
Community Savings
Funds

Introduction

In 1997, the then Ministry of Agriculture, Livestock, and Rural
Development1 in Mexico launched the Rural Development in
Marginal Areas Program,2 which sought to improve the well-
being and income of smallholders living in communities of less
than 2,500 inhabitants in 24 of the most marginalized rural
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Abstract: The Community Savings Funds (CSFs) promoted by the
Ministry of Agriculture in Mexico seek to provide marginalized com-
munity groups with a simple mechanism that allows them to save and
administer their own funds securely, efficiently, and profitably,
according to their own needs and priorities. Specially trained promot-
ers help set up CSFs for a period of one year—using a standardized
Toolkit—after which they are expected to work autonomously. There
are 540 CSFs in 12 states with over 12,800 members and savings total-
ing 4.45 million pesos (US $445,000). This paper describes the charac-
teristics of the CSF model and the results to date. It discusses
implementation problems and issues of sustainability and growth in
light of the new regulatory environment. It also debates the viability
and desirability of autonomous savings and credit groups at the com-
munity level and the advantages and disadvantages of their inclusion
into the formal financial sector.
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areas in the country. Over the next five years, the program
provided funds for rural investment projects to farmers’
groups under a matching-grants scheme and other support ser-
vices (research, extension, information, and training) to over
350,000 farmers in 15 states. 

The program promoted an investment-recovery mecha-
nism at the end of the productive cycle to gradually reduce
farmers’ dependency on grants and foster better accountability
and resource generation at the community level. Under this
scheme, participating farmers’ groups were expected to
“recover” a previously agreed percentage of the returns from
their investment in order to set up a revolving fund. Extension
workers assigned to work with farmers’ groups were in charge
of verifying that groups were indeed “recovering” a percentage
of their returns. The incentive system was built on the concept
of community responsibility and participation, including peer
pressure. If a particular farmers’ group failed to set aside a por-
tion of the returns, the members of the group could receive no
further grants. The idea was that recovered funds keep revolv-
ing at the community level according to internal priorities and
decision-making mechanisms. 

However, no methodology was provided to set up these
revolving funds, so farmers’ groups either spent or reinvested
surplus funds at will, or opened a group bank account where
such facilities were available (with negligible interest rates)—
either leaving the funds idle or using them as their counterpart
contribution3 for next year’s grant. 

This situation forced the Ministry to look for a standard-
ized methodology that could be used by community groups to
set up the revolving funds. In mid-2000, the Ministry received
World Bank funding to hire specialized consultants for a
period of six months to design and launch the project.4 During
this time, a proper methodology and action plan were
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developed to set up Community Savings Funds (CSF) among
participating farmers’ groups. The objective of these CSFs was
to provide marginalized community groups with a simple
mechanism that would allow them to save and administer their
own funds securely, efficiently, and profitably. The concept of
“recovery” was dropped and the idea of “savings” was pro-
moted instead. Specially trained CSF promoters began to work
with community groups, emphasizing that (a) participation in
a CSF was completely voluntary; (b) the money saved by each
individual belonged exclusively to that individual; and (c) CSFs
were autonomous—with all decision-making in the hands of
group members themselves. CSFs were funded through mem-
bers’ savings, remittances, or wages, since the program pro-
vided no external seed capital for their setup. It did provide the
training to operate CSFs by a promoter and an
“Administrative Toolkit,” consisting of simple but adequate
record-keeping tools and easy-reference manuals.

There are approximately 420 CSFs formed through the
Marginal Areas Program in 12 states, with over 11,500 mem-
bers and savings totaling some 4,090,000 Mexican pesos (US
$409,000). Each CSF has a one-time setup and follow-up cost of
about 10,842 pesos (US $1,084) or 310 pesos (US $31) per mem-
ber during the first year.5 These figures are approximations
based on information available in the Project Coordination
Unit,6 monthly reports sent to this office by participating
states, and a number of field visits. Since no thorough evalua-
tion of the project has been conducted to date, the data
reported here are not conclusive. An additional 120 CSFs have
been set up by a nongovernmental organization in the State of
Guerrero, which requested training in for its credit officers in
the CSF methodology earlier this year. Sixty of those CSFs are
reported to be fully operational, with 1,384 women and savings
of over 360,000 pesos (US $36,000).

Showing that savings led microfinance is not only an Asian
and African phenomena, the Mexican Government has under-
written the training of 420 Community Savings Funds with



over 11,600 members since mid 2000 and has plans to expand
this number to 2,000 with more than 80,000 members over the
next several years. Each CSF mobilizes its own savings man-
ages its own loan fund, similar to the other self-help group ini-
tiatives. Considering that only 4% of the eight million
economically active population in the rural areas of the coun-
try have access to financial services from banks, nonbank finan-
cial institutions, or government agencies, the potential to
develop this market niche is great. (There is likely to be a sim-
ilar demand for these services in other poor Latin American
Countries.) The cost for training a group averages $31 per
group member and includes the fee to the promoter, trans-
portation and a model kit that presents all the systems needed
to manage a group. Given current legislation, project coordi-
nators are developing a strategy to link these groups to the for-
mal financial sector while ensuring that the needs for the poor
continue to be met.

