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INTRODUCTION 

Commercial banks and other regulated actors continue to enter the microfinance world. In 
Latin America alone, over 70 commercial institutions have entered the market motivated by 
the potential profits of a new niche or in some cases, by the fact that large numbers of people 
still lack access to formal financial services, in a process we call downscaling. While they are 
seemingly worlds apart, commercial actors and poor microentrepreneurs have been courting 
each other over the last five years in most countries of Latin America. 

In theory downscaling is a good solution to microentrepreneurs’ lack of access to credit. 
Banks have plentiful resources and a large infrastructure to reach out to thousands of clients. 
Surveys and anecdotal evidence collected for this chapter, however, indicate that 
downscaling is a difficult endeavor. 

The experience of these new entrants in microfinance has been mixed. A few commercial 
actors have succeeded, others are struggling and some have simply given up. This parallels 
the experience of microcredit non-governmental organizations (NGOs). But unlike the NGOs 
which are buttressed by a strong sense of mission as well as donor funds, most commercial 
banks usually make their decision to exit the market quickly. For this reason, there are 
already a number of well-known cases of bank exit. 

Looking across the range of commercial experiences, there are at least four reasons to be 
cautiously optimistic. 

•	 Today more commercial banks are using “microfinance best practices” than ever before. 

•	 Some commercial actors have expanded their client base very quickly to the tens of 
thousands, faster than many of the leading microcredit NGOs, and at minimal cost to donors. 

•	 New types of commercial actors have emerged. There is no single downscaler profile, but 
instead, commercial institutions of all shapes, sizes and orientations have entered the 
market. 

•	 Some of these commercial actors are showing important profits in their microlending 
operations, in some cases, these returns exceed those of other bank departments. 

This chapter draws from the experience of 53 bank downscalers that have entered the 
microfinance world since the mid 1990s. It derives lessons from two sources: a quick update 
of the experience of 18 bankers featured in the 1997 report entitled Commercial Banks in 
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Microfinance: New Institutional Actors in the Microfinance World,1 and a new survey of 42 
commercial banks2 conducted in early 2001. 

While many commercially licensed and regulated institutions arose out of the transformation 
of NGOs, the focus of this chapter is primarily on private sector commercial actors who enter 
the market through a profit motivated “downscaling” or “diversification” strategy. This 
chapter also includes a discussion of a few state banks that initiated programs for 
microentrepreneurs. With the exception of a brief mention of BancoSol and Caja Los Andes 
in Bolivia, the chapter does not include other commercial actors, such as transformed NGOs, 
credit unions (many of which are downscaling as well), or the specialized micro-banks that 
are emerging in Eastern Europe and in a few other countries. 

This chapter has the following five sections: 

What happened to the 18 pioneering banks offers an update of the 18 banks featured in the 
1997 Commercial Banks in Microfinance paper. The experiences of these banks has been 
quite mixed. 

2001 survey results presents the results of a bank survey conducted for purposes of this 
chapter in early 2001 to which 42 banks responded. It divides the banks into four peer groups 
and presents survey findings, among them the use of best practices, the types of 
methodologies used, loan sizes, and their technical assistance needs. 

Hurdles of downscaling, draws from the original paper, the 2001 survey and interviews, and 
overall trends. It analyzes some of the challenges banks face in developing a microcredit 
portfolio and explores why banks exit. 

Role of donors discusses which types of commercial institutions are the best partners for 
donors as well as the most appropriate interventions for donors. 

The chapter ends with a summary of the most important findings, remarks regarding the 
ingredients for downscaler success and some future challenges. 

It should be emphasized that any conclusions expressed here are preliminary or in some cases 
notional based on anecdotal evidence and the small survey sample. Further research, 
observation and time will be necessary before a final verdict can be declared on the success 
or failure of the downscaling approach. Commercial downscaling is still a work in progress. 

1 This paper, published in 1997, was based on surveys conducted of bankers attending a “commercial banks in 
microfinance” conference in November of 1996 sponsored by the US Agency for International Development. 
The paper can be downloaded from USAID’s microenterprise website: www.mip.org. 

2 Seven banks responding to the 2001 survey were also featured in  the 1997 paper. This makes for a total net 
number of 53 banks examined in this chapter. Two of the banks in the original paper, however, BancoSol 
and Caja Los Andes, are transformed NGOs and cannot be considered “downscalers.” 

Microenterprise Best Practices Development Alternatives, Inc. 



3 

WHAT HAPPENED TO THE 18 PIONEERING BANKS? 

The 1997 paper, Commercial Banks in Microfinance: New Actors in the Microfinance World, 
recorded data on 18 institutions participating in an international bankers conference in 
November 1996. They included 12 commercial banks, two transformed NGOs, one finance 
company, one building society, one rural bank, and one state bank. Four were from Africa, 
three from Asia and 11 from Latin America and the Caribbean. Excluding the state bank Bank 
Rakyat Indonesia (BRI),which had 2.4 million borrowers and some 12 million savers in 1996, 
the remaining 17 institutions had 173,002 active microloans with $179 million in loans 
outstanding. Most were at an incipient stage, experimenting with methodologies and 
organizational structures, although most believed that the microcredit business was profitable. 
The largest single institution, after BRI, was BancoSol with 57,000 clients. Excluding both 
BRI and BancoSol, the average number of loans per institution was 7,250. 

Since the 1996 conference, the aggregate experience of the 18 institutions has been only 
satisfactory. External factors, such as economic downturns and increased competition among 
microcredit providers have had a constraining effect on many of the programs. Internal 
factors also have been at fault. Some of these pioneers have had difficulty adjusting their 
systems and procedures to serve the lower end of the market in a significant way. 

Of the group of 18, seven institutions showed strong performance. Four institutions 
(Centenary Bank, Panabo Rural Bank, BRI and Standard Bank) experienced very high levels 
of growth of borrowers or depositors. Three additional institutions experienced moderate 
growth, doubling the number of borrowers in four years. 

The remaining eleven experienced limited growth, exited the microfinance market, or failed 
as banking institutions. Table 1 below offers a synopsis. 
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Table 1: Downscaling Bankers from the 1997 Report: Then and Now (1997 and 2001) 

Banks experiencing high growth (more Borrowers: 
than 200%) of microcredit borrowers or Centenary Bank: 3,900 to 16,640 (326%) 
high numbers of absolute depositors Panabo Rural Bank: 1,600 to 7,000 (337%) 

Depositors: 
BRI: 12 to 24 million (100%) 
Standard Bank: 287,786 to 2.4 million (734%) 

Banks experiencing moderate growth Borrowers: 
(100% to 200%) of microcredit Caja Los Andes: 17,800 to 42,000 (136%) 
borrowers Family Finance: 6,000 to 12,000 (100%) 

MultiCredit Bank: 1,450 to 3,776 (160%) 
Banks experiencing small growth (less 
than 100%) of microcredit borrowers 

Borrowers: 
BancoSol: 57,700 to 67,000 (16%) 

and depositors Financiera Familiar: 4,600 to 7,300 (59%) 
National Development Bank: 20,852 to 21,476 (3%) 
Banco Agrícola, 8,000 to 9,500 
Depositors: 
Bank Dagang Bali: 344,619 to 384,000 (11%) 

Banks whose base of microcredit Banco del Desarrollo: 17,500 to 14,000 
borrowers declined Bank of Nova Scotia: 9,000 to 1,200 
Banks that closed Banco Empresarial 

Worker’s Bank 
Banco del Pacífico 

Banks that withdrew from microcredit Banco Wiese, Peru 
Source: Data for 1997 drawn from Baydas, et.al. Tables 3 and 6. Data for 2001 corresponds to December 2000 
and drawn from author’s 2001 survey and telephone interviews. Data for Bank Dagang Bali from WWB Global 
Directory of Banking Innovation in Microfinance: Sections on Asia, September 2000. 
* Institutions in italics are transformed NGOs, not downscalers, and included here only because they were 
surveyed for the 1997 paper. 

Since 1996, only four banks out of the 18 exited microcredit. Banco Wiese pulled out of the 
Peruvian microcredit wholesale market when it invested in Mibanco, a transformed NGO. 
Three other banks discontinued microcredit because the overall bank failed. Banco 
Empresarial in Guatemala, Worker’s Bank in Jamaica, and Banco del Pacífico in Ecuador, 
were closed down after a period of severe economic crisis in their respective countries. While 
Worker’s Bank failed, its small but healthy microenterprise portfolio was purchased by the 
Jamaica National Building Society, and is now managed by its subsidiary, the Jamaica 
National Microfinance Company. 

In sum, while fifteen of the 18 microcredit programs continue after four years, growth of 
borrowers among the programs has been unimpressive. The deposit mobilization programs 
of the two largest banks of the sample, BRI and Standard Bank of South Africa, have taken 
off and are reaching millions of clients. 

Microenterprise Best Practices Development Alternatives, Inc. 
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2001 SURVEY RESULTS 

This section presents an empirical profile of the institutions responding to the 2001 survey. A 
four-page survey (based on the original 1997 survey) was sent to over 100 banks around the 
world that were known to be engaged in microfinance. Forty-two of them responded to the 
survey—29 from Latin America, 6 from Europe and Eurasia, 6 from Africa and North 
Africa, and 1 from Asia. For reasons of confidentiality, most of the data of the 42 individual 
institutions are presented only in the aggregate, or as part of a peer group. While the fit in the 
peer groups is not perfect and the sample is small, this approach does offer some interesting 
comparisons that shed light on the experience of the banking sector in microcredit. 

TYPES OF COMMERCIAL ACTORS 

One of the most important differences between the 1996 survey and the survey in 2001 are 
the new types of commercial actors which have entered the field. In late 1996, the largest 
group of commercial actors in microfinance were the traditional banks, many of whom were 
receiving assistance of various international donors. There were also a few transformed 
NGOs. By 2001, the commercial microfinance institutional landscape has become more 
complex. The place of finance companies and specialized microbanks has grown in 
importance. Although the 2001 survey did not solicit responses from transformed NGOs, 
since it was focused on “downscaling” institutions, the number of transformed NGOs has 
remained relatively small compared to the number of other commercial institutions that have 
entered the market. The survey respondents reflect this changing institutional picture. 

The Peer Groups 

Table 2 below lists the survey respondents and categorizes them into four institutional types 
based on their type of license and their size. 

Of the 42 respondents, 44 percent started their microlending program during or before 1996, 
29 percent during 1997 or 1998, and 27 percent during 1999 or 2000. 

