
s a

n
d

 S
e

rvice
 F

ees: P
e

e
r group lending em

phasizes th
e

 
Im

portance o
f generating incom

e fro
m

 credit activities to
 co

ve
r th

e
 

operating 
costs 

associated w
ith 

credit delivery and to
 p

re
ve

n
t th

e
 

decapitalization o
f th

e
ir loan funds. T

h
e

 real charge to borrow
ers includes 

a com
bination o

f interest rates and other ch
a

rg
e

s such as service fe
e

s o
r 

im
plicit costs o

f com
pensating savings balances. B

orrow
ing costs fo

r 
solidarity g

ro
u

p
s are h

ig
h

e
r than th

a
tfo

r com
m

ercial borrow
ers because, 

even w
ith th

e
 cost savings associated w

ith lending through groups, th
e

se
 

operations are m
ore expensive relative to

 loan sizes. O
n average, th

e
 

operating cost o
f lending fo

r S
G

P
s range fro

m
 2

5
-5

0
 percent o

f th
e

 
average portfolio. W

h
e

n
 coupled w

ith th
e

 cost o
f capital, interest rates to

 
borrow

ers in 
Latin 

A
m

e
rica

 m
a

y reach 
3

5
-6

5
 percent p

e
r annum

. 
A

lthough high w
hen com

pared w
ith standard com

m
ercial lending rates, 

these rem
ain affordable fo

r short-term
 w

orking capital loans given th
e

 
return on assets th

a
t can be earned in

 m
a

n
y countries; these rates a

re
 

fa
vo

r.able to
 those charged by m

oneylenders fo
r com

parable financial 
services. 

6. 
S

im
p

le
 
L

o
a

n
 

A
p

p
lic

a
tio

n
 

a
n

d
 

R
a

p
id

 
R

e
vie

w
: 

L
o

a
n

 
a

p
p

lica
tio

n
 

p
ro

ce
d

u
re

s m
u

st b
e

 ke
p

t sim
ple, yet co

lle
ctth

e
 needed Inform

ation. W
ell

designed questionnaires, visits to w
o

rk places, and qualified staff contribute 
to

 th
e

 effective loan application and review
 process. Loan applications 

u
se

 sim
ple, readily available inform

ation to
 assess th

e
 basic financial 

viability o
f th

e
 proposed activity, but fall short o

f form
al p

ro
je

ct credit 
analysis a

n
d

 its reliance on extensive docum
entation. In com

m
unities 

th
a

t are largely illiterate, group lending decisions are based on oral 
a

sse
ssm

e
n

ts a
m

o
n

g
 m

em
bers. W

ith
 th

e
 backing o

f the solidarity g
ro

u
p

 
g

u
a

ra
n

te
e

 and the screening involved in group self-selection, loan review
 

and approval can be perform
ed quickly. G

ro
u

p
 m

em
bers a

re
 involved 

w
ith 

approving individual loan requests to
 each 

m
em

ber, 
and w

ith 
program

 sta
ff in the decision to

 lend to
 each group. Loan turnaround tim

e
 

rarely e
xce

e
d

s seven d
a

ys fo
r first-tim

e borrow
ers and one day fo

r repeat 
loans. 

7. 
O

n
-tim

e
 R

e
p

a
ym

e
n

t R
e

q
u

ire
m

e
n

ts: P
e

e
r g

ro
u

p
 lending operations 

h
a

ve
 developed a variety o

f incentives and sanctions to
 facilitate tim

ely 
repaym

ent. A
m

o
n

g
 these, the m

o
st im

portant is the group itself. T
h

e
 

g
ro

u
p

 m
e

m
b

e
rs are responsible fo

r collecting th
e

 total loan. N
o m

e
m

b
e

r 
o

f a solidarity g
ro

u
p

 is eligible fo
r additional credit until the w

h
o

le
 g

ro
u

p
 

h
a

s repaid its loan. In addition, second and su
b

se
q

u
e

n
t lo

a
n

s are m
a

d
e

 
im

m
ediately and in larger am

ounts to
 groups th

a
t repay on tim

e, offering 
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an im
portant incentive fo

r on-tim
e repaym

ent. S
u

cce
ssfu

l group lending 
sch

e
m

e
s develop a driving com

m
itm

ent to
 on-tim

e repaym
ent and 

m
aintain an up-to-date credit adm

inistration syste
m

 th
a

t alerts field 
agents to

 delinquencies in a tim
ely fashion. S

ta
ff m

a
y visit delinquent 

borrow
ers daily to

 im
press on th

e
m

 th
e

 need to
 repay. In so

m
e

 instances, 
sta

ff incentives rew
ard extension agents w

hose portfolio perform
s w

ell. 
In o

th
e

r p
ro

g
ra

m
s (P

R
O

D
E

M
, G

ram
een), late p

a
ym

e
n

ts are sim
ply n

o
t 

considered an option. 

S. 
C

re
d

it Is L
in

ke
d

 to
 S

a
vin

g
s a

n
d

 O
th

e
r F

in
a

n
cia

l S
e

lV
lce

s: A
lthough 

m
a

n
y S

G
P

s began b
y providing credit, m

o
st n

o
w

 also o
ffe

r savings 
facilities fo

r m
em

bers. A
 safe and accessible savings facility is highly 

va
lu

e
d

 by group m
em

bers. S
avings, in the fo

rm
 o

f intragroup em
ergency 

funds, facilitate repaym
ent by serving as a safety net; m

e
m

b
e

rs can d
ra

w
 

fro
m

 th
e

 e
m

e
rg

e
n

cy fund to
 ensure on-tim

e re
p

a
ym

e
n

t in th
e

 case o
f 

personal crisis o
r problem

s. F
o

r m
a

n
y program

s, m
e

m
b

e
r sa

vin
g

s form
 

p
a

rt of the p
ro

g
ra

m
's strategy to

 raise loan funds, e
ith

e
r a

s a d
ire

ct source 
o

f funds am
ong d

e
ve

lo
p

m
e

n
t banks or as a m

e
a

n
s fo

r leveraging fu
n

d
s 

and services fro
m

 other com
m

ercial financial institutions. 

9. 
T

ra
in

in
g

 a
n

d
 O

rg
a

n
iza

tio
n

 B
u

ild
in

g
: D

iffe
re

n
tfo

rm
s o

ftra
in

in
g

 and on
site technical assistance are integral to

 th
e

 solidarity g
ro

u
p

 strategy. 
C

ost-effective training allow
s group m

em
bers to

 e
xp

a
n

d
 th

e
ir existing 

m
a

n
a

g
e

m
e

n
t 

a
n

d
 

a
d

m
in

istra
tive

 
te

ch
n

iq
u

e
s 

to
 

e
n

h
a

n
ce

 
b

u
sin

e
ss 

operations. T
raining often entails required and elective com

ponents. 
S

elf-help com
m

unity organizations address m
em

bers' social and econom
ic 

needs. T
h

e
 social dim

ensions to
 group building and personal behavioral 

developm
ent are central to

 developing confidence a
n

d
 th

e
 personal 

characteristics th
a

t contribute to
 business success. 

10. B
o

rro
w

e
r/L

e
n

d
e

r A
c
c
o

u
n

ta
b

ility
 a

n
d

 M
u

tu
a

l R
e

sp
e

ct: U
nderlying 

th
e

 group lending m
echanism

 is a basic tru
st and accountability betw

een 
th

e
 borrow

er and lender. B
y sidestepping guarantees and trusting th

e
 

group m
e

m
b

e
rs to

 m
anage th

e
ir credits, b

y m
eeting th

e
 client's real 

business needs, by responsibly and com
petently conducting th

e
 loan 

transaction, S
G

P
s call on th

e
 group borrow

ers to
 com

plete th
e

ir h
a

lf o
f 

th
e

 transaction. O
ve

r tim
e, an atm

osphere o
f m

u
tu

a
l tru

st and respect 
em

erges. B
orrow

ers develop loyalty and accountability to
 th

e
 program

. 
A

lthough this m
utual respect is n

o
t unique to S

G
P

s, th
is tru

st relationship 
enables these program

s to
 m

e
e

t th
e

ir goals. 
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P
eer group lending m

ethods have their roots in a variety of regional and 
institutional settings. S

ocial and econom
ic literature on the subject helps to 

explain w
hy peer group lending is so successful and provides a theoretical 

context in w
hich 

to 
consider the solidarity 

group experience. 
F

urther, 
solidarity group lending program

s contribute insights to m
any ofthetheoreticaJ 

debates that influence this field. 

A
. W

O
M

E
N

 A
N

D
 T

R
A

D
IT

IO
N

A
L

 S
A

V
IN

G
S

 A
S

S
O

C
IA

T
IO

N
S

 

W
om

en m
ake up the m

ajority of participants in peer group lending efforts 
around the w

orld. T
his is not surprising given that w

om
en engaged in the 

inform
al sector have frequently w

orked together in groups. G
roup lending 

m
ethods draw

 heavily on traditional R
O

S
C

A
s.1 n these associations, w

om
en 

w
ith a com

m
on bond such as being from

 the sam
e village or clan join together 

at regular intervals (com
m

only once a m
onth.) A

t these sessions, each 
m

em
ber contributes the sam

e am
ount to the com

m
on pool of savings. 

A
lthough traditions vary across regions, 

frequently 
a lottery is 

held to 
determ

ine w
hose turn it is to collect the savings pool. T

he w
inner m

ay be 
expected to

 provide refreshm
ents at a social gathering of group m

em
bers. 

In m
ost cases, no interest is collected on savings. T

he group leader, the 
person w

ho organizes the group, m
ay have the privilege of receiving the pool 

of funds first (V
on P

ischke, 1991; B
erger and B

uvinic, 1989). 

M
arch and T

aqqu (1982) defined an insightful fram
ew

ork that helped to 
explain both w

hy w
om

en enter groups and the basis fortheir success. M
arch 

and T
aqqu argue that because w

om
en traditionally are excluded from

 form
al 

sociopolitical institutions, they have developed inform
al associations to 

e
n

la
rg

e
 

and 
e

m
p

o
w

e
r 

th
e

ir w
o

rld
. 

A
risin

g
 

th
ro

u
g

h
 th

e
ir 

fo
rm

a
l 

disenfranchisem
ent, w

om
en have turned to inform

al associations in the 
religious and econom

ic spheres. 

M
arch and T

aqqu highlight the social foundations of traditional R
O

S
C

A
s 

that influence their success. F
irst, they note that these institutions are based 

on interpersonalties and m
utual obligations. N

ext, they em
phasize how

 such 
arrangem

ents reach the econom
ically m

arginal and affect them
 equally. 

T
hey then discuss the im

portant assum
ptions about collective action that are 
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e
m

b
e

d
d

e
d

 in such rotating associations. T
h

e
y conclude, "P

rogram
s designed 

to
 reach w

o
m

e
n

 a
n

d
 o

th
e

rs in the inform
al se

cto
rs o

f society a
n

d
 to h

e
lp

 th
e

m
 

im
p

ro
ve

 th
e

ir econom
ic viability equitably, if th

e
y are to

 be successful, w
ill 

u
n

d
o

u
b

te
d

ly 
share 

m
a

n
y structural 

and functional 
p

a
tte

rn
s w

ith
 th

e
se

 
rotating associations." 

S
G

P
s d

ra
w

 on m
a

n
y of the sa

m
e

 social d
yn

a
m

ics of R
O

S
C

A
s b

u
t re

so
lve

 
se

ve
ra

l p
ro

b
le

m
s com

m
only associated w

ith
 th

e
ir operations. M

e
m

b
e

rs can 
control th

e
 tim

in
g

 of the lo
a

n
 so that th

e
y m

a
y obtain financing w

h
e

n
 th

e
ir 

b
u

sin
e

ss can best u
se

 it. M
em

bers are n
o

t obliged to
 d

ive
rt a sig

n
ifica

n
t 

sh
a

re
 of the loan to m

e
e

t hospitality obligations. T
h

e
 tim

ing a
n

d
 u

se
 o

f th
e

 
lo

a
n

 th
e

n
 is not subject to factors b

e
yo

n
d

 th
e

 g
ro

u
p

 m
e

m
b

e
rs' control. 

F
urther, m

e
m

b
e

rs need not risk th
e

 g
ro

u
p

 d
isb

a
n

d
in

g
 m

id
w

a
y or a g

ro
u

p
 

m
e

m
b

e
r m

isappropriating funds; w
ithout regulatory oversight such p

ro
b

le
m

s 
h

a
ve

 arisen in th
e

 past. 

B
. E

C
O

N
O

M
IC

 R
A

T
IO

N
A

L
E

 F
O

R
 P

E
E

R
 G

R
O

U
P

 L
E

N
D

IN
G

 

R
e

ce
n

t articles by H
u

p
p

i and F
e

d
e

r (1990) and S
tiglitz (1990) outline a

n
 

e
co

n
o

m
ic rationale fo

r p
e

e
r group lending. In e

co
n

o
m

ic term
s, th

e
se

 authors 
u

n
d

e
rsco

re
 m

a
n

y o
f the practical p

ro
b

le
m

s th
a

t th
e

 m
utual g

u
a

ra
n

te
e

 
a

rra
n

g
e

m
e

n
t and group lending a

p
p

ro
a

ch
 resolve. F

o
r exam

ple, H
u

p
p

i and 
F

e
d

e
r note th

a
t g

ro
u

p
 schem

es a
llo

w
 lenders to reach e

co
n

o
m

ie
s of sca

le
 

b
y low

ering th
e

ir p
e

r u
n

it tra
n

sa
ctio

n
 costs (for exam

ple, lending to
 five 

p
e

o
p

le
 but adm

inistering only o
n

e
 loan). A

lthough acknow
ledging th

a
t th

e
 

le
n

d
e

r's transaction costs m
a

y be reallocated to
 the borrow

er, th
is co

stto
 th

e
 

b
o

rro
w

e
r is co

n
sid

e
re

d
 reasonable w

hen evaluated a
g

a
in

st the im
plicit cost 

o
f th

e
 inaccessibility to credit. 

T
h

e
se

 a
u

th
o

rs contend th
a

t p
e

e
r lending contributes e

n
h

a
n

ce
d

 inform
ation 

a
b

o
u

t borrow
ers. B

et::ause e
co

n
o

m
ists believe th

a
t the principal co

st to
 

le
n

d
e

rs is determ
ining th

e
 probability o

f d
e

fa
u

lt and th
e

 credit w
o

rth
in

e
ss o

f 
borrow

ers, th
e

 screening function provided b
y th

e
 g

ro
u

p
 is vital. N

e
xt th

e
y 

note h
o

w
 the risk pooling through jo

in
t liability has served as an im

p
o

rta
n

t 
d

e
te

rre
n

t for default. P
e

e
r pressure am

ong g
ro

u
p

 m
e

m
b

e
rs m

a
y in

d
u

ce
 

repaym
ent. M

o
re

 im
portantly, ra

th
e

r than fo
rg

o
 access to fu

tu
re

 loans, 
re

m
a

in
in

g
 group m

e
m

b
e

rs w
ill m

a
ke

 good on m
issing p

a
ym

e
n

ts of g
ro

u
p

 
m

e
m

b
e

rs. H
uppi and F

e
d

e
r note, "A

 le
n

d
e

r's ability to d
e

n
y credit to

 g
ro

u
p

s 
o

r cooperatives if any m
e

m
b

e
r d

e
fa

u
lts is often th

e
 m

o
st effective a

n
d

 le
a

st 
co

stly w
a

y to
 encourage loan repaym

ent." 

F
inally, th

e
 authors note the im

proved bargaining position o
fth

e
 borrow

er. 
B

y d
e

cre
a

sin
g

 tra
n

sa
ctio

n
 costs and low

ering th
e

 risk o
f default, financial 

services can b
e

 provided to
 individuals w

ho w
ould otherw

ise h
a

ve
 n

o
 a

cce
ss 

to
 credit. P

articipating group m
e

m
b

e
rs im

p
ro

ve
 th

e
ir access to

 cre
d

it a
n

d
 

o
b

ta
in

 better te
rm

s than they w
o

u
ld

 be able to obtain as individual borrow
ers. 
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S
tiglitz h

a
s developed a general theory o

f p
e

e
r m

onitoring. B
u

ild
i"g

 on th
e

 
"Im

p
e

rfe
ct In

fo
rm

a
tio

n
 P

aradigm
" discussed b

y H
o

ff a
n

d
 S

tiglitz, p
e

e
r g

ro
u

p
 

lending a
d

d
re

sse
s th

e
 three principal problem

s o
f th

e
 lending relationship: 

screening, 
incentives, a

n
d

 e
n

fo
rce

m
e

n
t. B

y allow
ing 

g
ro

u
p

s to
 scre

e
n

 
m

e
m

b
e

rs, le
n

d
e

rs b
e

n
e

fit from
 

intragroup fam
iliarity o

f th
e

ir m
e

m
b

e
rs' 

likelihood to default. S
e

co
n

d
, th

e
 potential fo

r re
p

e
a

t lo
a

n
s p

ro
vid

e
s a clear 

in
ce

n
tive

 fo
r 

re
p

a
ym

e
n

t. 
F

in
a

lly, 
p

e
e

r 
g

ro
u

p
 

m
e

m
b

e
rs 

a
ssu

m
e

 th
r 

e
n

fo
rce

m
e

n
t function, th

u
s reducing le

n
d

e
r costs. 

H
u

p
p

i a
n

d
 F

eder, and S
tiglitz, based on th

e
ir th

e
o

re
tica

l analysis a
n

d
 a 

re
vie

w
 of ca

se
 experience, id

e
n

tify g
ro

u
p

 lending fe
a

tu
re

s th
a

t stre
n

g
th

e
n

 
th

e
 likelihood of su

cce
ss a

n
d

 are consistent w
ith th

e
 p

ra
ctice

 of solidarity 
groups. T

h
e

y note th
a

t g
ro

u
p

 lending is m
o

st successful w
h

e
n

 g
ro

u
p

s a
re

 
fo

rm
e

d
 through self-selection, sm

all (less than 10 m
e

m
b

e
rs), h

o
m

o
g

e
n

o
u

s, 
a

n
d

 a
d

e
q

u
a

te
ly tra

in
e

d
 to

 m
a

n
a

g
e

 th
e

 group lending activity. H
u

p
p

i and 
F

e
d

e
r also note th

a
t g

ro
u

p
 m

e
m

b
e

rs h
a

ve
 a fu

rth
e

r in
ce

n
tive

 to re
p

a
y if a 

co
m

m
o

n
 in

te
re

st o
th

e
r than credit is com

bined w
ith o

th
e

r social se
rvice

s th
a

t 
e

n
h

a
n

ce
 m

e
m

b
e

r group accountability. A
ll three authors o

b
se

rve
 th

a
t th

e
 

th
re

a
t of lo

o
sin

g
 a

cce
ss to

 credit w
o

rks only a
s long as th

e
 le

n
d

e
r is in

 th
e

 
position to

 continue to
 provide fa

vo
ra

b
le

 and tim
e

ly cre
d

it services. In
 

n
u

m
e

ro
u

s instances, th
e

y note th
a

t w
h

e
n

 a lender'S
 se

rvice
s deteriorate, 

lo
a

n
 d

e
lin

q
u

e
n

cie
s rise. 

C
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O
L
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A

R
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Y
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R
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T
h

e
 peer group lending experience offers im

portant insights to
th

e
 functioning 

o
f th

e
 inform

al credit m
a

rke
t a

n
d

 its pricing policies. M
a

n
y h

a
ve

 co
m

p
a

re
d

 
p

e
e

r g
ro

u
p

 lending w
ith o

th
e

r inform
al credit m

arkets fo
r its sim

ila
r reliance 

o
n

 
c
h

a
ra

c
te

r 
g

u
a

ra
n

te
e

s, 
a

g
ile

 
scre

e
n

in
g

 
p

ra
ctice

s, 
im

m
e

d
ia

te
 

disbursem
ents, a

n
d

 th
e

 le
n

d
e

r's w
illingness to

 provide sm
a

ll lo
a

n
s (Lycette 

a
n

d
 W

hite, 1989; H
o

lt and R
ibe, 1990). S

o
m

e
 h

a
ve

 contended th
a

t th
e

 price 
o

f fu
n

d
s charged b

y m
o

n
e

y le
n

d
e

rs reflected th
e

 true co
st o

f cre
d

it to th
e

se
 

h
ig

h
ly risky b

o
rro

w
e

rs w
h

o
 a

re
 difficult to reach (V

on P
isch

ke
, 1991). T

h
e

 
tra

ck record o
f p

e
e

r g
ro

u
p

 lending organizations such a
s th

e
 G

ra
m

e
e

n
 B

a
n

k 
and th

e
 A

C
C

IO
N

 affiliates call th
is supposition into question. T

h
e

se
 program

s, 
b

y using efficient m
e

th
o

d
s a

n
d

 by offering short-term
 credits, d

e
m

o
n

stra
te

 
th

a
t w

h
e

n
 o

p
e

ra
te

d
 o

n
 a sig

n
ifica

n
t scale, the cost o

f capital n
e

e
d

 n
o

t b
e

 
m

o
re

 th
a

n
 2

0
 p

e
rce

n
t p

e
r ye

a
r a

b
o

ve
 th

e
 real in

te
re

st rate to
 co

m
p

e
n

sa
te

 the 
le

n
d

e
r fo

r th
e

 additional p
e

r u
n

it cost a
n

d
 risk. T

h
e

 solidarity g
ro

u
p

 le
n

d
e

rs 
are a

b
le

 to
 d

e
m

o
n

stra
te

 th
a

t inform
al lenders, to

 th
e

 extent th
a

t th
e

ir co
st o

f 
fu

n
d

s are significantly higher, h
a

ve
 in fa

ct been extracting m
o

n
o

p
o

ly rents 
fro

m
 th

e
ir b

o
rro

w
e

rs th
a

t are b
y no m

e
a

n
s socially justifiable, e

ve
n

 ifth
e

y are 
econom

ically explainable. 

S
o

m
e

 have contended that b
e

ca
u

se
 p

o
o

r h
o

u
se

h
o

ld
s h

a
ve

 co
n

tin
u

e
d

 to
 

rely on m
o

n
e

y lenders, forgoing the opportunity to
 b

o
rro

w
 at su

b
sid

ize
d

 ra
te

s 
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fro
m

 public institutions, th
e

 m
oney lender offered a service th

a
t borrow

ers 
fo

u
n

d
 m

o
re

 attractive a
n

d
 reasonably priced. A

n
 alternative explanation, 

how
ever, is th

a
tte

rm
 lending b

y inefficient public agencies th
a

t g
e

n
e

ra
te

 h
ig

h
 

transaction costs is not w
orthw

hile fo
r borrow

ers. T
his d

o
e

s n
o

t m
e

a
n

 th
a

t 
th

e
 m

o
n

e
y lenders' rates w

ere reasonably priced. O
n

ce
 a com

parable, 
efficient, and appropriate lending source is available, representing effective 
com

petition, borrow
ers h

a
ve

 show
n th

e
ir w

illingness to
 abandon m

o
n

e
y 

lenders; because th
e

 cost o
f fu

n
d

s fo
r solidarity g

ro
u

p
 lenders a

re
 m

o
re

 
reasonable, a la

rg
e

r share o
f the inform

al se
cto

r has been a
b

le
 to

 e
n

te
r th

e
 

credit m
arket. A

s is d
o

cu
m

e
n

te
d

 in recent im
p

a
ct studies, although n

o
tto

ta
lly 

eradicating reliance o
f m

o
n

e
y lenders, S

G
P

s have significantly reduced 
d

e
m

a
n

d
 fo

r th
e

ir services am
ong p

e
e

r group m
e

m
b

e
rs w

h
ile

 increasing th
e

 
overall vo

lu
m

e
 of funds reaching the p

o
o

r (R
evere, 1989; F

reres, 1989; 
G

ra
m

e
e

n
 B

a
n

k D
o

n
o

r C
onsortium

, 1988). 

D
. IN

S
T

IT
U

T
IO

N
A

L
 E

C
O

N
O

M
IC

S
 

A
lthough H

uppi and F
e

d
e

r a
n

d
 S

tiglitz h
a

ve
 explained solidarity groups 

fro
m

 a m
ore traditional perspective, F

loro and Y
o

to
p

o
u

lo
s (1991) provide an 

alternate explanation. R
eferring to

 the n
e

w
 institutional econom

ics, th
e

y 
underscore th

e
 effect of b

e
h

a
vio

r and attitudes on econom
ic relations. I n this 

perspective, th
e

 strength of peer group lending lies in its m
obilizing borrow

ers 
th

ro
u

g
h

 social and institutional forces. 
rather than traditional e

co
n

o
m

ic 
forces. 