In the course of this year, the Ministry has had to rethink
its CSF consolidation and expansion strategy, owing to the
lessons learned from experience as well as the passing of the
new Savings and Credit Law7 by Congress in 2001. The law
seeks to regulate all nonbank financial operations involving
savings mobilization over the next two years. While no clear
guidelines are given in the law for groups such as the CSFs, it
is expected that they will gradually be incorporated into the
legal system. Admittedly, there will be some drawbacks to the
formalization of CSFs, such as obtaining lower returns on
their savings, which are currently high due to the monthly
nominal interest rates of 5–15% charged on credits. However,
formalization would allow CSFs to guarantee the security of
their members’ savings and benefit from services such as remit-
tance reception, insurance provision, and lines of credit, to
which they would otherwise not have access.

This paper explains the main characteristics of the CSF
model—including the Administrative Toolkit—and the services
CSFs provide. It also discusses issues of sustainability, and the
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risks and challenges of growth, and it explains the Ministry’s
new strategy for ensuring the provision of savings-based sus-
tainable and secure financial services in marginalized rural
areas in the context of the new regulatory environment.
Through these topics, the author hopes to contribute to the
debate on the viability and desirability of autonomous savings
and credit groups at the community level and the advantages
and disadvantages of their link-up to the formal financial sec-
tor.

Characteristics of the CSF Model

The backbone of the CSF methodology is members’ trust in
each other and their own savings. Other basic characteristics
include the promotion of group organization and solidarity;
fostering of a responsible savings and credit culture; flexibility
and adaptability to local needs and conditions; ownership and
administration by members themselves; and absolute proxim-
ity to the clients.

The fact that the CSF Project does not focus exclusively on
providing credit for productive activities is another character-
istic that sets it apart from most government microfinance pro-
grams. People in marginalized rural areas have many
consumption needs at different times of the year which often
do not coincide with the times when returns from productive
activities are available. In response to this need, the vast major-
ity of CSFs have decided to grant credit for consumption
requirements. This has proven very attractive to members—so
much so that many members choose to take credit to meet con-
sumption needs rather than withdraw from their savings.

All aspects pertaining to the operation of the CSF, such as
interest rates, type of savings and amounts, loan types, loan
terms, subscription fees, meeting times, and the like, are
decided by all members—according to their needs and priori-
ties—and incorporated into the Internal Rules & Regulations
of each CSF.
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In general, promoters encourage CSF members to evaluate
results at the end of the year, during which time they analyze
the costs and benefits of belonging to a CSF based on overall
safety of their savings; amount of dividends gained; accessibil-
ity to savings or credit; opportune conflict resolution relating
to the operation and administration of the CSF; benefits from
the training and follow-up of the promoter; adequacy of meeting
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Table 1. Record-Keeping Tools of the Administrative
Toolkit

Type Tool Priority of Use

Normative CSF Incorporation
Agreement Required

Internal Rules and 
Regulations Required

Minutes Book Required

Control by Beneficiary Designation Required
member Letter

Member Savings and Required
Credit Passbook

Savings and Credit Required
Duplicate Ledger Cards

Attendance List Required

Record- Daybook Required
Keeping Credit Control Book Required

Income and Expenditure Required
Control Book

Complementary Individual Member Recommended
Cards

Membership Certificate Optional
IOU Recommended
Cash Book Recommended
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times; and ease of use of the Toolkit. Successful groups rank
high in all of the above, while unsuccessful ones fail at one or
several aspects. 

The Administrative Toolkit

The Administrative Toolkit is a standardized, yet flexible, kit
used by every CSF for adequate record-keeping. It was developed
by the author and two colleagues, with World Bank support,
based on materials previously tested and used in the field by
the author, as well as on feedback from local microfinance
practitioners. The Toolkit consists of 14 tools (see Table 1),
ten of which are considered indispensable for appropriate
record-keeping, guaranteeing transparency, and accountability. 

The kit also contains a calculator, ink pad, stamps, and two
manuals. One of the manuals explains the use of each tool and
the methods to distribute dividends at the end of a cycle. This
manual is accompanied by an educational video that explains
all the tools, with graphic examples. The other manual explains
the general objectives and nature of CSFs, the guidelines for
the promotion of CSFs, and the design of Internal Rules &
Regulations. Prior to their publication, all of the materials
were tested in various communities where the majority of the
population had very basic reading and writing skills. To date,
no requests to change any of the materials have been made.

