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1. INTRODUCTION  
 
The attention of the development finance world has slowly been moving to once 
again focus on rural areas and the specific challenges of expanding outreach through 
sustainable institutional models.  This renewed attention is largely due to the stark 
reality that most challenges of access to financial services for the poor in urban areas 
have been met, or progress is promising, while the challenges of rural areas, and still 
the majority of poor people (in most settings) remain unanswered.  Even though 
there are some interesting new developments (e.g., focus on market research to 
better design financial products and delivery services, interlocking to finance small 
farmers), it still does not answer the question on appropriate organisational formats 
to reach rural people en masse.  This conceptual note is prepared for the Second 
African Conference on Microfinance to help situate the optimal roles for member 
owned financial institutions (MOFIs) to develop the financial sector in weak markets.  
This document will be complemented by presentations during the conference on 
management and governance issues within MOFIs, link bank activities with MOFIs, 
and small stand alone, completely decentralised MOFIs. 
 
Providing finance to small farmers and enterprises in the rural areas of Africa has 
been a very challenging topic for financial institutions.  The costs of lending in rural 
areas and the associated risk are high due to a number of factors: 
 
• Isolation and poor road and communications infrastructure;  
• Low productive capacity that reduces the profitability of business investments;  
• Smaller loan sizes and high fixed costs, which are often exacerbated because 

of the distance; 
• Seasonality of cash flow that requires larger cash reserves and lump sum 

repayments that also increase the risk of bad debt; 
• The risk of poor harvests that can affect the entire client base in a region; and 
• More barter transactions that can make collection more difficult.  

 
Government involvement in the sector has led to a number of problems. Repayment 
histories have been problematic, based largely on the poor track records established 
by large government rural credit schemes that have forgiven the loans in years of 
poor production, ingraining bad repayment habits.  Early traditions of interest rate 
ceilings and subsidized interest rates in most African countries have kept profits low 
and have not provided incentives to financial institutions to voluntarily enter the 
market. 
 
Member owned financial institutions present one format (with different variations on 
the theme) that must be considered in this quest.  One can ask, under what 
circumstances would member owned financial institutions be the right institution, and 
also, which of the range of typologies of member owned financial institutions would 
work best in diverse settings.  More questions remain, what are the challenges facing 
member owned financial institutions in rural areas?  Research studies have indicated 
many successes, as illustrated by the volume of transactions in numbers and 
monetary terms that take place in member owned financial institutions shadowing the 
conventional microfinance world by far.  On the other hand we have also seen many 
problems, of weak governance, bad management, external interference, break down 
of social capital and collapse of these entities.  This paper will review some of the 
different issues surrounding the gaps in the financial system and the places where 
MOFIs may be best (uniquely?) suited to fill those gaps. 
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2. CONCEPTUAL FRAMEWORK  
 
This document provides a fairly new conceptual framework that looks at the market 
for financial services in a region and provides indications on the most appropriate 
institutional structure to serve that market.  This framework can serve as a guide to 
financial institutions as they look at expansion opportunities or to donors who wish to 
fund financial service development in targeted areas. It will provide a foundation for 
the other presentations in this section of the Conference.  We first look at generic 
issues (not specific to a typology or a setting), then turn to the concept of carrying 
capacity which we illustrate with examples and only then address the challenges of 
different typologies.  
 
In addition, we also need to define the gaps in the financial system.  For the 
purposes of this study we see the largest gaps in areas with high incidence of 
poverty, not able to carry high cost institutions, have low population densities, and 
have tenuous links with the financial systems of urban areas.  Economic activity is 
fragile and largely agricultural based. 
 
2.1 GENERIC CHALLENGES FOR MEMBER OWNED FINANCIAL INSTITUTIONS 
 
We start the process with questions on the generic challenges faced by member 
owned financial institutions.  In essence here we can already identify the fundamental 
challenge of group formation.  What was the motivation, how was it organised, who 
drove the process,  what was the social context, what were the stakeholder 
incentives, what was the understanding of the concept, was it an evolutionary 
process based on more simple versions of member own institutions, what were the 
power relations between the members at formation (and later).  Although we refer to 
member owned financial institutions we often find member owned institutions formed 
for other purposes than providing financial services that also engage in the provision 
of financial services to their members (and in some instances even to non-members).  
In essence the formation question also has to do with the understanding and 
internalisation of the typology and the functioning of the member owned financial 
institution. 
 
