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M
icroenterprise makes a major contribution to aggregate
employment, production, and national income in
Latin America and the Caribbean, and to the promo-
tion of entrepreneurial talent, resilience, and flexibili-

ty in confronting a dynamic global economy. Microenterprise is also
an important vehicle for low-income people to escape poverty
through market-driven, productive activities. As owners, or as work-
ers, the livelihoods of the poor are directly tied to this key sector of
the economy. The success of ongoing economic reform programs in
the region depends on broadening the distribution of the benefits of
economic growth to include low-income women and men. Support
for microenterprise development will go a long way toward achiev-
ing the twin goals of growth and equity in Latin American and
Caribbean economies.

The Inter-American Development Bank is one of the leading
international institutions supporting microenterprise development.
The Bank's support began with the Small Projects Program1 in the
late 1970s, and has steadily increased since that time. To date, it is
estimated that IDE-sponsored microenterprise programs have
reached approximately 600,000 microentrepreneurs, and have creat-
ed and strengthened over 1,800,000 jobs.

Women-owned businesses represent one of the fastest growing
segments of the microenterprise sector. Their share among business
owners varies widely by country but overall 30 to 60 percent of all
microenterprises in the region are owned and operated by women.

JThe Small Project Program (SPP) was created in 1978 "to afford access to credit for
such persons or groups of persons who wish to execute projects that will enable them
to improve their living conditions and who most often lack access to commercial credit
or development credit on customary terms and conditions." SPP loans are up to
US$500,000.

... ,<r«BMHrt
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These businesses are also major sources of employment for women
workers and family members.

Access to productive employment is key to improving the status
of women in the region and to achieving greater equality between
genders. For the past ten years, the IDE has made a concerted effort
to improve the participation of women in the microenterprise pro-
grams it supports. Policy changes in the late 1980s opened up the
Bank-funded programs to all sectors of microentreprise activity
(including retail trade where women are most active), and to concrete
efforts to reach out to women and women's organizations and to
increase gender awareness among those involved in integrated credit
and microenterprise development programs. As a result, women's
access to microenterprise support services has been steadily growing
in the programs funded by IDE and in the region as a whole.

The overall share of women among beneficiaries of IDE-funded
microenterprise programs has consistently exceeded 50 percent dur-
ing the past six years. However, we cannot be content with this
numerical achievement—qualitative improvements are also impor-
tant. Research such as that reported in this publication is essential for
further improving our microenterprise programs and other areas of
the Bank's work that are crucial to promoting gender equality in the
countries we serve. The support of specialized organizations, such as
the United Nations Development Fund for Women (UNIFEM),
which collaborated with us in this project is also key to improving the
Bank's ability to address gender concerns.

Today, the conditions that have shaped the IDE's microenterprise
programs in the past are changing rapidly. Economic reform pro-
grams have led to structural changes and greater economic dynamism
in the economies of the region. Liberalization of the financial sector,
including the demise of many state-owned development banks, and
changes in the investment climate and regulatory environment in the
region have created new challenges as well as opportunities. Sweep-
ing reforms to remove interest rate ceilings, to reduce or eliminate
directed credit, and to reduce barriers to entry in the financial sector
as well as improvements in bank prudential regulation and supervi-
sion were carried out in the late 1980s and 1990s throughout the
region. This substantially changed the structure of, and opportunities
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in, the financial sector, paving the way for increased competition in
the sector and increased interest in new market niches, including
small and microenterprise. But these changes are not enough to guar-
antee expanded access to financial services for women microentre-
preneurs.

Appropriate institutional mechanisms must be developed to
ensure that sustainable financial and business development services
reach those enterprises that tend to be marginalized by virtue of their
small size, or the gender or ethnicity of their owners, and that these
services have a positive impact. The IDB is at present seeking to inte-
grate microenterprises into the formal financial systems by helping
formal institutions (such as banks) deepen their client base and reach
down to microenterprises and helping institutions that target micro-
enterprises specifically (such as NGOs) to formalize and expand their
services. This book shows us how to promote the formalization
process better and how to make sure that women are included in it.

Through the analysis of various kinds of institutions—banks,
credit unions, and NGOs—this study identifies the positive and neg-
ative factors and conditions affecting the supply of financial services
to microentrepreneurs in general and women microentrepreneurs in
particular. It finds that the current supply of financial services (credit
and savings) to women microentrepreneurs is more diverse than had
generally been assumed until now, and thereby opens a window on
the future of women's access to financial services. It is hoped that this
study can contribute to designing better responses to women micro-
entrepreneurs' demand by helping to create more efficient and viable
institutions providing them with useful financial services into the
twenty-first century and beyond.

MARGUERITE BERGER
CHIEF, MICROENTERPRISE UNIT
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This book is the result of the dedication of the researchers and
principal investigators who carried out the study in each country:
Andrea Blackwood (MIB, University of the West Indies, Jamaica),
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Burbano (Insotec, Ecuador), Alejandra Mehech (Pontificia Universi-
dad Catolica de Chile), Magdalena Rathe (Ecocaribe, the Dominican
Republic), and Saul Weisleder (Alternativas de Desarrollo, Costa
Rica). The support of the directors and staff of the banks, credit
unions and NGOs that participated in this study made the research
completion possible.
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Introduction: Women
Microentrepreneurs and

Financial Services

I
n Latin America and the Caribbean, microenterprise is a major
source of employment and income.1 For women, especially poor
women, microenterprise ownership has emerged as a strategy
for economic survival and advancement. Business ownership

by women is extremely diverse, but in all countries of the region
women are concentrated in the smallest firms. The majority of
women microentrepreneurs are poor. According to the Economic
Commission for Latin America and the Caribbean (ECLAC, 1993),
about 30 percent of the economically active population in Latin
America works in the informal sector. In Colombia, about 52 percent
of microentrepreneurs make less than three times the minimum salary
(minimum salary US$100 per month); women's income in the infor-
mal sector is about one-third less than men's (Bonilla et al. 1994).
Despite these disadvantages, microenterprise and self-employment
represent an important economic opportunity for women.

One of the most essential factors contributing to success in
microentrepreneurship is access to capital and, more broadly, access

1 This paper follows the IDE's definition of microenterprises as a business of 10 employ-
ees or less, with assets of less than US$10,000. Microenterprises are characterized in gen-
eral by their lack of legal registration, low levels of technology, and their dependence pri-
marily on nonsalaried, family-related employees. They tend to exist in the informal sector.

1

Chapter

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



2 MONEY MATTERS

to financial services. For this and other reasons, credit for microen-
terprise development has been a significant area of international
assistance over the past two decades. Despite the pressure of advo-
cacy groups to expand women's access to credit, little is known
about women as clients of formal financial services. Studies that
have documented women's significant participation in microenter-
prise programs run by nongovernmental organizations (NGOs) have
not compared these experiences to activities financed by the main-
stream financial sector.

This study sought to fill the information gap by commissioning
six country studies, each of which reviewed a range of research issues
in regard to low-income women's access to financial services for their
microenterprises.2 These studies permit a comparative analysis of dif-
ferent institutions within the individual countries and across the Latin
American and Caribbean region. The studies examined the role that
different types of institutions—commercial banks, credit unions, and
nongovernmental organizations—play in providing financial services
to microentrepreneurs in general, and to women microentrepreneurs
in particular. The six countries included were Chile, Colombia, Costa
Rica, the Dominican Republic, Ecuador, and Jamaica.

This first chapter introduces the framework used to analyze
women and microenterprise finance. It gives a brief history of the
advances that have been made since the 1980s in the supply of
financial services to low-income women microentrepreneurs and
provides the framework for presenting the results of the institu-
tional case studies.

Women Microentrepreneurs in Latin America and the
Caribbean

Over the past two decades, women have rapidly increased their
(monetized) economic contribution in the region and now constitute
about 29 percent of the labor force as measured by official statistics

2 Each country study is available upon request from the Women in Development (WID)
Unit of the IDE. The titles and principal investigators for each study are identified in the
bibliography and are as follows: Andrea Blackwood (Jamaica), Elssy Bonilla (Colombia),
Luz Elena Burbano (Ecuador), Alejandra Mehech (Chile), Magdalena Rathe (Dominican
Republic), and Saul Weisleder (Costa Rica).
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Introduction: Women Microentrepreneurs and Financial Services 3

(Buvinic and Lycette, 1994).3 An estimated 40 percent of women in
the 30-44-year age group are part of the labor force. Because
microenterprises constitute a major source of self-employment for
poor women and because many of these enterprises are not captured
in the official labor statistics, it is likely that women's participation
in the labor force is actually higher than these statistics indicate.

In each of the six countries studied, women manage a consider-
able percentage of microenterprises.4 In Chile, Colombia, Costa Rica,
and Jamaica, women operate more than 30 percent of microenter-
prises. In the Dominican Republic (where 8.5 percent of microen-
terprises are jointly owned by men and women), 51 percent of
non-jointly owned enterprises are owned by women (Table 1.1).

Women microenterprise owners play an important role as
employers, frequently providing employment for other women. For
example, 73 percent of the employees of female-headed microen-
terprises in the Dominican Republic are women (Cabal, 1992). In
Ecuador, about 40 percent of the economically active female popu-
lation works in the informal microenterprise sector. In Colombia,
microenterprises account for 51 percent of national employment
(women are 43 percent of the total labor force; Bonilla et al. 1994),
26 percent of salaried employees, 93 percent of independent work-
ers (48 percent in the informal sector), and 33 percent of employ-
ers (Ministerio de Desarrollo, 1994).

Table 1.1 shows that, in all countries except Costa Rica, trade
accounts for the largest proportion of women's microenterprise
activities, followed by services, then manufacturing. In the
Dominican Republic and Jamaica, trade activities account for over
60 percent of women's microenterprises. The share of women entre-
preneurs in service activities varies from 19 percent in Costa Rica to
38 percent in Jamaica (including restaurant, hotel, social, personal,
professional, and business services).

The informal sector offers women such employment advantages
as flexibility, mobility, low-fixed overhead, and the ability to substi-
tute a high degree of personal labor for capital inputs (Scott, 1994).

3 Buvinic and Lycette used statistical data from CELADE, "Demographic Bulletin, Latin
America, Economically Active Population 1970-2000," Santiago, Chile, 1992. They indi-
cate that official statistics underestimate women's real participation in economic activities.
4 Additional data on women's participation in the microenterprise sector are presented in
each of the local studies.
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4 MONEY MATTERS

TABLE 1.1 Distribution of Microenterprises by Economic Activity
and Gender (percentage)

Microenterprises Distribution
by Subsector & Gender

Women Men Total

Subsector —
Gender Distribution

Women Men Total

CHILE (1) Self-Employed Workers

Trade

Manufacturing

Services

Other

Total

Estimated No. of
Microenterprises

COLOMBIA (2)

Trade

Manufacturing

Services

Other

Total

Estimated No. of
Microenterprises

48

24

25

2

100

303,521

33

16

23

28

100

654,721

38

19

24

20

100

958,242

41

41

34

3

32

59

59

66

97

68

100

100

100

100

100

Self-Employed Workers and Proprietors

43

28

28

1

100

376,266

42

14

39

5

100

800,694

28

42

27

3

100

1,176,960

32

49

25

11

32

68

51

75

89

68

100

100

100

100

100

COSTA RICA (3) Self-Employed and Proprietors

Trade

Manufacturing

Services

Total

Estimated No. of
Microenterprises

37

44

19

100

46,457

31

38

31

100

93,895

33

40

27

100

140,352

55

56

24

33

45

44

76

67

100

100

100

100

DOMINICAN REPUBLIC (4)

Trade

Manufacturing

Services

66

13

13

Hotel &c Restaurants 8

Other

Total

Estimated No. of
Microenterprises

1

100

151,140

54

25

10

7

4

100

150,480

65

16

8

8

3

100

301,620

55

33

55

56

24

51

45

67

45

44

76

49

100

100

100

100

100

100
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Introduction: Women Microentrepreneurs and Financial Services 5

Microenterprises Distribution
by Subsector & Gender

JAMAICA (5)

Trade (5a)

Manufacturing

Restaurant, Hotel

Services
(Social, Personal)

Professional and
Business Services

Total

Estimated No. of
Microenterprises

Women

61

2

14

22

2

100

27,946

Men

46

14

15

15

10

100

61,054

Total

52

10

14

17

6

100

89,000

Subsector —
Gender Distribution

Women Men

38 62

7 93

29 71

39 61

8 92

31 69

Total

100

100

100

100

100

100

(1 ) Institute Nacional de Estadistica, Mujeres de Chile, 1994, cited in Mehech et al. (1994).

(2) Informal sector 1990 data for self-employed workers and entreprises (less than 5 workers) in
10 largest cities.
Source: N. Rubiano (1994), cited in Vanessa Cartaya (1992).

(3) 1989 data for self-employed workers and proprietors (less than 5 workers).
Source: Sans y Trejos, Las Formas de Incersion en el Mercado de Trabajo en C.R., IICE, 1993,
cited in Weisleder et al. (1994).

(4) The total of small and microenteprises is about 330,000 of which 8.5 percent are jointly
owned. See Patricia Cely, Microempresas y Pequenas Empresas de Mujeres en R.D. (1993),
Tables 2.1 and 2.4.

(5) Statistical Institute of Jamaica, Microenterprise Survey (1992), cited in Blackwood (1994).

(5a) Women's participation within the Trade sector: Wholesale 37.8%, Retail 44.6%, Petty Trade
78.4%.

Although they are a heterogeneous group within and across coun-
tries, women's enterprises share some general characteristics:5

• They are concentrated in sectors that have low barriers to entry
and low levels of remuneration.

• They are concentrated in trade, services, and light manufacturing
activities.

• They are smaller than other businesses, averaging fewer than
five employees.

• Their owners have relatively little previous working experience.
• They use traditional technologies.

5 See Rhyne and Holt (1994) and Restrepo and Reichmann (1995). For a broader
characterization of women in the informal sector see ECLAC (1993).
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6 MONEY MATTERS

• Most employees are family-related.
• They are often home based (significantly, in the countries studied,

an increasing proportion of households are headed by women).
• Business growth strategies are affected by household

responsibilities.
• Owners tend to have lower levels of education and literacy.6

These characteristics are common in the microenterprise sector as a
whole but they tend to be much more pronounced among women-
owned businesses. For example, a recent analysis by Restrepo and
Reichmann (1995) shows that, among 694 Latin American microen-
trepreneurs (59.2 percent women) who were clients of five affiliates
of ACCION International, a higher percentage of women than men
had no schooling.7 Moreover, more men had secondary education.
Sixty percent of the women entrepreneurs had childcare responsibil-
ities, and 12 percent were single heads of households. Commerce
activities had the largest proportion of women. Of total microentre-
preneurs (men and women) in commerce activities, 67.1 percent
were women; of those in manufacturing, 51.7 were women. In ser-
vices, women represented a much smaller proportion of the total
(24.2 percent).

Average monthly incomes of microentrepreneurs in the
Restrepo and Reichman study varied from $45 to $400 for women,
and from $81 to $400 for men; for single women heads of house-
holds average monthly income was 30 to 69 percent lower. The
study found that women in commerce tended to have higher
incomes than those in manufacturing activities. Among men and
women microentrepreneurs, those in commerce had the highest
savings levels. Thirty percent of the female entrepreneurs' microen-
terprises constituted their first work experience; only 25 percent
had been wage earners previously (most as domestic workers);

6 This varies across countries, however. In Chile, for example, the majority of both
men and women microentrepreneurs reach secondary levels. In contrast, only about
43 percent of microentrepreneurs in the Dominican Republic have primary education.
7 The research included borrowers of five NGOs in Colombia, Guatemala, Bolivia
and Brazil. The researchers cautioned about the need to do further research about the
socioeconomic level of these programs' clients in comparison to other microentrepreneurs
in the informal sector. (Restrepo and Reichmann, 1995, p.12). C
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Introduction: Women Microentrepreneurs and Financial Services 7

and 35 percent had been engaged previously in their family's or
community's informal activities.8 In contrast, 57 percent of the
males had been employed before owning a microenterprise.
Restrepo and Reichmann's analysis highlights that a large majority
of the women entrepreneurs (80 percent) depended on additional
income to sustain their families.

The social position and conditions of women influence their
demand for financial services.9 In addition to institutional factors and
the barriers which microentrepreneurs in general (men and women)
face, women face a number of cultural and social factors that may
affect their ability to seek and use financial services. These include
exclusion from public life, the type of activities around which they
orient their businesses (trade, restaurants), illiteracy, and lack of
experience with formal institutional environments.

In examining this issue, this study sought to identify gender-
related factors that affect the demand for financial services by male
and female microentrepreneurs. Women's business strategies may be
different from men's. For example, in the Dominican Republic,
Cabal (1992) found that women microentrepreneurs depend less
than their male counterparts on formal sources of finance. What
keeps women microentrepreneurs outside the "frontier of formal
financial institutions"?10

Women Microentrepreneurs and Institutional Financial
Services: A Brief History

Women's Demand for Financial Services

Over the past 10 years, researchers and practitioners have surveyed
what is known about credit projects, programs, and policies affecting

sNote that 10 percent not accounted for in original source (Restrepo and Reichman,
1995).
9See, for example, studies by Rubio (1991) and Cely (1993) on Dominican Republic
women microentrepreneurs, Buvinic and Berger (1990) for their findings in Peru,
Fundacion Arias (1993) for a diagnosis of Central American women microentrepreneurs,
Bennett and Goldberg (1993) for experiences in Asia, and more recently, a World Bank
research discussion paper (Rhyne and Holt, 1994).
10For a discussion of the "frontier of formal finance," see Von Pischke (1991).
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8 MONEY MATTERS

enterprises owned by low-income women in Latin America.11 This
research has shed light on how interventions can be made more
responsive to women. It has focused primarily on the social and eco-
nomic importance of low-income women's microenterprise activities
and on the factors affecting both the demand and supply of credit.

The demand for credit among women microentrepreneurs has
been widely recognized and discussed in the development literature
(Berger, 1989; Lycette, 1984; Lycette and White, 1989; Weidemann,
1992; Bennett and Goldberg, 1993; Morris and Meyer, 1993a;
Teyssier, 1993; Rhyne and Holt, 1994). Based on the profile of busi-
nesses owned by low-income women, Berger (1989) identified the
following characteristics of women's demand for credit:
• Women tend to have a lower debt capacity since their businesses

are undercapitalized and in activities with low profitability.
• Women are more averse to risk and consequently demand fewer,

smaller loans.
• Low-income women prefer other types of financing over debt for

business purposes.12

• Women own less property and, consequently, are less likely to
meet collateral requirements.

• Application procedures require the co-signature of the husband,
which increases transaction costs (men are less likely to be
required to have spouses' signatures).

• Women face socio-cultural constraints.
• Due to their multiple household and economic responsibilities,

women face serious time constraints and therefore are negatively
impacted by transactions costs.

• Women have different sources of information.

An important finding running through much of this earlier research
has been that access to financial services (credit and savings) has been

11 One of the pioneer research activities was the "International Seminar on Women's
Access to Credit in Latin America: Suggestions for Development Programs," held in
Quito, Ecuador in 1986. It was sponsored by USAID, the Institute Latinoamericano
de Investigaciones Sociales, and the Comite Ecuatoriano para el Desarrollo de la
Microempresa, and organized by the International Center for Research on Women. The
papers presented were published in Spanish as La mujer en el sector informal, edited by
Marguerite Berger and Mayra Buvinic (Caracas: Nueva Sociedad, 1988). For the English
version, see Berger and Buvinic, 1989.
12 See Cuevas (1992) for a discussion of the dynamics of enterprise development and
financial markets.
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Introduction: Women Microentrepreneurs and Financial Services 9

Table 1.2 Dominican Republic: Sources of Finance for Small
and Microenterprises by Owner (percentage)

Source

Never received credit

Family/friends

Moneylenders

Banks/finance companies

NGOs

Suppliers

Other

Total

Women

81.4

7.2

1.6

4.3

1.6

3.7

0.1

100.0

Men

74.8

8.4

2.6

8.1

2.3

3.5

0.3

100.0

Joint
ownership

66.4

10.7

4.5

9.4

4.1

4.3

0.6

100.0

Total

77.2

8.0

2.3

6.5

2.1

3.7

0.3

100.0

Source: Cabal (1992).

very limited, especially for women microentrepreneurs. The case of
the Dominican Republic helps to illustrate this point. Table 1.2 shows
that, among the microenterprises surveyed, women use less credit
than men overall, and the difference is even greater for credit provid-
ed by financial institutions. According to Cabal (1992), Dominican
women-owned enterprises were relatively less likely to grow than
those owned by men—in terms of sales and number of paid employ-
ees—but those that grew, did so at about the same rate as men-owned
microenterprises. The survey further showed that enterprises with
access to credit (other than from relatives and friends) grew more
than those without.

Research on financial services for microenterprises (and, for low-
income people in general) has focused primarily on issues related to
production credit. Discussions of financial services seldom include in-
depth analysis of other types of household or microenterprise finance
such as savings services. Yet savings constitute the major source of
financing for microentrepreneurs and may be the most important
financial service that can be offered to women (Rhyne and Holt, 1994).

Although the mobilization of rural savings has been extensively
covered,13 little is known about savings practices among low-income

13 See, for example, the publications of the Department of Agricultural Economics and
Rural Sociology of the Ohio State University, including Adams (1993), Cuevas (1992),
Morris and Meyer (1993a,b), and Poyo (1992).

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



10 MONEY MATTERS

urban populations. The majority of the research on savings focuses
on women's participation in savings clubs or rotating savings and
credit associations (Morris and Meyer, 1993a). Data from a survey
on microenterprise in Chile (Table 1.3) show some 60 percent of
women and 78 percent of men used their own savings to finance eco-
nomic activities. Data for the Dominican Republic (Table 1.2) imply
that 81 percent of women and 75 percent of men relied on their own
savings for funding their microbusinesses.

A recent study by Robinson (1994) based on her work in Asia
identifies the following benefits of institutional savings to households:
• liquidity;
• returns on deposits;
• savings for living expenses during low-income periods;
• savings for investments such as education, house construction,

electrification;
• savings for social and religious purposes;
• savings for consumer durables;
• savings for retirement, ill health, or disability;
• savings instead of or in addition to credit; and
• savings to build credit rating or as collateral.

Other studies have found correlations between savings and credit
decisions and the gender of the decision maker. Household financial

Table 1.3 Chile: Sources of Finance for Microenterprises
(percentage)

Source of financing

Never asked for credit

Financing from suppliers

Loans from friends and relatives

Loans from NGOs

Loans from formal financial institutions

Other resources

Total

Women

60

0

20

5

5

10

100

Men

78

6

6

0

5

5

100

Source: Mehech era/. (1994). C
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Introduction: Women Microentrepreneurs and Financial Services 11

decision making deals with the allocation of business revenues
between household and business; whether to borrow or to save in
order to acquire business assets or household assets (e.g., housing)
and how much to invest; and how to choose among limited options
for accessing financial services (savings and credit). Thomas (1992)
provides evidence from a variety of settings that suggests men and
women within the same household do not make the same choices in
relation to expenditures and human capital investments.14 Morris
and Meyer (1993a, p. 1) found that "rethinking of the investment
activities of women to include domestic household responsibilities
has resulted in positive rather than negative evaluations of women's
use of credit for consumption needs." Bruce (1989) also concludes
that women need mechanisms to protect income and other resources
for use in meeting critical needs.

Supply of Financial Services for Women's Microenterprises

It has been widely perceived that formal financial institutions (FFIs)
are reluctant to supply credit to microenterprises. In response to this,
NGOs have been put forward as the most effective institutions to fill
this perceived gap. Lycette (1984) linked the reluctance of FFIs to
provide small loans to women (and men) microentrepreneurs to the
high unit cost in FFI lending; the risk perceived to be associated with
these loans; such competition inhibiting regulatory policies as fixed
interest rates, "directed" lines of credit, and barriers to entry; and col-
lateral requirements that limit financial innovation.

Based on a review of credit programs from the 1970s and early
1980s, Lycette and White (1989) identified features that were insti-
tuted at that time by NGOs to target women in small businesses and
microbusinesses. Their review outlined several recommendations to
make credit available, including expanding eligibility to potential
borrowers who operate retail trade and services businesses, offering
several repayment options, reducing collateral and expanding its
definition to include substitutes such as group lending, and use of
information and distribution channels accessible to women. Policy
recommendations centered on the need for reform of financial

14 See also Hilhorst and Oppenoorth (1992). C
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12 MONEY MATTERS

markets, the development of intermediary credit institutions and
programs, and legal reforms affecting permission to borrow and gain
access to guarantees.

Weidemann (1992) reviewed successful credit experiences and
identified the characteristics of institutional credit important to poor
microentrepreneurs in general and women in particular:
• education of borrowers about credit responsibilities;
• simple loan forms and rapid approval processes;
• loans for trade and service activities as well as for manufacturing;
• small, short-term working capital loans with frequent payments;
• alternatives to traditional collateral such as solidarity groups or

character references;
• interest rates sufficient to cover operating costs;
• the prospect of larger loans in the future for clients with good

repayment records;
• decentralization of operations so that banking is located close to

the clients and decisions are taken quickly;
• convenient hours of operations; and
• banking rigor and disciplined operations.

Rhyne and Holt (1994) summarized the measures institutions should
take to make savings schemes most adaptable to women:
• offer savings with few or no restrictions on liquidity;
• emphasize security of deposits;
• pay positive real interest rates on deposits;
• provide service in convenient locations and hours;
• accept small deposits; and
• maintain real value of savings with competitive interest rates.

The design of financial technologies based on these recommendations
avoids women-based targeting while understanding and making
accommodation for the particular financial service needs of women
microentrepreneurs. This is a more inclusive approach to providing
financial services to women microentrepreneurs, with a wider range
of institutions providing a wider range of services. The following sec-
tion presents a broad-based framework for a sustainable supply of
financial services to microentrepreneurs.
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Introduction: Women Microentrepreneurs and Financial Services 13

New Approaches to Microenterprise Finance

Currently, research on microenterprise finance centers on viability
and outreach, principles that are essential to the development of sus-
tainable financial systems (Christen et al., 1994; Bennett and
Goldberg, 1993; Gonzalez Vega and Miller, 1993; Krahnen and
Schmidt, 1994; Otero and Rhyne, 1994; Von Pischke, 1991).

Otero and Rhyne (1994) summarize the principles of financial
viability derived from successful microenterprise credit programs in
the past decade as: (a) lenders know the market—the poor are will-
ing to pay for access and convenience; (b) special techniques reduce
administrative costs; and (c) special techniques motivate repayment.
These principles have been applied by NGOs that are successfully
reaching thousands of microentrepreneurs, of whom a large percent-
age are women. An increasingly popular innovation utilized by many
NGOs, such as Actuar in Colombia, is to provide small loans
through solidarity groups. This helps to cut unit lending costs and to
motivate repayment through group pressure.

Christen et al. (1994) broaden the spectrum of microenterprise
finance to microfinance, i.e., financial services that enable women
and men to better manage both their enterprise and their household
strategies. The majority of people in developing countries lack access
to formal financial services. The scope for improvement in this area,
therefore, encompasses a wide variety of people, enterprises, and
activities. Microenterprise finance has excluded households with the
exception of those that are linked to microenterprises. Microfinance,
on the other hand, provides a wide range of financial services to a
wider range of individuals.

This new direction has important implications for developing a
broader conceptual framework for low-income women microentre-
preneurs and their access to financial services:

• The change in emphasis to "institutional viability" and "systems
development" rather than the current emphasis on a multitude of
disparate "credit projects for women" contributes to a more contin-
uous and reliable supply of financial services. Moreover, viable insti-
tutions are then equipped to manage a variety of credit projects.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



14 MONEY MATTERS

• Long-term financial viability of institutions requires efficiency and
effectiveness in managing resources. Increased efficiency in financial
technologies reduces costs—contributing to the feasibility of supply-
ing the financial services demanded by women microentrepreneurs.

• Emphasis on coverage and knowledge of the market implies
understanding the characteristics of the customers. Because women
constitute a large percentage of the microentrepreneurial sector,
there is a need to learn more about their characteristics (as produc-
ers, investors, and buyers of goods and services) and to design
appropriate financial technologies to meet their financial needs.