The Methodology: Promotion, Constitution, and
Consolidation of CSFs

Local Ministry of Agriculture offices in every state were
responsible for the promotion, constitution, and consolidation
of CSFs. Each office was asked to select an adequate number of
promoters to be trained in the CSF methodology and service
all the farmers’ groups that had participated in the Marginal
Areas Program. The methodology follows four basic steps:
• Training of CSF Promoters. This consists of an intensive

training session for CSF promoters, lasting 2–3 days,
provided by the Ministry’s Project Coordination Unit. The
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training focuses on the strategy for setting up CSFs, the use
of the Administrative Toolkit and manuals, the design of
Internal Rules & Regulations, the gradual transfer of
knowledge to group members, and CSF supervision. The
training session is designed for selected CSF promoters who
should have knowledge of math, basic accounting or
finance, community work and, preferably, some experience
in microfinance.

• Identification of potential groups. Promoters identify groups
that have the desire and potential to set up a CSF, meaning
they have at least two members who can read, write, and do
basic math, are trusted by other group members, and agree
to serve as treasurer and secretary of the CSF; have the
capacity and willingness to save and work as a group; and
preferably have between 15 and 25 people who are willing
to meet as often as the group determines and to abide by its
Rules & Regulations. In order to generate interest in the
formation of CSFs, promoters show a one-hour video about
two community groups that form CSFs (one all-male, one
all-female), the problems they face, and how they fare. A
question and answer session follows the show. 

• Constitution of a CSF Management Committee. Once the
groups have been identified, the next step is the selection of
management committee members to manage the CSF with
the help of the promoters. Committee members are elected
by group members, unless only two group members can
read, write, and keep basic accounts, in which case, they are
elected by default. The roles of each member are described
in the manuals, although additional functions may be added
at member request. In general, groups have and need only a
treasurer and a secretary, who are in charge of handling the
money and record-keeping. Larger groups tend to have a
president and a credit committee as well. Once the manage-
ment committee has been elected, founding members of the
CSF write up an Incorporation Agreement, which is signed
and stamped by a local authority, giving the CSF more
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formality. The promoters then proceed to schedule the
training sessions with the group.

• Training of the Group Members and Follow-up. Once the CSF
is constituted, promoters conduct a series of training
sessions for the members, with special emphasis on manage-
ment committee members. During these training sessions,
group members begin to learn how to design the Rules &
Regulations—adapted to their needs and conditions—as well
as to use all the tools in the Administrative Toolkit. This
process lasts about 10–12 months, during which promoters
meet regularly with group members, playing more of a
supervisory role as the group itself learns how to operate all
the tools. Promoters do not impose decisions; rather, they
are equipped with options and examples that allow them to
help the group make decisions that are conducive to CSF
sustainability. Once the CSF is proficient in the use of all
the tools, it is ready to operate autonomously. Under the
new CSF strategy (to be discussed below), CSFs can request
follow-up or specific training from promoters beyond the
initial 10–12 month period. 

Services Offered by CSFs

The main service a CSF provides is, as its name indicates, sav-
ings collection. CSF members generally set a minimum amount
of systematic savings that must be deposited by each member
either weekly or fortnightly. Members themselves determine
both the amount and the frequency of deposits. Members are
often fined if they do not comply with this rule, but are usu-
ally allowed to save beyond the minimum. Although the cal-
culation of returns on savings at the end of a cycle is made
easier by the collection of equal, systematic deposits from all
members, practically every CSF has chosen to offer flexible
deposit and withdrawal services. Most groups calculate and
divide their earnings annually. Under a flexible deposit-and-
withdrawal scheme, the procedure for calculating earnings is
somewhat complicated. However, committee members can
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receive specialized training and supervision from promoters at
this point and can also refer to the manual and video for a
detailed explanation of the procedure.

Groups generally begin by saving for 2–4 months to allow
themselves to amass a large enough sum to lend out or invest
in a productive project. They also do this to see who is or is
not a systematic saver, believing that someone who is able to
save is more likely to be able to repay a loan. The need for
credit is so strong, however, that many CSFs soon begin to
lend to one or two people whatever savings they have col-
lected. Once they repay, they lend out the money to other
members—Tanda- or ROSCA-style—until there is enough to
go around for everyone who needs a loan. The number of
borrowers vs. the number of savers varies by CSF and depends
on the number of members, amounts saved, and credit needs.

Loan terms range from 1 to 6 months, using various repay-
ment schemes. The four payment methods are fortnightly
payments of capital and interest in equal amounts; 12 monthly
payment of interest and payment of capital at the end of the
term; deduction of interest at the beginning and payment of
capital at the end of the term; and payment of capital and inter-
est at the end of the term in one lump sum. This last method is
only generally allowed for credits of 1–2 months. 