Getting the Recipe Right: The Experiences and 
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Table 2: List of Respondents by Institutional Typology, 1997 and 2001 

Type of Institution 1996 Survey (18) 2001 Survey (45) 
Large, Private, Multi-Purpose 
Commercial Banks

Banco Agrícola, El Salvador 
Banco del Desarrollo, Chile 

Banhcafe, Honduras 
Banco Agrícola, El Salvador 

Full-service profit motivated Banco del Pacífico, Ecuador Banco Balcarce, Argentina 
intermediaries; the majority Bank of Nova Scotia, Guyana Banco de Pichincha, Ecuador 
offer a diverse array of Banco Wiese, Peru Bancafé, Guatemala 
products (loans, deposits, 
foreign exchange, transfers, 

MultiCredit Bank, Panama 
National Development Bank, 

Banco del Comercio, Honduras 
Banco del Desarrollo, Chile 

credit cards, etc.) Egypt Banco del Trabajo, Peru 
Standard Bank, South.Africa Banco Multibanco, Paraguay 
Worker’s Bank, Jamaica Banco Salvadoreño, El Salvador 

Banco Santander, Chile 
Bank de l’Union Hatienne, Haiti 
Bank of Nova Scotia, Guyana 
MultiCredit Bank, Panama 
Sogebank/Sogesol, Haiti 
National Development Bank, Egypt 
CBAO, Senegal 
Commercial Bank of Zimbabwe 
Kenya Commercial Bank 
Almaty Merchant Bank, Kazakhstan 
Bank CenterCredit, Kazakhstan 
Bank TuranAlem, Kazakhstan 
Kazkommertsbankt, Kazakhstan 
Narodny Savings Bank, Kazakhstan 
Eurobank, Bulgaria 

Small Commercial Banks Banco Empresarial, Guatemala Akiba Commercial Bank, Tanzania 
Full-service intermediaries, Bank Dagang Bali, Indonesia Banco de Desarrollo Unificado, DR 
usually new entrants, with a Centenary Bank, Uganda Banco Solidario, Ecuador 
small volume of assets (less Panabo Rural Bank, Philippines Mi Banco, Panama 
than $50 million). Panabo Rural Bank, Philippines 
State Banks Bank Rakyat Indonesia Banco del Estado, Chile 
Full service intermediaries. Banco Nacional de Costa Rica 
Operate out of a sense of BanRural, Guatemala 
social responsibility. Generally Kenya Postal Office Savings Bank 
hold large numbers of small 
savings accounts. 
Finance Companies/ Family Finance Building Society, Aval-Card, Honduras 
Consumer Lenders/Credit Kenya Crédito Familiar, Mexico 
Card Companies Financiera Familiar, Paraguay El Comercio Financiera, Paraguay 
Regulated non-bank FA$$IL, Bolivia 
institutions, usually active in Financiera Familiar, Paraguay 
consumer lending. Some also Financiera Compartir, Colombia 
capture deposits. Financiera Solución, Peru 

Visión de Finanzas, Paraguay 
(Transformed NGOs – not BancoSol, Bolivia N/A 
covered in this chapter) Caja Los Andes, Bolivia 
* The seven banks in italics represent those which also participated in the 1996 survey.
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Tables 3a and 3b provide a snapshot of basic data of the institutions responding to the survey 
by their peer groups. 

Table 3a: Active Number of Loans, Loan Volume and Average Outstanding Balance 
By Peer Group, December 2000 

Institutional Type 
No. of active 

loans 
Loan Volume 

(US$) 
Average Outst. 

Loan (US$) 
Large commercial banks (25) 146,275 215,023,145 1,512 
Small commercial banks (5) 21,402 10,562,111 494 
State banks (3)* 59,400 86,234,026 1,452 
Finance Companies(8) 76, 851  69,216,187 901

 TOTALS (41)* 303,928 $381,035,469 $1,253 
Numbers in parenthesis represent the number of respondents in each peer group.

*Excludes Kenya Post Office Savings Bank which had no loans outstanding as of December 2000.


Table 3b: Average Number of Loans and Smallest and Highest Number of Loans in Peer Group 
December 2000 

Institutional Type 
Average number 

of loans of peer group 

Smallest and highest 
number of loans 

for institutions in each peer 
group 

Large commercial banks (25) 5,851 159 – 35,912 
Small commercial banks (5) 4,280 620 – 10,845 
State banks (3)* 19,800 3,875 – 32,525 
Finance Companies(8) 9,606 959 – 26,200 

Numbers in parenthesis represent the number of respondents in each peer group.

*Excludes Kenya Post Office Savings Bank which had no loans outstanding as of December 2000.


WHY DOWNSCALE TO MICROCREDIT? 

What motivates banks to downscale? Based on the banker interviews, the 1997 paper 
speculated that profitability (for most) and image (for a few) were the driving forces. In 
2001, the responses were more nuanced.  The most common response among the large 
commercial banks was that there was a market opportunity—most likely reflecting the fact 
that they were seeking to diversify. The smaller banks, on the other hand, generally listed 
market opportunity and social responsibility. Each of the four state banks in the survey listed 
social responsibility as their primary goal. Finance companies were evenly divided among 
those that were pursuing their financial benefit, and those that felt a sense of social 
responsibility. 

Table 4 below, presents the choices of motivations reported by the peer groups. 
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Table 4: Key Motivating Factor Behind Downscaling (Number of Banks) 

Peer Groups 
Market 

Opportunity 
Social 

Responsibility Both 
Large commercial banks(25) 19 5 1 
Small commercial banks (5) 1 2 2 
State banks (4) 4 
Finance companies (8) 4 4 
Numbers in parenthesis represent the number of respondents in each peer group. 

Is profitability all it takes to motivate the banks? One of the big questions in the 1997 paper 
was whether microcredit was indeed a profitable business venture for commercial banks. We 
speculated that if it were shown to be profitable, many banks would enter the market. Hence, 
the USAID Microenterprise Best Practices (MBP) project set out to analyze the profitability 
of a number of bank microcredit products, all of which documented profitable or nearly 
profitable operations.3  The question remained, however, as to why banks all over the world, 
which had heard of potential microcredit profits, were not rushing to offer microcredit.  Why 
was it that there seemed to be a more generalized interest only in the Latin America region? 

The 2001 survey and follow-up interviews offers a more complex understanding of the 
motivating factors for the banks. Profitability in and of itself does not explain the entry of the 
traditional banks. As noted, if profitability were the only factor, many more banks would be 
active in the market. One of the findings of the Poyo and Young paper on commercialization 
was that banking competition was driving much of the recent entry of bank downscalers.4 

The 2001 survey seems to confirm this. Commercial bank entry appears to be principally 
associated with the fact that financial margins are being squeezed, and as a result, they are 
seeking new profitable market niches. The fact that microcredit can be profitable is a 
necessary, but not sufficient condition to motivate bank entry. However, demonstrated 
profitability is necessary for the expansion and permanence of microfinance operations 
within a commercial institution. 

Another secondary factor, not captured in the survey itself, but mentioned in interviews, was 
the availability of technical assistance offering the know-how to reach this segment of the 
population. Once banks realize that they need to diversify their product lines in order to 
survive, the availability of technical assistance can lure them towards microcredit, as opposed 
to some other product. For the downscaling state banks, the only group that across the board 
listed “social responsibility” as their primary motive, the motivating factors appear to be 
different, although still related to a desire to maintain or grow their market share. 

Many of the banks featured in the 1997 paper (such as Financiera Familiar in Paraguay, 
National Bank for Development in Egypt, Banco Agrícola Comercial or MultiCredit Bank in 
Panama) had a board champion who was the motivating force behind the entry into 

3 There were three MBP case studies.  There were also case studies conducted by World Bank and IDB.
4 Poyo, Jeff, and Robin Young, Commercialization in Latin America conceptual framework paper. 
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microcredit. This “commitment” was regarded as a motivating factor in some cases and an 
essential ingredient to the success of a microcredit program within the bank.  In the 2001 
survey, 41 banks also mentioned strong support for microcredit from high levels of the bank. 
In 2001, however, it is interesting to note that fourteen banks mentioned high-level 
operations or product managers (not a board member) as most committed to the program. 
Another 12 banks mentioned there was support from both the board and operational levels, 
suggesting a trend towards product operations champions. This may reflect a maturing of 
microfinance within the banks and/or the context within which microfinance emerges. For 
the bank pioneers, microcredit was a real experiment, a leap of faith. For those that followed, 
microcredit was, as suggested above, more of a necessity and, hence, there was a need for an 
internal cadre to ensure its success. 

INSTITUTIONAL OUTREACH AND PROFITABILITY 

Outreach 

Outreach (measured by the number of active loans) is generally modest among most of the 
42 banks surveyed. Of the 41 banks that reported number of loans and volume outstanding, 
the average number of active microenterprise loans per institution is only 7,413. As of 
December 2000, ten of the 41 banks had more than 10,000 active loans. Of these, five had 
more than 20,000 active loans and three had more than 30,000 active loans. 

Based on the survey data alone,5 the most important determinant of outreach appears to be 
the institutional typology. Eight of the nine banks with over 10,000 loans were either state 
banks or predominantly consumer lenders. Of the institutions with over 30,000 loans, two 
were consumer lenders that had initiated operations only three years earlier and the third was 
a state bank. For the state banks, rapid growth is clearly facilitated by an ample, accessible 
and well-established branch structure. Once the product is tested in one branch, it is easily 
transferred to the next. For the consumer lenders, anecdotal evidence suggests that they can 
increase outreach quickly (albeit often with arrears problems). 

It could be circumstantial that the large private banks are not present among the top 10 
institutions with the largest outreach. But the survey and individual interviews suggest that 
large corporate bank downscalers have the most difficulty expanding their microenterprise 
clientele. In this peer group, the average number of borrowers per institution is only about 
5,800, although this group has the longest history with microcredit. It is speculated that this is 
by and large a result of the difficulty of assimilating a microfinance product into a corporate 
bank structure. For newer entrants, it may simply be a lack of understanding of the “volume” 
nature of microcredit. 

The survey instrument was not an adequate mechanism to explore leadership or governance issues which 
may in fact be the strongest determinants of success. Also the survey did not explore the economic and policy 
environment in each of the countries, which may also influence outreach. 

Getting the Recipe Right: The Experiences and 
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Table 5 below presents the average outreach of each peer group as well as the average 
number of years of exposure to microcredit for each peer group. As can be seen, the large 
commercial banks have been in the microfinance business the longest. However, they do not 
have the highest number of loans. 

