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I.
 

Microfinance in Latin America and 
 the Caribbean
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–

 
The story begins in 1972, Projeto Uno, Brazil

–

 
IDB Small Projects Program, no sovereign guarantee (1978)

–

 
The growth of these early microfinance institutions was funded 

 largely by grants and soft loans from donors

–

 
The focus in these early years was on providing working capital to 

 urban microenterprises

–

 
Today microfinance is increasingly provided by deposit‐taking 

 institutions which work under some type of financial supervision.

–

 
Nonetheless, the industry has not developed uniformly across the

 region.   Institutions, regulation and the overall business 

 environment varies greatly.

Evolution
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Market development

Source: Pedroza, P. (2010). “Microfinanzas en América Latina y el Caribe: El sector en cifras”

The microfinance market grew rapidly from 2001 to 2009. While growth 

 has slowed, it remains positive.
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Microfinance portfolio and clients by country

Four Andean countries 

 (Bolivia, Colombia, Ecuador 

 and Peru) have 60% of the 

 microcredit portfolio and 

 about 50% of customers in 

 the region.
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Microfinance and financial deepening

–

 

Diversity: Countries such as 

 
Nicaragua, Bolivia, El Salvador and 

 
Ecuador show higher microfinance 

 
penetration levels estimated at 30 

 
percent, while countries such as 

 
Venezuela, Argentina, Uruguay 

 
and Brazil, have levels lower than  

 
five percent 

–

 

Non correlation: Growth of the 

 
microfinance sector is not directly 

 
related with better financial 

 
deepening. On the other hand, 

 
having deep financial systems 

 
(total credit / GDP), does not 

 
guarantee a developed 

 
microfinance industry, such is the 

 
case of Chile and Panama



8

Portfolio‐at‐Risk 

‐

 

Increased default rates  starting in 

 
2008.  

 
Not the typical ~ 4% default rate 

 
anymore

‐

 

In 2009, PAR> 30 days
CA and Mexico        9.5%
Andean countries   4.4%  

Regional Average  ~ 5.5% 

Source :  The Mix, August 2010. (428 MFIs)

Microfinance  performance
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Source :  The Mix, August 2010 (428 MFIs)

Microfinance  performance
Profitability
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Microfinance  performance
Interest rates
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Microfinance  performance
Interest rates

Regional microfinance average  28,6%

Extremes 

Microfinance       Banks          Premium
Bolivia           20.2%                     14.9%          5.3%

Mexico          74.2%                      21.0%         53.2%
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Before After

Public/multilaterals crowding out private sector Public‐private partnerships

Counter‐cyclical Not independent of macroeconomic events

Portfolio growth rate of 30‐40% ~13%‐15% in 2009, higher thereafter

Arrears: under control Arrears: increasing with some restructuring required

Savings mobilization: optional
Savings mobilization: highly desirable 

(~40% of total funding)

Regulated institution: optional Regulated institution: increasingly necessary

Funding: size Funding: size, stability and diverse

Portfolio: Growth
Portfolio: Sustainable growth and appropriateness of 

 
products

“I know my institution strengthens and weaknesses”
“I should take a second look to my institution 

 
strengthens and weaknesses”

Renewed focus on building management capacity, 

 
increasing cost efficiency, improving credit 

 
methodology, improving corporate governance.

Microfinance and the global financial crisis
Change in vocabulary
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• One recipe does not work for every institution 
• Macroeconomic crisis does not necessarily cause bankruptcy 
• Factors such as asset composition and integrated risk management 

strongly the affect asset quality of microfinance institutions
• Abundant and easy access to funding may have negative 

implications 
• Absent shareholders/Investors affect negatively institutions (e.g 

weak accountability standards)
• Bad governance, regulation, and exposure to political risks are 

some of the top factors that affect the industry

* Taking the good from the bad in Microfinance: Lessons learned from failed 

 
experiences in Latin America, 2010

Microfinance and failed experiences



14

• One recipe does not work for every institution 
• Macroeconomic crisis does not necessarily cause bankruptcy 
• Factors such as asset composition and integrated risk management 

strongly the affect asset quality of microfinance institutions
• Abundant and easy access to funding may have negative 

implications 
• Absent shareholders/Investors affect negatively accountability 

standards
• Bad governance, regulation, and exposure to political risks strongly 

affect the industry

* Taking the good from the bad in Microfinance: Lessons learned from failed 

 
experiences in Latin America, 2010

Key constraint in microfinance: Building robust institutions

Microfinance and failed experiences
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Microfinance diversity

Microcredit maybe close to a commodity, 
microfinance institutions and  countries  are not.
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II. Microscope on Business Environment 
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The Microscope is a tool that measures the

“external”

 

conditions to develop microfinance:

 
‐

 

Regulatory framework

 
‐

 

Investment climate 

 
‐

 

Institutional development

Commissioned to the Economist Intelligence Unit (EIU)

by FOMIN, CAF and the  IFC (through the Netherlands

Technical Assistance Trust Fund) 

2007 and 2008 versions included only LAC countries

In 2009, it went global. In 2010 it included the 

comparative analysis  of  54 countries (21‐LAC)

Microscope tool
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Regulatory Framework  (40%)
‐

 

Regulation of microcredit operations

‐

 

Formation and operation of regulated/supervised  MFIs

‐

 

Formation and operation of non‐regulated/supervised MFIs

‐

 

Regulatory and examination capacity

Investment Climate

 

(20%)       Institutional Development (40%)
‐

 

Political stability                             ‐

 

Range of MFI services 

‐

 

Capital market development       ‐

 

Credit  Bureaus

‐

 

Judicial system                                ‐

 

Competition   

‐

 

Accounting standards

‐

 

Governance standards

‐

 

MFI transparency

Microscope  tool

Interviews + Online survey

 +  Available public info.