T
h

e
y argue th

a
t in th

e
 third w

orld. w
here com

m
ercial institutions are largely 

u
n

d
e

rd
e

ve
lo

p
e

d
. 

p
e

rso
n

a
l 

re
la

tio
n

s 
(fa

m
ily 

o
r 

co
m

m
u

n
ity 

tie
s) 

h
o

ld
 

p
re

ce
d

e
n

ce
 

o
ve

r le
g

a
lly 

p
ro

scrib
e

d
 

co
ve

n
a

n
ts 

su
ch

 
as 

fo
rm

a
l 

lo
a

n
 

agreem
ents. I n th

a
t sense. a b

o
rro

w
e

r is m
o

re
 likely to

 respond to
 th

e
 m

u
tu

a
l 

guarantee obligation in a p
e

e
r group lending arrangem

ent than to
 a legally 

b
in

d
in

g
 

cre
d

it 
a

g
re

e
m

e
n

t 
signed 

w
ith

 
a 

public 
agency. 

T
h

e
y 

argue, 
"personalized relationships serve an im

portant econom
ic function in societies 

characterized by social and econom
ic sanctions and conventions th

a
t h

a
ve

 
nothing to d

o
 w

ith sta
n

d
a

rd
 [profit] m

axim
ization behavior." 

Institutional econom
ics g

o
e

s a long w
a

y to d
e

m
o

n
stra

te
 w

h
y interest rates 

alone do n
o

t explain th
e

 allocation o
f credit. O

nce th
e

 institutional fe
a

tu
re

s 
o

f credit relationships are considered. these authors contend th
a

t in distorted 
e

co
n

o
m

ie
s the credit m

a
rke

t does n
o

t clear at any price. A
n

 a
rg

u
m

e
n

t can 
b

e
 m

ade, therefore. fo
r a credit delivery m

ethod. such as solidarity groups, 
th

a
t effectively d

ra
w

s on personal relationships to
 d

e
live

r credit. T
h

is is 
essential because according to

 F
loro and Y

otopoulos sm
all credits w

ould n
o

t 
b

e
 extended at a

n
y price by form

al institutions th
a

t lack su
ch

 personalized 
arrangem

ents. 

In conclusion. a w
id

e
 array of theoretical literature h

e
lp

s to
 explain the 

d
yn

a
m

ics o
f p

e
e

r g
ro

u
p

 lending a
n

d
 its success in practice. S

olidarity groups 
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build 
on traditional 

patterns th
a

t p
ro

m
p

t the socially and econom
ically 

m
arginalized sectors to seek collective response and m

utual accountability. 
E

conom
ists point to

 the enhanced inform
ation about b

o
rro

w
e

rs attained 
th

ro
u

g
h

 th
e

 group m
echanism

 and h
o

w
 this addresses th

e
 probability o

f 
default, a fundam

ental d
ile

m
m

a
 to th

e
 credit process. L

ike
 m

o
n

e
y lenders, 

solidarity groups offer sm
all, short-term

 financing using efficient, inform
al 

m
ethods. S

olidarity group lenders have attained operational efficiencies but 
d

e
m

o
n

stra
te

 that, unlike th
e

 m
oney lender, th

e
se

 services ca
n

 be offered a
t 

a reasonable price. F
inally, institutional econom

ics clarifies th
e

 central role 
o

f interpersonal ties. T
hese relationships are the driving fo

rce
 in econom

ic 
relations in lesser developed econom

ies and help to
 explain th

e
 success o

f 
solidarity g

ro
u

p
 lending, w

hich is based on m
utual accountability and trust. 
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A
s o

f D
e

ce
m

b
e

r 31. 
1991. in Latin A

m
e

rica
 alone. an estim

ated 1
2

0
 

p
ro

g
ra

m
s have le

n
t $

8
0

 m
illion through solidarity g

ro
u

p
 m

ethods. A
C

C
IO

N
 

International and Initiatives such a
s th

e
 U

.S
. A

g
e

n
cy fo

r International 
D

e
ve

lo
p

m
e

n
t's P

IS
C

E
S

 study helped to
 popularize th

e
 solidarity group 

lending approach; th
is m

o
d

e
l is n

o
w

 being adopted by local N
G

O
s. m

a
n

y o
f 

w
h

ich
 are n

o
t directly affiliated w

ith A
C

C
IO

N
. O

rganizations e
ngaged in 

S
G

P
s va

ry from
 foundations th

a
t conduct g

ro
u

p
 lending operations in 

addition to
 other socially related program

s to
 N

G
O

s dedicated exclusively to
 

im
plem

enting solidarity groups. T
hese program

s have attained varying 
d

e
g

re
e

s o
f financial sustainability and d

e
ve

lo
p

m
e

n
t im

pact. 

A
C

C
IO

N
 International affiliates lend to

 solidarity g
ro

u
p

s in 1
0

 countries. 
including the U

nited S
tates. In

 1991. A
C

C
IO

N
 affiliate g

ro
u

p
 lending reached 

a
lm

o
st 65.000 borrow

ers. w
ith $

3
9

 m
illion; the average loan size p

e
r group 

m
e

m
b

e
r w

a
s $284. A

lthough A
C

C
IO

N
 International w

a
s fo

u
n

d
e

d
 in 1961. its 

concentration on solidarity group lending em
erged during the 1980s. B

eginning 
w

ith
 group lending to

 tricycle venders in the D
om

inican R
epublic adm

inistered 
by the F

undacion D
om

inicana de D
esarrollo. the solidarity group m

ethodology 
h

a
s g

ro
w

n
 increasing popular. A

s p
ro

g
ra

m
s h

a
ve

 m
atured. im

plem
enting 

organizations can p
o

in
t to

 increasingly predictable results in th
e

 la
tte

r p
a

rt 
o

f th
e

 1980s. S
everal o

f th
e

 A
C

C
IO

N
 International affiliates also lend to

 
individual borrow

ers. w
h

e
re

a
s so

m
e

 affiliates. not discussed here. lend to
 

individual borrow
ers exclusively. 

B
. A

C
C

IO
N

 IN
T

E
R

N
A

T
IO

N
A

L
 S

O
L

ID
A

R
IT

Y
 G

R
O

U
P

 A
F

F
IL

IA
T

E
S

 

A
m

o
n

g
 th

e
 countries w

here A
C

C
IO

N
 affiliates operate solidarity groups. 

th
re

e
 country program

s w
ill b

e
 highlighted to

 d
e

m
o

n
stra

te
 th

e
 perform

ance 
a

n
d

 im
p

a
ct o

f th
e

 solidarity group m
ethodology (B

olivia. C
o

lo
m

b
ia

. and 
G

uatem
ala). T

h
e

se
 p

ro
g

ra
m

s h
a

ve
 been selected fo

r discussion because all 
three: 

• 
E

xtend a significant share o
f th

e
ir portfolio through g

ro
u

p
 lending;' 

• 
H

a
ve

 a stable perform
ance tra

ck record o
f th

re
e

 ye
a

rs o
r m

ore; 
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• 
O

p
e

ra
te

 o
n

 a sign
ificant sca

le (a
ctive

 portfolio g
re

a
te

r th
a

n $
1 m

illion); 

• 
H

a
ve

 a
tta

in
ed se

lf-sufficiency
; and 

• 
D

e
m

o
n

stra
te d

ive
rse

 institutional arra
n

g
e

m
e

nts. 

B
o

x 3 p
re

se
n

ts a b
rie

f description o
f th

e
 o

rg
a

n
iza

tio
n

a
l fe

a
tu

re
s o

f e
a

ch
 o

f 
th

e
 th

re
e

 p
ro

g
ra

m
s. B

o
x 4 p

re
se

n
ts co

m
p

a
ra

tive
 statistics fo

r th
e

se
 p

roje
cts. 

w
h

ich
 are d

iscu
sse

d
 below

: 

B
O

X
 3 

tr\:':'};:::,;~~',;,:,:,,: J
I.C

C
IO

N
 IN1eRNA110NAL AFFII:'IA T

E
'P

R
O

G
R

A
M

S
 , 

riA~F~I~9iI;)EIMB~87):F~'~d8~lon p~ra 18 P
rom

oclon y D
esarrollo de 

" 
.:. 

-.,.. 
, 

.-
. 
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1
. C

lien
t C

h
a

ra
cte

rlst.lcs 

B
O

X
 4 

10,471 ... 
19,901' 

.52%
 

14,~,1.41·:·. .... 
. 

'4,5.61.nrs.::::-:,::".: 
":4:g:j/:::;-

. 

B
o

rro
w

e
rs are involved in a w

ide array o
f econom

ic activities ranging from
 

furniture to
 clothing m

anufacturing, 
equ

ipm
ent repair, 

restaurants, 
and 

street vending. O
f the three country program

s analyzed, m
anufacturing 

activities engaged about one-third o
f the borrow

ers w
ith th

e
 rem

aining tw
o

th
ird

s participating in com
m

erce (for exam
ple, m

arket venders) o
r service 

enterprises (for exam
ple, restaurants o

r barbers). T
his sectora

l distribution 
parallels the population o

f enterprises in th
e

 inform
al sector. C

ontrary to
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w
id

e
ly held m

isconceptions, 
solidarity group lending is n

o
t specifically 

designed fo
r m

a
rke

t venders and strong d
e

m
a

n
d

 is also e
xp

re
sse

d
 by sm

a
ll 

m
anufacturers a

n
d

 service firm
s. O

n average, 58 percent o
f all clients w

e
re

 
w

o
m

e
n

 borrow
ers, although th

e
 rate o

f w
o

m
e

n
's participation varied fro

m
 71 

p
e

rce
n

t in B
olivia to

 35 percent in G
uatem

ala. T
h

e
 high rate o

f participation 
b

y w
o

m
e

n
 in B

olivia Is attributed to
 th

e
 explicit g

o
a

l o
f th

a
t p

ro
g

ra
m

 to
 re

a
ch

 
th

e
 poorest o

f th
e

 econom
ically active. 

2
. 

L
o

a
n

 F
e

a
tu

re
s 

T
h

e
 a

ve
ra

g
e

 loan size fo
r a n

e
w

 solidarity group m
e

m
b

e
r w

a
s $180, ranging 

fro
m

 $
8

7
 to

 $250. A
lm

o
st all loans w

e
re

 extended fo
r w

orking 
capital 

purposes; in C
olom

bia less th
a

n
 1 percent o

f th
e

 value o
f loans e

xte
n

d
e

d
 

a
m

o
n

g
 affiliates w

a
s fo

r fixed asset acquisition. L
o

a
n

s w
e

re
 m

a
d

e
 available 

fo
r ve

ry short term
s. w

ith
 the a

ve
ra

g
e

 loan term
 available fo

r th
re

e
 to

 six 
m

onths; loan te
rm

s begin ve
ry short (as little as one m

onth) and are e
xte

n
d

e
d

 
w

ith each subsequent loan. 

In
te

re
st rates varied significantly across program

s, reflecting in p
a

rt th
e

 
different econom

ic and m
onetary environm

ents. W
h

e
n

 exam
ining the nom

inal 
in

te
re

st rate, it is im
p

o
rta

n
t to

 consider th
is rate relative to

 inflation. A
m

o
n

g
 

th
e

 th
re

e
 

p
ro

g
ra

m
s 

e
xa

m
in

e
d

. 
in

te
re

st 
ra

te
s 

w
e

re
 

p
o

sitive
 

e
ve

n
 

in 
e

n
viro

n
m

e
n

ts w
here th

e
 governm

ent-established com
m

ercial 
rate w

a
s 

negative. T
ypically, the effective interest rates incorporate ch

a
rg

e
s fo

r 
additional training and technical assistance services. In C

olom
bia, interest 

rates w
e

re
 42 percent (1990 a

n
n

u
a

l inflation o
f 27 percent), w

h
e

re
a

s in 
G

u
a

te
m

a
la

 effective interest rates w
e

re
 45 percent p

e
r a

n
n

u
m

 (annual 
inflation 30 percent). A

t first glance, these rates m
a

y a
p

p
e

a
r high co

m
p

a
re

d
 

w
ith standard com

m
ercial interest rates in stable econom

ies. H
ow

ever, a
s 

th
e

 strong d
e

m
a

n
d

 fo
r th

e
se

 credits dem
onstrate, th

e
se

 in
te

re
st rates are 

affordable given th
e

 productivity o
f the m

icroenterprise borrow
ers. 

3
. 

B
o

rro
w

e
rs R

e
a

ch
e

d
 

T
h

e
 n

u
m

b
e

r o
f new

 borrow
ers fo

r 1991 ranged fro
m

 3,635 in G
u

a
te

m
a

la
 

to
 20.851 in C

olom
bia. T

h
e

se
 n

e
w

 borrow
ers jo

in
e

d
 the active n

u
m

b
e

r o
f 

clients of nearly 20,000 in B
olivia, 33,000 borrow

ers in C
olum

bia, and nearly 
9

,5
0

0
 borrow

ers in G
uatem

ala. T
he A

C
C

IO
N

 affiliates have been grow
ing 

a
t an 

im
pressive rate. 

F
o

r th
e

 last three years, 
the n

u
m

b
e

r o
f a

ctive
 

borrow
ers g

re
w

 a
t an average annual rate o

f 62 percent. (T
he n

u
m

b
e

r o
f 

borrow
ers nearly doubled in three years). T

his dram
atic grow

th in n
u

m
b

e
rs 

w
a

s a
cco

m
p

a
n

ie
d

 b
y th

e
 increase in

 field offices o
r local affiliates th

ro
u

g
h

 
w

h
ich

 th
e

 p
ro

g
ra

m
s extended its services. T

he affiliates exam
ined anticipate 

th
a

t th
e

y w
ill m

aintain significant grow
th fo

r th
e

 n
e

xt fe
w

 years, g
ive

n
 th

e
 

u
n

m
e

t dem
and fo

r th
e

ir services and th
e

 standardized field delivery system
 

w
h

ich
 can b

e
 easily replicated in field offices. 

3
4

 



5. 
P

o
rtfo

lio
 G

ro
w

th
 

T
h

e
 annual volum

e o
ffu

n
d

s lent ranged from
 $14.8 m

illion in B
o

livia
 to

 $
5

.9
 

m
illion in G

uatem
ala. T

h
e

 vo
lu

m
e

 o
f funds le

n
t h

a
s been increasing at a rapid 

clip, w
ith

 the 1991 loans m
ore th

a
n

 double th
a

t o
f 1

9
9

0
 in

 B
olivia. T

h
e

 active 
portfolio a

t end 1991 w
a

s $4.5 m
illion in B

olivia, and $
4

.0
 m

illion in C
olom

bia, 
w

ith
 th

e
 G

u
a

te
m

a
la

 affiliate portfolios around $1.5 m
illion. P

ortfolio turnover, 
although traditionally a m

easure o
f operational efficiency, ranged fro

m
 3 to

 
6 reflecting th

e
 sh

o
rt m

aturities and diverse trends. W
ith th

e
 projections fo

r 
portfolio grow

th, th
e

se
 program

s w
ill fa

ce
 a

n
 increasing need to

 raise 
sufficient capital to

 m
e

e
t th

e
ir lending targets. 

6. 
R

epaym
ent R

ates 

R
e

p
a

ym
e

n
t perform

ance fo
r th

e
 A

C
C

IO
N

 affiliates can be analyzed using 
tw

o
 criteria. 

Loan defaults, th
e

 value o
f uncollectible loans w

ritten off 
expressed as a percentage o

f the active portfolio, w
e

re
 negligible o

r less than 
a q

u
a

rte
r o

f a percent in all program
s. F

o
r exam

ple, in B
olivia, the default rate 

w
a

s less th
a

n
 0.1 

percent w
ith only $

5
0

0
 w

ritten-off out o
f a total active 

portfolio o
f $2

.5 m
illion. In

 C
olom

bia, th
e

 default rate w
a

s also ve
ry lo

w
 at 0.2 

percent. A
rrears, th

e
 rate o

f p
a

ym
e

n
ts outstanding m

o
re

 than 30 days 
expressed as a percentage o

f th
e

 portfolio, ranged across country settings 
fro

m
 a 1990 average of 8 percent in G

u
a

te
m

a
la

 and 4 percent in C
olom

bia. 
B

olivia, w
hich has established a "total quality" co

m
m

itm
e

n
t fo

r on-tim
e 

repaym
ent, has less than 1 percent o

f its total portfolio in arrears. T
h

e
 lo

w
 

default rate is considered exceptional w
hen com

pared w
ith com

m
ercial 

b
a

n
ks in general and O

F
ls in particular. 

C
. A

C
C

IO
N

 IN
T

E
R

N
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T
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L
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E

R
F

O
R

M
A

N
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1. 
F

inancIal P
erform

ance 

D
espite th

e
 sim

ilarity in m
ethodologies used by the A

C
C

IO
N

 International 
affiliates, an analysis o

f recent audited financial statem
ents o

f th
e

 program
s 

indicates considerable variation
. B

o
x 5 presents a financial analysis o

f th
e

 
affiliates exam

ined, highlighting one program
 p

e
r country. D

espite th
e

ir 
sim

ila
r m

ethodologies, th
e

 program
s h

a
ve

 adopted quite distinct financial 
strategies. B

olivia's P
R

O
D

 E
M

 and G
E

N
E

S
IS

 E
m

presarial o
f G

u
a

te
m

a
la

 
h

a
ve

 adopted a ve
ry conservative capital structure w

ith capital to
 a

sse
t ratios 

o
f 5

0
 percent and 90 percent. A

C
T

U
A

R
/B

ogota, o
n

 th
e

 o
th

e
r h

a
n

d
, h

a
s 

borrow
ed a substantial share of the fu

n
d

s available fo
r lending, w

ith
 a capital 

adequacy ratio o
f 8 percent. U

nlike th
e

 other A
C

C
IO

N
 affiliates exam

ined 
here, 

A
C

T
U

A
R

 
B

o
g

o
ta

's 
capital 

structure 
m

o
re

 
closely 

re
se

m
b

le
s 

a 
com

m
ercial bank, w

hich w
ould typically have capital 

levels b
e

tw
e

e
n

 4 
p

e
rce

n
t and 1

0
 percent. 
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B
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X
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... , ..... )
. 

·\$.~:~
t·t .. > .,::: .. 

"'1.3%
' ',' 

3.1'%
". " 

:2 .. 4~i:;;:::.: 
.·;:5·.0%

'::;···· 
2:2
~
 . 

-:'::.::;' 

0;4%
 

" 
:·

2.Q
%

··· 

li~~iW~:t:~i;i41~;:ilA·~~tteliable. com
parable data. aUdjte(j:~~tements from

', 

;:':i:t;;~~r~~~ree~~~~
,~~~~~~~was used: P

rodem
 o

f B
olivia. (:1 ~), G

enesis
: 

;::; 
(1990), and A

ctuar B
ogota or·C

9iO
riibl8 (1991) . 

.. "
'''' .... :c···'''·· ... , ........... ;;." •. _, .... 'iA

'A
m

A
ntror B

olivia includes a non·ca~h
tranSa~ion for

. 
l;t?;r:b:~':;I'ri:l-i~.~lAI"ildfss·JEl!ns·sljOUlateld in B

olivian
'accountlng gU

id$l1nes. T
his 

.. 
nAi'~I"Itofthe average portfolio w

ould result in a m
O

dest
·' 

Ei::frmrp~ .. 'fclnt[e nm
nlr"i:lrri·frlr1990. To arrive at reasoriably com

pa;abie num
bers, .. 

'td;;:A
lhiS:ilQ

O
O

l.llitilnc
,treatm

ent has not been included here. 
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A
ll organizations exam

ined are n
o

n
p

ro
fit institutions, and it should be no 

su
rp

rise
 th

a
t these organizations h

a
ve

 n
o

t so
u

g
h

t to
 attain h

ig
h

 profit levels. 
T

h
e

 return on ye
a

r-e
n

d
 assets o

f 3-9 p
e

rce
n

t are n
o

t in
co

n
siste

n
t w

ith th
e

 
organizations' goals. H

ig
h

e
r levels o

f returns, how
ever, w

o
u

ld
 a

llo
w

 th
e

se
 

p
ro

g
ra

m
s to

 finance th
e

ir ow
n grow

th. 

W
h

e
n

 exam
ining revenues and costs, th

e
re

 is co
n

sid
e

ra
b

le
 difference 

betw
een th

e
 analysis o

n
 an average portfolio basis co

m
p

a
re

d
 w

ith the basis 
o

fto
ta

llo
a

n
s disbursed. T

h
is difference is driven by th

e
 rapid tu

rn
o

ve
r o

fth
e

 
sh

o
rt w

o
rkin

g
 capital loans and by th

e
 relatively lo

w
e

r -th
a

n
-a

ve
ra

g
e

 portfolio 
va

lu
e

 a
t ye

a
r's e

n
d

.' E
ven w

h
e

n
 adjusting fo

rth
e

 lo
w

 year-end portfolio, total 
revenues expressed as a percentage o

f average portfolio ranged fro
m

 33-
6

8
 p

e
rce

n
t co

m
p

a
re

d
 w

ith average costs o
f 28-58 p

e
rce

n
t o

f the average 
portfolio. 

W
h

e
n

 com
paring these program

s, co
n

sid
e

r th
a

t A
C

T
U

A
R

 B
o

g
o

ta
 has 

b
ro

ke
n

 o
u

t its training revenues. A
lthough training revenues w

e
re

 fa
r less 

th
a

n
 in

te
re

st incom
e, greater training expenses are likely to

 explain w
hy 

A
ctu

a
r B

o
g

o
ta

's o
th

e
r costs w

e
re

 g
re

a
te

r th
a

n
 th

a
t o

f th
e

 o
th

e
r program

s. 
F

urther, unlike th
e

 o
th

e
r p

ro
g

ra
m

s exam
ined, A

C
T

U
A

R
 B

o
g

o
ta

 is paying 
su

b
sta

n
tia

l finance charges fo
r its borrow

ed funds. F
inancial costs rose to

 
21 p

e
rce

n
t o

f th
e

 va
lu

e
 o

f the portfolio. T
h

e
 o

th
e

r program
s, w

h
ich

 have 
relied on donations to

 capitalize th
e

ir loan fund, h
a

ve
 n

o
t h

a
d

 significant 
financial costs (1-5 percent). T

ypically, th
e

 difference b
e

tw
e

e
n

 th
e

 interest 
e

a
rn

e
d

 and interest paid constitutes a sp
re

a
d

 available to
 lending institutions 

to
 co

ve
r th

e
ir operating expenses, loan losses, and profits. T

h
e

 spreads 
e

a
rn

e
d

 by th
e

se
 program

s, 10-29 percent, reflected th
e

 operating costs 
a

sso
cia

te
d

 
w

ith
 th

is le
n

d
in

g
 

m
ethodology. 

F
o

r P
ro

d
e

m
 

a
n

d
 

G
e

n
e

sis 
E

m
presarial, th

is spread is likely to
 narrow

 as th
e

 p
ro

g
ra

m
s raise funds fo

r 
on-lending requiring financial obligations. 

A
lth

o
u

g
h

 th
e

re
 is significant variation in the revenue and cost structures 

w
h

e
n

 considered a
s a percentage o

f th
e

 average portfolio, th
e

 program
s 

a
p

p
e

a
r m

ore alike w
hen revenues and costs are considered a

s a percentage 
o

f d
o

lla
rs lent. Interest incom

e rem
ained at 5.3-5.4 percent, and personnel 

co
sts h

o
ve

re
d

 around 3.5 percent p
e

r u
n

it lent. N
evertheless, several of th

e
 

p
o

in
ts noted in the a

ve
ra

g
e

 portfolio analysis rem
ain. C

olom
bia'S

 co
st o

f 
fu

n
d

s w
a

s substantially higher, and its n
e

t finance m
argin (or interest 

re
ve

n
u

e
s less in

te
re

st costs) w
a

s negligible, indicating th
e

 im
p

o
rta

n
ce

 o
f 

o
th

e
r revenues to

 the organization. 

T
h

e
 a

ve
ra

g
e

 portfolios w
a

s d
e

te
rm

in
e

d
 b

y su
m

m
in

g
 th

e
 1

9
6

9
 a

n
d

 1
9

9
0

 
ye

a
r-e

n
d

 
p

o
rtfo

lio
s a

n
d

 d
ivid

in
g

 b
y tw

o. T
h

is aritm
etic a

ve
ra

g
e

 w
a

s m
isle

a
d

in
g

 b
e

ca
u

se
 th

e
 ye

a
r

e
n

d
 p

o
rtfo

lio
 is lo

w
e

r th
a

n
 the portfolios va

lu
e

s o
f th

e
 o

th
e

r m
o

n
th

s a
s p

ro
g

ra
m

s o
fte

n
 

cu
rb

 th
e

 vo
lu

m
e

 o
f their le

n
d

in
g

 during th
e

 C
hristm

as se
a

so
n

 a
n

d
 m

a
n

y lo
a

n
s co

m
e

 d
u

e
 

a
t ye

a
r end. T

o
 a

d
ju

st fo
r th

is pattern, th
e

 va
lu

e
 o

f th
e

 lo
a

n
 p

o
rtfo

lio
 w

a
s ca

lcu
la

te
d

 to
 

In
clu

d
e

 lo
a

n
s o

u
tsta

n
d

in
g

 a
n

d
 b

a
n

k d
e

p
o

sit b
a

la
n

ce
s (b

u
t n

o
t cash a

cco
u

n
ts). 
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G
iven th

e
 variety o

f th
e

 cost structures of these program
s, it is difficult to 

arrive at a
n

y particular conclusions o
r recom

m
endations. 