Table 5: Average Age and Number of Loans of Respondents by Peer Group 

Institutional Type 
Average Age of 

Microcredit Product 
Average # of active 
loans of peer group 

Commercial Banks(25) 4.9 years 5,801 
Small Banks (5) 2.9 years 4,280 
State Banks(3) 3.0 years 19,800 
Finance Co/Consumer Lenders(8) 3.6 years 9,606 

It would seem a reasonable hypothesis that the age of an institutional program affects the 
outreach of that program. The older the microcredit program, the larger the client base; 
similarly, the younger the program, the fewer clients. Based on the survey data, only the 
second proposition holds true. Small banks have been operating microcredit programs for 
less than three years, and they have the smallest outreach.6 However, after the third year, the 
data on outreach performance does not correlate with age. Of the respondents with over 
10,000 active loans, four started before 1996 (5 years old or more) and five after 1996 (4 
years old or less). The three banks with over 30,000 active loans had program start dates of 
1992, 1996 and 1998. As such, the data suggest that after the first three years of operations, 
the age of the microcredit program is not a major outreach determinant. 

Growth Projections 

The survey asked each institution to project the number of microenterprise clients they 
planned to have in 2005. The intent was to understand whether banks saw themselves as 
large scale providers or whether they viewed microcredit as a side activity. There was 
considerable variation among the institutions within each of the peer groups. The ten 
institutions with the most aggressive targets (defined here as those with projected number of 
active loans of 60,000 and above) generally fell into three categories: subsidiaries of banks, 
consumer lenders (either as large banks or as finance companies) and state banks. 
Subsidiaries of banks are created specifically to serve microentrepreneurs and are generally 
in tune with the outreach goals of the larger microfinance industry. Three of the samples’ 
five subsidiaries had plans to grow to anywhere between 70,000 to 100,000 clients. The 
social motivation behind state banks also leads them to share outreach goals. Three of the 
four state banks in the sample (one is also a subsidiary) also had high growth projections, in 
the 90,000 to 100,000 range. Finally, four consumer lenders (two operating as finance 
companies and two as large banks) also had aggressive targets, ranging from 60,000 to 
75,000. There was only one bank that did not fit into the above categories – a small bank 
which also projected growth targets above 60,000 loans. Rapid growth would be expected for 

6 This is also the case of the four specialized microbanks that responded to the survey.  They have been 
operating for only one to two years and their outreach is very small still. 
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private banks with large branch networks. Curiously, however, of the four large private 
banks with over 100 agencies in the sample, only one (the one with the subsidiary) projected 
major outreach (from over 2,000 to 100,000 clients) by 2005. The other three only projected 
between 6,000 and 16,000 active borrowers. 

Profitability 

Anticipating that most banks would be unwilling to share information on the profitability of 
their operations, the 2001 survey did not request such data. Instead, the survey asked the 
banks whether they thought their microcredit product was profitable. Almost 78 percent of 
the banks responded that it was. Nine banks indicated that the product hadn’t reached break-
even yet, a reasonable answer since they had introduced microcredit only within the last 3 
years. Another two respondents indicated they didn’t know if the product would be 
profitable. Both of these banks were large commercial bank downscalers that had recently 
started microcredit operations. 

While the majority of banks surveyed believe that their microcredit product is profitable, it is 
unclear how they can be certain of this, as most appear to lack a product accounting system 
that will let them track its costs. A number of the banks listed this as one of their areas of 
concern. The MBP case studies of private banks confirmed the absence of cost allocation 
tools within the banks examined. Some of the banks interviewed cited high interest rates and 
repayment rates that are better than other product lines as evidence of likely profitability. 

Organizational structure and funding 

The 1997 paper found that it was difficult to accommodate the idiosyncrasies of a 
microcredit product in a large corporate structure. Larger, older more bureaucratic banks 
lacked the flexibility to adapt policies and procedures to easily handle hundreds of small 
loans efficiently and profitably. 

The evidence from the 2001 survey appears to confirm the 1997 finding that downscaling has 
been most difficult for large corporate banks. Large banks appear to have a low level of 
client outreach, despite the fact that they have been in business for an average of 4.9 years 
(See Table 5). Of the 22 large commercial banks (excluding the three that are heavily 
engaged in consumer lending), only three had more than 5,000 loans—an indication that they 
have experienced slow growth. Eleven of the 22 wanted technical assistance on 
organizational structures and 17 on credit methodologies. At least two of the banks had 
inadequate pricing strategies, charging the same rate for a microenterprise loan and for a 
small/medium loan. A few others were still utilizing corporate loan underwriting techniques 
for their microenterprise product, requiring hard collateral, and having the loan application 
pass from department to department for approval. 

By and large, however, some microfinance best practices lessons appear to have filtered into 
most of these institutions. For example, in the 1997 study, four out of 18 institutions had 
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minimum loan terms above six months. In the 2001 study, only one institution out of 44 had 
minimum loan terms above six months, suggesting an improved understanding of the short-
term nature of microcredit for working capital. 

Both the 1997 and 2001 studies found that small banks generally integrate microfinance 
better than large banks. This may be because microcredit is a more significant part of the 
portfolio of such banks and garners more resources and attention. Little was said in 1997 
about the integration of the product into a consumer lending setting, given that this was not 
yet a phenomenon of major significance. Based on the 2001 data, it appears that microcredit 
can adapt fairly well. Some finance companies have experienced explosive growth. Among 
the respondents, there were two consumer lenders with over 30,000 microenterprise loans. 

Subsidiaries 

The 1997 paper hypothesized that an appropriate administrative structure was a key 
ingredient to the successful incorporation of a microcredit product into a large corporate 
bank. The more independent the program was from the organizational culture of the bank, the 
better its chances of success. The 1997 paper also identified the subsidiary as a model that 
could provide needed independence for the microcredit program. A subsidiary is a company, 
usually owned by the bank, which services the microcredit loans for the bank. Among the 
bankers attending the 1996 conference, there were three cases of subsidiaries: Bank Rakyat 
Indonesia, Banco del Desarrollo and Bank of Nova Scotia (Scotia Enterprises). 

Surprisingly, by 2001, only five7 out of the 29 large private commercial and state banks 
surveyed had established subsidiaries. Most continued to integrate the microcredit program 
into the small/medium enterprise department, or more recently, into the consumer lending 
department. This may just reflect caution—banks may prefer to “test” a new product by 
inserting it into the existing bank structure, rather than making the bold, long-term 
commitment of a separate subsidiary. It could also reflect the fact that these banks have 
generally had less technical advice than those that did form a subsidiary. Three of the five 
subsidiaries in the sample had technical assistance specifically focused on organizational 
structure issues. Four of the five were also doing better than the average among the sample as 
measured by their outreach and general lending practices. 

That said, subsidiaries may not be a necessary condition for microcredit success in all large 
banks. While the existing subsidiaries appear to have done well because they have had the 
independence to develop their own policies, procedures, incentive systems, and sense of 
mission, other large banks in the sample appear to be succeeding at integrating the product 
deeply into the bank. Anecdotal evidence suggests that one of the important factors in this 
success may be the quality of leadership. Only time and further research and 
experimentation will tell which approach is best suited for a particular bank. 

The five banks with subsidiaries in the sample: Banco del Estado-Chile; Bank of Nova Scotia-Guyana;

Banco del Desarrollo-Chile; Banco Pichincha-Ecuador; and Sogebank-Haiti.
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Funding 

Forty of the 41 institutions with credit programs said they used their own funds for the 
microcredit program. Some also access international funds, such as the rediscount lines from 
the Inter-American Development Bank or funds from the European Bank for Reconstruction 
and Development. In addition, a few use guarantee programs through USAID or Britain’s 
Department for International Development (DFID). Contrary to common wisdom of the past, 
the availability of loan funds is not a requirement for the establishment of a microlending 
program within a commercial institution. The greater constraint appears to be getting the 
internal operating resources needed to grow the program—resources to cover such things as 
setting up branches, hiring and training staff and developing interface systems. Some banks 
managers said they would need to convince headquarters as to the program’s profitability 
before they would receive expansion resources. 

PRODUCTS AND LOAN METHODOLOGY 

Individual and Group Lending 

Individual lending is the predominant methodology used by the banks. However, there are 14 
institutions (mostly among the large commercial banks, curiously) that offer group loans. 
Twelve of these banks utilize solidarity groups (typically five women that guarantee one 
another’s loans) in addition to an individual loan product.8  The other two cases, Bancafé in 
Guatemala and Commercial Bank of Zimbabwe, utilize group products only. Most of these 
banks received specialized technical assistance which influenced their choice of lending 
methodology. Bancafé in Guatemala received training in the community banking 
methodology (usually groups of 25 to 30 women that meet weekly to repay their loans) under 
a USAID-funded contract, and the Commercial Bank of Zimbabwe from CARE 
International. 

Table 6: Lending Methodology & Percent Women by Peer Group 

Individual 
Lending 

(No. banks) 
Group Only 
(No. banks) 

Both 
(No. banks) 

Percent Women 
Borrowers 
(Weighted) 

Large Commercial Banks(25) 17 2 6 42% 
Small Commercial Banks(5) 1 - 4 52% 
State Banks (3) 2 - 1 45% 
Finance Co/Consumer (8) 7 - 1 49% 
Numbers in parenthesis represent number of respondents. Figures for percent women are weighted against the 
number of borrowers of each of the institutions. 

The 14 banks offering group loans are: Bancafé-Guatemala; Bank of Nova Scotia-Guyana; Banco del Café-
Honduras; MultiCredit Bank-Panama; Narodny Savings Bank and Center Credit in Kazakhstan; Commercial 
Bank of Zimbabwe; Banco del Desarrollo-Chile; Banrural-Guatemala; FASSIL-Bolivia; Banco de Desarrollo 
Unificado-DR; Banco Solidario-Ecuador; Mi Banco-Panama; and Akiba Commercial Bank-Tanzania. 
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Two of the commercial banks which started with solidarity group loans only (Banco del 
Desarrollo and Bank of Nova Scotia) have now introduced individual lending, in response to 
a more competitive environment and/or client demand. 