 

Interviews + Online survey

 +  Available public info.
Analysis and normalizationAnalysis and normalization

“Microscope”

 Index

 

“Microscope”

 Index
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Argentina, Bolivia, Brasil, Chile, 
Colombia, Costa Rica, 
Rep. Dominicana, Ecuador, 
El Salvador, Guatemala, Haití, 
Honduras, Jamaica, México, 
Nicaragua, Panamá, Paraguay, 
Perú, Trinidad y Tobago, 
Uruguay, Venezuela

Camerún, Republica Democrática del Congo, Ghana, 
Kenya, Madagascar, Mozambique, Nigeria, Rwanda, 
Senegal, Tanzania, Uganda 

Líbano, Maruecos, Yemen
Armenia, Azerbaiyán, Bosnia y Herzegovina, Georgia, Kirguistán, Tayikistán, 
Turquía

Bangladesh, Camboya, 
China, India, Indonesia, 
Mongolia, Nepal, 
Pakistán, Filipinas, Sri 
Lanka, Tailandia, 
Vietnam

Microscope outreach ‐

 
2010
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Microscope country results ‐

 
2010
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Microscope LAC results ‐

 
2010

There is a variety of market 

 profiles in the region, a trend 

 that is evident among the 

 three category scores

 

of the 

 Microscope Index.

The top five countries of the 

 region are among the ten best 

 countries in the 2010 Global 

 Microscope Report (54 

 countries).

Source: Economic Intelligence Unit (2010). “Global microscope on the microfinance business environment”
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Microscope country details –

 
2010

a.

 
In the report:

Key characteristics
and
changes  from last year
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Microscope country details –

 
2010

b. In an attached excel file
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Microscope  correlation–

 
2010
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III. Principles for Effective Microfinance 
 Regulation and Supervision
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-In early 2008,  a Working Group was created by the Association of Bank 
Supervisors of the Americas (ASBA) to  provide guidelines  for its  members

- The Working Group (Bolivia, Brazil ,Colombia, Peru, El Salvador, 
Mexico, USA -FDIC) met regularly with FOMIN support

- The Working Group  discussion was supplemented by  a survey  sent to all 
regulators in the region in addition to a survey to more than 150  microfinance 
stakeholders

- The results were summarized in a “guidelines” (December 2010) document

-The aim was to provide regulators with a practical guide to set effective 
norms and regulations. It also considers  microfinance institutions that do not 
work under financial supervision

- Draws on the experience of the most successful  microfinance markets in 
LAC 

The Guidelines and its inception 
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- The guidelines has three major sections:

1. Preconditions for effective regulation and supervision

2. Regulation and supervision of microfinance institutions

3. Regulation  and supervision of microcredit operations

Assumption: Only the “financial” part  of microfinance can and should be 
supervised by the financial supervisor.  

The Guidelines
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- Freedom to set prices (or any type of mandatory limit or quota)

- Clarity on regulatory status 

- Unified accounting systems for supervised and non- supervised 
financial institutions

- Aim to comprehensive credit bureaus. Avoid specialized systems

- Product and price transparency 

- Consumer protection and information for all users of financial 
services  (not only for those clients of supervised financial institutions)

- Mechanisms for rapid resolution of minor disputes

The Guidelines – some preconditions
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The Guidelines – regulation

- While deposit taking is the “moving” regulatory force, the 
supervisor should always monitor the risks outside the system (eg. 
Ponzi schemes).

- Normal “fit and proper” (no less strict) conditions apply to licensing 
microfinance institutions.  However, special attention should be paid 
to: “sweat  capital”,  donors’ contribution and initial intent, portfolio 
value and potential of conflict of interests.

- Public information is crucial. Suggested public metrics include:

Portfolio-at-Risk 
Loan losses 
Effective interest rates
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- Clear microcredit definition (some elements):  

a small loan amount  

paid mainly with proceeds of a micro/small business but 
cash-flow analysis include all sources of income/expenses 
of the typical “household-enterprise”

granted with specialized high-touch (personal 
contact) credit methodology

- An ideal “portfolio” breakdown is: microcredit, consumption, 
commercial/corporate and mortgage/housing lending

The Guidelines – regulation
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- Microcredit methodology (some inherent elements) :  

Credit applicant with his/her ownn business 

No exclusion solely based on lack of formal  documentation

There maybe no collectable collateral

Consultation  with credit bureau

Cash flow analysis and balance prepared by loan officer

The Guidelines – regulation
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- Microcredit portfolio-when to allow it?

Proven market need

Clearly established credit methodology

Adequate personnel

Technological infrastructure for close monitoring  of clients        
and loan officers

- Loan losses reserves requirements (generic and specific) should 
take  elements such as

Number of days past due (one day means past due)

Number of times of rescheduled loans

“ A microcredit stops generating income the first day the loan 
becomes past due”

The Guidelines – regulation
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- Specialized knowledge within the supervisory authority

- Processes to monitor/prevent over-indebtedness

- Sound off-site and on site procedures for microcredit portfolio 
supervision . Key example:

Supervisor uses portfolio sampling procedures and visits clients 

The Guidelines – supervision
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LESSONS

‐

 
Regulation follows financial  innovation (not the other 

 way around). The  microcredit experience  (over 30 years) 

 is the most clear example.

‐

 
Go local.  Peer‐to‐peer  learning  can have the greatest 

 impact. 

‐Regulators are not policy makers.   Regulation and 

 supervision must ensure that  sound practices (and 

 institutions) are in place.  Not more, not less.  
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