More generic questions, often linked to the formation question, would be on 
governance, internal management, oversight and transparency in operations and 
financial records and reporting.  We mentioned the concept of power relations earlier; 
indeed this influences the sustainability and decision making in these institutions with 
senior officials or people with high social standing in communities often overpowering 
the more “average” members.  In addition these aspects have a profound influence 
on sustainability of these institutions, however, sustainability has many facets and we 
will return to these. 
 
2.2 THE INFLUENCE OF “CARRYING CAPACITY” OF MARKETS 
 
2.2.1 Definition of the markets 
One fundamental set of questions that needs to be answered has to do with the 
settings within which these institutions function.  Settings or context also include the 
profile of the members that we are interested in.  This is indeed a simple question, 
what institutional typology is the most appropriate in which setting?  Let us start by 
looking at an example of different settings, then we can see what types of institutions 
have worked best (to date) in those settings.   
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Within different geographic areas, we find quite a range of economic dynamism.  The 
economic potential of rural areas increases if they have infrastructure that facilitates 
access (such as good roads) and/or improves their productivity (irrigation, 
technological inputs, or other structures).   The following table roughly quantifies the 
four main elements that we have isolated to characterize the markets: productive 
capacity, seasonality of activities, social and organizational cohesiveness, and level 
of monetization.  The final column presents a prognosis for the level of economic 
potential of each of the five classified types of markets.  There are certainly a number 
of exceptions to these market definitions1, and they might take on different 
characteristics in countries with different geographic characteristics.  Though these 
could be refined into many more categories, we believe that the ones presented 
below are by and large representative. 
 

Figure 1: Market Characteristics Matrix 
Market 

category 
Type of Market Productive 

capacity 
Seasonal 
Nature of 
Activities 

 
Monetisation 

Social and 
organisational 

strength 

Economic 
Potential 

1 Isolated rural semi 
arid / arid 

Low High Low Strong solidarity Weak 

2 Land locked rural 
with food-producing 

potential 

Medium High Medium Strong 
Solidarity 

Weak / 
Medium 

3 Rural accessible 
with cash crop 

production activities 

Medium / 
High 

Medium Medium / 
High 

Strong 
Solidarity 

Medium / 
High 

 
4 Peri-urban areas High Low High Impersonal Medium / 

High 
5 Urban Areas High Low High Very 

impersonal 
High 

 
The productive capacity of urban and peri-urban areas is estimated to be strong.  
In rural areas, it depends on the fertility of the soil, the rainfall and the existence of an 
infrastructure and supervisory institutions. The productive capacity of an area is one 
of the main determining factors in that region’s economic potential. It would seem 
that the productive capacity is affected not only by natural factors, but by the policies 
implemented by the State with regard to the development and equipping of rural 
areas as well. 
 
The seasonal nature of economic activities has a great effect on cash-flow of 
households, and intensifies the intermittent nature of the production activity. Thus, all 
things equal, a strong seasonal influence on the economic activities will increase the 
level of financial risk linked to a certain area and will reduce its economic potential. 
 
The level of monetization indicates the liquidity and the medium used for 
transactions within an area. The more often that money is used as the basis of 
transactions, the higher the level of monetization. It is also an indicator of the 
population’s financial sophistication. A high level of monetization is generally linked to 
a stronger economic potential, and the likelihood for increased demand for a broader 
range of financial services. 