Unlike the programs of NGOs, there does not appear to be a strong correlation between 
group lending and percent of women. The small banks, four of which offer group loans, have 
52 percent of their loans with women. In the finance companies, which include only one 
group lender, women also represent almost half of the borrowers. Bank of Nova Scotia, with 
80 percent loans to women, and Commercial Bank of Zimbabwe with 79 percent loans to 
women, both offer group loans. Yet, Banco Salvadoreño, which has the highest percentage 
of women in the sample (81 percent) offers individual loans. 

While it is surprising that the larger commercial banks have group loan products, it is 
plausible they may have an easier time than the banks with individual lending programs. The 
group product, so obviously distinct from the individual loan, helps create a team of 
specialized staff that can more easily differentiate itself from the rest of the bank. Banks 
with individual lending products have to make an extra effort to create a specialized 
microfinance culture within the bank. Banco Agrícola in El Salvador is an example of a 
bank that may have succeeded after many years of trying. 

Minimum Loan Size and Term Offered 

The minimum loan offered by the surveyed banks ranged from a low of $13 and $22 to the 
more common cases between $200 and $300. If one accepts the notion of loan size as a 
proxy for the poverty level of the client, then this would suggest that the loan products are 
accessible to poorer microentrepreneurs whose businesses can only afford small loans and 
payments. There was only one bank in the sample with a minimum loan requirement over 
$500. 

Minimum loan terms averaged at 2.9 months among the 2001 survey respondents and were 
shorter than among the group of 18 bankers surveyed in 1996 (at 4.5 months). In fact, terms 
appear to have experienced reductions. Five of the seven banks that participated in both 
surveys shortened their loan terms, most dramatically from 12 months to 1 month. 

Interest Rates 

It appears that banks understand and accept higher interest rates as part of the microlending 
methodology. With the exception of two very traditional banks, all respondents have higher 
interest rates for their microcredit product than for their small/medium business products. 
How interest rates are set, however, is still somewhat of a mystery, given that most banks 
appear to lack an exact product accounting system. What banks do know, according to 
various interviews, is that the product is much more costly than their other products. In many 
cases, they simply set rates in relation to other lenders in the microcredit market or to 
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consumer lending rates. Overall, however, interest rates of banks may be slightly lower than 
the rates of NGOs. One banker indicated that the smaller weekly payment of the bank’s 
product was able to compete favorably against NGO loan products in the same market. 

SAVINGS 

Savings mobilization was important in all of the large private and state banks with over 100 
branches. Four commercial banks (Banco Pichincha in Ecuador, Banco Agrícola and Banco 
Salvadoreño in El Salvador, and Bancafé in Guatemala) had more than 400,000 savings 
accounts and two (Banco del Desarrollo in Chile and Narodny Savings in Kazakhstan) had 
more than 100,000. All four of the state banks (Banco del Estado in Chile, Banco Nacional 
in Costa Rica, BanRural in Guatemala and Kenya Post Office Savings) had large numbers of 
savings accounts, with very small balances. The largest savings bank in the sample was 
Banco del Estado, with nearly 12 million accounts.  Small banks and finance companies 
generally had very small numbers of savings accounts. Only two (both small banks) had 
numbers that could be called significant, at 20,000 and 30,000. The remainder had numbers 
usually less than 5,000. Over one-third of the respondents failed to answer the question on 
numbers and volume of savings accounts, a likely indication that those who are engaged in 
microcredit activities (and responded to the survey) are not involved in savings mobilization. 
With one or two exceptions, none of the respondents appeared to have an intentional 
microsavings program geared towards capturing savings of poor or low-income households. 
This is surely a missed opportunity for some of the institutions. 

LOAN STRATIFICATION 

Are commercial bank downscalers really reaching poor microentrepreneurs? The general 
stereotype is that commercial actors have average loan sizes much above those of NGOs and 
that they do not reach the poor. The data from the survey confirms that average loans are 
generally higher than those of NGOs and transformed NGOs listed in the MicroBanking 
Bulletin, a publication which compares the financial performance of over 100 microfinance 
institutions around the world. However, average loan size is a less than perfect indicator, 
particularly to assess the depth of outreach of institutions that offer a wide range of loan 
sizes. It is clear from the survey that commercial actors can offer very small loans to their 
microclients, while offering larger loans to their clients with larger credit needs. Banks will 
also often have lower interest rates and slightly longer (or more flexible) loan terms than 
NGOs, making the loan payment smaller than that paid to a competing NGO. In Chile, 
where NGOs have lost market share to three commercial banks, the lower loan payment may 
be one of the important selling points of bank programs. For clients, banks may also offer a 
greater range of products and services as well as a wider network of branches. A study of 
clients that switched from NGOs to the banks would be an interesting topic for further 
research, as would a study of cases in which clients have switched back to NGOs. 

Getting the Recipe Right: The Experiences and 
Challenges of Commercial Bank Downscalers 



16


To understand how average loan size corresponds with the type of institution type, the survey 
requested that respondents categorize their outstanding loans into six US dollar loan ranges, 
as shown in Table 7. 

Table 7: Percentage of Number of Loans in Six Size Categories by Peer Group 

Banks (17) 

Large 
Commercial 

$0 to 
$300 

$301 to 
$500 

$501 to 
$1,000 

$1001 to 
$2,500 

$2,500 to 
$5,000 

$5,000 and 
up 

4% 

Small 
Commercial 

8% 11% 25% 41% 10% 

1% 
Banks (5) 

17% 22% 46% 11% 2% 

State Banks (3) 10% 13% 31% 29% 13% 4% 
Finance 
Companies (7) 20% 12% 14% 35% 14% 5% 

One of the interesting findings from Table 7 is that “small commercial banks” and “finance 
companies” have the highest number of loans under $300. Small commercial banks also have 
the least number of loans over $5,000 (only one percent). 

If we simplify the categories by looking at the percentage of number of loans under $1,000, 
the pattern is even more obvious. The “small commercial banks” group has 85 percent of its 
loans under $1,000 followed by the state banks. This group also has the smallest average 
outstanding loan size of all of the institutional types, followed by the finance companies. The 
bulk of the lending for large commercial banks, finance companies and the specialized banks 
is in the over $1,000 category. Average loan sizes for finance companies are still less than 
$1,000. 

Table 8: Percent Loan Under $1,000 and Average Loan by Institutional Type 

Large Commercial Banks (17) 
Small Commercial Banks (5) 
State Banks (3) 
Finance Companies (7) 

Percent Loans Under 
$1000 
44% 
85% 
54% 
46% 

Average Loan 
Outstanding 

$1,512 
$ 494 
$1,452 
$ 901 

Loan stratification data analyzed by region offers another perspective. Not surprisingly, the 
Europe & Eurasia region has substantially higher average loan sizes, while Africa and Asia 
have the lowest. These averages generally follow the pattern also found in the 
MicroBanking Bulletin. 
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Table 9: Percent Loans Under $1,000 and Average Loan by Region 

Percent Loans Average Loan Microbanking Bulletin 
Under $1,000 Outstanding Peer Group Average 

Loan* 
Sub-Saharan Africa 80% $ 648 $123 
North Africa 48% $ 725 $492 
Asia 97% $ 251 $159 
Latin America & Caribbean 53% $1,242 $971 
Europe & Eurasia 12% $5,659 $2,249 
* Microbanking Bulletin April 2001, Table 1, Peer Groups 1, 3, 6, 10 and 8, from top to bottom. With the 
exception of Banco Solidario from Ecuador, none of the remaining 41 bank respondents participate in the 
MicroBanking Bulletin. 

Contrary to what might be expected, five of the six banks with average outstanding loan 
balances are large commercial banks. Curiously, it is this peer group that may be best 
positioned to offer the smallest loans, given the economies of scale derived from their 
extensive infrastructure and back-office support. An experiment in microcredit represents a 
minor investment for the large banks. Unlike a smaller institution that may be more 
dependent on the microcredit for its institutional viability, the large banks may be more 
willing to pilot a program with deeper outreach. 

Both the 1997 and the 2001 surveys show that some commercial actors can and do reach 
down quite deeply into the segments that have been regarded as NGO markets, although their 
average loan sizes are generally higher than those found among the NGOs. While 
conventional wisdom has it that banks do not reach lower market segments, a lesson to be 
drawn from this discussion is that commercial downscalers cannot be blindly stereotyped as 
upper-end retailers. 

HUMAN RESOURCES 

Microfinance best practices suggest that staff incentive systems are key to getting the best 
performances out of loan officers. In the 1996 survey, only 59 percent of the banks had salary 
incentives for loan officers. In the 2001 survey, 82 percent of the institutions had a staff 
incentive program. The eight banks that lacked a program fell into two institutional 
categories: large commercial banks (6), and finance companies (2). The absence of a staff 
incentive system in these institutions appears to be due mainly to a lack of information. Six 
of the 8 had received no technical assistance whatsoever, and a seventh was just initiating 
technical assistance. 

The lack of an incentive system may also be associated with the banks’ recruitment policies. 
Five of the six large commercial banks lacking a system also recruited microcredit personnel 
from within the bank. It is impractical to offer career employees an incentive only when they 
are assigned to the microcredit unit. 
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Even when employees are recruited from outside the bank, it is tricky to set-up a bonus 
system that applies to some and not to others. One large commercial bank that had recently 
initiated a microcredit product indicated it was experiencing tension among loan officers, 
because the microcredit recruits were receiving bigger bonuses than the regular bank officers. 

Use of Technology 

Surprisingly, few of the banks and finance companies surveyed use high-end technology or 
information databases. 

Table 10: Use of Technology for Microcredit Clients by Peer Groups 

Use Credit 
Scoring 

Use Smart 
Cards ATMs 

Large Commercial 
Banks 

7 of 19 (37%) 3 of 18 (17%) 11 of 19 (58%) 

State Banks 2 of 4 (50%) 1 of 4 (25%) 3 of 4 (75%) 
Finance Companies 1 of 8 (13%) 0 of 8 2 of 8 (25%) 
Small Commercial Banks 1 of 5 (20%) 1 of 5 (20%) 0 

The Automated Teller Machine (ATM) is the most common of the technologies among the 
sample, though there is no data on whether microentrepreneurs themselves have access to 
them or use them. Only 40 percent of the survey respondents consult a credit bureau. This 
might reflect the unavailability of credit bureaus in a particular country, or simply the fact 
that the banks do not view consultation as useful for the microloan clients. Given the small 
sample size, not much else can be deduced from the survey responses on credit bureaus. As 
would have been logical, there appears to be no correlation between credit bureau 
consultation and an increase in clients that are declined for loans. 

