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Chapter 8. Development as Industry Building

Are not all these distinctly useful services? Is not the country the richer, the happier, the better endowed with producing power for them? Unquestionably banks of this class, which will neither give nor take anything for nothing, which scrutinise their member-customers with a keen, selfish, discerning eye, which think nothing of educating, of elevating the poor, which apply only the hard, cold principle of purely economic co-operation, have rendered perfectly inestimable services to the small trading classes, the agriculturists, the working population of their countries, and have strengthened the social fabric of their nations just where strength was most needed and tells to best effect.—Henry Wolff, 1896[footnoteRef:1] [1:  Wolff (1896), 44–45.] 


It is impossible for the large capitalist to come into direct contact with the small cultivator. The capitalist has no local knowledge of the individual, he has no agency for collecting small loans, and he could not keep millions of small accounts. There must be some intermediate organisations. —William Gourlay, 1906[footnoteRef:2] [2:  Gourlay (1906), 217.] 


It is far better to build the capacity of the financial system than to provide a substitute for its inadequacies.—Elisabeth Rhyne, 1994[footnoteRef:3]
 [3:  Rhyne (1994), 106.] 

When I think of vaccination in developing countries, I see a needle piercing a baby’s leg. I hardly see the nurse who gives the shot, much less the health ministry or acronymed non-profit she works for. When I think of the provision of clean water, I see a mother working a hand pump to fill a bucket. I do not see the agency that drilled the well.
When I think of the delivery of financial services to the poor, I see a cluster of women in colorful saris seated on the ground, gathered to do their weekly financial business. But here I see more: a young man, the loan officer in Western clothes who is the nucleus of the gathering. And I wonder who he works for: perhaps the Grameen Bank in Bangladesh? SKS in India? The institution enters the image.
There is no Grameen Bank of vaccination. One does not hear of organizations sprouting like sunflowers in the world of clean water supply, hiring thousands and serving millions, turning a profit and wooing investors. Yet one does in microfinance. Stuart Rutherford observed that “most poor Bangladeshis now have routine access to a basic banking service that is often more reliable than the educational and health services that they commonly encounter. Nowhere else in the world has this yet happened.”[footnoteRef:4] I would emphasize yet. More than any other domain of support for the global poor, microfinance comprises spectacular indigenous institutions.  [4:  Rutherford (2009), 191.] 

So impressive is this difference that some observers have argued that success in microfinance should be defined as success in building organizations.[footnoteRef:5] They are not purists: they do not argue that this is all that matters. It is hard to dismiss the perspectives in the previous two chapters that valorize demonstrable poverty reduction and expanding freedom. But as we have seen, those measuring sticks for microfinance are deceptively hard to apply. Meanwhile, it seems inherently right to cultivate self-sufficient, customer-oriented organizations. So often foreign aid fails precisely because local people do not take ownership of whatever intervention is tried. As a practical matter, the thinking goes, microfinance supporters should declare victory when they have helped build microfinance institutions that thrive independent. The market test essentially suffices. [5:  E.g., Rhyne (1994).] 

This point of view can be rooted in ideas as established as Amartya Sen’s definition of development as freedom. Joseph Alois Schumpeter was an Austrian-born economist who moved to the United States in 1932 to escape Nazism, then taught at Harvard for his last 18 years. In his late twenties, in 1911, he published his Theorie der wirtschaftlichen Entwicklung. When translated into English in 1934, it gained the title, “The Theory of Economic Development.”[footnoteRef:6] A Wikipedia entry, however, argues that entwicklung would better have been translated to “evolution” instead of “development” in order to convey the original German sense of continual, internally driven change.[footnoteRef:7] For Schumpeter, who lived in a time of accelerating industrialization, the interesting question in economics was not why prices settle at levels that balance supply and demand, but why the economic balance was constantly disrupted by new technologies, firms, and trade patterns. The ambient metaphor for the standard economic paradigm of equilibration, the farmer’s market, was a terrible model for the economic churning he witnessed. Schumpeter concluded that the heroes of economic evolution, and the objects of greatest scientific interest, were entrepreneurs. They were agents of creative destruction, finders of new ways of to make valuable things, people like Henry Ford—and Muhammad Yunus. [6:  Schumpeter (1934).]  [7:  “Evolutionary Economics,” wikipedia.org/wiki/evolutionary_economics, viewed January 8, 2010.] 

In fact, Schumpeter’s entrepreneurs did not need to be individuals. Organizations too were entrepreneurial if they developed and spread “new combinations of the means of production.”[footnoteRef:8] In the Schumpeterian view, then, the arrival of self-sufficient microfinance institutions such as BancoSol in Bolivia, Equity Bank in Kenya, and BRI in Indonesia is economic development. [8:  Schumpeter (1934), 74–75.] 

This chapter explores the implications of defining development as industry building. The growth of microfinance institutions (MFIs) being so explosive and singular, the overall verdict is almost inevitably positive. However, a careful reading of Schumpeter on the role of finance in economic development, along with some reflection on the differences between growth and development, adds some critical conclusions. There are reasons to be concerned that support for microcredit today is stimulating overly rapid growth in microcredit even as it undermines microsavings and other services. And microfinance as a whole may be overshadowing financial services for the small business owners a step up the economic ladder who better match the Schumpeterian ideal of the innovating, job-creating entrepreneur.
Of Development and Growth
“Development” in English signifies both outcome and process. The outcome sense has been drilled into many minds by the Amartya Sen–inspired Human Development Index, which scores each country on the income, health, and education of its populace. But the process sense is truer to the word, for it is encoded in the Latin root of both “development” and “evolve,” namely volvere, “to roll.” Chapter 6, with its focus on measurable impacts, worked under the outcome definition. Chapter 7 blended the two conceptions, taking freedom as both and end and a means. This chapter hews to the process sense, and more concretely than in Sen’s broad reasoning. The starting point is recognizing that certain societies have become rich over the last few centuries not merely by enhancing various mutually reinforcing freedoms, but by enduring long processes of economic churning, in which new ways of making things continually displaced old—in a word, industrialization.
Since you are reading this book, you are probably thinking about whether and how to invest in microfinance and asking yourself how much good you would do for the poor that way. It is a hard question to answer because a long river of causation runs from the act of assisting an MFI to affecting the lives of poor people. The previous two chapters attempted to gauge the impacts of microfinance on outcomes far along the flow, such as on household spending and freedom. So close are such outcomes to the ultimate goals of development—life, liberty, and the pursuit of happiness, one might say—that there is little doubt that the outcomes matter. Yet so far do they lie from the practical intervention that proving a link to it is remarkably difficult. This chapter takes a different tack. It weighs anchor upriver, focusing on outcomes easily linked to donor support, such as growth of microfinance organizations and maturation of an industry. This relocation reverses the analytical challenge of the previous two chapters. Judging success relative to the new reference point is fairly easy: investors and advisors have made microfinance what it is today. But whether such success improves the lives of the poor downstream becomes less certain. Making the link as best we can requires a broad understanding of the process of national economic development and the role of finance within it.
In the history of economics, Schumpeter is the leading proponent of the view of that economic development is an evolutionary process fueled by finance. His theory is incomplete: even today, why certain countries begin industrializing at certain times is not fully understood.[footnoteRef:9] But he did observe correctly that when the process is underway, the rise of new technologies is often associated with the rise of new corporations—makers of steel, software, and so on. “It is not the owner of stage-coaches who builds railways.”[footnoteRef:10] To use yet another word from that Latin root, development is a series of revolutions, brought about by the constant birth of new institutions. In fact, these new institutions need not be corporations. Non-profits such as the Red Cross and democratic institutions of governments also arise to put their stamp on society. They produce new things that people value, or old things in new ways. A society that ceases to nurture such institutions ceases to develop. In his 1942 book Capitalism, Socialism and Democracy, Schumpeter popularized (but did not coin) the term “creative destruction”: [9:  Commission on Growth and Development (2008), 33.]  [10:  Schumpeter (1934), 66.] 

…the history of the productive apparatus of a typical farm, from the beginnings of the rationalization of crop rotation, plowing and fattening to the mechanized thing of today—linking up with elevators and railroads—is a history of revolutions. So is the history of the productive apparatus of the iron and steel industry from the charcoal furnace to our own type of furnace, or the history of the apparatus of power production from the overshot water wheel to the modern power plant, or the history of transportation from the mailcoach to the airplane. The opening up of new markets, foreign or domestic, and the organizational development from the craft shop and factory to such concerns as U.S. Steel illustrate the same process of industrial mutation—if I may use that biological term—that incessantly revolutionizes the economic structure from within, incessantly destroying the old one, incessantly creating a new one. This process of Creative Destruction is the essential fact about capitalism.[footnoteRef:11] [11:  Schumpeter (1942), 83.] 


In his early book, Theorie der wirtschaftlichen Entwicklung, Schumpeter laid the groundwork for the “creative destruction” idea by describing an imaginary economy called the circular flow. I envision it as a medieval seaside town in Italy with winding, stone-paved streets. In the circular flow, little changes, ever. The farmer sells to the butcher, who sells to the shoemaker, who sells to the baker, who sells to the farmer. Income and expenditure course in predictable ways, day to day, year to year. Methods of production remain static. Credit is useful but inessential. Schumpeter knew that the circular flow was an artifice, but it lined up with a paradigm he wanted to revolt against: the iconic graphs of supply and demand that Alfred Marshall, the nineteenth-century dean of economics, had popularized (but did not coin).
The important question, Schumpeter wrote, is not what makes this equilibrium, but what breaks it. “Carrying out a new plan and acting according to a customary one are things as different as making a road and walking along it.”[footnoteRef:12] How do economies change? Where do Model T’s and microcredit come from? His answer: the essential agent is not the scientist nor the inventor but the entrepreneur, the one who strikes out to combine labor and materials in novel ways and so disrupt the circular flow. “Development in our sense is then defined as the carrying out of new combinations.”[footnoteRef:13] Profits exist only to reward such entrepreneurship. [12:  Schumpeter (1934), [xx].]  [13:  Ibid., 66.] 