• The concept of microfinance incorporates the complexity of
women microentrepreneurs' financial decisions about business
and household objectives. Thus microfinance provides a broader
framework for a variety of financial services.

Advocates of financial systems development attest that the quantity
and quality of financial intermediation available in a given economy
are important determinants of development (Krahnen and Schmidt,
1994). On the credit side, finance contributes to development
through intermediation and transformation of capital in terms of
loan size, term structure, and risk. On the savings side, Von Pischke
(1991) proposes deposit mobilization as a powerful means for
expanding the financial market frontier. As with credit, savings
instruments need to be appropriately designed for low-income savers
in terms of minimum amounts required and restrictions on with-
drawals and risks (interest rates, inflation). The development of
financial systems contributes to a more efficient and continuous sup-
ply of financial services that allow women microentrepreneurs to take
advantage of economic opportunities.

How does the question of women's access to financial services fit
into the new institutional approach to microfinance? FFIs tradition-
ally have been viewed as biased against lending to small businesses
and microbusinesses (Lycette, 1984; Otero and Rhyne, 1994; United
Nations Expert Group on Women and Finance, 1994). According to
international donors and other analysts, the formal financial sector
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Introduction: Women Microentrepreneurs and Financial Services 15

has lacked an operational model for lending to this clientele. Thus
studies on women's use of financial services have focused largely on
special credit programs operated by NGOs rather than on FFIs.

Assessing the supply of microenterprise services by FFIs in Latin
America and the Caribbean is difficult because research on women's
access to financial services is limited. Of a total of 257 articles
reviewed by Morris and Meyer (1993b), only 24 were based on
urban-related data for this region; of the 24, only three included data
from a state bank (Arias, 1985 and 1989; Buvinic and Berger, 1990).
No other document included information from commercial banks or
any description of cases in which women participated in Latin
American or Caribbean credit unions. Morris and Meyer (1993a)
recommended additional research on the participation of women in
financial markets, improved program design for offering financial
services to women, financial behavior patterns according to gender,
and innovations of financial systems.

To expand the research on women microentrepreneurs and
financial services, this study undertook a comparative study of
banks, credit unions, and NGOs. It found that, contrary to the per-
ception that FFIs do not provide services to this clientele, some FFIs
are quite significant suppliers of financial services to women micro-
entrepreneurs.

Research Issues and Methodology15

In order to identify and assess the factors that shape the supply of
financial services for women microentrepreneurs, we studied 24
formal and semi-formal institutions (banks, credit unions, and
NGOs) in Chile, Colombia, Costa Rica, the Dominican Republic,
Ecuador, and Jamaica.16

Placing the case studies within a country context made it possi-
ble to examine country-specific issues related to microentrepreneurs
and institutions. The cross-country comparison of similar types of

15 See Appendix for a fuller discussion of research issues and study methodology.
16 The countries were selected based on their interest in participating in the study.
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16 MONEY MATTERS

institutions helped to identify factors that influence the supply of
financial services among different institutional models. In assessing
these institutions, the focus was placed on identifying whether they
had financial technologies that are appropriate for low-income
women microentrepreneurs.

To assess the institutional features and financial technologies that
provide access to women microentrepreneurs, the study addressed
five research issues derived from the review of the published literature
on women and financial services and microenterprise.17 The research
questions addressed by the case studies centered around the follow-
ing issues:

• Institutions' policies and practices and the extent to which
institutions provided loans with features tailored to women
microentrepreneurs' demand (such as small loan size, collateral
substitutes, and repayment terms appropriate to their businesses),
or provided loans for trade and services activities as well as for
manufacturing;18

• Institutions' perceived risk because of the typical lack of collat-
eral and the absence of acceptable substitutes. Lack of collateral is
one of the main barriers women microentrepreneurs encounter in
accessing formal credit;19

• NGOs' leading role in developing credit methodologies that
effectively and efficiently respond to women microentrepreneurs'
demand;20

• Institutions' mobilization of savings among low-income

17A methodological guideline prepared for the study contains a discussion of each
research issue and the institutional questionnaires (available from the WID Unit, IDE).
18 Institutional policies and practices are discussed in several studies conducted for the
IDE by Interdisziplinare Projekt Consult (IPC), Frankfurt, Germany. See also Krahnen
and Schmidt (1994).
19 For a discussion of credit risk, see Von Pischke (1991); Levitsky (1993); Hilhorst and
Oppenoorth(1992).
20 See Bennett and Golberg (1993). Also, ACCION International has an extensive
bibliography on NGOs and microenterprise. C
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Introduction: Women Microentrepreneurs and Financial Services 17

communities. Savings constitute a major source of funds for
microentrepreneurs. In addition, savings are used for household-
related investments and for liquidity management;21

• Cultural and social factors that may affect women's ability
to seek and use financial services. A woman's perception of her
own enterprise may affect her demand for credit. Intrahousehold
relations influence the patterns of money flow, allocation, and
control (Beneria and Roldan, 1987).

The main results are summarized in Chapter 2, which compares insti-
tutions within each country and across the region by institutional
types. The detailed results for each type of institution—banks, credit
unions, NGOs—are disaggregated in Chapters 3, 4, and 5, respec-
tively. These four chapters (2-5) reveal the participation and variety
of the institutions in the local supply of financial services, as well as
the characteristics of their financial instruments with respect to
women microentrepreneurs' demand profile. Chapter 6 presents the
final conclusions and recommendations.

21 See Morris and Meyer (1993a); Holt (1991); Robinson (1994). C
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Overview:
The Institutional

Case Studies

T
oday financial services are more inclusive of women than
even a decade ago. NGOs with credit services have grown
and continue to include a significant percentage of women
among their clients. In addition, a group of private com-

mercial banks and credit unions now provide small loans to women
for any type of business activity. They have instituted more flexible
collateral requirements, and they invest their own funds in microen-
terprise development. Banks and credit unions offer small savings
accounts in addition to other financial services. These services re-
spond to women's economic and household activities, which are
often one and the same. Although banks' investments in the
microenterprise sector are small relative to their overall lending,
their microenterprise portfolios are—among the institutions stud-
ied—equivalent to, or larger than, those of most NGOs and credit
unions.

This chapter profiles the institutions studied, describes their
credit and savings operations, describes microentrepreneurs'
demand for financial services, and discusses the unique characteris-
tics of the various types of institutions included in this study. It
addresses the following questions: What kind of financial instru-
ments do the various institutions within a country provide? How do

19
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20 MONEY MATTERS

their scale and characteristics compare? How do financial instru-
ments compare among countries? How do these institutions con-
tribute to expanding the frontier of microfinance? What factors spe-
cific to each type of institution contribute to serving the
microenterprise sector? What are the instutions' particular compar-
ative advantages and limitations? How do banks compare to credit
unions and NGOs in serving microentrepreneurs in general and
women in particular?

Institutional Profiles

In each country, a group of financial intermediary institutions1 was
selected for inclusion in the study. These institutions included FFIs,
credit unions, and NGOs in order to compare the financial struc-
tures and technologies used to supply financial services (savings and
credit). The criteria for FFI participation included some experience
in providing credit for microenterprises (although not necessarily
with international donor-related projects) and an ability to mobilize
savings from low-income sectors as evidenced by their geographic
coverage and operations. In the case of credit unions, the criteria
also included a relatively advanced level of operation within the
country and an open common bond.2 For NGOs, the main criteri-
on was their relative level of coverage in the country as measured
by the number of loans granted and their institutional capabilities.3

NGOs specifically oriented to serving female borrowers such as
Fundacion Mujer (Costa Rica) and FINAM (Chile) were included
to explore the features that allow them to reach female borrowers

1 Generally accepted definitions of financial intermediation may be summarized as:
(a) formal financial institutions (FFI) supervised by a government agency monitoring
financial discipline in the sector; (b) semi-formal financial institutions (SFI) supervised
by the government but not by the same agency supervising financial institutions nor with
the same degree of stringency—this is the case with savings and credit cooperatives/credit
unions and some NGOs; and (c) informal financial arrangements comprising groups and
associations without formal legal status and organized on the basis of social and cultural
characteristics in response to economic needs. See Adams and Fitchett (1992).
2In a credit union, the "bond" refers to the factor members have in common, such as
place of work or religious or professional affiliation. "Open bond" credit unions are
oriented to any individual from a community or geographic area.
3 Two NGOs with high levels of delinquency were included in order to study possible
default on women's loans.
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Overview: The Institutional Case Studies 21

and to compare them to other operations that target microenter-
prises but not necessarily women.

Table 2.1 presents basic institutional profiles by country and type
of institution (bank, credit union, and NGO). Each profile includes
information on mission, ownership, ranking within sector, geograph-
ic coverage, and number of offices and employees. The geographic
coverage of the institutions varied. Except for the two smallest—
BHD (Dominican Republic) and Banco Federado (Costa Rica)—the
banks studied all have offices nationwide. In the case of credit unions,
Coocique (Costa Rica) and San Jose de las Matas (Dominican
Republic) are based in rural/semi-urban areas. FINCA (Costa Rica) is
the only NGO that operates primarily in rural areas; all the others
operate primarily in urban areas. Samples used for microenterprise
loans were taken from the capital area. The study was therefore
based primarily on urban data.

The case studies include eight formal financial institutions (FFIs):
six private banks, one state-owned bank, and one credit union/coop-
erative-owned private bank. These banks were selected based on their
savings mobilization among middle- and low-income people—Banco
del Estado-BECH (Chile), Caja Social (Colombia), Bank of Nova
Scotia (Jamaica);4 their small businesss and microbusiness credit
operations—Banco del Desarrollo-BANDES (Chile), Banco del Paci-
fico and Banco Pichincha (Ecuador), Banco Federado (Costa Rica);
and/or their interest in expanding their small and microbusiness oper-
ations—Banco BHD (Dominican Republic). All these banks are prof-
itable and well-positioned within their local banking sector, although
they show a wide disparity in size (Table 2.2). For example, the
largest bank in the group, BECH of Chile, reported assets of over $6
billion while the smallest bank in the sample, Banco Federado of
Costa Rica, reported assets of $28 million in 1992.

The case studies include five credit unions (CUs): Cupocredito
(Colombia), Coocique (Costa Rica), San Jose de las Matas
(Dominican Republic), Progreso (Ecuador), and City of Kingston
(Jamaica).5

4 In some cases institutions with large savings mobilization were invited to be part of the
study but unable to participate. For example, Workers' Bank in Jamaica was undergoing
a major administrative restructuring at the time.
5 In Spanish, "credit unions" are called "Cooperatives de Ahorro y Credits," literally
"Savings and Credit Cooperatives."
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28 MONEY MATTERS

Credit unions were selected for the study based on their leading
position in their communities in terms of size of membership and
assets, their ability to mobilize savings, and their microfmance
activities. The level of microenterprise financing by credit unions in
Latin America and the Caribbean has been estimated at about 20
percent of credit union portfolios (Magill, 1994). Like banks, cred-
it unions are characterized by varied levels of development and par-
ticipation within their financial systems. For example, Cupocredito
is part of a system of more than 1,000 Colombian credit unions
with an increasing share in financial intermediation among medi-
um- and low-income sectors (Vesga and Lora, 1992). In contrast,
San Jose de las Matas belongs to a core group of 17 Dominican
credit unions that undertook a major operational restructuring
(Poyoetal., 1993).

The visibility of microenterprises' access to financial services in
Latin America and the Caribbean can be attributed primarily to the
efforts of NGOs,6 of which the case studies include 11: FINAM and
PROPESA in Chile; Actuar in Colombia; Avance, Fundacion Mujer,
and FINCA in Costa Rica; ADEMI and Fundacion Dominicana
de Desarrollo (FDD) in the Dominican Republic; Fundacion
Ecuatoriana de Desarrollo (FED) in Ecuador; and the Jamaican
Development Foundation (JDF) and the Enterprise Development
Trust (EDT) in Jamaica.

The administrative structures and services of these NGOs vary.
One group, which covers the largest number of microenterprises, is
composed of Actuar, ADEMI, Avance, FED, and PROPESA, all affil-
iated with ACCION Internacional.7 In their respective countries,
these NGOs cover the broadest number of microenterprises. A sec-
ond group, which consists solely of FINCA, uses "village banking"
methodology and operates primarily in rural areas. A third group is
comprised of FINAM, Fundacion Mujer, FDD, JDF, and EDT. Due
to the level and type of their operations, NGOs in the third group still

*In Latin America and the Caribbean, organizations (and their affiliates) such as
Women's World Banking, ACCION Internacional, and FINCA have been leaders in
promoting projects that increase women's access to credit.
7After the data collection (September-December 1993), Actuar created a financial
corporation, Finansol. The data presented here do not reflect this new institutional
structure. At the time of the study, Avance (Costa Rica) was undergoing major
administrative restructuring.
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Table 2.2 Selected Indicators of Financial Structure
December 31, 1992 (US$Millions)

Capital/
assets

Assets Capital (%)

Banks

Banco del Estado, BECH (Chile)

Banco del Desarrollo,
BANDES (Chile)

Bank of Nova Scotia (Jamaica)

Banco del Pacifico (Ecuador)

Banco Pichincha (Ecuador)

Caja Social (Colombia)

6,322.4 1,057.0 16.7

692.7

495.0

309.2

275.1

251.4

Banco BHD (Dominican Republic) 72.1

Banco Federado (Costa Rica)

CREDIT UNIONS (CUs)

Cupocredito (Colombia)

Coocique (Costa Rica)

City of Kingston (Jamaica)

Progreso (Ecuador)

San Jose (Dominican Republic)

NGOs

ADEMI (Dominican Republic)

Actuar (Colombia)

Jamaican Development
Foundation (JDF)

Fundacion Ecuatoriana
de Desarrollo (FED)

Fundacion Dominicana
de Desarrollo (FDD)

PROPESA (Chile)

FINCA (Costa Rica)

FINAM (Chile)

Enterprise Development
Fund-EDT (Jamaica)

Fundacion Mujer (Costa Rica)

Source: Country studies.

28.1

96.5

17.8

7.0

4.7

4.6

8.7

5.5

4.9

2.4

2.3

1.6

1.2

0.5

0.5

0.3

42.0 6.1

30.1 6.1

50.4 16.3

31.3 11.4

33.8 13.4

6.8 9.4

5.1 18.1

45.1 46.7

3.2 18.0

5.8 85.7

2.4 51.1

1.0 21.7

3.8 43.7

1.2 20.9

2.8 57.0

0.5 20.8

1.0 43.5

0.5 32.8

0.5 41.6

0.2 37.0

0.4 81.6

0.2 52.5

Total
Outstand-
ing Loans

3,078.6

571.1

150.4

154.6

123.6

161.2

36.3

21.8

72.3

7.8

4.3

3.0

3.4

6.7

4.3

3.8

1.5

1.2

1.1

1.1

0.3

0.2

0.3

Loans/
assets
(%)

48.7

82.5

30.4

50.0

44.9

64.1

50.3

77.5

74.9

44.0

61.1

64.1

73.9

77.1

77.6

77.4

61.9

51.5

67.6

91.5

58.2

46.7

84.6

Exchange Rates (loca currency per US$1) as of December 31, 1992:
Chile P$380 Dominican Republic RD$12.5
Colombia P$811 Ecuador S$l,642
Costa Rica C$137.4 Jamaica J$22.8
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30 MONEY MATTERS

depend on external funds to cover their administrative expenses. Of
these, FINAM and Fundacion Mujer are specifically geared toward
women. Table 2.2 lists the 11 NGOs by size of assets (as of December
1992). The largest, with almost $9 million in assets, is ADEMI
(Dominican Republic), while the smallest is Fundacion Mujer (Costa
Rica) with $300,000 in assets.

Table 2.2 gives a picture of the basic financial structure of each
type of institution. For example, a basic indicator of the financial
structure of an institution is its ratio of capital to assets. For banks,
the capital/assets ratio is under 20 percent for all the institutions,
reflecting more uniform banking standards required by international
and local banking regulations. For credit unions, the capital/assets
ratio varies from 18.0 percent to 85.7 percent, reflecting different
financial management approaches with respect to savings, deposits,
and capital shares. For the NGOs, the ratio ranges from 20.8 percent
for FED to 81.6 percent for EOT.

Supply of Credit Services

Scale, Depth, and Types of Credit Services

Women's participation is evident in the microenterprise loan portfo-
lio of each of the institutions (Table 2.3). Based on the number of out-
standing loans, women obtained 41 to 59 percent of bank microen-
terprise loans; 30 to 48 percent of credit union microenterprise loans;
and 25 to 64 percent of NGO loans (excluding those that target only
women).8 Women's representation across institutions closely mirrors
the share of women-owned microenterprises in Chile, Colombia, and
Ecuador. In contrast, in the Dominican Republic, women represent
an average of 34 percent of microborrowers among the institutions
studied, less than their 46 percent share of microenterprises at the
country level.

The 1992 data presented here help to identify the range of cov-
erage and relative size of loans (Table 2.3). Outstanding loans were
used as a proxy to estimate the level of coverage in each country and

8Samples for banks and credit unions that had not disaggregated their data by sex, were
drawn from outstanding loans under $5,000.
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the level of participation of the different institutions.9 However, when
using outstanding loans as a proxy, it is important to note that banks
and credit unions have longer-term loans (12 to 36 months) than
NGOs, which generally make very short-term loans (one to three
months). Inclusion of the largest NGOs in microfinance in each
country helps give perspective to the relative contribution of each of
the other institutions examined in that country.

To make data comparable across countries, average outstanding
loan as a percentage of GDP per capita is used as a proxy for depth
of outreach. This allows for comparison with other recent studies
such as Christen ei al. (1994). Comparisons of results across coun-
tries indicate the following:

• Microcredit market share and coverage. The volume and number
of microenterprise loans made by the banks and credit unions stud-
ied are comparable to those made by the NGOs, and each kind of
institution makes an important contribution to the local microfinance
market. For example, BANDES' outstanding loan portfolio is more
than double that of PROPESA, the largest Chilean microenterprise
NGO. In Colombia, Cupocredito's portfolio is almost twice as much
as that of the bank and the NGO studied combined. In Ecuador, the
number of loans of Banco del Pacffico is more than the number of
loans provided by the credit union and the NGO together. In the
Dominican Republic, the NGO ADEMI is the leading provider of
microenterprise credit. Market coverage is enhanced by the partici-
pation of the various type of institutions.

• Average loan size. As a general pattern, the study showed that
microenterprise loans from banks tend to be somewhat larger and
loans from NGOs smaller. However, how wide the range in average
loan size is varies among countries. In Chile, for example, where

9 For the purposes of this study, the size of average outstanding loans was used as a
proxy for estimating the income level of borrowers. Christen et al. (1994, p. 9 and
p. 22) in their study of 11 successful microenterprise credit programs used loan size
as a proxy for income level as the only measure available consistently across programs
although initial loan size could have been significantly higher. Loans outstanding were
broken down into five sub-ranges under $10,000. Ranges used were: under $500;
$500-$1,000; $1,000-$2,500; $2,SOO-$5,000; and $5,000-$10,000. The extent to
which banks made loans within these size ranges was then taken as an indication of
those institutions' ability to make loans to microentrepreneurs.
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32 MONEY MATTERS

TABLE 2.3 Estimates of Microenterprise Portfolios (loans under US$5,000)

Country Banks
Credit Unions

(CUs)

CHILE
Loans Outstanding (000)
Number of Loans
Average Outstanding Loan
Ave. Loan/GDP per capita
Women Part. No. Loans

COLOMBIA
Loans Outstanding (000)
Number of Loans
Average Outstanding Loan
Ave. Loan/GDP per capita
Women Part. No. Loans

COSTA RICA
Loans Outstanding (000)
Number of Loans
Average Outstanding Loan
Ave. Loan/GDP per capita
Women Part. No. Loans

DOMINICAN REP.
Loans Outstanding (000)
Number of Loans
Average Outstanding Loan
Ave. Loan/GDP per capita
Women Part. No. Loans

ECUADOR
Loans Outstanding (000)
Number of Loans
Average Outstanding Loan
Ave. Loan/GDP per capita
Women Part. No. Loans

JAMAICA
Loans Outstanding (000)
Number of Loans
Average Outstanding Loan
Ave. Loan/GDP per capita
Women Part. No. Loans

BANDES(l) BECH (2)
$3,450 $5,573
3,492 691
$988 $8,065
34% 274%
50% 59%

CAJA SOCIAL (3)
$5,056
3,756
$1,346
91%
41%

FEDERADO
$3,100

(Wholesale loans
to credit

unions/coops)

BHD
$2,000

194
$10,309
1454%

n.a.

PACIFICO (4)
$2,149
9,004
$239
18%
44%

NOVA SCOTIA
(Specific informa-
tion on microen-
terprise loans not

available)

CUPOCREDITO
$17,369
25,274
$687
46%
44%

COOCIQUE
$1,560
1,000

$1,560
86%
30%

SAN JOSE
$3,000
1,616

$1,856
262%
32%

PROGRESO
$3,000
3,433
$874
65%
48%

C. OF KINGSTON
$1,069
4,909
$218
14%
37%

Source: Country Studies.

Note: The line "Loans Outstanding" for banks and credit unions present the portion of total
outstanding loans in microenterprise activities. For total outstanding loans see Table 2.2.
(1) Microenterprise Program.
(2) Small Loan Program.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b
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Data based on outstanding loans as of December 31, 1992 (US$)

Country Indicators
Gross Domestic Country Women's

. _ . . ^T^^,. , Product (GDP) Per Participation in
Nongovernmental Organizations (NGOs) Capita-1992 (6) Microenterprise

PROPESA
$1,086
3,565
$305
10%
44%

ACTUAR
$4,300
24,685
$174
12%
45%

AVANCE
$873
786

$1,111
61%
51%

ADEMI
$6,900
9,525
$724
102%
37%

FED
$1,500
4,554
$329
24%
56%

FINAM
$292
1,190
$245
8 O/

/o

93%

F. MUJER FINCA
$300 $1,181
526 4,081
$570 $289
31% 16%
100% 25%

FDD
$1,300
2,210
$588
83%
36%

JDF (5) EOT
$1,154 $245

669 262
$1,725 $935
111% 60%
n.a. 64%

$2,940
38%

$1,487
42%

$1,822
35%

$709
46%

$1,346
37%

$1,561
31%

(3) Estimate based on borrowers with less than 2 minimum salaries and outstanding loans in trade,
manufacturing and services.

(4) Loans granted in the Microenterprise program (Community Development Program). Includes
4 year outstanding loans.

(5) Average outstanding loan estimates based on data from Kingston branch office.
(6) Source: IDE, Socio-Economic Data, January 1995.
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34 MONEY MATTERS

BANDES' average outstanding loan as percentage of GDP per capita
is 34 percent and PROPESA's is 10 percent, the range is considerably
smaller than in Colombia, where the ratio of average outstanding
loan to GDP per capita is 91 percent for Caja Social and 12 percent
for Actuar. In the Dominican Republic, the poorest country in the
study, the institutions researched have some of the highest loan sizes
in each institutional category when compared to the other countries.
As the data indicate, some of the most advanced NGOs (PROPESA,
FED, Actuar) had some of the lowest average loan sizes and had
higher participation of women among their clients.

• Diversity of Institutions. The microenterprise sector in each of the
six countries is a heterogeneous group—in terms of type of economic
activities, size of businesses, and level of development. Their demand
for financial instruments also varies according to their business pro-
files. The participation of different types of financial institutions
(banks, CUs, NGOs) in the supply of financial services (both special-
ized and not specialized in microenterprise finance) helps create com-
petition and develop market niches. Each local market responds to
the local environment both at the macroeconomic and regulatory
level and at the institutional level. Microentrepreneurs in Chile,
Colombia, and Ecuador have more options for financial services than
those in Costa Rica, the Dominican Republic, and Jamaica. Banks
offer a variety of services for commercial purposes (checking
accounts, money transfers, letters of credit) required by some of the
most developed microenterprises. Credit unions are the main finan-
cial institutions in some towns, such as Cupocredito in Colombia,
Coocique in Costa Rica, and San Jose de las Matas in the Dominican
Republic. FINCA is the only NGO among those studied with a large
level of operations in rural areas and agricultural credit.

• Competition in the Microfinance Market. Countries with various
types of institutions in the supply of microcredit have both more
product varieties and more competitive rates of interest. In Chile,
Colombia, and Ecuador the rates of interest among the various insti-
tutions—NGOs, CUs, and banks—are more competitive and tend to
be similar. For example, in Colombia, among the institutions studied
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annual effective rates ranged from 34.4 percent in the credit union to
35.3 percent in the bank and the NGO. In contrast, in countries like
the Dominican Republic there were broader ranges—effective annu-
al rates among institutions varied from 32 percent in the bank to 47
percent in the credit union to over 60 percent in the NGOs.

• Activities Financed. Banks and credit unions with a microenter-
prise loan portfolio finance all types of activities and play an impor-
tant role, particularly in financing fixed assets with longer-term loans.
Longer-term loans expand the options in the supply of financial ser-
vices for microenterprises. NGOs provide microenterprises primarily
with short-term loans for working capital; banks and credit unions
contribute to a broader range of loans in the microenterprise market.
Results also indicate that the NGOs with credit programs for micro-
enterprises in manufacturing are less advanced in terms of market
coverage and sustainability than NGOs primarily serving micro-
enterprises in trade and services, which generally require short-term
loans for working capital. Their credit methodology appears to be
better suited for the demands of this clientele. In countries with lim-
ited diversity of microenterprise finance, women microentrepreneurs
in manufacturing have less access to adequate financial services than
those in trade (e.g., Costa Rica and Dominican Republic).

• Quality of the Loan Portfolio. Women borrowers' average delin-
quency rates tended to be lower than men's in the smaller microloans
and similar to men's in the higher ranges. It is notable that FED, the
NGO with the lowest delinquency rate, had the highest percentage of
women clients. Although not enough information is available to
draw firm conclusions on this issue, it is important to note that some
NGOs with a larger percentage of their portfolios in manufacturing-
related loans had higher delinquency rates than NGOs with a larger
portfolio in other activities such as trade.10 Comparative data on the
quality of portfolio vary by country and institutions. For example,
in Ecuador, Banco del Pacifico had a 3.5 percent delinquency rate
compared to 0.6 percent for FED and 0.3 percent for Progreso CU

10At the time of the study, Avance and FDD were solving serious loan delinquency
problems. C
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(delinquency over 90 days). In Colombia, Caja Social had 3.5 percent
and Actuar 3.1 percent.

These results provide evidence that some of the most important
features that make credit accessible to lower-income women microen-
trepreneurs, such as size of loans and activities financed, are incor-
porated into the supply of financial services provided by some FFIs
(Chile, Costa Rica, Colombia, and Ecuador) and credit unions. Com-
mercial banks and credit unions together with the NGOs contribute
to the expansion and deepening of the local supply of credit to
microenterprises.

The cross-country data on which this study is based allow sev-
eral factors to be identified across a range of financial markets. The
diversity of supply is summarized in Table 2.4, which shows that
banks and credit unions can play leading roles in microenterprise
finance.

Factors Shaping the Supply of Credit to
Microentrepreneurs

Among the factors that determined the institutional capacity to inno-
vate and develop loan products suitable for microentrepreneurs are:
their mission to provide financial services to underserved populations
(see mission statements in Table 2.1); their ability to mobilize savings,
especially from small savers; their recognition that the microenter-
prise sector plays an important role in production and employment
in their local economies; and their financial and administrative
costs—including constraints on intermediated funds and consequent
opportunity costs due to reserve requirements and directed invest-
ments in preferred subsectors at below market interest rates. These
factors affect the environment in which financial instruments are
employed and help to determine which technologies will succeed in
reaching low-income populations and, consequently, women
microentrepreneurs—and which will not.

Institutional Mission. The institutional mission to serve lower-
income groups is revealed by their charter; attitudes of the board and
management; credit and savings instruments that are adequate for
lower-income groups (size of loans, minimum savings requirements);
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the location of offices and/or branches in lower-income neighbor-
hoods; the development of more efficient technologies to decrease
cost of processing loans; and collateral requirements.

