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Support to membership-based financial organizations, including relatively formal credit 

unions, savings and credit cooperatives, and less formal community-based savings and loan 

associations, has had mixed results. In some cases sustainable institutions have resulted, 

successfully reducing transaction costs and collateral constraints. In others, donor support has 

created dependence, and failed to address problems of weak governance, poor internal 

control, and capture by elites. This note sets out lessons learned and good practice in 

supporting membership-based organizations that provide rural financial services for 

agriculture. Support to such organizations is recommended where rural financial markets are 

underdeveloped, but social, geographic, and economic conditions create a comparative 

advantage for this low-cost approach.  

Membership-Based Financial Organizations (MBFOs) are important long-term sources of 

financial services in rural areas. Credit unions and savings and loan cooperatives are the 

leading sources of financial services to the poor in Latin America and in Central and Eastern 

Europe, and are present worldwide. However, the performance of MBFOs has varied greatly, 

with problems arising from weak governance, poor internal control, donor dependence, and 

for those institutions focused on agriculture covariant risks.  

The term membership-based organization refers to a range of organizations that are member-

owned and controlled, with membership defined either geographically (a community) or by 

activity (farmer cooperatives). More formal membership-based institutions include Savings 

and Loans Cooperatives and Credit Unions, while village-based Savings and Loan 

Associations can be much more informal. The degree of formality depends on factors such as 

scale, resources, level of systems development, financial product range, management 

capacity, and level of legal recognition. This Note covers only those institutions with a 

primary focus on financial service provision, not multi-service organizations with 

nonfinancial aims.10  

Less formal MBFOs are low cost, relying on primary low-level institutional systems and 

infrastructure, and local, often volunteer, staff. They can therefore operate in less-favored 

rural areas that are unreached or underserved by banks and formal MFIs. Their ability to 

access local information on potential borrowers lowers transaction costs associated with 

screening and monitoring. Their membership-based nature can provide useful peer pressure in 

enforcing loan contracts. However, they often suffer from weak internal controls and 

monitoring, and may be susceptible to deterioration in portfolio quality, capture by well-

educated/influential persons, and even fraud. Some MBFOs are run for the benefit of a few 

members, who monopolize access to loans, or alternatively give loans to members as a 

"right," with loan amounts simply multiples of member savings or shares. More formal 

MBFOs, such as savings and loans cooperatives registered with financial institution 

                                                
1 Excerpts – World Bank “Agricultural Investment Sourcebook”, Module 07: Agricultural 

Investment Note – Member-based Financial Organizations, www.worldbank  
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supervisory authorities, are more protected from these weaknesses, but have higher cost 

structures, and are less suited to more marginal rural areas.  

Support to MBFOs can be directed at four levels: the retail level, the wholesale or second-tier 

level, support institutions, and the policy and operating environment. All levels may need to 

be addressed, although not necessarily in a single project:  

• Retail level. Capacity building and technical assistance for MBFOs may need to focus 

on: loan analysis techniques, delinquency control, product pricing, loan loss 

provisioning, sufficiency of institutional capital, maintenance of adequate reserves, 

and proper asset/liability management. If financial product ranges are too narrow, 

product development may be necessary for example designing loan products for crop 

production, or deposit services for agricultural traders.  

• Wholesale or second-tier level. Capacity building can strengthen or create federations 

or networks that provide services to better enable members: to negotiate funds from 

banks or donors; to represent member interests at regional and national levels; to 

develop common procedures and products; to improve the marketing/branding of the 

organization; to monitor performance; and to provide a refinancing facility to meet 

short-term liquidity needs of the members. The SICREDI system in Brazil, for 

example, depends on a well functioning second-tier structure (see box 7.19).  

• Support institutions. Investment is needed to strengthen or create low-cost service 

providers in such areas as bookkeeping, technical assistance, external audits, or 

product design. Since technical assistance needs extend beyond the lifetime of most 

donor interventions, providers that can charge MBFOs fees for their services are more 

sustainable than continued reliance on subsidies.  