Some CSFs have also started to provide check-cashing ser-
vices for their members and others. This is a costly undertak-
ing for individuals, particularly since transportation costs can
amount to 10–20% of the value of the check. For this service,
everyone pays a very small fee to cover the costs of trans-
portation of the person going to town, while the remaining
amount is used to capitalize the CSF. Of course, there is a risk
that this person may be robbed with all the cash in hand, but
the lower cost of this service seems to outweigh the risks
involved.
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Rules to Date

The approximately 420 CSFs reported to exist in 12 states (see
Table 2) have over 11,500 members, with savings totaling some
4,090,000 pesos (US $409,000). As Table 3 shows, CSF savings
increased by 254% between 2000 and 2001 and by July 2002,
they had increased a further 130%. Sixty-two percent of the
members are men and 38% are women, half of whom are
indigenous peoples. Thirty-five CSFs are all-female, 22 are
mixed, and the rest are all-male. In the mixed groups, few of
the officers are women. Male domination is compounded by
the low literacy rates in women in marginalized rural areas and
the lack of Spanish skills in indigenous communities. Thus,
women tend to occupy a leadership role only in all-women
groups. 

On average, CSFs have 35 members and their one-time set-
up and follow-up cost amounts to approximately 10,842 pesos
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Table 2. Number of CSFs, Members, and Savings by
State (July, 2002)

State No. of No. of Amount of savings
CSFs members (Mexican Pesos)

Chiapas 218 4,858 $786,951
Chihuahua 3 130 $220,500
Guanajuato 34 334 $48,729
Guerrero 9 399 $206,425
Hidalgo 20 466 $275,860
Michoacán 23 480 $103,248
Morelos 5 64 $22,405
Nayarit 6 88 $7,804
Oaxaca 53 2,267 $1,839,327
San Luis Potosí 14 1,246 $437,445
Tabasco 14 562 $47,500
Veracruz 21 759 $120,710
TOTAL 420 11, 653 $4,094,499



(US $1,084) per CSF or 310 pesos (US $31) per member during
the first year.8 It is interesting to note that only 15% of current
CSF members participated in the initial Marginal Areas
Program, meaning that CSFs have spontaneously incorporated
other members of the community. 

The average savings rate of CSFs is difficult to establish at
this point, since variations among groups are great.
Reportedly, CSFs lend out 25–100% of their savings, depend-
ing on group members’ need for credit; the size of the group
and amount of savings collected; their level of competency at
using the Toolkit; and the amount of money needed as their
counterpart contribution to receive grants from government
programs, among others. Interest rates are set by the members
and range between 5% and 15% monthly, based on village level
market rates, which are much higher.9 The recovery rate on
loans has been practically 100% and no frauds have been
reported.

CSFs are divided into four levels, according to their degree
of development (see Table 4). Level 1 includes groups that have
collected funds from various sources—with or without having
formally constituted a CSF through an Incorporation
Agreement—and have not yet started systematic savings col-
lection. Information provided by the various states indicates
that between 2001 and 2002, there was a considerable drop in
Level 1 CSFs from 73 to 11. This was due to the fact that many
of those funds had been formed under pressure by promoters
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Table 3. Amount of and Increase in CSF Savings
(2000–2002)

2000 2001 2002*

CSF Savings 
Mexican pesos) $1,244,867 $3,158,700 $4,094,499

% Increase 254% 130%

*by July 2002
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or lacked sufficient follow-up to be able to make the transition
to Level 2. Many of these funds were in the state of Chiapas.
This state has made several unsustained attempts to promote
the CSF strategy. Its latest effort includes the incorporation of
10 new promoters and a series of intensive workshops.
Previous efforts, however, have been mostly obliterated by
changes in government leadership and lack of funds to pay pro-
moters, so it remains to be seen whether this latest effort will
actually take root.

Level 2 includes formally constituted CSFs that have
started systematic savings collection, are learning to use the
Toolkit, and are in the process of designing Internal Rules &
Regulations. Two hundred and twenty one—the largest num-
ber of CSFs—are in this level. Whether they manage to make it

175

Table 4. Existing CSFs by State and Level of
Development (July 2002)

LEVELS
STATES No. of CSFs 1 2 3 4

Chiapas 218 178 40
Chihuahua 3 2 1
Guanajuato 34 34 8
Guerrero 9 1
Hidalgo 20 20
Michoacán 23 23
Morelos 5 5
Nayarit 6 6
Oaxaca 53 46 7
San Luis Potosí 14 14
Tabasco 14 10 4
Veracruz 21 5 15 1
TOTAL 420 11 221 179 10
% 100 2.6 52.6 42.6 2.3



to Level 3 will depend on the availability of competent pro-
moters to give them the required training.

Level 3 includes 179 CSFs that are using the Toolkit and
have started to offer credit services with the collected savings,
according to their Internal Rules & Regulations. Due to the
high turnover among promoters, many of the CSFs that might
today have been in Level 3 either closed down or stopped
receiving follow-up, and therefore are not reported in Table 4. 

Finally, Level 4 includes 10 CSFs that have microregional
or regional outreach. However, since no external evaluation of
the CSF project has been conducted to date, it is impossible to
establish with any precision the level of autonomy reached by
CSFs at this point.