R
ather, it is 

im
pressive to

 consider th
e

 different financial picture presented by these 
audited statem

ents. 
F

urther 
analysis 

m
ight indicate how

 the financial 
strategies o

f these organizations influence th
e

ir revenue and cost profiles. 

2
. P

ro
g

ra
m

 Im
p

a
ct 

T
o

 describe program
 im

pact, d
a

ta
 has been provided from

 the S
olidarity 

G
ro

u
p

 A
sso

cia
tio

n
 

in 
C

olom
bia, 

a
n
~
 

fro
m

 
P

R
O

S
E

M
 

and 
G

E
N

E
S

IS
 

E
m

presarial o
f G

uatem
ala. M

eaningful im
pact m

easurem
ents, particularly 

w
hen com

paring data from
 m

ore than one country based on different 
m

ethods o
f analysis, can be problem

atic. N
evertheless, these studies point 

to
 th

e
 considerable benefits accruing to

 program
 participants. 2 T

h
e

 im
p

a
ct 

study in C
olom

bia w
as draw

n from
 a sam

ple of 1
9

2
 groups, or 658 active 

borrow
ers w

ho participate in 15 o
f the affiliated organizations. T

he sam
ple 

o
f th

e
 G

uatem
alan program

s w
as 290 o

r approxim
ately one-third o

f all 
borrow

ers. 

A
 sum

m
ary o

f th
e

 im
pact findings is show

n below
. 

• 
S

a
le

s In
co

m
e

: 

C
o

lo
m

b
Ia

: T
w

o-thirds o
f clients interview

ed increased th
e

ir sales by 
m

ore than 30 percent since joining the program
, and m

ore than h
a

lf o
f 

total clients had doubled their sales volum
e. O

f those rem
aining, one 

quarter registered a m
arginal sales increase only. 

G
u

a
te

m
a

la
: T

he m
ajority of all participants registered significant increases 

in th
e

ir m
onthly sales. P

rior to participation in the program
, 63 percent o

f 
all borrow

ers had m
onthly sales o

f less than $300. F
ollow

ing a second o
r 

third loan, few
er than 46 percent o

f all borrow
ers had sales below

 $300. 
O

n the o
th

e
r hand, the share of participants w

ith m
onthly sales incom

e 
o

f $
3

0
0

 to $1,100 increased from
 2

5
 percent o

f all participants to
 38 

percent. T
hese sales increases are a significant im

provem
ent fo

r th
e

 
client target population. 

• 
In

ve
stm

e
n

t: 

C
o

lo
m

b
Ia

: B
efore joining the program

, 77 percent o
f all clients had fixed 

assets that averaged $600. 
T

hrough the program
, 2

2
 p

e
rce

n
t fully 

doubled th
e

ir fixed assets, and 5 percent increased th
e

ir assets by m
ore 

than one half. 

G
u

a
te

m
a

la
: O

nly m
inor changes w

ere registered in investm
ent levels. 

T
his m

ay be explained by the early evaluation w
hich w

as conducted 

2 
"E

va
lu

a
cio

n
 d

e
 Im

p
a

cto
 d

e
 L

o
s P

ro
g

ra
m

a
s d

e
 G

ru
p

o
s S

o
lid

a
rio

s e
n

 C
o

lo
m

b
ia

.· 1
9

9
0

; 
"A

n Im
p

a
ct E

va
lu

a
tio

n
 o

f th
e

 M
icro

b
u

sin
e

ss P
ro

m
o

tio
n

 P
ro

je
ct •• G

u
a

te
m

a
la

. M
a

y 1
9

8
9

. 
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follow
ing only nine m

onths of operations. In th
a

t period, th
e

 percentage 
o

f participants w
ith less than $300 in assets decreased fro

m
 74-69 

percent, 
w

ith th
o

se
 w

ith 
greater than $1,000 increasing from

 6-10 
percent. 

• 
H

o
u

se
h

o
ld

 B
e

n
e

fits: 

C
o

lo
m

b
ia

: P
rior to

 entering th
e

 program
, n 

percent of all households 
h

a
d

 incom
e approxim

ating tw
ice the m

inim
um

 w
a

g
e

 (including incom
e 

fro
m

 all household w
age eam

ers.) T
hrough th

e
ir participation, 30 percent 

increased household incom
e by a

t le
a

st h
a

lf again to
 th

re
e

 tim
e

s th
e

 
m

in
im

u
m

 w
age. H

ousehold in
co

m
e

 w
a

s raised by 10-50 p
e

rce
n

tfo
r m

ore 
th

a
n

 60 percent o
f all clients. F

o
r all participants th

is in
cre

a
se

d
 in

co
m

e
 

translated to
 concrete benefits fo

r participants. O
f th

o
se

 questioned, 23 
percent directed the rise in household incom

e to
 increase th

e
ir food 

intake, and 10 percent m
ade hom

e im
provem

ents. 

G
u

a
te

m
a

la
: S

im
ila

r patterns are present in G
uatem

ala. O
ve

r th
e

 nine 
m

o
n

th
s exam

ined, the percentage o
f h

o
u

se
h

o
ld

s w
ith in

co
m

e
 o

f less 
than $100 w

a
s reduced fro

m
 40 percent o

f all participants to 28 percent, 
w

ith the households w
ith less than $200 decreasing fro

m
 74 p

e
rce

n
t o

f 
all participants to

 66 percent. T
h

e
 share o

f households earning betw
een 

$200 and $300 ro
se

 from
 17 percent o

f the total to
 23 percent. O

n
ce

 
again, th

e
 u

se
 o

f household in
co

m
e

 varied significantly b
y gender. 

W
o

m
e

n
 w

ere m
ore likely to

 support household food consum
ption (20 

percent w
om

en to
 10 percent o

f m
en), w

h
e

re
a

s m
en w

e
re

 n
e

a
rly tw

ice
 

as likely to
 increase these business investm

ents than w
om

en, by 60-37 
percent. 

• 
A

d
d

itio
n

a
l B

e
n

e
fits: R

educed R
eliance on M

oneylenders: 

C
o

lo
m

b
ia

: In addition to
 the program

 im
pact described above, clients 

also 
reduced 

th
e

ir dependence 
on 

m
oney lenders. 

O
n

 joining th
e

 
p

ro
g

ra
m

 one h
a

lf o
f all 

m
arket venders h

a
d

 financing fro
m

 
m

oney 
lenders. T

h
is incidence o

f n
o

n
p

ro
g

ra
m

 credit fell to
 29 p

e
rce

n
t o

f all 
clients, reducing financial costs fo

r a significant share o
f all borrow

ers. 

G
u

a
te

m
a

la
: C

lients in G
u

a
te

m
a

la
 also reduced th

e
ir reliance o

n
 m

oney 
lenders. A

t the tim
e

 o
f th

e
ir first loan, 60 percent o

f th
e

 m
a

rke
t ve

n
d

e
r 

clients registered th
a

t th
e

y w
ere presently borrow

ing 
at ch

a
rg

e
s o

f 
g

re
a

te
r than 20 percent a m

onth. W
ith

in
 o

n
e

 year, all ve
n

d
e

rs w
ere 

paying less than 5 percent a m
onth. 

D
. S

O
L

ID
A

R
IT

Y
 G

R
O

U
P

 L
E

N
D

IN
G

 IN
 A

S
IA

 A
N

D
 A

F
R

IC
A

 

1
. A

sia
 

G
ra

m
e

e
n

 B
a

n
k: T

he G
ram

een B
ank of B

angladesh stands o
u

t a
s the m

o
st 

significant p
e

e
r g

ro
u

p
 lending program

 in th
e

 w
orld. It is significant b

e
ca

u
se
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o
f its size

 (see b
o

x 6), w
ell-honed field deliv&

ry m
ethods, a

n
d

 charism
atic 

leadership, and its efforts to
 dissem

inate its lending m
e

th
o

d
o

lo
g

y to
 o

th
e

r 
countries. T

h
e

 G
ram

een B
ank began as an experim

ental project o
f th

e
 

C
hittagong U

niversity in
 1976. B

ased on th
is initial experience, the bank w

a
s 

established in 1
9

8
3

 w
ith governm

ent support. T
oday, th

e
 G

ra
m

e
e

n
 B

a
n

k is 
m

ajority privately ow
ned, w

ith
 its m

e
m

b
e

r borrow
ers th

e
 la

rg
e

st sh
a

re
h

o
ld

e
r 

group. 

B
O

X
6

 

~nL'·""II~",I'I B
A

N
K

 . JULY 1991'~:' 
" 

Memb~rs' 
W

o
m

e
n

's participation 

B
ranches 

A
verage loan size 'p

e
r b

o
rro

w
e

r 

E
ffective in

te
re

st ra
te

 

O
utstanding portfolio 

T
otal disbursem

ents 

S
aV

ings (group a
n

d
 e

m
e

rg
e

n
cy funds) 

D
elinqiJencyb 

. D
e

fa
u

lt 
, 

" ...... ~
+
.
+
,
.
.
-
,
.
.
-
-
-

. 
-. 

':\.-
'<:>UIII"'Q,~.I:1'" c~mul.atiVe sta

te
m

e
n

t N
o

.1
: 138, Ju

ly 22, 1
9

9
1

. A
ctive

 
cu

m
u

la
tive

· d
isb

u
rse

m
e

n
ts 

le
ss 

cu
m

u
la

tive
 

housing a
n

d
 S

ID
E

 portfolio. 

u'~:Mcy)sCt~fin~d a
sth

e
 p~rceilt~g~ a

m
o

u
n

t overdue after l' ~i~~f} 
defined· as p

e
rce

n
ta

g
e

 a
m

o
u

n
t o

ve
rd

u
e

 a
fte

r 2 years, for 
::is

,little ,h
o

p
e

 o
f col.lection •. T

h
e

 default ra
te

 is ske
w

e
d

 
h

"':'''':'<':U
IJ .. .1, 

." .
.
 i tlt 

b
yo

n
e

ib'he (R
ang pur) w

ith 16 percent ofthetot~1 m
e

m
b

e
rsh

ip
 

a
'default'ra

te
 of 6.1 

percent. B
y e'X

'cludlng this o
n

e
 zone, th

e
 

·"·':'~"i~~;;;;''''·...,; 'defal:Jlt rate fo
r th

e
 rem

aining zo
n

e
s w

o
u

ld
 be 0.6 percent.;· 

T
h

e
 G

ra
m

e
e

n
 B

a
n

k's operations are extensive. In 1988 th
e

 bank e
m

p
lo

ye
d

 
7

,0
2

6
 sta

ff m
em

bers, 78 percent o
f w

hich w
e

re
 located in regional b

ra
n

ch
 

offices, w
ith only 1

0
 percent based in the capital city headquarters. T

h
e

 bank 
h

a
s dem

onstrated its capacity to m
anage rapid grow

th, having grow
n fro

m
 

1
5

2
 to

 886 branch offices by July 1991
. W

ith the gro
·ith

, the B
a

n
k has 

continued to decentralize its operations, w
ith all loan decisions being m

a
d

e
 

at the branch or regional office levels. 
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T
h

e G
ra

m
e

e
n

 B
a

n
k's financial results fo

r 1
9

8
5

-1
9

8
7

 are o
n

 this page. F
o

r 
se

ve
ral reasons, it is difficult to directly com

pare th
e

 financial p
ro

file
 o

f th
e

 
G

ra
m

e
e

n
 B

a
n

k w
ith those o

f th
e

 A
C

C
IO

N
 p

ro
g

ra
m

s d
iscu

sse
d

 e
a

rlie
r. F

irst, 
th

e G
ra

m
e

e
n

 B
a

n
k's capital to asset ratio is m

ore in lin
e w

ith
 com

m
ercial 

banking conventions, b
u

t is lo
w

 even by those standards. T
h

e profitability o
f 

th
e

 G
ram

een B
a

n
k is also ve

ry low
. F

o
r a nonprofit organization

, su
ch

 
returns are not particu

larly problem
atic; how

ever. th
is financial strategy 

leaves little room
 fo

r flexibility. 

B
O

X
 7 
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T
h

e
 revenues 

earned 
by the 

G
ram

een 
B

ank, w
h

e
n

 
expressed 

as a 
percentage of the a

ve
ra

g
e

 assets, are n
o

t significantly different than th
a

t o
f 

th
e

 A
C

C
IO

N
 program

s. W
h

a
t is im

portant to
 recognize, how

ever, is th
a

t 
interest e

a
rn

in
g

s fro
m

 the loan portfolio ranged fro
m

 13-17 percent, o
r 

approxim
ately half o

f the interest earnings from
 the loan portfolio generated 

b
y th

e
 A

C
C

IO
N

-affiliated program
s. E

xcluding A
C

T
U

A
R

 B
ogota, w

hich h
a

d
 

sig
n

ifica
n

t training revenues and costs, the total costs o
f the G

ra
m

e
e

n
 B

ank 
p

ro
g

ra
m

 w
ere n

o
t fa

r fro
m

 that o
f the A

C
C

IO
N

 affiliates. T
h

e
 g

re
a

te
r 

personnel costs of the A
C

C
IO

N
 program

s w
ere offset by the h

ig
h

e
r financial 

co
sts born by th

e
 G

ra
m

e
e

n
 B

ank. 

T
h

e
 G

ra
m

e
e

n
 B

ank, like m
o

st financial institutions, d
ra

w
s earnings fro

m
 

portfolio in
ve

stm
e

n
ts in addition to

 interest earnings. In the years exam
ined, 

th
e

 in
ve

stm
e

n
t in

co
m

e
 w

a
s nearly th

e
 sam

e as the in
co

m
e

 from
 interest on 

loans. P
ortfolio in

ve
stm

e
n

t is an im
portant elem

ent to
 th

e
 G

ra
m

e
e

n
 B

a
n

k's 
financial strategy. It should be n

o
te

d
 th

a
t the in

ve
stm

e
n

t portfolio o
f m

o
st 

banks is fu
n

d
e

d
 by th

e
 bank's borrow

ings o
r earnings, w

h
e

re
a

s fo
r th

e
 

G
ra

m
e

e
n

 B
a

n
k an 

im
portant 

sh
a

re
 o

f this in
ve

stm
e

n
t has directly o

r 
indirectly draw

n on donor resources. T
he spread available to cover nonfinancial 

e
xp

e
n

se
s then ranged in the 1

7
-1

8
 percent range; although perm

itting 
G

ra
m

e
e

n
 B

a
n

k to
 cover its operating expenses, such a spread w

o
u

ld
 n

o
t be 

sufficient to
 m

e
e

t the operating costs o
f th

e
 A

C
C

IO
N

 program
s. T

h
e

se
 

differences help to
 explain 

h
o

w
 the G

ram
een 

B
ank and th

e
 A

C
C

IO
N

 
affiliates h

a
ve

 adopted such different strategies fo
rth

e
 price o

f th
e

ir services. 
T

h
e

 G
ra

m
e

e
n

 B
a

n
k offers its services at close to com

m
ercial rates, w

h
e

re
a

s 
rates charged by the A

C
C

IO
N

 affiliates are typically higher. 

T
h

e
 im

p
a

ct attained by th
e

 G
ra

m
e

e
n

 B
ank has been im

pressive. A
 re

ce
n

t 
unpublished study conducted by G

ra
m

e
e

n
's d

o
n

o
r coalition indicated that, 

a
sa

 result o
f participation in the program

, G
ram

een B
a

n
k m

e
m

b
e

rs' average 
h

o
u

se
h

o
ld

 incom
e w

a
s 43 percent higher than the target control g

ro
u

p
's and 

2
8

 p
e

rce
n

t h
ig

h
e

r than th
a

t o
f the average nonbank household in the sa

m
e

 
region. A

fte
r m

o
re

 than a ye
a

r's participation in the G
ra

m
e

e
n

 B
ank, only 48 

p
e

rce
n

t o
f th

e
 G

ra
m

e
e

n
 B

ank households w
ere b

e
lo

w
 th

e
 governm

ent
established poverty line, com

pared w
ith a national average o

f 75 percent. 
T

h
is reduction o

f households below
 the poverty line is closely associated 

w
ith

 th
e

 accum
ulation o

f productive assets th
a

t G
ra

m
e

e
n

 B
ank h

o
u

se
h

o
ld

s 
accrue a

s a result o
f their participation in the bank

3
• 

O
th

e
r P

e
e

r G
ro

u
p

 L
e

n
d

in
g

 O
rg

a
n

iza
tio

n
s in

 A
sia

: N
u

m
e

ro
u

s o
th

e
r 

organizations also conduct peer group lending program
s in A

sia. A
s m

entioned 
earlier, the W

o
rkin

g
 W

o
m

e
n

's F
orum

 w
a

s o
n

e
 o

fth
e

 first organizations to
 use 

th
e

 p
e

e
r group m

ethodology. F
irst established in 1978, the W

orking W
o

m
e

n
's 

F
o

ru
m

 began by serving as an interm
ediary betw

een com
m

ercial b
a

n
ks th

a
t 

w
e

re
 legally m

andated to
 target a sm

all portion o
f their portfolio fo

r lending 

3 
S

e
e

 H
ossain, 1988, fo

r a stu
d

y docum
enting the G

ram
een B

a
n

k experiencies. 
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to
 disadvantaged sectors. T

he program
 w

orks by organizing w
o

m
e

n
 in th

e
 

com
m

unity into groups o
f 10-20 m

em
bers. Loans are m

utually guaranteed 
by all m

em
bers of th

e
 group; if one m

em
ber does not repay th

e
 entire group 

does n
o

t qualify fo
r future loans. B

y 1988, 32,303 m
em

bers had been 
assisted to secure financing w

ith total disbursem
ents reaching $1 m

illion. 
T

h
e

 recovery rate varied across regions from
 87-100 percent. 

T
h

e
 N

epalese P
roduction C

re
d

itfo
r R

ural W
o

m
e

n
 (P

C
R

W
) S

ch
e

m
e

 is ye
t 

another setting w
here a peer group lending m

odel has evolved. W
orking in 

ta
n

d
e

m
 w

ith com
m

ercial banks that provide targeted loans, as o
f 1988 th

e
 

P
C

R
W

 schem
e reached 6,650 borrow

ers w
ith a repaym

ent rate o
f 90 

percent. P
C

R
W

 uses credit as an entry point to organize groups a
s a vehicle 

fo
r social and econom

ic developm
ent. 

G
ram

een D
ialogue, a publication o

f th
e

 G
ram

een B
ank, tra

cks recent 
d

e
ve

lo
p

m
e

n
ts 

o
f 

o
rg

a
n

iza
tio

n
s 

u
sin

g
 

th
e

 
G

ra
m

e
e

n
 

B
a

n
k 

le
n

d
in

g
 

m
ethodologies. T

h
e

 publication notes th
a

t th
e

 Ikhtiar T
rust o

f M
alaysia, 

w
hich began operating in M

alaysia in S
eptem

ber 1987 w
ith G

ram
een B

ank 
technical assistance, is presently undertaking an expansion program

 w
hich 

w
ill allow

 it to expand its m
em

bership to 84,000 households. O
th

e
r efforts to

 
replicate the G

ram
een B

ank experience are in th
e

 P
hilippines, S

ri Lanka, 
B

hutan, and o
th

e
r countries. 

2. 
A

frica
 

P
e

e
r group lending program

s in A
frica are able to d

ra
w

 on th
e

 w
idespread 

practice o
f R

O
S

C
A

s, know
n as tontines o

r susus am
ong other nam

es. 
S

everal developm
ent organizations have introduced group lending schem

es 
m

odeled on these indigenous practices. T
he S

outh A
frican G

e
t A

head 
F

oundation, 
an 

N
G

O
 th

a
t supports 

local 
econom

ic 
developm

ent, 
has 

established a local group lending program
, th

e
 S

tokvel P
rogram

. T
his 

program
 is an adaptation o

f th
e

 traditional stokvel rotating savings groups. 
M

o
re

 th
a

n
 12,000 households have participated in th

e
 program

 since its 
inception five years ago. W

om
en are 92 percent o

f all participants and m
ore 

than half are m
arket venders. A

verage loan size is $175. 

T
h

e
 W

o
m

e
n

's W
orld 

B
anking 

affiliate 
in 

G
h

a
n

a
 

(W
W

B
G

) 
is 

another 
exam

ple. W
W

B
G

 uses su
su

 groups to
 m

obilize savings o
f m

arket w
o

m
e

n
 by 

providing a safe savings facility. S
avings are collected from

 the w
om

en and 
th

e
n

 deposited in a local com
m

ercial bank. W
W

B
G

 splits th
e

 interest 
earnings on the savings account w

ith the w
om

en. T
he saving balances serve 

a
s com

pensatory balance for th
e

 W
W

B
G

 lending program
s. T

h
e

 W
W

B
G

 
operations rem

ain sm
all, w

ith approxim
ately 1

0
0

 savers organized and 6
0

 
lo

a
n

s m
ade by m

id-1991 . 

In recent years, several A
frican initiatives have replicated th

e
 G

ram
een 

B
ank. T

h
e

 m
ost dynam

ic o
f these efforts has been the P

e
o

p
le

's B
ank o

f 
N

ig
e

ria
 (P

B
N

). S
tarting w

ith governm
ent support, in its three years o

f 
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o
p

e
ra

tion the P
B

N
 h

a
s established 1

7
5

 b
ra

n
ch

e
s th

a
t re

a
ch

 8
2

4
 villages. 

T
h

e
 P

B
N

 
offe

rs sa
vin

g
s as w

ell 
as 

cred
it se

rvices, 
and 

pro
vid

e
s its 

d
e

p
o

sito
rs w

ith co
m

p
e

titive savings rates. A
lthough d

ra
w

in
g

 o
n

 th
e

 G
ra

m
e

e
n

 
B

a
n

k m
o

d
e

l, seve
ral a

d
a

p
ta

tio
n

s h
a

ve
 been used. G

roups are la
rg

e
r th

a
n

 
th

o
se

 in th
e

 G
ra

m
e

e
n

 syste
m

 (7
-1

0
 m

e
m

b
e

rs p
e

r g
ro

u
p

 at P
B

N
 co

m
p

a
re

d
 

w
ith 5 m

e
m

b
e

rs p
e

r g
ro

u
p

 a
t th

e G
ra

m
e

e
n

 B
ank). T

h
e P

B
N

 b
e

n
e

fits fro
m

 
g

o
ve

rn
m

e
n

t support, w
ith

 branch o
ffice facilities provided b

y g
o

ve
rn

m
e

n
t 

a
g

e
n

cie
s. R

e
p

a
ym

e
n

t rates, 
how

ever, are b
elow

 th
o

se
 obtained by th

e
 

G
ra

m
e

e
n

 B
a

n
k a

n
d

 o
th

e
r sim

ila
r agencies, w

ith
 on-tim

e re
p

a
ym

e
n

t o
f 8

5
-9

0
 

percent. T
h

e P
B

N
 is p

re
se

n
tly in th

e
 process of estab

lish
in

g a co
m

m
e

rcia
l 

b
a

n
k to

 o
p

e
n

 u
p

 a
cce

ss to
 lo

cal capital m
a

rke
ts a

n
d

 diversify th
e

 financial 
se

rvice
s it can p

ro
vid

e
 to

 its clientele. 

