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Introduction:
Objective of the workshop is to discuss impact on microfinance of global crises: 
· financial crisis
· economic crisis

· and in context of development in the South: food crisis

1990s microfinance showed growth, microfinance became embraced as instrument for poverty alleviation and development.
Financial and economic crisis affected MFIs (though uneven between regions and countries): liquidity squeeze reduced supply of external loans, clients less capacity to pay debts, reduced credit demand.
Before the crisis: boom, investors discovered the sector also because of financial returns; at the same time doubts growing if microfinance really benefits the clients.
Formerly: interest of microfinance was compared to interest of moneylenders and was perceived as less expensive. 
Nowadays: interest is compared to formal banking credit and is perceived as more expensive. And also compared to potential returns from investment in agricultural production (instead of trade and services).
How does the crisis impact on these processes?

Two statements are stated: 
I 
The global financial crisis, instead of being negative for microfinance development, it is a benefit. It has slowed down the inflow of money looking for high financial returns that was becoming a threat and it has increased awareness of the risk of over-indebtedness of (urban) clients.
II
However, will the financial crisis really trigger a change for social performance and social impact? Or will it be a restriction to growth – leaving out the rural population from financial services forever. Who will be the agents for change?

Presentation: Reynaldo Marconi, PRORURAL FR:


The crisis raises two questions: 
· A threat for poor and vulnerable client outreach? Or:
· an opportunity to improve social performance and impact?

The main problem in Latin America is rural poverty.

Outreach of microfinance in rural areas does not exceed 5%  (while 36% at national –urban & rural- level).

There are three different types of MFIs that operate in Latin America: 

· MFIs with commercial visions, profit based, regulated and operating in urban market

· MFIs with a social mandate, CSOs or NGOs, work generally with women, and in peri-urban and rural market, working with entrepreneurs 

· Community owned and producers owned financial institutions, working in rural areas, working with peasant and farmer producers

The MFIs most affected by the crisis are the ones with commercial vision. 
Questions & Answers:
· As a response to the crisis, are there innovations in collateral building? 

MFIs that work with group solidarity as collateral face no problems with collateral. 
· Are tools available to measure SPM? Is GRI incorporated?
MFIs with social mandate have developed and incorporated these tools to measure levels of poverty in the region. We do not work only in instruments. We attempt to build a system that works on certification such as in fair trade; a certification system for SPM for MFIs. 

· Is there difference in repayment rate in these three different types of MFIs as a consequence of the crisis? 
The non-repayment rate has not changed as an effect of the crisis, in South America. 
· MFIs with social mandate: non-repayment rates are still low. 
· Non-repayment rates have increased for MFIs with commercial vision.
There are different reasons depending on the context:

· Central America has been more affected than South America. Because of integration in US market, large inflows of remittances, politics (Nicaragua). 
· In Bolivia: crisis has not affected much the non-repayment rates.
Presentation: Frank Streppel, Triodos Investment Management:

Less impact in microfinance than in financial system. Microfinance is often not integrated with the formal economy of a country. Only in a few countries money was pulled out of microfinance sector: e.g. Kazachstan. More important was indirect effect. Different degrees of integration in world economy – e.g. Central America much more impact than South America.
Slowdown of growth of the sector is healthy, not to worry about. 
Concern: increasing risk of over-indebtedness.
Rapid growth of supply of microfinance has not been followed by growth of infrastructure (credit bureaus, capacity of central banks / supervision), infrastructure is of vital importance.

Important elements of product responsibility: transparency and Clients Protection Principles (developed by CGAP)

There are no simple answers to the two statements. Different aspects.
I 
Microfinance has been looked at a more realistic way.

Microfinance needs commercial money (access to capital markets) to become sustainable (independent from aid money). The problem is not commercial money as such, but the growth of capital on the market that was not supported by a growth of infrastructure.

II 
Be realistic. Why is the access to rural financial services so low? Costs of delivery are high in rural areas and risk to operate in rural areas are also high. It is therefore that MFIs prefer to operate in other areas (urban). Regarding different types of MFIs: it is not the one or the other that is better, you need both type of institutions (commercial vision and social mandate). As Triodos we recognize that there are different market segments, and we support different MFIs. Savings are important but it is dangerous to allow all MFIs to receive deposits (when they invest in risky loans and are institutionally immature). Microfinance is not the magic bullet that addresses all causes of poverty. Encourage donor and multilateral organizations to focus investment in being complementary rather than only invest in microfinance institutions. 

Questions & Answers: 

· Are incentives within MFIs enough to prevent such a crisis as in the commercial banks?
· To what extent do MFIs differ from commercial banks that have suffered of the crisis. You say infrastructure is needed, but there were also rating agencies for the formal commercial sector, but crisis did happen. 
Rating agencies should be independent. It is a problem when rating agencies are not independent. In the case of commercial banks they had wrong incentives to come out with information. Core of the problem: banks did not know what they were buying? Whereas social investors and MFIs know their clients: going out to field, assessing cash flows, they know their clients. This is a fundamental difference with commercial banks that have suffered of the crisis. 