Thirty-nine promoters were trained during the first year to
promote CSFs in marginalized rural communities.10 In theory,
they should have been able to set up around 320 CSFs—or 8–10
CSFs each—during that time. However, project implementa-
tion was negatively affected by a very high level of turnover
among promoters. In anticipation of this problem, the Project
Coordination Unit had designed and distributed a job descrip-
tion to participating states to ensure the adequate selection of
CSF promoters. Nonetheless, the vast majority of hired pro-
moters did not fit the profile—many of them were agricultural
extension agents or veterinarians—while those who did could
not always count on a paycheck at the end of the month, since
many local ministry offices had not provisioned enough
resources to pay their salaries and travel expenses. To date,
only two CSF promoters remain of the first 39 who were
trained. Another group of 26 promoters was trained during the
second year, of whom only 14 remain.

This problem owes largely to the incorporation of the CSF
strategy, which was perceived an afterthought rather than an
essential component of the Marginal Areas Program.
Moreover, microfinance was not high on anyone’s agenda at
that point. Consequently, the selection of appropriate CSF
promoters and the provisioning of resources to pay them
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received little or no importance. This resulted in increased
costs of CSF promotion and hampered the continuity of
already-established funds. 

In January 2002, a new approach to create CSFs was tried.
The approach involved training 20 credit officers of an existing
women’s organization—the Unión de Organizaciones
Económicas y Mujeres Productoras de Guerrero—that knew about
the methodology and was interested in trying it out with 80 of
its best “solidarity groups.” These groups had been initially
formed to receive credit from the Microfinance Fund for Rural
Women11—a fund that extends lines of credit to intermediary
organizations to be channeled to solidarity women’s groups for
productive activities. Some of the groups had started saving
small amounts of money but had no methodology to administer
it properly, hence the request for training in the CSF
methodology.

Since then, the Unión has formed 120 CSFs, 60 of which
are in Level 2 and 60 in Level 3, the latter with 1,384 women
and savings of over 360,000 pesos (US $36,000). In general, sav-
ings range between 300 and 1,000 pesos per member. These
CSFs tend to lend 80% of their accumulated savings—at a 5%
monthly interest rate to members and 7% to nonmembers—
while keeping some 20% for emergencies. The recovery rate is
reported to be 100%. Recently, the Unión had 80 more
Toolkits reproduced of its own accord for use with other soli-
darity groups who are demanding a methodology to administer
their savings. This leads us to believe that the option of work-
ing through established organizations is desirable and can
greatly help expand the outreach of the CSFs in a reliable and
controlled fashion.

Profit and Sustainability

CSFs are expected to be financially immediately sustainable,
since they receive no seed capital or external financial support
other than the training, follow-up, and Toolkit. Promoters can
determine the level of financial sustainability of a CSF through
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the use of a simple Financial Simulation Model designed by the
Project Coordination Unit. 

The model is designed in Excel and includes a few fixed
variables and a number of other variables that can be adapted
to fit the characteristics of a particular CSF, such as number of
members, volume of savings, liquidity levels, interest rate,
operational costs, and delinquency level, among others. This
helps promoters identify potential or actual trouble spots that
may affect CSF sustainability, and determine its level of prof-
itability, the percentage of savings used for credit, and so on.
By detecting problems in a timely manner, promoters can sug-
gest changes that will improve CSF performance. The model,
while useful, has some limitations, because it is not flexible
enough to incorporate the various modes of credit rotation
that CSFs use. Nonetheless, it gives a general picture of a CSF’s
cashflow behavior.

Although individual weekly or fortnightly savings are usu-
ally quite low (US $1–$5), CSFs tend to capitalize fairly
quickly, thanks to the high interest rates charged on credits.
Moreover, many CSFs use the credit repayment scheme that
consists of systematic and equal payments of capital at a flat
interest rate, causing the real interest rate to be higher.12 While
this makes the loan more expensive for the client, it generates
more money for on-lending to more people and allows the CSF
to pay better returns to savers at the end of the cycle. Level 3–4
CSFs—for which information is available—have generated an
average annual net profit of 6.32% per CSF. 

Most CSFs collect a membership fee from every member.
With this fee, CSFs form a contingency fund. Members them-
selves decide on payment terms and conditions (such as a one-
time fee, a payment in installments, or an annual fee). This
contingency fund is either lent as credit—when the need for
money is high and savings are insufficient to meet it; kept in a
bank account or safe box; used as a matching-grant contribu-
tion to invest in a joint productive project; or used to finance
a joint community project. Many CSF groups have decided to
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distribute only 80% of their annual net profit among them-
selves, designating the remaining 20% to capitalize the contin-
gency fund.

Fines are another source of revenues for CSFs. These are
charged—depending on the group—for nonattendance or late
arrival to meetings; not complying with the minimum manda-
tory savings requirement; or not paying a loan on time. In
addition, some municipal presidents have “awarded” CSFs a
grant to reward their savings efforts.