                                                 
1 There might be isolated rural areas which have economic activities, such as mining or 
forestry which might enhance their economic potential.  However, these activities would by 
and large be carried out in a discrete environment that would have its own market 
characterization and would not fall into one of the types of markets defined below. Another 
example of this might be a project site in a very isolated rural area which provides irrigation, 
production, and marketing assistance.  This would have become a category 3 market. 
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Social relationships also come across as being very important.  In a harsh 
environment, we find that there is a very strong dependence and solidarity 
relationship between the people. Consequently, the character of the social 
relationships found in such areas, is a good indicator with regard to the possible 
mobilization of rural players around a joint project.  The different village associations, 
economic interest groups and traditional wealth-creating structures are based on 
these dynamics.  
 
Furthermore, a strong solidarity between the members of a group can be an element 
towards loan security when there are no other tangible securities.  This is significant, 
considering the inverse relation between the economic potential of an area and the 
inhabitants’ ability to mobilize tangible securities. Therefore, the solidarity that exists 
between the components of the social group can affect their lack of other assets as 
security.  
 
Therefore, we present the following definitions of our geographic zones, with an 
indicative estimate of their level of economic potential.  Identifying relevant market 
zones in this case, are defined with relation to geographic areas in the Sahelian 
countries. 
 
a - The semiarid rural areas comprising zone 1 are characterized by a weak 
economic potential. Their activities revolve around small family farming activities 
whose outputs are generally used for home consumption. The rainy season is the 
only period of full activity. The population density is relatively low and they practice 
extensive farming. The three northern regions of Mali (Tombouctou, Gao, Kidal) and 
the North of the Mopti region fall under this type of area. In Senegal, the semiarid 
rural areas are found in the traditional region of Djolof and part of the Fouta region 
(Northern region). In Niger, most of the country, except the Southern region, falls into 
zone 1.   
 
b -  Zone 2 (isolated rural area with food-producing potential) differs from zone 1 
in that it has a stronger productive capacity and a relatively higher level of 
monetization. This level of monetization is partly due to the money transfers effected 
by the emigrated populations in favor of their families and relatives.  There is usually 
a cohesive social structure.  The relatively low economic potential of this area 
(weak/medium) could increase substantially with the implementation of an 
infrastructure investment policy for roads and agricultural production. Among others, 
this area covers the area along the Bani river in Mali, the South-Eastern part of Niger, 
and the Northern region of Senegal. 
 
c -  Rural areas which are accessible and produce cash crops with a strong 
marketing potential comprise zone 3. These have often benefited from considerable 
investments by the government in road infrastructure, agricultural management 
structures and in some cases, irrigation facilities. The improved management of 
water results in a decrease in the seasonal nature of the farming activities. The 
exploitation of the existing potential and the organized marketing of the products 
have led to combined formal financial structures (banks) moving into the region. 
Combined with an increase in transactions, they have led to an increase in the level 
of monetization. As was the case for the first two zones, the social links are often 
strong in these regions. In Mali, the Sikasso region, the Niger delta and the 
groundnut and cotton growing areas of Kita correspond to zone 3. In Senegal, the 
groundnut and Anambé basins, the delta of the Senegal River and the market 
gardening area of the Niayes fall under this category. In Guinea, the forests and low-
lying regions can be considered zone 3.  
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d -  Peri-urban areas (zone 4) are intermediate areas between the rural regions 
and the city. They are situated directly on the periphery of urban zones but are 
primarily occupied by rural populations. Their expansion is due to the exodus of 
young people from the rural areas to the towns. They have a relatively high economic 
potential, particularly due to their proximity to the urban markets, higher population 
density, and their higher level of monetization compared to the rural areas.  They 
supply agricultural products (lots of truck farming), employees for companies or 
government, or other services for the urban areas, which in turn lead to increased 
cash flowing back into the peri-urban areas.  The constant demand from the urban 
areas also reduces the seasonality of many of the economic activities. 
 
e -  Urban areas (zone 5) tend to have the strongest economic potential. Their 
productive capacity is based on the existence of a diversified economic fabric in 
terms of the types of production units in the cities. This diversity reduces the 
seasonal nature of the economic activities. These areas have a strong level of 
monetization and many opportunities for financial transactions. However, the social 
relationships are very impersonal and production initiatives are generally undertaken 
by individuals or trading companies. 
 