One can easily view the people and organizations whose stories were told in chapter 4 as Schumpeterian heroes—the Okas in Indonesia, Yunus in Bangladesh, BancoSol in Bolivia. They did not invent joint liability and mass production of financial services for the poor any more than Henry Ford invented the automobile. But through vision, persistence, luck, ingenuity, trial, and error, they made small economic revolutions. They brought new possibilities to poor customers. They created jobs. They were copied. In response to competition, they became more efficient and flexible. The pioneers changed the institutional fabric of their nations. In this sense, their contribution to development is incontrovertible. If this praise seems hollow—it does not assert that microfinance is reducing poverty or even expanding clients’ freedom—consider that replicating the success of microfinance institutions in a hundred other lines of business would make a country rich.
A complete theory of evolution needs a source of novelty and a source of selection. Schumpeter highlighted the source of novelty in his theory of economic evolution, implicitly giving the market the job of selecting winners. However, we know that in the case of credit especially, markets are often highly imperfect as sources of restraint. They can allow malignant variants to run rampant. As a result, thinking clearly about current trends in microfinance will require that we distinguish carefully between growth and development.
Ecological economists have long made this distinction out of concern about the collision between economic growth and environmental limits. Herman Daly, eminent in the field, explains:
To develop means “to expand or realize the potentialities of; to bring gradually to a fuller, greater, or better state.” When something grows it gets bigger. When something develops it gets different. The earth ecosystem develops (evolves), but does not grow. Its subsystem, the economy, must eventually stop growing, but can continue to develop. [emphasis in original][footnoteRef:14] [14:  Daly (1993 [1990]), 268.] 


Growth can constitute development, making it worthy of the name “healthy growth.” Children should grow as they development; those who do not have development problems. The growth of the mobile phone industry in poor countries also seems developmental. Development first occurred within the industry as entrepreneurs solved technological and business problems, thus becoming more sophisticated about how to do their jobs. Then, by scaling up, the industry brought development to society as whole. It expanded the potentialities of people by connecting them. But growth can be unhealthy too, especially when it trespasses certain bounds: think of the childhood obesity epidemic in the United States, or the acceleration of fossil fuel burning that is causing climate change. This Daly calls uneconomic growth. “Growth for the sake of growth,” declared eco-radical Edward Abbey, “is the ideology of the cancer cell.”[footnoteRef:15] In fact, what we usually refer to as economic development, what has made rich countries rich, consists of both development and growth as Daly means the words: complexification and expansion. The expansion has occurred above all in the amount of energy consumed, and is at present overrunning ecological bounds, making it partly uneconomic. [15:  Abbey (1977), 183.] 

Having complemented Schumpeter’s notion about the source of economic variation with one about the need for restraint, let us return to him for one more important idea. For Schumpeter, development could take place within the business of financial services, yes, but far more importantly, economic development occurs because of financial services. Credit is not merely a useful thing to sell to people, like food and shirts. It is essential for creative destruction throughout the economy. It is the lifeblood of entwicklung. Here, the analogy between economy and ecology breaks down: if the financial industry is a species, it a strange species that makes evolution in all other species possible.
A better analogy is to the human body, with the financial system the heart. Why? In order to carry out new combinations, entrepreneurs need purchasing power with which to hire workers and obtain materials. One of the more mind-boggling everyday facts in economics is that banks create money (but not wealth) out of thin air. You put your money in a savings account and it is still yours. The bank lends most of it to someone else, who can spend it: one dollar becomes two. If the borrower successfully invests the money in new economic activities, then the growth in money will eventually be matched (or surpassed) by growth in wealth produced. (Otherwise, inflation may result, as an expanded supply of money chases the same amount of goods and services.) Without the money created through credit, Schumpeter submits, the entrepreneur could not obtain purchasing power to disrupt existing economic patterns. Under socialism, government planners could substitute for this mechanism through command and control, and perhaps guide development more effectively. But in the capitalist system, the hero behind the hero is the banker:
The banker…is not so much primarily a middleman in the commodity “purchasing power” as a producer of this commodity….[H]e has himself become the capitalist par excellence. He stands between those who wish to form new combinations and the possessors of productive means. He is essentially a phenomenon of development, though only when no central authority directs the social process. He makes possible the carrying out of new combinations, authorises people, in the name of society as it were, to form them. He is the ephor of the exchange economy.[footnoteRef:16] [16:  Ibid., 74.] 


Schumpeter overreached somewhat. Sometimes innovative companies are launched with savings rather than credit. At any rate, while economic development may be impossible without finance, it would be equally impossible without many other things, such as scientific advance, rule of law, and a healthy environment. A play with the banker in the leading role feels a pallid allegory for the extraordinary processes of technological change of the last few centuries. Perhaps this is what Nobel-winning economist Robert Solow meant when he remarked that “Schumpeter is a sort of patron saint in this field. I may be alone in thinking that he should be treated like a patron saint: paraded around one day each year and more or less ignored the rest of the time.”[footnoteRef:17] But the core idea seems right: significant innovation requires people to invest effort before reaping returns, and that takes finance. The financial industry is both a locus and a source of economic development. [17:  Solow (1994), 52.] 

A Burgeoning Industry
No doubt about it: the microfinance industry is home to large and growing institutions. The 20 largest microcreditors with data on the Microfinance Information Exchange (MIX) are shown in Table 1. They break roughly into three groups. At the top are large, established MFIs in Bangladesh and Indonesia whose days of fast expansion are probably over. The Bangladeshi big three have converged to about 6 million borrowers each while Proshika, also in Bangladesh, has some [1.8] million and Indonesia’s BRI [3.5] million. Next down are the hyper-growers of India, led by SKS microfinance.[footnoteRef:18] (Perhaps by the time you read this, SKS will be the biggest microcreditor in the world.) Below them appear fast-growing MFIs in Africa, Asia, and Latin America. The top 20 exhibit a variety of institutional forms. There are non-profit, non-governmental organizations (NGOs); non-bank financial institutions, which are regulated, for-profit companies without as much (or any) latitude as banks to take voluntary savings; full-fledged banks; and a large credit union in Mexico. [18:  Data extracted from mixmarket.org, j.mp/6bjcLM, January 15, 2010.] 

[bookmark: _Ref254936474]Table 1. Number of borrowers and recent growth rates, 20 largest lenders of 2008
[image: ]
Table 2 does something similar for microsavings. The data source, the Mix Market, only began collecting data on voluntary savings accounts for 2008, which prevents estimation of growth rates for this service. BRI looms over all, with more than [21] million savings accounts in 200[8]. The Bangladeshi big three again join BRI at the top. Below them appear microfinance banks from many countries. The hot microcredit-dominated non-banks of India are absent, for they cannot take savings aside from forced savings used as collateral. But two less-heralded Indian NGOs make the top 20.[footnoteRef:19] [19:  Data extracted from mixmarket.org, j.mp/4RMKJj, January 15, 2010.] 

[bookmark: _Ref254936784]Table 2. Number of savers, 20 largest deposit-takers of 2008[update/fix]
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These statistics convey how microfinance can power growth of individual institutions. Arguably a truer sign of Schumpeterian transformation is the arrival of an industry populated in each country by several major players who are constantly pressed by competition to cut costs, improve service, and broaden services. As we saw in chapter 5, competition appears to bring down interest rates. And one study found that heightened competition from conventional banks moving into the microfinance market leads dedicated MFIs to push farther downward too, thus expanding financial access for poorer people.[footnoteRef:20] Within the microfinance industry, competition does appear to be increasing in most countries. One standard measure of industry concentration, often used in anti-trust law, is the Herfindahl-Hirschman index (HHI). It is the sum of the squares of each firm’s market share. So if one MFI has 0.75 (75 percent) of all microcredit accounts in a country and another has 0.25, the HHI is 0.752 + 0.252 = 0.625. The HHI reaches 1 under monopoly, and approaches 0 with a swarm of tiny firms. Defining the “market” as the number of microcredit loans, the HHI appears to be falling in most countries.[footnoteRef:21] (See Figure 1.) The major exception in the figure is Kenya, where Equity Bank has grown explosively (more below). [20:  Cull, Demirgüç-Kunt, and Morduch (2009b).]  [21:  Calculations by author and Scott Gaul of The Mix. Underlying data from mixmarket.org, j.mp/6bjcLM, January 15, 2010. For more details and caveats, see blog post “Should Industry Concentration Cause Consternation?” January 15, 2010, j.mp/5GuheZ.] 

[bookmark: _Ref253043725]Figure 1. Concentration of microcredit market based on numbers of borrowers, selected countries
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So far the statistics have counted people rather than currency—loans rather than money lent. Fully appreciating the business successes in microfinance requires measuring in money terms too. A young Geneva-based company called Symbiotics collects the most detailed data on investible MFIs—the ones tapping international capital. Total microloans outstanding of the “SYM 50” group of MFIs climbed steadily from about $1.5 billion at the end of 2005, endured a plateau after global credit markets froze in late 2008, and then climbed to more than $4 billion at the end of 2009. (See Figure 2.)[footnoteRef:22]  [22:  Symbiotics SA, Geneva, www.syminvest.com/microfinance-institution/market, viewed January 20, 2010.] 

[bookmark: _Ref251768951]Figure 2. Total loans outstanding, SYM50 microfinance institutions, 2005–09 (billion $)
[image: ]
Just as Thomas Edison tried hundreds of light bulb designs before finding one that glowed for a thousand hours, growth breakthroughs in businesses usually come after much tinkering. Historically, the innovations in microfinance came in three overlapping waves. First were innovations that solved practical problems in controlling costs and building new branches, as we saw in chapter 5. Second, in order to grow, MFI leaders absorbed or developed key management strategies to strengthen their organizations: effective management information systems (MIS) to track transactions across an expanding branch network; appropriate accounting systems; recruitment, training, and incentive programs that inculcate organizational culture that blends business ends with social mission.[footnoteRef:23] [23:  Roodman and Qureshi (2006).] 