TECHNICAL ASSISTANCE AND AREAS OF CONCERN 

Thirty-five out of 46 (78 percent) institutions had received or were currently receiving some 
form of technical assistance for their microfinance product line. This compared to 50 percent 
among the banks surveyed in 1996. No information was gathered on the quality or length of 
the technical assistance. 

With one exception, all of the institutions expressed interest in receiving technical assistance 
in the future. They asked for: 

Topic No. of Requests 
New products 
Credit methodology 
Collections 
Organizational structure 
Human resources 

28 
15 
15 
12 
10 
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Product accounting 6 
Training 6 
MIS 5 
Credit scoring 3 
Technology 2 
Rural finance 2
Service delivery 2 

Mobilizing savings, reaching poorer clients, access to funds, assistance with establishing a 
credit bureau, and advertising, were each mentioned once. 

The top five areas of interest are not surprising. Banks are keenly interested in seeing what 
other products they might offer microenterprises or low-income clients. The bulk of the 
banks only offer credit for microenterprise development.  Some, however, are offering 
microentrepreneurs checking, deposit and remittances services. Credit methodology is 
something that still needs to improve among most of the banks, although as noted above, the 
adoption of some best practices seems to be taking hold. It is also encouraging to see that the 
bankers themselves acknowledge that this is an area that merits attention. While the survey 
did not request arrears data (as it was likely the self-reported data would not be comparable), 
anecdotal evidence suggests that collections are indeed a serious problem for many of the 
banks. The area of organizational structure is one of the most critical areas, particularly for 
the large commercial banks group (which rated this as their main concern after new 
products). Those banks that have developed a subsidiary have confronted this issue squarely 
and in some instances resolved it. Those that have added a new department or division in 
the bank have experienced substantial growing pains. Some, however, appear to have found 
workable integrated models. This is clearly an area that would benefit from further research 
as well, including cost comparisons. Finally, the area of human resources requires further 
attention. This includes a wide-range of topics, including staff specialization, efficiency and 
productivity, and training. Unless the bank plans to enter microcredit in a big way, it makes 
little sense to develop an in-house training program. This is perhaps an area that would 
benefit from industry-wide public goods efforts. 

Twenty-seven of 40 respondents indicated they would be willing to pay for at least half of the 
costs of technical assistance. Eight said they would be unwilling to pay. The remaining five 
said it depended on the cost. 

HURDLES OF DOWNSCALING: WHY BANKS SUCCEED OR FAIL 

While it is clear that some banks are succeeding at incorporating microfinance as a new 
product line, their numbers are still relatively small (compared to the overall number of 
banks that could offer financial services to a lower income clientele) and the experience is 
still generally fragile. The 1997 and the 2001 samples present an interesting and evolving 
experience, yet “downscaling” as an approach is far from showing signs of vigorous growth 
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and long-term stability. What are the problems that have been plaguing downscalers?  Why 
do banks fail at microcredit?  Can downscaling be successful over the long term? What are 
some of the ingredients for that success? This section deals with these questions. 

PROBLEMS THAT LEAD TO BANK EXIT 

Over the last five years, downscaling efforts have run aground on external factors—usually 
economic crisis outside of the control of the institution—as well as internal factors. 

External Factors: Economic Crisis 

Economic and banking crises swept through many Latin American countries in the late 1990s 
and dealt a blow to the fragile downscaling trend in the region. As the banking industry has 
been in the process of consolidating, weeding out the weaker players through mergers, buy
outs or outright liquidations, two effects have been observed. First, financial crisis keeps new 
entrants out of the market. It is unusual to develop new initiatives or embark on less familiar 
territory in a time of crisis. Second, failures mean that the microcredit programs of the banks 
often die with the bank. 

In Nicaragua, for example, the three banks that were engaged in microcredit failed. In a 
matter of two years, they had developed a portfolio of some 25,000 clients. But in 2000, their 
activities came to a halt. In two of the cases, the microlending program simply ended. In a 
third case, the microcredit portfolio, which proved to be of very poor quality, was the subject 
of a merger. Bank failures in Guatemala, Ecuador, Jamaica and Chile present a similar story. 

Crisis appears to affect the peer groups in different ways and to different degrees. Those most 
vulnerable appear to be the small banks, followed by the finance companies. The large 
savings-oriented banks suffer less from economic shocks, particularly of a global nature. 

The small commercial banks, particularly those with a small deposit base and a reduced 
number of shareholders, engage in microcredit but their corporate lending portfolios are still 
the largest part of their asset structure. These large loans, often to the owners of the bank or 
related businesses, often become delinquent during economic downturns. The banks lack 
fresh capital to respond to the crisis, and become insolvent. In Latin America, small banks 
with microcredit programs, such as Banco Empresarial in Guatemala, Banco de Comercio in 
Costa Rica and Filanbanco in Ecuador have closed. 

It is ironic that in this period of financial liberalization and increased banking sector 
competition, the very forces that attract many small banks to microlending are also the same 
forces that shut them down when a crisis hits. By and large, the small banks most attracted to 
the microenterprise segment are those in a weaker position, banks seeking a new niche to 
help them regain profitability in light of heavy competition. However, when the late 1990s 
crisis arrived in various Latin American countries, the microcredit portfolios of many of 
these banks were still small and unsustainable. The interest in microcredit among the weaker 
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banks can be observed not only in Latin America, but also in Africa and other regions. 
Donors should be aware of this trend as they select potential commercial partners. 

BANCO ECONOMICO: Last In, First Out 
Banco Económico was established as a commercial bank in 1990 in Santa Cruz de la Sierra, Bolivia. It represents a case of 
a bank which entered and then quickly exited the microlending market, when it appeared that the product would not 
produce the bottom line results which are so necessary to a commercial bank. The target population of Banco Económico, 
since its creation, has been the small and medium-sized enterprise sector of Santa Cruz. In its early years of existence, 
Banco Económico was very profitable, generating an average annual rate of return on equity of 26.2 percent between 1993 
and 1997. The bank continues to be an important player in the Bolivian financial system as the eighth largest bank in 
Bolivia in terms of loan portfolio, at year-end 2000. 

Banco Económico’s move to downscale and serve the microenterprise market was prompted by a combination of factors. 
Firstly, the bank’s own success in the small and medium-sized enterprise sector, what they termed the niche “just above 
micro,” led the board and management to feel confident that success could be replicated in the microenterprise niche. 
Secondly, the success of microfinance and consumer lenders, and especially the profitability of BancoSol, led many 
institutions to try their hand at microlending.  Additionally, increased competition in Banco Económico’s own market 
niche added to the desire to go down-market. 

Banco Económico’s venture into microfinance consisted of the creation of a specialized division called Presto in early 
1998. Presto was dedicated to serving Santa Cruz-based microentrepreneurs with both microcredit and consumer credit. 
Through this segmentation, Banco Económico was able to differentiate prices, charging higher interest rates for smaller 
loans to reflect the higher risk and transaction costs. It was expected that this would allow the bank to further increase 
overall profitability. 

During the first year of Presto’s operations, the quality of the loan portfolio was very good; however, the past-due portfolio 
increased rapidly in 1999. The declining portfolio quality was due not only to the economic recession and client 
overindebtedness which was affecting all Bolivian microfinance institutions, but also to changes in tax requirements, 
aimed at reducing the amount of contraband goods arriving into Bolivia at the borders, especially the borders with Brazil 
and Argentina. Many of Banco Económico’s clients relied on the sale of such goods, and thus the increased taxes greatly 
damaged their repayment capacity, which directly affected Banco Económico’s portfolio quality.  Instead of developing 
new ways to serve the microenterprise client niche, the management and board of Banco Económico made the decision to 
exit the market well before any other Bolivian lender. By October 1999, the Presto division was closed down, and all 
outstanding operations were consolidated within the bank at large. Along with this decision, the bank decided to 
completely stop disbursing loans to microenterprises, as that was seen as becoming a very risky sector, given the increasing 
problems many MFIs throughout Bolivia were encountering. 

In management’s own words, the bank was able to minimize losses by being the last to enter the microfinance market and 
the first to exit the market, before the crisis really hit large-scale. Although Banco Económico has not ruled out a return to 
the microfinance market, the board has determined that such a return would not occur for a few years, until the current 
crisis affecting Bolivian microfinance passes. Today, Banco Económico has returned to focus on its original niche “just 
above micro”, the small and medium enterprise segment. Although there are still a few loans within the portfolio which 
the bank classifies as “micro” loans, those loans are between US$8,000 and US$10,000 and have full (actually 2:1) 
mortgage guarantees. 

Sources: Text box written by Lynne Curran and drawn from interviews with Banco Económico management, January 
2001. Poyo, Jeffrey and Robin Young: Commercialization of Microfinance: The Cases of Banco Economico and Fondo 
Financiero FA$$IL, Bolivia. MBP. December 1999. 
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Finance companies that live primarily off consumer loans tend also to do poorly in times of 
economic crisis. Many of the consumer goods that clients seek are imported appliances 
whose prices will skyrocket. New consumer purchases, such as housing improvements, new 
educational opportunities, a new car, or vacations are less of a priority during a time of crisis. 
In Chile, only one of close to a dozen finance companies survived after a consumer spending 
frenzy dwindled during a recent recession. 

The largest private and state banks, particularly those with a large deposit base, will generally 
do best during an economic crisis. Lessons from Indonesia’s BRI during the Asian crisis9 

indicate that the savings-led institutions are most stable. Like BRI, the Ecuadorean credit 
unions, which also developed a solid savings-based reputation, increased their small deposits 
dramatically while funds were withdrawn from other banks. Loan growth stagnated but did 
not decline dramatically. The experience of the Banco Agrícola in El Salvador also followed 
this pattern (see text box). 

McGuire, Paul, The Asian Financial Crisis: Some Implications for Microfinance, MicroBanking Bulletin, 
Issue 2: The Economics Institute, 1998 
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the many adjustments 
that large commercial banks must make in order to find the most appropriate institutional fit. The program started as a small unit 
under the Consumer Lending Division. 

Believing that methodological affinities would strengthen the program, in 1999, management merged 
it with small business lending, and transferred it to the Enterprises Division. 

Concerned that the program was still not reaching its full potential, in 2000 management decided to elevate the program itself to the 
status of a Division, sharing the same hierarchical status as the consumer lending and enterprises divisions. The new Division now 
reports directly to the Vice President for Retail Banking, who oversees products, services and branching. This new structure has 
greatly facilitated internal coordination. Thanks to its new status, the program has also gained needed independence. Yet, as an 
operational unit, it must also prove itself as a profit center. Until the microfinance pilot proves itself, the bank continues to offer the 

A comparison between the old and new reflects a second search the bank has engaged in – the 
search for an appropriate methodology. 