2.2.2 Defining the financial products by market type 
People need a range of financial products that cover savings, credit, transfers and 
insurance regardless of where they live.  But the nature of the demand for and 
definition of these products will vary greatly by the type of market or economic zone.  
The variables that are used to characterize the areas, as well as the types of services 
needed, also determine the type of markets for decentralized financial institutions.  
Combining these variables can provide an indication of the quality and level of 
demand for financial services in a region. The institutions could rely on these factors 
to perform a functional evaluation (rating) of the markets with the evaluation scale 
going from weak to strong.  A good knowledge of the markets and understanding of 
their potential can enable the institutions to define an appropriate strategy for 
supplying financial services.  
 
In zone 1, with much lower levels of economic activity the services needed by the 
majority of the population are dominated by demand for collection of small levels of 
savings (as low as US $0.50 per week on average) and the distribution of very small 
loans (between $1 and $20 for 1-2 month periods for income generating activities2).  
These are sizes of transactions that fit the economic nature of the market.  Money 
transfer transactions tend to be informal, using friends and family to move small 
amounts of money.  Insurance is often in-kind and tends to focus on food security 
issues.  Very importantly, the level of financial sophistication of the clients is quite 
low.  Not having had access to financial services, people are less aware of different 
financial products that might be available and how to work with them.   
 
As one moves through the spectrum of market zones, the economic activity picks up, 
and the nature of the demand for financial products change.  There is demand for a 
greater number of financial services to respond to the wider range of economic 
activities. Average loan sizes increase, average deposits increase, and there are a 
number of greater services demanded, including transfers and insurance.  The 

                                                 
2 Though there is need for longer term finance to cover agricultural production, the expressed demand is 
often lower as there is much greater risk involved in such loans and the actual cash return on the 
investment is low as much of this production is consumed at the household level.  Therefore, many 
small, risk averse farmers in rural areas prefer to borrow for income generating activities, from whose 
cash flow they will invest in the inputs for agricultural production.    
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financial sophistication of the people, having had access to other financial services, 
also increases and greater volumes of finance pass through the financial institutions.  
 
 
2.2.3 Cost of service delivery 
Since markets are a function of supply and demand, we must look at some of the key 
criteria affecting the supply of services, in particular the costs associated with 
delivering those services.  The cost of delivering financial services is heavily 
dependent on many criteria. Some of these are regionally related and some are 
related to the institutional structure.  In order to analyse the optimal roles for MOFIs, 
it is important to understand the differences in structure and cost of operations, as 
well as the limitations on the types of services that can fit within those cost structures.  
The introduction mentioned a number of the generic factors that raise costs of 
service delivery to reach rural areas for all financial institutions.  We will now look at 
some of the characteristics that can affect the cost of service delivery at the 
institutional level, and how these are distributed by type of institution.  These costs 
are defined as: 
 

• Cost of funds – the cost of raising funds (search, collection, and capital) that 
are available to be loaned out; 

• Cost of staff management and supervision – cost of managing the staff and 
developing the systems needed to track and manage funds, as well as 
governing the organisation; 

• Cost of financial security – these are the costs associated with protecting the 
money that has been raised, either through safe boxes or transport back to 
safe; 

• Cost of outreach – these are the costs associated with actually reaching the 
clients (transport and security) to disburse and collect loans, collect savings, 
etc; 

• Cost of loan allocation and decision making – costs associated with 
adjudicating loan applications, verifying the activity, ensuring that the 
collateral is verified/registered, etc.; and 

• Cost of bad debts – costs of tracking bad debts, enforcing their 
repayment,and collecting them. 

 
These costs need to be taken into consideration with respect to the different products 
that they are supporting (savings, credit, insurance, transfers, etc.), in order to 
determine the characteristics of the supply curve for those different products.  If an 
institution cannot get its cost structure right, then it may be excluded from the 
markets that it seeks to serve. 
 