The third innovation wave readied microfinance fields to absorb outside capital and built the canals to route it their way. Modern microfinance began in the non-profit world, seemingly the antithesis of capitalism. But after Muhammad Yunus and the Grameen Project proved in the early 1980s that microcredit could reach thousands in short order, the movement felt its way toward sustained, commercial-style expansion. Some MFIs managed to grow explosively while remaining non-profit. In Bangladesh, BRAC leveraged steady donor support for a portfolio of activities reaching beyond microfinance, while ASA expanded through recycling of profits from its efficient operation. The Indonesian government owned BRI at the time of its successful move into microfinance. But by and large the pursuit of scale takes changes in form. To open branches and hire staff at high speed, most MFIs need money up front. They can borrow it, but they will run into two limits. First, organizations can over-borrow just as people can. If an NGO with $1 million in its cash reserve borrows another $1 million from a German aid agency and lends it to poor families, a 1 percent loss on those loans will cost $100,000, a manageable 10 percent of reserves. If it borrows and on-lends $100 million, a 1 percent loss will spell bankruptcy. That precious $1 million reserve is the NGO’s equity; and a 100-to-1 debt-equity ratio is dangerously high. The other limit NGOs may hit is the willingness of outside investors to lend to institutions subject to little government supervision. Government oversight of banks is meant to prevent overextended credit operations, protect depositors’ savings, and guarantee prompt disclosure from the bank’s (uncooked) books. When the rules are rickety, as they often are for non-profit financial institutions, commercially minded investors stay away. Both the limits of debt financing and the value of government oversight have compelled some non-profit MFIs to transform into regulated, for-profit financial institutions. For-profits can add to their equity by selling shares of themselves to outside investors. These shares entitle investors not to fixed sums, as loans do, but to a say in management and a fraction of the earnings. For the MFI, equity off-loads risk onto investors who are better able to absorb it.
The first transformation took place in Bolivia in 1992 (see chapter 4). Five years before, the U.S. Agency for International Development (USAID) and Acción International had helped Bolivian business leaders and philanthropists found Prodem, a non-profit solidarity group lender. Elisabeth Rhyne of Acción described what throttled Prodem’s growth:
Prodem had some access to commercial loans from banks, but these were too limited to maintain its desired rate of expansion. In 1991…it had a total of $710,000 in commercial loans [, which] covered less than one-third of Prodem’s total funding requirement. That year Prodem issued about $2 million in loans each month, expanding its portfolio from $2.4 million to $4.6 million. Moreover, the loans were still closely linked to donors. Acción International’s Bridge Fund, a guarantee mechanism set up with funding from USAID, Ford Foundation, and others, guaranteed repayment of the loans to [the Banco Boliviano Americano]. These loans offered virtually no leverage; to back its guarantees the Bridge Fund maintained a deposit (supplied by donors) approximately the same size as the loans themselves. Without guarantees, Prodem’s “collateral” for a loan from a bank was its own loan portfolio, which consisted of unsecured loans that bankers and banking authorities considered too risky to use as security. Moreover, no bank wanted to face the unpleasant possibility of chasing down an NGO whose aim was to lend to the poor and whose owners were not liable for the organization’s assets. Unless Prodem were to enter the financial markets as a full-fledged member, it could not hope to gain access to the amounts of finance it would need.[footnoteRef:24] [24:  Rhyne (2001), 107.] 


Perhaps not surprisingly, the idea for transforming Prodem into a commercial bank for the poor came from a successful businessman. Canadian Martin Connell came to his fortune as a third-generation chief executive of a family mining company, and had engaged with friends in venture capitalism. He empathized easily with microentrepreneurs he met on travels in poor countries. In 1983 he created the Calmeadow Foundation, which, after an encounter with Acción’s Jeffrey Ashe (see chapter 4), found its calling in a commercial vision of microfinance.[footnoteRef:25] Connell was instrumental in persuading Prodem’s board members and backers to make the radical departure from non-profit status. After several years of planning, Prodem became BancoSol, a for-profit bank. Initially, BancoSol raised equity from mission-driven institutions such as Calmeadow, Acción, and the Inter-American Investment Corporation, an arm of the Washington, DC-based Inter-American Development Bank. Within Bolivia, BancoSol provoked imitation and competition, as its founders intended. Since then, other MFIs have grown and transformed in the same way, including Compartamos and the Indian NBFIs in Table 1.  [25:  Calmeadow Foundation (2005), 17–18.] 

A question arises: if the destination is bankhood, or something like it, why not just go there directly? The transformation of NGOs may have been necessary historically as the pioneers felt their way to capitalism, but perhaps today’s MFI founders need not repeat history. That is the philosophy of the German ProCredit Group, also introduced in chapter 4. Today it owns banks in 22 countries. One of the first began life in Bolivia under the name ProCrédito just as Prodem transformed into BancoSol. ProCrédito started non-profit, but transformed in a short three years. Most newer ProCredit banks, from Armenia to the Democratic Republic of Congo, have simply started as formal financial institutions.[footnoteRef:26] [26:  ProCredit Group, Frankfurt, procredit-holding.com/front_content.php?idcat=3, viewed January 22, 2010.] 

Another sign of microfinance’s commercial maturation is the increasingly diverse financial ecosystem supplying it with finance. Here too the history begins in Bolivia—and yet traces its inspiration back much farther. Connell recounts:
The board meeting of BancoSol in early 1993…was a positive one. The bank was showing healthy growth in assets and profits, and the feeling coming out of the meeting was energizing and optimistic. Considering that BancoSol had only been open for a little over a year, the small group of board members at the courtyard bar outside the meeting room had reason for a moment of self-congratulation….What next, we mused?

It was Ernst Brugger who then tossed in his vision of an investment fund that would help create more BancoSols….Our response was electric and instantaneous—we must do it![footnoteRef:27] [27:  Calmeadow Foundation (2006), 1.] 


 “It seemed like a good time for that,” Brugger later recalled, “like Europe in the 19th century, when the sparkassen [municipal government–backed savings banks, seen in chapter 3] were first established. I could see that these microfinance institutions were well planned, but they needed strong partners to grow.”[footnoteRef:28] With Connell’s support, the world’s first microfinance investment vehicle (MIV), ProFund, opened its doors in 1995. The purpose was to demonstrate that microfinance investors could earn respectable returns and eventually get their capital back (“exit”). The strategy was to raise funds from the sorts of institutions that had invested in BancoSol (not commercial investors), purchase equity in Latin MFIs, continue for ten years, and then liquidate and shut down. No one knew if it would work. Each investment in an MFIs was a novel and complex legal deal. ProFund’s director, Alex Silva, had to pound the pavement in search of investors, rather opposite the situation today. ProFund eventually placed $23 million in 14 MFIs. Some did lose money, especially in dollar terms. Investors in Latin America in 1995–2005 faced fierce headwinds: financial crises in Paraguay and Ecuador; political chaos in Haiti and Venezuela and Bolivia; and depreciating currencies all around that eroded returns in dollars. But enough MFIs did well to earn the fund an average 7 percent a year over the decade. The big gainers were BancoSol, Mibanco in Peru, and Compartamos.[footnoteRef:29] The return was low for the risk, considering that a super-safe U.S. dollar money market fund earned 4.3 percent annualized over the same time.[footnoteRef:30] Yet it proved microfinance a serious enough play to attract investors whose risk-return calculus included a “social” bottom line. [28:  Ibid., 7.]  [29:  Ibid.; Silva (2005).]  [30:  Based on 1995–2004 returns for the Vanguard Group’s Prime Money Market Fund Institutional Shares, j.mp/9ltfO6.] 

As intended, ProFund spawned an industry. At the end of 200[8][update], more than 100 microfinance investment vehicles operated.[footnoteRef:31] (See Figure 3.) The ten biggest together had $[4] billion in assets (see Table 3) and the entire class held $[6.5] billion, nearly [300] times ProFund’s capital.[footnoteRef:32] Some MIVs, such as ProFund’s younger sister AfriCap, specialize in one region. Some are global. Some favor equity. (Investors, dominated by MIVs, have bought at least $500 million in microfinance private equity since 2005.[footnoteRef:33]) Some stick to debt. And some do both. Most chase the top-tier MFIs that can absorb the capital most readily. Others invest in less-established, seemingly dicier MFIs, typically sharing ProFund’s desire to help young ones mature. [31:  CGAP (2009a), 9.]  [32:  [Reille and Glisovic-Mezieres (2009), 2.][$6.5 billion from Glisovic-Mezieres conversation 1/20/10 cite tk]]  [33:  Reille et al. (2010), 3.] 

As a group, MIVs appear to be doing roughly as well as ProFund did. The Symbiotics “SMX” index returned 30.6 percent over 2004–09, equivalent to 5.5 percent a year. Returns in terms of the euro were lower because it climbed against the dollar. (See Figure 4.)[footnoteRef:34] [34:  Symbiotics SA, Geneva, syminvest.com/microfinance-investment-vehicle, viewed January 28, 2010.] 


[bookmark: _Ref252388840]Figure 3. Number of microfinance investment vehicles, 2000–08
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[bookmark: _Ref252955001]Table 3. Top 10 microfinance investment vehicles, end of 200[8][update]
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[bookmark: _Ref252436818]Figure 4. Performance of Symbiotics Microfinance Index in dollar terms, 2004–09


The final step to commercialization in microfinance has been for MFIs to issue securities, tradable promises to pay out money under specified conditions. These have been of two main kinds. One is modern, familiar to most people today because of its role in creating housing bubbles: the securitized loan. In their details, loan securitizations are 100 times more complex than I could convey in a paragraph. At base, MFIs sell microloans on their books—IOU’s of the poor—to investors. The MFIs gets cash now and the investors get future cash flow. The MFIs continue to collect debt service at weekly meetings, keep much of it to cover costs, and pass the remainder, along with default risk, on to investors. Having reduced their risks and increased their reserves, MFIs are freed to make more loans—and sell those too, in a continuing cycle. In the hands of financial engineers, loan-backed securities, like the more familiar mortgage-backed ones, can take elaborate forms. Repayment flows can be split into principle in interest, or into junior and senior tranches, the junior ones taking the hit from partial defaults. Another wrinkle: donor agencies have often guaranteed some or all of the flows in order to entice investors.
The first microfinance securitizations took place in 2006. In May of that year, ProCredit Bank Bulgaria sold €48 million of its loans to institutional investors. A few months later BRAC created a structure through which it is selling $180 million in loans over six years. They are denominated in Bangladesh’s currency, the taka, so foreign investors rather than BRAC bear the risk that the MFI’s home currency will lose value.[footnoteRef:35] At least a dozen securitizations have taken place since 2006[check]. [35:  Swanson (2008).] 