CSFs operational costs are either nonexistent or very low,
including such expenses as photocopies, transportation to the
nearest bank, and so forth. Eventually, CSFs would be
expected to replace or reproduce the materials in the Toolkit
and perhaps even pay for the services of a promoter directly.

Overcoming Risks and Challenges of Growth

Keeping the cash safe is risky in a marginalized rural setting.
Given that reliable financial intermediaries are generally not
available in these areas, CSFs’ surplus income is handled in the
following ways: lent out to nonmembers;13 kept in a safe
deposit box with 2–3 different locks, for which an equal num-
ber of members have one key; deposited in a bank account
whenever a member happens to go to the nearest town (taking
care to never follow a pattern so as to not be identified and
possibly robbed); or kept by the treasurer in case someone has
a need for an emergency loan.

There are obvious risks involved in all these methods, but
most consider it riskier to keep their money under the mat-
tress. Mostly, however, rather than keeping the funds, these
are lent out to members for various activities, including invest-
ment and consumption. Emphasis is placed on diversifying risk
by lending to people who are involved in different productive
activities or who have various ways of paying the loan if it is
taken for consumption purposes (such as through remittances
or wages). 
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So far, the recovery rate on loans has been practically
100%. However, as groups become larger and liquidity
increases, the level of risk also rises. Manual record-keeping
becomes more time-consuming and complicated, both for man-
agement committee members and for members themselves. In
addition, larger volumes of cash begin to be handled, which
implies greater risk and requires more attention to detail and
strict controls, particularly because the foundation of trust—in
a context where everyone knows each other—begins to weaken
as the group grows. Some of the solutions that CSFs have dis-
cussed or implemented include purchasing a computer and
training the treasurer and secretary in its use; introducing assis-
tants to help the treasurer and secretary with the transactions;
breaking up a large CSF into smaller units that are linked to
each other, forming a microregional CSF; creating “solidarity
groups” to expedite credit approval;14 or linking up with a for-
mal financial institution.

Nonetheless, this issue continues to present many chal-
lenges, both for the CSFs themselves and the institutions that
promote them, especially in light of the new Popular Credit &
Savings Law. 

Regulatory Environment:
Popular Savings and Credit

The Popular Savings & Credit Law, passed in 2001, seeks to
regulate the activities and operations of nonbank financial
institutions that mobilize savings in order to promote their
healthy development; protect the interests of members and
clients; and foster the provision of reliable savings and credit
services. These institutions will have to be financially, admin-
istratively, and organizationally viable to be certified by the
National Banking Commission. 

The law divides organizations into four levels, according to
their degree of institutional development. Level 1 incorporates
the smallest financial intermediaries, which must have at least
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100,000 UDIS15 in capital, at least 200 members, and adequate
reserves, among other requirments. 

One drawback of the law is that it makes no provisions for
small credit and savings groups which do not meet the mini-
mum requirements but which might otherwise work well. It
thus leaves the formation of new financial intermediaries in a
gray, unregulated area, until they can develop enough to be
able to meet the minimum requirements of the law. However,
a reform initiative is in the making, which would allow for
these groups to exist legally as long as they have less capital and
fewer members than those required by Level 1 intermediaries.
Under this initiative, small groups will not be allowed to
advertise their services publicly, and will have to register with
a federation of their choice and make known to their members
that they are neither regulated nor authorized by the National
Banking Commission.

While this initiative leaves a space for CSFs to operate
autonomously, it effectively puts the Ministry’s CSF project in
the spotlight. Being a government-sponsored project—with a
database accessible to other government offices—it cannot side-
step the law, designed by another arm of government that reg-
ulates the sector by promoting hundreds of autonomous CSFs
over which no one has any real control. This means that CSFs
will have to comply with the rules established by the new
reform initiative if it is approved by Congress.

The Change of Strategy: Forging a New Path to
Provide Savings Services to the Rural Poor

As a result of the problems faced in the implementation
process of CSFs as well as the new legal environment, the
Ministry of Agriculture has had to rethink its CSF consolida-
tion and expansion strategy. The new strategy envisages two
main changes: the training and certification of specialized CSF
promoters and the promotion of CSF networks in marginal-
ized rural areas.
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Training and certification of specialized CSF promoters. A
specific and thorough training program is being designed
jointly by the Ministry’s Project Coordination Unit and the
National Training Institute for the Agricultural Sector.16 The
program will include topics, such as introduction to rural
microfinance; use of the Toolkit; design of CSF’s Internal
Rules & Regulations; risk management; financial self-suffi-
ciency; the Popular Savings & Credit Law; and cooperative
principles, among others. The objective of this training pro-
gram will be to certify those applicants who meet program
requirements and include them in the Ministry’s register of
approved service providers.