2.2.4 Defining the “Carrying Capacity Curve” 
When we look at the different market characteristics and the different costs 
associated with servicing those markets, we can identify a curve that defines the cost 
characteristics of the financial services to be delivered in that market area.  We are 
labelling this the “carrying capacity curve”.  When matching the carrying capacity 
curve with type of market, we are able to determine the cost structure of the 
institutions that can sustainably deliver the services desired in that market.  Figure 1, 
below, graphically depicts the concept of the “carrying capacity curve” 
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Figure 2 Carrying Capacity Curve 

 
 
The area under the curve (shaded) depicts the acceptable level of cost of delivering 
the needed services in order to remain sustainable.  If an institution with a high cost 
of service delivery is found in a market that cannot sustain those costs, then it would 
be above the curve.  Therefore, institutions with inappropriate product offerings for 
their markets will usually be above the curve and not sustainable.  There are two 
immediate considerations from this for financial institutions – if an institution is not 
sustainable, then it must either change its cost structure (reducing costs), or change 
the market that it is serving (move into a market that can sustain higher cost 
institutions by consuming different products). 
 
A second way of presenting this information has been developed by the 
Decentralised Financial Services project in Kenya3.  Figure 3 is an attempt to 
illustrate this concept, just using two variables, viz. poverty incidence and population 
density, which can be proxies for levels of economic activity (the lower the population 
density and the higher the incidence of poverty in a geographic region, the lower the 
level of economic activity for the population in general.  This concept presents the 
relationship between financial institutions and market environment.   

                                                 
3 Adapted from “One Step Beyond – Tackling the frontier of microfinance in Kenya” by Susan Johnson, 
Markku Malkamaki, and Kuria Wanjau”, Decentralised Financial Services Project. 
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Figure 3:  Different contexts, different typologies4 
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The project surveyed many institutions in the different markets.  While not all of the 
financial institutions are profitable (sustainable), they are presented by typology in 
section 3.1.2, below. 
 
 
2.3 DEFINING THE TYPES OF INSTITUTIONS, THEIR PRODUCTS, AND THEIR 

CHARACTERISTICS (SUPPLY CURVE) 
 
As noted above, there are a range of different costs associated with delivering 
services by type of institutions.  These are directly related to the types of products 
that they offer, the mix of products that they offer, and the size of the institution 
(economies of scale). 
 
2.3.1 Institutional typologies 
As we look at different institutional typologies providing microfinance services, there 
is a continuum moving from the highly informal to the formal and legally registered 
institutions.  Some of these institutions include: 
 

• Rotating savings and credit associations (ROSCAs) are the most informal and 
simplest of formats of financial intermediation where all of the finances 
accumulated during one period are then loaned out to the members on a fixed 
schedule.  These funds are kept by the payee until his next turn to borrow. 

• Self Help Groups might include revolving credit operations, funded initially by 
outside sources.  Funds are loaned on a revolving basis with some borrowers 
needing to wait for earlier borrowers to repay.  There is often weak 
governance, as there is no real ownership of the funds. 

• Accumulating Savings and Credit Associations (ASCAs) move up a notch in 
complexity from the ROSCA, as the loans must be paid back into the group.  
While these can be highly informal, as well, some organizations like CARE 
International have been modifying them to greatly strengthen their internal 

                                                 
4 Johnson, Susan, Markku Malkamati, and Kuria Wanjau, “One Step Beyond – Tackling the frontier of 
microfinance in Kenya”, Decentralised Financial Services Project, 2005 
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operations and governance, standardizing their operations (CARE calls them 
Savings and Loan Associations – SLAs). 

• Savings and Credit Cooperatives (SACCO’s) are the most common form of 
donor promoted member owned financial service organizations.  While much 
more formal, they are much more expensive to maintain and require much 
more qualified management.  While in close proximity to their clients, these 
have comparatively heavy fixed investments (buildings, safes, etc) and 
require extensive management controls, bookkeeping, and supervision. 

• Financial Service Associations (FSAs) are member owned financial 
institutions that are owned and financed through the purchase of shares that 
can be resold within the community.  FSAs are a very complex conceptual 
and management structure that requires highly skilled (and correctly 
supervised) managers to make both the internal financial systems function 
properly, as well as the external management, share valuation and oversight. 