The other category of microfinance security is the traditional, and consists of bonds and stocks. One important, early deal of this type came in 2004 when Compartamos borrowed 500 million Mexican pesos by selling bonds. Because of doubts about whether investors would risk lending to a young business in a commercially unproven industry, the World Bank’s International Finance Corporation (IFC) partially guaranteed Compartamos’s payments to bondholders.[footnoteRef:36] Five years later, the Mexican MFI had earned enough investor confidence to issue 1.5 billion pesos in bonds without an IFC assist.[footnoteRef:37] [36:  Citigroup, “Citigroup/Banamex leads Financiera Compartamos bond issue in Mexico with a partial IFC credit guarantee; Standard & Poor’s, Fitch Assign Investment-Grade country rating,” press release, August 2, 2004, j.mp/d1P8A2.]  [37:  “Deal of the Month: Compartamos Diversifies Its Funding (August 2009),” CGAP, Washington, DC, j.mp/bnuVAR, viewed February 3, 2010.] 

Stock issuances have served different ends, occurred less often, and generated more controversy. To date, flotations of stock have mostly not raised capital for MFIs.[footnoteRef:38] Rather, they have allowed existing owners to exit, to sell what was once their private equity to the public, often at great profit. In 2003, Bank Rakyat Indonesia became the first publicly traded MFI after the government sold 30 percent of its stake on the national stock exchange.[footnoteRef:39] The initial public offering (IPO) of Kenya’s Equity Bank in 2006 arguably matters more historically, since it was the first debut of a young modern-wave MFI on a public stock market. For AfriCap, the IPO turned $1.6 million into [$32 million].[footnoteRef:40] (BRI was a century old and government-owned before its public offering.)  [38:  CGAP (2009c), 10.]  [39:  “History,” Bank Rakyat Indonesia, Jakarta, j.mp/c1BkOg, February 2, 2010.]  [40:  Diouf (2010), 1; [“Investor reaps Sh2.5b from sale of Equity Bank shares” j.mp/d9JW2s using exchange rate of 77.47 Ksh/$ from j.mp/cS2ytf]] 

Then in 2007 came an act that shook the microfinance world: Compartamos Banco went public. Acción, the IFC, and other early investors sold 30 percent of company, earning $450 million for stakes that had cost them just $6 million.[footnoteRef:41] The founding co-CEOs of Compartamos became the “first microfinance millionaires,” in the words of Morgan Stanley’s Ian Callaghan.[footnoteRef:42] The fortunes made by charging the poor 100 percent interest reignited ancient debates over usury. “Microcredit was created to fight the money lender, not to become the money lender,” Muhammad Yunus noted acerbically.[footnoteRef:43] Compartamos defended the sale as helping the microfinance industry mature and grow: its profits would attract competition in Mexico.[footnoteRef:44] Acción said that it wanted to exit the bank in order to invest its gains ($135 million) in younger institutions in poorer places.[footnoteRef:45] (That may be a strong argument for an IPO but the justice of 100 percent interest is a separate matter, explored in chapter 7.) [41:  Rosenberg (2007).]  [42:  Callaghan (2007).]  [43:  “Online Extra: Yunus Blasts Compartamos,” BusinessWeek, December 13, 2007.]  [44:  Danel and Labarthe (2008).]  [45:  Rhyne (2010), 4.] 

As financial channels have proliferated—MIVs, loans, private equity, loan securitizations, bonds, IPOs—the funds flowing through them have swelled. CGAP, the independently funded microfinance research unit of the World Bank, calculates that at the end of 200[8][update], donors and investors had poured $14.8 billion cumulatively in microfinance institutions, an increase of $[3.4] billion from 12 months earlier. A quarter of the investment went into South Asia—mostly India, presumably—with nearly as much into Eastern Europe, where people are fewer but loans larger. (See Table 4.)[footnoteRef:46] [46:  CGAP (2009b), 6.] 

Nearly all the investment came from institutions and individuals with social missions. Little was motivated by profit alone. (See Table 5.) Traditional donor agencies such as USAID accounted for [11] percent of the cumulative end-200[8] total. International agencies such as the World Bank, most of which can only disburse to governments, held 31 percent. Foundations and other private donors had 7 percent. “Development finance institutions,” which are agencies such as the IFC that invest public money in the private sector, now comprise the largest category, at 45 of outstanding funds. That leaves just 7 percent in the hands of private investors (as distinct from private donors).[footnoteRef:47] Here is where you will find New Zealand billionaire Christopher Chandler buying a controlling stake in of India’s Share Microfin for $25 million in 2007.[footnoteRef:48] And here are Vinod Khosla and other venture capitalists who topped up earlier investments in SKS with a record-breaking $75 million in November 2008, in the midst of a global financial crisis.[footnoteRef:49] For these investors, social and financial motives mix ambiguously: they hope to do well, perhaps very well, while doing good. At any rate, while their moves have attracted much attention, their type is not necessarily representative of private financers of microfinance. At least as common are investors clearly willing to sacrifice financial for social gain. They include the Calvert Group, known for its “socially responsible” mutual funds, and Kiva, the web site that lets users lend as little as $25. [47:  Ibid. and Jasmina Glisovic-Mezieres, CGAP, Paris, e-mail January 29, 2010.]  [48:  “Legatum Invests over 100 Crore (Us$25 Million) for Majority Interest in Share Microfin Ltd., India’s Leading Microfinance Institution,” Legatum, Dubai, legatum.org/docs/20070515.pdf]  [49:  “SKS Microfinance Raises $75 mn,” Financial Express (India), November 10, 2008.] 

The preceding has focused on overseas financing for MFIs. MFIs also raise capital from investors at home, though little is known about how much. Good numbers are available for India, and deserve special mention because they are large enough to be globally significant. Here too, the overwhelming share of the capital aims for a social policy goal. A longstanding Indian policy of “priority sector” lending requires domestic banks to devote 40 percent of their credit (and foreign banks 32 percent) to certain groups, poor such as self-employed people; certain activities, such as agriculture; or certain financial channels, including MFIs and self-help groups (SHGs, described in chapter 4).[footnoteRef:50] This directed lending has fueled the exponential growth of India’s MFIs and self-help groups in recent years. As of March 31, 2009, loans to MFIs totaled at least 114 billion rupees ($2.3 billion), up 149% from one year earlier. Those to SHGs were 242 billion ($4.8 billion), up 72 percent.[footnoteRef:51] It this easy access to credit that has so tantalized venture capitalists. Every rupee they put into an MFI can easily leverage five rupees in bank loans. [50:  Reserve Bank of India, “FAQs,” rbi.org.in/scripts/faqview.aspx?id=8, viewed February 19, 2010.]  [51:  Srinivasan (2009), Tables A.1, A.3, A.4.] 

[bookmark: _Ref252954485]Table 4. Foreign financing for microfinance by destination, 2008[update and fix]
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[bookmark: _Ref252891142]Table 5. Foreign financing for microfinance by source type, 2008[update and fix]
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Growth and Development within the Microcredit Industry
It is impossible not to be impressed by this review of the commercialization of microfinance. I can think of no other comparable instance of philanthropy and foreign aid helping to develop a global industry to serve the poor….Actually, I can think of two, which are truly exceptions that prove the rule: the savings bank and credit cooperative movements of the nineteenth century (see chapters 3). It seems a constant of history that the poor need financial services, are willing to pay for them, and yet are underserved by reliable institutions. Foreign aid and philanthropy have catalyzed industrial flowerings that partly meet the need.
Still, especially in finance, it pays to scowl at hot trends. Is the commercialization of microfinance, with its promise to bring reliable services to billions, too good to be true? What are the downsides?
One oft-voice fear is that the rush to commercialize is costing microfinance its heart. In this view, what was seeded as a way to serve poor people, then sprouted because they deemed it useful, has grown into a monster plant out of Little Shop of Horrors, one that entices with a devil’s bargain of success in exchange for human flesh…Less dramatically, the charge is that microfinance has crossed the line from service to exploitation, becoming just another way for financial engineers to make a buck at the expense of the poor. One hears the charge in Yunus’s scolding of Compartamos. I have heard it from a Bangladeshi microfinance insider regretting the state of his country’s industry. In fact, pressing poor women to repay their loans has always taken a certain callousness. At any rate, loss of heart is hard to define and measure. Some equate it with going for-profit. But attacking profit-making per se is little more than an exercise in ideology, and the poor cannot eat ideology.
Perhaps it is wiser to view the issue in light of Herman Daly’s homily on growth and development (above). Microfinance is certainly growing. To what extent is it contributing to economic development in the sense of healthy economic evolution? In asking this question, it worth distinguishing two perspectives highlighted earlier: that of the microfinance industry and that of the economy as a whole. Is growth helping the microfinance industry “expand or realize the potentialities of” itself? And, in the spirit of Schumpeter’s hero-behind-the-hero characterization of bankers, is microfinance living up to its potential to help the rest of society mature? The rest of this section will confront a specific form of the first question: is microcredit growing so fast as to endanger itself? The next section of the chapter will do the same for the question of how microfinance is serving society, specializing to the concern that savings is being underemphasized.
With memories of the global financial crisis still fresh, the concern about credit growth is easily understood. It is always dangerous to push loans. Think of microcredit as you read this quote from John Kenneth Galbraith on the universal structure of financial bubbles:
In all speculative episodes there is always an element of pride in discovering what is seemingly new and greatly rewarding in the way of financial instrument or investment opportunity. The individual or institution that does so is thought to be wonderfully ahead of the mob. This insight is then confirmed as others rush to exploit their own, only slightly later vision…

As to new financial instruments, however, experience establishes a firm rule…that financial operations do not lend themselves to innovation. What is recurrently so described and celebrated is, without exception, a small variation on an established design, one that owes its distinctive character to the aforementioned brevity of the financial memory…All financial innovation involves, in one form or another, the creation of debt secured in great or less adequacy by real assets…All crises have involved debt that, in one fashion or another, has become dangerously out of scale in relation to the underlying means of payment [emphasis added].[footnoteRef:52] [52:  Galbraith (1993), 18–19.] 