The old program, begun in 1986, is predominantly a bank loan look-alike with some elements of microfinance techniques. The 
client normally approaches the bank to request a loan. The loan officer visits the business to conduct a cash flow analysis. Real 
estate, a salaried co-signer, a fixed asset or a loan guarantee are used as collateral. The loan is presented to a loan committee at 
headquarters and once the loan is approved, its monitoring is turned over to the Collections Division. When the loan becomes 
delinquent, collections staff respond with phone calls and letters. In tough cases, the credit officer is called back to assist with 
locating the client. The responsibility for recovery, however, lies with the collections department. The loan is paid in monthly 
installments and loan terms usually exceed one year, even those used for working capital. It takes the bank an average of 8 days to 

The new pilot program, begun in 2000, is a microfinance institution look-alike. Preliminary indications are that it has just broken 
even. branches. Under the 
pilot, the credit methodology is different. The loan officer spends much of his or her time promoting the product in neighborhoods 
and talking to potential clients. The loan officer is responsible for the loan from its inception to its recovery. This includes an 
analysis of the cash flow of the business as well as the home. The loan officer is also central in the approval process, along with 
the branch manager. The loan does not go the headquarters for approval. The product is also different: Average loan sizes and loan 
terms are much smaller. The loan can be repaid in weekly, bi-weekly or monthly installments over a three-month period. The 
analysis is quick and the loan can be issued in 3 days. Non-traditional collateral is accepted, such as non-salaried co-signers or 
household items. Finally, the interest rate is higher in order to cover the higher costs and risks of the product and generate an 
acceptable return. So far, portfolio at risk stands at less than 3%. Client satisfaction appears to be high and the bank is considering 
offering clients other products as well. The pilot is receiving technical assistance from a local USAID-funded project. 

a solid methodology and the rank of a Division. Coupled with strong organizational backing and leadership, the program 

Banco Agrícola: Searching for the Right Institutional Fit and Methodology 

Banco Agrícola, a private commercial bank founded in 1955, is the largest bank in El Salvador with 129 agencies and assets in 
excess of US$2.6 billion. Initiated in 1986, Agrícola’s microenterprise lending program is an example of  

By the end of 1996, despite its lack of an appropriate methodology, Agrícola had 8,000 
active microenterprise loans.  

traditional microenterprise products.  

issue a microenterprise loan, which is quite good for a large bank. 

As such, lessons from this experience could become institutionalized throughout the Banco Agrícola  

After 16 years of trials and errors, it appears that Agrícola’s microenterprise product is now firmly established within the bank with 

promises to expand Banco Agrícola’s services to microentrepreneurs considerably as well as to generate attractive profits. 

Crises that seriously affect clients and client demand have been fewer. However, natural 
disasters, such as floods, hurricanes, or even severe economic recessions that affect the 
economic activities of microentrepreneurs do take a toll on the microfinance institutions. 
Banco Económico’s (Bolivia) exit out of microcredit was largely a result of a worsening 
situation of the clients themselves, triggered by changes in customs policies and the general 
over-indebtedness of the sector (See text box above). Nearly 20% percent of Financiera 
Calpiá’s portfolio was affected by an earthquake that hit El Salvador in January 2001. 
Neither of these institutions participated in the study, but their experience shows that 

Getting the Recipe Right: The Experiences and 
Challenges of Commercial Bank Downscalers 



24 

devastating blows to clients will make the financial institution vulnerable as well. 
Commercial actors with multiple options will tend to withdraw when they see potential 
losses lurking. 

Internal Factors 

The economic crises that closed the microcredit programs of many banks (Uganda’s Coop 
Bank, Guatemala’s Banco Empresarial, Jamaica’s Worker’s Bank) received much attention 
among members of the microfinance community. In general, however, the biggest “killers” 
of downscaling efforts appear to be internal. Many Latin American banks entered the market 
and exited soon thereafter, mainly due to organizational factors that constrained the 
microcredit program from quickly becoming a major product line. 

Internal problems are generally worst for those banks that integrate the microcredit product 
into their existing operations. Given that microcredit is a new product line, it generally 
becomes a division or unit under a larger department. In some cases, banks have placed 
microcredit within the small/medium business lending department. More recently, banks are 
placing microcredit under the consumer lending department or personal banking. In many 
cases, the department heads do not understand microcredit, and the product is doomed from 
the start. 

Anecdotal evidence suggests that bankers handling medium and large business loans will 
often apply a very centralized approach to the microcredit program. The “microenterprise” 
portfolio remains a small business portfolio with few clients, but it serves to build the image 
of the bank. Other banks lacking adequate pricing and methodology find that the endeavor is 
not profitable enough to merit continuation. They simply exit from the market. This was the 
case for many of the banks in Chile that piloted microcredit temporarily in the mid 1990s 
without the benefit of an appropriate methodology. 

Microenterprise Best Practices Development Alternatives, Inc. 



25


Consumer lenders have also developed a strong interest in microfinance as salaried prospects 
are few in comparison to the large self-employed population in many Latin American 
countries. Their interest does not seem far fetched, since they are used to volume 
transactions, small loans, and high interest rates – things that characterize NGO microcredit 
loans. 

While other finance companies focused 
In the 

In 

with it the opportunity to explore a new market niche. 
in Paraguay with 7,173 active clients. 

headquarters. The loan (and client) was handled by various departments as it made its way through the loan approval process. The 
initial evaluation was conducted by the bank officer who received the application. It was then sent to a second officer who handled 
the field work. The loan then moved to a credit analysis department and finally to the department that prepared the loan contract. The 
General Manager approved the loan. 
the loan became delinquent, the collections department would recover the loans. 
microenterprise clients. 

reengineer its institutional culture, processes and infrastructure. A resistant upper and middle management needed to be convinced of 
the potential of this market segment and the effectiveness of a new credit technology. Managers and other staff underwent an 

expand its branch network to be closer to its clients, increasing its agencies from two in 1995 to 14 by mid-2001. The number of staff 
also increased by 400%. The credit technology received a major overhaul with the IPC technical assistance. Most importantly, the 
loan officer took on a central role between institution and client, assuming responsibility for identifying new clients, analyzing loan 
applications, recommending approvals, and recovering loans. A new incentive system was put in place, rewarding loan officers for 
high productivity and portfolio quality. Active clients increased to 7,173 by December 2000. It is noteworthy that at this time, the 

This was a confirmation of the effectiveness of the new methodology. 

With help from the 
IDB’s Multilateral Investment Fund, it hopes to explore new market niches among Paraguay’s underserved rural population. With its 

Interfisa Financiera : Transforming a Centralized Corporate Organizational Culture into a Microfinance Bank 

Interfisa Financiera was established in 1978 as a small corporate lending finance company.  
on consumer lending, Interfisa positioned itself early on as a financier for medium to large-scale Paraguayan corporations.  
early to mid 1990s, as a result of the entry of foreign banks, Interfisa began to feel squeezed out of its core corporate business.  
1996, the Central Bank’s IDB-funded Micro Global program offered Interfisa technical assistance from the German firm IPC and 

As of December 2000, Interfisa was the second largest microenterprise lender 
Like Banco Agrícola, it also experienced a difficult adjustment process, as it introduced a 

specialized microcredit product into a vastly different corporate organizational culture. 

The first microenterprise loans made in 1996 were medium/large enterprise look-alike loans, and processed by special unit at 

At the initial stages, Interfisa processed loans at headquarters and in one pilot agency. When 
By December of 1997, Interfisa had 1,732 active 

To fully transform itself from a corporate to a microfinance institution and reach increasing numbers of clients, Interfisa decided to 

extensive training program and loan processes were improved to better conform to a more decentralized structure. Interfisa began to 

Paraguayan financial system was registering delinquency levels averaging 18%, while Interfisa’s overall delinquency was below 10% 
and its microcredit portfolio at less than 4%.  

Today Interfisa faces new challenges, such as strong competition coupled with a serious national recession.  

new decentralized organizational culture, Interfisa is well positioned for this expansion. 

Yet the techniques of the consumer lenders (credit score; reliance on a pledged salary) do not 
work as well for microentrepreneurs. So to survive as microenterprise lenders, consumer 
lenders have found they need to train their loan officers in business analysis skills. Crédito 
Familiar in Mexico, the financieras in Paraguay, and Financiera Solución in Peru, all have 
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loan officers that visit the client’s place of business and monitor the loan through to full 
repayment. 

RESPONDING TO THE CHALLENGE 

Despite a relatively fragile industry, there are a number of downscaling efforts that are 
showing promise. What are some of the ingredients or approaches that have helped these 
banks succeed? Three are worth mentioning: the operational champion, the subsidiary, and 
technical assistance in credit methodologies. 

The Operational Champion 

When microcredit was a foreign concept to many bankers, the need for strong commitment to 
microcredit from high levels of the bank was key. Without a champion, the 1997 paper 
hypothesized, the likelihood of success was minimal. And it was not an unreasonable 
hypothesis, given that most of the private banks in the 1997 paper claimed to have such a 
champion, usually on the Board of Directors, who both inspired and protected the 
microcredit program. 

Over the last few years, it has become evident that Latin American banks are exploring this 
market, not only because they have a visionary champion on the Board, but more importantly 
because they need to find new markets in response to competitive pressures. As countries in 
the region went through processes of liberalization and as banking became more competitive, 
particularly older banks and small new entrants found themselves with the market pressure to 
downscale. In developing countries with large numbers of poor entrepreneurs and 
households, the strategic decision to explore a large new market niche also made sense. 
Moreover, other actors, mostly non-governmental organizations, were publicizing their 
successes at lending to the poor. It was no longer a foreign concept that was triggered by the 
authoritative voice of a lone board visionary. 

The need to downscale now requires having the right people to make it happen. At this 
stage, champions within the institution are most valuable—champions that can achieve the 
integration that seemed so elusive before. Asked why his bank’s microcredit program 
succeeded, a board champion said he had selected one of his finest managers to lead the 
microcredit unit. The manager was an enthusiastic younger man with an excellent 
understanding of bank products as well as back-office operations. He also came from a rural 
area and understood rural and lower-income clients. He was an operational champion, 
someone who knew what it takes to develop a new product line within the bank and could 
oversee its service delivery. This is a refreshing story, since in many other cases the 
managers selected have lacked the qualities needed to lead a microcredit program. In fact, 
many viewed the microcredit job as a demotion. 

