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Indian Wholesale Lenders Agree to Restructure $1b in MFI Debt
After months of negotiations, wholesale lenders have agreed to restructure total debt

equivalent to USD 1 billion for the following Indian microfinance institutions (MFIs):

Spandana Sphoorty Financial Limited, Asmitha Microfin Limited, Future Financial Services

Limited, Share Microfin Limited and Trident Microfin Private Limited. The new loans will

carry terms of seven years with a one-year moratorium on repayments. The banks reportedly
expect to convert some of the debt into convertible preferential shares and equity, potentially

giving them seats on the MFIs’ boards. With the exception of Future Financial, the

agreements were reached without the MFIs’ promoters making personal guarantees, as had

been sought by banks. June 6 and June 15. 2011

Storebrand, PROPARCO Invest $15m in Incofin’s Rural Impulse II
Belgium’s Incofin Investment Management has raised the euro-equivalent of USD 15.8

million for its Rural Impulse Fund II. Storebrand, a Norwegian financial services provider,

has invested USD 8.5 million in the fund, and French development finance institution

Société de Promotion et de Participation pour La Coopération Economique (PROPARCO)

has invested USD 7.2 million. Incofin’s Rural Impulse Fund II was launched in June 2010

with USD 105 million in commitments, of which USD 35 million so far has been disbursed

to 16 microfinance institutions in 10 countries. June 2. 2011

Advans Units in Ghana, Cameroon Refinance $7m
Advans SA, a microfinance investment vehicle (MIV) registered in Luxembourg, recently

reported to MicroCapital that two of its holdings have received local-currency refinancing

loans. Advans Cameroun has received the equivalent of USD 1.4 million from the Access

Africa Fund, an MIV operated by US-based MicroVest, and USD 1.05 million from the
Regional MSME Investment Fund for Sub-Saharan Africa, an investment fund managed by

Symbiotics of Switzerland. Advans Ghana has refinanced USD 2.17 million with Société

Générale - Social Security Bank, the Ghanaian arm of the French Société Générale Group;

USD 1.04 million from the World Bank Group’s International Finance Corporation; and

USD 1.32 million from Triodos Investment Management of the Netherlands. Advans SA

reports assets in five countries worth a total of USD 23.4 million. May 31. 2011

Mexico’s Independencia Places Notes Worth $128m
Financiera Independencia, a Mexican microfinance institution, has announced the sale - to

undisclosed buyers - of unsecured, local-currency certificados bursatiles (notes) with an

aggregate principal value equivalent to USD 128 million. The notes have three-year terms

and an interest rate 265 basis points above Mexico’s 28-day interbank equilibrium interest

rate. Independencia reports a loan portfolio of USD 467 million, 1.4 million borrowers,

return on assets of 5.3 percent and return on equity of 16.1 percent. May 23. 2011
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FIELD NOTES

Microfinance Version 2.0 - Getting Past the Low-hanging Fruit

There’s been quite a buzz recently in the US about microfinance.
Surprisingly, most of it has been positive. The negative stories from

India and the controversy around Muhammad Yunus have made their

way off the front pages. Meanwhile, microfinance in the US has gained

momentum, attracting new stakeholders and supporters for the industry

worldwide. The attendance of over 850 people at the upbeat

Microfinance USA 2011 conference in New York City last month was a

good barometer. It also shows that there is great interest in replicating

some of the successes from international microfinance in the US.

Institutional investors are still putting money into microfinance

investments; CGAP (Consultative Group to Assist the Poor) notes that

foreign investment in microfinance has quadrupled to USD 13 billion
worldwide in the last four years. These investors are also asking more

questions about social performance. Donors and private foundations are

still in the game, though many have narrowed their focus to savings and

reaching “new frontier” markets such as people in rural areas, youth,

refugees and women seeking innovative products.