In
 

K
e

n
ya

, 
P

R
ID

E
 

(P
ro

m
o

tio
n

 
o

f R
u

ra
l 

Initia
tive

s 
a

n
d

 
D

e
ve

lo
p

m
e

n
t 

E
nte

rp
rises, Ltd) began introducing th

e
 G

ra
m

e
e

n
 B

a
n

k lending m
e

th
o

d
o

lo
g

y 
in 1989. A

s of A
pril 199

1
, P

R
ID

E
 services e

xte
n

d
e

d
 to

 1,6
0

0
 participants 

w
h

o
 had b

o
rro

w
e

d
 $

4
2

0
,0

0
0

 a
n

d
 saved $

6
4

,0
0

0
. O

n
 the b

a
sis o

fth
e

 P
R

ID
E

 
experience, the K

e
n

ya
 R

ural E
nterprise P

ro
g

ra
m

 (K
R

E
P

), an um
b

re
lla 

organization th
a

t provides technical a
n

d
 financial su

p
p

o
rt to

 lo
ca

l N
G

O
s. h

a
s 

so
u

g
h

t to
 dissem

in
ate th

e
 peer group lending approach a

m
o

n
g

 th
e

 d
iffe

re
n

t 
local N

G
O

S
 th

e
y finance. In

 addition to P
R

ID
E

, th
re

e
 o

th
e

r lo
ca

l K
e

n
ya

n
 

N
G

O
s n

o
w

 o
p

e
ra

te
 G

ra
m

e
e

n
-like

 credit operations (N
C

C
K

. T
ototo; P

C
E

A
, 

C
hogoria; and K

R
E

P
, Jehudi). T

h
e

se
 local N

G
O

s h
a

d
 p

re
vio

u
sly o

p
e

rate
d

 
cre

d
it and te

ch
n

ica
l a

ssista
n

ce
 p

ro
g

ra
m

s using diverse m
ethodologies. 

K
R

E
P

 intends to
 p

ro
m

o
te

 th
e

 p
e

e
r g

ro
u

p
 lending approach a

m
o

n
g

 n
u

m
e

ro
u

s 
o

th
e

r N
G

O
s that h

a
ve

 p
u

rsu
e

d
 o

th
e

r cre
d

it m
e

th
o

d
s w

ith le
ss su

cce
ss. 

" 1989, 
. 

,'. 

1990 

::: 'S
outh A

frfC
a' 

1987 

B
O

X
 8 

:":.;:.;. 

~rDff ' 
",'K

R
E

P
 

M
udZi Fuhd 

G
et A

head 
F

oundation 
S

tokV
el LO

ah 

478 

7,525 

, 
. 

.
.
~
 

• oi 
. P

rogram
 statistJc$ w

ere from
 program

s publlst,e:d in 1991; S
outh A

frica statis1l~:: .. :: 
: :.. 

are from yea, end 1991. L.oan furids for N
igeria, M

alaw
i. and K

enya are cum
ulative

:: 
)i::::: disbursem

entS
. Lcian fU

nds for S
outh Afrjcarepr~ent the ,v8Jue of. ~

e
,actN.,

i) 
:,r:::i::::;:::::~

l
I
o:
,
,
:
 

:, 
' .. , "':" 

... 
·:·:::··r::::: 
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F
inally, th

e
 M

a
la

w
i M

u
d

zi F
u

n
d

 is a
n

o
th

e
r re

ce
n

t initiative to
 re

p
lica

te
 th

e
 

G
ra

m
e

e
n

 B
a

n
k operation. T

h
e

 first years, how
ever, h

a
ve

 p
ro

ve
d

 p
ro

b
le

m
a

tic 
a

s th
e

 lo
ca

l o
rg

a
n

ize
rs a

tte
m

p
t to

 a
d

a
p

t this m
e

th
o

d
o

lo
g

y to th
e

 sp
e

cific 
e

co
n

o
m

ic a
n

d
 cultural settings. D

u
rin

g
 th

e
ir first year, 1990, th

e
 M

u
d

zi F
u

n
d

 
scre

e
n

e
d

 an initial 2
,2

8
5

 groups. H
o

w
e

ve
r, o

n
ly 485 p

e
rso

n
s re

ce
ive

d
 loans, 

w
ith

 to
ta

l first-ye
a

r d
isb

u
rse

m
e

n
ts o

f $130,000. A
d

d
itio

n
a

l G
ra

m
e

e
n

 B
a

n
k 

in
itia

tive
s a

re
 u

n
d

e
rw

a
y in

 S
ie

rra
 Leone, T

ogo, B
u

rkin
a

 F
aso, a

n
d

 E
thiopia. 
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M
.CALLE 

CH
A
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N
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V
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T
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H

E
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O
L
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R
IT

Y
 

G
R

O
U

P
 M

E
T

H
O

D
O

L
O

G
Y

 





T
h

e
 solidarity g

ro
u

p
 m

e
th

o
d

o
lo

g
y h

a
s th

re
e

 m
a

in
 com

ponents: cre
d

it and 
o

th
e

r financial services, training and te
ch

n
ica

l assistance, a
n

d
 th

e
 p

ro
m

o
tio

n
 

o
f organization a

n
d

 social d
e

ve
lo

p
m

e
n

t. A
lthough core fe

a
tu

re
s o

f th
e

 
solidarity g

ro
u

p
 le

n
d

in
g

 approach h
a

ve
 w

ith
sto

o
d

 the te
st o

ftim
e

, program
s 

continue to
 refine and im

prove on existing delivery m
ethods. S

u
ch

 innovations 
are vital fo

r p
e

e
r g

ro
u

p
 lending operations to

 im
p

ro
ve

 m
a

n
a

g
e

m
e

n
t efficiency 

a
n

d
 to g

e
n

u
in

e
ly sa

tisfy th
e

 n
e

e
d

s fo
r se

rvice
 a

m
o

n
g

 th
e

ir clients. F
ie

ld
 

m
e

th
o

d
o

lo
g

ie
s h

a
ve

 been forged through a continual p
ro

ce
ss o

f adaptation
te

stin
g

-d
isse

m
in

a
tio

n
. T

h
e

se
 refinem

ents are vital fo
r th

e
se

 p
ro

g
ra

m
s to

 
re

a
ch

 th
e

ir b
ro

a
d

e
r d

e
ve

lo
p

m
e

n
t goals. P

re
se

n
te

d
 b

e
lo

w
 is a d

iscu
ssio

n
 o

f 
in

n
o

va
tio

n
s th

a
t h

a
ve

 e
m

e
rg

e
d

 at d
ive

rse
 field settings. 

A
. C

R
E

D
IT

 IN
N

O
V

A
T

IO
N

S
 A

N
D

 T
H

E
 IN

T
R

O
D

U
C

T
IO

N
 O

F
 O

T
H

E
R

 
F

IN
A

N
C

IA
L

 S
E

R
V

IC
E

S
 

In
n

o
va

tio
n

s in th
e

 cre
d

it com
ponent h

a
ve

 included n
e

w
 fin

a
n

cia
l services 

a
n

d
 th

e
 adaptation o

f th
e

 credit policies fo
r w

o
rkin

g
 capital loans. 

1
. C

re
d

it P
o

licie
s 

L
o

a
n

 S
ize

 a
n

d
 P

a
yb

a
ck P

o
licy. P

e
e

r g
ro

u
p

 lending sch
e

m
e

s a
lm

o
st 

u
n

ifo
rm

ly fo
llo

w
 th

e
 cre

d
it strategy o

f gradually increasing credit size. E
ven 

a
s th

e
 p

ro
g

ra
m

s g
ro

w
 larger, the basic policy o

f requiring a client to
 fu

lly a
n

d
 

satisfactorily 
cancel 

h
is o

r h
e

r p
rio

r obligation 
before 

qualifying fo
r a 

subsequent lo
a

n
 rem

ains the cornerstone to
 the lending approach. E

xperience 
h

a
s d

e
m

o
n

stra
te

d
 th

a
t w

hen program
s h

a
ve

 deviated fro
m

 th
is b

a
sic policy, 

th
e

 q
u

a
lity o

f th
e

ir portfolio h
a

s declined. 

A
m

o
n

g
 th

e
 A

C
C

IO
N

 affiliates, a live
ly debate e

m
e

rg
e

d
 o

ve
r th

e
 b

e
n

e
fits o

f 
m

a
in

ta
in

in
g

 a strict, uniform
 policy fo

r loan am
ounts a

n
d

 te
rm

s on th
e

 o
n

e
 

hand, a
s o

p
p

o
se

d
 to

 a m
ore flexible, responsive policy th

a
t ta

ilo
rs lo

a
n

 
a

m
o

u
n

ts and te
rm

s to
 th

e
 cash-flow

 requirem
ents o

f th
e

 b
o

rro
w

e
r groups. 

A
 general vie

w
 on th

is debate is em
erging a

t A
C

C
IO

N
, a

n
d

 is reflected by 
th

e
 e

xp
e

rie
n

ce
 o

fth
e

 C
orporacion A

ccion p
o

r la T
olim

a, a
n

 A
C

C
IO

N
 affiliate 

in C
olom

bia. T
h

is p
ro

g
ra

m
 h

a
s adopted a uniform

 lending policy fo
r th

e
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client's first 12 to 18 m
onths of borrow

ing. T
his uniform

 policy establishes 
loan am

ounts, loan periods, and a payback schedule that is applied to all 
businesses regardless of their type and w

orking capital needs. 

A
ll solidarity groups in this program

 begin w
ith a first loan of $80, a second 

loan of $1 00, and an increase of $20 for each subsequent loan. A
ll loans are 

extended for three m
onths and a w

eekly repaym
ent schedule is m

aintained. 
The uniform

ity in term
s is consistent w

ith the practice of the G
ram

een B
ank, 

w
hich extends nearly all loans for the sam

e term
 and repaym

ent schedule
4

• 

F
or both the A

C
C

IO
N

 affiliates and the G
ram

een B
ank, the uniform

 lending 
form

ula has proven beneficial. R
epaym

ent rates have been strong. T
he 

program
s operate in a sim

ple and straightforw
ard m

anner that is w
idely 

understood by staff and clients and easy to adhere to. 

S
everal A

C
C

IO
N

 affiliates have concluded that this initial period of strict 
and uniform

 lending policies is an im
portant training phase, preparing group 

m
em

bers to be responsible borrow
ers. O

vertim
e, the responsible borrow

ing 
behavior establishes a foundation for a m

ore sophisticated lending relationship. 
F

ollow
ing a period of 18-24 m

onths, the credit policy ofthe A
C

C
IO

N
 affiliates 

can becom
e m

ore flexible and responsive, leading to larger loans lent on 
term

s m
ore conducive to the grow

th requirem
ents of the business. T

hese 
larger, longer-term

 loans require greater analysis and deliberation on the 
part of loan prom

oters. T
hrough this m

ethod, the program
 is able to 

concentrate staff tim
e on m

ore com
plete loan analysis until the client proves 

that he can m
aintain a sim

ple regim
en of on-tim

e loan repaym
ents. O

verall, 
this had led to an initial credit policy that is highly inflexible at the outset and 
eventually develops into a flexible credit approach w

ith solidarity groups that 
have proven them

selves to be creditw
orthy. 

U
p

p
er L

o
an

 S
ize L

im
its. A

nother significant credit policy shift pertains to 
upper loan size lim

its. Initially, m
ost S

G
P

s specified an upper lim
it to their 

loan sizes for repeat loans. F
or A

C
C

IO
N

 affiliates, the intention behind the 
upper lim

it w
as to encourage successful borrow

ers, after having borrow
ed 

several loans of gradually increasing size, to graduate to the com
m

ercial 
banking system

. I n an environm
ent w

ith subsidized program
s, it w

as felt that 
the m

ore successful borrow
ers no longer required the subsidy and w

ould be 
prepared to enter the com

m
ercial financing m

arket. A
nd as entrepreneurs 

graduated out of the subsidized m
icrocredit program

s, new
 clients could 

enter the program
, thus extending the developm

ental benefit of credit 
training that w

as 
being provided through the 

program
s for first-tim

e 
borrow

ers. 

4 
The G

ram
een B

ank extends nearly all loans for one year, w
ith w

eekly repaym
ents. th

is
 

longer loan m
aturity reflects the retum

 on assets and debt service capacity o
f G

ram
een 

B
ank-financed activities. In Latin A

m
erica, A

C
C

IO
N

-affiliate borrow
ers typically revolve 

their Inventory m
ore quickly and can handle shorter term

s for w
orking capital loans. 

Fixed assets loans carry different term
s. 
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T
oday, A

C
C

IO
N

-affiliated S
G

P
s no longer have upper loan lim

its for repeat 
loans. The rationale behind loan lim

its slipped aw
ay once program

s becam
e 

self-supporting and no longer relied on lim
ited quantities of subsidized funds. 

O
nce a program

 becom
es subsidy-free, there need be no lim

it to the 
num

bers of people it can reach or the period it can provide services. C
lients 

can elect to seek financing from
 com

m
ercial banks or rem

ain w
ith the 

m
icrocredit program

. C
lients w

ho have borrow
ed repeatedly and have 

dem
onstrated a reliable track record are now

 considered very attractive loan 
candidates. S

G
P

s have responded by creating additional financial services 
(individual w

orking capital 
or fixed 

asset loans) 
to keep these valued 

custom
ers. 

S
creening. The G

ram
een B

ank continues to use a screening m
echanism

 
to lim

it initial access to their loans. P
articipants in the G

ram
een B

ank groups 
m

ust fall w
ithin a specified incom

e level, defined in term
s of land holding (less 

than one half acre.) A
tthe G

ram
een B

ank, the eligibility criteria are intended 
to serve several purposes. A

lthough the credit operations are self-financing, 
there is a shortage of credit available in the rural areas. T

he G
ram

een B
ank 

w
ants to ensure thatthe credit facilities are used by the very poor, for w

hom
 

they are 
intended. 

F
urther, the G

ram
een B

ank has found that poorer 
households are m

ore reliable borrow
ers. T

hrough this upper eligibility level, 
G

ram
een is able to steer its services to clientele it is m

ost fam
iliar w

ith and 
of proved reliability. 

2. F
ixed A

sse
t L

e
n

d
in

g
 

S
olidarity group lending w

as established to m
eet the w

orking capital 
requirem

ents of the m
icroenterprises. A

s explained above, the client typically 
advances in the credit program

 by obtaining larger credit am
ounts w

hile 
gradually expanding its m

arket and production capacity. The process of 
accum

ulating 
capital 

assets 
such 

as 
m

ore 
equipm

ent o
r building 

im
provem

ents can be attained through w
orking capital loans; how

ever, this 
is a slow

 process and 
risks becom

ing sidetracked in the 
case of an 

em
ergency or by one of a thousand com

peting pressures. A
ccess to longer

term
 credit for fixed assets builds capital m

ore quickly and dem
onstrates 

greater likelihood for success. 

M
any A

C
C

I O
N

 affiliates have begun to introduce fixed asset loans. I nitially, 
fixed asset lending w

as undertaken to support associative enterprises" that 
is to purchase com

m
on facilities or equipm

ent for solidarity group m
em

bers. 
F

or exam
ple, a solidarity group com

prised of seam
stresses borrow

ed to 
acquire a single piece of advanced equipm

ent such as a cutting tool or 
button-hole m

aker. In theory, this approach w
as attractive as all m

em
bers 

could use the m
achine, yet each individual seam

stress could not fully utilize 
the m

achine's total capacity. In practice, how
ever, this approach proved 

problem
atic. In m

ost cases, solidarity groups w
ere not com

posed of m
em

bers 
engaged in the sam

e industry. G
roups had difficulty selecting a single piece 

51 



o
f equipm

ent th
a

t w
a

s needed b
y all m

em
bers. A

dequate m
a

in
te

n
a

n
ce

 and 
tim

e-sharing proved problem
atic. O

w
nership and control issues w

e
re

 raised 
w

hen groups disbanded. T
h

e
 requirem

ent to
 u

se
 the fixed a

sse
t credit line 

fo
r com

m
on facilities w

a
s subsequently abandoned. In C

olom
bia, a

s o
f 

D
e

ce
m

b
e

r 31, 1991, th
e

 A
G

S
 had 3

2
4

 fixed asset loans outstanding fo
r a 

total o
f $200,000. Loan te

rm
s averaged o

n
e

 year, w
ith a m

a
xim

u
m

 te
rm

 o
f 

18 m
onths; fu

n
d

s w
e

re
 used to

 purchase equipm
ent. O

f th
e

 borrow
ers, 61 

p
e

rce
n

t w
e

re
 m

anufacturing firm
s. T

he fixed asset loan is extended to
 an 

individual b
o

rro
w

e
r and does n

o
t carry th

e
 guarantee o

fth
e

 solidarity group 
m

em
bers. H

ow
ever, th

e
 solidarity g

ro
u

p
s play an indirect role. T

ypically, a 
m

e
m

b
e

r m
u

st dem
onstrate a borrow

ing history and th
is is often done 

th
ro

u
g

h
 prior group loans. G

roup m
e

m
b

e
rs a

re
 called on to e

n
d

o
rse

 the 
request fo

r the fixed asset loan, even if th
is is n

o
t a full legal g

u
a

ra
n

te
e

 
obligation. S

everal group m
e

m
b

e
rs m

ay qualify fo
r a fixed a

sse
t loan a

t any 
o

n
e

 tim
e. T

h
e

 e
q

u
ip

m
e

n
t itself serves as the loan collateral. R

e
p

a
ym

e
n

t 
perform

ance on th
e

 fixed asset credit lines has m
irrored th

a
t o

f th
e

 w
orking 

capital 
loans. 

F
o

r A
G

S
, 

th
e

re
 has been 

m
inim

al 
delinquency 

in 
loan 

paym
ents (under 5 percent) and not a single loan default. 

3
. S

a
vin

g
s 

S
avings, in th

e
 fo

rm
 o

f group savings o
r e

m
e

rg
e

n
cy funds, have b

e
co

m
e

 
increasingly vital fo

r peer group lending schem
es. In m

ost cases, requirem
ents 

stipulate th
a

t th
e

 borrow
er dem

onstrate th
e

 existence o
f sa

vin
g

s to
 q

u
a

lify 
fo

r financing. T
h

e
 savings are usually held in a savings account in th

e
 n

a
m

e
 

o
f th

e
 group, sim

ila
r to

 the com
pensating balances required b

y com
m

ercial 
lenders. A

lthough interest earnings accrue to
 th

e
 group, g

ro
u

p
 m

e
m

b
e

rs 
m

a
y h

a
ve

 to
 se

e
k perm

ission fro
m

 th
e

 program
 to

 use th
e

 savings. A
m

o
n

g
 

th
e

 A
C

C
IO

N
 p

ro
g

ra
m

s exam
ined, savings com

prise 1
2

-2
4

 p
e

rce
n

t o
f th

e
 

va
lu

e
 o

f th
e

 active portfolio. E
m

ergency fu
n

d
s are typically self-m

anaged by 
th

e
 group. T

h
a

t is, g
ro

u
p

 m
em

bers determ
ine th

e
 a

m
o

u
n

t th
e

ir m
e

m
b

e
rs 

regularly contribute and control intragroup loan disbursem
ents. T

h
e

 G
ram

een 
B

a
n

k and several A
C

C
IO

N
 affiliates m

aintain both savings and e
m

e
rg

e
n

cy 
funds. 

T
h

e
 purpose o

f the savings sch
e

m
e

s have evolved o
ve

r tim
e. Initially, 

sa
vin

g
s w

e
re

 
considered 

part 
o

f a 
strategy to

 
encourage 

e
n

te
rp

rise
 

capitalization. It w
a

s anticipated th
a

t follow
ing a string o

f short-term
 w

o
rkin

g
 

capital loans, borrow
ers w

o
u

ld
 b

e
 able to

 use th
e

ir ow
n accum

ulated savings 
and rely less on borrow

ed funds. F
urther, th

e
 savings fund w

a
s intended as 

a financial cushion th
a

t indirectly served 
as a loan 

guarantee. If loan 
paym

ents w
ere n

o
t forthcom

ing, th
e

 program
 o

r solidarity group m
e

m
b

e
rs 

could liquidate savings to
 co

ve
r such outstanding obligations. 

T
h

e
 savings requirem

ents have becom
e increasingly im

p
o

rta
n

t to
 th

e
 

program
s. A

s th
e

 vo
lu

m
e

 o
f savings h

a
s grow

n, p
ro

g
ra

m
s h

a
ve

 u
se

d
 th

e
se

 
fu

n
d

s a
s a negotiating tool fo

r leverage w
ith local financial institutions. W

ith
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these savings behind them
, the program

s can negotiate m
ore favorable 

te
rm

s fo
r credit lines w

ith
 financial institutions e

a
g

e
r to

 bolster th
e

ir level o
f 

d
e

m
a

n
d

 deposits. In so
m

e
 instances, th

e
se

 savings have been held on 
deposit, serving a

s a source o
f guarantee, th

e
re

b
y opening u

p
 access to

 
com

m
ercial lines o

f financing. 

O
n

e
 e

xa
m

p
le

 o
f a 

successful 
arrangem

ent is th
a

t conducted 
by 

La 
C

orporacion A
ccion p

o
r la

 T
o

lim
a

 in C
olom

bia. In this case, m
e

m
b

e
r savings 

h
a

ve
 reached $25,000. T

h
e

se
 fu

n
d

s h
a

ve
 been deposited w

ith a se
co

n
d

-tie
r 

savings and loan cooperative, U
C

O
N

A
L. O

n the basis o
f the fu

n
d

s deposited, 
this p

ro
g

ra
m

 h
a

s leveraged credit lines fo
r on-lending. Initially U

C
O

N
A

L
 

extended a cre
d

it line fo
r tw

ice
 th

e
 value of th

e
 sa

vin
g

s account. B
a

se
d

 on 
the successful repaym

ent history, th
is a

m
o

u
n

t h
a

s ben increased to
 th

re
e

 
tim

e
s th

e
 level. 

C
lie

n
t sa

vin
g

s a
re

 increasingly central to
 the organization's ability to

 
expand its so

u
rce

 o
f funds a

n
d

 reach m
o

re
 clients. P

rogram
s n

o
w

 recognize 
th

a
t through financial interm

ediation 
II th

a
t is through taking d

e
p

o
sits and 

lending th
e

m
 o

u
t" program

s th
a

t already h
a

ve
 a large n

u
m

b
e

r o
f clients can 

attract fu
n

d
s at lo

w
e

r rates. M
o

st S
G

P
s d

o
 n

o
t have the legal authorization 

to
 a

ct as deposit-taking institutions. Interest a
m

o
n

g
 program

s is grow
ing, 

how
ever, to

 ta
ke

 the n
e

ce
ssa

ry steps to
 satisfy regulatory requirem

ents and 
to

tra
n

sfo
rm

 g
ro

u
p

 lending d
e

ve
lo

p
m

e
n

t program
s into banks. T

h
e

 G
ra

m
e

e
n

 
B

ank, B
angladesh, a

n
d

 B
ancoS

ol (created by P
R

O
D

E
M

) o
f B

o
livia

 are 
e

xa
m

p
le

s o
f group lending program

s th
a

t have endeavored to
 establish 

com
m

ercial banks. A
lso, a S

a
vin

g
s and Loan C

ooperative fo
r solidarity 

groups w
a

s recently established in C
olom

bia. 

T
h

e
 sa

vin
g

s co
m

p
o

n
e

n
t o

f th
e

 program
 h

a
s educated th

e
 institutions th

a
t 

im
p

le
m

e
n

t th
e

 solidarity g
ro

u
p

 program
 and h

a
s served to

 b
ro

a
d

e
n

 th
e

ir 
h

o
rizo

n
s o

f potential sources o
f capital to

 m
e

e
t th

e
ir funds requirem

ents. 
O

riginally, th
e

 savings w
e

re
 vie

w
e

d
 as a sim

ple form
 o

f g
u

a
ra

n
te

e
 fo

r the 
outstanding credit. N

ow
, m

o
st A

C
C

IO
N

 program
 m

a
n

a
g

e
rs have a

d
o

p
te

d
 a 

m
u

ch
 b

ro
a

d
e

r vie
w

 o
f th

e
 role o

f savings. T
h

e
y recognize th

a
t not only do th

e
 

savings serve th
e

 fu
n

ctio
n

s m
entioned above, but in th

e
 long te

rm
 th

e
 future 

viability and grow
th o

f these program
s w

ill depend o
n

 th
e

ir being able to
 

m
obilize savings a

s a source of fu
n

d
s fo

r th
e

ir ow
n lending activities. 

4. 
E

m
e

rg
e

n
cy F

u
n

d
s 

E
m

ergency funds, because they are adm
inistered by the groups them

selves, 
h

a
ve

 n
o

t figured as prom
inently in th

e
 b

ro
a

d
e

r schem
es to

 facilitate program
 

capitalization. T
h

e
y are an im

portant support to th
e

 lending institution by 
ensuring th

a
t clients w

ill be able to
 m

a
ke

 th
e

ir paym
ents, e

ve
n

 if th
e

y 
undergo unforseen problem

s such as robbery, fire, dom
estic calam

ities, o
r 

o
th

e
r liquidity difficulties in th

e
ir business. T

h
e

 e
m

e
rg

e
n

cy fund b
e

co
m

e
s 

particularly vital fo
r institutions such as the G

ram
een B

ank, w
hich is lending 
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to
 exceedingly vulnerable households, and w

hen com
m

unity o
r personal 

crisis can underm
ine th

e
 productive activities financed by th

e
 g

ro
u

p
 loan. 