A helpful framework for understanding credit crises is that of system dynamics. Consider a classic example from ecology, the introduction of reindeer onto the uninhabited St. Matthew Island in the Bering Sea in 1944. The herd started small, at 29 head. Naturally, the animals reproduced; and the more reindeer there were, the more fawns were born each year. This positive feedback loop generated accelerating growth. For a while, the deer thrived. In fact, they fattened off the land. In a research paper, U.S. government biologist David Klein captioned a 1957 photograph of four bulls: “Note the rounded body contours and enlarged antler size.”[footnoteRef:53] Then a negative feedback loop kicked in: the more animals, the less food per animal, and the less ability to survive and reproduce. If the population had responded quickly to the negative feedback—as hungry rabbits could by reabsorbing fetuses—then it might have coasted smoothly to the ecologically sustainable population level. The upper left quadrant of Figure 5 shows an abstract simulation of this situation, marking the sustainable level as 100. Notice that the rate of increase at any point along the curve is proportional to current population—so growth is very slow at the beginning—and to headroom—so growth peters out at the end too. Now, if we increase the number of fauns per litter, causing faster growth, the population still remains within the ecological limit, though it veritably slams into it (upper right). [53:  Klein (1968), 356.] 

[bookmark: _Ref255543311]Figure 5. How fast growth and delayed feedback about limits cause overshoot
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[bookmark: OLE_LINK1]Note: All panes simulate  with .  for slow growth and 10 for high growth. L = 0 for no delay and 15 for delay.

For insight into herd behavior in finance, watch what happens when information about headroom is muffled or ignored. This is simulated by making growth proportional to headroom in the past rather than to headroom now; conceptually, this allows a doe to mate in a time of plenty and give birth into famine. It turns out that when litters are small, the feedback delay does no harm, because headroom in the recent past nearly matches headroom now. Information is accurate and the herd still coasts to equilibrium (lower left). But if the drive for growth is high and information about limits is delayed, the population repeatedly overshoots and collapses (lower right). In the abstract example in the figure, the population plunges 79 percent, from 188 to 39. On St. Matthew in the winter of 1963–64, the herd crashed from 6,000 animals to 42. After, Klein visited the island and found it scattered with bleached horns and skeletons.[footnoteRef:54] [54:  Ibid. A better simulation would also model the lichen stock rather than treating food supply as fixed. The depletion of lichen made the crash particularly severe and prevented quick recovery of the herd.] 

These graphs teach an important lesson: a system overshoots when information about its “scale in relation to the underlying means of payment” is unavailable or unheeded and when its drive for growth is aggressive. Neither ingredient alone is necessarily harmful. But both are present in microcredit today. As for the first, the enthusiastic investment flowing into microcredit fuels fast growth. The social motivation behind this capital may add to the danger by dulling business sensibilities. And once aggressive lending starts at one MFI, it is contagious within a country. Initially conservative managers abandon caution in order to keep up with their peers. Yet sustainable lending calls for a delicate balance of risk-taking and conservatism. To maintain control, MFI managers need training programs for new workers, pay formulas that do not overly reward disbursement, and internal data systems for tracking portfolio health. All need tweaking over time.[footnoteRef:55] Growth that outpaces this internal development is the growth of a weed tree. Bank branches will be big but not strong. As one MFI manager in Bosnia rued, “We were focused on competing instead of building our capacity.”[footnoteRef:56] [55:  Roodman and Qureshi (2006).]  [56:  Chen, Rasmussen, and Reille (2010), 10.] 

The other crisis ingredient present in the microcredit industry is a lack of robust ways to judge whether clients can handle the debts they have contracted. Today in parts of India and Mexico, for example, it is easy for a poor person to patronize several microcreditors at once unbeknownst to each. Within bounds, this is a good thing. Out of conservatism, each microlender may impose a rigid repayment schedule and lend less than people need and can handle. By overlapping loans from several sources, borrowers can adapt the ebb and flow of credit to their needs.[footnoteRef:57] But it is hard for clients to judge when credit has become too much of a good thing, and dangerous for microcreditors to look the other way—or fly blind. The classic solution is for microlenders to share information, such as through a credit bureau. But many poor countries lack effective credit bureaus, at least ones that cover the poor. [57:  Krishnaswamy (2007), 5; Jonathan Morduch, “Debunking the microfinance bubble,” blog post, Financial Access Initiative, August 28, 2009, financialaccess.org/node/2225.] 

Getting feedback on headroom is especially difficult with group lending methods. When Yunus and his students devised their form of solidarity lending, when John Hatch and his associates refined village banking, their clients had no comparable alternatives. Recall from chapter 5 that group microcredit caters to the poorest by cutting costs to the bone. That it does by offloading onto clients the tasks of selecting and monitoring each other. Collecting information about how much people owe, own, and earn seems antithetical to the business strategy that has brought group microcredit to millions. Thus the financial health of group microcreditors depends on the judgment of their borrowers. It is unclear whether that judgment remains reliable as multiple borrowing becomes the norm. One can imagine that much as the subprime mortgages became common in some American communities, multiple borrowing can become dangerously normal in a microcredit-saturated milieu. Everyone would accept multiple borrowing for no better reason than that everyone does it.
The concern about microcredit overshooting is more than theoretical. As with banking generally, the history of microcredit is sprinkled with implosions. Bolivian microcredit experienced an early instance in 1999 after years of rapid expansion of microcredit attracted an aggressive new breed of consumer lender into the country. (They helped people with salaries buy goods such as televisions.) Elisabeth Rhyne described the dynamic:
Poaching clients from other institutions through the offer of larger loans has proven to be an extremely successful marketing technique in Bolivia, as elsewhere. And it has been shown repeatedly that clients are not good judges of their own debt capacity. Apparently credit is like good food: when seated at the table in front of a feast, many people eat too much and regret it later...The truly unfortunate dynamic is that if over-lenders are successful at luring clients away from more responsible lenders, the responsible lenders are virtually forced to follow suit. The pressure to lend more to keep good clients is nearly as irresistible as the client’s desire to borrow more. Worse, if clients begin using one loan to pay off another, the game becomes…”Who collects first?” In short, the sector as a whole starts to become one big Ponzi scheme.[footnoteRef:58] [58:  Rhyne (2001), [xx].] 


More recently, the international financial crisis has exposed weaknesses in some countries’ microcredit industries that were previously hidden by fast growth. According to a review by CGAP, in the microcredit industries in Bosnia, Morocco, Nicaragua, and Pakistan all mushroomed in the five years before the crisis. Typically, 40 percent of active microcredit borrowers had more than one loan, which meant that they accounted for more than half of all loans. Going by the numbers, all seemed well in these countries in early 2008. One standard measure of loan portfolio health, the share of outstanding loan amounts owed by people at least a month delinquent (PAR 30), stood at just 3 percent in Nicaragua and 2 percent in the rest. Yet 18 months later PAR 30 had shot up. Most of the increases took place in the first half of 2009. (See Table 6.)
[bookmark: _Ref255564197]Table 6. Anatomy of four microcredit crises
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The CGAP report found common causes too (quoting):
1. Concentrated market competition and multiple borrowing.
2. Overstretched MFI systems and controls.
3. Erosion of MFI lending discipline.[footnoteRef:59] [59:  Chen, Rasmussen, and Reille (2010), 2.] 


In fact, all three of these can be seen symptoms of the syndrome explained earlier: ample finance combined with inadequate feedback about limits. Consider the case of Bosnia. After peace was achieved in 1995, westerners set up microfinance shops, emphasizing individual loans to small businesses. Loans at ProCredit’s bank, the first, quintupled in currency terms between 2001 and 2007. EKI, an affiliate of the American NGO World Vision, grew by a factor of 18 in the same years; and Mercy Corps’s bank, called Partner, expanded 20-fold.[footnoteRef:60] Then the bubble burst. Al Jazeera reported that: [60:  [Mix Market WDI]] 

“[MFIs] had done a lot of good, but they totally went away from their development mission,” says Selma Cizmic of Mikro “LIDER”, a non-profit microfinance organisation.

In pursuit of commercial scale and personal gain, microfinance lenders issued more loans than ever, expanding their loan book and earning the loan officer involved a personal commission.

These loans were increasingly spent by borrowers on consumer goods rather than the modest business assets for which they were intended. Rather than equip a hairdresser, buy a van or a cow, they now more often than not went on weddings, cars or TVs.

“The clients were aware that there are many microfinance lenders offering loans and wherever they could go they could get it. They were attracted by the possibilities and rushed into it without thinking,” says Cizmic.

The European Union is injecting new funds to prop up some of the struggling MFIs.[footnoteRef:61] [61:  Cain (2010).] 

A report out of Pakistan documents similar ills:
[MFIs’] internal controls lagged expansion: Because of pressure on staff for quick outreach, coupled with multiple responsibilities of loan officers, inadequate staff incentive systems, and weak internal monitoring and control systems: some microfinance loan officers across various key [MFIs], appeared to be short-circuiting operational procedures and risk control systems.[footnoteRef:62] [62:  Burki (2009).] 


In Nicaragua, President Daniel Ortega has stoked a borrowers’ revolt, the Movimiento de No Pago (“no-pay movement”).
A country where delinquency is low overall, yet which appears on everyone’s watch list, is India. Thanks to private equity and priority sector lending, the country’s MFIs and self-help groups have posted nearly unprecedented growth numbers in recent years. Multiple borrowing is common because MFIs find it easier to shadow their peers, opening branches where people are already familiar with microcredit, than to strike into virgin territory. Yet Indian MFIs and SHGs lack information about the extent of multiple borrowing. And during high growth, most clients are new and relatively untested; signs of overreach may not appear for several loan cycles. Chapter 7 described the breakdown in Andhra Pradesh state in 2006, which featured an ambiguous interplay of growth, competition, ideology, and politics. The year 2009 brought scattered borrower revolts in neighboring Karnataka state, which had experienced a similar pattern of rapid, parallel growth in lending. Says Graham Wright, India office head for the research firm MicroSave,
This has meant that the poor have moved from having no access to credit (except from extortionate moneylenders) to being able to access loans from 3–4 MFIs at the same time. This change has occurred in the space of 2–3 years. It might be that the poor took loans from as many MFIs as were offering them, because they were available, without really understanding the implications of having to repay all these loans and the stress that this would incur in the lean season. In their pursuit of growth, MFIs’ staff do little or no due diligence and simply leave this to the groups. They should have found out about the existing debt burden of the borrowers.[footnoteRef:63] [63:  Transcript of roundtable discussion, Hyderabad, India, August 10, 2009, in Srinivasan (2009), 17.] 