Efficiency. Some gains in loan-processing efficiency can be
achieved solely by changes in policy. Caja Social and credit unions
provide examples; they use savings behavior and credit history as
ways of obtaining information about their borrowers and as guaran-
tees, thus making loan processing faster and less costly. Operational
efficiency gains can be earned by investing in technological improve-
ments. But such advances in technological capability must be associ-
ated with organizational innovations in order to be successful. An
example is Banco del Pacifico, which has equipped its loan analysts
with personal computers connected on line with a processing center.
At Caja Social (Colombia), small loans and microloans are now
processed at central credit processing centers rather than at each
branch, thus expediting the loan approval process. Branch staff col-
lect the necessary data, but loans are actually approved at the central
centers.

The heterogeneity of the institutions studied and the lack of ade-
quate data (in some countries, secrecy laws forbade the institutions
from providing all the data requested) made it impossible to compare
the sustainability of microloan operations across types of institutions.
Banks and credit unions are financial intermediaries—with savings,
credit, and other operations—while NGOs are dedicated completely
to credit operations. Literature about the cost of microenterprise
lending is based on NGOs' experience not applicable to all the insti-
tutions in this study. Specific analysis of operational costs fell outside
the scope of this study.11

Among the banks studied, microenterprise loans are less than
five percent of the total outstanding portfolio and are often grant-
ed as "personal loans," making the evaluation of operational effi-
ciency cumbersome. For example, data available for Chile show
BANDES' total personnel and other expenses specific to the micro-
enterprise program as a percentage of each loan portfolio. The ratio

nOther types of institutional analysis such as Subsidy Dependence Index (Yaron, 1992)
would not be appropriate since the FFIs and credit unions studied do not depend on
subsidies for their operations.
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of BANDES' total personnel and administrative expenses to total
outstanding portfolio is 4 percent. The same indicator for BANDES'
microenterprise program is 25 percent. In contrast, PROPESA's is
37 percent. These indicators allow us to compare the microenter-
prise operations at different levels of operational efficiency: first,
within the same institution, and, second, between institutions
(BANDES' microenterprise program and an NGO with similar type
of operations). BANDES' program was more efficient (as measured
here) than the NGO's.

The issues of efficiency discussed so far all address the issue of
profitability. Basch (1995) notes that profitability results from the abil-
ity of institutions to maximize the difference between lending rates
and deposit rates (operational efficiency), to manage overhead (admin-
istrative efficiency), and to maximize reserves and minimize write offs
(allocative efficiency). Basch also contends that efficiency is a relative
concept having to do with both private efficiency and social efficiency.

Private efficiency has to do with how well the bank management
meets the objective of the bank owners. Social efficiency, on the other
hand, has to do with how effectively banking meets the objectives
assigned by the community (banks are authorized to open, and their
function is determined, by each country's laws and regulations).
Institutions such as Caja Social, BANDES, and Banco del Pacifico are
examples of banks that pursue social efficiency, as determined by
their owners (see Table 2.1). Caja Social is owned by the Jesuits.
BANDES' private owners created this bank to serve enterprises and
families without access to financial services. The major shareholder
of Banco del Pacifico has a commitment to small and microentrepre-
neurs. All these banks have competitive positions in their respective
banking sectors (Table 2.2). Their experience shows that commercial
banks can successfully reach microentrepreneurs.

Microenterprise Risk and Collateral Substitutes

The study sought to determine the extent to which the lack of col-
lateral and the absence of acceptable substitutes constitutes a major
barrier to accessing formal credit. Institutions that were successful
in lending to women microentrepreneurs developed alternatives to
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40 MONEY MATTERS

traditional property liens. Banks and credit unions often grant co-
signature loans for very small amounts. Caja Social and credit
unions use savings as collateral and savings behavior as a way of
establishing creditworthiness. BANDES and Banco del Pacifico uti-
lized their technical assistance programs to screen and reduce
microenterprise risks. In addition, BANDES used the solidarity
group methodology.12 Caja Social and some NGOs stressed the use
of incentives, such as the possibility of extending new loans upon
satisfactory repayment, to encourage payment. For larger loans,
women and men tended to have similar repayment rates. For small-
er microloans, women tended to have better repayment rates.

Co-signers are the most widespread form of guarantee. Many
microloans are classified as personal loans rather than business relat-
ed. For the banks studied, the informal nature of the microenterpris-
es makes the business owner's personal credit (and savings) history as
important as the business financial statements. However, in the
study's exploratory survey, microentrepreneurs had the perception
that all bank loans require real estate as collateral, reflecting misin-
formation about FFIs.

In the six countries, legislators have changed the laws to create
equal obligations for both men and women to seek permission when
acquiring a debt. The objective of these laws was to protect women
from a husband's use of jointly owned assets as a guarantee without
the woman's authorization (and vice versa). But in practice, the law
may not always be applied equally. Although both men and women
now need authorization to acquire debt, major difficulties continue
to face women who do not have a formal separation or divorce. In
Ecuador, for example, it was found that some institutions insisted on
this requirement with the result that women, particularly lower-
income women, who were not legally separated had difficulties qual-
ifying. According to local lawyers, bankers can find means of legal-
ly authorizing loans without a husband's signature in cases where

12A solidarity group is made up of 3 to 10 microentrepreneurs who agree to guarantee
each other's loans. Each member of the group receives an individual loan but the lending
organization approves the total loan to the group. The solidarity group helps to screen
borrowers, to monitor payment, and, in case of delinquency, to enforce payment through
peer pressure.
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couples are separated, and credit officers can rely on these to facili-
tate granting loans—if they are aware of them.

The only case of overt discrimination against women found in
the study was by the FDD (Dominican Republic), where women bor-
rowers at the time of the study were required to have the signature of
a man in addition to collateral. Male borrowers did not have to meet
this requirement. Moreover, married women could not be co-signers
due to a misinterpretation of the law. These provisions have recently
been revised.

One of the major factors adversely affecting women is that they
often lack a registered property title. In the ACCION study involving
694 microentrepreneurs in NGOs in four countries, 71 percent of
them owned a home, in many cases as a result of land occupations
(Restrepo and Reichmann, 1995). It was beyond the scope of this
study to fully assess the issue of "titling" and further research is need-
ed. Although many countries have laws stipulating "community
property" for married couples, property is often registered in the
man's name rather than jointly. Furthermore, in a "consensual
union" (i.e., the couple is not formally married)13 a woman does not
register the property acquired as a result of the couple's joint inves-
ments. Such traditions can be detrimental to women when relations
no longer continue and proof of property is required.

Supply of Savings

The supply of small loans and microloans by banks and CUs seems
to be more developed in Chile, Colombia, and Ecuador, and less
developed in Costa Rica, the Dominican Republic, and Jamaica.
Although our results are not conclusive, they indicate that financial
repression and restricted competition in the local financial system
play an important role in the supply of financial services to
microentrepreneurs. In Chile, Colombia, and Ecuador, for example,
the ability to mobilize small savings with adequate instruments in a

13 In some countries, such unions have become more common than legal or religous
unions.
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42 MONEY MATTERS

competitive financial market seems to be an important factor in
influencing the institutions' capacity to offer financial products
demanded by microentrepreneurs. An institution's ability to mobi-
lize small savings is reflected in the share of small savings passbooks
within the institution's total deposits (discussed in Chapter 3).

Commercial Banks

In terms of financial market competition, the institutions studied can
be grouped into two broad categories. In the first group are those in
Chile, Colombia, and Ecuador, countries that were more advanced in
terms of implementing financial reforms at the time of the study.14

These countries have more competitive markets for credit and for
savings mobilization, and the public sector has less direct control of
the banking system. The second group consists of institutions in
Costa Rica, the Dominican Republic, and Jamaica, countries which
were still in the process of implementing reform initiatives.

In the second group, commercial banks and other financial insti-
tutions were still prohibited from mobilizing savings through liquid
savings accounts. In Costa Rica, for example, at the time of the field
studies, official banks dominated the financial system, capturing
about 89 percent of all deposits; commercial banks were not allowed
to offer liquid savings accounts. (In contrast, a variety of private com-
mercial FFIs in Colombia offered market interest-bearing savings/
deposit instruments.) The Jamaican system was dominated by two
major banks that lead the savings market. Consequently, Jamaicans,
characterized by a strong savings ethic, were left without much com-
petition for savings products (IPC, 1994). Competition for savings is
important in that greater mobilization of savings generates more
funds for lending. In the Dominican Republic, three banks account-
ed for 55 percent of the loans and 71 percent of the demand deposits
in the banking system (Pellerano, 1995).

In addition, the reserve requirements for bank deposits (demand
and time deposits) in Chile, Colombia, and Ecuador were under 20
percent, while in Costa Rica, the Dominican Republic, and Jamaica

14See Westley (1995); Levine (1994); Basch and Morales (1995).
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reserve requirements were equal to or more than 20 percent. These
requirements limit the availability of funds for lending.

Among the institutions studied, Caja Social, the Ecuadorean
banks, and all the credit unions provided the highly liquid savings
accounts with low minimum deposit requirement that are most
suited to microentrepreneurs. For these institutions, savings consti-
tuted the major source of funds for lending, and they mobilized
these savings among middle- and low-income populations.

Most of the banks studied did not have data on women's partici-
pation in savings. However, data available from the Ecuadorean
banks indicate that women represent about 53 percent of savers in
Banco del Pacifico and 38 percent in Banco Pichincha. These banks
mobilize a large percentage of small savings. Savings constituted about
55 percent of the deposits of Banco del Pacifico, which had over
550,000 savings accounts with an average balance of less than $200.

Colombia's Caja Social led in the mobilization of savings among
the low- and middle-income population, with over $200 million in
savings and deposits in December 1992. Savings accounts constitut-
ed over 80 percent of its resources, with the remaining 20 percent in
fixed deposits. Caja Social served over 980,000 clients, 99 percent of
them individuals, through 126 offices in 41 cities. Twenty-four per-
cent were in low-income areas, 30 percent were in low-to-middle-
income areas, and 20 percent were in middle-income areas. The
average savings balance per person was $210. The number of savers
is over seven times more than the number of borrowers.

The Chilean banks in the study tended to mobilize savings pri-
marily through passbook savings with limited withdrawals per year
(in Spanish, ahorro a plazos] linked to housing finance. Over 80 per-
cent of BANDES' savings ($304 million in 1992) were for housing
finance mobilized from middle- and lower-income groups. BANDES
had about 24 percent of its total deposits in ahorro a plazo and some
76 percent in certificates of deposits. Only the state bank, BECH, had
highly liquid passbook savings (in Spanish, ahorro a la vista] with
unlimited withdrawals; these accounts did not pay interest and
were equivalent to one percent ($20 million) of the Bank's total sav-
ings accounts ($2.03 billion in 1992). Most savers held ahorro a
plazo accounts in BECH, whose total passbooks savings amounted to

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b
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$1.7 billion (November 1992) in about 7.2 million accounts. BECH
had almost 90 percent of passbooks savings in the Chilean financial
market. The average balance was $218, the lowest among Chilean
banks. Passbook savings represented about 12 percent of total sav-
ings in Chile in 1992.

The level of savings mobilization among middle- and lower-
income groups seems to be a key factor in bringing FFIs, such as the
banks studied, to microentrepreneurs. Institutions whose savers
include a lower-income clientele come to understand this clientele's
further potential ability to save and borrow. Results from the case
studies indicate that as financial systems become more competitive,
financial intermediaries need to find new clients—savers and bor-
rowers—among new groups outside the traditional clientele, thus
improving the potential for microentrepreneurs to access financial
services.

Credit Unions

Compared to banks, data on women's use of credit union savings ser-
vices were readily available. Women held about 47 percent of the sav-
ings accounts in Colombia's Cupocredito (more than 290,000 mem-
bers), 42 percent in Ecuador's Progreso (over 32,000 members), and
38 percent in Costa Rica's Coocique (over 41,000 members).
Individual savings accounts balances (for both men and women) var-
ied from $124 in City of Kingston (7 percent of GDP per capita) to
$141 in Ecuador (10 percent of GDP per capita), to $700 in the
Dominican Republic (99 percent of GDP per capita). The number of
savers (as measured by members) is 3.5 time those of borrowers (as
measured by total outstanding loans) in the Colombian and Domini-
can credit union and 6.5 times in the Costa Rican credit union. Total
savings and capital owned by members ranged from $4.2 million in
the San Jose CU to $87.1 million in Cupocredito.

The credit unions studied offered both highly liquid passbooks
as well as fixed-deposit accounts. Our examination of credit unions
indicates that they primarily serve middle- and low-income popula-
tions. This is evidenced by their geographic location in low-income
neighborhoods and low average balances of savings and loan
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accounts. Members' savings, deposits, and shares provided the
main source of funds for loans. The credit unions in the study did
not depend on external funds for lending operations or to cover
administrative expenses.

Nongovernmental Organizations

Regulatory requirements generally preclude NGOs from taking
deposits. Savings "programs" generally were not available through
NGOs. Of the NGOs studied, only two—FINCA and Actuar—pro-
moted savings schemes among their clients. In both cases, deposits
were mobilized as an element in their lending programs. FINCA was
the only NGO among those studied that promotes savings among its
rural clients. Actuar's experiment with savings did not last long, as
the number of transactions swamped the bank's branches where
savers had the accounts. However, the organization's efforts to
mobilize deposits was expected to continue through its new formal
intermediary, Finansol.

In summary, savings and deposits services provided by banks
with the largest low-income clientele and by credit unions had the fol-
lowing characteristics: low minimum savings required to open an
account, convenient location with a broad network throughout the
cities, explicit programs to use savings as partial collateral, savings
history that helps to build creditworthiness, competitive market rates,
and liquidity. These are the features that have been identified as most
adequate for lower-income groups.

Microentrepreneurs' Demand for Financial Services

The country studies included exploratory research on the demand for
financial services in order to identify other issues considered impor-
tant to microentrepreneur clients of the institutions studied.15 Inter-
views with the institutions' borrowers revealed the following trends:

1 s The exploratory research was conducted primarily through focus groups and some
small surveys of women and men microentrepreneurs. Detailed results of the exploratory
research are presented in each country paper.
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46 MONEY MATTERS

• Knowledge of FFIs. Among Chilean microentrepreneurs, women
were less aware than men of financial institutions and instru-
ments such as types of loans available. Women identified fewer
sources of finance and were more misinformed than men
regarding collateral requirements and types of enterprises
financed by commercial banks.

• Misinformation. Microentrepreneurs tended to be misinformed
or not knowledgeable about financial services. For example,
microentrepreneurs generally assumed that real estate is required
to obtain small loans and that interest rates are higher in banks
than in NGOs (which actually charge higher rates).

• Interest Rates. These were considered important in selecting an
institution, but less important than an institution's proximity to
a microentrepreneur's home.

• Convenience/Transaction Costs. Proximity to home was more
important for savings than for credit services.

• Risk Aversion. Women microentrepreneurs tended to become less
risk averse as they got older. Older women seem to be more will-
ing to acquire debt (they may also have been in business longer).

• Confidence. Both men and women perceived banks as a secure
place to save. They maintain savings accounts in formal financial
institutions and in credit unions.

• Household Savings. Although both men and women invest in the
home, women tended to do so more often. Men generally used
their savings in their enterprises.

• Goals in Savings. Women expressed the need to set savings goals,
often offering a quantity toward which they aim.

• Savings Promotion vs. Loans. Microentrepreneurs in Jamaica felt
that banks encourage their savings, but do not give them loans.
This was not confirmed by microentrepreneurs interviewed in
other countries, although the data indicate that some institutions
are less likely to lend to their small savers.

• Check Cashing. In Chile, microentrepreneurs indicated that they
use savings accounts (with no interest) primarily to deposit and
cash checks, underscoring a demand for this service among
microentrepreneurs.
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A large percentage of the microentrepreneurs—both men and
women—interviewed for this study had savings accounts with FFIs.
This finding supports the view that savings behavior is as indelibly
linked to microentrepreneurship as credit demand is thought to be.
Similarly, ACCION's survey found that an average of 48 percent of
the microentrepreneurs studied set aside savings from their incomes
(Restrepo and Reichmann, 1995).

Among the FFIs studied, Colombia's Caja Social represents a
leading example for the region on how to mobilize savings among
middle- and low-income groups and how to use this information to
lend to the same population. Other banks that mobilize savings from
middle- and low-income groups did not use savings history informa-
tion in the same way. As one microentrepreneur put it, "the bank
takes me as a client because of my savings but would not consider me
for a loan."

Institutions studied were asked whether market and/or socioeco-
nomic research studies had been conducted among their clientele.
Only Caja Social (Colombia) and Coocique (Costa Rica) had con-
ducted such research recently. Regarding questions on the variables
that reveal a client's socioeconomic profile, none of the institutions
considered information differentiated by sex important because
"they did not discriminate" against women or any client based on
gender. "Nondiscriminatory" policies limited the information col-
lected by the institutions about their clients.

Among the institutions studied, the two women-oriented NGOs
(FINAM and Fundacion Mujer), FINCA, Actuar, Caja Social, and
the Jamaican credit union City of Kingston acknowledged benefits of
gender analysis in learning to identify demand variables that affect
the use of financial services. An example of this type of variable is the
City of Kingston credit union's acceptance of a variety of collateral
(including jewelry) in recognition that women have fewer useful
forms of collateral.

Most institutions studied never had any educational activity for
their staff in dealing with women's socioeconomic data or issues
related to the demands of women clients (e.g., women's increased
participation in the labor force, women's contribution to household
incomes, women's wage patterns). Even the NGOs that disaggregate
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their data by gender do not seem to consider it necessary to conduct
further research to understand those data. Yet more information is
needed to be able to better understand women's current participation
in the economy—as investors, producers, and buyers for their house-
holds and businesses.

As a result of this study, some of the participating banks and
credit unions were pleasantly surprised by their own data on
microentrepreneurs' activities and demand characteristics for finan-
cial services, women's participation, their high percentage of small
loans and microloans, and the large proportion of small savings
accounts. They had never been asked for this type of information.16

Summary of Findings

Formal Financial Institutions

Our study of FFIs reveals that access to credit depends on the partic-
ular institution's ability to develop financial schemes suited to the
characteristics of women microentrepreneurs. Some banks are more
able than others to match low-income women's economic activities
and characteristics and thus contribute to expanding financial services
for women microentrepreneurs.

The banks included in the study represent strong financial insti-
tutions in their respective countries and have some of the largest net-
works of branch offices in both urban and rural areas. As previously
indicated, although their investment in microenterprises is small
within their own portfolios, it is comparable to or larger than the
loan resources supplied by NGOs and credit unions. This group of
Latin American banks has developed products, technologies, and
institutional structures that take into account the characteristics of
microenterprises. Women in such countries as Chile, Colombia,
Costa Rica, and Ecuador benefit most from this type of FFI. In com-
parison, low-income women microentrepreneurs are less likely to

16 This lack of "institutional awareness" was also expressed by many participants
representing FFIs and CUs at the Regional Seminars organized to discuss the results
of the country studies.
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access commercial bank services in Jamaica and the Dominican
Republic, where the average loan size (measured as a percentage of
GDP per capita) remains relatively large.

The following key factors were found to enhance the supply of
bank services to microenterprises, including those owned by women:

• Institutional Commitment. Among the financial institutions stud-
ied, three groups stand out for their willingness to put more effort
into developing better services for microenterprises: (a) banks with an
institutional mission that acknowledges the provision of services to
low-income populations and/or small entrepreneurs (Caja Social in
Colombia, Banco del Pacifico and Banco Pichincha in Ecuador,
Banco Federado in Costa Rica, and Banco del Estado and BANDES
in Chile); (b) banks that recently acknowledged the increasing per-
centage of small and microbusiness loans within their "personal
banking" units (Banco BHD, the Dominican Republic); (c) banks
that would like to have a "microlending window" even though past
experience makes them reluctant and unsure about how to proceed
with microenterprise credit (Bank of Nova Scotia, Jamaica).

These institutions with a mission of reaching microenterprise
clients or low-income clients had a high participation of women
among their clients, even when they did not specifically target
women. Proxies that indicate a successful commitment to the low-
income population and a potential to include women are small aver-
age loan size, small average savings account size, a high percentage of
small savings in resources mobilized, geographic location of branch-
es close to low-income areas, use of co-signers, use of savings and
credit history as guarantees for payment, innovative methods of
advertising and information dissemination, and positive staff atti-
tudes toward low-income customers. Some institutions classify a
microenterprise loan as a personal loan in order to make the terms
more flexible. Microentrepreneurs are also considered potential users
of other financial services.

• Investment of Own Resources. A proof of their commitment to the
market for microfinance is that commercial banks such as Caja
Social, Banco del Pacifico, and Banco Pichincha invest their own
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resources in low-income and microenterprise lending. According to
bank officials, investing in low-income, economically viable microen-
trepreneurs is an investment that benefits them and enhances national
economic development. Evidence of this commitment is provided in
the location of their branches. For example, Caja Social has a large
percentage of its branches in middle- to low-income neighborhoods.
One of its most active offices—with about 10,000 customers—is in
Ciudad Bolivar, Bogota, one of the poorest neighborhoods of the city.

• Savings. Small savings are important to banks such as Caja Social,
Banco del Pacifico, Banco Pichincha, BANDES, BECH, and Bank of
Nova Scotia. However, only Caja Social uses savings as a key mech-
anism to become better acquainted with low-income clients and as
collateral for loans to them. Other banks could apply this model to
expand the current supply of credit.

• Microenterprise Centers. Some banks in the study have invested
their own resources into microenterprise credit by creating microen-
terprise centers. These centers represent a less risky venture (under
their quality control) and allow them to experiment, adopt, adapt,
and/or create new methodologies and schemes. They also allow the
banks to centralize some of the transactions related to microenter-
prises and reduce costs. As shown in our exploratory research,
women microentrepreneurs have a negative image of financial insti-
tutions. Thus these centers present a non-threatening alternative with
staff trained to serve microentrepreneurs. This innovative adminis-
tration allows for better services to women; about 30 to 40 percent
of those who receive credit in these centers are women.

• Willingness to Adopt Nontraditional Methodologies. The micro-
enterprise operations have incorporated credit features such as a
variety of activities financed; small loan sizes with increasing size if
repayment performance is good; and flexible collateral require-
ments. These features have proven effective for expanding financial
access for women's businesses. Other examples of innovations
adopted by FFIs include: BANDES' use of solidarity groups; Caja
Social's use of savings activity to determine client creditworthiness;
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and Banco del Pacifico's use of "promoters" to find new clients. The
microenterprise centers also provide a training platform—both for
Bank staff and as a model for other institutions interested in the
microenterprise clientele. These centers often serve as an entry point
for microentrepreneurs into the formal financial system.

• Personal vs. Corporate/Commercial Financial Services. Due to the
"informal nature" of microenterprises, some financial institutions
provide business lending through their "personal banking" units. As
banks become aware of the level of small/microbusiness financed
through their personal services, they become more interested in serv-
ing the microenterprise sector.

• Flexibility of Microenterprise Programs. The microenterprise pro-
grams studied tend to be flexible in adjusting to the characteristics of
the microentrepreneurs and to the economic environment. Flexibility
is reflected in the size of loans. Furthermore, on the savings side, min-
imum amounts are required to open savings accounts.

• Scale of Coverage. Searching for new financial technologies to
expand lending volumes and efficiency is a major concern of all
banks. Productivity, in terms of loans per analyst or loans per dollar
spent, is a key issue. Caja Social and Banco del Pacifico were in the
midst of improving information management systems in order to
expedite loan processing.

• Cost of Operations. Banks' microenterprise operations represent
a small percentage within their total operations. Bank owners con-
sider their investment and costs in the microenterprise portfolio
worthwhile based on their assessment of their overall financial
intermediation since they also mobilize small deposits from middle-
and lower-income groups. Therefore, financial costs are covered
and operational costs are reduced as result of economies of scale
and installed capacity of the banks.

These factors have made a significant impact on the financial ser-
vices provided to microenterprises by this group of banks. Given the
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current state of financial markets in the countries studied, these
banks contribute to the inclusion of low-income populations as
users of financial services. However, as financial markets grow and
become more competitive, there will be an increasing need for these
institutions to develop comparative advantages and to better identi-
fy market niches.

Credit Unions

The results of the case studies indicate that credit unions provide,
and can continue to expand the supply of, financial services to
low-income women in general, and to women microentrepreneurs
in particular. Women represent between 30 percent and 45 percent
of the membership of the credit unions studied. Credit unions con-
tribute to the supply of financial services to women in a number of
ways:

• Competitive Advantage in Savings Schemes. Credit unions may
have a competitive advantage in providing savings and deposit ser-
vices to low-income groups by virtue of their location in and around
the communities where microentrepreneurs are based. This makes
them more convenient to their members than other financial services.
In addition, by being part of their members' larger community, cred-
it unions gain knowledge about their members and their needs for
financial services (in particular, savings instruments).

• Self Support and Costs. Among credit unions, savings provide the
main source of funds for credit. The credit unions examined are self-
supporting institutions with a member and community orientation.
Credit unions have built a self-supported capital base over the years
and accumulated knowledge of their membership which facilitates
processing their loan operations. They operate close to clients, use
savings as collateral, and evaluate members' eligibility to borrow
from information based on their common bond (e.g., area of resi-
dence). Levels of operational efficiency are evidenced by the number
of outstanding loans per credit staff (in one credit union this reached
over 800 loans).
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• Low-Income Members. As CUs grow, they seem to move beyond
the "poorer" sectors of the population (as demonstrated by loan size
distribution as a proxy). The variety of members helps to diversify
risk. In fact, CUs can expand to serve populations at a variety of
income levels without distancing themselves from low-income peo-
ple. The number of low-income clients often remains the same or
increases. In Colombia, for example, CUs are the only financial
intermediary in some 61 municipalities.17

• Collateral. Savings can be used to develop debt capacity and cred-
itworthiness. Savings activity allows credit union staff to become
acquainted with members. As a practical matter, those members who
save regularly and consistently can be expected to repay a loan regu-
larly and consistently. A "microsavings" account facilitates access to
a "microloan"—$50 in savings can help to obtain a $250 loan (if
debt capacity allows it). While such a loan is only 20 percent collat-
eralized, security is improved by virtue of the credit union's knowl-
edge of the borrower's saving habits. Co-signers—primarily other CU
members—are also a common way to guarantee loans.

• Household and Microenterprise Finance. In addition to a range of
business-related loans, credit unions offer a variety of financial ser-
vices suited to family and women's objectives, such as household con-
sumption and emergencies, human capital investment (loans for edu-
cation and health), and other investments (housing improvement
loans). The diversification of credit union loan portfolios contributes
to lower credit risk.

• Leadership and Policymaking. Despite the fact that CU decision-
making bodies are supposed to represent their members, women are
underrepresented on their boards of directors relative to their share
in membership. Currently, credit union leadership and membership
show little awareness of the potential of women as users of services
and as leaders at local communities and national/international credit

17Data provided by the Confederation de Confederation de Cooperativas de Colombia
(Bogota).
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union-related institutions. Lack of data on gender reflects lack of
attention to women's increased participation in the economy or to
their contributions as savers, borrowers, users of other financial ser-
vices, and elected leaders.18

• Regulatory Environment. CUs are supervised by agencies with
responsibility for all types of cooperatives (e.g., agricultural, con-
sumer, credit, etc.). Lack of an appropriate supervisory and regulato-
ry framework for CUs limits their expansion as financial intermedi-
aries. For example, until 1992, Jamaican law put a ceiling of 12
percent on the interest that credit unions could charge (even as infla-
tion rates were higher). In Colombia, DANCOOP (Departamento
Nacional de Cooperativas), the national entity responsible for super-
vising CUs, reportedly lacks the technical and operational capability
to adequately perform its monitoring responsibilities. Within the past
five years, countries such as Costa Rica and Ecuador have changed
their laws to include large CUs under the superintendency of finan-
cial institutions. In late 1996, Colombia is considering similar regu-
latory changes.