The emergence of an operational champion or champions (in some cases there are a number 
of critical people playing critical roles) is a positive trend. They are better able to garner the 
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internal resources needed to facilitate implementation than a board-level champion, who is 
more removed from daily operations. Anecdotal evidence points the finger to strong internal 
leadership as an ingredient of success. 

Subsidiaries 

In coping with the issues of downscalers, the development of a specialized subsidiary 
continues to be an interesting option, though perhaps not as necessary as before. To date, the 
experience of banks in Chile (Estado and Desarrollo), Brazil (Nordeste), Haiti (Sogebank), 
Venezuela (Bangente) and Ecuador (Pichincha) has been quite positive. As suggested in the 
1997 paper, a subsidiary can separate the microlending program from the organizational 
culture of the larger bank. If the subsidiary has its own staff, infrastructure and systems, 
however, the mother bank is less able to cross-sell other bank products to the 
microentrepreneur. Hybrids, therefore, such as Estado in Chile or Pichincha in Ecuador 
appear to be a good compromise. Staff and systems belong to the subsidiary, while the 
infrastructure and portfolio belong to the larger bank. Staff in branch offices is trained to 
provide customer service to poorer clients, although the subsidiary often gets a special bank 
teller window dedicated to the microenterprise borrower.  The points of contact of the 
subsidiary with the mother bank (areas such as accounting, management information 
systems, back-office, payments) have been carefully linked to facilitate integration. A smart, 
resourceful manager who has the authority to innovate and adapt yet who is not constrained 
by bureaucratic rules of the larger bank can lead a microcredit subsidiary to rapid and 
effective growth. 

In general, most subsidiaries have these common elements in relation to the parent bank: 

Subsidiary Mother Bank 
• Recruits and pays the loan officers 
• Manages staff incentive system based on 

productivity and quality of portfolio 
• Has its own information system for loan 

tracking that can be linked into the mother 
bank’s system. 

• Turns over the most serious of collection 
problems to bank. 

• Provides the loan funds. 
• Bank teller windows handle loan 

disbursement and payment transactions 
• Pays a fee to the subsidiary, usually on a 

per loan basis 
• Includes the financial statements of the 

subsidiary in its consolidated statements. 

Variations among subsidiaries arise in four main areas: 

•	 Role of Loan Officer: In most cases, loan officers of the subsidiary participate in the entire 
loan cycle, from client identification, to credit analysis and recommendation, and loan 
repayment monitoring and recovery. In other cases, the process is more compartmentalized, 
with a sales force that transfers the loans to a loan officer within the subsidiary. 

•	 Bank Infrastructure: In most cases, the subsidiary uses bank branches located in lower 
income areas of urban centers or towns near the potential clients. This approach can be 
observed among the banks with a large regional or national branch network, and among 
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consumer lenders, which tend to have offices with the most basic staffing and equipment 
requirements. In a few cases, the subsidiary creates its own infrastructure with a friendlier, 
accessible space that will attract a lower-income clientele. This was the case with one bank 
that had only a few branches, all oriented towards a corporate clientele, and so it needed new 
branches for its microenterprise clientele. In other cases, such as Banco del Desarrollo in 
Chile, a hybrid of the two approaches is used, wherein the subsidiary utilizes some bank 
branches, but also opens new specialized branches. In most cases, the administrative offices 
of the subsidiary are located outside of the bank headquarters. Nevertheless, database 
linkages have been built in to connect the two. 

•	 Ownership: In most cases, the parent bank owns the subsidiary. In a few, more recent cases, 
there is equity participation by technical assistance providers or interested international 
investors. In one special case (Banco do Nordeste), the bank outsources the recruitment and 
management of staff to a separate foundation. 

•	 Handling of Loan Funds: In all cases, the funds used for lending are provided by the bank. 
In at least one case, the bank lends to the subsidiary and the loans appear as a liability on the 
subsidiary’s balance sheet. In most cases, however, the bank itself assumes the credit risk and 
provides the loan funds through its own bank windows. Here, the subsidiary is a loan 
facilitator, not a retailer. 

ROLE OF DONORS 

Donors generally avoid supporting for-profit companies, believing that public subsidies 
should not be used to benefit individual owners. The argument makes sense, if the benefits 
go only to the bank’s shareholders. But there is a greater public good from activities such as 
financial services geared towards lower-income individuals and households. As shown by the 
57 banks discussed in this chapter, thousands of low-income clients benefit from access to 
quality financial services through them. The question for donors is not whether to support 
commercial downscalers, but how to best support them. 

As donors consider support for commercial downscalers, there are two principal questions to 
be asked. First, what kinds of commercial institutions should donors support to be most 
effective? And second, what kinds of interventions are most appropriate? 

INSTITUTIONS 

This chapter divided the world of commercial downscalers into four peer groups.  Drawing 
from the experience of the surveyed banks, this section briefly analyzes the advantages and 
disadvantages of each peer group to provide microfinance services. A sixth approach, in 
which actors combine forces into strategic alliances, is also explored. 
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•	 Large Commercial Banks: As has been argued in this chapter, the large commercial 
banks have the most difficulty incorporating a microcredit product. The subsidiary 
approach provides a more intentional option for those that are committed to making 
microcredit an important effort. That said, however, some banks in El Salvador and Haiti 
are beginning to demonstrate success with a fully integrated approach. For donors, the 
challenge of working with large commercial banks is substantial, yet the potential gains 
can be high. As shown by some in the sample, these banks could be attractive because 
they could reach very low income clients. They also could offer diverse array of 
products. Few in the sample have massive client outreach, but this group, particularly 
those with a large branch network, have the potential to reach large numbers of clients. 
Donors should be highly selective when engaging with these banks, choosing those with 
a high level of commitment to the target market derived preferably from their need to 
find a new market niche (and not from their interest in improving their public image). 
Donors should look for domestic banks with a large, broad deposit base and branch 
network. They may also want to partner with large banks with a strong consumer lending 
orientation. These banks may be in the best position to cover most of the expenses 
associated with developing a microcredit product. 

•	 Small Banks. Small banks should also be of interest to donors because they can also offer 
small loans, as shown by banks in the sample. Because of their small size, they are more 
flexible and adaptable than the large banks, and in many cases, are highly motivated due 
to their need to “go down-market” to survive in a competitive banking world. With the 
right combination of leadership, financial strength, and donor support, small banks could 
become important retailers of microfinance. On the other hand, these banks are also often 
weak, often poorly capitalized and equipped. Donors should be careful when engaging 
with them, as they are particularly vulnerable to changing economic circumstances. In 
such situations, donor support could be diverted to saving the bank, as opposed to 
strengthening the microfinance products. 

•	 State Banks. State banks in most regions around world have generally under-performed. 
In Latin America, their track record in the last decades is such that donors have not 
sought them as potential development partners. But there are at least five state banks in 
the region with microlending programs: Banco del Estado in Chile, Banco Hipotecario in 
El Salvador, Banco do Nordeste in Brazil, BanRural in Guatemala, and Banco Nacional 
in Costa Rica. Three of these banks responded to the survey. Banco do Nordeste has 
expanded rapidly to some 60,000 clients as of December 2000, after starting its 
microcredit program in January of 1999. Banco Hipotecario has a moderately sized 
program and has toyed with the idea of privatization or sale of portfolio. Three of the 
state banks have experienced very rapid growth; two operate under a subsidiary-like 
arrangement. With at least five ingredients—strong stable leadership, a commercial 
orientation, a firewall from political dealings, strong community presence and a good 
reputation—state banks might be partners of interest to donors. Their ability to grow 
programs rapidly through an extensive branch network, as shown by Banco del Estado, 
Banco do Nordeste and BanRural, make them particularly attractive. Subsidiary 
arrangements would also appear to be an important option for these types of institutions. 
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Nevertheless, with state banks, or any institution associated with government for that 
matter, there is always the underlying danger that political tides may shift. 

•	 Finance Companies. Although finance companies have been shunned for their non
transparent behavior during the Bolivian over-indebtedness crisis (see Chapter 3 of this 
book), a number of consumer lenders (Mexico, Chile and Peru, for example) responded 
to the survey. They have reached large numbers of microentrepreneurs while maintaining 
high quality portfolios. Many have cleverly adopted and adapted microfinance best 
practices. From this author’s observation, what appears to be the most important factor 
distinguishing the good from the bad is the quality of leadership and vision. As a group, 
these institutions have received the least attention and support from donors. They should 
not be overlooked. 

•	 Strategic Alliances.  For some reason, there are few models in which commercial banks 
team up with others that hold microenterprise expertise.  Rather than a bank going 
through a long learning process, an alliance might be mutually beneficial.10  There are at 
least four such alliances that are worth considering. First, the bank as a wholesaler to a 
microcredit NGO. Banco Wiese in Peru, highlighted in the 1997 report, and BanRural in 
Guatemala both have had wholesaling programs for NGOs. State-owned Banco Nacional 
de Costa Rica has plans to become a second-tier lender. Second, commercial banks as 
partners in a new microfinance venture. Bangente in Venezuela and MicroCredit 
National Bank in Haiti, are ventures in which a local commercial bank has an important 
ownership stake along with socially motivated investors. These are subsidiaries of sorts, 
which can also utilize bank infrastructure. Third, an agreement with a reputable NGO to 
administer the bank’s microenterprise loans. In such a situation, the NGO would handle 
credit identification and monitoring of the client, while the bank would handle all cash 
transactions (loan withdrawal, repayments, and savings). While no such cases exist, 
there has been talk of such arrangements in some Latin American countries. Finally, a 
commercial bank’s purchase of the microcredit portfolio and expertise belonging to an 
NGO or another commercial actor. Several years ago, Banco de Comercio in Costa Rica 
purchased the portfolio of a small local NGO. Banco de Comercio was later bought out 
by another bank and the program ceased. In Jamaica, the Jamaica National Building 
Society purchased the microcredit portfolio of the failed Worker’s Bank.  In Chile, Banco 
Santander bought out a small finance company, including its microcredit program. 

APPROPRIATE INTERVENTIONS 

In the past, microenterprise donors have typically offered loan funds, guarantee funds, 
technical assistance, and operating expense support. What kind of support do downscalers 
need from donors? Are some forms of support more appropriate than others? 