The incident in the town of Kolar caught the most attention, perhaps because religion figured. This is from N. Srinivasan, who, in Microfinance India: State of the Sector Report 2009, analyzes the situation in depth:
There was nothing to suggest on the evening of 31 January 2009 that there was anything wrong with the operations of MFIs in Kolar. On 3 February 2009 when the MFIs staff went on their usual rounds for [group credit] meetings they were met not by women borrowers but by gangs of youth. MFIs staff members were told in no uncertain terms to get out of the locality and never to return for recovering loans. Some were slapped and beaten up….

The Anjuman Committee [a religious and political body] of Kolar had sent a communication to different mosques in the district to give out a [fatwa] as part of the prayers that no borrower from any MFIs in the district would transact with those MFIs…. The threatened consequences were stoppage of neighbourly visits from others, boycott of social functions in the family, denial of last rites for the deceased in the mosque, denial of a place for burial in the sacred graveyard and finally excommunication from religion.
…
The pronouncement…was not justified. In one sweep a large number of poor people lost their link with livelihood sustaining credit access.[footnoteRef:64] [64:  Srinivasan (2009), 71.] 


Interestingly, microfinance made enemies in ways that point to its empowering potential. Local moneylenders didn’t like the competition. They allied with religious leaders who were uncomfortable with women leaving the home, sometimes without consulting their husbands, to do business with male credit officers. Yet Srinivasan concludes that “the blame for providing the space for external forces [such as the fatwa] to enter should squarely be placed at the doors of MFIs.”[footnoteRef:65] His criticism is scorching: [65:  Ibid., 77.] 

A combination of borrower wants and expectations and the MFIs’ ambitions on expansion had lead to an excessive debt level that was not applied for income generation by the borrowers.
…
One of the MFIs had a procedure by which the amount not recovered would be deducted from the staff’s salary. This places the staff under intense pressure and in turn they exert enormous pressure on the customers with unpleasant consequences….The code of conduct accepted by the MFIs remained on the walls of their head office and at times in the branches as well but rarely found a place in the processes adopted towards customers.[footnoteRef:66] [66:  Ibid., 76–77.] 


Group microcredit has struggled with instability in Bangladesh too. Back in the 1990s, several MFIs surpassed the million-borrower mark. Multiple borrowing became commonplace. At the Grameen Bank, as membership plateaued around 2.4 million, loan delinquency crept upward.[footnoteRef:67] In part, it seems, the friction arose from healthy competition: sensing their options expand, some borrowers rebelled against the MFIs’ rigid procedures, which, for example, locked up forced savings for the first ten years of membership. [67:  Matin (1997).] 

As recounted at the end of chapter 5, Grameen became more flexible in the early 2000’s—and then recommenced to grow, reaching 8 million members at the end of 2009. The rest of the big three, BRAC and ASA, kept pace, so that each now has some 6 million borrowers. (See Table 2. Not all Grameen members borrow at a time.) But history may be repeating itself: growth has again slowed and delinquency again risen. Provoked by the 2001 Wall Street Journal exposé of its first round of troubles, the Grameen Bank has since 2002 posted delinquency statistics on its web site each month, making it the most transparent big MFI in this regard in Bangladesh, if not the world.[footnoteRef:68] The indicators have degraded since the financial crisis, though not nearly as severely as in Bosnia, Morocco, Nicaragua, and Pakistan. (See Figure 6. The sum of the lower two curves, ending at 4.34 percent, corresponds to the PAR 30 statistics in Table 6.)[footnoteRef:69] [68:  Pearl and Phillips (2001); Grameen Bank, “Monthly Reports,” j.mp/d9mXis, viewed February 20, 2010.]  [69:  See blog post, “Grameen Bank, Which Pioneered Loans For the Poor, Has Hit a Repayment Snag,” February 9, 2010, j.mp/a3rgK0. Statistics are for the Bank’s core lending product, the “basic loan.”] 

[bookmark: _Ref254447523]Figure 6. Delinquency indicators, Grameen Bank, June 2002–February 2010
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It is too soon to tell whether Bangladeshi microcredit is headed into the “train crash” that ASA founder Shafiqual Haque Choudhury openly worried about in 2007, or merely a rough patch on the track.[footnoteRef:70] The bottom line for now is that even in Bangladesh, group microcredit has yet to show that it can thrive with competition and without growth, as it must for permanence. (See Figure 7.) A history of moving beyond lending problems only by outgrowing them is not reassuring. [70:  Rutherford (2009), 172.] 


[bookmark: _Ref254453375]Figure 7. Number of Grameen Bank members, 1980–2009
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The point of this recitation of difficulties in Bangladesh and elsewhere is not that microcredit enterprise is so doomed to blow bubbles as to be hopeless. Conventional banking remains indispensible despite a history of recurring overshoot. Indeed, none of the microcredit crises to date has been fatal to its industry, in part because MFIs learn faster than reindeer. In early 2010, a joint CGAP-J.P. Morgan review of the global microfinance industry from the investor’s point of view was cautiously upbeat: “Absent a relapse and a further downturn in asset quality, we believe the sector as a whole will emerge from the storm generally intact.”[footnoteRef:71] MFIs have absorbed most losses to date by tapping reserves, and losses may soon slow. [71:  Reillie et al. (2010), 6.] 

The point, rather, is that lending industries are inherently, delicately instable, especially where data about clients’ borrowings are scarce. Enthusiastic capital injections can easily tip the balance toward unsustainable growth.
As mentioned, one way to help stabilize a lending industry is to institute a credit bureau. Since business people generally recoil at the thought of sharing client information with competitors, credit bureaus no doubt arose in rich countries after bitter lessons about their necessity. Poor countries can fast-forward through such history since they can mimic more than invent. In fact, Bolivia set up a bureau after its microcredit crisis. Now information-sharing mechanisms are being established or strengthened in Bosnia, Morocco, Pakistan, and India.[footnoteRef:72] [72:  Chen, Rasmussen, and Reille (2010), 14; Mahajan and Vasudevan (2010).] 

Creating such new institutions constitute economic development in the Schumpeterian spirit. The innovation of information sharing changes the credit market in three ways. It gives lenders a fuller picture of current debts. It allows them to infer reliability from credit histories. And it encourages clients to borrow conservatively and repay diligently, for fear of compromising their access to finance.[footnoteRef:73] Of course, it is impossible to know exactly whether a person has too much debt, in part because capacity to repay depends on the uncertain future. Data cannot substitute for judgment. Nevertheless, with better data a lender can exercise better judgment. It can combine information about a client’s outstanding debts and credit history with a conservative rule of thumb, such as that mortgage payments should not exceed a third of income.  [73:  de Janvry, McIntosh, and Sadoulet ([forthcoming]).] 

Opening a credit bureau is not as easy as flipping a switch. A major prerequisite is a way to reliably identify people in order to match up records from various lenders and prevent fraudulent use of multiple names. Everyone must have a number. The poorer the country and the poorer the people within it, the less likely are they to have been incorporated into such a system. Fortunately, breakthroughs may be imminent. In 2009, the Indian government launched an ambitious project to create a national identification system and tapped the famed Infosys cofounder Nandan Nilekani to run it. It will reportedly use biometric technology such as digital fingerprinting. Karnataka State, the site of some of those recent microcredit troubles, has been selected for the pilot.[footnoteRef:74] ID’ing a billion people, the majority poor and a sizeable minority illiterate, would constitute an historic achievement; just one of the important results would be a sound foundation for sharing credit information. [74:  “Unique Identification Authority of India,” Wikipedia, j.mp/bl3ZSX, viewed February 20, 2010.] 

The challenge then will be for lenders to use the information appropriately. America has three credit bureaus—and a mortgage meltdown. In Kolar, in India, MFIs did not need a credit bureau to inform them of the ubiquity of multiple borrowing; each knew full well of the others’ presence.[footnoteRef:75] History strongly suggests that most MFIs, assuming they survive, will in time develop the procedures and culture necessary to incorporate credit information into their decisions. They will learn in time, even if they do it the hard way. But the more powerful the engine of growth, the less room there is for novice mistakes in navigation, and the less time there is to learn. Hypergrowth makes true development harder. [75:  [Srinivasan (2009), xx].] 

Killing Microsavings with Kindness?
The last section invoked a distinction from ecological economics to analyze the implications of growth for the microfinance industry’s own development. Now we zoom out. Schumpeter’s fascination with finance, after all, owed to the special role it played within the economic system. How much is the microfinance industry enriching the economic fabric of which it is a part? How could it do better? As a general matter, each loan or savings account or insurance policy is a link between an institution and a person. The more such threads an MFI spins, the greater its contribution to a society’s economic fabric.
By definition, financial services are invented to serve individual clients. But they also connect clients. With some services, such as money transfers and checking accounts, the intent connect is explicit. With others, interconnection seems to arise as a side-effect, as when banks use the funds of savers to finance borrowers. Financial services, it seems, almost can’t help but enrich the economic fabric. Historically, just as the invention of moveable-type printing accelerated the flow of information and ideas, the rising sophistication of financial institutions accelerated the circulation of two other intangibles—purchasing power and risk—opening the way for industrialization and affluence. Today, an industrial country’s financial system includes banks, brokers, insurers, regulators, credit bureaus, bond raters, mutual fund companies, stock and bond exchanges, and a bevy of other institutions. After the international financial crisis, you might smirk at such enthusiasm for the wonders of the financial system. But the credit market freeze-up was aptly compared to a heart attack. After wars, natural disasters, and epidemics, nothing does more economic damage than a financial crisis.[footnoteRef:76] In the long run, a healthy financial system, like a healthy heart, helps keep the rest of the body economic healthy. [76:  I credit this observation to my colleague Liliana Rojas-Suarez.] 