• Village banking institutions (CRS and IRAM models) which are started with 
credit funds and then develop their own resources to on-lend through the 
interest repayment differential between the rate they borrow at compared to 
the rate they charge their own members, rather than through collecting 
savings.  These tend to be rather expensive to start up and manage, and are 
slow to develop their own capital for lending. 

• NGO credit driven microfinance institutions.  These are the typical MFIs 
funded by most donor operations which have fairly centralised structures and 
concentrate on delivering credit.  They are funded with outside resources, 
normally free at first, but eventually carrying market based costs of capital. 
These tend to be more expensive to manage and the cost of service delivery 
remains high until the institution reaches a large paid in capital and significant 
client base, often requiring a base of 15-20,000 clients to reach sustainability. 

• Licensed, regulated banking institutions.  Owned by private shareholders who 
should not be clients of the institution except under special conditions, banks 
have the greatest potential to raise and intermediate savings into financial 
services. 

 
Figure 4, below, summarizes the overall costs that an institution carries to deliver the 
products that it offers, ranking them from very low, low, medium, high.  While the 
products may differ considerably, the important element is to demonstrate the 
composition of the different costs, because these will drive the acceptability in the 
market.  The higher the cost structure organizations can offer more sophisticated 
produces, but there might not be a significant demand for those products in all 
markets. 
 
Figure 4 Relationship between institutional type and institutional cost structure 

Type of 
Financial 
institution 

Ownership 
structure 

Costs of 
funds 

Cost of 
manage-
ment 

Cost of 
Financial 
security 

Cost of 
loan 
allocation

Cost of 
bad debt 

Cost of 
outreach

ROSCA MOFI Very low Very low Very 
Low 

Very low Low Very low 

ASCA MOFI Very low Very low Very low Very low Low Very low 
FSA MOFI Market Medium Medium Medium High Low 
Village Bank MOFI Market Medium Very low Medium High Low 
SACCO MOFI Low Medium Medium Medium High Low 
Microfinance 
Institution 

NGO Market High Medium Medium High High 

Licensed 
Bank 

Shareholder Market High High High High High 
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Taking the ASCA methodology as an example, this form of institution with up to 30 
members has managed to reduce the costs to such a point that they can function in 
just about any cost environment: 
 

 Management is volunteer, and the cost of loan appraisal and allocation is 
handled by the members, so no cost; 

 Funds are raised through savings, so there is no initial cost to the capital; 
 Though savings are collected, these funds are almost completely loaned out, 

so there is little risk of theft; 
 Costs of bad debt are addressed through peer pressure and close personal 

knowledge of the clients; and 
 The cost of outreach is virtually eliminated because of the proximity of the 

services to the members. 
 Governance of the institution is carried out by all of the members. 

 
The products offered by an ASCA are quite limited, but they meet the basic needs of 
most of the clients in the weaker market environments. 
 
In contrast larger types of MOFIs, with more formalised structures, have higher basic 
cost structures.  Taking the example of a larger savings and credit cooperative 
(SACCO), such as those supported by WOCCU in many countries, and Financial 
Service Associations (FSAs), the costs are substantially higher based on the 
structure of operations.  With fixed premises, larger members, management costs 
are higher.  As there are generally more members per cooperative, the risks (costs) 
of bad debt are higher, and problems of management become more sophisticated.  
With a more complicated management structure, professional managers are needed 
with higher skill bases, which are more expensive.  More complex governance 
arrangements are also needed.  All of these elements increase the overall cost 
structure of the institution, making it less appropriate for serving a much poorer 
market with a low carrying capacity. 
 



Appropriate Roles for Member Owned Financial Services in reaching the weakest segments 
of the financial markets 

William Grant and Dr. Gerhard Coetzee, ECIAfrica  11

3. ROLES OF DIFFERENT TYPES OF MOFIS 
 
Section 2.3.1 identified different types of institutional structures, many of which are 
member owned.  We have seen that there is a wide range of types of institutional 
structures that qualify as “member owned”, from savings and credit cooperatives 
such as those supported by WOCCU which down to ROSCAs.  
 