A
 good e

xa
m

p
le

 o
f th

e
 em

ergency fu
n

d
s a

m
o

n
g

 th
e

 A
C

C
IO

N
 affiliates 

co
m

e
s fro

m
 th

e
 groups form

ed in th
e

 G
u

a
te

m
a

la
n

 m
arkets. T

h
e

se
 g

ro
u

p
s 

o
p

e
n

 th
e

 em
ergency fund w

ith a
n

 Initial m
e

m
b

e
r contribution o

f $
5

 p
e

r g
ro

u
p

 
m

em
ber, o

r $
2

5
 p

e
r group. T

he savings contribution is collected b
y th

e
 sa

m
e

 
g

ro
u

p
 le

a
d

e
r w

h
o

 coordinates the loans. T
h

is person collects the fu
n

d
s on 

a w
e

e
kly basis and tu

rn
s the fu

n
d

s o
ve

r to
 th

e
 group tre

a
su

re
r w

h
o

 is 
responsible fo

r depositing the fu
n

d
s in the b

a
n

k on b
e

h
a

lf o
f th

e
 group. A

s 
a m

e
a

su
re

 o
f control, w

ithdraw
als from

 th
e

 solidarity g
ro

u
p

 a
cco

u
n

ts m
u

st 
b

e
 countersigned by both the tre

a
su

re
r and group leader. 

T
h

e
 m

a
rke

t associations, w
hich bring to

g
e

th
e

r several solidarity groups, 
h

a
ve

 developed th
e

ir ow
n internal system

 fo
r evaluating requests fo

r lo
a

n
s 

fro
m

 th
e

 em
ergency fund. F

o
r exam

ple, th
e

 association board m
e

m
b

e
rs 

evaluate requests according to the m
agnitude o

f th
e

 problem
 a

n
d

 th
e

 
capacity o

f th
e

 b
o

rro
w

e
r to

 repay. T
o

 have access to
 th

e
 e

m
e

rg
e

n
cy fu

n
d

s, 
it is necessary to

 live and w
o

rk in the sa
m

e
 geographic zo

n
e

 and to
 b

e
 a 

solidarity g
ro

u
p

 m
em

ber. 

E
m

e
rg

e
n

cy funds also perform
 a vital function fo

r the resilience o
f th

e
 

G
ra

m
e

e
n

 B
ank. T

he G
ram

een B
ank operates tw

o
 levels o

f e
m

e
rg

e
n

cy 
funds. T

he first, referred to
 as th

e
 G

roup F
und, is controlled a

t the g
ro

u
p

 
level. T

h
is fund operates sim

ilarly to
 th

e
 e

m
e

rg
e

n
cy funds described above; 

g
ro

u
p

 m
em

bers th
e

m
se

lve
s adm

inister these funds fo
r intragroup lending. 

T
h

e
y a

re
 m

ostly used to
 address personal crises ranging fro

m
 illn

e
ss to

 
robbery to

 a death in the fam
ily. T

h
e

 G
ra

m
e

e
n

 B
ank E

m
e

rg
e

n
cy F

und, on 
th

e
 o

th
e

r hand is controlled b
y the bank and se

rve
s as an insurance fund. T

h
e

 
E

m
e

rg
e

n
cy fund is tapped at tim

e
s o

f natural disasters, such as th
e

 flo
o

d
s 

in 1
9

8
9

 o
r cyclone in 1991. A

t such tim
e

s o
f crisis, w

h
e

n
 th

e
 p

ro
d

u
ctive

 
assets o

f w
h

o
le

 com
m

unities are destroyed, th
e

 e
m

e
rg

e
n

cy fund is d
ra

w
n

 
o

n
 to

 su
p

p
o

rt th
e

 solvency o
f th

e
 b

a
n

k until the econom
ic e

n
viro

n
m

e
n

t can 
be stabilized and loan repaym

ents can be resum
ed. 

5
. L

ife
 In

su
ra

n
ce

 

U
fe

 insurance w
a

s originally u
se

d
 b

y A
C

C
IO

N
 affiliates fo

r purposes sim
ila

r 
to

 th
o

se
 o

f standard financial institutions. T
h

e
 life in

su
ra

n
ce

 policy is ta
ke

n
 

o
u

t o
ve

r the life o
f th

e
 loan and is intended to

 guarantee p
a

ym
e

n
t in

 th
e

 ca
se

 
o

f death o
f th

e
 borrow

er. T
h

e
 S

G
P

s initially served a
s th

e
 in

te
rm

e
d

ia
ry 

betw
een the life insurance com

panies and th
e

 borrow
ers, including collecting 

th
e

 insurance paym
ents along w

ith lo
a

n
 repaym

ents. T
h

e
 p

ro
g

ra
m

s realized 
th

a
t rather than hand o

ve
r the paym

ents to
 a life in

su
ra

n
ce

 com
pany, th

e
y 

could collect th
e

se
 funds and establish th

e
ir ow

n in
su

ra
n

ce
 fund. S

G
P

s are 
n

o
w

 able to
 offer clients a g

re
a

te
r variety o

f services. 
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T
h

e
 F

undacion M
ario S

anto D
om

ingo in B
arranquilla is a case in point. A

fte
r 

tw
o

 years o
f channeling paym

ents to
 insurance com

panies, th
e

y conducted 
an 

actuarial 
analysis, 

taking 
into 

consideration th
e

 total va
lu

e
 

o
f th

e
 

paym
ents m

ade and claim
s collected. O

n
 the basis o

f this analysis, th
e

y 
decided to m

anage th
e

 insurance funds them
selves. T

hrough this th
e

y 
gained the follow

ing: 

• 
Increased services for th

e
ir clients. A

lthough the insurance coverage 
applied solely to th

e
 loan balance, th

e
 coverage offered by the program

 
covered th

e
 total loan am

ount. 
W

h
e

n
 th

e
 policy is cashed 

in, th
e

 
foundation gets its portion o

f the outstanding balance and th
e

 fam
ily 

m
em

bers receive th
e

 canceled portion o
f th

e
 loan. 

• 
Insurance prem

ium
s w

ere reduced because the program
 w

a
s able to

 
offer the insurance m

ore efficiently th
a

n
 th

e
 insurance com

panies. 

• 
T

hrough th
e

 returns on th
e

 insurance funds invested, the foundation 
organized a funeral service to provide an adequate burial cerem

ony for 
th

e
 deceased. 

• 
T

h
e

 insurance funds have been invested in the solidarity group program
 

fo
r its ow

n on-lending to clients, increasing the total funds available fo
r 

credit purposes. 

• 
T

his has led to a fund 
that is really th

e
 property o

f th
e

 group m
em

bers 
-n

o
t o

f th
e

 program
s o

r the insurance com
panies. 

B
. IN

N
O

V
A

T
IO

N
S

 IN
 T

R
A

IN
IN

G
 A

N
D

 T
E

C
H

N
IC

A
L

 A
S

S
IS

T
A

N
C

E
 

I n th
e

 last five years th
e

 A
C

C
IO

N
 affiliates have substantially developed the 

training and technical assistance provided to
 program

 participants. T
h

e
 

evolution 
o

f the 
training 

and technical services is largely, if indirectly, 
attributable to th

e
 need o

f the program
s to deliver services o

f real value to
 

clients. 
In th

e
 past, training and technical 

assistance w
ere m

ore fully 
subsum

ed into the process o
f group form

ation, loan application developm
ent, 

and credit supervision. A
C

C
IO

N
 affiliates w

ere dedicated to refining credit 
delivery m

ethods and efficient adm
inistrative system

s to attain econom
ies 

o
f scale. W

ith pressure on sta
ff to m

eet credit volum
e targets, training and 

technical assistance w
ere often overlooked o

r perform
ed in a superficial 

m
anner; efficient and effective training m

ethodologies w
ere not developed. 

A
t th

e
 sam

e tim
e, m

ost A
C

C
IO

N
 affiliates charged borrow

ers a distinct 
training fee, w

hich form
ed part of the total cost structure fo

r th
e

 borrow
er. 

S
everal w

ithin A
C

C
IO

N
 affiliates questioned if participants received full 

va
lu

e
 fo

r th
e

ir training fees. T
his concern about the value o

f th
e

 services 
provided becam

e an issue of increasing im
portance a

s effective interest 
rates crept upw

ard. A
ffiliates becam

e highly cognizant o
f th

e
ir need to

 
provide training services of real value to

 th
e

ir clients. A
s efficient credit 

delivery m
ethods and adm

inistrative system
s to

o
k hold, the affiliates focused 
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increasing attention on other facets o
f th

e
 group lending m

ethodology n
o

t 
previously fu

lly developed such as training and technical assistance. 

1. Training 

A
 standardized training m

ethodology is being developed am
ong A

C
C

IO
N

 
affiliates and is based in a series o

f training notebooks, w
hich are being pilot 

tested in C
olom

bia. In
 this training approach: 

• 
T

raining m
odules are consistent w

ith th
e

 needs and requests o
f clients; 

• 
T

raining is integrated w
ith the credit and organizational com

ponents o
f 

th
e

 peer group lending program
; and 

• 
M

aterials are developed by specialists fam
iliar w

ith client needs and th
e

 
business problem

s th
e

y face. 

T
raining and technical assistance are related to

 th
e

 needs and objectives 
o

f the clients and the solidarity group program
. 

A
 tw

o-tier training program
 has been developed that incorporates required 

and optional m
odules. R

equired training includes 10 hours o
f training p

e
r 

group, and addresses issues involved in the form
ation and functioning o

f 
group lending. F

irst, groups are trained in basic group form
ation and in th

e
 

m
ethods o

f group lending. B
y strengthening and consolidating th

e
 group 

effort, th
e

 required training m
odules fully support th

e
 credit com

ponent. F
o

r 
this initial training, it is not as im

portant that group m
em

bers learn standard 
business techniques; rather, group m

em
bers are learning to

 be successful 
m

anagers o
f th

e
ir ow

n credit operations and to
 function effectively w

ithin th
e

 
group fram

ew
ork. 

T
h

e
 second, elective tie

r o
f training has arisen in response to th

e
 requests 

o
f group m

em
bers. A

vailable to group m
em

bers w
h

o
 have expressed 

interest, 
this training 

includes 
m

anagem
ent techniques 

appropriate to
 

m
icroenterprises. T

h
e

 follow
ing training courses have been developed: 

• 
M

A
N

A
G

E
M

E
N

T
: 

Let's G
e

t O
rganized (O

rganicem
osl) 

• 
M

A
R

K
E

T
IN

G
: 

P
rosper as P

roducers 
(P

rosperem
os com

o P
roductores) 

• 
M

A
R

K
E

T
IN

G
: 

P
rosper as B

usinessm
en 

(P
rosperem

os co
m

o
 N

egociantes) 
• 

A
C

C
O

U
N

T
IN

G
: 

Let's C
ontrol O

u
r B

usiness 
(C

ontrolem
os N

uestro N
egocio) 

• 
F

IN
A

N
C

E
: 

L
e

t's B
egin P

rofiting (E
m

pecem
os a G

anar) 
• 

A
D

M
IN

IS
T

R
A

T
IO

N
: 

Let's P
lan O

u
r B

usinesses' G
row

th 
(P

lanem
os el C

recim
iento de N

uestra E
m

presa) 
• 

P
R

O
D

U
C

T
IO

N
: 

Let's M
anage F

ood P
roducts C

orrectly 
(M

anejam
os C

orrectam
ente Los A

lim
entos) 

• 
P

R
O

D
U

C
T

IO
N

: 
Let's M

ake the B
est F

ood P
roducts 

(E
laborem

os Los M
ejores P

roductos A
lim

enticios) 
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P
a

rticip
a

n
ts ca

n
 attend a

n
y sin

g
le

 course, w
ith

o
u

t being e
xp

e
cte

d
 to

 attend 
se

ssio
n

s th
a

t th
e

y th
e

m
se

lve
s d

o
 n

o
t perceive to

 b
e

 useful to
 th

e
ir goals. 

E
a

ch
 w

o
rkb

o
o

k h
a

s been d
e

sig
n

e
d

 to
 be self-teaching and self-evaluating. 

T
h

e
 w

o
rkb

o
o

k le
a

d
s participants th

ro
u

g
h

 a se
rie

s o
f e

xe
rcise

s th
a

t co
n

clu
d

e
 

w
ith

 th
e

 e
la

b
o

ra
tio

n
 o

f a sp
e

cific plan fo
r th

e
 client to

 im
p

le
m

e
n

t in
 h

is o
r h

e
r 

o
w

n
 business. T

h
e

 w
o

rkb
o

o
ks are being d

isse
m

in
a

te
d

 th
ro

u
g

h
 th

e
 n

e
tw

o
rk 

o
f A

C
C

IO
N

-a
ffilia

te
d

 program
s, w

ith each local solidarity g
ro

u
p

 p
ro

g
ra

m
 

a
d

a
p

tin
g

 th
e

 training a
p

p
ro

a
ch

 to
 its environm

ent. 

T
raining activities h

a
ve

 been a
tte

n
d

e
d

 by a significant sh
a

re
 o

f all clients. 
In

 G
u

a
te

m
ala, 7

4
 p

e
rce

n
t o

f p
ro

g
ra

m
 clients a

tte
n

d
e

d
 a

t least o
n

e
 e

le
ctive

 
tra

in
in

g
 session. In th

e
 first ye

a
r o

f o
p

e
ra

tio
n

 alone, 2
7

7
 tra

in
in

g
 se

ssio
n

s 
w

e
re

 held
. A

t th
e

 F
u

n
d

a
cio

n
 P

araguaya, w
h

e
re

 a n
in

e
-m

o
d

u
le

 p
ro

g
ra

m
 Is 

offered, th
e

 n
u

m
b

e
r o

f trainin
g p

a
rticipants w

a
s 8

,1
31, m

e
a

n
in

g
 th

a
t on 

a
ve

ra
g

e
 e

a
ch

 client attended tw
o sessions. 

2. T
e

ch
n

ica
l A

ssista
n

ce
 

T
e

ch
n

ica
l A

ssista
n

ce
 in th

e
 fo

rm
 o

f o
n

e
-o

n
-o

n
e

 counseling is u
se

d
 to

 fo
llo

w
 

u
p

 o
n

 th
e

 tra
in

in
g

 se
ssions. A

d
viso

rs visit th
e

 clie
n

t's b
u

sin
e

ss to
 reinforce 

th
e

 co
u

rse
 m

aterial a
n

d
 to

 a
ssist th

e
 client to

 apply w
h

a
t w

a
s le

a
rn

e
d

 in th
e

 
co

u
rse

 a
t h

is o
w

n
 business. F

o
r exam

ple, th
e

 sim
p

le
 b

o
o

kke
e

p
in

g
 syste

m
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is ta
u

g
h

t in 1
0

 class sessions, held once a w
e

e
k fo

r one h
o

u
r e

a
ch

 session, 
w

ith
 th

re
e

 se
ssio

n
s conducted 

by th
e

 technical advisor at the clie
n

fs 
business location. 

In
 th

e
 past, m

a
n

y o
f the A

C
C

IO
N

 affiliates did not distinguish clearly 
betw

een credit supervision and technical assistance. T
echnical assistance 

w
a

s purportedly provided by the p
ro

m
o

te
r w

hen visiting th
e

 client as p
a

rt o
f 

th
e

 credit supervision. D
uring th

e
se

 site visits, th
e

 p
ro

m
o

te
r often looked into 

a
re

a
s th

a
t are n

o
t really technical assistance, but rather group dynam

ics 
related to

 resolving intergroup conflicts. T
h

e
se

 actions w
e

re
 confused w

ith 
th

e
 provision o

f technical assistance w
h

e
n

 in fa
ct the loan supervision w

a
s 

integral to
 th

e
 g

ro
u

p
 credit delivery process and n

o
t distinct technical 

assistance. 

T
o

 address th
e

se
 m

atters and to
 strengthen th

e
 technical assistance 

features, th
e

 follow
ing steps h

a
ve

 been taken: 

• 
T

echnical assistance and training h
a

ve
 been fully segregated from

 th
e

 
credit com

ponent; although initially th
e

 p
ro

g
ra

m
s had hoped th

a
t a single 

individual could conduct both the credit follow
-up and technical assistance, 

this is no lo
n

g
e

r th
e

 case in th
e

 m
ajority o

f A
C

C
I O

N
 affiliates. E

xperience 
sh

o
w

s th
a

t although th
e

 program
s w

e
re

 sm
all, it w

a
s possible to

 h
a

ve
 th

e
 

sa
m

e
 individual conduct credit supervision and technical assistance. 

H
ow

ever, given the pressures fo
r th

e
 program

 to
 g

ro
w

 and to
 m

o
ve

 a 
g

re
a

te
r vo

lu
m

e
 of fu

n
d

s and loans, th
e

 technical assistance and tra
in

in
g

 
fu

n
ctio

n
s w

e
re

 allow
ed to

 "slip by the w
ayside." F

o
r th

is reason, so
m

e
 

p
ro

g
ra

m
s h

a
ve

 developed an organizational structure th
a

t delineates 
different staff positions fo

r th
o

se
 responsible fo

r credit delivery and 
follow

-up fro
m

 th
e

 staff positions responsible fo
r training and technical 

assistance. 

• 
A

t th
e

 sa
m

e
 tim

e
 th

a
t this distinction is being introduced, th

e
 p

ro
g

ra
m

s 
are now

 upgrading th
e

 qualifications o
f th

e
ir field personnel. P

rogram
s 

a
re

 n
o

w
 m

o
re

 likely to
 hire university graduates w

ith experience and 
persons w

ith considerable business training w
h

o
 are in a position to

 
provide valuable guidance to

 th
e

 m
icroentrepreneurs. B

y m
aintaining th

is 
se

p
a

ra
te

 and highly trained cadre o
f technical assistants and trainers, th

e
 

p
ro

g
ra

m
 extension personnel can fully dedicate th

e
m

se
lve

s to
 th

e
 credit

related issues. 

• 
T

h
e

 standardized training m
aterials discussed above facilitate the delivery 

o
f th

e
 technical assistance. E

xercises developed through th
e

 tra
in

in
g

 
p

ro
g

ra
m

 a
re

 th
e

 focal point of follow
-up technical assistance. 

T
he com

bined training and technical assistance program
 varies considerably 

a
cro

ss the A
C

C
IO

N
-affiliated program

s. O
f the program

s studied, P
R

O
S

E
M

 
in G

u
a

te
m

a
la

 and A
C

T
U

A
R

/B
o

g
o

ta
 have adopted this n

e
w

 approach to
 

client technical assistance, and training. N
ot only have th

e
y changed their 
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personnel structure, a
s discussed above, but they have also broken o

u
t 

m
ore clearly th

e
 diverse com

ponents o
f th

e
 program

 (credit, technical 
assistance, 

and training), 
segregating th

e
 costs associated w

ith 
each 

subcom
ponent. 

T
h

e
 A

C
C

IO
N

 
affiliate 

in 
P

araguay has developed ye
t 

another approach to
 training and technical assistance, w

hich is targeted to
 

th
e

 m
ore sophisticated subgroups o

f their clients. B
o

x 10 describes th
e

 
P

R
O

M
E

L
 program

 (P
ro

g
ra

m
a

 d
e

 M
icro

e
m

p
re

sa
s U

d
e

re
s). 

B
O

X
 10 

5 H
rs. 

• 
W

om
en,·Fa,m

Hy" 
. M

.d lilw
 

.. : 4 H
rs. 

lotai.H
oui'. 

18 
15 

........ 

C
. T

R
A

IN
IN

G
 A

N
D

 T
E

C
H

N
IC

A
L

 A
S

S
IS

T
A

N
C

E
 F

E
E

S
 

A
C

C
IO

N
 affiliates increasingly a

re
 applying the sam

e principles o
f efficiency 

and financial 
self-sufficiency to

 th
e

 
training 

and technical 
assistance 

com
ponent th

a
t have been applied to

 th
e

 credit operations. T
h

is self
sufficiency has only becom

e possible as program
s have distinguished th

e
 

training and technical assistance functions from
 the credit delivery. T

h
is has 

also perm
itted a separate tracking o

f costs associated w
ith this com

ponent. 
U

nfortunately, a
s can be noted in S

ection T
hree, th

e
 segregation o

f training 
fees Is relatively n

e
w

 and is not easily distinguished from
 program

 financial 
records. 

G
iven th

e
 im

portance o
f attaining self-sufficiency per com

ponent, fe
e

 
structures are being adjusted in tw

o
 w

ays. F
irst, program

s are encouraged 
to

 b
re

a
k out the training fees a

s a separate com
ponent and to

 not sim
ply 
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lu
m

p
 th

is w
ith

in
 th

e
 "interest rate" charged fo

r th
e

 loan. S
econd, p

ro
g

ra
m

s 
are changing th

e
 w

a
y th

e
 training fe

e
 is calculated. In th

e
 past, w

h
e

n
 

p
ro

g
ra

m
s charged a training fee, it w

a
s expressed as a percentage o

f th
e

 
loan. A

s a result o
f th

is fe
e

 structure, clients w
ith

 la
rg

e
r loans w

e
re

 p
a

yin
g

 
a disproportionate sh

a
re

 o
fth

e
 training costs. Instead, several p

ro
g

ra
m

s a
re

 
adopting a fla

t training fe
e

 th
a

t is charged to
 all borrow

ers. A
ll clients receive 

th
e

 required tra
in

in
g

 and have th
e

 option to
 receive elective training. C

lients 
w

h
o

 attend th
e

 optional elective training courses do n
o

t p
a

y additional 
am

ounts. 

T
raining fees, although n

o
t expressed as a percentage o

f th
e

 loan, a
re

 
collected a

t th
e

 sa
m

e
 tim

e
 a

s th
e

 loan repaym
ents. T

h
a

t is, a specified 
a

m
o

u
n

t o
f each loan repaym

ent is directed to
 co

ve
r training costs. T

h
is fe

e
 

stru
ctu

re
 n

o
w

 serves as an incentive fo
r clients to

 attend th
e

 optional training, 
because th

e
y are paying fo

r th
e

 elective training w
h

e
th

e
r th

e
y attend o

r not. 
M

o
st im

portantly, by segregating training costs and fees, it is possible to
 

avoid hidden subsidies; credit is n
o

t expected to
 co

ve
r th

e
 co

st o
f inefficient 

a
n

d
 bloated training program

s, and training operations a
re

 n
o

t being called 
on to

 subsidize cum
bersom

e credit delivery m
ethods. 

D
. C

L
IE

N
T

 O
R

G
A

N
IZ

A
T

IO
N

 A
N

D
 O

T
H

E
R

 S
E

L
F

-H
E

L
P

 IN
IT

IA
T

IV
E

S
 

S
elf-help initiatives to

 address social and e
co

n
o

m
ic constraints faced by 

p
ro

g
ra

m
 participants va

ry 
considerably 

across countries 
and 

settings. 
A

m
o

n
g

 A
C

C
IO

N
-affiliated S

G
P

, 
client organizations arise as self-help 

e
ffo

rts w
ith

o
u

tth
e

 d
ire

ct involvem
ent o

f th
e

 program
 p

e
r se

.ln
 o

th
e

r settings, 
su

ch
 as th

e
 G

ra
m

e
e

n
 B

ank o
r In

d
ia

's W
orking W

o
m

e
n

's F
orum

, services 
otherthan credit and training delivery are directly prom

oted by the organization. 

A
s th

e
A

C
C

I O
N

 n
e

tw
o

rk has honed its credit delivery system
 and developed 

its training capacity, the organizational co
m

p
o

n
e

n
t is becom

ing an a
re

a
 o

f 
increased interest and innovation. Innovations in organization and self-help 
activities m

ay entail additional financial services, additional business services, 
local efforts to

 address social needs, o
r personal d

e
ve

lo
p

m
e

n
t initiatives. 

1. F
inancial S

ervices 

A
lthough innovations in

 financial services a
re

 discussed above, it is w
orth 

noting h
o

w
 financial services c

o
m
p
l
e
m
~
t
 th

e
 social as w

ell a
s e

co
n

o
m

ic 
goals. In 1987, the G

ra
m

e
e

n
 B

ank introduced housing loans fo
r its m

em
bers. 