Nongovernmental Organizations

Compared to previous studies, this research found a range of linkages
between NGOs and FFIs. Moreover, it found that these linkages
enhance women microentrepreneurs' access to financial services.
NGOs such as ADEMI, PROPESA, Actuar, and FED (all affiliated
with ACCION Internacional) play a major role as "platforms" for
retailing credit with funds borrowed from local financial markets.
Furthermore, some NGOs such as Actuar are evolving into formal
financial intermediaries.19 These advanced NGOs are better
equipped to serve low-income businesswomen, who generally have a
positive opinion of NGOs.

NGOs often perform the role of social intermediaries, linking

18A credit union member has a right to vote in elections for the board of directors.
According to the cooperative principle, one member equals one vote, regardless of the
member's equity in a credit union/cooperative.
19In 1993, Actuar created Finansol, a financial corporation.
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microentrepreneurs and financial institutions in a variety of ways. The
Ecuadorean bank Pichincha maintains several arrangements with
NGOs, managing them through special lines of credit from the gov-
ernment. In contrast, Banco del Pacifko prefers to have its own
microenterprise program. Similarly, as NGOs evolve into viable insti-
tutions, they try to retain their good clients and begin competing with
FFIs. For example, many ADEMI clients could be borrowing from
commercial banks but seem to prefer the service they get from
ADEMI. NGOs that target women, such as FINAM and Fundacion
Mujer, play a role in providing technical assistance and technology
transfer to women in manufacturing. These NGOs are also helping to
promote and encourage women entrepreneurs and their businesses.

NGOs have become significant suppliers of financial services to
low-income women microentrepreneurs over the past ten to fifteen
years in the countries studied. In the supply of credit, NGOs are deep-
ening the market and providing the relatively smaller loan sizes that
these clients demand, particulary for trade microenterprises, for
which they provide smaller loans than other institutions. Women
obtain 25-64 percent of the loans granted by the NGOs studied.
Factors that affect the supply of NGO financial services include:

• Credit features. The credit features that characterize the supply of
NGO financial services are: (a) interest rates that are determined by
market conditions and cost factors; (b) flexible collateral and securi-
ty substitutes; (c) no exclusion of certain economic activities; (d) no
loan floors; and (5) a minimalist approach in which training courses
are not a conditon for receiving credit.

• Standardization of Loan Processing. The NGOs studied employed
credit features that helped to standardize and thereby streamline their
credit appraisal and approval process, allowing them to provide large
numbers of small loans to microentrepreneurs, particularly women.
The most developed NGO programs can process over 10,000 loans
annually with a range of 150 to 250 loans per credit staff.

• Institutional Viability. The NGOs that adopted credit programs
with features that were attractive to low-income women entrepreneurs
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have reached operational self-sufficiency and viability. Large-scale
loan operations and interest rates that reflect institutional costs gener-
ate revenues to cover operational expenses. These NGOs have shifted
the discussion from program viability to institutional viability. NGO
costs differ from CUs and banks and tend to be higher. Operating
costs have a high variation among NGOs as a result of a variety of
credit methodologies and sources of funds. However, their financial
costs are lower than banks and credit unions because they operate
with grants.

• Evolution into FFIs. Because of the scale of their operations and
their level of financial viability, the most developed NGOs are
evolving into FFIs. Actuar (Colombia) has become a financial com-
pany, Finansol. The evolution into new FFIs benefits women
microentrepreneurs (and microentrepreneurs in general) at two lev-
els: (a) by expanding access to resources from local financial mar-
kets; and (b) by offering them an opportunity to save. Such a trans-
formation has shifted the discussion from credit only to a broader
range of financial services. The results provide evidence of microen-
trepreneurs' demand, particularly women's, for savings instru-
ments. Also, for microentrepreneurs in general but particularly for
women microentrepreneurs, the development of a broader range of
financial services is important for both business and household
investments.

• Wholesaling of Microenterprise Funds. NGOs specializing in
wholesaling of funds, such as Fondomicro (Dominican Republic),20

provide an important financial service to local NGOs such as
ADEMI. They can also help to establish performance standards
among local NGOs in the provision of credit services.

• Noncredit Activities. In addition to those that specialize in credit,
NGOs with other noncredit activities (e.g., training, marketing,
technical assistance) will continue to have credit programs. These
programs can be an important factor in the development of specific

20 In late 1996, Fondomicro was in the process of becoming a commercial bank.
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skills for microentrepreneurs, especially women. They can also be an
important factor in opening new markets, helping women to get
started in business, promoting a particular type of activity, and
developing new technologies.

This chapter highlighted how banks, CUs, and NGOs supply finan-
cial services to microentrepreneurs in general and women in particu-
lar. A variety of institutions participate in the current supply of micro-
finance services. The institutions studied make up a large part of the
local market of financial services to microentrepreneurs in their
respective countries. Women microentrepreneurs and their families
benefit from a broader range of financial products for both house-
hold and business investments.
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Commercial Banks and
Micron"nance: Practices

that Reach Women

A
decade ago, development practitioners asserted that for-
mal financial institutions, especially commercial banks,
offered few prospects for increasing the availability of
financial services to microenterprises, particularly those

owned by women—who seldom meet traditional banking require-
ments (Lycette and White, 1989). This chapter summarizes the find-
ings from eight case studies of commercial banks. It analyzes the
banks' credit and savings services, concentrating on their ability to
serve microenterprise clients and the institutional factors that favor
reaching these clients. The results of the case studies indicate that,
contrary to expectations, some commercial financial institutions are
expanding the range and coverage of financial services to microen-
terprises—at both the wholesale and retail levels—and that in most
of these institutions the participation of women is similar to levels
attained in NGO microenterprise programs.

The banks studied included Banco del Desarrollo (BANDES) and
Banco del Estado (BECH, a public bank) in Chile; Caja Social in
Colombia; Banco Federado, owned by credit unions in Costa Rica;
Banco BHD in the Dominican Republic; Banco del Pacifico and
Banco Pichincha in Ecuador; and Bank of Nova Scotia in Jamaica
(see Tables 2.1 and 2.2 for basic institutional information). This
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chapter concentrates primarily on the commercial banks with the
largest and most developed microenterprise portfolios and savings
services in their respective countries' supply of microfinance, namely,
the commercial banks BANDES, Caja Social, and Banco del Pacifico.

Credit Services

Women's Access to Bank Credit Services

The case studies show that women received a share of microenter-
prise loans in these institutions similar to their share in business own-
ership in their respective countries. They received 50 percent of the
microenterprise loans made by Chile's BANDES, 44 percent of those
made by the Ecuadorean Banco del Pacifico, and 41 percent of

Table 3.1 Comparison of NGOs with Commercial Banks:
Outstanding Microenterprise Loans (as of December 31, 1992)

Outstanding
Microenterprise

Loans
(USSMillions)

COLOMBIA

Actuar (NGO)

Caja Social (bank)

CHILE

PROPESA (NGO)

FINAM (NGO
women targeted)

BANDES (bank)

ECUADOR

FED (NGO)

Pacifico (bank)

4.3

5.0

1.1

0.292

3.4

1.5

2.1

Outstanding
Microenterprise

Loans
(Number)

24,685

3,756

3,565

1,190

3,492

4,554

9,004

Average Women's
Outstanding Share of

Loan Outstanding
(US$) Loans

(Number of
Loans) %

174 45

1,346 41

305 44

245 93

988 50

329 56

239 44

Source: Based on country case studies.
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Colombia's Caja Social. These levels are comparable to levels
achieved by NGOs in their countries (Table 3.1).

Furthermore, the scale of these banks' participation in microen-
terprise lending was significant when compared to the most
advanced NGOs studied. Table 3.1 shows that BANDES's outstand-
ing microenterprise loan portfolio of $3.4 million in December 1992
was approximately triple that of PROPESA, a successful microfi-
nance NGO in Chile, and more than ten times that of FINAM, an
NGO that targets women clients. In the case of Colombia's Caja
Social, estimates of $5 million in microenterprise loans were higher
than the NGO Actuar's $4.3 million. In Ecuador, Banco del Paci-
fico's outstanding loans were $2.1 million while those of the NGO
FED were $1.5 million. These results show that at least some banks
are actively contributing to the supply of microenterprise credit in
their countries.

Average loan sizes, however, were larger for the commercial
banks, and therefore some of the most successful NGOs—Actuar
and FED—reached greater numbers of women microentrepreneurs,
especially in the smallest microenterprise loan category. This is
explained by two factors. First, NGOs tend to specialize in smaller
loans for commercial activities while banks generally offer longer-
term loans for fixed assets. Second, NGOs target lower-income pop-
ulations than banks, even within the low-income sectors.

To better understand bank lending, the study examined some of
the features that are most relevant to women microentrepreneurs'
access to credit: (a) availability and distribution of small loans; (b)
type of activities financed; and (c) loan terms and conditions such as
interest rates and guarantees.

Availability and Distribution of Small Loans by Gender
According to data on the distribution of total outstanding loans,
banks in the six countries studied can be broken down into two
groups. The first group includes the banks in Chile, Colombia, and
Ecuador, which have more than 50 percent of their total number of
outstanding loans of all types in loans under $5,000.

The banks in the Dominican Republic and Jamaica have more
than 50 percent of outstanding loans greater than $5,000—indicating
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that these banks are not as active in microfinance. Banco Federado
(Costa Rica), which wholesales government and international funds to
the cooperative sector, is something of a hybrid. It lent about $28 mil-
lion to credit unions and cooperatives which in turn retailed loans for
productive activities in agriculture and to micro and small enterprises
in amounts under $5,000.

Size of loans seems to be an important factor in explaining gen-
der differences in access to credit in FFIs (Buvinic and Berger, 1990).
Analysis of microenterprise loans for three banks—Banco del
Pacifico, Caja Social, and BANDES—shows that among female bor-
rowers, relatively smaller proportions of the loans are in the largest

Table 3.2 Distribution of Bank Microenterprise
Loans Outstanding (Number) by Size and Gender
(as of December 1992) (percentage)

Range in USS

Caja Social

<$625

$625-$l,250

$1,250-$2,500

$2,500-$3,750

$3,750-$5,000

Participation by Gender

BANDES

< $1,000

$1,000-55,000

Participation by Gender

Banco del Pacifico

<$500

$500-51,000

$1,000-55,000

Participation by Gender

Men

1

8

23

11

57

59

44

56

SO

38

47

15

56

Women

2

14

32

23

29

41

50

50

50

53

38

9

44

Source: Country studies.
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loan-size categories (Table 3.2). For example, in Caja Social, some 57
percent of male borrowers had loans between $3,750 and $5,000,
whereas only 29 percent of female borrowers had loans of that size.

Table 3.3 presents a summary of the most active banks in the
sample in terms of microenterprise lending. Data pertaining to the
size of small bank loans compared to loans of nonbank institutions
(NGOs and credit unions) were studied in order to gain a better pro-
file of the banks' financial services for the microenterprise sector.
Ranges for NGOs and banks for average outstanding loan size var-
ied from $174 to $1,346 in Colombia and from $245 to $988 in
Chile. These ranges indicate that NGOs serve a market with a
demand for lower size loans while banks tend to serve borrowers
with larger loans.

Comparing results across countries, we see that banks' average
outstanding loans (as a proportion of GDP per capita) are more com-
parable to NGO loans in Ecuador and Chile. In the case of Colombia,

Table 3.3 Average Outstanding Microenterprise Loans: Comparison
Between Banks and Other Institutions

Average Outstanding 1992 GDP Average Outstanding
Microenterprise Loan per Capita Microenterprise Loan
Dec. 31, 1992 (US$) (US$) as a percentage of

GDP per Capita

COLOMBIA

Caja Social

Cupocredito Credit Union

Actuar

CHILE

BANDES

PROPESA

FINAM

ECUADOR

Banco del Pacifico

Progreso Credit Union

FED

1,346 1,487

687

174

988 2,940

305

245

239 1,346

874

329

91

46

12

34

10

8

18

65

24

Source: Country studies. C
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Caja Social provides larger loans than the credit union and the NGO.

Activities Financed
One of the important findings of the study is the extent to which
bank lending to microenterprises is granted as "personal loans" and
does not appear as business lending. For example, Caja Social has
about 77 percent of its loans in personal loans. According to Caja
Social, many micro and small-business loans are classified as person-
al loans, since many of these businesses are not "formal" or because
the type of guarantee used is a savings account or a co-signer. This is
also true in the case of Banco BHD, which decided to create a special
small/micro unit when it realized that many personal loans were for
business purposes. The Chilean banks studied lend primarily for
housing (social housing programs) and business activities. Costa
Rican Banco Federado wholesales funds to credit unions and other
cooperatives for productive purposes.

Banks with a microenterprise loan portfolio finance many types
of activities and play a particularly important role in financing fixed
assets with longer-term loans. Provision of such longer-term microen-
terprise loans fills an important need for financial services, since
NGOs provide primarily short-term microenterprise loans for work-
ing capital.

Credit Characteristics
In addition to the size of the loans and activities financed, other
features examined included interest rates, guarantees, loan matu-
rities, and delivery mechanisms. This section summarizes the fac-
tors that facilitated the adequate provision of credit services to
microenterprises.

Interest Rates. All the banks studied charged market interest rates
(similar to those quoted by other banks in the country) for microen-
terprise loans. These rates were equal to or lower than those of
NGOs with microenterprise credit programs (Table 3.4). Although
charging higher interest rates might have allowed them to increase
financial revenues from loans, bank managers who were inter-
viewed repeatedly cited their fear that negative publicity could
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result from charging the most disadvantaged entrepreneurs rates
exceeding their prevailing commercial rates.

Effective interest rates (Table 3.4) and real interest rates among
the institutions studied in Chile, Colombia, and Ecuador were more
competitive than in the other countries. Results seem to indicate

Table 3.4 Comparison of Interest Rates for Microenterprise Loans

Effective Annual Interest Rate
(%)

COLOMBIA (as of October 1993)

Caja Social 35.3

Cupocredito Credit Union 34.4

Actuar 35.3

Inflation Rate 22.4%

CHILE (as of December 1992)

Banco del Desarrollo (BANDES) 39.6

Banco del Estado (BECH) 25.3

PROPESA 69.0

FINAM 51.2

Inflation Rate 12.6%

ECUADOR (as of October 1993)

Banco del Pacffico 47.2

Banco Pichincha 55.5

Progreso Credit Union 55.5

FED 60.0

Inflation Rate 45%

DOMINICAN REPUBLIC (as of October 1993)

Banco BHD 32.0

San Jose Credit Union 47.9

ADEMI 83.8

FDD 63.3

Inflation Rate 4.7%

Source: Country studies.
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that in countries with less variety and fewer institutions in the sup-
ply of microenterprise credit, interest rates charged for microenter-
prise credit tends to be higher than average market rates. For exam-
ple, in the Dominican Republic the range is broad between the
lowest and highest interest rates charged for microenterprise loans
across the different kinds of institutions within a country.

Collateral The case studies suggest that the requirements for collat-
eral are becoming more flexible. One of the most innovative collater-
al substitutes is the approach used by BANDES (Chile) of providing
microenterprise loans through solidarity groups. The bank uses soli-
darity-groups (self-monitoring among the borrowers that make up
the group) as a way of guaranteeing loan repayment and increasing
coverage at a lower cost. This approach enables the bank to reach
more microentrepreneurs. Women, who tend to have less access to
traditional forms of collateral like real estate, are encouraged to par-
ticipate in the loan process.

BANDES and Banco del Pacifico emphasize the importance of
having specially trained credit advisors who are responsible for
searching out and screening clients. Client screening through tech-
nical assistance is a major part of risk management. These banks
also offer repeat loans of increasing value as an incentive to encour-
age repayment, and therefore credit history serves as a collateral
substitute for them.

Caja Social reduces its risk in microenterprise lending by becom-
ing familiar with clients' savings history. In addition, loan repayment
history is used as evidence of creditworthiness for future loans, and
the possibility of incremental loans is used to motivate the client to
repay. Caja Social requires more traditional forms of collateral, such
as real estate, for loans over $10,000.

None of the banks studied relied on real collateral to guarantee
small loans for working capital. Instead, a co-signature represented
the most frequently required form of guarantee. For these banks,
the informal nature of microenterprises makes the business owner's
personal credit (and savings) history as important as the business-
es' financial statements. However, this study's exploratory survey
found that the majority of microentrepreneurs had the perception
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that all bank loans require real estate as collateral, reflecting misin-
formation about FFIs.

Loan Maturities and Repayment Schedules. Bank loans for micro
and small enterprises varied from six months to four years. These
terms are determined by local economic and financial environments,
and by the purpose of the loans (personal, working capital, fixed
assets). The most frequent repayment schedule is monthly. Banks
(and other types of FFIs) provide loans for fixed assets (larger loans
with longer maturities) to a greater extent than NGOs. Less flexibil-
ity was found in bank repayment schedules than in loan repayments
required by successful microfinance NGOs.

Special Delivery Mechanisms. The three most active banks in micro-
finance—BANDES (Chile), Caja Social (Colombia), and Banco del
Pacifico (Ecuador)—had microenterprise centers financed by the
banks themselves and, in some cases, international donors. BECH
(Chile) had a small-enterprise program that was in the process of
developing schemes for microenterprises during the study period. In
addition to credit, technical assistance was one of the main activities
of these programs.

In reaching microentrepreneurs, banks tended to have two strate-
gies: (a) proximity to microentrepreneurs through branches and/or
loan officers in order to screen and collect data for loan analysis; and
(b) centralization of data processing. Banco del Pacifico had microen-
terprise program staff from the main branches who visited clients
with laptops on line with a data processing center. Caja Social start-
ed centralized credit processing centers in order to minimize branch
staff time spent in loan data processing.

Computerized credit technology expedites information analysis,
gives transparency, and separates decision making from the review
functions. The branch that receives the application is still responsible
for collecting all the relevant information in accordance with each
line of credit and each market segment (e.g., microenterprises). But it
is able to quickly and efficiently forward the data to the credit pro-
cessing center through this new technology. At the credit processing
center, the credit report is reviewed by a group of analysts divided by
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market segments who evaluate the credit scoring and recommend
loan approval. This approach of using branch staff to gather data
and central staff to process it allows for more efficient analysis of risk
and a loan response period of 5 to 8 days.1

Caja Social uses other innovative approaches to serve microen-
trepreneurs. One approach is through a downtown Bogota agency
that is completely dedicated to assisting microentrepreneurs. This
office manages programs funded through international donors and
other specific microenterprise programs. BANDES' microenterprise
program is in one centrally located branch (in Spanish plataforma)
that is specially dedicated to microenterprise clients.

Banco del Pacifico, BANDES, and Caja Social have in their
institutional policies explicit mandates to reach lower-income
groups and microentrepreneurs. In addition to the features of the
loans described above, their commitment is evident in the location
of their offices. Caja Social has branches in low-income neighbor-
hoods in urban and semi-rural areas. Eighteen percent of Caja
Social borrowers made less than $240 per month (equivalent to two
minimum monthly salaries in Colombia). These institutions are
committed to allocating their own funds to provide services to
lower-income populations. Although BANDES and Caja Social
have participated in microenterprise programs using international
agencies' funds, the major proportion of their microenterprise port-
folio conies from their own funds.2

Operational Efficiency

All the banks studied are profitable and have a good position in
their respective countries' financial sector. Therefore, in looking
at FFIs in this study, our concern was not so much with overall

JSee Arango (1996) for a more recent analysis of Caja Social's credit processing center.
2For example, Caja Social lent about $600,000 between 1988 and 1992 in microenterprise
loans as part of the Global Microcredit Program of the Inter-American Development Bank.
This represented about 6 percent of the total of that international credit line. In an evalua-
tion of the Global Credit Program, Marulanda (1992) indicated that Caja Social had limit-
ed participation in the program because changes in its information systems at the time
made use of its own funds and operational procedures more profitable than use of the
credit line. Two commercial banks that participated in the Program at a smaller level did
so for two reasons: to take advantage of the international guarantee and for charitable
reasons.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



Commercial Banks and Microfinance: Practices that Reach Women 69

institutional sustainability but with the product (microloans)
within a total portfolio.3

The heterogeneity of the institutions studied and lack of avail-
able data made it difficult to compare the specific sustainability of
microloan operations. Among the banks studied, microenterprise
loans are less than five percent of the total outstanding portfolio. For
this reason and because they are often granted as personal loans,
evaluating their operational efficiency is cumbersome.4 Thus an
approximation of the institutions' operational efficiency is based on
data obtained from the ratio of operational expenses to total port-
folio (Table 3.5).

In the case of BANDES, total personnel and other administrative
expenses as a percentage of total outstanding loans is 4 percent. For
its microenterprise program, this ratio is 25 percent. In contrast,
PROPESA's is 37 percent. This kind of indicator allows comparison
of operational efficiency of the microenterprise program both within
the institution (i.e., in comparison with other BANDES loan opera-
tions) and across institutions (i.e., in comparison with an NGO
engaged in similar type of lending). BANDES' microenterprise pro-
gram was more efficient (as measured here) than the NGO's. Table
3.5 also presents available data for the overall operational efficiency
of other institutions.

The small proportion of total portfolio that microenterprise pro-
grams represent means that they do not pose a significant risk for
banks. The overall delinquency rates of microenterprise loans among
the banks with large microenterprise loan portfolios—BANDES,
Caja Social, and Banco del Pacffico—are less than three per cent.

It is important to consider the opportunity cost of dedicating
human resources and other operational costs to a portfolio of
microenterprise loans. As discussed in the previous chapter, some
banks in the study include providing financial services to a lower-

3 Because the institutions included in the study were so diverse, the comparative analysis is
restricted to specific aspects of microenterprise lending and deals only secondarily with the
total operations of the FFIs.
4 Specific operational expenses for the microenterprise programs were only available
from BANDES. Caja Social and Banco del Pacffico have microenterprise loans in all
of their offices and it was not possible to obtain specific microenterprise-related
operational expenses. C
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income clientele as part of their mission. Recent financial sector
reforms that promote market competition among financial institu-
tions have encouraged the search for efficiency, comparative advan-
tages, and market niches on the part of the banks studied. For

Table 3.5 Operational Expenses as a Percentage of Outstanding
Loans (as of December 31, 1992)

CHILE

BANDES

Total Bank

Microenterprise Operations

PROPESA

COLOMBIA

Caja Social

Total Bank

Microenterprise Operations

Cupocredito Credit Union

Actuar

ECUADOR

Banco del Pacifico

Banco Pichincha

Progreso Credit Union

FED

DOMINICAN REPUBLIC

Banco BHD

San Jose Credit Union

ADEM1

FDD

Outstanding
Loans

(US$Millions)

571.1

3.4

1.1

161.2

5.0

72.3

4.3

154.6

123.6

3.0

1.5

36.3

3.4

6.9

1.3

Total Personnel 8c
Administrative

Expenses
(USSMillions)

23.0

0.9

0.4

23.7

n.a.

7.3

0.9

20.9

16.2

0.2

0.3

4.2

0.2

1.6

0.6

Total Personnel &
Administrative

Expenses to Out-
standing Loans (%)

4

25

37

15

n.a.

12

22

13

13

18

25

11

10

23

46

Source: Country studies.

Note: The most commonly used measure for this indicator is average outstanding loans. Due to
lack of data, for purpose of this calculation, total outstanding loans as of December 31, 1992,
was used. C
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example, Caja Social emphasizes that its clientele is middle- and
low-income populations. BANDES defines itself as a financial insti-
tution with a preference for medium, small, and micro enterprises
not addressed by other financial institutions.5 Banco del Pacifico
has demonstrated its commitment to microenterprise development
through the creation of its "Programa de Desarrollo de la
Comunidad," initiated in 1977. To carry out their missions and
policies with respect to microenterprises, banks use a number of
approaches:

Direct/Retail Approach. This approach can take a number of forms:
• Microentrepreneur is a direct client, usually serviced as

"personal loans."

• Microentrepreneur is a client of the bank's "microenterprise
development center" (Pacifico, BANDES, Caja Social), with
the bank using either its own or external funds.

• The bank has accessible branches in low-income areas.

Indirect/Wholesale Approach. Among the banks studied, Pichincha
and Federado use a wholesale approach. Banco Pichincha lends to
NGOs while Banco Federado wholesales funds to credit unions affil-
iated with the national Costa Rican Credit Union Federation. The
funds used for such loans can be either the bank's own funds or
external funds.

The indirect or wholesale approach is subject to the capabilities
of local NGOs, credit unions, and other agencies (e.g., government
agencies) to develop relationships with banks. As discussed in chap-
ter 5, some of the NGOs studied do borrow from banks (for instance,
ADEMI and the Ecuadorean Development Foundation) and they
believe that this approach is becoming more common as NGOs
become institutionally and financially stronger.

The sustainability of banks' financial services to microenter-
prises is restricted primarily by their ability to cover direct and indi-
rect expenses. In terms of indirect expenses, Table 3.5 shows that
larger-loan portfolios allow administrative costs to be spread over
a larger base. It could be argued that there are economies of scale

5 Banco del Desarrollo, Memoria Annual 1992. C
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available to banks through improved use of existing capacity for
making more loans.

Microenterprise lending has two kinds of direct costs: (a) fixed
operational expenses and human resources dedicated to the develop-
ment and maintenance of the microenterprise portfolio, and (b) the
financial cost of funds invested in the portfolio. Competition has
helped to make banks operate more efficiently. Some of these effi-
ciency gains derive from application of improved technologies such
as computerized systems that allow loan applications to be processed
more quickly. However, to the extent that on-line systems allow for
faster and more decentralized decision making, they imply a need for
organizational changes to capture the full benefits of these new capa-
bilities. Banco del Pacifico provides an example of this organization-
al adjustment; decision-making authority over loans has been inte-
grated through new procedures in which those promoting
microenterprise credit are equipped with on-line personal computers,
enabling loans to be processed and decisions to be made on site.

Institutions like Caja Social and Banco del Pacifico use passbook
savings as their primary source of funds. Savings accounts pay lower
interest rates than other banks' main financial instruments, such as
fixed-term deposits. In Colombia, financial reforms reduced the
reserve requirements for saving accounts, making more funds avail-
able for lending. Thus small savers in middle- and low-income neigh-
borhoods have become an important source of funds for institutions.
For example, Caja Social operates a branch with over 10,000 clients
in Ciudad Bolivar, a low-income neighborhood in Bogota with hun-
dreds of shopkeepers, street vendors, and microenterprises.6

For banks, as for NGOs, the major microenterprise credit issue
is not so much the size of the loan but the number of loans
processed at a minimum cost in order to make this type of opera-
tion financially viable. Table 3.6 compares operational efficiency as
measured by loans per credit analyst in three of the institutions
studied in Chile. The number of outstanding microenterprise loans
at BANDES is higher than at PROPESA or BECH (mainly small

6 Branches in low-income areas are profitable because their administrative expenses
(e.g., rent, utilities) are low compared with branches located in other sectors of the city.
Remarks of the President of Caja Social at IDE Final Seminar on "Financial Services for
Microenterprises," Washington, D.C., September 22, 1994. C
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Table 3.6 Chile: Performance Indicators for Selected Institutions
(as of December 31, 1992)

BANDES

BECH (1)

PROPESA

Outstanding Loans
Per Credit Analyst
(Number of Loans)

269

41

238

Outstanding Loans
Per Credit Analyst

(US$)

265,383

327,824

72,371

Number of
Loans Disbursed
per Analyst 1992

254

49

584

Source: Mehech et al. (1994).

(1) Small Enterprise Loans Program.

enterprise loans). However, PROPESA's number of loans disbursed
per analyst per year is almost double that of BANDES. This indi-
cator reflects the longer maturity terms of the BANDES loans (1-3
years) compared with PROPESA's portfolio of shorter-term work-
ing capital loans (3-6 months).

Savings Services: Small Accounts Count

The country studies identified the various sources of bank funds—
savings and other types of deposit accounts (Table 3.7). Small-scale
savings accounts represented a major source of funds in some of the
institutions studied. For the banks in Colombia and Ecuador, for
example, accounts of under $1,500 savings balances make up over
50 percent of total savings. Competitive market interest rates are paid
on savings, and requirements for opening accounts are minimal ($12
in Caja Social).

