August 2009

GLOBAL RECESSION AND SUSTAINABLE DEVELOPMENT:
THE CASE OF MICROFINANCE INDUSTRY IN EASTERN EUROPE

Dr Dragan Loncar®
E-mail: loncar@ekof.bg.ac.rs
Christian Novak?
E-mail: christian.novak2@gmail.com
Dr Svetlana Cicmil®
E-mail: svetlana.cicmil@uwe.ac.uk

Abstract: This paper explores the traits of the microfinance industry in Eastern Europe and how its
performance has been affected by the ongoing economic downturn. The microfinance business in Eastern
Europe experienced remarkable growth between 1997 and 2007 with compounded annual growth rates
exceeding 50%. Owing to sky-high growth rates, microfinance in Eastern Europe has quickly evolved from
a start-up sector to a profitable and sustainable industry. However, the unprecedented macroeconomic
turmoil has had significant impact on microfinance institutions (MFIs) in Eastern Europe, making it the
most affected microfinance region in the world. On the MFIs’ side, the growth has slowed down with loan
portfolios flat or even decreasing in 2009. Quality of portfolio is deteriorating by the palpable increase of
portfolios at risk (PARS). Liquidity is worsening due to harder access to funding and increased cost of
capital, regardless the attempts to diversify funding sources and rely more heavily on domestic savings. On
the clients’ side, the accelerated inflation spiral, massive layoffs, inhibition of new employment, and drop
in incomes have led to lower repayment rates, falling from 98% in 2007 to mid 80% in 2009. By contrast to
Eastern Europe, the microfinance sector in India, Northern Africa, and Latin America has surprisingly
remained largely protected from the global recession. The main research question is: why is the
microfinance sector in Eastern Europe excessively vulnerable to contemporary economic trends and why
does it exclusively perform cyclicality? The first part of the paper explains the rationale of the
microfinance business, and the trends within the industry during the last decade. The second part gives a
short overview of the current state and trends within the microfinance industry in Eastern Europe. The
third part explores the features of contemporary recession and its impact on the microfinance business in
Eastern Europe, both from the clients’ and the MFIs’ perspectives. This part also explores the various
impacts that the global recession has had on the microfinance sector in other regions, and how these
compare to the impact experienced in Eastern Europe. The final part summarizes the ideas displayed in the
paper and indicates directions for further research.
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1. INTRODUCTION

From 2007 onwards, the global financial system has begun to collapse. The stubborn insisting on
cheap money policy and poor regulation of grey zones in derivatives market has driven the world
economy into a Ponzi stage of economic cycle. The abundance of ungrounded optimism and the
absence of any degree of risk aversion among all economic agents built the pyramid of unrealistic
expectations that the economy will grow at the same pace indefinitely. These expectations were
projected mostly throughout the real estate market, where the borrowers were given free call
options through non-amortizing lending programs, such as 2/28 subprime mortgage loans. The
symptoms of the economic slump surfaced in the real estate market but quickly spread on all
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other cyclical industries and have started to exacerbate non-cyclical and countercyclical industries
as well.

The World Bank* has projected that the world economy will shrink by 2.9% and that the global
trade will plunge by 9.7% in 2009 only. Economic damage to developing countries has been deep
and pervasive. Investment and other financial flows to developing countries plunged by 40% in
2008. Foreign direct investment in developing countries is projected to drop by additional 30% in
2009. Europe’s emerging economies have suffered more in the crisis than Western Europe and
are forced to cut spending and investments as economic growth and budget revenues fall. Eastern
Europe and Central Asia (ECA countries) have been hit hardest and the region’s GDP is expected
to fall by 4.7% in 2009.

The financial meltdown has turned into a sudden drop in capital flows to emerging and
developing economies, which threatens to destabilize their financial systems, impede further
growth and increase poverty. The developing countries most affected by these trends are those
that have been most integrated into the international financial system. They have been facing
toxic asset problems, reduced accessibility to external liquidity, widespread withdrawals of local
deposits, and deepening of balance of payment deficit.

Microfinance is considered the countercyclical industry within the financial sector, i.e. the tool
that can provide stability buffer against the crushing impact of the economic downturn. With
many emerging countries in Eastern Europe suffering from the economic downturn, it is
important to understand the impact and effects of the crisis on the microfinance sector. Thus, the
aim of this paper is to examine the main areas of contagion of the crisis to the microfinance sector
worldwide and Eastern Europe in particular.