Inclusion in this register would allow CSF promoters to be
eligible to be “hired” directly by community groups for the
provision of training and technical assistance to constitute new
CSFs or train previously existing groups in specific aspects of
CSF development. Funding for community groups to hire
certified promoters is available from the Ministry’s Capacity
Building Program17 (PRODESCA) under a matching grants
scheme. In order to access these funds, community groups will
have to present a project proposal with the help of the pro-
moter. The proposal must include a task-specific work plan
and calendar, which will then be submitted to the State
Technical Unit for approval. Under this scheme, community
members decide which promoter to hire, rather than accept the
one assigned to their village by the government. Promoters are
thus encouraged to advertise their services in communities that
have the interest and potential to set up a new CSF or improve
an existing one. Promoters will receive payment from the pro-
gram once they have delivered previously agreed-upon prod-
ucts and the state Technical Unit has established that the
community group is fully satisfied with the service provided.
Thus the scheme ensures that certified promoters are not only
able to find employment but also deliver a quality product in a
finite period of time. 
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Promotion of CSF networks in marginalized rural areas. The
second component of the new strategy seeks to promote CSFs
as part of a wider strategy to both develop formal financial ser-
vice networks in marginalized rural areas and increase outreach
more effectively. Rather than promoting hundreds of CSFs in
remote villages—whose follow-up by individual promoters
would be very difficult—the new strategy envisages the cre-
ation of CSFs networks by linking new or existing CSFs to
each other to form a formal financial intermediary in its own
right, particularly in areas where no such services exist; work-
ing through already established farmer organizations with an
interest in providing financial services to their members (as in
the case of the Unión), subsequently constituting themselves as
a formal financial intermediary if they are willing and able to
do so; identifying existing formal financial intermediaries that
are interested in incorporating CSFs as clients or members; or
becoming a branch or service desk for an existing formal 
financial intermediary.

Although autonomous CSFs might be a desirable option
for faraway and scattered village groups, in order to increase
the breadth and depth of outreach in rural areas in a meaning-
ful way, we believe it is more efficient and effective to provide
services through a network rather than to hundreds of individ-
ual groups. Not only would one need an army of promoters to
train the groups and do follow-up, but keeping track of their
performance by a government office would prove impossible.
In the long run, we believe that more benefits can be accrued
by CSF members if they are part of a network than if they are
alone. 

As CSFs networks formalize, individual CSFs will
undoubtedly sacrifice the comparatively larger amounts of rev-
enues they currently earn on their savings. However, the trade-
off will be that they will gain access to secure savings
mechanisms and a variety of other services which they would
otherwise never be able to afford, such as remittance reception,
insurances, access to ATMs, and so forth. Once formally
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constituted, they will also be able to negotiate lines of credit
with various providers. 

This is still a long way off, but government programs can-
not afford to look at the short term any longer—strategies
must be designed with the long term in mind. Successful coop-
erative bank networks that have gradually managed to provide
services in rural areas have been established in many countries;
there is no reason why Mexico should not learn from their
experience and build a similar future for itself.

Rural Microfinance Technical
Assistance Project (PATMIR)

The formation of networks and the provision of formal finan-
cial services in rural areas according to the law is no easy task.
To this end, the Ministry of Agriculture launched another
related project in the year 2000, namely the Rural
Microfinance Technical Assistance Project (PATMIR).18

PATMIR’s main objective is to expand the provision of formal
financial services in marginalized rural areas that are sustain-
able, self-managed and adapted to local conditions, with an
emphasis on savings. This is achieved by improving the finan-
cial stability and outreach capacity of existing savings and
credit institutions and creating new ones where none exist,
enabling them to link up to local, regional, or national net-
works and federations, according to the law.

PATMIR’s work focuses on selected marginalized rural
areas which lack financial services but which have enough pop-
ulation density to allow for the development of financially sus-
tainable services.19 Specialized consultant firms are in charge of
spearheading the process of designing and implementing a
regional strategy, whose purpose is to narrow the gap between
supply and demand of financial services in rural areas by pro-
viding training and technical assistance to both existing finan-
cial intermediaries (supply side) and their potential clients and
members at the grassroots level (demand side).

This regional scheme promotes the organization of grass-
roots groups, such as the CSFs, with the purpose of linking
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them to networks that allow them to become part of a wider
financial services system that belongs to the poor and satisfies
their specific needs. This project thus presents another alterna-
tive for certified CSF promoters to be hired—in this case, by
the specialized consultants—to form CSFs at the village level
within the regional strategy. 

Conclusions
Although no formal evaluation of the process of creation and
follow-up of CSFs has been conducted to date, several insights
and useful lessons can be drawn from the experience. 

The CSF project has shown that there is a need and inter-
est in marginalized rural areas to have financial services that
are accessible, reliable (as compared to available options), prof-
itable, and adapted to people’s needs. The potential for expan-
sion of financial services in marginalized rural areas is great,
considering that only 4% of the 8 million economically active
population in rural areas have access to financial services.
Promoting CSFs through existing organizations that can guar-
antee the provision of follow-up services by promoters seems
to be a strategy worth pursuing, judging by the example of the
Unión.