Presentation: Johan Bastiaensen, University of Antwerp:
A slide show is available, not a paper. But in a few weeks a publication on rural microfinance and value chains, written in cooperation with FDL, Nicaragua will be published. 
In Nicaragua microfinance was embraced as a major poverty alleviation tool. No direct government involvement. Donor darling. CLEAR Report 2005 pointed towards mainstreaming of microfinance in the financial sector. Strong promotion to become regulated, otherwise MFIs should not continue. Unequal and aggressive competition.

Institutions are important, but also its effective functioning. In Nicaragua there was a credit bureau but it did not function: Banex did buy (staff and) clients of other MFIs, but they didn’t want the credit bureau to know. It is good to have institutions, but they do have to work.
Regulation is a problem. Agricultural loans are punished. While poor agricultural entrepreneurs are the best in repaying. Conventionalization of financial technology was a consequence: MFIs that became regulated relied on contract and law.

Over-indebtedness is a problem at the level of the clients but also at the level of MFIs. There has been overfunding of the regulated MFIs. Microfinance investors should care, the same as they say the MFIs should care.

Banex and Procredit are the reasons for the rebellion “no pago movement”. They lent to small and medium entrepreneurs in cattle chain, that were local leaders (both Sandinistas and non-sandinistas). When non-repayment started to become a problem, they started to apply legal enforcement. But if you start putting local leaders in prison, you induce a rebellion movement. 

FDL: pioneer of rural microfinance. Social focus is embedded. It is about creating legitimacy, then microfinance works. In 2002 we (University of Antwerp) did a research: why did FDL’s methodology work out well in some areas whereas it did not in other areas? This was because of the client patronage system in some areas that FDL was not able to deal with. There they were not able to create legitimacy. Important is: what are norms values and social values in a context? What is legitimate? 

The mainstream discourse has changed: nowadays “poor are vulnerable” rather than discourse of “poor are entrepreneurs” as it was before. 

Finance and credit alone does not reduce poverty. We need credit together with other elements to get people out of poverty. What is needed, is a transformative finance plus approach. 

Though finance is a major element in this approach, it is not the only element. Finance plays a crucial role in asset and network-building for capital constrained small enterprises. 

Questions & Answers: 

Does the financial crisis play a role in your presentation (in the Nicaraguan case)?

· Not really. The only external economic factor is the cattle crisis. But this has more to do with the changes in the ethanol market in the US, than with the financial crisis.

In Nicaragua all types of MFIs are dependent on cattle chain and meat chain. Cattle prices have gone up until 2007, but after that they dropped. Meat prices at the slaughter houses went down with 20%, but the poor farmers who sell young animals faced 50% reduction in prices.
In a context of Nicaragua we may end up with a situation: 

· Capitalist formal banking sector: MFIs that have become regulated. Even FDL wants to regulate now, to be politically protected. 

· State bank, Produzcamos. Ironically, partially financed by WB and IADB

Statement: countermovement is going on: we have to criticize the microfinance model from the commercialization perspective. 

Commercial banks were always talking about the poor as the “unbankable”, not without a reason. Viable microfinance was not possible because of transaction costs, or costs were too high to create the incentives to have people having microfinance. 

How come that the poor are repaying better?

· The poor were lending for food production, they are hit less than the meat producers.

· Because of social embeddedness /cohesion: for the poor it is more important to remain a good client; they have less options and less connections. 

How does the case of Nicaragua relate to general challenges in the sector?
Reaction Marconi: 
The context is different from one country to another. In the case of Nicaragua there are four factors playing a role simultaneously  
· Integration in the world market (dependency on exports to the USA)
· Dependency on remittances because of migration rates
· Maturity of the financial system in a country

· Political situation (favorable public policies/ enabling environment or the contrary) 
These are four critical factors that are all negatively influencing the sector, in the case of Nicaragua.
In Bolivia, for example, none of them are very negative, and there the microfinance sector is still developing well.

Reaction Frank:

We do recognize problems in Nicaragua. The sector as a whole is very much a challenge. While there is also a difference between regulated and non-regulated entities. Especially the regulated have been very aggressive in their strategies, and they have been pushed by the international donors.  

CLEAR Report (2005) described a market with an enormous amount of small NGOs offering microcredit, supported by donors without coordination behind it. As Triodos we expected a consolidation of the sector, we thought that would be a good thing, but you don’t see this happening. Did this also contribute to the current problems? 
As Triodos we tried to position ourselves in the market of Nicaragua with complementary positions. We have financed MFIs such as FDL (rural) and Banex that are complementary. Rather than supporting many smaller institutions.

From this perspective, we have tried to support healthy development of the microfinance market. Then you build up your relationship with your clients yourself. It is not just a matter of taking over portfolio, it is more than just managing the credit (training personnel, credit finance bookkeeping).

Something went fundamentally wrong when the bigger MFIs begin to strategize in an aggressive way.
Reaction Harry: 

In Nicaragua: banking sector is also very weak. Ten years ago, also a crisis in the formal banking sector did occur. 
Reaction Johan: 

All the time Nicaragua is seen as a special case. We should not see Nicaragua as a separate case. All four factors mentioned do play a role in other countries as well, maybe not all simultaneously at the same time. Nicaragua can be seen as a frontrunner, what happens there may happen in other countries as well in a near future. 
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