• Policy and operating environment. Work with government and other stakeholders to 

improve the policy framework and operating environment for MBFOs may involve 

legal reform, removal of interest rate caps, and investment in infrastructure and 

services.  
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Box 7.19 Brazil: agriculturally oriented rural credit unions  

SICREDI  

SICREDI is a savings and loan cooperative/credit union model that serves the needs of small 
farmers and their households, and that has the following characteristics: savings-first, 
membership based on a common bond, member ownership, and equal voting rights. SICREDI 
is now the largest savings-based, member-owned credit union system in Brazil, with 
membership based on agricultural communities. As of December 2002, SICREDI had 
US$518 million in savings, and outstanding loans of US$315 million.  

SICREDI is composed of 767 agencies joined in 129 Credit Unions, which are audited and 
refinanced by the National Development Bank. The SICREDI Council develops policies and 
product, and provides training services. Factors in the success of the SICREDI system 
include: use of consistent lending practices, system-level management of liquidity risk, and 
system-wide commitment to uniform standards. To use the SICREDI name and logo, credit 
unions must pass financial and product quality standards and meet specified policy criteria.  

Source: Brian Branch, personal communication; DGRV.  

Benefits  

MBFOs can operate effectively in situations and with clients that banks view as unattractive, 

because they are primarily concerned with providing access to financial services for their 

members, not maximizing profits. Less formal MBFOs, such as Savings and Credit 

Associations, are particularly well suited to remoter and poorer rural areas, due to the reliance 

on (often voluntary or part time) local staff and management, a narrow product range, group 

and personal guarantees, and client information provided by the community. Investment in 

community-based MBFOs can contribute to local empowerment. Local ownership also 

ensures the social and cultural sustainability of the organization.  

MBFOs can be more responsive to member needs than other financial institutions. Some have 

designed loan products to fit agricultural activities or offered financial products tailored to 

member needs (see box 7.20). They can base product design on agricultural cycles, 

convenience of payments, and financial needs of different farming activities. However, to do 

this, the MBFOs need a basic level of product design expertise and systems to cope with more 

complex financial products. Technical assistance can be valuable in this regard, as long as the 

product range is kept consistent with staff and systems capacity.  
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Box 7.20 Mali: village-based savings and credit associations  

Village-based savings and credit organizations (CVECAs) are prevalent in parts of West 
Africa, and survive even in remote areas. The Niono region of Mali has a network of 
CVECAs with over 9,000 active borrowers and savers. It is financially sustainable overall, 
with good reported portfolio quality. CVECAs are organized into a network, which borrows 
from an apex bank and on-lends money to the CVECAs. Loan funds are also generated from 
member savings. A fee-based auditing and training service provides ongoing support 
functions.  

The highly decentralized structure of the network results in more efficient decisionmaking 
and lower operational costs  each village decides its own interest rates and loan products. This 
helps to fit financial products to seasonal agricultural cycles. Costs are also kept low by 
collaborating with the village farmers association for client appraisals, loan guarantees, and 
repayments.  

Source: Chao-Beroff 1999; Ouattara, González-Vega, and Graham 1999.  

Policy and Implementation Issues  

Member ownership. MBFOs depend on members exercising influence over the management 

of their institutions to reduce delinquency and risk of fraud. However, the fact that voting 

rights are distributed equally among members can weaken the monitoring function, and make 

institutions vulnerable to dominant chairpersons and management.  

Dependency. Donors must be careful not to create dependency. A donor can undermine 

MBFOs by pushing them to grow too fast, or by providing too much external funding relative 

to internal member funds. One option is to limit any funding offered to an amount equal to the 

community's own contribution, particularly when financing a loan portfolio. Funds can be 

matched to levels of member savings plus share contributions. Some specialists recommend 

that no external funds be provided for on-lending.  

