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Financial Sector Linkages Training Course 
 
SESSION THREE 
 
 

What kinds of institutions can MFIs link to? 
 

 
Objective: to enable participants to identify the different types of institutions with 

which their MFIs may be able to make mutually satisfactory linkages or 
strategic alliances, and to identify their respective priorities and needs in 
order to negotiate relationships which satisfy all parties. 

 
Time: Two hours 
 
Materials: Handout 3: What do formal financial institutions want?   Prepare one  

    copy per participant. 
 
Notes: 
 
i. The handout should be changed if necessary to reflect the types of formal financial 
institutions which are likely to be involved in MFI alliances in participants’ regions. If 
international development finance institutions, such as IFC or the World Bank, or ADB or 
EBRD, or KfW, are active in MFI alliances, it may be appropriate to adapt the case study 
to fit one of them or possibly to invite a staff member of the institution to share her or 
his experiences with the group.  Similarly, the case could be altered to cover a major 
bank which is involved in strategic alliances with MFIs, such as Citibank, ABN AMRO, or 
ANZ Bank, or large local commercial bank, in the private or public sector.  It is 
important, however, that all the major types of institutions are covered.  

 
 
 
Session Guide: 
 
1. Ask participants to suggest the types of institutions which might want to be the other 

partners in the types of alliance arrangements which were discussed in the previous 
session.  

     
Elicit and list suggestions such as: 

• Local or international commercial banks 

• Local or international development banks 

• Venture capital investors 

• Apex co-operative institutions 

• Local or foreign government programmes 

• Large NGOs 

• Private investors 

• Special funds for financing MFIs (as in Bangladesh or the Philippines)  
 

The specific categories are unimportant this stage; what matters is that all the broad 
types of institutions should be included. If any are missed that are locally relevant, 
bring them in by naming particular institutions known to participants and asking what 
type they are. 
 
Ask participants to mention specific examples of each type, to be sure that all are 
clear as to what is intended.  
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2. Distribute handout 3 entitled "What do formal financial institutions want?" 

Form participants into five sub-groups or into a larger number if any group will exceed 
six people in size, and allocate one institution to each group, with two groups having 
the same institution if necessary.  

 

3. Allow the groups twenty minutes to complete the assignment.   

Reconvene the groups, and ask each to present a summary of their findings. These will 
of course vary according to the particular institutions whose needs they have 
identified, but the following points should probably have been covered:     
 

Institution Must be Good to be 

MMB Highly visible, reputation-enhancing. 

Large and few transactions  

Good ‘official’ credit rating 

Low risk 

Require little management effort 

High social impact 

Located in politically ‘attractive’ areas 

VVF Growth and high profit potential 

Social outreach and impact 

Willing to give places on board of 
directors   

Large and growing capacity to absorb 
equity investments 

Able and willing to use management 
advice  

High but manageable operational and 
financial risk 

Potential for medium-term exit 

Lead to other investment opportunities  

Potential for new partnerships with 
other investors 

LCB Low risk, secured  

Lead to new accounts with client 
‘graduates’ 

Moderate volume 

Reputation-enhancing  

Transaction-intensive  

Management familiar with bank 
dealings 

Politically attractive, locally  

Long term customer 

Involve variety of financial products 

Assist in learning how to enter the 
micro-finance market directly 

IDB Large infrequent transactions 

Politically acceptable at national level 

Long term relationship 

Moderate risk 

Social outreach and impact 

Management understand sophisticated 
financial transactions 

Willing to accept technical assistance 
and advice  

Poverty alleviation impact 

NMF Willing to conform to standard rules  

Poverty and social outreach 

Few alternative sources of finance  

Moderate scale of needs  

Politically acceptable 

Potential for eventual move to fully 
commercial fund sources 
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4. Ask participants to ‘match’ the four MFIs which needs funds and were considered in the 

previous session with the five potential lenders or sources of funds whose needs they 
have just analysed. What alliance partnerships would they recommend and with what 
kinds of financial instrument? 

 
This exercise may be carried out through discussion in class or in small groups, as time 
and participants’ interests allow.  

 
The following suggestions might be put forward: 

 
� The New Non Bank Finance Company (NNBFC) might apply for bulk loans from the 

National Microfinance Fund (NMF), and at the same time initiate negotiations for 
equity investment from the Valiant Venture Fund (VVF).  

� The Ambitious Villagers’ Co-operative (AVC), in addition to encouraging its 
members to deposit more with the Society, might apply to the local branch of the 
Local Commercial Bank (LCB) for an overdraft or term loan facility. 

� The Unbanked People’s Bank (UPB) should promote its savings products more 
aggressively and should initiate negotiations for equity investment with the VVF and 
possibly with the Monster Multi-national Bank (MMB) for equity investment.  

� The Secular MFI (SMFI) should approach the NMF for funds and technical assistance, 
and might also place its existing banking business with the local branch of the LCB 
as a preliminary step to negotiating overdraft facilities or a term loan.  

 
 
5. There are many other possibilities, all of which should be discussed.  What is important 

is that participants should appreciate the basic principles involved and the possible 
conflicts that may arise if all the needs of both partners in an alliance are not foreseen 
and if possible avoided.  

 
These can include the following: 

� The FFI may impose conditions as to the uses of its funds which appear acceptable 
at the outset but layer become inconsistent with the MFI’s plans.      

� Subsidised funds and institutions may ‘crowd out’ commercial money and thus 
discourage profit seeking financial institutions from entering the micro-finance 
market. 

� The availability of ‘easy’ or ‘soft’ FFI funds may discourage MFIs from graduating 
into regulated deposit-taking institutions, thus depriving their clients of savings 
facilities, because the MFIs do not need client savings as a source of funds.  

� A partnership may conflict with the FFI’s later efforts to enter the microfinance 
market itself, directly, not through intermediary partners.  

� FFIs may wish to invest or lend funds at a scale or rate which exceeds the ability of 
the MFI to on-lend the money.  

 
Ask participants to describe such situations if they have experienced them, and to 
suggest what might have been done to avoid them.  

 


