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WHAT DO FORMAL FINANCIAL INSTITUTIONS WANT? 

 
There are a number of different types of formal financial institutions (FFIs) which can form 
links with MFIs. They have different objectives and thus, have different expectations and 
needs, which must be satisfied if the alliances are to be successful for them and for their 
linked MFIs.  The following brief profiles describe five different FFIs, all of which are 
interested in alliances with MFIs, but all of which also have very different expectations and 
needs. 
 
Your task is to analyse the situation and probable objectives of the institution you have 
been asked to consider, and to suggest what might be the main criteria for their 
willingness to form an alliance with an MFI.  These criteria may relate the size and 
frequency of transactions, the duration of the relationship, social impact, the risk or any 
other factors you think would be important.  You should also try to place these criteria you 
identify into one of two categories:  
 

i. Must be:  Conditions which must be satisfied for the alliance even to be considered 

ii. Good to be: Conditions which would make the alliance much more attractive  

 

1. The Monster Multinational Bank (MMB) 
 
MMB is one of the world’s biggest banks. It aims to be a leader in retail banking, in 
corporate finance and in every other aspect of financial services, everywhere. MMB is 
expanding its outreach to new countries and to new markets in these countries, as fast as 
it can.  Its shareholders and its senior management are focused on ‘the bottom line’, and 
every product and every customer segment has to justify its place on the basis of 
profitability.  The bank is also very aware of the importance of its reputation with the 
general public and with governments, particularly since it competes fiercely and often very 
successfully with long-established private and public sector banks in many countries.   

The Bank has a well established ‘social affairs department’ which finances welfare 
projects and publicises them extensively. Management are willing to start socially oriented 
financial services initiatives under this department, but they must be profitable and able 
to be ‘main-streamed’ within four or five years at most.  The MMB also values its 
reputation as an innovative lender which is willing to push out the frontiers of its business 
by developing substantial long-term business relationships with new types of clients.  
 

2. The Valiant Venture Fund (VVF) 
 
The VVF is based in the USA, and is financed by individuals and by pension funds and other 
institutions, all of whose stakeholders want to preserve their capital and to earn a modest 
return, but who also want to invest in activities which contribute to poverty alleviation, or 
environmental sustainability, or education or health care, or other similar activities. They 
are prepared to earn less on this proportion of their portfolio than on other investments, in 
order to contribute to the greater good and, they hope, to show that profit seeking 
capitalist enterprises can also contribute to social welfare.  

The VVF invests mainly in equity, and because its investments have done well by both 
financial and social standards, the enterprises in which it invests have often been able to 
access new sources of debt after it has become known that VVF is a shareholder. VVF 
always takes minority stakes and often nominates a board member. Its nominees are 
people of standing and knowledge in their fields and can themselves be of great value to 
the enterprises on whose boards they sit. 
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3. The Local Commercial Bank (LCB) 
 
The LCB is partly state owned but is in the process of being privatised, very slowly, through 
occasional public offerings of shares.  It has been established for over a century and has an 
extensive rural and urban branch network which serves mainly large farmers, government 
offices and well established traders. They also have a large number of savings account 
holders from poorer communities, but the LCB management are very aware that their 
Bank’s very traditional staff and systems are ill suited for unsecured small-scale credit 
operations with unfamiliar customers.  

The LCB is under pressure from Government to demonstrate that the poorer sections of the 
community can be profitably served by financial institutions such as itself and its growing 
number of more aggressive competitors, including several international banks which have 
recently entered the market.  
 
 
4. The International Development Bank (IDB) 
 
The IDB is required by its owners, the governments of many different countries, to cover 
its costs and to build its reserves from its own profits, but their major objective is to assist 
the process of equitable development through large judicious long term investments, of 
debt or equity as appropriate, in its owner countries’ economies.   

Most of its funds have in the past been lent to governments, for investment in 
infrastructure, social programmes and state-owned enterprises, but its management are 
now under pressure to finance large private enterprises which can be shown to contribute 
to social development goals.  The IDB is often able to provide technical assistance in 
addition to finance and its management are anxious to increase this aspect of their 
business, and its success.  
 
 
5. The National Microfinance Fund (NMF) 
 
The NMF was set up by the national government and foreign donors specifically to finance 
MFIs.  It provides medium and long term debt to qualified MFIs which can show a good 
record of social outreach, positive impact and financial sustainability.  The NMF is able to 
lend to any type of institution, but it requires institutions which borrow from it to adhere 
to a quite rigid set of rules regarding lending systems, interest rates, and client and 
location selection.  These rules are not such as to prevent borrowing MFIs from being 
modestly profitable, but they do constrain some MFIs' managements' freedom to 
experiment and innovate.   

Loans from the NMF are priced at below market rates of interest.  The NMF requires client 
MFIs to send their staff to its specially designed training courses and NMF also provides low 
cost consultancy and advisory services on issues such as management information systems, 
computerisation, human resource management and governance. 
 

 