Chilean banks mobilize savings primarily through passbook sav-
ings (ahorro a plazos and ahorros a la vista}7 linked to housing
finance. In Chile, passbook savings represent 12 percent of total sav-
ings in the country. BANDES was the only private Chilean bank ori-
ented to serve middle and lower-income groups, particularly in the
area of housing finance. About 61 percent of ahorro a plazos of

7Ahorro a plazos is a savings passbook with a limited number (four to six per year) of
withdrawals, and ahorro a la vista is a savings passbook with unlimited withdrawals.
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Table 3.7 Distribution of Savings and Deposits
(as of December 31, 1992)

Banks

BANDES (Chile)

BECH (Chile)

Caja Social
(Colombia)

Banco del Pacifico
(Ecuador)

Banco Pichincha
(Ecuador)

Banco Federado
(Costa Rica)

Banco BHD
(Dom. Rep.)

Bank of Nova
Scotia (Jamaica)

Total Savings
&c Deposits

(USSMillions)

304.7

2,025.2

163.9

159.0

104.9

14.1

111.1

424.4

Savings
(Highly
liquid)

i (%)

1

80.6

51.9

74.3

12.5

92.6

Savings
(Limit in

Withdrawals)1

(%)

24.3

86.2

Fixed
Term

Deposits
(%)

75.6

12.7

9.3

40.8

18.8

81.5

62.6

4.0

Other
Deposits2

(%)

10.1

7.3

6.8

18.4

24.0

3.3

: Total
(%)

100

100

100

100

100

100

100

100

Source: Country studies.

'These are savings accounts with a limit of 4 to 6 withdrawals per year.
2 Deposits with special characteristics, for example, BHD (Dominican Republic) has government-
related deposits.

BANDES had balances under $3,000 (1992). In 1992, BECH held 90
percent of the total number of passbook savings accounts in Chile—
over seven million—with average balances of US$218; this repre-
sented 19 percent of the total passbook savings in the country. A
small proportion of BECH's passbooks savings, about one percent
($20 million), was in highly liquid non-interest-bearing savings
accounts (ahorro a la vista). According to interviews with microen-
trepreneurs,^ these savings accounts are often used to deposit checks
that would otherwise be difficult to cash in Chile. Such uses seem to
reflect microentrepreneurs' demand for other financial instruments.

Savings instruments in the financial markets of Jamaica, the
Dominican Republic, and Costa Rica differed from those in
Colombia, Ecuador, and Chile. The Jamaican bank, Nova Scotia,

8 These interviews were part of the research conducted in Chile with microentrepreneurs.
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Commercial Banks and Microfinance: Practices that Reach Women 75

was one of two banks that together account for 50 percent of all
banking outlets among 11 banks in the country (IPC, 1994). In the
Dominican Republic, two major banks among 14 captured about 63
percent of the passbook savings. The Banco BHD ranked sixth with
2.6 percent of the total passbook savings of commercial banks, con-
centrating on time deposits and special "investment certificates"
(Pellerano, 1995). In Costa Rica, Banco Federado as a commercial
bank was not allowed to offer passbook savings or short-term
deposits (with less than 90-day terms, only permitted for state banks)
and mainly relied on "investment certificates" and other types of
deposit "certificates."

Caja Social lead the FFIs studied in mobilization of small savings
accounts. According to 1993 data, Caja Social had some 900,000
savers, with an average balance of $214 per account. The vast major-
ity of these account holders (99 percent) were individuals and about
43 percent of them were women. Table 3.8 shows the distribution of
all savings accounts in Caja Social. As shown, about 35 percent of the
savings accounts balances were under $615. For Caja Social, savings
services are also a means of establishing client history, which is taken
into account when evaluating credit applications. Twenty-five percent

Table 3.8 Caja Social: Distribution of Savings
Accounts (as of December 31, 1991)

Range (US$)

<$246

$246-$615

$6 15-$ 1,231

$1,231-$6,159

$6,159-$12,318

$12,318-$24,637

$24,637-$61,593

$61,593-$123,187

>$123,187

Total

US$(000)

26,275

20,436

21,763

44,057

9,289

4,379

3,185

1,062

2,389

132,834

Percentage

20

15

16

33

7

3

2

1

2

100

Source: Country study.
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76 MONEY MATTERS

of the 128 branch offices of Caja Social (1994) were located in low-
income neighborhoods; another 30 percent were in low-to-medium-
income neighborhoods in 41 Colombian cities and smaller towns. It
is important to note that Caja Social's borrowers number about 13
percent of savers (some 120,000 borrowers out of 900,000 savers).

Caja Social differs from most FFIs in the study region in that it
recognizes the savings potential of medium- and low-income groups.
In addition to mobilizing deposits from this clientele, Caja Social
derives information about individuals' ability to put money aside,
which figures into its assessment of a customer as a potential bor-
rower. Thus savings mobilization gives the institution two returns:
funds for lending and information about the financial habits of their
clients. Among FFIs reviewed in this study, those that provided sav-
ings and deposit services demanded by the low-income microenter-
prise client group also provided other financial services appropriate-
ly tailored to this group.

Data from countries outside the region indicate that saving
among low-income people is possible. Highly liquid passbook sav-
ings have been found to be popular in other countries. For exam-
ple, the most successful savings instrument of Indonesian banks
was a highly liquid passbook with lower interest rates than time
deposits or traditionally less-liquid savings accounts (Christen et
al., 1994). A survey of microentrepreneurs conducted by ACCION
International of 694 microentrepreneurs in Latin America found
that about 35 percent of the men and 36 percent of the women
saved in institutions, and about 25 percent of both male and female
microentrepreneurs kept their savings at home (Restrepo and
Reichmann, 1995). ACCION's study concluded that a significant
number of poor microentrepreneurs' families had savings.

Savings schemes for low-income people should ensure conve-
nience, security, liquidity, and returns (Robinson, 1994).9 Caja
Social's savings instruments have several features that match the
features of services used by lower-income groups. These include:
• very low minimum savings required to open an account;
• broad network of bank branches throughout the cities;

9Robinson analyzes the case of the Bank Rakyat Indonesia (BRI), a state-owned
commercial bank with considerable success in the mobilization of rural savings. C
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• access to a national network of automatic teller machines
(ATMs);

• savings history considered in credit analysis; and
• competitive interest rates.

Our research of savings and deposit mobilization seems to indicate
that institutions that mobilize large numbers of small savers (such
as those in Chile, Colombia, and Ecuador) are more in tune with
the socioeconomic profile of microentrepreneurs. In countries with
restrictions on savings mobilization (e.g., Costa Rica), or in which
a bank has a dominant market share (e.g., Jamaica), there might be
fewer incentives for banks to establish closer relationships with
low-income savers and borrowers, including women.

Conclusions and Recommendations

In at least in three of the countries studied—Chile, Colombia,
Ecuador—the results from the bank case studies proved useful in
beginning to identify a group of commercial banks that can play a
leadership role in providing financial services to the microenterprise
sector (and within this sector to women microentrepreneurs).10

These banks have a large percentage of their total number of loans
invested in small loans and derive a large proportion of their funds
from small individual savings accounts. This institutional profile
was less evident among the banks studied in Costa Rica, the
Dominican Republic, and Jamaica.

The microenterprise sector is formed by a heterogeneous group
of economic units and individuals. Commercial banks may not offer
financial services for the "poorest of the poor." However, some of
these banks have financial services with the characteristics demanded
by more developed microenterprises (or low-income individuals who

10The research project also included a series of regional seminars attended by a variety
of FFIs. Additional banks and other FFIs that could play such a leadership role include:
Banco Bamerindus (Brazil), Banco Institucional Cooperativo (Argentina), Banco Weise
(Peru), Cajas Municipales de Ahorro y Credito (Peru), Banco Agn'cola Comercial (El
Salvador), Multicredit Bank (Panama), NAFIN (Mexico), Banco Interfm (Costa Rica),
Workers Bank (Jamaica), Trafalgar Development Bank (Jamaica), and Eagle Commercial
Bank (Jamaica).
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are not among the poorest). Among loans for microentrepreneurs, it
is still the case that banks prefer larger loan sizes; however, as evi-
denced by their portfolios, these banks allow for flexible collateral
and small loans for all business purposes. This finding supports the
thesis that government regulatory requirements on the banking sec-
tor that generate greater competition among banks also promote
institutional responses that lead to the development of more efficient
financial technologies.

The institutional mission of these banks is a key factor in deter-
mining their involvement in the microenterprise sector and in devel-
oping ways to reach lower-income groups more efficiently and effec-
tively. Among the banks studied, Caja Social, BANDES, and Banco
del Pacifico recognize that certain segments of the population are
excluded from mainstream financial services. Thus these FFIs have
branches in areas convenient to lower-income groups, and have
financial products that respond to their socioeconomic profile.
Although women are not specifically targeted as clients, among the
banks studied, those with a microenterprise portfolios do reach
women and are contributing to expanding their access to credit.

Other banks in the study—such as BHD (Dominican Republic)
and Banco Pichincha (Ecuador)—also sought a share of the microen-
terprise market. Competition with other banks and the vitality of
small enterprises and microenterprises led these banks to consider the
viability of taking a more targeted approach for this sector.

Based on this analysis of the case studies, a number of measures
can be recommended for promoting greater access to financial
services among microentrepreneurs:

• Awareness Building. Banks that participated in this study identi-
fied awareness building of high-ranking executives, in addition to
technical staff, as an important way to become more active in
microenterprise lending. An understanding of the microenterprise
sector among bank staff is seen as critical to improving financial
services to the sector.11 As a result of this study, some of the partic-

1J In interviews, bank executives and technical staff involved in microenterprise lending
emphasized how little information exchange there is among commercial banks and other
FFIs about operations with the microenterprise sector. Most microenterprise activities are
oriented to and executed within the NGO community. C
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ipating institutions were pleasantly surprised by their own data on
microentrepreneurs' activities and demand characteristics for finan-
cial services, women's participation, their high percentage of small
loans, and the large proportion of small savings accounts.

• Best Practices. Rather than merely concluding that banks tend to
focus on big deposits and big loans, development practitioners
should become aware of the commercial banks that are lending to
microenterprises (United Nations Expert Group, 1994). In addition
to recognizing the core group of NGOs successful in microenter-
prise finance, it is important also to focus on the "best practices" of
the commercial banks (and other FFIs such as financial companies)
engaged in successful microenterprise finance.

Current efforts to discuss and promote microenterprise finan-
cial services focus on special banks—Grameen Bank (Bangladesh),
BancoSol (Bolivia), and BRI (Indonesia)—that target low-income
people. These discussions about microenterprise finance exclude
traditional private commercial banks. This study demonstrates that
banks can provide the types of financial services demanded by
microenterprises. To advance the development of financial tech-
nologies most appropriate for the microenterprise sector, this group
of banks (and other FFIs) should be recognized as part of the core
group of institutions with potential to serve microenterprises. They
should be brought into discussions of best practices and future
innovations that will help to move the field forward and expand the
access of men and women microentrepreneurs to sustainable
sources of financial services.

• Efficient Access to Government Lines of Credit. Some of the com-
mercial banks studied expressed limited interest in the microenter-
prise credit programs of multilateral agencies, which are administered
through government programs, because of high costs (in terms of
time, logistics, reporting requirements, and risk resulting from delays
in negotiations). These banks did not lack interest in the microenter-
prise sector, but in the financing schemes proposed to FFIs by gov-
ernmental agencies. More expeditious and efficient schemes could
help to wholesale funds for the microenterprise sector.
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• Specific Banking-Industry Effort. Promoting additional microen-
terprise finance among banks will require efforts by the international
and local development community and by the finance industry itself.
For example, technical microfinance seminars with a banking orien-
tation could be sponsored for financial institutions that already have
the institutional commitment and the financial capability to reach
underserved populations. To date, most microenterprise finance activi-
ties and research have been oriented to NGOs—although these activ-
ities might include some bankers.12 However, bankers do not "speak
the same language as NGOs" and thus need different types of infor-
mation. Also, special activities targeted to bank technical staff work-
ing with microenterprises can help to raise their own visibility and
status within the banking industry.

• Savings. It appears that, at least among some institutions, mobi-
lization of savings from middle- and low-income groups is a signifi-
cant indicator of whether an institution provides financial services to
microentrepreneurs. Further research is needed to determine whether
women microentrepreneurs are better served by institutions that
derive funds from small savings. Institutions promoting microenter-
prise finance should make other FFIs aware of their success in mobi-
lizing savings among low-income groups and how to use this infor-
mation to evaluate potential borrowers. FFIs currently in micro-
enterprise finance can offer savings mechanisms to build clients' debt
capacity and creditworthiness (Adams and Von Pischke, 1994).
Other FFIs may be able to benefit from Caja Social's experience of
using clients' savings histories in assessing creditworthiness. This is
an area that requires additional research.

• Personal Banking. Banks with an interest in personal loans seem
to be more adaptable to the socioeconomic characteristics of
women microentrepreneurs. These banks' flexibility allows consid-
eration of additional personal information about the borrower and
acceptance of less traditional forms of collateral. Future research

12 Generally, in major international microenterprise events, the few bankers are
outnumbered by NGO representatives.

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



Commercial Banks and Microfinance:Practices that Reach Women 81

should evaluate how personal credit is used to finance business
activities by other non-bank financial institutions (e.g., financial
companies). Are women's business activities more likely than men's
to be financed under "personal" loans? What are the benefits and
limitations of such loans?

• Policy and Regulatory Issues. For the past decade, Latin American
and Caribbean countries have experienced various forms of financial
sector reform. Among the most important changes in regulations—
with effects in the supply of financial services—are liberalization of
interest rates, elimination of subsidized interest rates, elimination
or reduction of directed lines of credit, decreased participation of
the state banking sector, and reduced reserves and capitalization
requirements. Among the commercial banks studied, those in Chile,
Colombia, and Ecuador had more advanced financial reforms and
were part of a more competitive financial sector than the banks in
Costa Rica, the Dominican Republic, and Jamaica. The institutions
in the former group provided a broader scope of more competitive
microenterprise loans than the latter group.

Revision of regulatory requirements should evaluate their effects
on financial institutions' ability to provide adequate financial services
to lower-income populations and microentrepreneurs. For example,
minimum provisions required on personal guarantees in lieu of col-
lateral affect the flexibility and costs of granting loans to microentre-
preneurs. Reserves requirements on savings accounts affect FFIs'
availability of funds for lending. Control of interest rates (for both
credit and savings) limits the ability of FFIs to cover their total costs,
creating disincentives to invest in smaller loans.

• Microentrepreneurs as Clients. The banks studied did limited
market research on clients' socioeconomic profiles. Further collec-
tion and dissemination of data is needed on women's access to
financial services in order to broaden awareness of the level and
kinds of services available.

As indicated in their responses to our study's exploratory research of
demand, microentrepreneurs lack information or are misinformed
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about financial institutions, particularly with respect to credit.
Microentrepreneurs assume that banks charge higher interest rates
than informal lenders and NGOs, that banks do not lend small
amounts, and that they require real estate as collateral. The case stud-
ies show, however, that among the banks that supply microcredit,
interest rates were equal to or lower than those of NGOs. Moreover,
the guarantees required were based on ability of the borrower and the
co-signers to pay. Women tend to have less information about avail-
able financial services.

As markets become more competitive, FFIs in search of new mar-
kets find it useful to educate microentrepreneurs about their financial
services. As evidenced by Caja Social, BANDES, and Banco del
Paci'fico, bank staff need to seek out new clients. FFIs could also ben-
efit from more adequate financial marketing based on clients' socio-
economic profiles. For example, the radio station used for a promo-
tional radio program would have to evaluate the extent to which it
reaches both male and female listeners. Institutions promoting
women would need to educate financial institutions about women's
changing socioeconomic conditions (e.g., more education, lower fer-
tility rates) and their increasing participation in the economy (as
workers and entrepreneurs). Statistics on clients contribute to the
analysis and monitoring of financial institutions' ability to reach new
clients and maintain old ones. Such information can provide more
fine tuned-knowledge of local limitations and opportunities within
the financial systems.
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Credit Unions and Women
Micr oentr epr eneur s:

An Effective Partnership

C
redit unions (CUs) are distinguishable from other financial
intermediaries by their member-ownership. In general, in
order to receive financial services through a CU, one must
be a member. Being a member means paying into the share

capital, thereby participating in the ownership of the institution. Its
larger benefit is in creating a "service orientation" in the management
and staff of the institutions that are structured this way.

Member-ownership usually ensures that management tries to
serve the interests of both its customers and its owners—in this case,
the same people. Members of CUs often share a common bond—
such as working in the same establishment or living in the same com-
munity—and this leads the member-owners to share common expec-
tations about services and the proper function for a financial inter-
mediary. A typical CU has a membership, at a given point in time, of
about three to six savers per one borrower.

In many areas of the world, CUs constitute one of the few fully
savings-based institutions involved in financial services to middle-
and low-income groups (Rhyne, 1994). They intermediate funds
between savers and borrowers and ensure that loan resources remain
in the community from which the savings are mobilized (Magill,
1994). According to Otero and Rhyne (1994), the only major micro-
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84 MONEY MATTERS

enterprise programs to have reached an advanced level of self-suffi-
ciency are CU movements in a few countries and the BRI Unit Desa
system in Indonesia.1 Among low-income populations, the major pil-
lar of CUs has been savings (Zander, 1994).

In Latin America and the Caribbean, credit unions whose mem-
bership is based on place or type of employment (e.g., teachers, fac-
tory workers, government workers) have been the most common.
These are "closed bond" credit unions, i.e., only those with the com-
mon bond of employment can join it. Closed bond CUs were more
common in urban areas where formal employment was available.
Many developed as a result of the effort of workers' unions to
obtain financial services (credit and savings). Open bond CUs were
common in rural areas where members were more closely acquaint-
ed with each other because of their shared area of residence or
parish. It was only in the past ten to fifteen years that some bigger
urban-based credit unions began to open their membership and to
accept members from other than their traditional "common bond,"
such as self-employed workers and microentrepreneurs (usually
from the informal sector).

Today the national credit union sector in the countries studied
consists of a few credit unions that together encompass about 50 per-
cent of the sector's total consolidated assets and a large number of
small credit unions. The latter are among the more traditional closed
bond credit unions serving a group of employees. Some small CUs
have been unable to change to more dynamic financial intermediaries
as a result of weak leadership and management, as well as inability
to offer more competitive financial services to their members.2

Another factor that affected credit union development in many coun-
tries has been regulations such as ceilings on interest rates that

^tero and Rhyne (1994) identified four stages in the process of achieving self-sufficiency:
(a) programs are highly subsidized, with grants and soft loans to cover operating expenses
and establish a revolving fund; (2) programs borrow funds near market rates; revenues
cover part of operating expenses but grants are still necessary; (3) subsidies are nearly elim-
inated, but some element of subsidy continues; and (4) programs are fully self-sufficient,
financed by savings and funds raised at commercial rates from formal financial institutions.
2 Closed CUs had financial products which were more adequate for salaried workers (e.g.,
whose regular income might be paid biweekly). The open bond CUs have products that
respond to the characteristics of self-employed and microentrepreneur members (e.g.,
whose income varies month to month or whose payments from clients might be delayed). C
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Credit Unions and Women Microentrepreneurs 85

remained unchanged until recently and limited the CDs' ability to
offer more competitive financial services.

The country studies included five top, open bond CUs:3

Cupocredito (Colombia), with 104 branches concentrating in the
capital and surrounding rural areas and expanding into smaller cities
and rural areas; Coocique (Costa Rica), with five branches in semi-
rural areas of the country; San Jose de las Matas (Dominican
Republic), with one office; Progreso (Ecuador), with a main office
and three agencies in the outskirts of Quito; and City of Kingston
(Jamaica), with one main office.

This chapter discusses these case studies in detail and shows that
CUs offer the types of services (credit, savings, check cashing, money
transfer) compatible with poor women's business strategies, particu-
larly services responding to both enterprise and household objectives.

Credit Services

Women's Access to CU Credit Services

Women constituted a significant proportion of the memberships of
the five credit unions studied—between 30 percent and 45 percent.
With over 290,000 members, Cupocredito had the largest CU mem-
bership in Colombia (30 percent women); the City of Kingston
Credit Union was the largest CU in Jamaica with 55,000 members
(45 percent women). In Costa Rica, Coocique with 41,000 members
was the largest credit union (37 percent women). Progreso was the
third largest Ecuadorean CU with 32,000 members (42 percent
women). San Jose de las Matas in the Dominican Republic has a
membership of over 6,000 (30 percent women).

However, the large number of women members does not always
translate into a proportionate number of women elected to positions
of leadership. Typically, one of the 7 to 11 members of a CU board
of directors is a woman—often acting as secretary of the board. The

3 The Chilean country study did not include a credit union. Each country study was
restricted to a maximum of four institutions and it was not feasible to include a credit
union in this country. There are 90 credit unions in Chile. C
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86 MONEY MATTERS

lack of women in elected leadership positions may be related to the
historical development of CUs in Latin America.4 However, this tra-
ditional orientation seems to be changing, as shown by the increasing
tendency within CUs to have women in administrative and manage-
ment positions, reaching levels of 50 percent or more among total CU
employees and about 30 percent in executive positions.

A significant number of the women members of CUs are heads
of households. A study of women in cooperatives conducted in
Colombia (Salamanca, 1992) found that about 20 percent of women
members did not have a male partner. In addition, 43 percent of the
women had sole economic responsibility for their homes. The
increasing economic participation and contribution of women is an
issue that leaders of the CUs studied have not yet examined closely as
part of their expansion strategies. The "no discrimination" principle
of cooperatives is not measured by empirical data on service cover-
age and leadership participation. CUs tend to maintain a traditional
view of women's role in society. The education programs of the CUs
studied included so-called "women's" courses in traditional areas
(sewing and cooking).

Distribution of Small Loans by Gender
On average, women obtained about 38 percent of the loans in the five
CUs studied. Progreso had the largest proportion of borrowers who
were women (48 percent). Table 4.1 shows the extent of women's
participation in microenterprise borrowing in all five CUs.

Among the CUs studied, total outstanding loans in 1992 ranged
from $3 million for Progreso (Ecuador) to $7.8 million for Coocique
(Costa Rica), to $72 million for Cupocredito—a rather special case
because of its large volume of operations. Most of the CUs studied
had loan portfolios made up primarily of microloans, i.e., loans less

4The lack of participation in the CU elected leadership (each CU member has one vote)
reflects the low participation of women at the community and unions level from the
1950s to the 1970s, a period during which existent credit unions were founded, primarily
by union and/or parochial leaders. For example, in Colombia, women's right to vote
passed in 1948 and it continued to be an issue of debate during the 1950s (Velasquez,
1995). Only in the past two decades have women begun to occupy leadership positions
and to compete for them. See Scott (1994) for a discussion on how women's
organizational participation has been segregated in Latin America.
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Credit Unions and Women Microentrepreneurs 87

than $5,000. About 70 percent of credit union loans in Colombia,
Ecuador, and Jamaica were less than $1,500. Credit unions can make
substantial contributions to the local microfinance market. For exam-
ple, Cupocredito, the largest CU studied, supplies 23 percent of its
total portfolio for microenterprise and related productive purposes.

Among women borrowers in the Colombian, Jamaican, and
Ecuadorean CUs studied, the greatest proportion of loans fell in the
smallest categories. In the Costa Rican and Dominican CUs studied,
the size of women's loans ranged more widely (Table 4.2).

Activities Financed
The CUs studied finance a variety of activities (Table 4.3). A broader
range of loans and clients helps CUs diversify risks. The loan portfo-
lios of the CUs studied included loans for microenterprise and other
productive activites (over 23 percent), housing purchasing and
improvement (over 20 percent), household related expenditures and
human capital (e.g., education) investments (over 30 percent in most
of the CUs studied). The loans disbursed by CUs reflect some areas

Table 4.1 Credit Union Microenterprise Loans Outstanding
Portfolio (as of December 31, 1992)

Source: Country studies.

Credit Union

Cupocredito
(Colombia)

Coocique
(Costa Rica)

San Jose de las Matas
(Dominican Republic)

Progreso
(Ecuador)

City of Kingston
(Jamaica)

Outstanding
Microenterprise Loans

USSMillion Number

17.3 25,274

1.5 1,000

3.0 1,616

3.0 3,433

1.0 4,909

Average
Outstanding

Loan
(VS$)

687

1,560

1,856

874

218

Women's
Participation
(Number of
Loans) %

44

30

32

48

37
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88 MONEY MATTERS

Table 4.2 Distribution of Credit Union Loans Outstanding (Number)
by Size and Gender (as of December 31, 1992) (percentage)

Range in USS

Cupocredito (Colombia)

< $1,247

$l,247-$6,234

$6,234-$12,468

>$12,468

Participation by Gender

Coocique (Costa Rica)

<$500

$500-$ 1,000

$1,000-55,000

Participation by Gender

San Jose (Dom. Rep.)

< $400

$400-5800

$800-51,600

$1,600-54,000

$4,000-$10,000

>$10,000

Participation by gender

Progreso (Ecuador)

<$500

5500-51,000

$1,000-55,000

Participation by Gender

Men

71

25

3

1

100

56

28

21

51

100

69

8

9

17

32

22

12

100

68

36

49

15

100

52

Women

77

21

2

0

100

44

31

25

44

100

30

9

21

20

27

17

6

100

32

41

51

8

100

48

(continued)
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Credit Unions and Women Microentrepreneurs 89

Table 4.2 Distribution of Credit Union Loans Outstanding (Number)
by Size and Gender (as of December 31, 1992) (percentage)
continued

Range in US$

City of Kingston (Jamaica)

<$452

$452-$ 1,1 13

$1,113-52,557

$2,258-$4,515

$4,515-$6,772

$6,772-511,287

Participation by Gender

Source: Country studies.

Table 4.3 Credit Union Distribution

Men Women

67 61

17 15

7 9

4 2

2 0

2 4

100 100

63 37

of Total Loans Disbursed
(Volume) by Activities Financed, 1992 (percentage)

Colombia Costa Rica
Purpose of Loans Cupocredito Coocique

Microenterprise/
Business Related 23 26

Agriculture 5 11

Household
Related and
Human Capital
Investment 30 42

Housing
(Purchasing and
Improvement) 30 21

Other 12

Total 100 100

Dom. Rep. Ecuador Jamaica
San Jose Progreso C. of Kingston

58 38 39

1

15 33 33

22 22 21

5 6 7

100 100 100

Source: Country studies.
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90 MONEY MATTERS

not commonly financed by microenterprise programs, but neverthe-
less of major importance to women microentrepreneurs, such as
housing improvement loans.

Women's demand for loans related to household activities is
today acknowledged in the literature on women and financial services
(Morris and Meyer, 1993a; Teyssier, 1993). As indicated by the basic
data in the case studies on the types of activities financed, CUs offer
a variety of credit lines important for women microentrepreneurs.

The CUs in the case studies encouraged members to build up
their savings rather than withdraw them for expenses or investments.
This practice helps members to maintain a proportion of their assets
in savings, which they can in turn use to obtain loans for a variety of
purposes. The types of loans available from CUs are similar to those
commonly demanded by microentrepreneurs' families.

According to ACCION International's survey of men and
women microentrepreneurs (Restrepo and Reichmann, 1995),
women microentrepreneurs spent about 39 percent of their family
income on household expenses (human and housing-related invest-
ments), about 51 percent on reinvestment and capitalization of their
businesses, and 8 percent to pay debts and for savings. This resem-
bles spending by men microentrepreneurs, who were found to use 33
percent of their family income on household expenses, 59 percent on
their businesses, and 6 percent among savings, debt payment, and
other financial needs.

A study of women microentrepreneurs in Central America
(Fundacion Arias, 1993) found that women often request loans
larger than their capacity to pay or request loans smaller than they
require. This "too large" or "too small" tendency was attributed to
the pressure on women to use business financing to cover immedi-
ate household needs. The various types of loans offered by CUs can
provide useful alternative financing mechanisms in these cases.