3.1.1 The institutions and their market segments 
If we take this classification a step farther, we can view it visually, allowing us to plot 
an institution’s location by type of market that it services, as well as how expensive 
the cost of service delivery.  The figure 5, below, illustrates the fact that the markets’ 
quality depreciates as they become more rural.  In looking at the chart, the shaded 
area represents the different areas of market potential that are covered by each of 
the different zones. 
 
The variables that are used to characterize the market categories also determine the 
type of markets for financial institutions, and member owned financial institutions in 
particular.  Combining these variables can provide an indication of the quality and 
level of demand for financial services in a region. The institutions could rely on these 
factors to perform a functional evaluation (rating) of the markets with the evaluation 
scale going from weak to strong.  A good knowledge of the markets and 
understanding of their potential can enable the institutions to define an appropriate 
strategy for the supply of financial services. We provide this argument to illustrate the 
importance of context and profile of markets in the challenges faced by different 
typologies of member owned financial institutions. 
 
In the area on the graph where we feel MOFIs would be the most appropriate, we 
have to ask the same question but at a more detailed level.  Indeed, one should also 
take a cue from the more informal financial services in given settings to appreciate 
the reality of choosing more formal typologies.  In the diagram, we have listed three 
types of institutions, with different fundamental cost structures: 
 

 fully decentralized institutions where all decisions are made locally in close 
proximity to the clients with non remunerated management.  These are 
generally savings driven operations with local management (lowest overall 
cost).  These include ASCAs and ROSCAs. 

 devolved institutions, where much of the decision making is still taken at a 
centralised level.  These are generally larger savings and credit organisations 
and unions with paid management to supervise their more complex 
operations (medium cost level).  These include SACCOs (credit unions) and  
FSAs. 

 credit driven MFIs and financial institutions that are highly centralized with 
extensive outreach costs (highest cost)5.  These include institutions such as  
those promoted by organisations like FINCA, PRIDE, and Opportunity 
International, among others. 

 
The diagram clearly illustrates that the choice of a financial institution format should 
be a function of the ability of the market to carry the cost of service delivery.  In very 
strong markets (where market strength is a defined as high levels of economic 
                                                 
5 Extensive experience reviewing microfinance institutions by the authors across Africa has 
demonstrated that the sustainability of the financial institution is normally achieved by reaching the 
income needed to cover institutional costs by using a formula that focuses on outreach (numbers of 
clients), on average loan size, and interest rate.  The formula normally starts with the operating costs of 
the institution as a given. 
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activity, higher population densities and more), more costly delivery systems can be 
carried.  This is in essence focusing on the “carrying capacity” of the market.  Where 
carrying capacity becomes low and markets thus fragile, cost of service delivery 
negatively impacts on the sustainability of conventional formats, and this is where 
member owned financial institutions comes to the fore.  In these institutions many of 
the costs of service delivery are carried by the members, and thus these are more 
appropriate typologies for more remote rural areas.  The more remote and more 
fragile the market, the more appropriate is stand alone savings organisations 
completely member driven and managed.   
 
The circles in figure 5 represent actual types of financial institutions from a study in 
West Africa in 19996, along with their levels of profitability.  Some of the institutions 
are above the carrying capacity curve and are not sustainable.  Some of them have 
changed their markets or adjusted their costs to fit within the market’s carrying 
capacity. 
 
 

 
Figure 5: Institutional and market mix  

 
 
3.1.2 The challenges of different typologies 
 
Figure 5 focuses on the areas where market carrying capacity considerations point to 
the appropriateness of MOFIs as financial service institutions. The evidence showed 
that there are more appropriate types of MOFIs in which setting.  We would argue 
that the more formalised and sophisticated (in terms of range of services provided, 
                                                 
6 Grant, William and Hamet Ndour, Microfinance and rural credit in West Africa: Establishing a 
market based framework for analyzing appropriate institutional structures and strategies in 
West Africa (2000, for USAID, unpublished). 
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external managers used and linkages with the formal financial system in the country) 
MOFI would probably have higher costs of delivery than the more informal types.  
Figure 6 takes the geographic and poverty map introduced above, and introduces a 
range of typologies of MOFIs and other financial institutions that were sampled in 
Kenya, looking at their sustainabilitycan be sustainable that are found in different 
market environments, using Kenya as an example. 
 