It puts microfinance in a fresh light to appreciate the ways a financial system supports economic development. Ross Levine, an economist at Brown University, counts five.[footnoteRef:77] First, a financial system mobilizes savings. Every economy has people who have saved more than they want to invest in their own businesses and people who have good ways to invest more than they have saved. Often, the investors need large sums long-term while savers individually offer small amounts and they want the option to retrieve on short notice. Banks, stock and bond markets, investment funds, and brokers bring savers and investors together to mutual advantage, providing companies with patient capital while promising savers liquidity to the degree they need. Walter Bagehot, who edited the Economist early in its history, wrote a century ago about this process. He observed the fluidity with which London bankers and brokers issued and bought bonds to finance seafaring trade and or American steel plants. He asserted that Lombard Street, the locus of these dealings, was a key to British economic dominance: [77:  Levine (1997), 691.] 

A million in the hands of a single banker is a great power; he can at once lend it where he will, and borrowers can come to him, because they know or believe that he has it. But the same sum scattered in tens and fifties through a whole nation is no power at all: no one knows where to find it or whom to ask for it.[footnoteRef:78] [78:  Bagehot (1897), 5–6.] 


More recently, economic historian Sir John Hicks has argued that financial, not technological, innovation triggered England’s Industrial Revolution. The products manufactured in the first years of the Revolution were invented decades earlier and awaited only a financial system that could aggregate patient capita and deliver it into the hands of entrepreneurs to fabricate the products on an industrial scale.[footnoteRef:79] [79:  Hicks (1969), cited in Levine (1997), 692.] 

Levine enumerates two other functions closely related to savings mobilization: allocating capital and holding the users of capital accountable. Bankers do not mechanically disburse the savings they mobilize; rather they check credit histories, scrutinize investment proposals, analyze market risks. They serve the economy by channeling capital to where it is will, ideally, produce the most value. Meanwhile, the arm’s-length split between the providers and users of capital—absent in a world of family-financed microbusinesses—increases accountability. Investors’ demands for upright accounting and proactive management prod companies toward efficiency and innovation.
Fourth, just as the financial system pools savings, it pools risk, and in part for the same reason: to move that which is pooled to those who can manage it better. A deep-pocketed insurance company, for example, can absorb the $100,000 shock of a cancer diagnosis more easily than a middle-class family, so it makes sense for family to pay company to take the risk. Even better, pooled risks sometimes cancel out. To an actuary, an insurance company’s commitment to cover cancer risks for a million people is, if costly, not risky: the number of claims submitted each year is predictable. By the same token, mutual funds allow even small investors to reduce risk through diversification, letting them buy fractions of a thousand companies with a thousand dollars. Diversification hardly eliminates the risk of investing in the market, but it reduces it and thereby makes it easier for all companies to attract capital.
Finally, through electronic transfers, paper checks, trade credit, and currency and commodity exchanges, a financial system lubricates commerce. The easier it is for companies to buy in the market what they do not make themselves, the more they can specialize. And division of labor, as Adam Smith famously observed of a pin factory, raises productivity.
Financial systems often perform these five functions poorly. They are unruly infrastructure, bedeviled by the unpredictable interplay of greed and fear, faith and doubt, fads and contrarianism. Socialism as Schumpeter contemplated it—complete government control of banks and elimination of financial markets—might squelch the worst tendencies, but at the cost of market discipline over who gets finance. So in most countries the financial system is an awkward and flawed mix of public and private players.
This quick survey of the financial system helps us understand the role of MFIs and their best role models. As for the role, where successful, microfinance reaches far more people than the rest of the formal financial system. Perhaps it is the capillaries of the body economic. But in the amount of money it channels and its contribution to Schumpeterian transformation, microfinance is indeed peripheral. If you leaf again through chapter 2, I think you’ll see that financial services for the poor do not disrupt the circular flow of a national economy as much as smooth it. Perhaps when reading Schumpeter’s depiction of the circular flow, I should have imagined a slum in Peru or Sri Lanka instead of a medieval Italian town. To the extent that takers of tiny loans invest in businesses, they largely do so in low-tech subsistence activities such as retail. They rarely hire or innovate. Yunus may be a Schumpeterian hero, but he is wrong as a practical matter to see himself in his clients.[footnoteRef:80] Schumpeter would have admired Yunus as he must have Henry Ford, but the Austrian economist probably would not have viewed microcredit per se as an engine of entwicklung, of economic evolution. [80:  Yunus (2004), 207: “I believe that all human beings are potential entrepreneurs. Some of us get the opportunity to express this talent, but many of us never get the chance because we were made to imagine that an entrepreneur is someone enormously gifted and different from ourselves.”] 

If microfinance is not the financial system in microcosm, if it is too much to expect microcredit in particular to stimulate the disruptive entrepreneurship at the heart of economic development, then how best can microfinance serve the body economic? What should its role model be? It seems that financial institutions contribute most to the financial fabric when they become full intermediaries, taking funds from some locals and placing them with others. The more diverse the linkages they form with clients, the more they help the economy “gradually to a fuller, greater, or better state.” That suggests that microfinance institutions should aspire to copy traditional banks in taking savings as well as making loans. They might even, like BRI in Indonesia, channel microsavings into loans for entrepreneurs a step up the economic ladder—who might hire the savers.[footnoteRef:81] The same goes for the services of money transfer and insurance, though the latter, as we saw in chapter 5, is particularly hard to deliver economically to the poor. [81:  Patten, Rosengard, and Johnston (2001), 1057.] 

As we have seen, some MFIs have become true microbanks, doing both credit and voluntary savings (as distinct from the forced savings microcreditors often take as collateral). Their savings accounts take various forms. Some are completely liquid, allowing deposits and withdrawals of any amount at any time, or nearly. Others are time deposits, like certificates of deposit (CDs), which are locked up for agreed periods and pay higher interest in return for this stability. In between are semi-liquid accounts, which limit the number and/or amount of transactions per month. The global goliath of microsavings, BRI, offers all three.[footnoteRef:82] Partly inspired by BRI, ASA, BRAC, and the Grameen Bank in Bangladesh, got serious about voluntary savings in the late 1990s.[footnoteRef:83] Grameen in particular has accumulated large sums through commitment savings accounts, which impose a credit-like discipline, obliging owners to add more at regular intervals for five or ten years. Some ProCredit banks are also seriously into savings, as are Equity Bank, BancoSol, and some others. Yet in many countries microcredit overshadows microsavings. [82:  Robinson (2002), 266.]  [83:  Rutherford (2009), 144; Wright, Hossain, and Rutherford (1997), 315–21.] 

I can imagine good, tough reasons for the disparity. Letting people put in and take out money when they please cuts against the mass production strategy of microcredit, as explained in chapter 5. In Latin America especially, people may shudder at memories of hyperinflation, which destroyed monetary savings and taught people to save in gold and goats. Finally, and perhaps most importantly, start-up non-profits generally should not be and are not entrusted with what is referred to in the trade as other people’s money; yet they can give out loans. More precisely, regulators need to supervise savings-takers more closely than loan-makers. Supervision is costly for all concerned, which drives the financial system toward concentration. On the one hand, small institutions may lack the administrative and financial strength to comply with complex rules and liquidity requirements; on the other, underfunded supervisors in poor countries may not have the staff to track more than a handful of large institutions.[footnoteRef:84] So it may well be best in general for microfinance institutions to grow with credit first, then diversify into savings. That has been the pattern historically. In countries where microfinance flourished earliest, such as Bangladesh, Bolivia, Indonesia, and Peru, deposits tend to account for the majority of MFIs asset bases while borrowing from investors account for a third or less. (See Table 7.) Perhaps credit is a pioneer species, the lichen that colonizes bare rock so that the more elaborate successor, savings, can take root. Perhaps expecting MFIs to take savings in their earliest days would be like expecting oaks to root in bare rock—or caterpillars to sprout wings. [84:  Adams (2009), 9–10.] 

[bookmark: _Ref263438078]Table 7. Financing structure of MFIs in top 25 countries by number of outstanding loans, 2007
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Perhaps—but that is not the whole story. In general, MFIs can raise funds for lending from three sources: retained profits from lending; outside finance, including loans and equity capital; and customers’ savings. Usually they will do whatever is easiest—and outside finance is pretty easy now. Notice the high share of borrowings in Table 7 for the four crisis countries, as well as for high-flying India. Why should a microfinance institution bother with the administrative and regulatory hassle in maintaining thousands or millions of small savings accounts when it can raise grants and low-interest loans from eager investors? This leads to what Dale Adams, emeritus economics professor at Ohio State and longtime savings advocate, calls Shaw’s Law, after the American economist Edward Shaw: “Deposits will only be mobilized when there is little or no outside funding available to potential deposit takers.”[footnoteRef:85] Adams recounts: [85:  Adams (2002), 5; Shaw (1973). See also Christen and Mas (2009), 282.] 

In the early 1990s I saw a dramatic example…in Egypt where [US]AID spent a good deal of money trying to reform a traditional agricultural bank, including stimulating more deposit mobilization. These efforts were later undercut by a large World Bank loan that provided funds to the bank more cheaply than the bank could obtain them from depositors. The agricultural bank quickly lost interest in the difficult task of mobilizing voluntary deposits.[footnoteRef:86] [86:  Adams (2002), 5. ] 


One measure of the bias of the aid system toward credit is that when Adams first publicly argued for savings, at a 1973 conference on finance for poor farmers, his paper elicited laughter from the discussant, a USAID official.[footnoteRef:87] (Surely the poor were too poor to save…) Around the same time, perhaps wanting to associate with success, the World Bank attempted to lend to BRI. Dennis Whittle, who is the founding CEO of GlobalGiving, sketched the story in a comment on my blog: [87:  Dale Adams, Professor Emeritus, Ohio State University, e-mail to author, December 31, 2009.] 

I worked with the World Bank in Indonesia back in the late 1980s and early 1990s, when BRI’s microcredit program was already booming. During that time, I tried repeatedly to lend BRI $100 million at subsidized rates to expand their microcredit program. BRI’s answer: “No thanks, that would screw up our discipline.”[footnoteRef:88] [88:  Dennis Whittle, comment on open book blog, February 4, 2010, j.mp/cUAobc.] 