Credit Characteristics
Interest Rates. In general, the CUs studied tended to charge loan
interest rates equal to or higher than those of commercial banks but
lower than the effective rates of NGOs (Table 3.4).
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Credit Unions and Women Microentrepreneurs 91

Collateral. Collateral requirements for CU loans vary according to
loan type. For microloans, which are the largest proportion of
loans, the most common guarantees required are co-signers (prefer-
ably another CU member) and savings. Processing of this type of
loan is low-cost and expeditious—in some cases, almost automatic.
Maximum loan amounts are determined by a multiple of savings.
Among the CUs studied, San Jose used the highest multiple, with
loan amounts equivalent to ten times savings. Cupocredito's multi-
ples vary from 5 to 6.5 times savings. Although the savings base
determines the possible amount that can be borrowed, the main
factor in evaluating the loan is the borrower's debt capacity and
past credit history.5

Member-ownership is a significant factor in signature and co-
signature lending. To the extent that members, management, and
staff share an interest in maintaining the health of the CU, member
borrowers should be expected to repay their loans promptly. This
relationship between borrower and lender is somewhat different
from the standard borrower/lender relationship. Still, lending carries
commercial risks and, even for CUs, as loan amounts increase, more
traditional forms of collateral, such as real estate, are required. CUs
are required to follow regulations, and external audited financial
statements are reported to the supervisory authority.

Loan Maturities and Repayment Schedules. The CUs studied offered
a variety of loans, with loan maturities somewhere between less than
one year to three years. Monthly payments were the most common
method for loan repayments. However, the CUs also offered special
lines of credit with more flexible repayment arrangements (e.g., sea-
sonal payments for agriculture-related loans).

Microenterprise-Oriented Methodologies. In contrast to the banks
and the NGOs, the CUs studied have not developed any special

5 The use of savings as part of the collateral and the maximum loan borrowing capacity
based on a multiple of a member's savings and shares might discourage microentrepre-
neurs from joining credit unions. Some of the CUs studied have increased their multiple
from three times to seven and even ten times the minimum savings balance in order to
provide larger loans and accomodate microenterprises.
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92 MONEY MATTERS

methodologies to reach microentrepreneurs (such as microenter-
prise centers, microenterprise promoters, or specific technical assis-
tance programs). However, member-ownership creates the type of
information flows needed to develop appropriate financial services
for the membership, which generally includes microentrepreneurs
—in significant numbers in some branches. Thus the very method-
ology of CUs helps them to reach microentrepreneurs, including
low-income women.

The open bond is one of the changes that has made today's CUs
more appealing to microentrepreneurs. In Colombia, for instance,
traditionally "closed" credit unions opened their membership both
as a strategy for expansion and because of loss due to privatization
and the downsizing of many governmental and private enterprises.6

In other cases, CUs have opened their membership to serve individ-
uals with whom they already have some relationship, for example,
subcontractors, suppliers, and self-employed providers of services,
many of whom are microentrepreneurs. As CUs grow and change
to an "open bond," new ways are needed to develop relationships
with potential members. A common practice found among the
largest CUs—Cupocredito, City of Kingston, and Coocique—is the
development of linkages with other institutions (e.g,. NGOs and
government institutions).

In many neighborhoods and communities, the CU is the only
financial institution. In addition to their financial intermediation ser-
vices—savings and credit—CUs provide services such as venues for
utility payments, money transfers, and check cashing. The housing
improvement loans they provide are important to the community's
"social capital."

Repayment Rates. The CUs tended to have higher delinquency rates
than banks for loans up to 90 days overdue. On loans more than 90
days overdue, the delinquency rate was about the same (as of
December 31, 1992, for example, these rates were 1.3 percent for
Cupocredito and 2.5 percent for Coocique). When CUs were closed,
they had better access to information about borrowers and thus
lower delinquency rates. Now that they are becoming open, CUs

6 Many displaced workers seek microenterprise as an alternative to loss of employment. C
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Table 4.4 Credit Unions: Operational Expenses as a Percentage
of Outstanding Loans (as of December 31, 1992)

Operational expenses to
Outstanding loans (%)

Cupocredito (Colombia)

Coocique (Costa Rica)

Progreso (Ecuador)

San Jose de las Matas (Dominican Republic)

City of Kingston (Jamaica)

12

13

18

10

28

Source: Country studies.

Note: The most commonly used measure for this indicator is average outstanding loans.
Due to lack of data, for purpose of this calculation, total outstanding loans as of December
31, 1992, was used.

need to learn new ways to screen and evaluate new clients. City of
Kingston had the highest delinquency rate (7 percent).

Operational Efficiency

All the CUs studied are self-sufficient and do not receive any type of
external subsidy to cover their operational expenses. Funds for loans
come from members' savings and capital shares.

Table 4.4 presents annual operating expenses as a percentage of
outstanding loans for the CUs studied. This percentage varied from
12 to 28 percent—a range that falls within that identified by Christen
et al. (1994) for successful institutions providing microenterprise
credit.7

The CUs managed over 250 loans per credit analyst per year,
making them more productive in processing loans than both the
banks and the NGOs. Including all types of loans, the average num-
ber of disbursed loans per credit analyst was: 260 for San Jose, 487
for Coocique, and 806 for Cupocredito. These high productivity lev-
els are related to the loan approval processes discussed above. High

7For the institutions identified by Christen et al., ratios of operating expenses to out-
standing loans ranged from 9 to 35 percent. The institutions included: ACEP (Senegal),
Actuar (Colombia), Bancosol (Bolivia), BRI (Indonesia), BKK (Indonesia), BRK (Niger),
FINCA (Costa Rica), Grameen Bank (Bangladesh), K-REP (Kenya), and LPD (Indonesia).
They also include some information on ADOPEM and ADEMI (Dominican Republic).
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94 MONEY MATTERS

loan volumes per loan officer resulting from low-cost appraisal and
loan guarantee methods help CUs keep the nonfinancial costs of lend-
ing low. Volunteered leadership services (particularly in the case of
credit committees for larger loans) also help CUs keep their costs
down. When they have an engaged and active membership, CUs have
a relatively high level of operational efficiency.

A major limitation to increased efficiency among CUs was com-
puter technology. All the CUs had computerized systems that
allowed them to keep updated member records regarding savings
and loan operations as well as financial statements; however, it has
been a challenge for the largest CUs with branch operations to have
on-line systems through which records can be accessed in multiple
locations, thereby enabling members to use services in different
branches. Cupocredito, with several branches in the city of Bogota,
must compete with other financial institutions who have the most
modern technology. When CUs first faced financial technology limi-
tations, they innovated. For example, when ATM machines were
made available by banks, CUs extended their service hours with a
special window ("personal teller"). More recently, however, CUs
have been able to catch up with technological advances. Coocique
was the first financial intermediary to have an automatic teller
machine in a rural area.

In Colombia and Costa Rica, where the CU system (i.e., several
CUs affiliated) has a bank, CUs have been able to access more expen-
sive financial technologies as a result of economies of scales, such as
being part of the national ATM network, as well as credit and debit
card systems. This facilitates access to ATM machines in big cities
such as Bogota, saving CU member time and transportation costs (a
bus ride from the southern part of the city to the center might take
one to two hours).

Savings by Credit Union Members

The proportion of members who were women in the CUs studied
ranged from 30 percent in San Jose de las Matas CU to 45 percent
in City of Kingston CU, with an average of about 42 percent for
the others. C
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Credit Unions and Women Microentrepreneurs 95

In an exploratory sample of 3,356 passbook savings accounts in
Coocique (data for January 1994), women represented 40 percent of
the accounts and 30 percent of the savings balances. The average sav-
ings balance was $787 for male members and $511 for females. Data
(as of December 1993) from a branch of Cupocredito in Bogota indi-
cate that among 1,373 members, 42 percent were women. The aver-
age savings balance was $106 for men and $80 for women.

Table 4.5 presents levels of passbook savings, fixed deposits, and
share capital for the five CUs studied. Average members' balances
(savings+deposits+share capital) are highest in San Jose (Dominican
Republic) with $700, and lowest in City of Kingston with $124. In
Cupocredito, the largest CU of the group, the average savings balance
was about $300. In each of the CUs studied, members' resources
(savings and share capital) constitute the main source of funds for
lending, but the proportion of borrowers to savers varies greatly. In
Cupocredito and San Jose, the number of borrowers is about one
third that of savers. In Coocique, there are more than 10 times as
many savers as borrowers. In Progreso, there are twice as many
savers as borrowers. Members who save are one of the most impor-
tant stakeholders in a CU. Debtor-dominated CUs tend to loose their
operational viability, weakening the checks and balances between
savers and borrowers (Poyo, 1992).

Table 4.6 illustrates the distribution of saving balances for
Coocique, a semi-rural CU. The largest number of savings accounts
(37,515) are in liquid savings passbooks, which have an average bal-
ance of $81. Fixed term deposits are also available to members. The
CU lends on a multiple of savings balances, so a member with $100
in her savings account can have an immediate loan of $300 for an
emergency. Coocique introduced ATM and credit cards to its com-
munity a few years ago. For CU members these new technologies
save time and transaction costs.

Cupocredito and the City of Kingston each have a large per-
centage of members' savings in capital shares. This is important
because return on shares depends on having a surplus at the end of
the fiscal year. For many national CU movements, paying a positive
interest rate on savings is a major issue because, in some cases, old
cooperative laws fix their rates, causing lower returns on members'
shares (and savings). This has been the case in Jamaica, for example, C
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where until 1992 both saving and loan rates were fixed by the gov-
ernment-appointed Registrar of Cooperatives. In contrast, CUs in
the Dominican Republic and Costa Rica have a lower proportion of
funds in capital shares and a higher proportion in fixed-term
deposits and passbook savings.

In Colombia, CUs represent a significant factor in financial mar-
kets. A 1992 study found that the capital base of CUs was equivalent
to almost 10 percent of the capital of the formal financial system in
the country (Vesga and Lora, 1992). The authors suggested that, with
this large capital base, Colombian CUs could increase their leverage
and mobilize more savings. For example, in December 1992,
Cupocredito had some $45.1 million in share capital, about 52 per-
cent of members' total savings of $87 million (Table 4.5). As CUs
face stronger competition to capture savings, they have changed their
financial structure based on a high capital base to a structure of high-
er-interest-paying savings instruments such as daily interest savings
accounts and time deposits.

CUs in Latin American and the Caribbean generally are super-
vised by a governmental agency dedicated to the cooperative sector.
CUs are required to present externally audited financial reports to the
government cooperative agencies. The supervisory capabilities of
these agencies vary by country, but in general they lack the human
and financial resources to do the job adequately.

These institutional weaknesses have been compounded by
the fact that many regulations governing CUs have more to do with

Table 4.6 Coocique Credit Union (Costa Rica) Savings and Deposits
(as of December 31, 1993) (US$)

Source: Country study.

RANGE

Less than $6,600

$6,601-$19,870

$19,871-533,113

Over $33, 113

Total

Fixed Term
Accounts

3,286

354

56

37

Deposits
Amount

4,042,972

3,548,586

1,274,534

2,443,264

3,733 11,309,356

Savings
Accounts

36,498

914

68

35

37,515

Accounts
Amount

1,147,800

1,170,450

300,012

422,403

3,040,665

Other Savings
Accounts Amount

1,869 983,357

38 406,281

1 19,868

2 74,715

1,910 1,483,220
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98 MONEY MATTERS

economic policy (e.g., interest rate regulation) than prudent regula-
tion (i.e., the financial health of institutions).

Although regulation and supervision of CUs traditionally has
been weak, this was beginning to change during the study period,
opening new possibilities for expanding into the microfinance market
niche. Since then, CUs have sought to get supervision not from the
agencies with responsibility for cooperatives but from the agencies
that supervise the banking industry, on such matters as levels of pro-
visions for bad debts, reserves and liquidity requirements, reporting,
monitoring, and portfolio risk management.

The role of CUs as financial intermediaries with the ability to
mobilize savings in low-income communities requires appropriate
supervision. Among the country studies, only in Ecuador were the
largest 22 CUs under the supervision of a financial institutions regu-
latory agency. Recently, however, the Costa Rica FFI supervisory
agency (AGEF) began overseeing CUs through a specialized
Cooperative Auditing Agency. In Colombia, the FFI supervisory
agency has been reluctant to accept even the largest CUs (about 40)
due to the large number of institutions it already monitors.

Poyo (1992) recommends that CUs be included within financial
reforms and that they be placed under the external supervision of
the banking supervisory agency. This will allow CUs to position
themselves as part of the local financial systems. Also, as CUs in
Latin America become larger and play the role of community finan-
cial institutions, capturing a larger share of local savings, their
supervision is advisable to maintain public confidence.

Conclusions and Recommendations

Results from the case studies demonstrate that CUs are providers of
microfinancial services, and that the financial instruments used by CUs
have many of the features identified as appropriate for reaching low-
income women and other microentrepreneurs. Women members have
the options to save and borrow for a variety of purposes—economic
activities, household investments, and human capital investments.

The credit features that favor women microentrepreneurs includ-
ed, among others: long-term relationship with members, minimalist C

o
p

yr
ig

h
t 

©
 b

y 
th

e 
In

te
r-

A
m

er
ic

an
 D

ev
el

o
p

m
en

t 
B

an
k.

 A
ll 

ri
g

h
ts

 r
es

er
ve

d
.

F
o

r 
m

o
re

 in
fo

rm
at

io
n

 v
is

it
 o

u
r 

w
eb

si
te

: 
w

w
w

.ia
d

b
.o

rg
/p

u
b



Credit Unions and Women Microentrepreneurs 99

approach (no training required to borrow), nontargeted loans (mem-
bers decide how to invest loan), diversified portfolio of loans (for
working capital and fixed assets, for household and human capital
investments), character-based lending as a result of membership from
a common bond (other members are used as co-signers), and mem-
bers' savings balances used as collateral. The savings features that
favored women microentrepreneurs included: passbook savings and
fixed deposits with adequate minimum balances, liquidity (available
through different savings instruments), positive and competitive
interest rates, and convenient location.

The CUs studied are at an advanced level of development, mea-
sured by their installed capacity and operational viability, and thus
have considerable potential for expanding services to new members
and new geographical areas. In order to expand services in this way,
however, CUs need to overcome some of their limitations.8 Listed
below are recommendations for improving services to female and
male members:

• Partnerships with Microenterprise Development Organizations.
Among the CUs studied, partnerships with specialized microenter-
prise NGOs were rare, although this might be an effective way to
learn about potential membership and jointly develop credit and sav-
ings schemes. Linkages between NGOs and CUs could expand the
variety and coverage of services accessible to microentrepreneurs.
One example of such a link is provided by the Carvajal Foundation
and the Solidarios Credit Union (Cali, Colombia). In this case, the
CU provides financial services to microentrepreneurs trained by
Carvajal. CUs could also cooperate with NGOs that have provided
effective training and technical assistance to women in microenter-
prise development projects.

• Knowledge of Membership and Potential Membership. To the
extent that CUs follow the traditional closed membership model,
they are ignoring a large potential membership among microentre-
preneurs and other low-income women clients. As their model

8 For a discussion of the comparative advantages and disadvantages of credit unions, see
Adams (1993), Barham et al. (1994), and Magill (1994). C
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100 MONEY MATTERS

shifts toward more open membership and community-based mem-
bership, they can serve a broader clientele. Having attracted women
microentrepreneurs, CUs will need to broaden their expectations
concerning the special needs of these client-members. They will
need to acknowledge and respond to the participation of women,
especially low-income women (entrepreneurs and employed and
independent workers).9

If microenterprises are the major providers of employment in
many countries in the region, their employees also need financial ser-
vices. One of the major services demanded by low-income popula-
tions with a debt capacity for small loans is housing improvement
loans. CUs, as demonstrated by their loan portfolio, can leverage
savings from a large segment of the low-income population. In
Colombia, for example, CUs have been able to link to housing pro-
grams providing an important service to the local communities. CUs
can then play a major role as financial intermediaries, mobilizing sav-
ings and learning to invest them wisely in such investments as hous-
ing. This is particularly important since a large proportion of women
microentrepreneurs have their business activities at home.

• Industry Standards. Public reporting of statistical and financia
information would help to develop CU industry standards.10 These
standards would serve as a basis for self-discipline, for monitoring
CUs, and for developing appropriate regulation. Statistics that
include membership information, such as gender, would be useful
in reflecting population served, trends in changes in economically
active population, and market coverage. Comparisons among CUs
within a country and across countries can be useful in promoting
more efficient CU services.

• Information Systems. The CUs studied here have made major
advances in their information systems. Coocique (Costa Rica), for
example, has an on-line system with which their rural branches are

9Women in "maquiladoras," maids, and temporary workers are among the thousands of
women without access to financial services.
10 CU systems in developed countries regularly publish financial indicators and other
statistics. Standards are set based on asset size and type of credit unions.
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Credit Unions and Women Microentrepreneurs 101

connected. Computerization facilitates both operational and finan-
cial efficiency. It also enables data processing capabilities to be used
to compile information about members' socioeconomic position,
utilization of services, etc. Comparison between men's and women's
savings and credit patterns can be useful in learning more about the
members' demand, thus making it possible to design improved
financial services.

• Appropriate Prudential Regulation. CUs mobilize savings and this
fiduciary responsibility requires external regulation and supervision.
CUs have been supervised by a national cooperative agency respon-
sible for both monitoring and promotiong cooperatives. This dual
responsibility and the variety of types of cooperatives (e.g., consumer,
production, agriculture, credit union) makes the supervisory task
unattainable with quality technical standards. More importantly,
CUs require the type of regulatory environment that assures that they
have the flexibility continually to adapt to changing financial and
economic conditions so that the value of members' investments is not
eroded. A healthy balance of independence from too much govern-
ment regulation and the ability to use self-discipline through account-
ability to members, external auditing (in the context of an adequate
regulatory framework), and CU industry standards may contribute to
a more appropriate regulatory environment.

CUs should maintain their community orientation. It gives
them a comparative advantage as financial intermediaries since they
have closer access and better information about members or poten-
tial clients. Women can benefit from more financial options in their
communities.

• Identify and Disseminate Best Practices. As recommended in the
previous chapter for banks, there is a need to identify and dissemi-
nate best practices among CU services to microentrepreneurs. At the
same time, CUs could benefit from the experiences and methods of
NGOs effective in reaching microentrepreneurs. As financial inter-
mediaries, CUs have a comparative advantage that needs further
development to reach a larger number of low-income populations.
CUs have the elements to become a major supplier of financial
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102 MONEY MATTERS

services to the microenterprise sector, particularly to women. To
do so, CUs would need to revise their traditional interpretations
about women and respond to the increasing potential of their female
membership.

• Recognize Heterogeneity of the Credit Union Systems. The opera-
tional and financial structures of CUs vary within and among coun-
tries. Most of the literature about CUs has resulted from projects
financed by international donors. Research is needed on the develop-
ment of CUs other than those that have depended primarily on exter-
nal funds for both technical assistance and credit programs. Learning
about different paths in CU financial systems development can help
to identify more specific strategies and programs for responding to
low-income women. For example, bigger CUs with stronger opera-
tional capabilities can be more involved in internationally funded
projects, while smaller, less developed CUs can better use technical
assistance to become viable financial intermediaries.
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NGOs: Pioneers in
Lending to Women
Microentrepreneurs

T
he efforts made by NGOs to expand access to financial ser-
vices among microentrepreneurs, especially low-income
women, have generated important advances both in level of
services provided and in the development of cost-effective

methodologies. Otero and Rhyne (1994) refer to the methodologies
developed by NGOs as "the new world of microenterprise finance."

One of the most important advances made by NGOs is in reach-
ing a large percentage of women microentrepreneurs. Christen,
Rhyne, and Vogel (1994) examined NGOs around the world which
offer the most advanced credit services. They found that women
account for between 24 percent and 100 percent of the loans of
those organizations, with an overall average of 52 percent. The case
studies discussed in this volume support those findings.

The eleven NGOs included in this study are a heterogeneous
group. Some are among the most advanced in providing microenter-
prise credit, such as ADEMI (Dominican Republic), Actuar
(Colombia), PROPESA (Chile), and Fundacion Ecuatoriana de
Desarrollo (FED, Ecuador). Others were still newer at providing
credit: Avance (Costa Rica), Fundacion Dominicana de Desarrollo
(FDD, Dominican Republic), and the Jamaican Development Foun-
dation (JDF). Two specifically targetted women: FINAM (Finanzas
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Chapter 5

C
o

p
yr

ig
h

t 
©

 b
y 

th
e 

In
te

r-
A

m
er

ic
an

 D
ev

el
o

p
m

en
t 

B
an

k.
 A

ll 
ri

g
h

ts
 r

es
er

ve
d

.
F

o
r 

m
o

re
 in

fo
rm

at
io

n
 v

is
it

 o
u

r 
w

eb
si

te
: 

w
w

w
.ia

d
b

.o
rg

/p
u

b



104 MONEY MATTERS

Nacionales e Internacionales in Chile) and Fundacion Mujer (Costa
Rica).1 Additional NGOs included were FINCA (Costa Rica) and
Enterprise Development Trust (EDT, Jamaica).

Credit Services

Women's Access, to NGO Credit Services

Distribution of Loans by Gender
Among the NGOs studied, most disaggregated their loan portfolios
by gender, making it possible to assess women's access to lending. As
shown in Table 5.1, apart from the two NGOs specifically targetted
at women, EDT (64 percent) and FED (56 percent) had the largest
proportion of its loans granted to women borrowers. However,
Actuar had the largest absolute number of outstanding loans to
women (45 percent of 24,685). Actuar provided over $2 million in
loans to women, while FED provided $885,000. The programs that
tended to provide a larger share of lending to women also tended to
make more small loans, with women often obtaining loans in the
range of under $500.

The Christen study found average microenterprise loan sizes
from a variety of institutions to range between $38 and $1,016, with
a mean of $360 (Christen et al., 1994). Hewever, that study did not
address the distribution of the loan portfolio across different loan
sizes within that range. The study presented here examines this dis-
tribution in order to learn more about microentrepreneurs' demand.

Table 5.2 shows the distribution across loan sizes for selected
NGOs in the study. Except for Fundacion Mujer (Costa Rica), the
greatest proportion of loans (by number) are in the smallest sizes.

1 The study sought to identify factors that favor or limit women's access to financial
services in mainstream institutions (banks, CUs, NGOs). Thus the NGOs targeting
women were included only in those countries that did not have more advanced women-
oriented NGOs (such as those affiliated with Women's World Banking in Colombia and
the Dominican Republic). Avance and FDD were undergoing administrative changes as
a result of operational problems (including serious delinquency rates) at the time of the
study but were included in order to analyze relevant gender-related issues.
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NGOs: Pioneers in Lending to Women Microentrepreneurs 105

FINAM had the highest percentage share of its portfolio (95 percent)
invested in the smallest range of loan sizes, as did PROPESA (93 per-
cent), Actuar (87 percent), and FED (86 percent). Fundacion Mujer
has the lowest share invested in this category—about 11 percent—
resulting from a policy oriented toward micro and small manufac-
turing enterprises. In 1993, about 45 percent of its clients were enter-
prises in the garment sector with more than 3 employees.

As discussed previously, loan size is a robust indicator for an

Table 5.1 Women's Share of Outstanding NGO Loan Portfolio
(as of December 31, 1992)

NGO

CHILE

PROPESA

FINAM

COLOMBIA

ACTUAR

COSTA RICA

AVANCE

Fundacion Mujer

FINCA

DOMINICAN REPUBLIC

ADEMI

FDD

ECUADOR

FED

JAMAICA

JDF (Kingston Branch)

EDT

Loan
Volume

US$(000)

1,086

292

4,300

873

300

1,181

6,900

1,300

1,500

1,154

245

Loan
Number

3,565

1,190

24,685

786

526

4,081

9,525

2,210

4,554

669

262

Average
Outstanding

Loan
US$

305

245

174

1,111

570

289

724

588

329

1,725

935

Participation
Number of

Loans
Women (%)

44

93

45

51

100

25

37

36

56

n.a.

64

Source: Country studies.
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institution's ability to provide the loans that microentrepreneurs and
low-income women entrepreneurs require. The loan sizes for the
NGOs studied here, with the exception of Fundacion Mujer, indi-
cate that they are able to supply precisely the types of loans that

Table 5.2 Distribution of NGO Loans (Number) Disbursed
by Size (1992)

Range (US$) Distribution (%) Range (US$) Distribution (%)

PROPESA (Chile)

Less than $790

$790-$2,630

FINAM (Chile)

Less than $790

$790-52,630

ACTUAR (Colombia)

Less than $500

$500-$$1,000

$1,000-$5,000

$5,000-310,000

AVANCE (Costa Rica)

Less than $500

$500-$1,000

$1,000-$5,000

$5,000-510,000

More than $10,000

FINCA (Costa Rica)

Less than $500

$500-$ 1,000

$1,000-55,000

93

7

100

95

5

100

87.0

11.0

1.8

0.2

100.0

58.0

26.0

15.0

0.6

0.4

100.0

77

19

4

100

Fundacion Mujer (Costa Rica)

Less than $500

$500-$ 1,000

$1,000-55,000

ADEMI (Dominican Republic)

Less than $500

$500-$1,000

$1,000-54,000

$4,000-$8,000

More than $8,000

FDD (Dominican Republic)

Less than $800

$800-$4,000

$4,000-$10,000

FED (Ecuador)

Less than $500

$500-51,000

Source: Country studies.

11

38

51

100

43

29

25

2

1

100

70

29

1

100

86

14

100
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microentrepreneurs demand. The study did not obtain time-series
data on loan sizes and so could not assess a tendency reported by
Rhyne (1994) that on successful loan programs average loan sizes
increase over time.

The increase in average loan sizes over time may be an effect of
the pressure of "per-loan lending costs" on organizations that are try-
ing to recover all of the costs of lending. Per-loan lending costs are
fixed costs that are incurred in making any loan, regardless of its size.
These fixed costs may be insignificant for large loans that generate
sufficient interest income to cover them, but they become increasing-
ly important as loans get smaller. Some of the NGOs in the study
sample charge various fees by which to cover some of these fixed
costs. For example, Actuar charges one percent and ADEMI six per-
cent of every loan as administrative fee. But if these fees are assessed
on all loans equally, regardless of their size, there is still an incentive
to increase loan size to better capture the costs of making them.
Rhyne also identifies the possible positive explanations for increased
average loan sizes, such as larger loans for successful client-enterpris-
es; elimination of institutional funding constraints; and incorporation
of broader clienteles.

If larger loan sizes result from institutions gradually recogniz-
ing that they cannot cover their costs given their current loan size
composition, then this has significant implications for microentre-
preneurs, including low-income women entrepreneurs. Because
NGOs offer small loans not widely available from other institu-
tions, poorer women microentrepreneurs could be without a finan-
cial product fitted to their demand characteristics if NGOs adjust
their lending methodologies and features away from microloans
toward more remunerative loans. It is important, then, that these
NGOs and others continue to improve the methodologies and tech-
niques which allow them to expand both the number and the total
volume of loans in the lowest ranges. As some of these institutions
consolidate their financial and administrative performance to
achieve self-sufficiency, in the short-and medium-term they might
need to design specific strategies to increase their average loan size.
Such efforts may help to assure and expand the long-term supply of
financial services to low-income women.
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Activities Financed
Table 5.3 shows the types of activities that NGOs financed, accord-
ing to the distribution of outstanding loans. Of the five institutions
that are ACCION affiliates (Actuar, ADEMI, Avance, FED, PROPE-
SA), all except Avance provided the bulk of their loans for trade
activities. For PROPESA (57 percent), FED (62 percent), and Actuar
(64 percent), the shares for trade are particularly high. Nearly 50 per-
cent of EDT's (Jamaica) outstanding loans were for trade activities;
EDT reaches some of Kingston's most marginal populations. These
portfolios reflect the large proportion of women participating in trad-
ing activities in their countries' economies.

Costa Rica's NGOs were more oriented to production activities,
providing larger proportions of their credit to manufacturing activi-
ties (Avance) and agriculture (FINCA). The two women-oriented
NGOs, Fundacion Mujer (Costa Rica) and FINAM (Chile), distrib-
uted their loans almost equally between trade and manufacturing
activities (45-46 percent for each).