Why the good news? I suspect it is related to the fact that, in many

places, microfinance is still one of few reliable ways to deliver financial

and non-financial services to low-income sectors. So if you think it makes

sense for the poor to have this access, microfinance institutions (MFIs)

are still your best bet in most parts of the world.
One problem, however, is the cost of delivering financial services to

people who are more vulnerable or who live in areas that are difficult to

access. It isn’t surprising that, along with a new emphasis on “harder”

clients and products, there has also been enormous excitement around

mobile money. Mobile transactions are offering cheaper and more

convenient payment services than many alternatives (or lack of

alternatives) in places like Kenya, Tanzania and the Philippines. In

addition to reducing the cost of financial transactions, mobile money can

expand outreach by bridging transportation hurdles. However, in many

countries, including the US, mobile money is still constrained by

regulatory and/or market factors, and MFIs will need other technologies

to help cut travel and staffing costs.

Another problem is that achieving social impact in these harder markets
requires a lot more than bare-bones financial services. Women’s

businesses are challenged by low growth and family responsibilities.

Youth-run businesses are typically new and suffer from inexperience.

Farmers are enormously vulnerable to external risks. Those outside the

banking system in the US may struggle with poor credit histories,

criminal records or immigration issues. Conflict- or disaster-afflicted

countries are complicated at best. Lending to the vulnerable should be

accompanied by training, mentoring, the provision of health care and

other services, which add even more costs to an already expensive

transaction.
All this suggests to me that the noble goal of reaching harder markets

ethically, cost effectively and with a broader product array will be much

more difficult than we think. Yet getting past the low-hanging fruit will

be essential for the survival of MFIs that are in business to serve the

unbanked and not to compete for banked customers. MFIs will need to

“upgrade to version 2.0” and leverage the renewed optimism in the

industry to take advantage of grants, investments and learning

opportunities. The task at hand is challenging, but there are still

supporters willing to help...for now.

About the Author: Ms Barbara Magnoni is President of EA Consultants, a
development consulting firm based in New York. She has 15 years of international
finance and development experience and has worked with organizations including
Goldman Sachs, Chase and BBVA and has advised institutions such as the
International Finance Corporation, the US Agency for International Development and
the International Labour Organization. She may be reached at +1 212 734 6461 or
bmagnoni@eac-global.com, or you may follow her on Twitter at BarbaraatEA. 
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PAPER WRAP-UPS

Microfinance and Social Investment

By Jonathan Conning and Jonathan Morduch;
published by the Financial Access Initiative at New
York University’s Robert F Wagner Graduate School of
Public Service and Hunter College; April 8, 2011; 30
pages; available at: http://financialaccess.org/
sites/default/files/Microfinance%20&%20Social%
20Investment_Conning&Morduch.pdf

This paper analyzes the current state of social

and commercial investment in microfinance.

Exploring examples from India and elsewhere,
Mr Conning and Mr Morduch examine issues

that they believe necessitate corporate

involvement in a historically philanthropic

sector. The authors consider a number of

factors including institutional capital

structures, the availability of microborrower

collateral and various target populations.

Instead of focusing on clients, Mr Conning and

Mr Morduch are more concerned with the

“incentives and opportunities” of various
financial institutions, from the funder to the

practitioner.

The authors elaborate on economic models to

explain market imperfections, financial

exclusion of the poorest people and the

economic characteristics of these populations.

Mr Conning and Mr Morduch use such a

model to analyze microlenders’ level of risk,

cost of funds and projected returns from

lending to borrowers who are unable to

provide collateral. The authors then

manipulate the model to examine several ways
of “expanding financial frontiers,” including

reducing collateral requirements. Mr Conning

and Mr Morduch test the effects of proactive

monitoring by microfinance institution (MFI)

staff, business training programs, group

lending mechanisms and the distinctions

between individual and joint liability. These

iterations of the model allow the authors to

examine ways of selecting creditworthy clients

and otherwise reducing MFIs’ risks.

Mr Conning and Mr Morduch conclude that

there is a “misalignment of capital,

information, and enforcement capacity” that

requires the involvement of diverse

stakeholders. The ability to administer and

enforce retail loan contracts is critical to an

MFI’s operations and performance, but also

involves a range of costs associated with the

intensity of enforcement, quantity of available

client information and risk of default. The
authors find that MFIs that serve the poorest

people face the highest costs and must place

their own scarce “intermediary capital” at risk.