H
ousing lo

a
n

s a
ve

ra
g

e
 $275 (over fo

u
r tim

e
s the average loan size); fu

n
d

s 
a

re
 used to

 buy secure m
etal roofs, w

ith the rem
ainder o

f th
e

 h
o

u
se

 being 
constructed in traditional, local m

aterials. Loan te
rm

s are fo
r a m

a
xim

u
m

 o
f 

18 years, requiring a sm
all additional su

m
 to

 th
e

 w
e

e
kly loan paym

ents. 
S

im
ila

r to
 th

e
 m

ethod used by A
C

C
IO

N
 fo

r th
e

 fixed a
sse

t credit line, to
 

qualify fo
r a housing loan, a group m

e
m

b
e

r h
a

s to
 d

e
m

o
n

stra
te

 a strong 
repaym

ent history and enjoy the su
p

p
o

rt o
f the group m

em
bers. G

ro
u

p
 

m
em

bers, how
ever, do n

o
t carry guarantee responsibilities fo

r th
e

 housing 
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loans. A
s o

f A
pril 1991 , the G

ram
een B

a
n

k h
a

d
 released o

ve
r $

2
6

 m
illion to

 
fin

a
n

ce
 th

e
 construction o

f 97,000 hom
es; approxim

ately 1
0

 p
e

rce
n

t o
f th

e
 

G
ra

m
e

e
n

 B
a

n
k m

e
m

b
e

rs h
a

ve
 received housing finance. 

O
th

e
r kinds o

ffin
a

n
cia

l services m
ay address constraints clients experience 

a
s consum

ers o
r a

s business persons. F
o

r exam
ple, th

e
 P

e
o

p
le

's B
a

n
k o

f 
N

ig
e

ria
 h

a
s initiated th

e
 "P

eople's B
us Loan S

ch
e

m
e

" to
 address a critical 

tra
n

sp
o

rt constraint. E
stablished in D

e
ce

m
b

e
r 1990, th

e
 objective o

f the 
program

 is to
 reduce th

e
 hardship encountered by com

m
uters In th

e
 urban 

a
n

d
 rural areas. U

n
d

e
r th

e
 schem

e, com
m

ercial vehicles are le
a

se
d

 to
 

registered transport drivers w
h

o
 join a g

ro
u

p
 o

f n
o

t m
o

re
 th

a
n

 1
0

 m
em

bers. 
R

e
p

a
ym

e
n

t is 
m

ade 
on 

a 
daily 

basis. 
A

t th
e

 com
pletion 

o
f th

e
 loan 

repaym
ent, th

e
 bus becom

es th
e

 property o
f th

e
 borrow

ing group. 

2
. 

E
co

n
o

m
ic S

e
rvice

s 

D
ifferent organizations h

a
ve

 also undertaken a variety o
f sectorally related 

services. T
h

e
se

 services are conducted on a financially self-sustaining 
basis. F

o
r exam

ple, th
e

 W
orking W

o
m

e
n

's F
o

ru
m

 'YVW
F) o

rg
a

n
ize

d
 1

0
,0

0
0

 
w

o
m

e
n

 la
ce

 artisans in the A
ndra P

radesh state. T
h

e
 organization provided 

w
o

m
e

n
 w

ith su
p

p
lie

r credit fo
r ra

w
 m

aterials and a m
arketing outlet fo

r th
e

 
e

xp
o

rt o
f th

e
ir products. P

resently, W
W

F
 h

a
s spun o

ff the la
ce

 p
ro

d
u

ce
rs into 

a cooperative w
ith o

ve
r 5,000 m

em
bers. O

th
e

r efforts o
fth

e
 W

W
F

 h
a

ve
 been 

directed at organizing fish sellers o
r cigarette (bidO

 m
akers, allow

ing th
e

m
 

to
 increase its bargaining p

o
w

e
r w

ith local m
iddlem

en and im
proving th

e
 

return to
 its w

o
m

e
n

 clients. 

G
ra

m
e

e
n

 B
a

n
k's S

tu
d

ie
s,ln

n
o

va
tio

n
, D

evelopm
ent, a

n
d

 E
xperim

entation 
(S

ID
E

) 
P

ro
g

ra
m

 
o

ffe
rs 

an 
im

p
o

rta
n

t 
e

xa
m

p
le

 
o

f e
co

n
o

m
ic 

se
rvice

s 
coordinated through a lending organization. Initially, S

ID
E

 enterprises w
ere 

collective ventures; n
o

w
 S

ID
E

 enterprises are ow
ned and m

a
n

a
g

e
d

 by a 
G

ra
m

e
e

n
 B

a
n

k holding com
pany. V

entures a
re

 selected because o
f th

e
ir 

innovative technology o
r because they facilitate o

th
e

r business operations. 
S

u
ch

 enterprises include fish farm
s, seed-oil m

ills, hand-loom
 factories, 

building m
aterial products, cold storage facilities, 

and d
e

e
p

 tu
b

e
 w

ells, 
a

m
o

n
g

 o
th

e
r ventures. T

h
e

 G
ra

m
e

e
n

 B
a

n
k h

a
s raised o

ve
r $

7
.7

 m
illion fo

r 
in

ve
stm

e
n

t in the S
ID

E
 projects. It should be noted th

a
tth

e
 G

ra
m

e
e

n
 B

ank's 
m

ethodology fo
r launching these ventures is n

o
t as refined o

r as consistently 
successful as its credit operations. N

evertheless, such sectoral efforts h
a

ve
 

only been under w
a

y since 1984. P
rogress tow

ard successfully conducting 
th

e
se

 sectoral interventions on a profitable basis should b
e

 follow
ed fo

r the 
lessons th

e
y m

a
y generate fo

r others. 

3. 
S

e
lf-h

e
lp

 In
itia

tive
s 

N
u

m
e

ro
u

s organizations can point to
 self-help initiatives th

a
t h

a
ve

 sprung 
u

p
 fro

m
 th

e
 solidarity group m

em
bers them

selves. F
o

r exam
ple, m

a
rke

t 
ve

n
d

e
rs w

h
o

 participate in the S
outh A

frican G
e

t A
h

e
a

d
 F

oundation h
a

ve
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established venders' associations in several o
f the m

arket places to
 lobby fo

r 
m

o
re

 d
ire

ct services. 
T

h
is initiative occurred 

on 
its 

ow
n, 

w
ith

o
u

t the 
in

vo
lve

m
e

n
t o

f p
ro

g
ra

m
 staff. In o

th
e

r com
m

unities th
e

 S
tokvel g

ro
u

p
s 

organized a burial society, contributing a sm
all su

m
 each w

e
e

k to address 
th

is Im
portant issue. A

s an exam
ple o

f group-initiated, self-help efforts 
a

m
o

n
g

 G
ra

m
e

e
n

 B
a

n
k borrow

ers, thousands o
f co

m
m

u
n

itie
s h

a
ve

 se
t aside 

an additional savings fu
n

d
 th

a
t is used to build and operate prim

ary schools. 
A

s o
f Ju

n
e

 1988, G
ram

een B
ank-coordinated prim

ary schools w
ere attended 

by 1
,1

3
7

,2
7

0
 stu

d
e

n
ts

5
• In all these Instances, th

e
 organizational im

p
e

tu
s 

and th
e

 cost o
f im

p
le

m
e

n
ta

tio
n

 is borne b
y th

e
 m

e
m

b
e

rs them
selves. T

h
e

 
solidarity g

ro
u

p
 n

e
tw

o
rk provided the organizational w

herew
ithal, enabling 

the households to
 a

d
d

re
ss com

m
on problem

s. 

F
ro

m
 a

m
o

n
g

 the A
C

C
IO

N
-affiliated netw

ork, num
erous exam

ples exist o
f 

such com
m

unity-driven initiatives. In
 G

uatem
ala, co

m
m

u
n

itie
s h

a
ve

 been 
organized into C

o
m

m
u

n
ity S

u
p

p
o

rt C
om

m
ittees. T

h
e

se
 com

m
ittees h

a
ve

 
proven to

 be a d
yn

a
m

ic force. T
h

e
y are called on to facilitate the cre

d
it 

delivery system
, a

n
d

 th
e

y begin th
e

ir efforts w
ith a ce

n
su

s o
f th

e
 co

m
m

u
n

ity 
characteristics and needs. O

n th
e

 basis o
f this analysis, th

e
se

 co
m

m
itte

e
s 

h
a

ve
 turned th

e
ir attention to

 o
th

e
r pressing social problem

s in
 th

e
ir areas. 

F
o

r exam
ple, o

n
e

 com
m

unity has established m
edical insurance, le

g
a

l 
insurance, and a housing savings program

. T
h

e
se

 services exist in ta
n

d
e

m
 

w
ith th

e
 cre

d
it operations. A

lso in G
uatem

ala, to
 im

p
ro

ve
 efficiency o

f th
e

 
credit delivery process, 

clients 
h

a
ve

 been 
organized 

along 
productive 

sectors (tailors, shoem
akers, m

arket venders, carpenters). T
h

e
se

 se
cto

ra
l 

g
ro

u
p

s fo
rm

 a natural m
eeting ground th

a
t can facilitate th

e
 co

m
m

o
n

 
resolution o

f individual enterprise problem
s such as collective approaches 

to
 supply a

n
d

 m
arketing. M

o
st im

portantly, th
e

se
 organizational efforts are 

conducted b
y and fo

r th
e

 m
e

m
b

e
rs them

selves. 

T
hrough creating the solidarity group netw

ork, S
G

P
s provide the institutional 

m
eans th

ro
u

g
h

 w
h

ich
 com

m
unities can organize th

e
m

se
lve

s tow
ard m

utual 
self-help. A

lthough financial self-sufficiency re
m

a
in

s an im
p

o
rta

n
t goal fo

r all 
p

e
e

r g
ro

u
p

 lending schem
es, once an organizational fra

m
e

w
o

rk h
a

s b
e

e
n

 
established a

n
d

 an e
co

n
o

m
y of scale has been reached, diverse services 

can be coordinated so
le

ly on the initiative and at the expense o
f th

e
 

borrow
ers, o

r th
ro

u
g

h
 th

e
 in

vo
lve

m
e

n
t o

f the p
ro

g
ra

m
 itself. 

4. 
P

erso
n

al D
evelo

p
m

en
t 

M
a

n
y fe

a
tu

re
s o

f th
e

 organizational com
ponent described above, like th

e
 

technical assistance and credit com
ponents, are fundam

entally directed at 
enhancing basic attitudinal and behavioral characteristics th

a
t underlie th

e
 

e
co

n
o

m
ic circum

stances o
f clients. In som

e countries, m
o

st notably a
m

o
n

g
 

th
e

 G
ra

m
e

e
n

 B
ank-styled program

s, th
e

 p
ro

g
ra

m
s explicitly a

d
d

re
ss th

e
 

5 
O

f all attenders, 72 percent are fem
ale. This Is a rem

arkable achievem
ent In a M

oslem
 

culture w
here fem

ale literacy Is below
 20 percent. 
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b
e

h
a

vio
ra

l a
n

d
 lifestyle fe

a
tu

re
s th

a
t underpin th

e
 e

co
n

o
m

ic via
b

ility o
f 

households. T
h

e
 G

ra
m

e
e

n
 B

a
n

ks require th
a

t clients adhere to
 "16 D

e
cisio

n
s" 

th
a

t direct m
e

m
b

e
rs to

 a
d

o
p

t lifestyles consistent w
ith

 th
e

ir e
co

n
o

m
ic g

o
a

ls. 
F

o
r exam

ple, to
 p

ro
m

o
te

 good health, g
ro

u
p

 m
e

m
b

e
rs vo

w
 to

 im
p

ro
ve

 th
e

ir 
diet, u

se
 cle

a
n

 drinking w
ater, and im

p
ro

ve
 hygiene. R

e
lig

io
u

s cu
sto

m
s w

ith
 

d
e

le
te

rio
u

s e
co

n
o

m
ic effects (elaborate w

e
d

d
in

g
 cerem

onies, dow
ries) are 

sh
u

n
n

e
d

. F
urther, fa

m
ily p

la
n

in
g

 is prom
oted. A

 h
e

a
lth

y fam
ily, w

ith
 fe

w
e

r 
d

e
p

e
n

d
e

n
ts a

n
d

 free o
f usurious debt incurred to

 finance religiO
U

S
 obligations, 

is a b
e

tte
r b

o
rro

w
e

r a
n

d
 a

b
le

 to im
p

ro
ve

 its e
co

n
o

m
ic o

p
p

o
rtu

n
itie

s. B
y 

a
d

d
re

ssin
g

 cultural elem
ents, th

e
se

 p
ro

g
ra

m
s la

y a fo
u

n
d

a
tio

n
 fo

r via
b

le
 

e
co

n
o

m
ic opportunities fo

r th
e

ir clients. 

E
. T

E
S

T
IN

G
 T

H
E

 LIM
IT

S
 T

O
 IN

N
O

V
A

T
IO

N
S

 

F
o

r all p
e

e
r group lending program

s, like other successful m
odels, innovation 

is an ite
ra

tive
 process. A

d
a

p
ta

tio
n

s to
 the m

e
th

o
d

o
lo

g
ie

s are in
tro

d
u

ce
d

 a
n

d
 

then te
ste

d
 to

 d
e

te
rm

in
e

 th
e

ir effects. C
a

re
fu

l su
p

e
rvisio

n
 and m

a
n

a
g

e
m

e
n

t 
co

n
tro

ls o
ve

r sta
ff a

n
d

 client p
e

rfo
rm

a
n

ce
 are n

e
e

d
e

d
 a

t all tim
es. S

o
m

e
 

p
ro

g
ra

m
s h

a
ve

 le
a

rn
e

d
 th

a
t certain fe

a
tu

re
s o

f th
e

 core m
e

th
o

d
o

lo
g

y are 
e

sse
n

tia
l fo

r co
n

tin
u

e
d

 success. F
e

a
tu

re
s su

ch
 a

s g
ro

u
p

in
g

 m
e

m
b

e
rs fro

m
 

m
o

re
 th

a
n

 o
n

e
 fam

ily a
n

d
 re

p
e

a
t loans th

a
t gradually g

ro
w

 in size
 o

ve
rtim

e
 

re
m

a
in

 fu
n

d
a

m
e

n
ta

l to
 su

cce
ssfu

l p
e

e
r g

ro
u

p
 lending. W

h
e

n
 th

e
se

 b
a

sic 
g

u
id

e
lin

e
s h

a
ve

 been relaxed, th
is h

a
s n

o
t resulted in innovation; Instead 

th
e

re
 h

a
s been a rapid deterioration o

f portfoliO
 p

e
rfo

rm
a

n
ce

. D
e

sp
ite

 th
e

 
d

e
sire

 to
 increase th

e
 vo

lu
m

e
 a

n
d

 va
lu

e
 o

f loans, th
e

 need to
 m

a
in

ta
in

 a 
q

u
a

lity portfolio 
re

q
u

ire
s th

a
t th

e
 p

ro
g

ra
m

s n
o

t sh
o

rt-circu
it th

e
 b

a
sic 

p
rin

cip
le

s o
f successful group lending. D

ecentralized decision m
a

kin
g

 h
a

s 
a

lso
 ch

a
lle

n
g

e
d

 th
e

 m
a

n
a

g
e

m
e

n
t effectiveness o

f th
e

 S
G

P
s. T

o
o

 m
u

ch
 

authority d
e

vo
lve

d
 to

 in
e

xp
e

rie
n

ce
d

 regional o
ffice

rs or field supervisors, in 
so

m
e

 cases, h
a

s contributed to lax p
e

rfo
rm

a
n

ce
 sta

n
d

a
rd

s o
r e

xa
m

p
le

s o
f 

p
o

o
r leadership o

r ju
d

g
e

m
e

n
t. P

ro
g

ra
m

s u
n

d
e

rg
o

in
g

 d
ra

m
a

tic g
ro

w
th

 are 
m

o
st su

sce
p

tib
le

 to
 th

e
se

 typ
e

s of problem
s. 

G
ive

n
 th

e
 vulnerabilities o

f p
e

e
r g

ro
u

p
 lending program

s, w
e

ll-d
e

ve
lo

p
e

d
 

m
a

n
a

g
e

m
e

n
t in

fo
rm

a
tio

n
 syste

m
s are critical. W

ith
 a

n
 a

d
e

q
u

a
te

 cre
d

it 
inform

ation system
, slippage in portfolio perform

ance can be quickly identified; 
p

o
o

r perform
ance can b

e
 traced to

 specific regions or staff. R
e

ce
n

t innovations 
ca

n
 

be 
m

o
re

 closely e
xa

m
in

e
d

 to
 

d
e

te
rm

in
e

 th
e

 
u

n
d

e
rlyin

g
 ca

u
se

 o
f 

p
e

rfo
rm

a
n

ce
 p

ro
b

le
m

s. T
im

e
 a

n
d

 again w
h

e
n

 p
e

rfo
rm

a
n

ce
 p

ro
b

le
m

s h
a

ve
 

developed, th
e

y could b
e

 traced to slo
p

p
y a

d
h

e
re

n
ce

 to
 th

e
 b

a
sic co

re
 m

o
d

e
l 

fo
r solidarity group lending a

n
d

 basic sta
ff m

a
n

a
g

e
m

e
n

t guidelines. T
h

e
 

solidarity group experience to d
a

te
 points to

 th
e

 potential o
f in

n
o

va
tio

n
 a

n
d

 
th

e
 need for careful exam

ination o
f the effects o

f innovation before w
idespread 

a
d

o
p

tio
n

 a
n

d
 dissem

ination o
f n

e
w

 te
ch

n
iq

u
e

s. W
h

e
n

 p
ro

b
le

m
s h

a
ve

 
developed, th

e
 in

fo
rm

a
tio

n
 syste

m
s h

a
ve

 q
u

ickly sp
o

tte
d

 th
e

 d
ifficu

ltie
s a

n
d

 
allow

ed p
ro

g
ra

m
 m

a
n

a
g

e
m

e
n

t to
 develop tim

e
ly corrective m

e
a

su
re

s. 
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T
h

e
 solidarity group experience h

a
s generated an im

pressive tra
ck record. 

P
resented b

e
lo

w
 is a discussion o

f solidarity group lending considered in 
light o

f alternative lending approaches and issues facing m
icroenterprise 

support program
s. 

A
. S

O
L

ID
A

R
IT

Y
 G

R
O

U
P

 L
E

N
D

IN
G

 A
S

 A
 F

O
R

M
 O

F
 D

E
V

E
L

O
P

M
E

N
T

 
F

IN
A

N
C

E
 

O
ve

r th
e

 p
a

st 3
0

 years, international developm
ent agencies h

a
ve

 m
ade 

significant investm
ents in 

O
F

ls. 
S

olidarity group lending is a 
radically 

different a
p

p
ro

a
ch

 
to

 
d

e
ve

lo
p

m
e

n
t fin

a
n

ce
 

traditionally 
co

n
d

u
cte

d
 

by 
specialized, n

o
n

b
a

n
k financial interm

ediaries. T
h

e
 approach differs in th

e
 

follow
ing w

ays: 

1. 
W

o
rkin

g
 C

a
p

ita
l ra

th
e

r than T
erm

 L
e

n
d

in
g

: S
olidarity group lending 

provide services th
a

t are m
ore akin to

 com
m

ercial lines o
f credit, w

h
e

re
a

s 
O

F
ls traditionally concentrate on term

 financing. In m
o

st instances, 
w

o
rkin

g
 capital is financed and th

e
 borrow

er enters into a repeat lending 
arrangem

ent, m
u

ch
 like w

h
a

t w
o

u
ld

 o
ccu

r w
ith a com

m
ercial b

a
n

k and a 
sm

a
ll b

u
sin

e
ss in o

th
e

r environm
ents. T

his contrasts w
ith m

o
st O

F
ls th

a
t 

co
n

d
u

ct project financing fo
r business start-up through fixed m

edium


te
rm

 loans. 

2. 
F

inance fo
r E

xistin
g

 B
u

sin
e

sse
s In A

ll S
e

cto
rs n

o
t L

im
ite

d
 to S

tart
u

p
 In

d
u

stria
l E

sta
b

lish
m

e
n

ts: O
F

ls 
concentrate 

o
n

 
n

e
w

 project 
developm

ent; preference is given to
 industrial firm

s th
a

t m
a

y dem
onstrate 

h
ig

h
e

r econom
ic rates o

f return. S
G

P
s lend alm

ost exclusively to
 existing 

businesses o
r businesses fo

r w
hich 

borrow
ers have dem

onstrated 
experience. F

urther, solidarity g
ro

u
p

 lending is m
a

d
e

 available to
 all 

sectors o
f th

e
 econom

y: com
m

erce, service, and m
anufacturing. Loan 

distribution across sectors parallels the prevalence o
fth

o
se

 se
cto

rs in the 
econom

y. In th
a

t sense, S
G

P
s respond to

 dem
and th

a
t exists in the 

financial services m
arket, rather than attem

pting to
 g

e
n

e
ra

te
 dem

and. 
T

h
e

 prom
otion activities used b

y O
F

ls to
 generate d

e
m

a
n

d
 have often led 

to
 th

e
ir financing m

arginal projects. 
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3. 
L

im
ite

d
 P

ro
je

ct A
n

a
lysis: O

F
ls typically Invest considerable tim

e
 a

n
d

 
financial resources to

 a
sse

ss the viability o
f each p

ro
p

o
se

d
 project. 

Inde
p

e
n

d
e

n
t and costly m

arketing analysis and feasibility stu
d

ie
s a

re
 

often conducted fo
r each project financed. F

o
r expansion o

f existing 
operations, historical financial records a

re
 needed. Y

et. su
ch

 studies 
h

a
ve

 n
o

t proved to
 be reliable predictors o

f project success. S
G

P
s lim

it 
th

e
ir analysis to

 a cursory review
 o

f re
p

a
ym

e
n

t prospects. In
 so

m
e

 
instances. project·speciflc re

vie
w

 is n
o

t undertaken a
t a

ll. B
y focusing on 

w
o

rkin
g

 capital to
 existing businesses a

n
d

 b
y securing th

e
 lo

a
n

 th
ro

u
g

h
 

th
e

 group arrangem
ent. th

e
 le

n
d

e
r sld

e
·ste

p
s th

e
 n

e
e

d
 to

 co
n

d
u

ct in
depth project appraisal. 

B
O

X
 11 

4. 
B

o
rro

w
e

r C
haracter/stlcs: S

olidarity group lending program
s explicitly 

aim
 to

 reach p
o

o
r households. P

o
o

r households, particularly w
om

en. are 
interested in

 the sm
all loan am

ounts m
a

d
e

 available th
ro

u
g

h
 S

G
P

s. O
F

ls. 
Instead. typically provide financial services to

 m
o

re
 affluent se

g
m

e
n

ts o
f 
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the population. W
e

a
lth

ie
r fam

ily groups a
re

 m
o

re
 likely to

 m
ount new

 
projects, invest th

e
 up-front tim

e
 required to

 develop a project proposal, 
and accum

ulate capital or attract investm
ent fro

m
 fa

m
ily o

r associates. 
U

nfortunately fo
r the O

F
ls, th

is sa
m

e
 set o

f m
ore affluent b

o
rro

w
e

rs have 
proved to

 be less reliable borrow
ers, particularly if the project encounters 

d
ifficu

ltie
s. 

P
o

o
re

r 
borrow

ers, 
w

h
o

 
h

a
ve

 
re

ce
ive

d
 

ve
ry 

little
 p

rio
r 

developm
ent assistance and are likely to

 be denied a
cce

ss to future 
services in th

e
 case o

f loan failure, place g
re

a
te

r va
lu

e
 on th

e
 services 

received 
and a

re
 m

ore likely to
 respond w

ith responsible borrow
er 

behavior. 

5. 
Loan R

epaym
ent: O

F
ls presum

e th
a

t loan repaym
ent w

ill b
e

 derived 
fro

m
 th

e
 successful execution o

fth
e

 business project. Ifth
e

 project does 
n

o
t succeed, loan default or noncom

pliance w
ith loan te

rm
s is typically 

anticipated. T
his is n

o
t alw

ays assum
ed in p

e
e

r g
ro

u
p

 lending schem
es. 

F
irst, 

som
e 

p
e

e
r g

ro
u

p
 lending 

sch
e

m
e

s specifically 
decouple the 

repaym
ent stream

 fro
m

 th
e

 activity financed w
ith loan proceeds. F

o
r 

exam
ple, G

ram
een B

ank borrow
ers com

m
only u

se
 th

e
ir loan to

 acquire 
livestock. In betw

een buying and selling th
e

 livestock, w
e

e
kly paym

ents 
a

re
 m

ade u
se

 revenues earned through diverse household econom
ic 

activities (for exam
ple, salary from

 occasional la
b

o
r and revenues from

 
sales o

f co
w

's m
ilk and vegetables). T

he re
p

a
ym

e
n

t o
f the lo

a
n

 is n
o

t 
solely linked to

 th
e

 successful outcom
e o

f th
e

 project financed. S
econd, 

because cutting off a
cce

ss to
 future loans to group m

e
m

b
e

rs is so 
pow

erful a deterrent, 
even if a financed pro

ject d
o

e
s n

o
t succeed, 

borrow
ers and group m

e
m

b
e

rs w
ill 

alm
ost alw

ays repay th
e

 loans 
regardless. T

h
is strategy is possible because the scale o

f the frequent 
loan repaym

ents is w
ithin th

e
 m

eans o
f the household econom

y. T
he 

above p
h

e
n

o
m

e
n

a
 help to

 explain w
hy peer g

ro
u

p
 lending sch

e
m

e
s w

ill 
often collect on problem

 loans even after the project has failed. A
s 

discussed above, default rates fo
r group lending program

s is very low
. 