Strengthening versus creating MBFOs. Where MBFOs do not exist, as in some former 

republics of the Soviet Union, they have been created from scratch. This has had mixed 

results, and is not recommended because it risks creating dependence on external support. For 

the governance structure of an MBFO to be effective, members must have and exercise 

ownership.  

Prudential regulation. Prudential regulation and supervision is important in helping ensure 

the safety of deposits made by the poor. The capacity of financial regulatory authorities to 

understand microfinance methodologies and effectively supervise MBFOs needs to be 

improved in tandem with regulatory reforms. However, MBFOs that operate with closed 

memberships, or at a small scale may well merit exemption from such regulation. The 

argument for this is especially strong where government lacks capacity to provide effective 

supervision. Second-tier entities may instead take on a monitoring and supervisory role of 
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their members to ensure effective governance, transparent reporting, and protection against 

fraud. In Guatemala, for example, The Consultative Group to Assist the Poor (CGAP) 

recently funded the development of a rating agency to set standards for and provide 

transparency on, credit union performance.  

Organizational sustainability. Organizations receiving funding should commit to a 

sustainability plan, with funding structured to ensure the plan is carried out (with tranches 

based on performance targets). Capacity building should be emphasized over funds for on-

lending, which can distort governance and negatively affect portfolio quality.  

Length of support. Institution-building processes often take longer and are more costly than 

originally envisioned. For example, the institution-building project in Mali took over 10 years 

before the CVECA system reached full technical and financial sustainability. The human and 

financial resources available within small rural communities limit management and 

governance capacity. Projects often require more supervision, support, and monitoring than 

initially assumed. Where community resources and capacity are severely limited (for example 

in remote communities or where economic activity is at a very low level) informal group 

models may be more appropriate. Institutions should not be pushed to grow more quickly than 

their capacity allows.  

Lessons Learned  

Challenges remain for the Bank and donors to provide cost-effective support that does not 

create long-term dependency. Any subsidies provided should be tied to a time frame (that is, 

not permanent), linked to performance targets, and matched with member resources. 

Accounting at the level of the MBFO should be transparent and clearly identify any subsidies 

received. Any support to service providers and second tier structures should have service 

charges built in from the start, and low cost structures should be sought that can be 

sustainable at project termination.  

Deposit mobilization is essential to MBFOs. A savings-first approach contributes to project 

ownership among members as well as to self-reliance and local autonomy. Effective 

governance and transparent monitoring and reporting systems are essential to protect against 

fraud and poor management of savings. Maintaining a balance of depositors to borrowers is 

important, in order to avoid borrowers putting the institution's deposits at risk.  

When considering legal and supervisory reform (for example, prudential regulation of 

deposit-taking institutions), caution is required regarding potential side effects of new 

legislation, the cost of supervision, and the capacity of the supervisory agency.  

 

Recommendations for Practitioners  
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Recent successes in strengthening credit unions and savings and loan cooperatives indicate 

that a focus on the retail level, combined with addressing policy and legal issues, can be most 

effective. Investments should (see box 7.21):  

• Offer technical assistance to those MBFOs that are most open to receiving it, rather 

than providing blanket assistance to all MBFOs. These MBFOs can provide a positive 

demonstration model to others (see box 7.22).  

• Link technical assistance and financial  

• support to performance criteria. Reporting and monitoring systems need to track 

performance against agreed indicators in key areas such as portfolio quality, 

efficiency, sustainability, and asset protection.  

• Ensure strengthening MBFOs is the primary goal, not subsidizing second-tier 

federations. Increased MBFO capacity and resources should create more sustainable 

demand for such federations.  

• Introduce regulation and supervision mechanisms for MBFOs that have grown beyond 

a small community base and represent a potential threat to the financial system or to 

large numbers of depositors. This may require capacity-building of the financial 

institution's supervisory agency. Interim supervision and monitoring by a second-tier 

structure can offer a level of protection to depositors.  

  