Social investors, in contrast to their

commercial counterparts, are able to provide

funds to these organizations, absorbing

numerous risks and accepting “sub-market

financial returns” in exchange for MFIs’ efforts

to alleviate poverty. This multidimensional

focus of social investors is exemplified by their
taking on subordinated positions in capital

structures in return for serving a greater

number of previously under-served people.

Due to their mixture of objectives, social

investors provide a unique form of support to

nascent institutions. Initial financing can be

difficult to raise for an institution that lacks a

track record or serves a demographic

perceived to carry greater risk. Unlike grants,

which the authors argue can be used to hide
costs and cover inefficiencies, subsidized

funding from social investors can support

institutional development including improved

governance, technical assistance, interaction

with private sector networks and the ability to

attract further capital. Social investors are thus

described as involved participants that can

provide inexpensive capital, “active

engagement” and additional monitoring.

Regarding commercialization, Mr Conning
and Mr Morduch use examples from Mexico

and Bolivia to illustrate... (Continued in the
subscriber edition)
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Rural and Microfinance in the Lower

Mekong Region: Policies, Institutions,

and Market Outcomes

By Binh T Nguyen and Robert Vogel, published by the
Asian Development Bank, 2011, 126 pages, available
at: http://www.microfinancegateway.org/
p/site/m/template.rc/1.9.51104/

This document reviews the microfinance

sectors in Cambodia, Lao People’s Democratic

Republic (Laos) and Vietnam over the last 10

years, focusing on policy environment,

institutions and market outcomes in an effort

to compare the microfinance sectors of these

three countries against international best

practices and to identify challenges and

possible future development patterns for each.
The authors intend the paper to provide

“guidance for government officials and

international development agencies on which

types of interventions can be most supportive

of an array of efficient and sustainable

institutions providing financial products and

services that are attractive to the poor,

especially those in rural areas.”

The authors review recent literature on the

microfinance sectors in the three countries and
on microfinance issues in other developing

countries that are pertinent to understanding

the situations in the countries of focus. The

authors visited Cambodia, Laos and Vietnam

and met with officials of relevant government

agencies and entities providing rural finance

and microfinance services. They also

distributed a questionnaire to a set of

microfinance service providers: 17 in

Cambodia, 13 in Laos and 19 in Vietnam.

The paper concludes that, although

Cambodia, Laos and Vietnam were in similar

circumstances before the formal introduction

of microfinance, they have diverged

significantly in their approaches to

microfinance and results achieved.

Mr Nguyen and Mr Vogel observe that

Vietnam’s government heavily regulates the

sector including infrastructure and the delivery

of products and services. The authors
recommend fundamental changes to the

government’s approach to microfinance,

beginning with an analytical survey to better

understand how to meet the needs of the

market and including technical assistance

regarding best practices.

Mr Nguyen and Mr Vogel observe that

Cambodia’s rural and microfinance sectors

comprise one government bank and several

private microfinance institutions (MFIs) that
provide support and technical assistance to the

government bank. The authors recommend

technical assistance to... (Continued in the
subscriber edition)

Bank-Insured RoSCA for Microfinance:

Experimental Evidence in Poor Egyptian

Villages

By Mahmoud El-Gamal, Mohamed El-Komi, Dean
Karlan, Adam Osman; published by Rice University
Department of Economics; April 2011; 27 pages;
available at: http://www.uh.edu/
~achin/workshop/EMF-04-11.pdf

The authors of this paper argue that despite

advances made in facilitating access to finance

for poor people across the world, Muslims

remain disproportionately unbanked. The

authors suggest that the main reason is that the

majority of Muslim populations find

microfinance products and services

incompatible with the Shariah prohibition
against charging interest.

In Egypt, the authors compare rates of take-up

and repayment of standard interest-based

loans, as offered by conventional models of

microfinance such as Bangladesh’s Grameen

Bank, with an alternative model that builds on

credit unions such as rotating savings and

credit associations (RoSCAs). RoSCAs, which

are known as “gam’iyas” in Egypt, are a form

of financial intermediation wherein
approximately 15 to 30 people form a self-

managed group to which each contributes an

agreed amount... (Continued in the subscriber
edition)  
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