F
o

r exam
ple, A

C
C

IO
N

 affiliates exam
ined h

a
d

 on average w
ritten-off 

less than 0.4 percent o
f th

e
ir portfolio. Loan defaults fo

r the G
ram

een 
B

a
n

k as o
f July 1991 w

ere 1.5 percent. T
his is particularly im

pressive 
w

h
e

n
 considering the difficult econom

ic environm
ent in w

hich th
e

y 
operate. 

T
h

e
re

 are im
portant lessons from

 the solidarity g
ro

u
p

 lending approach fo
r 

O
F

ls. S
everal operating m

ethods, n
o

t dissim
ilar from

 standard com
m

ercial 
banking practices, can be introduced by O

F
ls as th

e
y adm

inister m
edium


te

rm
 project finance fo

r industrial firm
s. F

or exam
ple, testing the reliability o

f 
borrow

ers through th
e

ir responsible use o
f credit lines, evaluating d

e
b

t 
service coverage in relation to

 the fam
ily g

ro
u

p
's personal and business 

revenue stream
s, and adopting a firm

 on-tim
e repaym

ent policy are exam
ples 

o
f m

e
th

o
d

s th
a

t O
F

ls can borrow
 from

 this approach. 
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C

R
E

D
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O
ve

r th
e

 last five years, a debate em
erged o

ve
r th

e
 relative advantages o

f 
different m

icroenterprise prom
otion m

odels. Judith T
endler, in a 1

9
8

7
 study 

conducted fo
r th

e
 F

ord F
oundation, noted the success o

f program
s th

a
t 

focused o
n

 th
e

 delivery o
f credit, referring to

 this approach as "m
inim

alist" 
credit delivery (T

endler, 1987). O
thers have described th

e
 non m

inim
alist 

lending as "integrated approaches," stressing th
e

 link betw
een financial 

services and other business and social support services. A
lthough proponents 

fo
r both 

m
odels have stepped forw

ard, 
a careful exam

ination o
f field 

m
ethodologies dem

onstrates that, in practice, the distinction betw
een the 

m
inim

alist and integrated credit approaches is not as sim
ply draw

n as so
m

e
 

w
ould like to believe. F

o
r exam

ple, m
any have referred to

 solidarity g
ro

u
p

 
le

n
d

in
g

 
a

s e
xa

m
p

le
s 

o
f m

in
im

a
list 

cre
d

it 
o

p
e

ra
tio

n
s. 

N
e

ve
rth

e
le

ss, 
nonfinancial services such as training and organization building are integral 
features o

f th
e

 solidarity group operations exam
ined in

 this paper. A
t the 

sam
e tim

e, financing is th
e

 predom
inant service provided by o

th
e

r lenders 
th

a
t d

o
 not consider them

selves to be m
inim

alist lenders. 

T
h

e
 debate betw

een m
inim

alist and integrated approaches h
a

s in m
a

n
y 

instances served a
s a proxy fo

r a broader debate about basic approaches 
to developm

ent and the assum
ptions that underlie these different strategies. 

F
o

r exam
ple, traditional developm

ent m
odels typically em

phasize training. 
T

hese m
odels im

ply th
a

t the principal im
pedim

ent to
 d

e
ve

lo
p

m
e

n
t is a 

deficiency in the entrepreneur's ability and argue th
a

t only b
y correcting this 

deficiency can credit be directed properly. S
olidarity groups broke n

e
w

 
ground by recognizing th

e
 m

icroentrepreneur's capacity to
 m

a
ste

r production 
skills and m

anagem
ent m

ethods appropriate for th
e

 scale o
f h

is o
r h

e
r 

enterprise. S
olidarity group lenders have dem

onstrated th
a

t credit provided 
to

 th
e

 existing entrepreneur can 
be 

used effectively w
ithout requiring 

num
erous 

hours o
f training 

up-front before 
credit 

disbursem
ent. 

T
h

is 
recognition, how

ever, in som
e instances w

as m
isunderstood to im

ply th
a

t 
m

icroentrepreneurs had no use fo
r any training. A

lthough dem
onstrating a 

certain level o
f skill and m

anagem
ent sophistication, m

ost m
icroentrepreneurs 

could further refine their production m
ethods o

r enhance th
e

ir m
a

n
a

g
e

m
e

n
t 

abilities. M
icroentrepreneurs participating in m

o
st A

C
C

IO
N

 S
G

P
s have 

dem
onstrated a keen interest in training program

s m
ade available on an 

elective 
basis. 

T
his 

dem
and 

for training, 
and th

e
 w

illin
g

n
e

ss 
o

f th
e

 
m

icroentrepreneur to pay for such services, indicates th
a

t there rem
ains 

continued need fo
r skills developm

ent and increased m
anagem

ent capacity 
am

ong m
icroentrepreneurs. 

T
h

e
 discussion about the m

inim
alist credit strategy h

a
s also served as a 

proxy fo
r a debate on the role o

f subsidy in developm
ent program

s. S
G

P
s 

adopted financial sustainability as an integral feature o
f th

e
ir m

ethodology. 
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H
ow

ever, d
e

b
a

te
 continues a

b
o

u
t th

e
 e

xte
n

tto
 w

h
ich

 th
e

 training co
m

p
o

n
e

n
ts 

a
sso

cia
te

d
 w

ith
 so

lid
a

rity g
ro

u
p

 lending can b
e

 fully se
lf-fin

a
n

cin
g

 o
r if so

m
e

 
fo

rm
 o

f d
o

n
o

r su
p

p
o

rt fo
r th

e
se

 a
d

d
itio

n
a

l se
rvice

s is appropriate. S
e

ve
ra

l 
A

C
C

IO
N

 affiliates are n
o

w
 a

b
le

 to
 co

ve
r fully th

e
 co

st of tra
in

in
g

 se
rvice

s 
th

ro
u

g
h

 fe
e

s ch
a

rg
e

d
 to

 borrow
ers. T

w
o

 factors h
a

ve
 co

n
trib

u
te

d
 to

 th
e

 
ca

p
a

city o
f A

C
C

IO
N

-a
ffilia

te
d

 S
G

P
s to

 co
ve

r th
e

se
 costs. F

irst, g
ive

n
 th

e
 

h
ig

h
 return 

on 
a

sse
ts a

n
d

 p
ro

d
u

ctivity o
f m

icro
e

n
tre

p
re

n
e

u
rs in 

L
a

tin
 

A
m

e
rica

, b
o

rro
w

e
rs h

a
ve

 b
e

e
n

 a
b

le
 to g

e
n

e
ra

te
 a return th

a
t ca

n
 a

b
so

rb
 th

e
 

full co
st o

f credit a
n

d
 training. S

e
co

n
d

, in urban L
a

tin
 A

m
e

rica
 th

e
re

 is a w
id

e
 

a
rra

y o
f p

u
b

licly subsidized vo
ca

tio
n

a
l a

n
d

 m
a

n
a

g
e

m
e

n
t tra

in
in

g
 facilities. 

S
o

lid
a

rity g
ro

u
p

 b
o

rro
w

e
rs o

fte
n

 begin th
e

 p
ro

g
ra

m
 having b

e
n
e
f
i
t
~
 fro

m
 a 

p
rio

r h
u

m
a

n
 re

so
u

rce
 in

ve
stm

e
n

t m
a

d
e

 b
y a publicly su

b
sid

ize
d

 institution. 

In
 o

th
e

r regions, m
o

st n
o

ta
b

ly B
a

n
g

la
d

e
sh

 w
h

e
re

 th
e

 G
ra

m
e

e
n

 B
a

n
k 

operates, these tw
o

 factors do n
o

t apply . In
te

re
st rates are h

e
ld

 to
 com

m
ercial 

le
ve

ls a
n

d
 p

u
b

licly sp
o

n
so

re
d

 tra
in

in
g

 in
stitu

tio
n

s are scarce. In
 B

a
n

g
la

d
e

sh
, 

so
m

e
 n

o
n

fin
a

n
cia

l se
rvice

s p
ro

vid
e

d
 b

y th
e

 G
ra

m
e

e
n

 B
a

n
k a

n
d

 o
th

e
r g

ro
u

p
 

le
n

d
e

rs a
re

 fin
a

n
ce

d
 w

ith d
o

n
o

r support. A
lthough S

G
P

s in u
rb

a
n

 Latin 
A

m
e

rica
n

 se
ttin

g
s m

a
y h

a
ve

 th
e

 m
e

a
n

s to
 co

ve
r tra

in
in

g
 e

xp
e

n
se

s fully, th
is 

is n
o

t th
e

 ca
se

 in all settings. In
 B

angladesh, d
o

n
o

rs h
a

ve
 b

e
e

n
 w

illing to
 

su
b

sid
ize

 th
e

se
 additional services. W

h
e

n
e

ve
r a

n
d

 w
h

e
re

ve
r possible, th

e
 

sa
m

e
 drive to

w
a

rd
 efficient delivery of se

rvice
s a

n
d

 full co
st re

co
ve

ry sh
o

u
ld

 
a

p
p

ly to
 tra

in
in

g
 a

s w
e

ll a
s cre

d
it delivery. 

W
h

a
t is 

im
portant, 

how
ever, 

is 
th

a
t so

m
e

 p
ro

g
ra

m
s 

h
a

ve
 

u
se

d
 th

e
 

m
in

im
a

list debate, n
o

t n
e

ce
ssa

rily to
 e

va
lu

a
te

 the o
p

tim
a

l m
ix o

f financial 
a

n
d

 n
o

n
fin

a
n

cia
l se

rvice
s a

n
d

 th
e

 appropriate se
ttin

g
s fo

r subsidy, b
u

t as a 
ve

il to d
ive

rt a
tte

n
tio

n
 a

w
a

y fro
m

 th
e

ir ow
n h

ig
h

ly cu
m

b
e

rso
m

e
 and in

e
fficie

n
t 

operations. I n so
 doing, su

ch
 o

rg
a

n
iza

tio
n

s h
a

ve
 a

tte
m

p
te

d
 to

 sid
e

-ste
p

 th
e

 
issu

e
 o

f a
ch

ie
vin

g
 fin

a
n

cia
l self-sufficiency. S

o
m

e
 o

rg
a

n
iza

tio
n

s th
a

t la
b

e
l 

th
e

ir o
p

e
ra

tio
n

s a
s "integrated" o

r "transform
ational" m

a
y d

e
rive

 a la
rg

e
 

sh
a

re
 o

f th
e

ir costs fro
m

 unrelated overheads a
n

d
 unnecessarily bureaucratic 

se
rvice

 d
e

live
ry m

e
th

o
d

s. In
 su

ch
 a setting, th

e
 a

rg
u

m
e

n
t in fa

vo
r o

f su
b

sid
y 

is u
n

ca
lle

d
 for. W

h
e

th
e

r tra
in

in
g

 se
rvice

s o
r cre

d
it is being p

ro
vid

e
d

. th
e

 drive 
to

w
a

rd
 o

p
e

ra
tio

n
a

l efficiency a
n

d
 th

e
 need to

 re
sp

o
n

d
 to

 m
a

rke
t p

re
ssu

re
s 

rem
ain. W

h
e

n
 a su

b
sid

y is introduced, it should b
e

 transparent. In a
n

 e
ra

 o
f 

sca
rce

 d
o

n
o

r re
so

u
rce

s a
n

d
 tre

m
e

n
d

o
u

s n
e

e
d

 fo
r d

e
ve

lo
p

m
e

n
t assistance, 

th
e

 p
re

ssu
re

 to
 o

p
e

ra
te

 efficiently a
n

d
 attain d

e
ve

lo
p

m
e

n
t g

o
a

ls is critical. 

A
 final related d

e
b

a
te

 is raised by th
o

se
 w

h
o

 contend th
a

t a
s p

ro
g

ra
m

s 
b

e
co

m
e

 m
o

re
 effective d

e
live

re
rs o

f financial se
rvice

s (credit a
n

d
 sa

vin
g

s), 
th

e
y should lim

it th
e

 scope o
f th

e
ir activities to

 fin
a

n
cia

l se
rvice

s alone. T
h

e
 

p
ro

g
ra

m
s e

xa
m

in
e

d
 here, how

ever. d
o

 n
o

t d
e

m
o

n
stra

te
 th

is pattern. Instead, 
m

a
n

y p
ro

g
ra

m
s b

e
g

a
n

 b
y fo

cu
sin

g
 on th

e
 d

e
live

ry o
f credit. O

n
ce

 th
is 

ca
p

a
city is fully developed, in re

sp
o

n
se

 to
 client requests, th

e
se

 p
ro

g
ra

m
s 

h
a

ve
 diversified and n

o
w

 provide additional financial services and nonfinancial 
se

rvice
s. P

aradoxically. rather th
a

n
 th

e
re

 being a lin
e

a
r p

ro
g

re
ssio

n
 to

w
a

rd
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th
e

 concentration on a sin
g

le
 service, the p

ro
g

ra
m

s e
xa

m
in

e
d

 h
e

re
 h

a
ve

 
perceived th

e
 n

o
n

fin
a

n
cia

l se
rvice

s to
 be vital; th

e
 distinguishing fe

a
tu

re
 o

f 
th

e
se

 financial institutions is n
o

t ju
st th

a
t th

e
y lend to

 th
e

 poor, b
u

t th
a

t th
e

y 
a

lso
 respond to

 th
e

 diverse n
e

e
d

s of th
e

ir clients. T
h

is issu
e

 is h
a

n
d

le
d

 
differently a

m
o

n
g

 the program
s exam

ined. F
o

r exam
ple, in B

olivia, P
R

O
D

E
M

 
w

ill e
xist a

s th
e

 siste
r organization o

f B
ancoS

ol, w
ith th

e
 fo

rm
e

r d
e

d
ica

te
d

 
to

 nonfinancial services and th
e

 la
tte

r exclusively fo
cu

se
d

 on financial 
services. 

U
nderlying the se

rvice
 m

ix debate (financial se
rvice

s only o
r a co

m
b

in
a

tio
n

 
o

f financial and nonfinancial services) are classic organizational te
n

sio
n

s 
related to

 specialization ve
rsu

s diversification. T
h

e
se

 issu
e

s are n
o

t sp
e

cific 
to

 m
icroenterprise p

ro
g

ra
m

s and figure p
ro

m
in

e
n

tly in co
rp

o
ra

te
 stra

te
g

ic 
p

la
n

n
in

g
 a

n
d

 organizational d
e

ve
lo

p
m

e
n

t literature. C
o

m
m

o
n

 se
n

se
 tells u

s 
th

a
t it easier to

 d
o

 o
n

e
 thing w

ell. T
h

e
 program

s exam
ined have d

e
m

o
n

stra
te

d
 

th
a

t although a
ttim

e
s in the organization

's d
e

ve
lo

p
m

e
n

t ith
a

s b
e

e
n

 e
sse

n
tia

l 
to

 co
n

ce
n

tra
te

 on a single objective (such a
s cre

d
it delivery), o

n
ce

 certain 
p

e
rfo

rm
a

n
ce

 sta
n

d
a

rd
s h

a
ve

 been attained, th
e

 p
ro

g
ra

m
s h

a
ve

 b
e

e
n

 a
b

le
 

to
 respond to

 diverse client needs. T
h

e
 correct balance of sp

e
cia

liza
tio

n
 

ve
rsu

s diversification is specific to each organization, reflecting th
e

 existing 
o

rg
a

n
iza

tio
n

a
l capacity, m

a
n

a
g

e
m

e
n

t talent, a
n

d
 the ju

d
g

m
e

n
ts o

fth
e

 b
o

a
rd

 
o

f directors th
a

t e
sta

b
lish

e
s policy. 

C
. S

O
L

ID
A

R
IT

Y
 G

R
O

U
P

 C
R

IT
IQ

U
E

 

D
e

sp
ite

 th
e

 g
ro

w
th

 o
f S

G
P

s, th
e

ir operational self-sufficiency, a
n

d
 p

ro
g

ra
m

 
im

pacts, solidarity g
ro

u
p

 lending h
a

s been criticized in five d
iffe

re
n

t areas. 
T

h
e

 principal criticism
s a

n
d

 an a
sse

ssm
e

n
t o

f th
e

 criticism
 a

re
 o

u
tlin

e
d

 
below

. 

1
. S

o
lid

a
rity

 G
ro

u
p

 D
ro

p
o

u
t R

a
te

 

S
olidarity g

ro
u

p
 lending, although beneficial fo

rth
e

 m
ajority o

f participants, 
is n

o
t universally successful. Ideally, borrow

ers w
ill successfully re

p
a

y th
e

ir 
lo

a
n

s and co
n

tin
u

e
 to

 partiC
ipate in th

e
ir groups; receiving su

cce
ssive

ly 
la

rg
e

r loans. In so
m

e
 instances, borrow

ers w
ill reach a g

ive
n

 lo
a

n
 size a

n
d

 
th

e
n

 e
le

ct to re
q

u
e

st su
b

se
q

u
e

n
t lo

a
n

s o
f th

e
 sa

m
e

 size, or va
ry loan size

 
in a

cco
rd

a
n

ce
 w

ith
 th

e
 se

a
so

n
" requesting la

rg
e

r loan size
s to

 sa
tisfy p

e
a

k 
d

e
m

a
n

d
 periods, and th

e
n

 returning to
 lo

w
e

r loan a
m

o
u

n
ts. 

A
 S

ignificant sh
a

re
 of partiC

ipants, how
ever, d

ro
p

 o
u

t fro
m

 th
e

 p
ro

g
ra

m
s 

altogether. 
F

o
r exam

ple, 
in th

e
 case o

f th
e

 affiliated o
rg

a
n

iza
tio

n
s in 

C
olom

bia'S
 A

sso
cia

tio
n

 fo
r S

olidarity G
roups, 62 p

e
rce

n
t o

f all p
a

rticip
a

n
ts 

h
a

ve
 re

m
a

in
e

d
 w

ith th
e

 program
, w

h
e

re
a

s a full 38 p
e

rce
n

t h
a

ve
 w

ith
d

ra
w

n
. 

O
f th

o
se

 w
h

o
 leave th

e
 solidarity groups, a

b
o

u
t o

n
e

 q
u

a
rte

r d
e

p
a

rt b
e

ca
u

se
 

o
f re

p
a

ym
e

n
t problem

s. In
 th

e
se

 instances, the fe
llo

w
 solidarity g

ro
u

p
 

m
e

m
b

e
rs h

a
ve

 been held accountable to
 co

ve
r th

e
 m

issing loan re
p

a
ym

e
n

ts 
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so
 th

a
tth

e
 g

ro
u

p
 m

a
y receive additional lo

a
n

s in th
e

 future. O
th

e
rs w

h
o

 h
a

ve
 

le
ft th

e
 p

ro
g

ra
m

s did so
 a

fte
r satisfactorily co

m
p

le
tin

g
 th

e
ir eX

isting d
e

b
t 

obligations. 

F
u

rth
e

r re
se

a
rch

 is n
e

e
d

e
d

 to
 d

e
te

rm
in

e
 to w

h
a

t e
xte

n
t d

ro
p

o
u

ts w
h

o
 le

a
ve

 
w

ith
 a sa

tisfa
cto

ry cre
d

it history are in effect g
ra

d
u

a
te

s w
h

o
 h

a
ve

 built u
p

 
su

fficie
n

t internal w
o

rkin
g

 capital to
 satisfy th

e
ir b

u
sin

e
sse

s' operating a
n

d
 

g
ro

w
th

 requirem
ents; h

a
ve

 successfully secured fin
a

n
cin

g
 a

t m
o

re
 attractive 

te
rm

s fro
m

 sa
vin

g
s a

n
d

 loan cooperatives, suppliers, o
r o

th
e

r com
m

ercial 
so

u
rce

s; o
r h

a
ve

 sim
p

ly gotten a
n

o
th

e
r jo

b
 or m

o
ve

d
 aw

ay. T
o

 the e
xte

n
tth

a
t 

th
e

re
 a

re
 g

ra
d

u
a

te
s from

 th
e

se
 m

icro
cre

d
it S

G
P

s, th
is w

o
u

ld
 be a

n
 indication 

o
f th

e
 p

ro
g

ra
m

s' strength. O
n

 th
e

 o
th

e
r hand, d

ro
p

o
u

ts, w
h

e
n

 associated 
w

ith
 b

u
sin

e
ss failures, d

e
m

o
n

stra
te

 th
e

 vulnerable p
e

rso
n

a
l and business 

situ
a

tio
n

 o
f a sig

n
ifica

n
t sh

a
re

 o
fth

e
 p

ro
g

ra
m

 clients; th
is attrition represents 

a sig
n

ifica
n

t lo
ss fo

r b
o

rro
w

e
rs a

n
d

 fo
r program

s. In
 th

e
 lo

n
g

 run, how
ever, 

by sorting th
ro

u
g

h
 le

ss reliable clients, th
e

 S
G

P
s create a disciplined 

e
n

viro
n

m
e

n
t th

a
t su

p
p

o
rts th

e
ir lo

n
g

-te
rm

 viability. 

2
. C

red
it D

e
p

e
n

d
e

n
cy 

C
ritics h

a
ve

 co
n

te
n

d
e

d
 that th

e
 h

ig
h

 in
te

re
st rates ch

a
rg

e
d

 by S
G

P
s have 

sp
a

w
n

e
d

 a se
g

m
e

n
t of th

e
 m

icro
e

n
tre

p
re

n
e

u
r population th

a
t h

a
ve

 b
e

co
m

e
 

a
d

d
icte

d
 to

 w
o

rkin
g

 capital loans. B
e

ca
u

se
 o

fth
e

 high interest rates paid fo
r 

th
e

se
 loans, o

n
ce

 paid back, critics contend th
a

t th
e

 w
o

rkin
g

 capital o
f th

e
 

b
o

rro
w

in
g

 
enterprise is th

e
 

sa
m

e
 

o
r p

e
rh

a
p

s 
even 

lo
w

e
r th

a
n

 before 
b

o
rro

w
in

g
, th

u
s requiring future lo

a
n

s fo
rth

e
 enterprise to ke

e
p

 going. T
h

e
se

 
critics claim

 th
a

t th
e

 borrow
ers h

a
ve

 developed a p
e

rn
icio

u
s d

e
p

e
n

d
e

n
cy on 

w
o

rkin
g

 capital loans. A
s so

o
n

 as th
e

 first loan is repaid, b
o

rro
w

e
rs require 

th
e

 se
co

n
d

. la
rg

e
r lo

a
n

 to
 m

a
in

ta
in

 their b
u

sin
e

ss a
n

d
 p

o
ssib

ly grow
. 

F
urther, th

e
se

 p
e

rso
n

s co
m

m
e

n
t th

a
t th

e
 borrow

ers, w
ith

 a
s m

a
n

y as tw
o

 
d

o
ze

n
 loans, have difficulty w

eaning th
e

m
se

lve
s from

 th
is credit dependency. 

A
lth

o
u

g
h

 it is fa
ir to

 re
co

g
n

ize
 th

a
t th

e
 interest rates ch

a
rg

e
d

 b
y solidarity 

g
ro

u
p

 le
n

d
e

rs do cu
t into th

e
 level o

f retained e
a

rn
in

g
s. th

e
 cu

m
u

la
tive

 
a

m
o

u
n

t a
n

d
 d

u
ra

tio
n

 o
f b

o
rro

w
e

d
 fu

n
d

s is not significantly different th
a

n
 th

a
t 

o
f sta

n
d

a
rd

 sm
all 

business lending approaches. T
h

e
 fre

q
u

e
n

cy 
o

f th
e

 
re

vo
lvin

g
 credit, although g

e
n

e
ra

tin
g

 additional a
d

m
in

istra
tive

 costs, has 
b

e
e

n
 integral to

 th
e

 le
n

d
e

rs strategy to
 screen reliable borrow

ers. 