Table 5.3 Distribution of NGO Loans by Activity Financed based on
Number of Outstanding Loans (as of December 31, 1992) (percentage)

NGO

PROPESA (Chile)

FINAM (Chile)

Actuar (Colombia)
(based on volume)

Avance (Costa Rica)

FINCA (Costa Rica)

Fundacion Mujer
(Costa Rica)

ADEMI (D.R.)

FDD (D.R.)

FED (Ecuador)

JDF (Jamaica)

EDT (Jamaica)

Trade

57

46

64

35

5

45

47

3

62

12

48

Manufacturing

37

46

35

51

45

33

45

20

35

30

Service Agriculture

6

8

1

11

95

8 2

3

12

17 1

39 14

22

Other Total

100

100

100

3 100

100

100

17 100

40 100

100

100

100

Source: Country studies.
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FDD has a policy of not making loans for trading activities
(except as part of some solidarity group loans). Much of its financing
is for subcontractors in the garment industry and for services (e.g.,
retail trade food processing). At the time of the study, FDD was chan-
nelling more loans to peasant associations.

The NGOs with the largest and most profitable microenterprise
portfolios provide lending primarily for short-term, working-capital
needs. There are relatively fewer sources of longer-term loans for
fixed assets. Regional data for Central America, for example, show
that in 1993, 59 NGOs disbursed only 11.9 percent of their loans to
women for machinery and equipment and 32.9 percent for working
capital (Fundacion Arias, 1993). In a survey of borrowers in five
ACCION programs in Guatemala, Colombia, Brazil, and Bolivia,
male and female owners of micro industries produced less income
and savings than did clients in service industries and commerce
(Restrepo and Reichmann, 1995). These case studies confirm that
there is a limited amount of lending from NGOs for fixed assets and
other investments which require longer loan terms. The study did not
identify, however, whether this is a supply problem (although long-
term lending to the microenterprise sector does not have a good his-
tory) or a demand problem. This is an area that would benefit from
further research.

The cases of Jamaica and Costa Rica bear further examination
with respect to availability of credit for commercial activities. In
Costa Rica, none of the NGOs studied has developed to a level of
operation similar to NGOs such as ADEMI in the Dominican
Republic or PROPESA in Chile. Costa Rica has a smaller population
than the other countries, and women participate more in manufac-
turing than in the other countries (mainly in the garment industry).
But none of the NGOs is as advanced in providing credit as some
NGOs in other countries.

In Jamaica, the NGO case studies suggest a need to develop cred-
it schemes more tailored to the characteristics of the country's women
microentrepreneurs, who are primarily in trade. The case studies also
suggest major gaps in the provision of credit to women microentre-
preneurs in Jamaica. The Jamaican Development Foundation is ori-
ented toward stable, small enterprises. The Enterprise Development
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110 MONEY MATTERS

Trust (EDT), which is oriented toward reaching some of the poorest
women entrepreneurs, is still operationally weak.

Credit Characteristics
Interest Rates. NGOs have a variety of approaches to interest rates.
ADEMFs effective rate of interest is higher than that of the banks and
CUs studied. Actuar (4.2 percent per month) and PROPESA (3 per-
cent per month) charge rates comparable to commercial bank rates.
The Jamaican NGOs studied charged between 28 and 39 percent
annually on reducing balances—higher than the commercial banks.
Sometimes NGOs that are less developed in terms of operational self-
sufficiency have the highest interest rates (this was true of both
Avance and FDD).

Collateral. Among the NGOs in the study presented here, both soli-
darity groups and personal guarantees (co-signatures) are accepted
by Actuar, PROPESA, FINAM, FED, and EDT, which are the NGOs
with highest participation of women. Avance, Fundacion Mujer,
ADEMI, and JDF require some type of collateral for loans for fixed
assets or larger-size loans. Until recently, FDD required the husband's
signature for a women to receive a loan.

A Fundacion Arias survey (1993) of NGOs in Central America
found that, even when NGOs accept co-signatures as a substitute for
collateral, poor women faced difficulties in finding co-signers accept-
able to NGOs. They found it easier to use as collateral the machin-
ery or other items financed with the loans requested. Among NGOs
surveyed, 67.8 percent requested co-signers, 55.9 percent securities
(or some form of collateral), 33.9 percent real estate, 13.6 percent did
not ask for guarantees, and 8.5 percent used solidarity groups.

Loan Maturity and Repayment Schedules. Among the group of
NGOs studied, there was a variety of loan maturities responding to
working capital (less than one year loans) or to fixed assets (for one
year to four years). For the smaller microloans, ADEMI, Avance,
FINAM, and FED had the shortest maturities, less than 10 months.

Actuar offered maturities of up to four years. The most com-
mon term for fixed capital was two years. The NGOs had shorter
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loan maturities than the banks and CUs studied in their respective
countries. The most common repayment schedules were bimonthly
and monthly.

Credit Methodologies. Perhaps the most important characteristics of
credit delivery methodologies are flexibility and variety. FDD,
FINAM, PROPESA, and Actuar use solidarity groups and individual
loans. FINCA organizes groups of rural producers into village banks
that are community savings and loan associations.2 Village banks
develop in two phases. In the first phase, members of the group can
borrow up to $365, an amount increased as the loans are paid. In the
second phase, the groups with longer and more solid track records,
and with an administrative capacity and good criteria for member
screening, are legally registered as associations. Members in these
associations can apply for loans up to an average of $2,000. Also,
members are required to save a periodic amount determined by each
group. FINCA is the only NGO in Costa Rica that promotes savings.
Village banks have brought financial services to rural communities.
Women's participation in Costa Rica's FINCA village banks on aver-
age is 25 percent of membership, and this percentage is growing.
FINCA programs in other parts of Central America put greater
emphasis on women's participation.

All the other NGOs studied lend on individual basis. This allows
the service to be adapted to the debt capacity and characteristics of
the client. For example, FINAM has played a major role in giving vis-
ibility to hundreds of Chilean women entrepreneurs at various levels
of enterprise development.

Training. The so-called "minimalist" approach—in which appli-
cants are not required as a condition of the loan to undertake addi-
tional training—is the most common way to give credit among the
NGOs studied, even though training is available from all the orga-
nizations. Women can benefit from optional business training and
technical assistance, but are not obligated to undertake it.
Obligatory training creates a conflict between the need for a loan

2For a detailed description of village banks methodology, see Otero and Rhyne (1994).
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and the time available for obtaining one, creating an unnecessary
burden for women. The flexibility offered by optional training
favors women's access to credit.

Operational Efficiency

In the long-term, if there is to be an available supply of financial ser-
vices for microentrepreneurs, the institutions must be financially
sound. In-depth evaluations of the operational efficiency and finan-
cial viability of the institutions were beyond the scope of this study.
Instead, information was collected on some indicators of financial
soundness and operational efficiency. According to Rhyne (1994), it
is particularly difficult to evaluate NGOs without "industry" norms.
In addition, there is a lack of transparency and availability of data.3

Among the NGOs studied, ADEMI had the largest loan portfo-
lio, with $6.9 million outstanding in December 1992 (increased to
$11.3 million in 1993), and Fundacion Mujer the smallest, with $0.3
million. The ratio of capital to assets ranged from 21 percent for
Actuar to 41 percent for FINCA, reflecting different operational and
financial strategies. FINCA has a very basic operation, with most of
its capital (as of December 31, 1992) invested in loans. In contrast,
Actuar, FED, PROPESA, and ADEMI used debt (short- and long-
term liabilities) to finance their operations. Their use of short-term
debt reflects their access to financial markets via local financial insti-
tutions. Their long-term liability stems mainly from loans from inter-
national donors.

Table 5.4 shows a measure of NGOs' operational efficiency. The
Christen et al. (1994) examination of microenterprise finance places
administrative costs between 9 percent and 35 percent of the average
outstanding balance of loans. This ratio is an important measure of
the cost-effectiveness of lending strategies. It can be interpreted as the
nonfmancial cost of each dollar loaned under any given program. It
cost FINAM 58 cents to lend each dollar in its loan portfolio, while
it took FINCA 18 cents for each dollar loaned. FINAM's cost reflect-

5 Christen, Rhyne, and Vogel (1994), who evaluated eleven of the most successful
microfinance organizations, found that there was a general lack of information.
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ed the fact that the NGO had recently begun its credit operations.
Along with FINCA, ADEMI (23 percent), Actuar (22 percent), and
FED (25 percent) were the most operationally efficient of the NGOs
studied.

Another measure of operational efficiency is the number of
loans per credit analyst. Some of the most efficient NGOs such as
PROPESA, Actuar, and FINCA disbursed over 260 loans annually
per credit analyst (Table 5.5).

NGOs differ from other institutions (banks and CUs) in their
ability to be efficient for a number of reasons. First, NGO loans are
strictly microenterprise-related, while the other institutions also pro-
vide loans for other purposes. Second, the methodology NGOs use to
process microenterprise loans is different from that used by other
institutions. For example, the clients of CUs and banks such as Caja
Social have longer savings and credit histories, which facilitates mea-
suring their debt capacity and credit risk. They can therefore process
a proportion of their loan portfolio more quickly than an NGO. In
comparison, NGOs have fewer years of operations. Furthermore,

Table 5.4 NGOs: Operational Expenses as a Percentage of
Outstanding Loans (as of December 31, 1992)

Operational expenses to
Outstanding loans (%)

PROPESA (Chile)

FINAM (Chile)

Actuar (Colombia)

Avance (Costa Rica)

FINCA (Costa Rica)

Fundacion Mujer (Costa Rica)

ADEMI (Dominican Republic)

FED (Ecuador)

37

58

22

40

18

46

23

25

Source: Country studies.

Note: The most commonly used measure for this indicator is average outstanding loans. Due to
lack of data, for purpose of this calculation the total outstanding loans as of December 31, 1992,
was used.
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they have developed or are still developing innovative methodolo-
gies to reach lower-income microentrepreneurs, most of them with-
out past credit and savings histories.

NGOs must have an adequate gross financial margin to cover
operational costs. Among the NGOs studied, all of them charged
comparable or higher interest rates than the banks in their respec-
tive countries (discussed in Chapter 3, comparative data in Table
3.4). However, their level of operational viability varied. NGOs
such as ADEMI, Actuar, and FED were financially viable, as
demonstrated by their profitability and low levels of loan delin-

Table 5.5 Comparison of Loans per Credit Analyst: Selected Banks,
CUs, and NGOs

Number Volume
US$(000)

CHILE

Loans Disbursed per Analyst (1992):

Banco del Estado-BECH (Small loans)

Banco del Desarrollo-BANDES (Microenterprise Loans)

PROPESA

FINAM

COLOMBIA

Loans Disbursed 1992:

Caja Social (Total loans for the institution)

Cupocredito (Total loans for the institution)

Actuar

COSTA RICA

Outstanding Loans per Analyst (October 31, 1993):

Coocique Credit Union

Avance

Fundacion Mujer

FINCA

49

254

584

350

625

806

262

487

143

105

340

383.4

289.5

242.0

143.9

1,672.1

882.6

74.5

753.6

96.4

75.6

98.4

Source: Country studies.
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quency. Others (such as Avance and FDD, which were having oper-
ational difficulties and were going through administrative changes)
had poor-quality loan portfolios.

Women's average delinquency rates (based on samples) tended to
be lower in the smaller microloans and similar to men's in the higher
ranges. Among the NGOs studied, FED (Ecuador) had a minimal
delinquency ratio (over 90 days due) of only 0.6 percent. It is notable
that this NGO has the highest percentage of women clients in the
lowest loan category (less than $500). The delinquency ratio is also
low in the Chilean NGOs and Actuar. ADEMI, whose delinquency
ratio was higher (5 percent) compared to other advanced NGOs, was
still lower than the average delinquency rate of local banks. Although
not enough information is available to draw firm conclusions on this
issue, it is important to note that some NGOs with higher loan delin-
quency rates had a larger percentage of their portfolio in manufac-
turing-related loans. It suggests that there is need for more research
on NGO loans to microentrepreneurs engaged in manufacturing and
other non-trade activities.

The various NGOs studied provided a sample of ways in which
microenterprise institutions seek to increase their access to loanable
funds and reduce their lending costs. NGOs are trying to advance in
four areas:

• NGO's Microenterprise Portfolio as Collateral for Bank Loans.
PROPESA and FED used a sort of "factoring" (accounts receivable
from microentrepreneurs) to guarantee loans from commercial
banks, an indicator of the acceptability of microenterprise lending by
formal financial intermediaries. The lender and the NGO agree upon
a fixed percentage that will be advanced against receivables. The per-
centage is between 50 and 60 percent for these NGOs, depending on
the lender, an evaluation of the riskiness of the receivables, and the
administrative costs of the arrangement. The experiences of PROPE-
SA and FED as banks' clients evolved from ACCION International's
successful guarantees through letters of credit. These ACCION guar-
antees usually backed about 50 percent of a loan from the bank to
the NGO. This guarantee system has proved to be successful in open-
ing a door for NGOs so that they graduate as banks' clients.
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• New Formal Financial Intermediaries. In 1993, Actuar created
a financial company called Finansol.4 Finansol's capital allowed it
to issue certificates of deposit but not passbook savings or more
liquid and interest-bearing savings instruments. At the end of
1994, Finansol showed deposits of $6 million. In addition,
Finansol was eligible to access funds from other institutions that
wholesale funds to FFIs.

• Second Tier, Wholesale NGOs. Retail NGOs now access funds
from second tier NGOs that wholesale credit, for example, FON-
DOMICRO (Dominican Republic). In 1993, FONDOMICRO pro-
vided about 25 percent of the funds that ADEMI retailed (Jimenez,
1994). These NGOs can thereby intermediate larger loans in local
financial markets and from international donor agencies.

• Access to Local Capital Markets. Financially viable NGOs can
access local capital markets by issuing bonds and securities based on
the assets of their loan portfolio (Christen et ai, 1994). In Colombia,
the supervisory agency of the stock market (Superintendencia de
Valores) passed Resolution 1242 in October 1993, allowing cooper-
atives and nonprofit organizations to issue bonds (Article 42).

Financial viability has proven to be the best way for NGOs to expand
their sources of funds for microenterprise finance. While the NGOs
assessed in this study had a range of performances in terms of long-
term sustainability, most recognized the need to recover costs through
proper pricing of their financial services. Given the costs-to-loan port-
folio ratios (Table 5.4), it is clear that the methodologies used by

4Finansol did not exist when this study was conducted (end 1993). Actuar was the origi-
nal NGO created in 1988 as a single entity which developed other affiliates over time.
The resulting group is called Gruposol. Gruposol is comprised of Corposol, Finansol,
Mercasol, Construsol, and Soluciones Urbanas. Corposol is responsible for providing
technical assistance and entrepreneurial partnership to the group of companies. Corporsol
also managed the credit program; however, in 1993 their directors decided to buy a com-
mercial financing company, given the name of Finansol, to which Corposol passed its
loan portfolio. Finansol was purchased with the support of international agencies. In
1994, Finansol was affected by Resolution 008 (passed March 1994) of the Central
Bank that limited the growth of credit to 2.2 percent for all financial institutions.
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some NGOs will require extremely high interest rates if these organi-
zations expect to recover their costs at current levels of operations.
They need to increase the number of loans in a more efficient way. As
credit methodologies are improved through institutional experience
in the field and as more adequate information systems are put in
place, a larger clientele can help to decrease the cost of loans.
However, if NGOs incur costs by providing nonfinancial services to
their clients, these costs should be separated from lending costs in
order to keep the lending programs financially viable.

In the final analysis, however, the willingness of banks and other
FFIs to provide funds for NGO lending activities and the cost of
those funds will be determined by the financial health of the institu-
tion, its capability to manage microenterprise portfolios, and the risk
characteristics of outstanding loan portfolios. FFIs are capable of
measuring and evaluating these factors and NGOs are becoming bet-
ter able to provide FFIs with the information that they need to make
this evaluation. In this way, NGOs and FFIs are linking to provide a
better flow of resources to their programs and, indirectly, to women
microentrepreneurs.

Do NGOs Promote Savings?

In addition to borrowing from donors and FFIs, NGOs need to
address the other primary source of funds for lending—savers. NGOs
are becoming more aware of the importance of savings instruments
for their clients. Due to the historical perception that the only finan-
cial service important to the microentrepreneur was credit, only two
NGOs in the study (FINCA, with two types of savings schemes, one
compulsory and one voluntary, for village bank members, and
Actuar, which had a voluntary group savings scheme) made any
effort to mobilize savings. Actuar's savings program began in 1991,
but was shortly discontinued due to difficulties in working out logis-
tics with a commercial FFI.

ACCION's survey of microentrepreneurs in four countries
(Bolivia, Brazil, Colombia, Guatemala) found that in all the programs,
at least 48 percent of microentrepreneurs set aside some savings from
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their income. About 39 percent of the women entrepreneurs and 35
percent of the men saved in FFIs. Almost 100 percent of microentre-
preneurs interviewed in Colombia saved (Restrepo and Reichmann,
1995).

Christen et al. (1994) discuss the distinction between individual
voluntary savings (such as those of CUs) and the compulsory savings
schemes required by NGOs such as Grameen, K-REP, FINCA, and
the BKK. In these schemes, savers are the same as borrowers, and the
use of savings is determined by the group. Funds are not readily avail-
able and interest rates are often below market.

Adams and Canavesi (1992) identify the importance of savings to
low-income people in Latin America and the Caribbean in their
description of some of the ROSCAS (rotating savings and credit asso-
ciations) in the region. "Sans" in Dominican Republic and "partner"
groups in Jamaica are common savings schemes among women.5

These groups and the experience of CUs in mobilizing savings among
low-income urban and rural populations provide an example for
NGOs that have evolved into new formal financial intermediaries.

NGOs have successfully adopted features from informal credit to
develop their financial instruments and make them accessible to
women. Responding to the demand of microentrepreneurs for sav-
ings instruments can be a challenging area of innovation for NGOs.6

For women microentrepreneurs, access to adequate savings schemes
is a critical factor in managing scarce household and enterprise
resources. NGOs' close relationship with women microentrepreneurs
can give them an edge in developing competitive and viable savings
instruments for low-income groups.

Conclusions and Recommendations

NGOs have developed credit methodologies specifically targeted to
low-income people which have proven effective in reaching lower-

5 These groups are discussed in the country papers prepared for this study. See Biackwood
(1994) and Rathe (1994).
fi For instance, recent discussions in housing financing for low-income groups are
incorporating the lessons from microenterprise finance and the importance of both
savings and credit to create viable and efficient financial services. See Phelps (1995). C
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income women microentrepreneurs. NGO portfolios are primarily
invested in the smallest range of loans. The most successful NGOs
work with both group and individual lending methodologies.
However, the lending costs of many of the NGOs studied are very
high, and these will need to be reduced them if the NGOs hope to
attain long-term financial sustainability.

Some NGOs such as Actuar (Colombia) have reached levels of
operation which allowed them to evolve into formal financial insti-
tutions. Although these NGOs are still dependent on international
donors as a source of loanable funds, such institutional evolution
provides a more appropriate framework for assuring a sustainable
supply of financial services to low-income women.

Unlike banks (which are mainly responsible to their sharehold-
ers) and CUs (responsible to their members), NGOs are accountable
primarily to their donors. The NGOs' main agent for accountability
is their own board of directors.

A number of measures can help NGOs achieve long-term sus-
tainability in providing credit to low-income microentrepreneurs,
especially women:

• NGOs' Linkages with Banks. Our study of commercial banks
revealed that their relationships with local NGOs were limited.
During the institutional interviews, bank staff members made sug-
gestions for improving bank-NGO relationships. They indicated,
for example, that if NGOs were more effective, banks would rely
on their evaluations of microenterprises. As it is, banks prefer to
conduct evaluations according to their own criteria. NGOs can
work to make banks more aware of the characteristics of women's
enterprises (e.g., slower rates of growth). Nonprice mechanisms to
ration credit can affect women's access to loans. Selection criteria
used by bank analysts may exclude women because of the charac-
teristics of their enterprises.

Bank staff also indicated that when banks take NGO clients,
NGOs should continue to provide technical advice until the loans is
paid (which will help to monitor the bank loan), but leave actual loan
monitoring to the banks. Microentrepreneurs interviewed also indi-
cated that they want NGOs to provide more technical assistance, not
just in relation to the loan but in relation to the entire business. C
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120 MONEY MATTERS

• Financial Services in Regional/Provincial Cities. Except for FINCA
(Costa Rica), the NGOs included in this research were concentrated
in the capital or in major urban or semi-urban areas. In countries
such as Colombia and Chile further research is needed about
women's access to financial services in smaller cities.

• Financing of Noncommercial Activities. Improvements in NGO
microenterprise finance favor low-income women concentrated in
commercial activities. Fewer advances have been made in financing
manufacturing activities, which require longer-term loans or other
types of financial investments.7 NGO credit methodologies work well
for short-term working capital loans, but are not as able to provide
credit for fixed investments.

• Technical Assistance to NGOs. Half the NGOs studied were at
advanced levels of operational viability. The other half still needed to
further develop their operational and financial capabilities. Technical
assistance and commitments from NGO management to develop
sound financial systems are needed to expand microenterprise loans
to microentrepreneurs in general, and to low-income women in par-
ticular. Best practices should continue to be disseminated among
NGOs. Donor coordination among projects could help to promote
"industry standards."

• Industry Standards and Regulation of NGOs. Although a num-
ber of NGOs have evolved to become formal financial institutions
(e.g., Actuar, BancoSol), many NGOs are still at intermediate or
low levels of operational and financial efficiency. Therefore, a pri-
ority for microcredit NGOs is to develop and follow adequate
industry standards. Much needs to be done. Many NGOs provid-
ing credit services as well as nonfinancial services to women
microentrepreneurs depend heavily on outside funding and operate
at low levels of financial sustainability. More self-discipline is

7Based on a study of ADEMI, Rubio (1991) recommended further exploration of training
women in manufacturing activities and investment strategies that go beyond commercial
ventures. For Rubio, NGOs' restrictions on loan size and repayment periods may
discourage microenterprises from becoming larger firms.
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required among microcredit NGOs if they are to follow the pattern
of NGOs that have succeeded in this area.

International networks such as ACCION International and
Women's World Banking, along with international agencies, are pro-
moting the development of standards and regulations to guide oper-
ational and financial efficiency. They have proposed appropriate reg-
ulation and supervision for NGOs that have reached a level of
operations that would allow them to evolve into formal financial
institutions, as well as regulations governing the creation of financial
institutions more adequately fitted to microentrepreneurs (Christen,
1995; Trigo, 1995). The design of such regulations can benefit from
tested microfinance industry standards (learned from experiences
such as those of BancoSol in Bolivia and some of the most advanced
microfinance NGOs). Standards could include loan provisions for
personally guaranteed loans and for minimum capital requirements
to form a commercial finance institution. This is particularly impor-
tant for strengthening and converting NGOs that are already reach-
ing large numbers of women microentrepreneurs.

NGOs play a key role in reaching poorer microentrepreneurs, partic-
ularly with short-term financial instruments. However, they are still
in the process of developing more appropriate operating and finan-
cial schemes for longer-term types of finance for their clients' enter-
prises. In the sample of NGOs studied, some of those with the high-
er delinquency rates were involved in credit for manufacturing. The
most successful ones were more involved in trade financing. In some
countries, however, such as Chile, Colombia, and Ecuador, some of
the more advanced microentrepreneurs are clients of banks, credit
unions, and other financial institutions not studied here. Because the
microfinance market is deeper in these countries, each institution has
a comparative advantage in serving different types of microentrepre-
neurs. This is also advantageous for microentrepreneurs who have
options for financing according to their level of business and type of
loan required.
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Conclusions
and Further

Recommendations

I 

n the past decade, there has been tremendous progress in the
supply of financial services to microenterprises. This has result-
ed in important benefits to low-income women microentrepre-
neurs, who often operate the smallest businesses, are concen-

trated in trade and services, and are least likely to have collateral.
Institutional case studies in six countries showed that banks,

credit unions, and NGOs have begun to provide a variety of financial
services that reach women microentrepreneurs. Particularly striking
is the finding that not only the well-documented NGO microcredit
programs, but also commercial banks and credit unions, demonstrate
a tremendous potential for bringing sustainable financial services to
this untapped market niche.

Women's participation as borrowers varied among the three
types of institutions: among the banks, they represented 41 to 59
percent of borrowers; among CUs, 30 to 48 percent; and among
NGOs, 25 to 64 percent. These percentages are similar to the per-
centage of women-owned microenterprises in the six countries,
ranging from about 30 percent in Costa Rica to 51 percent in the
Dominican Republic.

Until now, donors have focused on NGOs as providers of finan-
cial services for microentrepreneurs. Although NGOs instituted
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Chapter 6
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124 MONEY MATTERS

innovative credit schemes and continue to fill a major gap in the sup-
ply of loans, this study demonstrates that at least some commercial
banks and credit unions have a role to play in expanding financial
services to low-income populations. Moreover, in addition to sup-
plying credit, these institutions supply other services such as savings,
money transfers, payment facilities, and insurance.

Conclusions

This study's findings of the supply of credit and savings to microen-
trepreneurs can be summarized as follows:

• Banks provide a significant share of the financial services available
to microenterprises. Although bank loans to microenterprises are a
relatively small share of their total outstanding portfolios, for some
banks microenterprise lending is comparable to or larger than
amounts provided by NGOs and CUs in the same country. In Chile,
for example, the $3.4 million outstanding microenterprise loan port-
folio of Banco del Desarrollo (BANDES) was more than three times
as large as the amount provided by PROPESA, the most advanced
NGO. The average outstanding microenterprise loan of BANDES
and PROPESA was $988 and $305, respectively.

Because the supply of financial services to microentrepreneurs
is very small vis-a-vis the demand, banks' current provision of cred-
it to this sector is meaningful. The banks studied have developed
products, technologies, and institutional structures that take into
account microentrepreneurs' demand. Women who own more sta-
ble and developed microenterprises are most likely to benefit from
this type of credit.

• Credit unions expand financial options. Although CUs do not
specifically target microentrepreneurs, the CUs studied invested 23
to 58 percent (an average of 38 percent) of their loan portfolio for
microenterprise and related loans. Moreover, CUs supply financial
services to low-income women in general, including women who
are microentrepreneurs. Women represent 30 to 45 percent of the
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Conclusions and Further Recommendations 125

members (i.e., savers) of the CUs studied. Savings provide the main
source of funds for credit. Savings instruments include interest-pay-
ing passbook savings and other types of time deposits.

The CUs examined are self-supporting institutions and offer a
variety of credit lines women microentrepreneurs use in many ways:
production (working capital and fixed assets), household consump-
tion (emergencies, appliances), human capital investments (loans
for education and health), and other major investments (such as
housing improvements). The variety of purposes for which loans
are available provides flexibility and gives women badly needed
options. The CUs studied contribute to the identification of best
practices that can help CUs in other countries evolve into more
competitive and dynamic financial intermediaries serving the
microenterprise sector.

• The new institutional approach expands NGO access to local and
international resources. By shifting focus from short-term "program"
concerns to "institutional" viability, NGOs are increasing their abili-
ty to reach women microentrepreneurs with reliable credit services.
To have long-term institutional viability, NGOs must provide ade-
quate financial products and have appropriate methods for selecting
and monitoring clients (e.g., solidarity groups); moreover, their loans
must have certain characteristics (in terms of amount, repayment
terms, interest rates, etc.). NGOs' credit programs that satisfy the
requirements of enterprises managed by low-income women have
contributed to significant levels of institutional operational self-suffi-
ciency and viability. NGOs' institutional viability contributes to their
broader access to local and external finance.

• The scale of operations can reduce costs. The experience of the
banks and CUs studied indicates the scale and number of loans are
more important in determining the viability of microfinancial ser-
vices than the cost per loan. Installed capacity (e.g., infrastructure,
communications, and computerized systems) of commercial banks
and CUs decrease the cost of microenterprise-related finance.
Availability of advanced on-line technology to process credit evalu-
ation has improved the operational efficiency of banks such as Caja
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Social and Banco del Pacifico. Although CUs have made advances,
the larger ones such as Cupocredito are still in the process of
installing adequate on-line systems that facilitate communications
between branches and main offices. Furthermore, appropriate com-
munications and computer technology make savings schemes more
dynamic and viable.