A detailed costing study in Latin America confirmed that the cost of borrowed funds is often comparable to that of taking deposits, especially among larger MFIs that can administer savings programs more cheaply per dollar saved; yet the loans MFIs take from domestic government agencies and foreign investors are subsidized, which can easily shift the balance away from deposit taking.[footnoteRef:89] [89:  Maisch, Soria, and Westley (2006).] 


Table 8. Costs of various funding sources, selected MFIs in Latin America, circa 2004
[image: ]

As a rule, then, the more money investors pour into microcredit, the less microsavings will occur. Accepting that savings should be the province of institutions of a certain age and size, the practical thrust of Adams’ complaint is that outside money is lulling big institutions into savings avoidance and little ones into merger avoidance. To be fair, easy finance is not the only inappropriate hindrance to microsavings. Regulations in many countries impede entry into savings through rules that are explicitly prohibitory or imponderably vague. Still, banking regulations are political outcomes. Larger institutions that are hungry for savings can lobby to accelerate the adoption of favorable rules.
The previous section’s discussion of the overemphasis on credit featured graphic illustrations from Bosnia, India, and elsewhere. In contrast, the underemphasis on savings is a kind of silent tragedy, the consequence of omission rather than commission. Perhaps the best exhibit for the prosecution is BRI’s record. At the end of 2007, the bank had 6 depositors for every borrower (21.2 million savers, about 15 percent of Indonesian adults, versus 3.5 million borrowers). And 21 percent of BRI’s non-borrowing customers live below the poverty line, compared to just 9 percent of its borrowers.[footnoteRef:90] Factoring in the much larger pool of savers, BRI has twelve times as many non-borrowers as borrowers officially living in poverty.[footnoteRef:91] Absent the deposit option, some BRI savers would switch to credit as an inferior, risky substitute while others would drop out altogether. Through savings taking, BRI is providing a higher quantity and quality of services to poorer people. Replication of its model throughout the developing world could improve the financial lives of hundreds of millions of people. Or possibly, as we will see in the next chapter, technologies such as mobile phones will pave an entirely new road to this goal. The work may not be easy, but with more pressure on the managerial, political, and managerial fronts, more progress can be made. [90:  Johnston and Morduch (2007), 29.]  [91:  21% of (21.2 – 3.5) million vs. 9% of 3.5 million.] 

Conclusion
I started this chapter with the idea that there must be something right in a charitable project that repeatedly and uniquely produces such impressive organizations. Rather than trying to pin down the direct link from the development of such institutions to poverty reduction and empowerment (the province of the previous two chapters), the premise here has been that building these businesses at the “bottom of the pyramid” is development, appropriately defined.[footnoteRef:92] It turns out that this success was easy to observe as it was hard to define, for it involved articulating the murky essence of the societal transformations we call economic development. (Unlike the quarks and red giants of physics, the objects of economics are everyday-ordinary—jobs, prices, loans—yet their behaviors resist human understanding, perhaps all the more for being human creations.) The conception of development success offered here draws on Schumpeter’s focus on the entrepreneur, the one who turns ideas into economic action; and it borrows from ecological economics to think about when growth in microfinance constitutes development. [92:  Prahalad (2006).] 

Against these definitions, microfinance stacks up well. Where there were no MFIs a few decades ago, now there are thousands. The big ones are businesses or operate like them. The industry’s history is one of constant innovation, from the basic credit delivery methods to various forms of savings, from pen-and-paper bookkeeping to Palm Pilots, from foundation grants to securitized loans and IPOs. This success may not appeal to the public as much as lifting Maria in Nicaragua out of poverty or empowering Phong Mut in Cambodia to send her daughters to school. But the success is more certain. And it should be recognized as economic development in a deep sense.
Accepting that microfinance has “worked” in this way, the logical next question for the potential investor is: is microfinance worthy of outside support? The answer here is far more cautionary. On the on hand, there might not be a microfinance movement were it not for outside donors. Microfinance is an aid success. Yet precisely because the idea is introduced from the outside, like the reindeer on St. Matthew Island, microfinance can easily undermine itself and hurt those it is meant to serve. For growth in microfinance to be healthy for the industry and for society, for the growth of microcredit in particular to be development, the growth impulse must be counterbalanced by restraints. These can take several forms: credit bureaus, conservative organizational culture at MFIs, regulations, and limits on outside finance that force greater dependence on deposit-taking. Happily, the last of these is also a valuable service.
Perhaps the most important lesson from this analysis is about mythologizing the impacts of microfinance has distorted funding for it, and thus the industry itself. The recent financial crisis exposed some MFIs as reindeer that grew fat on easy finance. Probably others will be found in time. The money came easily because of microfinance’s overblown reputation for fighting poverty and empowering women. Meanwhile, Schumpeter reminds us that if industrialization, history’s only proven weapon against poverty, is what we are after, credit will probably do more good higher up the food chain. Small businesses in developing countries also struggle to raise capital, yet may have more propensity to create what poor people really want, jobs. Their needs are often overlooked in the enthusiasm for microfinance. In these ways, mythologized success has undermined true success.
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Ethiopia

1,406,633

 

 

43

31

25

#NAME?

Egypt

676,761

    

 

41

0

59

#NAME?

Nigeria

425,540

    

 

41

29

30

#NAME?

Ecuador

613,225

    

 

31

50

19

#NAME?

Peru

2,513,574

 

 

31

49

20

#NAME?

Bolivia

650,929

    

 

28

55

17

#NAME?

Cambodia

799,414

    

 

27

57

16

#NAME?

Bangladesh

23,285,366

 

27

47

26

#NAME?

Philippines

1,854,265

 

 

25

53

22

#NAME?

Indonesia

3,729,391

 

 

23

57

20

#NAME?

Colombia

1,109,206

 

 

22

65

13

#NAME?

Sri Lanka

700,562

    

 

18

69

13

#NAME?

Mexico

3,415,306

 

 

17

62

21

#NAME?

Kenya

920,730

    

 

15

58

27

#NAME?

Mongolia

350,318

    

 

11

79

10

#NAME?

Paraguay

328,311

    

 

9

75

16

#NAME?

South Africa

632,190

    

 

2

54

44

#NAME?

Source: Author's estimates based on Mix Market, j.mp/aDBhal, downloaded June 4, 2010.

Loans

Share of financing (%)

Note: Equity is total assets, including outstanding loans, minus borrowings and deposits. 

Excludes five large state-run institutions for which financial viability is not a primary objective: 

Banco Caja Social Colombia, Banco Popular do Brasil, Kenya Post Office Savings Bank, Khushhali 

Bank of Pakistan, Vietnam Bank for Social Policies.
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Finamérica Colombia  15.5 125 18 143 57T 46
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FFP Caja LosAndes  Bolivia 483 39 41 80 43 143
CMAC Arequipa peru 917 7.7 44 1221 10 291
CMAC Piura peru %.5 81 36 117 106 326
Tok Loansto MFis ore ofte

Compartamos Mexico i getg oneined whieh 9.4
Mibanco peru cheaperwith scole  undercuts deposits o1
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Source: Maisch, Soria, and Westley (2006), 36, 51, 95.
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MFI

Country

Type

Borrowers, 

2008

Average annual 

growth rate, years 

with data (%)

Data start

BRAC

Bangladesh

NGO

6,327,250

12

1998

Grameen Bank

Bangladesh

Bank

6,210,000

20

2002

ASA

Bangladesh

NGO

5,877,480

22

2003

BRI

Indonesia

Bank

3,515,812

4

1998

PROSHIKA

Bangladesh

NGO

1,761,638

11

1997

SKS

India

NBFI

3,520,826

236

1998

Spandana

India

NBFI

2,432,000

133

1998

SHARE

India

NBFI

1,502,418

48

1998

Bandhan

India

NBFI

1,454,834

229

1996

Compartamos Banco

Mexico

Bank

1,155,850

31

2002

Financiera Independencia

Mexico

NBFI

1,085,963

41

1996

Caja Popular

Mexico

Credit Union

852,925

13

1998

Crediscotia

Peru

Bank

508,563

21

2003

ACSI

Ethiopia

NBFI

710,576

26

2005

Capitec Bank

South Africa

Bank

638,616

26

1998

SKDRDP

India

NGO

801,527

61

2004

NRSP

Pakistan

NGO

565,863

50

2004

AML

India

NBFI

890,832

63

2001

TMSS

Bangladesh

NGO

543,467

21

2004

Al Amana

Morocco

NGO

472,339

45

2000

Source: Mix Market. [update for BRI, Proshika, NRSP and resort]

Note: NGO=Non-governmental organization; NBFI=Non-bank financial institution. Table 

excludes the Vietnam Bank for Social Policies and Banco Caja Social Colombia as institutions 

that do not emphasize financial self-sufficiency.
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MFI

Country

Type

All

Voluntary

BRI

Indonesia

Bank

21,229,085

21,229,085

Grameen Bank

Bangladesh

Bank

7,670,203

N/A

BRAC

Bangladesh

NGO

8,090,369

4,449,703

ASA

Bangladesh

NGO

7,276,677

9,755,015

Equity Bank

Kenya

Bank

3,018,356

2,957,989

Khan Bank

Mongolia

Bank

2,150,156

2,150,156

Caja Popular

Mexico

Credit Union

3,073,249

3,073,249

Capitec Bank

South Africa

Bank

1,129,000

1,129,000

Caja Libertad

Mexico

Credit Union

718,994

ACSI

Ethiopia

NBFI

1,085,780

315,635

SKDRDP

India

NGO

674,331

Crediscotia

Peru

Bank

395,526

390,647

RCPB

Burkina Faso

Credit Union

587,538

TMSS

Bangladesh

NGO

513,680

BISWA

India

NGO

464,160

ProCredit

Serbia

Bank

478,745

478,745

DECSI

Ethiopia

NBFI

261,437

200,551

Ruhuna

Sri Lanka

NBFI

408,251

471,957

ProCredit

Georgia

Bank

364,742

364,742

Centenary Bank

Uganda

Bank

391,577

30,562

Source: Mix Market. [update for BRI, others and resort]

Depositors

Note: N/A/=Not available. NGO=Non-governmental organization. 

NBFI=Non-bank financial institution. Table excludes the Banco Caja 

Social Colombia and the Kenya Post Office Savings Bank as institutions 

that do not emphasize financial self-sufficiency.