10 The most typical means of gaining expertise by the commercial banks has been to hire staff from the NGOs. 
This phenomenon can be observed in many countries in Latin America where NGOs have been strong. 
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•	 Loan Funds. Over the years, loan funds have been donors’ largest offering. Typically 
channeled through the Central Banks, these are intended to “lure” banks into 
microlending. But, by and large, they have been unsuccessful in attracting commercial 
actors on a permanent and significant basis. Banks that are only willing to offer 
microloans funded from cheaper donor funds may be signaling that they do not see 
microcredit as a core business. With few exceptions, donors should not provide loan 
funds to banks to help start microcredit programs. All of the banks in the study used their 
own resources and none mentioned lack of funds as a constraint. In some very 
specialized cases, however, liquidity shortages resulting from a banking crisis may limit 
ongoing microcredit programs.  Funds in such special cases might be advisable. 

•	 Guarantee Funds. Donors such as USAID and DFID have invested heavily in guarantee 
funds, yet few banks in the survey utilize them. These programs have intended to attract 
banks to microcredit by reducing the credit risk exposure of the bank with its non-
collateralized clients. In reality, however, they may simply reinforce the notion that 
microentrepreneurs are a small business without hard collateral. In such cases, the 
tendency of the bank is to utilize small business loan underwriting techniques as opposed 
to the more character-based microcredit techniques. This kind of approach tends to keep 
the scale of these programs small. If guarantees are to play an important role in 
supporting downscaler efforts, new approaches will need to be devised. 

•	 Technical Assistance. It is clear from the 1997 and the 2001 surveys that technical 
assistance has played a key role in helping orient and expand the programs of 
downscalers. Of all the possible donor interventions, this appears to be the most fruitful 
(and perhaps the cheapest). In the 2001 survey, there was a slight correlation between 
technical assistance and performance. Banks that had not received technical assistance 
were often those that utilized poor practices, and may be performing worse. Bank 
downscalers need technical assistance in areas such as: 

•	 improving credit methodologies 
•	 developing new products 
•	 defining organizational structures and the interface with other bank 

departments 
•	 technologies to improve efficiency and reduce transaction costs 
•	 supporting branching and staff training 
•	 identifying strategic alliances 

In addition, observational visits are a highly effective tool to introduce bankers to new 
approaches. 

Technical support to the banks in the 2001 survey has been primarily geared towards 
microcredit. Yet, there is a compelling argument for also offering assistance in 
developing microsavings and other products geared towards lower-income 
microenterprises and households. Standard Bank in South Africa could be an interesting 
model for those wishing to pursue a technology-based micro savings approach. 
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•	 Special Operating Expenses. Operating expenses support is an intervention that has been 
used rarely with commercial actors, though very prevalent with NGOs. In some cases, 
donors have offered subsidies for bank or rural bank branching, for example. An 
interesting approach is found in Chile where the government subsidizes banks (and 
NGOs and credit unions) with a fee per loan. The banks present bids for operating 
support funds to a government agency that allocates the funds through a tri-annual 
auction. The system has helped spark the commercialization of microfinance in Chile. 
The banks take 100 percent of the credit risk using their own funds, but the subsidy helps 
cover the high transaction costs associated with tiny loans. 

CONCLUDING REMARKS 

One of the most important conclusions to be derived from this study is that the downscaler 
approach is highly diverse and does not fit into a box. The common stereotype of the 
downscaler is that it is a large corporate bank offering individual loans to upper end 
microenterprises that some would call small businessess.  It enters the market because it has 
received cheap donor funds, and as soon as it finds out that the market is not profitable 
enough, or when the donor funds run out, because it lacks “mission,” it will exit. In reality, 
downscalers cannot be stereotyped. Not only do the institutions hold different charters (full-
service banks of all sizes, non-bank financial institutions, state banks), they are also 
motivated by different factors (profitable market niches, serving underserved populations), 
operate in different product markets (consumer, corporate), approach microfinance 
differently (individual or group loans), have different organizational structures to handle 
microfinance (subsidiaries, integrated or hybrid approaches), and reach a very wide range of 
clients, from poorer to less poor. 

The 42 downscalers (25 large commercial banks, 5 small commercial banks, 4 state banks 
and 8 finance companies) responding to the 2001 survey exhibited the following 
characteristics: 

•	 303,928 active loans and $381,035,469 million in loans outstanding, with an 
average loan balance of $1,253 

•	 98% of the banks use their own resources for on-lending 
•	 individual lending is the predominant methodology, although 14 banks have 

group lending products, and two banks only offer group lending products 
•	 women clients constitute 47% of the microenterprise clients of these banks 
•	 average loan balances per institution range from $84 to over $5,000 
•	 26% of the loans are under $500 (of 32 reporting institutions) 
•	 interest rates are higher for microloans than for larger loans; and 
•	 78% of the banks indicate the product is profitable 

The downscaler approach is far from a generalized success story, yet, it cannot be dismissed 
as a non-starter. While the experience so far is mixed, and includes cases of bank exits as 
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well as many sluggish programs, there are a few banks that have been able to reach large 
numbers of people with a well-defined, well-integrated product. Some banks already have 
impressive track records. In a few countries in the region, commercial microfinance 
providers are outpacing credit unions and microcredit NGOs.  While this is unlikely to be the 
institutional evolution of microfinance in every country of the region, it is nevertheless clear 
that downscalers are part of the microfinance landscape and will be present for the 
foreseeable future. 

Adding a microcredit product to a public or private commercial bank or finance company is 
complex. It is analogous to experimenting with a recipe. Trial and error teaches the best 
combinations. From this research, some “ingredients” can be distilled as most important for 
success: 

•	 A champion, not only at the board level, but perhaps more important, at the operational 
level. The “board champion” helps the institution decide to take the risk. The 
“operational or product champion” helps ensure a successful interface between the 
microcredit program and the various departments of the bank. This is necessary for all 
institutional types, but especially for the large commercial and state banks with a wide 
range of product offerings. 

•	 Apropriate organizational fit. While it cannot be said that subsidiaries are the model 
for large bank downscalers, it is true that in the short-run they offer the independence that 
large banks need to develop their specialized microlending programs.  The limited 
evidence from the survey suggests that subsidiaries may get off the ground faster than the 
integrated models, which sometimes languish for years with internal structural issues. 
Subsidiaries may also offer safer environments particularly for poorer clients who would 
be unlikely to access the large bank on their own. Because subsidiaries tend to specialize 
in some products only, ultimately, more integrated models may be a preferred choice 
from the perspective of the consumer, as he or she will have wider access to the array of 
products and services offered by the bank. Hybrids, which combine the structural 
advantages of subsidiaries with the diverse product offerings of integrated models, may 
be the ideal option for many larger banks. More needs to be learned about the elements of 
successful subsidiary, hybrid or integrated approaches and the conditions under which 
each is best suited. 

•	 Openness to seek advice. With a few important exceptions, the banks that have sought 
advice from the outside, have participated in microfinance training or in observational 
visits, have also performed better than those with no or minimal external contacts. This 
outside advice has helped zero in on problem areas, such as delinquency control, 
methodology, staff training, and organizational issues. Banks surveyed are interested in 
receiving technical assistance, largely on new products and operational issues, and they 
indicate a willingness to pay for at least half. 

As far as donors are concerned, it is clear that there is a role for them in advancing 
downscaling efforts. Technical assistance to help assimilate lessons from over 15 years of 
microfinance experience is probably the best intervention. This assistance, in most cases, 
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should be discrete and highly focussed. Technical assistance packages do not need to 
involve millions of dollars and numerous long-term resident advisors. Those institutions that 
are already committed to microfinance have internal champions that can be empowered by 
focused assistance on an intermittent basis. A number of institutions in the sample have 
developed strong programs at minimal cost to donors. 

Donors should be careful about the institutions they choose to work with. A strong, solvent 
bank that can withstand external shocks and which operates in a rational policy environment 
is more likely to be a permanent player, but also one that may be less committed to 
downscaling. Weaker, more precarious banks, on the other hand, are most likely to seek 
assistance from donors to diversify their product line, yet they are also the most vulnerable 
institutionally. Donors should identify banks that want and need to downscale for 
institutional survival, but which are also starting from a fairly solid financial position and 
exhibit strong leadership qualities. 

Is one institutional form better than the other for downscaling? Each of the institutional peer 
groups reviewed (large commercial banks, small banks, state banks and finance companies) 
has had successes and failures. If there is any lesson so far, it is that donors should be open 
to all institutional types and select opportunistically. The survey findings, however 
preliminary, do show that some institutional types may have a slight edge over others in 
terms of special developmental objectives. For example, large commercial banks may be able 
to reach the poorest clients for the least overall investment, given the infrastructure and 
systems they possess. Yet, they may also require the longest amount of patience from 
donors. The small banks appear to have been the most successful thus far in reaching the 
poorest clients and in adapting the product, yet they are also the most vulnerable. The state 
banks and the finance companies reach the largest numbers of clients quickest, though 
generally not the poorest. As donors look to these institutions as potential partners, it is 
important to stay away from narrow-minded biases that have stereotyped commercial banks 
as inaccessible to microentrepreneurs, or finance companies as predatory, unscrupulous 
lenders, or state banks as corrupt and inefficient. These may have true in many situations, 
but they are not the rule. 

With a few exceptions, banks are not targeting the poorest of the self-employed poor. By 
and large, they are reaching clients that are a bit better off than the average NGO client. 
Downscaler loans in the sample were concentrated in the $1000 to $2,500 range. However, 
banks, like credit unions, do not practice strict market segmentation and serve a diverse range 
of clients. Among the sample, 26% of the loans were under $500, of which half were under 
$300. While downscalers generally serve the more established microenterprises, they are also 
able to reach lower market segments. 

Observers argue that private downscalers lack the sense of mission that motivates NGOs or 
credit unions, and that they may abandon the market segment at any time. Indeed, some 
banks have already done so. The argument sounds logical, if one assumes that banks have 
many other profit-making options available. The reality is that in most developing countries 
in Latin America, Asia and Africa, the largest segments of the population are at the lower end 
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of the market, and if banks do learn to service this clientele, it will be in their economic self-
interest to continue to serve them with an array of products. 

Downscaling is just one of many approaches to increase the access to financial services by 
the poor. In its short history, it has shown itself to be a fragile option, yet resilient and 
surprisingly diverse. Finding ways to bring the best out of this and other commercial 
alternatives is one of the many challenges of microfinance today. 
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