The case studies show that two kinds of approaches can oper-
ate efficiently: (a) the targeted microenterprise finance programs
that NGOs specialize in; and (b) multiple financial services such as
those of banks and CUs that include microfinance (credit and sav-
ings) and serve a variety of clients, including but not limited to
microentrepreneurs.

• Policy and regulatory reforms have contributed to expanding the
supply of financial services to microentrepreneurs, including
women. A decade ago, concerns about regulatory issues affecting
women microentrepreneurs' access to credit focused on interest rate
ceiling and subsidies, directed lines of credit (e.g., for agricultural or
industrial development), and collateral requirements. The case
studies indicate that financial reforms have generated a more appro-
priate environment for institutions such as banks and CUs to serve
microentrepreneurs; these reforms include market interest rates on
credit and savings, changes in reserve requirements, elimination of
obligatory lines of credit, adequate provisions on unsecured loans.
Moreover, regulatory reforms that have allowed commercial FFIs to
offer savings instruments previously allowed to state banks (e.g.,
Costa Rica) and/or reduced reserve requirement on savings (e.g.,
savings passbooks) have increased the ability of financial institu-
tions to allocate resources to underserved sectors such as microen-
terprise. Regulatory changes such as improved supervision of large
CUs have spearheaded a more solid transition from stagnated CUs
to competitive financial intermediaries serving low-income clients.

• Savings benefit both institutions and microentrepreneurs. The
study showed that at least some commercial banks and CUs offer
savings instruments that serve low-income people, including
microentrepreneurs. Women use savings for emergencies (e.g., health
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related) and household investments (housing and children's educa-
tion). Savings contribute to adequate budgeting of business expens-
es and investments. Branches of the CUs and banks (such as Caja
Social) in lower-income areas demonstrate that savings schemes con-
tribute to creating debt capacity and information about borrowers'
creditworthiness. This is particularly important for lower-income
women microentrepreneurs who lack real collateral.

• Women clients have specialized savings concerns. Although the
interest rate is important, convenience of location and liquidity of
savings seem to be key factors in determining women microentrepre-
neurs' savings habits. Offering adequate savings instruments to mobi-
lize funds and, in turn, adequate loans improves resource allocation
in low-income communities where financial institutions operate.
Some of the commercial banks studied (such as Caja Social) and all
five CUs mobilized large numbers of small savers (with large partici-
pation of women), providing evidence that it is possible to operate in
lower-income locations.

• Knowledge of clients' socioeconomic profile improves outreach.
FFIs and CUs are only beginning to recognize the relevance of under-
standing "client profiles" and "market niches" of microenterprises.
They have regarded comparative data on clients as not important or,
in some cases, only somewhat relevant. Institutions claim that they
do not discriminate between women and men, but do not understand
that their "nondiscriminatory" practices interfere with becoming
familiar with and knowledgeable about the cultural, social, and eco-
nomic practices—whether similar or different—that affect their
clients' demand for financial services.

• FFIs and CUs broaden the financial services options available to
microentrepreneurs. Money transfers and check cashing are common
business transactions that require time. Paying bills (e.g., utilities
and school fees) might require hours in line at a congested bank if
there is no access to financial service facilities closer to the home or
business. As women's household and business responsibilities put
increasingly heavy demands on their time, access to efficient financial
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services becomes more important. Yet FFIs, CUs, and NGOs are
unaware of the importance of educating clients about different finan-
cial services available so that microentrepreneurs can make informed
decisions and choose among the available options.

• Financial services respond to business and household strategies.
Different segments of microentrepreneurs require different types of
financial services. The current supply of NGO microenterprise cred-
it is characterized by small loans primarily for working capital. CUs
and commercial banks help to expand women microentrepreneurs'
options. Among these alternatives are larger loans with longer
maturities for manufacturing businesses, housing improvements,
and human capital investment.

Recommendations

Each of the preceding chapters ended with specific recommendations.
Yet there are broader policy and program issues that also need to be
addressed:

• The supply of financial services to microentrepreneurs should be
diversified and increased. Underserved populations should have more
than one viable source for financial services. A variety of institution-
al structures—including NGOs, banks, leasing companies, financial
corporations, consumer finance companies, and CUs—should pro-
vide a range of financial services. This would generate a diverse sup-
ply of financial services to heterogeneous groups of microentrepre-
neurs at various levels of development and in different types of
business activity; it would also create competition that would force
down the cost of microcredit. Particularly important for women
microentrepreneurs is access to financial services for both household
and business purposes. Larger numbers of institutions supplying
these financial services (beyond the one or two in each capital city),
broader coverage, and more competitive services will yield greater
benefits to microentrepreneurs and increase the likelihood that
women will have access to them.
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• Multilateral banks should develop new partnerships with local
financial institution. Multilateral banks should continue to develop
efficient and cost effective ways to work with institutions such as
commercial banks, leasing companies, financial corporations, and
CUs. Administrative procedures and the costs of programs "target-
ed" to the microenterprise sector make credit lines less attractive.
More direct financial arrangements could contribute to increasing
interest in serving the microenterprise sector.

• Microentrepreneurs need information and education to make
informed financial choices. Our study showed that microentrepre-
neurs, particularly women, lack information about available finan-
cial services. Commonly, educational courses on microcredit are
offered by special microfinance providers and usually cover only
the type of credit available by the sponsoring institution; rarely do
such courses discuss savings for microentrepreneurs. In order to
better manage scarce financial resources for business and household
investment and expenditures, microentrepreneurs should be
exposed to different types of financial instruments and institutions
available. They need to learn to evaluate options—whether to save
or to borrow, whether to borrow from an NGO or a bank or a
credit union. Competition among diversified financial services can
generate positive results not only in the types of instruments offered
but also in how these are promoted, how potential users are edu-
cated about these instruments, how they are delivered, and how
they are monitored for coverage. Microentrepreneurs need to
become more aware of saving in those institutions that are also
interested in lending to them.

• Savings by microentrepreneurs should be promoted and better
utilized. Currently, microenterprise projects focus on credit but give
little attention to savings services. More institutional studies are
needed of commercial financial intermediaries that mobilize savings
among low-income groups as well as policies that create an enabling
environment to serve them. Most microentrepreneurs use savings to
initiate their business—where do they keep these savings? How can
their own savings and their savings history be used to expand their
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130 MONEY MATTERS

investment options in both households and businesses? How can
their savings be used to create debt capacity?

• Institutions providing microfinance need technical assistance in
order to provide "state of the art" service. Technical assistance,
training, and technology transfer are key elements in the expansion
of the supply of financial services to women microentrepreneurs.
Training and educational activities on microenterprise finance gen-
erally target either NGO participants or a mixed group of repre-
sentatives from NGOs, national agencies, and FFIs. There is need
for additional activities that are targeted at specialized participants
(e.g., commercial bank staff and management). This would allow
focus on "state of the art" and "best practices" technologies for the
particular kind of microfinance institution (e.g., commercial banks,
financial companies, credit unions). It would promote exchanges of
experiences among participants with shared concerns, and would
help to disseminate successful experiences and advancements in
microfinancial services.

• International agencies should continue to provide support to
microfinance institutions. International agencies should continue to
provide technology transfer and technical assistance to financial
intermediaries committed to reaching underserved populations.
Investment might be necessary to increase the equity capital of new
financial intermediaries, and NGOs that work with "survival"
microentrepreneurs may need subsidies to cover administrative costs
and specific activities such as training. However, credit itself should
not be subsidized.

• Policy and regulatory authorities need a better understanding of
the financial services needs of microentrepreneurs. This study
revealed that policymakers and regulatory and supervisory authori-
ties in the countries studied have little information about either the
supply of or the demand for financial services provided to lower-
income groups. Yet financial sector policy, regulation, and supervi-
sion play a key role in determining the willingness of financial insti-
tutions to explore the macroentrepreneurial market. Therefore,
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there is an increasing need to involve legislators, policymakers, and
supervisory agencies in discussions about microfinancial services, as
well as the problems and opportunities confronting women entre-
preneurs. Moreover, regulators need to become more aware of the
importance of adequate savings mechanisms for lower-income
groups, particularly women, who are key decision makers in house-
hold and business investments. Among other issues, policies regard-
ing reserve requirements and restrictions on the type of savings
instruments financial intermediaries can issue should take into
account the effects of such policies on the supply of more adequate
financial services for poor potential clients.

• Regulation of the financial sector must recognize the role of non-
conventional financial intermediaries. Credit unions, NGOs, and
other nontraditional financial intermediaries should be regulated in
ways that enhance the public's confidence in them as reliable finan-
cial actors. In the past, for example, changes in regulation (e.g.,
elimination of interest rate ceilings) helped credit unions create
ways of offering competitive services to their members. Other coun-
tries should follow the example already set in Colombia, Costa
Rica, and Ecuador.

NGOs also need regulatory help to successfully expand financial
services to lower-income groups. Financial reforms in countries like
Bolivia, for example, helped NGOs convert to formal financial insti-
tutions such as that country's BancoSol (Trigo, 1995). Ten years ago,
microfinance policy issues addressed the questions primarily related
to credit such as interest rate ceilings, collateral, and types of busi-
nesses financed. Today policy issues must address requirements for
graduation and entering the formal financial sector (e.g., capital
requirements, reserve requirements, provision of unsecured loans).
Addressing such issues can help broaden the number of women
microentrepreneurs reached.

• Gender-disaggregated data are needed on microentrepreneurship
and finance. The collection of gender-disaggregated statistics to
monitor microenterprises and women's participation in financial ser-
vices could be a major step in formulating policy changes and new
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marketing strategies. This study found that financial institutions are
generally not aware of women's increasing economic participation.
Moreover, women's actual participation in the economy is underes-
timated, particularly because of the informal nature of their busi-
nesses. Thus the potential demand and profitability of this market
segment is also underestimated. International donors can play an
important role in facilitating the collection, use, and dissemination
of gender-disaggregated data. Sophisticated databases already exist
that permit relatively simple collection of information that is critical
to policy and program development; for example, the Colombian
identification card has a digit for gender.

International donors can support local women's groups in edu-
cational and promotional campaigns which stress the positive
aspects of collecting and analyzing information about men and
women clients. Organizations can benefit from conducting market-
ing research to monitor the incorporation of women as major users
and beneficiaries of financial services; as this study showed, this
client group is potentially a profitable one for financial intermedi-
aries. Such an educational outreach will counter the current negative
view that the purpose of such statistics is to prove discriminatory
practices. In their claim to have "nondiscriminatory" practices, insti-
tutions fail to become knowledgeable about cultural, social, and
economic practices of individuals, families, and communities.
Understanding the socioeconomic profile of the demand, based on
facts and not on stereotypes, contributes to more efficient use of
resources, particularly scarce resources of lower-income people.

• Better understanding is needed of the role of financial services in
improving living conditions. Access to financial services helps to
improve the standard of living of women microentrepreneurs in a
variety of ways. In addition to borrowing for their businesses, they
borrow for educational investment, housing improvement, etc.
Personal credit in FFIs is an important issue that needs research.
Also needed is research on the impact the availability of financial
services—both credit and savings—has on communities and house-
holds. An example of such research is the contribution of institu-
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tional financial services (e.g., housing related loans and savings
schemes) to developing social capital in a community.1

• Microenterprises need improved nonfinancial support. A study
recently published by ACCION Internacional recommends training
for women microentrepreneurs in managing their time and their
human resources, and in developing their negotiating skills (Restrepo
and Reichmann, 1995). Making women microentrepreneurs better
business managers enhances their ability to market their products
and services and therefore gives them greater debt capacity and access
to FFI credit. Access to business development services (e.g., market-
ing, production quality support, technology) increases the capacity of
microentrepreneurs to evaluate their need for credit themselves.
Informed need on the part of women entrepreneurs can lead to more
appropriate demand.

During the last few years, development practitioners have stud-
ied and emphasized the best practices of selected NGOs. The same
approach is recommended with formal financial institutions (of all
types, in addition to banks) and semi-formal institutions such as cred-
it unions. More visibility and recognition should be given to institu-
tions that provide innovative financial services suitable for microen-
terprises. Such innovations help to broaden current perspective of
"financial services and institutions for the poor." Rather than con-
centrating on institutions that exclusively serve only the poor, such as
NGOs, we need to add those institution that include and target the
poor as part of their clientele. It is hoped that this study will stimu-
late further comparative analyses of factors and conditions in the
institutional supply of financial services to women and men microen-
trepreneurs (and their families and communities) in Latin America
and the Caribbean.

^ee Putnam (1993) for a discussion of social capital and topics such as institutional
success and credit. According to Putnam, social capital refers to "features of social
organization, such as trust, norms, and networks that can improve the efficiency of
society by facilitating coordinating actions." See also Moser (1996).
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Research Issues and
Study Methodology

I 

n order to identify and assess the factors that shape the supply
of financial services for women microentrepreneurs, we studied
24 formal and semi-formal institutions (banks, credit unions,
and NGOs) in Chile, Colombia, Costa Rica, the Dominican

Republic, Ecuador, and Jamaica.1 Placing the case studies within a
country context allowed for the examination of country-specific
issues related to microentrepreneurs and institutions. The cross-coun-
try comparisons of similar types of institutions helped to identify fac-
tors that influence the supply of financial services among different
institutional models. In assessing these institutions, the focus was
placed on identifying whether they provided financial technologies
that were appropriate for low-income women microentrepreneurs.

Research Issues Underlying the Study

In order to assess the institutional features and financial technologies
that provide access to women microentrepreneurs, the study
addressed five research issues derived from a review of the published

1 The countries were selected based on their interest in participating in the study.
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136 MONEY MATTERS

literature on women and financial services, microenterprise finance,
and IDE project-related documents.2 The research issues were: insti-
tutional factors, riskiness of microenterprise lending, the role of
NGOs, mobilization of savings, women microentrepreneurs. These
issues link the demand factors most relevant to low-income women
microentrepreneurs to the supply factors from an institutional per-
spective. They also directed the collection of information and institu-
tional interviews.

Institutional Factors and Microenterprise Finance

The shortage of financial services to microenterprises has less to do
with limited loan funds than with the willingness of lending institu-
tions to venture into new areas of business, to employ new credit
technologies, and to seek new types of clients. Rather, it is the result
of institutional credit policies and practices that impose high costs of
supplying services to microenterprises in general, and particularly to
low-income, women-owned enterprises. Based on their research in
Peru, Berger and Buvinic (1989) concluded that women microentre-
preneurs' lack of access to formal finance seems to result less from
discrimination by lending institutions than from the characteristics of
the loans required. Since women's demand tended to be for very small
loans, FFIs were less interested in them as clients, because of the high
administrative costs associated with loans to them. Institutional poli-
cies and practices make the cost of supplying services to microenter-
prises,3 particularly low-income, women-owned enterprises, too high
for both the institutions and the enterprises.

In order to examine this issue, the case studies identified a vari-
ety of factors related to each institution's policies and practices and
the extent to which institutions provided loans with the features tai-
lored to women microentrepreneurs' demand (such as small loan
size, collateral substitutes, and repayment terms appropriate to their
businesses) and loans for trade, services, and manufacturing. For the

2 A methodological guideline prepared for the study discusses the working hypotheses and
the guidelines for the institutional questionnaires (available from the WID Unit, IDB).
3 This issue is discussed in several studies conducted for the IDB by Interdisziplinare
Projekt Consult (IPC), Frankfurt, Germany. See also Krahnen and Schmidt (1994). C
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Appendix: Research Issues and Study Methodology 137

purposes of this study, the size of average outstanding loans was
used as a proxy for estimating the income level of borrowers. Loans
outstanding were broken down into five sub-ranges under $10,000.4

Ranges used were under $500; $500-$1,000; $1,000-$2,500;
$2,500-$5,000; and $5,000-$10,000. The extent to which banks
made loans within these size ranges was then taken as an indication
of those institutions' ability to make loans to microentrepreneurs.5

Rather than trying to identify the level of poverty of the women
clients of the institutions included in this research, the study used as
a proxy the financial services which fit the preferences of the poor
(very small loans, alternative collateral scheme, savings schemes of
minimum amounts).

The case studies also considered factors such as mission, policies,
internal incentives, and external factors such as financial regulations
to determine the institutions' willingness to design more efficient and
viable financial instruments to serve the microenterprise sector.

Risks in Microenterprise Lending

For reasons similar to those keeping FFIs from expanding into
microenterprise lending generally, most formal institutions have not
sought to develop adequate knowledge about the microenterprise
sector nor developed alternative methodologies for assessing and mit-
igating risks associated with such lending. FFIs perceived microenter-
prise lending to be highly risky because of the typical lack of collat-
eral and the absence of acceptable substitutes. Lack of collateral is
one of the main barriers women microentrepreneurs encounter in
accessing formal credit.6

In addition to the risks inherent in all types of lending, the lack
of adequate methodologies to evaluate the creditworthiness of
microenterprises not only makes the supply of services to this sector

4 In the case of IDB projects, a "microenterprise" loan is generally considered to be any
loan up to $10,000.
5 When using outstanding loans as a proxy, it is important to note that banks and credit
unions have longer-term loans (12 to 36 months) than NGOs, which generally make very
short-term loans (one to three months).
6For a discussion of credit risk, see Von Pischke (1991); Levitsky (1993); Hilhorst and
Oppenoorth (1992). C
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138 MONEY MATTERS

costly, but also increases the financial institutions' perception of risk
resulting from imperfect information. One of the most important ele-
ments of transaction costs is information cost. Most FFIs depend on
credit history as an indicator of a loan applicant's ability to manage
debt. But, in the case of microenterprise lending, there often is no
credit history. The lack of credit history is often exacerbated by a
number of other personal and business characteristics of women
microentrepreneurs. They generally combine household and business
activities, have lower levels of education, keep few written records,
have less formal work experience, and are involved in various eco-
nomic activities.

Lending risks are usually offset by collateral guarantees. But
women microentrepreneurs' lack of real property or other tradition-
al guarantees constitutes a constraint to lending. To remedy this defi-
ciency, NGO credit programs have devised guarantee substitutes
(e.g., required training courses) to screen potential borrowers and sol-
idarity groups. The solidarity group model has proven particularly
effective in raising the level of repayment by women microentrepre-
neurs. The study examined guarantees used by financial institutions
and their implications for expanding microenterprise credit to
women microentrepreneurs.

The Role of NGOs Between Microentrepreneurs and
Financial Intermediaries

The study also investigated the degree to which strengthening the
relations between NGOs and formal financial intermediaries can
improve women's access to financial services. NGOs have played a
leading role in developing credit methodologies that effectively and
efficiently respond to women microentrepreneurs' demand. Among
the successful projects, such as PRODEM in Bolivia and Actuar in
Colombia, the majority of borrowers have been women; and these
NGOs have reached levels of financial viability that have allowed
them to evolve into formal financial intermediaries (BancoSol and
Finansol, respectively).

According to Bennet and Goldberg (1993), an important factor
determining low-income women's access to financial services is the
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role of NGOs in "social intermediation." Social intermediation
refers to links between disadvantaged groups and institutions
attempting to deliver financial services to them. Social intermedia-
tion can help to reach groups such as low-income women without
undermining financial discipline. These links are important because
women's microenterprises are often located within their own homes
and their owners have limited interaction with formal institutions.
In some countries, a high rate of illiteracy among low-income
women makes it difficult for them to fill out credit applications. In
addition, low-income microentrepreneurs do not usually see them-
selves as clients of commercial banks and, as a result, they do not
explore possibilities for accessing financial services.

Different relationships between financial institutions and NGOs
were explored in the study. The methodologies and mechanisms
available to supply financial services to microenterprises through
NGOs may be categorized as follows:

(a) the NGO as an entity providing training for microenter-
prises and functioning as a bridge between the microen-
terprise and the financial intermediary;

(b) the NGO as trainer and credit intermediary;
(c) the NGO as administrator of a guarantee fund which

backs the microentrepreneur's loans with a financial
intermediary;

(d) the NGO as trustee of "reciprocity fund" (leverage fund)
used as a basis for multiplying resources through a
financial intermediary;

(e) the NGO as a bridge between microentrepreneurs gradu-
ating from its programs to formal financial institutions;

(f) the NGO which "graduated" and becomes a formal
financial intermediary (Bancosol, Bolivia); and

(g) the formal financial intermediary as a cashier of the NGO
(does not assume any risk nor contribute with capital).

The analysis of the financial technologies of NGOs and the compar-
ison of the various inter-institutional arrangements help to identify
the advantages, disadvantages, and barriers in the provision of
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financial services and the role of NGOs in building viable services
that reach women microentrepreneurs.

The Mobilization of Savings

Saving is possible among low-income communities if appropriate
mechanisms are used to mobilize savings. Previous research has indi-
cated that women are more inclined to save than men (Holt, 1991;
Robinson, 1994). Low-income households save for a variety of pur-
poses. Savings constitute a major source of funds for microentrepre-
neurs. In addition, savings are used for household-related investments
such as housing and education and for liquidity management. In
recent years, the exemplary and successful track record of the
Grameen Bank (Bangladesh) has demonstrated the importance of
savings for low-income women who operate their own businesses.
Among the appropriate features of savings instruments tailored to
low-income groups are low minimum-deposit requirements for open-
ing accounts, service in convenient locations, safety of deposits, and
interest rates that at least cover inflation.

Morris and Meyer (1993a) conclude from their survey of the lit-
erature of financial services for women in developing countries that
evidence from studies on informal savings demonstrates that low-
income clients save on a regular basis and that these savings are large
enough to be a potential source of lending capital. According to a
University of Chile study (Pardo, 1992), about 10 percent of the
1,500 women microentrepreneurs interviewed had checking accounts
and some 50 percent had savings accounts (this was their only rela-
tionship with banks). Data gathered by the Chilean Planning
Ministry (MIDEPLAN, 1992) in a survey of 415 microentrepreneurs
(men and women) showed that 56 percent had savings accounts and
16 percent had checking accounts.

Except for these studies, there is limited research on savings
instruments used by low-income people in Latin America. An
important objective of this study was to fill this research gap by
analyzing financial intermediaries that are mobilizing savings
among low-income groups and by identifying factors associated
with institutional structures and instruments in the supply of these
services to women microentrepreneurs. C

o
p

yr
ig

h
t 

©
 b

y 
th

e 
In

te
r-

A
m

er
ic

an
 D

ev
el

o
p

m
en

t 
B

an
k.

 A
ll 

ri
g

h
ts

 r
es

er
ve

d
.

F
o

r 
m

o
re

 in
fo

rm
at

io
n

 v
is

it
 o

u
r 

w
eb

si
te

: 
w

w
w

.ia
d

b
.o

rg
/p

u
b



Appendix: Research Issues and Study Methodology 141

Characteristics of Women Microentrepreneurs

The social position and conditions of women influence their demand
for financial services.7 Besides institutional factors and the barriers
which microentrepreneurs in general (men and women) face, there
are cultural and social factors including exclusion from public life
and factors related to class and preferred economic activities which
may affect women's ability to seek and use financial services. A
woman's perception of her own enterprise may affect her demand for
credit.8 Often women microentrepreneurs regard their business as a
matter of "survival," and debt as something they prefer to avoid.

In examining this issue, this study sought to identify gender-
related factors that affect the demand for financial services by male
and female microentrepreneurs. Women's business strategies may be
different from men's. For example, in a survey of microenterprises in
the Dominican Republic, Cabal (1992) found that women microen-
trepreneurs depend less than their male counterparts on formal
sources of finance.

The study discussed in this volume sought to determine the fac-
tors that keep women microentrepreneurs outside the "frontier of
formal financial institutions."9 It included an exploratory survey of
microentrepreneurs—both men and women—to assess the demand
for financial services.

Criteria for Selection of Institutions

A group of financial intermediary institutions was selected in each
country studied in order to analyze and compare the institutional
structures and financial technologies used to supply financial services

See, for example, studies by Rubio (1991) and Cely (1993) on Dominican Republic
women microentrepreneurs; Buvinic and Berger (1990) for their findings in Peru;
Fundacion Arias (1993) for a diagnosis of Central American women microentrepreneurs;
Bennett and Goldberg (1993) for experiences in Asia; and more recently, a World Bank
research discussion paper (Rhyne and Holt, 1994).
8 For a discussion of the microentrepreneurs' perception of credit, see, for example,
Fundacion Arias (1993).

'For a discussion of the "frontier of formal finance," see Von Pischke (1991). C
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(savings and credit).10 For FFIs, the criteria for selection included (a)
whether they had at least some experience with credit for microen-
tcrprises (although not necessarily with international donor-related
projects) and (b) whether they had the ability to mobilize savings
from low-income sectors as evidenced by their geographic coverage
and operations. For credit unions, selection also required a relatively
advanced level of operation within the country and an open common
bond.11 For NGOs, the main criterion was their relative level of cov-
erage in the country as measured by the number of loans granted and
their institutional capabilities.12 NGOs specifically oriented to serv-
ing female borrowers such as Fundacion Mujer (Costa Rica) and
FINAM (Chile) were included to explore the features that allow them
to reach female borrowers and to compare them to other operations
that target microenterprises but not necessarily women.

Table 2.1 in Chapter 2 presents the basic institutional profiles
by country and type (bank, credit union, and NGO) of each of the
institutions studied. Each profile includes information on mission,
ownership, ranking within sector, geographic coverage, and number
of offices and employees.

The geographic coverage of the institutions varied. With the
exception of the two smallest banks in the group (BHD, Dominican
Republic, and Banco Federado, Costa Rica), all others have offices
nationwide. In the case of credit unions, Coocique (Costa Rica) and
San Jose de las Matas (Dominican Republic) are based in rural semi-
urban areas. FINCA (Costa Rica) is the only NGO that operates pri-
marily in rural areas; all the others operate primarily in urban areas.

10 Generally accepted definitions of financial intermediation may be summarized as:
(a) formal financial institutions (FFIs) supervised by a government agency monitoring
financial discipline in the sector; (b) semi-formal financial institutions (SFIs) supervised
by the government but not by the same agency supervising financial institutions nor with
the same degree of stringency—this is the case with savings and credit cooperatives/credit
unions, and some NGOs; and (c) informal financial arrangements comprising groups and
associations without formal legal status and organized on the basis of social and cultural
characteristics in response to economic needs. See Adams and Fitchett (1992).
11 In a credit union, the "bond" refers to the factor members have in common, such as
place of work or religious or professional affiliation. "Closed bond" credit unions limit
members to those who share the required affiliation; "open bond" credit unions allow
any individual from a community or geographic area to join.
12 Two cases of NGOs with high levels of delinquency were included in order to study
possible default on women's loans. C

o
p

yr
ig

h
t 

©
 b

y 
th

e 
In

te
r-

A
m

er
ic

an
 D

ev
el

o
p

m
en

t 
B

an
k.

 A
ll 

ri
g

h
ts

 r
es

er
ve

d
.

F
o

r 
m

o
re

 in
fo

rm
at

io
n

 v
is

it
 o

u
r 

w
eb

si
te

: 
w

w
w

.ia
d

b
.o

rg
/p

u
b



Appendix: Research Issues and Study Methodology 143

Samples used for microenterprise loans were taken from the capital
area. The study was therefore based primarily on urban data. The
institutional interviews and data collection took place during the last
three months of 1993. The results, as they pertain to the research
issues discussed above, are presented in the chapters of this volume.
The chapters are organized by type of institution and discuss the find-
ings in three broad categories: credit services, savings, and institu-
tional capacity to respond to women microentrepreneurs.

To complement and enrich the institutional analysis and to inves-
tigate the characteristics of women microentrepreneurs and the influ-
ence of the social position and condition of women, this study includ-
ed an exploration of demand for financial services. The factors that
seem to influence the use of financial services from the perspective of
clients were studied through interviews with microentrepreneurs. In
order to identify gender-related factors, both male and female
microentrepreneurs were interviewed. Interviewees were microentre-
preneurs currently or previously involved with the institutions select-
ed for the case studies. In addition, in some cases, a control group
that had not been involved in any of the programs was also selected.
The research combined focus groups and survey methodologies for
this part of the study.13

13 Each country study includes a description of the demand survey conducted in that
country. C
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