W
h

a
t m

a
n

y w
h

o
 criticize solidarity group lending fail to

 co
n

sid
e

r is th
a

t m
o

st 
b

u
sin

e
sse

s in fo
rm

a
l e

co
n

o
m

ie
s m

aintain revolving lin
e

s of credits w
ith

 th
e

ir 
lo

ca
l co

m
m

e
rcia

l banks. T
h

e
se

 are u
su

a
lly se

cu
re

d
 w

ith
 p

e
rso

n
a

l assets o
f 

th
e

 b
o

rro
w

e
r (hom

e or o
th

e
r b

u
sin

e
ss assets). M

icro
e

n
tre

p
re

n
e

u
rs ca

n
n

o
t 

q
u

a
lify fo

r su
ch

 co
m

m
e

rcia
l credit lines. W

ith
in

 that context, o
n

ce
 view

ing 
so

lid
a

rity g
ro

u
p

 lo
a

n
s a

s being co
m

p
a

ra
b

le
 to

 co
m

m
e

rcia
l credit lines, th

e
 

m
icro

e
n

tre
p

re
n

e
u

r is really n
o

 m
o

re
 h

o
o

ke
d

 on credit th
a

n
 b

u
sin

e
sse

s o
f all 

size
s th

ro
u

g
h

o
u

t th
e

 w
orld. A

s m
icro

cre
d

it p
ro

g
ra

m
s are able to

 fully co
ve

r 
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th
e

ir costs, th
e

y becom
e a source o

f credit fo
r the m

icro
e

n
tre

p
re

n
e

u
r th

a
t 

parallels in m
a

n
y w

a
ys th

a
t o

f com
m

ercial banks. 

3
. G

ro
u

p
 F

e
a

tu
re

s 

S
o

m
e

 h
a

ve
 criticized th

e
 solidarity g

ro
u

p
 m

o
d

e
l b

e
ca

u
se

 o
f fe

a
tu

re
s 

in
h

e
re

n
t in th

e
 group approach. O

n
 th

e
 one hand, so

m
e

 organizations h
a

ve
 

claim
ed th

a
t the costs associated w

ith bringing groups together and facilitating 
th

e
ir e

ffe
ctive

 operation m
ore th

a
n

 offset th
e

 cost sa
vin

g
s associated w

ith
 

g
ro

u
p

 lending. A
C

C
IO

N
 International affiliates h

a
ve

 adopted a sta
n

d
a

rd
ize

d
 

a
n

d
 efficient m

e
th

o
d

o
lo

g
y fo

r group organization th
a

t p
la

ce
s th

e
 m

ajority o
f 

costs associated w
ith 

group building 
on th

e
 borrow

ers. 
A

lthough th
is 

a
d

d
re

sse
s th

e
 criticism

 th
a

t g
ro

u
p

 building is costly fo
r the program

, o
th

e
rs 

co
n

te
n

d
 th

a
t this approach m

erely tra
n

sfe
rs th

e
 organizational costs fro

m
 

th
e

 p
ro

g
ra

m
 to

 th
e

 borrow
er, and th

a
t the b

o
rro

w
e

r is even less able to
 

a
b

so
rb

 th
e

se
 costs, 

diverting 
precious tim

e
 fro

m
 

business and fa
m

ily 
obligations. 

A
n

o
th

e
r feature critics h

a
ve

 found problem
atic has been w

h
a

t is p
e

rce
ive

d
 

to
 b

e
 co

e
rcive

 ta
ctics u

se
d

 a
m

o
n

g
 solidarity group m

e
m

b
e

rs to
 enforce on

tim
e

 repaym
ent. T

hese tactics reach dram
atic p

ro
p

o
rtio

n
s in ve

ry p
o

o
r 

co
m

m
u

n
itie

s such as th
o

se
 fo

u
n

d
 in B

angladesh. M
e

m
b

e
rs m

a
y be obliged 

to
 b

o
rro

w
 fro

m
 m

oney lenders to
 m

e
e

t p
a

ym
e

n
t shortfalls, 

placing in
 

je
o

p
a

rd
y w

h
a

t little household assets th
e

se
 poor fa

m
ilie

s m
a

y ow
n. I n o

th
e

r 
instances, fe

llo
w

 g
ro

u
p

 m
e

m
b

e
rs m

a
y coerce a g

ro
u

p
 m

e
m

b
e

r th
ro

u
g

h
 o

th
e

r 
social pressures. A

lthough the em
ergency funds have been created specifically 

to
 establish a fall-back position, it is clear th

a
t adhering strictly to

 th
e

 
re

p
a

ym
e

n
t schedule m

a
y indeed represent a hardship fo

r so
m

e
 g

ro
u

p
 

m
e

m
b

e
rs a

t so
m

e
 tim

es. O
n the o

th
e

r hand, it m
u

st be u
n

d
e

rsto
o

d
 th

a
t th

e
 

integrity o
f th

e
 financial institution can only exist, particularly in ve

ry difficult 
environm

ents, w
h

e
n

 there is such a dogged adherence to
 lo

a
n

 re
p

a
ym

e
n

t 
schedules. 

U
ltim

ately, o
n

e
 h

a
sto

 evaluate ifth
e

 cost o
f group form

ation and a
d

h
e

re
n

ce
 

to
 lo

a
n

 re
p

a
ym

e
n

t schedules m
ore th

a
n

 offsets th
e

 benefit o
f reaching ve

ry 
p

o
o

r households w
hile m

aintaining financially viable lending institutions. 

4. 
C

u
ltu

ra
l N

o
rm

s 

S
o

m
e

 h
a

ve
 argued th

a
t p

e
e

r g
ro

u
p

 lending sch
e

m
e

s are n
o

t alw
ays 

co
n

siste
n

t w
ith cultural norm

s and biases. F
o

r exam
ple, a

n
 a

d
viso

r to
 a 

regional credit p
ro

g
ra

m
 in Indonesia claim

ed th
a

t an a
tte

m
p

t to
 in

tro
d

u
ce

 
g

ro
u

p
 lending am

ong its clients proved unsuccessful, largely due to
 cultural 

preferences. In the particular region of Indonesia w
h

e
re

 this a
p

p
ro

a
ch

 w
a

s 
introduced, households w

ere independent and w
e

re
 unw

illing to
 a

ssu
m

e
 

cre
d

it risk in a m
u

tu
a

l guarantee arrangem
ent fo

r o
th

e
rs in th

e
ir co

m
m

u
n

ity. 
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O
thers, com

m
enting a

b
o

u
t som

e urban settings in
 A

frica, also noted th
e

 bias 
tow

ard reaching individual solutions and th
e

 difficulty in enforcing the strict 
repaym

ent regim
en required by m

ost S
G

P
s.lt is d

ifflcu
ltto

 determ
ine if these 

criticism
s are based on ineffectual efforts a

t program
 testing and operations, 

o
r are valid findings th

a
t solidarity group lending is not effective fo

r all 
com

m
unities. 

N
evertheless, 

peer group 
lending h

a
s been 

effective in 
num

erous settings, rural and urban, in A
sia, Latin A

m
erica, A

frica, and even 
th

e
 U

nited S
tates. 

5. 
In

su
fficien

t B
u

sin
ess G

ro
w

th
 

B
y concentrating on reaching the ve

ry poorest strata o
fth

e
 inform

al sector, 
solidarity group lending em

phasizes self-em
ploym

ent over em
ploym

ent 
generation. S

o
m

e
 argue th

a
t m

axim
um

 econom
ic benefit can be achieved 

through em
ploym

ent generation in slightly larger enterprises. T
h

e
y contend 

th
a

t 
th

e
 

m
a

rg
in

a
l 

va
lu

e
 

o
f th

e
 

o
u

tp
u

t 
o

f th
e

se
 

u
n

d
e

rca
p

ita
lize

d
, 

m
icroenterprises is low

 com
pared w

ith th
e

 econom
ic benefit th

a
t could be 

attained by m
ore form

al sm
all businesses. 

O
n th

e
 other hand, S

G
P

s fill a very im
p

o
rta

n
t niche in the financial sector. 

C
ontrary to

 w
h

a
t econom

ic planners w
ant to

 believe, the very sm
allest firm

s 
th

a
t typically participate in solidarity group lending are highly efficient users 

o
f capital 

dem
onstrating very 

high 
return 

on 
assets. 

M
icroenterprises 

g
e

n
e

ra
te

 jo
b

s at even lo
w

e
r costs th

e
n

 sm
a

ll fo
rm

a
l businesses. A

lso, th
e

 
m

easures of program
 im

pact th
a

t dem
onstrate th

a
t m

any borrow
ers have 

increased th
e

ir assets sh
o

w
th

a
tth

e
 repeat borrow

ing arrangem
ent o

f these 
program

s can have a positive cum
ulative effect. 

F
o

r a m
ixture o

f th
e

 reasons outlined above, several program
s have either 

ceased operating solidarity groups after using th
e

m
 for m

a
n

y years, or, 
alternatively, com

m
itted them

selves to individual lending from
 th

e
 start. F

o
r 

exam
ple, A

D
E

M
I, an A

C
C

IO
N

 affiliate in
 th

e
 D

om
inican R

epublic, has 
concentrated 

on individual credits because th
e

y consider this a m
ore 

effective credit delivery strategy. C
ID

E
S

, a m
e

m
b

e
r o

f th
e

 A
sociacion de 

G
ru

p
o

s S
olidarios in C

olom
bia, failed to integrate the peer group lending 

m
e

th
o

d
s w

ithin its standard credit cooperative operations. F
inally, a regional 

credit program
 in Indonesia attem

pted to introduce peer group lending b
u

t 
later rejected the m

utual guarantee group lending because o
f perceived 

cultural incom
patibility. C

learly, th
e

 peer group lending m
ethod, although 

preferred by m
any program

s reaching this sam
e target population, has n

o
t 

been accepted by all settings. 
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In 
1986, 

w
h

e
n

 
P

A
C

T
 p

u
b

lish
e

d
 

th
e

 S
o

lid
a

rity 
G

ro
u

p
 

C
o

n
ce

p
t, th

is 
m

e
th

o
d

o
lo

g
y fo

r credit delivery w
a

s beginning to
 attain regular results; a 

potentially prom
ising co

re
 approach w

a
s em

erging. O
u

rre
p

o
rtd

e
m

o
n

stra
te

s 
th

a
t th

is prom
ise is being realized. T

h
e

 m
ethodology h

a
s p

ro
ve

n
 to

 be 
d

yn
a

m
ic a

n
d

 responsive to
 th

e
 d

e
ve

lo
p

m
e

n
t challenge it h

a
s faced. T

h
e

 
solidarity 

group 
approach 

has 
dem

onstrated th
a

t 
it 

ca
n

 reconcile 
th

e
 

com
peting pressures o

f servicing th
e

 ve
ry poor, reaching large num

bers, 
a

n
d

 operating in a self-sustaining m
anner. F

urtherm
ore, th

ro
u

g
h

 th
e

 m
u

tu
a

l 
g

u
a

ra
n

te
e

 m
echanism

, heightened attention to
 m

a
n

a
g

e
m

e
n

t efficiency, and 
responsiveness to

 th
e

 m
a

rke
t th

e
y service, S

G
P

s h
a

ve
 attained th

e
ir g

o
a

ls 
a

n
d

 several im
portant outcom

es. N
o

t only are th
e

se
 p

ro
g

ra
m

s delivering 
social 

services, 
b

u
t th

e
y 

a
re

 
building 

a 
sustainable 

b
a

sis fo
r m

utual 
accountability. In a field replete w

ith d
e

ve
lo

p
m

e
n

t dinosaurs, th
is is n

o
 sm

all 
accom

plishm
ent. 

T
h

e
 principal lessons arising th

ro
u

g
h

 th
e

 solidarity group e
xp

e
rie

n
ce

 are a
s 

follow
s: 

1. 
T

he 
co

re
 features 

o
f th

e
 so

lid
a

rity g
ro

u
p

 m
e

th
o

d
o

lo
g

y h
a

ve
 

w
ith

sto
o

d
 the te

st o
f tim

e. S
olidarity groups continue to

 provide credit, 
training, and organization building. E

ffective credit delivery in
 solidarity 

g
ro

u
p

s 
in

clu
d

e
s 

scre
e

n
e

d
 

clie
n

t 
se

le
ctio

n
, 

g
ro

u
p

 
se

lf-fo
rm

a
tio

n
, 

decentralized operations, appropriate lo
a

n
 sizes and term

s, real in
te

re
st 

rates and service fees, sim
ple loan application a

n
d

 rapid review
, on-tim

e 
repaym

ent requirem
ents, linking credit to

 savings, cost-effective tra
in

in
g

 
a

n
d

 organization building, and borrow
er-lender m

utual accountability. 
E

xperience show
s th

a
t if g

ro
u

p
s lay aside th

e
 b

a
sic fe

a
tu

re
s o

f th
e

 
solidarity group approach, difficulties m

a
y arise. 

2. 
S

o
lid

a
rity g

ro
u

p
 p

ro
g

ra
m

s have p
ro

life
ra

te
d

 In
 L

a
tin

 A
m

erica, A
sia, 

a
n

d
 A

frica. In Latin A
m

erica, th
e

re
 are m

o
re

 th
a

n
 1

2
0

 local organizations 
using solidarity g

ro
u

p
 lending m

ethods, m
aking available m

o
re

 th
a

n
 $

8
0

 
m

illion in sm
all loans. T

hese fig
u

re
s are dw

arfed w
h

e
n

 co
m

p
a

re
d

 w
ith th

e
 

p
e

e
r g

ro
u

p
 lending conducted by th

e
 G

ra
m

e
e

n
 B

ank, w
h

ich
 as o

f Ju
ly 

1991 
h

a
d

 9
5

0
,0

0
0

 borrow
ers h

a
vin

g
 le

n
t $277 m

illion. In
 A

frica, th
e
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la
rg

e
st p

e
e

r group lending activities are m
odeled on the G

ra
m

e
e

n
 B

a
n

k 
experience including th

e
 P

eople's B
ank o

f N
igeria w

ith 240,000 borrow
ers. 

T
he grow

th in th
e

 n
u

m
b

e
r of program

s and borrow
ers reached h

a
s 

accelerated 
dram

atically in th
e

 last five years. S
G

P
s are attaining 

econom
ies o

f scale th
a

t contribute to
 th

e
ir potential long-term

 financial 
viability and d

e
ve

lo
p

m
e

n
t im

pact. 

3. 
S

o
lid

a
rity g

ro
u

p
 re

p
a

ym
e

n
t p

e
rfo

rm
a

n
ce

 Is excellent. A
m

o
n

g
 the 

A
C

C
IO

N
-affiliated program

s, defaults a
re

 less than 1 p
e

rce
n

t and in 
so

m
e

 countries th
e

 default rate is so negligible it approaches zero. T
h

e
 

G
ra

m
e

e
n

 B
a

n
k's d

e
fa

u
lt rate is less than 2 percent. T

h
is re

p
a

ym
e

n
t 

perform
ance co

m
p

a
re

s favorably to m
o

st com
m

ercial operations and is 
exceptional w

h
e

n
 com

pared w
ith o

th
e

r O
F

ls. 

4. 
S

o
lid

a
rity g

ro
u

p
s have a

tta
in

e
d

 o
p

e
ra

tio
n

a
l efficiencies. A

lth
o

u
g

h
 

direct co
m

p
a

riso
n

s across countries is difficult to
 attain, lending costs fo

r 
the A

C
C

IO
N

 program
s exam

ined, expressed as a percentage o
f th

e
 

average portfolio, ranged from
 28 p

e
rce

n
t to 58 percent. T

he G
ra

m
e

e
n

 
B

a
n

k's a
ve

ra
g

e
 total costs o

f 2
8

.5
 p

e
rce

n
t is sim

ila
r to

 so
m

e
 o

f th
e

 
A

C
C

IO
N

 program
s. A

lthough com
pared w

ith standard com
m

erciallending 
th

e
se

 rates a
p

p
e

a
r high, b

u
t the costs reflect expenses incurred in 

delivering th
e

 very sm
all loans and th

e
 provision o

f o
th

e
r related services. 

F
o

r all p
ro

g
ra

m
s exam

ined, th
e

ir blended cost o
ffu

n
d

s is b
e

lo
w

 m
arket, 

reflecting prior years o
f d

o
n

o
r assistance. T

otal revenues, co
m

b
in

in
g

 
interest revenues and o

th
e

r revenues, h
a

ve
 allow

ed these organizations 
to

 fully co
ve

r th
e

ir expenses. A
ll program

s exam
ined registered only 

m
arginal profits, dem

onstrating th
e

ir preference to
 provide services as 

e
co

n
o

m
ica

lly as possible to
 th

e
ir clients. 

5. 
S

o
lid

a
rity g

ro
u

p
 p

ro
g

ra
m

s are In a co
n

tin
u

a
l p

ro
ce

ss o
f In

n
o

va
tio

n
. 

M
ethodological innovations are integral to solidarity groups b

e
ca

u
se

 o
f 

th
e

ir n
e

e
d

 to
 seek m

a
n

a
g

e
m

e
n

t efficiency to
 reduce th

e
ir operating costs 

w
h

ile
 rem

aining sensitive to
 client preferences. I nnovations have entailed 

standardized credit disbursem
ents, proviS

ion o
f fixed asset lending, and 

o
th

e
r financial services such as savings and life insurance. 

6. 
S

a
vin

g
s, 

e
m

e
rg

e
n

c
y
 fu

n
d

s, 
a

n
d

 e
ffo

rts
 

to
w

a
rd

 fin
a

n
c
ia

l 
In

te
rm

e
d

ia
tio

n
 have becom

e In
cre

a
sin

g
ly Im

p
o

rta
n

t fo
r so

lid
a

rity 
g

ro
u

p
 p

ro
g

ra
m

s. O
n

e
 service of considerable va

lu
e

 to
 m

e
m

b
e

rs is 
savings o

r em
ergency funds. T

hese saving arrangem
ents h

a
ve

 bolstered 
on-tim

e 
repaym

ent. 
S

olidarity 
group 

lenders, 
structured as poverty 

b
a

n
ks, u

se
 savings as an attractive so

u
rce

 o
f funds. O

thers, w
ith

o
u

t 
authorization to

 serve as financial interm
ediaries, have used sa

vin
g

s to
 

leverage funding fro
m

 com
m

ercial sources. 
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7. 
T

ra
in

in
g

 se
rvice

s are In
 co

n
sid

e
ra

b
le

 d
e

m
a

n
d

 fro
m

 so
lid

a
rity 

g
ro

u
p

 m
em

bers. 
A

s S
G

P
s h

a
ve

 b
e

co
m

e
 m

o
re

 effective in
 cre

d
it 

delivery, p
ro

g
ra

m
s are tu

rn
in

g
 g

re
a

te
r attention to

 tra
in

in
g

 activities. 
T

ra
in

in
g

 m
a

y entail personal or g
ro

u
p

 d
e

ve
lo

p
m

e
n

t, skills tra
n

sfe
r, o

r 
m

a
n

a
g

e
m

e
n

t training. T
ra

in
in

g
 re

sp
o

n
d

s to client-perceived n
e

e
d

s and, 
to

 th
e

 e
xte

n
t possible, o

p
e

ra
te

s along th
e

 sa
m

e
 principles o

f client 
responsiveness, m

a
n

a
g

e
m

e
n

t efficiency, and full co
st recovery. 

8. 
O

rg
a

n
iza

tio
n

a
l a

ctivitie
s a

n
d

 o
th

e
r so

cia
l In

itia
tive

s co
n

tin
u

e
 to b

e
 

an Im
p

o
rta

n
t p

a
rt o

f so
lid

a
rity g

ro
u

p
 p

ro
g

ra
m

s. 
S

G
P

s m
a

y b
e

 
involved in other social initiatives th

a
t benefit m

em
bers. S

uch organizational 
activities range from

 related se
rvice

s provided by th
e

 p
e

e
r g

ro
u

p
 le

n
d

e
r 

(housing o
r educational loans) to

 initiatives driven b
y th

e
 clie

n
tth

e
m

se
lve

s 
(burial societies.) F

o
r exam

ple, G
ra

m
e

e
n

 B
ank groups o

p
e

ra
te

 th
o

u
sa

n
d

s 
o

f p
rim

a
ry sch

o
o

ls a
tte

n
d

e
d

 by m
o

re
 th

a
n

 a m
illion yo

u
th

. 

9. 
T

he so
lid

a
rity g

ro
u

p
 e

xp
e

rie
n

ce
 o

ffe
rs Im

p
o

rta
n

t In
sig

h
ts fo

r D
F

ls. 
S

o
lid

a
rity g

ro
u

p
 le

n
d

in
g

 p
ro

vid
e

s an a
lte

rn
a

tive
 m

e
th

o
d

o
lo

g
y fo

r 
D

F
ls. B

y fo
cu

sin
g

 o
n

 w
o

rkin
g

 capital fo
r existing b

u
sin

e
ss a

cro
ss all 

sectors, solidarity g
ro

u
p

s h
a

ve
 a

vo
id

e
d

 the p
ro

b
le

m
s th

a
t typ

ica
lly p

la
g

u
e

 
O

F
ls. 

M
o

st significantly, 
p

e
e

r g
ro

u
p

 lending 
sch

e
m

e
s su

ch
 

a
s th

e
 

G
ra

m
e

e
n

 B
a

n
k h

a
ve

 d
e

co
u

p
le

d
 th

e
 lo

a
n

 re
p

a
ym

e
n

t fro
m

 th
e

 activity 
fin

a
n

ce
d

. B
e

ca
u

se
 th

e
 sca

le
 o

fth
e

 fre
q

u
e

n
t loan re

p
a

ym
e

n
ts is w

ithin th
e

 
m

e
a

n
s o

f th
e

 h
o

u
se

h
o

ld
 econom

y, lo
a

n
 re

p
a

ym
e

n
ts ca

n
 b

e
 collected 

e
ve

n
 during p

e
rio

d
s w

h
e

n
 the activity fin

a
n

ce
d

 is not g
e

n
e

ra
tin

g
 in

co
m

e
 

o
r in th

e
 ca

se
 o

f p
ro

b
le

m
 projects. 

10. The so
lid

a
rity g

ro
u

p
 experience ca

lls In
to

 q
u

e
stio

n
 m

a
n

y co
m

m
o

n
ly 

h
e

ld
 a

ssu
m

p
tio

n
s a

b
o

u
t the m

lcro
e

n
te

rp
rlse

 d
e

ve
lo

p
m

e
n

t field. A
 

clo
se

r lo
o

k into th
e

 solidarity g
ro

u
p

 m
e

th
o

d
o

lo
g

y in
d

ica
te

s th
a

t th
e

 
ca

te
g

o
rie

s o
f m

in
im

a
list cre

d
it co

m
p

a
re

d
 w

ith
 in

te
g

ra
te

d
 a

p
p

ro
a

ch
e

s is 
n

o
t particularly helpful. T

raining a
n

d
 organization building a

re
 integral 

fe
a

tu
re

s o
f th

e
se

 solidarity g
ro

u
p

 operations, w
h

e
re

a
s financial se

rvice
s 

a
re

 p
re

d
o

m
in

a
n

t fo
r m

a
n

y le
n

d
e

rs th
a

t d
o

 n
o

t co
n

sid
e

r th
e

m
se

lve
s to

 b
e

 
m

inim
alist. T

h
e

 d
e

b
a

te
 b

e
tw

e
e

n
 m

inim
alist a

n
d

 in
te

g
ra

te
d

 a
p

p
ro

a
ch

e
s 

h
a

s in m
a

n
y in

sta
n

ce
s se

rve
d

 a
s a proxy fo

r a debate a
b

o
u

t o
rg

a
n

iza
tio

n
a

l 
strategies, b

a
sic a

p
p

ro
a

ch
e

s to
 d

e
ve

lo
p

m
e

n
t, a

n
d

 th
e

 a
ssu

m
p

tio
n

s 
a

b
o

u
t th

e
 efficient u

se
 o

f re
so

u
rce

s and su
b

sid
ie

s th
a

t u
n

d
e

rlie
 th

e
se

 
:liffe

re
n

t strategies. C
riticism

s o
f th

e
 solidarity g

ro
u

p
 approach, such a

s 
th

e
 d

ro
p

o
u

t rate, credit dependency, g
ro

u
p

 features, cultural n
o

rm
s, a

n
d

 
in

su
fficie

n
t b

u
sin

e
ss g

ro
w

th
 are n

o
t convincing w

h
e

n
 co

n
sid

e
re

d
 m

o
re

 
carefully. 
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T
h

e
 solidarity group experience as presented here reveals the progress 

and developm
ent o

f several p
e

e
r group lending program

s. A
s highlighted 

above, th
e

se
 organizations are undergoing dram

atic grow
th, and, although 

th
e

y are attaining financial viability, m
u

ch
 rem

ains fo
r these program

s to
 

learn as th
e

y becom
e m

ature, stable institutions. T
hese organizations are 

breaking n
e

w
 ground in

 th
e

 efficient delivery o
f credit, in th

e
 integration o

f 
savings a

s a valued service and as a source of capital fo
rth

e
 program

, in
 th

e
 

provision o
f cost-effective training and technical assistance, and in th

e
 

prom
otion o

f social organizational activities am
ong program

 clients. T
h

e
 

com
m

itm
ent to

 rem
ain innovative and to

 generate a clim
ate o

f m
utual 

accountability w
ill assist these organizations as th

e
y continue to grow

. 
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