CSFs were launched as an option for the very poor to oper-
ate their own financial mechanism based on their own savings
and following their own rules with the help of a Toolkit and
the necessary training to use it. While CSFs often constitute a
better option than others available in marginalized rural areas,
their breadth of outreach is ultimately limited. Given the sim-
plicity of the record-keeping tools, expansion of a CSF can be
limited by several factors, such as level of literacy or education,
lack of access to a computer, and so forth. Moreover, the poor
in rural areas not only need, but also deserve, the same quality
of service offered by other financial intermediaries in wealth-
ier, more populated areas. This includes a guarantee that their
savings will be kept safe no matter what; thus the need to find
ways to link them to the formal sector.

Although CSFs provide savings and credit services only to
their members and their failure is unlikely to pose any threats
to macroeconomic stability, the recent failure of other
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nonbank financial intermediaries (due to mismanagement,
fraud, and so forth) has sown fear and distrust in this type of
institution—which was ultimately unable to guarantee the
safety of members’ savings—thus negatively affecting the image
of the nonbank financial sector. Therefore, the challenge faced
by the projects supported by the Ministry of Agriculture is to
provide a service that is sustainable and able to offer guaran-
tees, as well as a variety of products and services that people in
marginalized rural areas require to improve their standard of
living.

In light of the new Popular Savings & Credit Law, the pur-
suit of a strategy that promotes the unregulated proliferation
of autonomous CSFs would be shortsighted. However useful
these funds might be to marginalized communities in the short-
term, we believe that their orderly development, as part of a
strategy to weave formal networks from the bottom up, will
result in a more robust financial service system of and for the
poor in the longterm—a novel approach that is well worth a
try. 

Notes
1. Currently the Ministry of Agriculture, Livestock, Rural Development,

Fisheries, and Food (SAGARPA).
2. Programa de Desarrollo Productivo Sostenible en Zonas Rurales

Marginadas.
3. The Marginal Areas Program’s matching-grant scheme required farmers to

make a counterpart contribution of 30%, obtaining the other 70% required to
finance the productive project from the program itself.

4. The consultants included the author of this paper.
5. This cost includes the training of CSF promoters ($342 pesos per CSF),

monthly salaries of CSF promoters ($7,000 pesos per month), travel allowances
of promoters ($1,000 pesos per month), educational materials used to work with
the groups ($200 pesos per CSF), and one Administrative Toolkit ($700 pesos per
Toolkit). It assumes that each promoter assists 10 CSFs during a particular year.

6. The CSF Project Coordination Unit is under the Office of Promotion of
Financial Organizations (Dirección de Fomento de Organizaciones Financieras),
Department of Rural Development, SAGARPA, Mexico City.

7. Ley de Ahorro y Crédito Popular, 4 June 2001. 
8. See endnote 5.
9. In many rural areas, interest rates charged by informal money lenders can

be as low as 20% per month and as high as 20% per day.
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10. An additional 400+ extension agents were trained in the CSF method-
ology during that time. Given their regular contact with community groups, the
training was done with the idea that they could help identify interested groups
and provide general support to CSFs. While several of them have done this—and
a few have even set up CSFs out of their own initiative—they have no direct con-
tact with the Project Coordination Unit, and thus no detailed information is
available on such CSFs.

11. Fondo de Microfinanciamiento a Mujeres Rurales—FOMMUR, currently
under the Ministry of Economics.

12. It is complicated for CSF members to calculate interest on a declining
balance basis. Despite the fact that systematic payments of capital at a flat inter-
est rate cause the real interest rate to be much higher, people find this method
much simpler to calculate.

13. Although they are encouraged not to do this, many CSFs still do it,
specifically to people from the community who are known to be good payers but
who are not interested in becoming members of the CSF (either because they are
wealthier, do not have the time to attend the meetings, etc.). These individuals
are normally asked for collateral and are charged a higher interest rate than CSF
members by 2–4 percentage points, which is still lower than the informal money
lenders’ rates.

14. These are groups of 3–7 members which get together to discuss and
approve/disapprove each other’s credit applications. If one of them is not
requesting a credit, he or she may also become a guarantor of another who is.
The group then presents all the approved applications to the committee
members for their processing.

15. UDIS=Unidades de Inversión, or investment units—an inflation-indexed
currency unit, currently equivalent to 3 pesos (30¢) per unit.

16. Instituto Nacional de Capacitación para el Sector Agropecuario, locally
known as the INCA Rural.

17. Programa de Desarrollo de Capacidades en el Medio Rural
(PRODESCA).

18. Proyecto de Asistencia Técnica al Microfinanciamiento Rural (PAT-
MIR).

19. The Project is currently being implemented in the state of Chiapas and
the Huasteca Region (incorporating parts of the States of Hidalgo, San Luis
Potosí, and Veracruz). In 2002, the Project will include the states of Guerrero
and Morelos as well as the rest of the State of Veracruz. In 2003, the Project will
expand to the states of Oaxaca, Michoacán, Estado de México, Puebla, and
Tlaxcala.