 
 
 
Figure 6:  Different contexts, different typologies7 
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*Institutions in bold and italics were assessed as sustainable (WEDI, WEDCO, Nyeri SACCO, and 
Equity), while the institutions in plain letters (FSAs) had not reached sustainability. 
 
 
These practical examples demonstrate that the more remote, and the poorer a 
setting (market), the less formal and sophisticated the model of the MOFI that can be 
utilised (WEDI is an example of a Managed ASCA, while WEDCO is a credit driven 
NGO MFI).  In addition, the more remote and the poorer, the more fragmented (thus 
difficult to link) the market becomes and thus the type of MOFI should accommodate 
the reality of the setting.  In remote areas of Niger, a country with very poor 
experience in developing and delivering financial services in any environment, CARE 
International developed and implemented a very informal, basic approach and 
typology MOFI (the MMD) that relies only on a small women’s group and their 
activities, and not a network and linked approach8. With completely decentralised 
nature of the activities, this model has successfully enhanced access to financial 
services for upwards of 200,000 women9.  The development of similar financial 
institutions in Kenya, often driven by commercial service providers, has brought 
sustainable financial services to very isolated parts of the country.   
 
As one moves towards the more densely populated areas with lower incidences of 
poverty (and significantly increasing levels of financial activity), the range of financial 
institutions can increase dramatically.  Commercial banks, more expensive to 

                                                 
7 Johnson, Susan, Markku Malkamati, and Kuria Wanjau, “One Step Beyond – Tackling the frontier of 
microfinance in Kenya”, Decentralised Financial Services Project, 2005 
8 Allen, Hugh and William Grant, CARE’s Mata Masu Dubara (MMD) Program In Niger,  Successful 
Financial Intermediation in the Rural Sahel, Journal of Microfinance, 2003 
9 CARE currently tracks over 5,500 groups with 127,000 members and cumulative savings (resources) 
of about US $ 3 million.  There are many other groups that they no longer follow. 
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manage than MOFIs, but offering a greater range of products and often more 
professional management, begin to dominate. 
 
However, member based and other models are not exclusive models anymore.  
While we have looked at stand alone institutions, there is increasing integration 
between models. Depending on the circumstances, MOFIs can even get stronger 
with appropriate linkages and partnership approaches.  There are numerous 
examples where independent groups have linked into more established financial 
institutions (as in Cameroun with MC2 and the Freedom From Hunger Credit with 
Education groups), where leading members from MOFIs have been linked into more 
sophisticated financial institutions (essentially being graduated, as happened for 
more than 15,000 MMD members in Niger). 
 
3.2 CONCLUSION 
 
Different types of financial institutions bring different cost structures.  While there is a 
great variety of MOFIs, with very different cost structures, a number of them have 
tailored their cost structures and the services they offer to reflect the carrying 
capacity of the market.  When institutions are able to reduce their cost structure they 
are able to reach out to more isolated and difficult to reach segments of the market.   
 
Member based and other models are not exclusive models anymore.  MOFIs can be 
strengthened by linkages with other types of institutions.  This is even true in settings 
where the cooperative banking systems have been entrenched over time, and now it 
is clear that in many countries the financial market development created 
opportunities for partnership models that can deepen and strengthen markets. 
 
The presentations following this one look at some major innovations in decentralised 
MOFIs and some of the critical issues and challenges facing the development of 
MOFIs.  The CARE Mata Masu Dubara (MMD) a village savings and loan MOFI has 
proven an interesting model to look at more carefully.  The opportunities created 
through linking MOFIs into banks and larger MOFIs.  The challenges of developing 
good governance within MOFIs remain one of the most fundamental issues in the 
early development of the MOFIs.  The challenges to developing affordable, 
competent management capacity in MOFIs parallel the challenges of good 
governance. 