2. RATIONALE AND TRENDS WITHIN THE MICROFINANCE INDUSTRY

Microfinance business refers to the provision of banking services by poverty-focused financial
institutions (MFIs) to poor people that are not being served by mainstream financial services
providers®. MFIs allow investors to reach double-bottom line objectives by simultaneously
focusing on poverty alleviation and attractive risk-return trade-off.

The microfinance industry traces its roots to the mid-1970s, when the first microfinance
institutions (MFIs) were established in South Asia and Latin America. The early steps of MFIs
were based on experimental programs of group lending to low-income entrepreneurs in the
developing countries. In fact, the successful model of Grameen Bank in Bangladesh was accepted
and adopted by other MFIs around the globe. The industry has since expanded throughout the
developing world and has become one of the most significant areas targeted by the socially
responsible investments’ (SRIs) sector. Microfinance has gained outstanding attention during the
last couple of years. The United Nations declared 2005 the “International Year of Micro-Credit”.
One year later, Prof. Muhammad Yunus, the founder of Grameen Bank in Bangladesh, and
Grameen Bank were awarded the 2006 Nobel Peace Prize. In 2007, Banco Compartamos, a
Mexican MFI, launched the initial public offering of 30% of its capital at a market capitalization
of over US$1.5 billion on the closing date. This event also evidenced the increasing number of
institutional investors, development agencies and NGOs interested in financially supporting the
industry’s growth.

* Source: www.worldbank.org/ieq
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MFIs can take different organizational forms, such as licensed financial institution, financial
NGO, non-bank financial institution, credit cooperative or niche banks. There are about 10,000
MFIs worldwide, with the high market concentration within the largest 700 MFI units. The main
service provided by MFIs is micro-lending to the low-income entrepreneurs. MFIs use two
lending approaches: group lending and individual lending. In group lending, which is typical for
rural areas, a group of people act as a single borrower. This is a non-collateral mechanism which
relies on group self-discipline and peer pressure and monitoring. However, some MFIs prefer to
have individual borrowers with individual liability. In individual lending, which is a standard in
urban areas, every individual is considered an independently liable borrower.

In addition to lending, many MFIs have started to offer micro-deposits and micro-insurance
services to their clients, as well as business training and networking opportunities for the poor
entrepreneurs.

Microfinance clients are typically self-employed entrepreneurs, often women, who usually run
household-based micro-enterprises. In rural areas, the clients are usually farmers, shepherds and
merchants, involved in small-scale food production, processing and trading. In urban areas, the
range of clients’ profiles is much more diverse, from shopkeepers and artisans to various service
providers®.

The idea of microfinance is to fill in the gap left by the conventional banks by providing micro-
loans to the poorest layers of population that do not qualify for the traditional banking loans. For
most of micro-borrowers micro-loan is the only source of funding apart from unofficial
moneylenders’ (loan sharks) loans with sky-high annualized interest rates of sometimes more
than 1,000% for a monthly loan’. Annualized interest rates charged by MFIs are usually between
15% and 70%. For the poor this is the cheapest funding alternative. It should be noted that
administrative costs account for almost two thirds of interests paid by the client.

During the last decade, many top-tier MFIs succeeded in transforming themselves from donor-
driven into formally regulated financial institutions which are self-sustainable in economic sense.
This transition has facilitated access to additional sources of funding, including private and public
equity investments, deposits, and commercial debt. The top-tier MFIs are increasingly attracting
the interests of private and public investors and commercial banks. Their advantages are stable
market share, experienced management team and rising profitability. In 2007, there were about 45
MFIs with a loan portfolio in excess of US$100 million®. Still, the majority of small MFIs rely on
foreign funding, including sources from bilateral and multilateral development agencies, such as
the World Bank and EBRD, as well as private investors through NGOs, individual donors,
foundations, individual and institutional investors.

Between 2003 and 2007, the microfinance sector has expanded its customer base by
approximately 25% per year. At the end of 2007, the microfinance sector served more than 100
million clients all over the world and had an estimated total loan volume of US$25 billion, in
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comparison to US$4 million in 2001. Yet it is serving less than 10% of the market potential
estimated at 1.5 billion potential clients or US$250-300 billion of micro-loan volume®.

There are huge differences in geographical distribution of the microfinance market™’. Asia is the
largest market with roughly 38% of the micro-loan portfolio outstanding. Latin America covers
28%, Eastern Europe 27%, and Africa 7% of the portfolio. As for the distribution of borrowers,
South Asia accounts for 51%, East Asia and Pacific 20%, Latin America and the Caribbean 15%,
Africa and Middle East 10%, and Eastern Europe and Central Asia only 2%. It is obvious that
Eastern Europe and Central Asia incorporates the smallest number of borrowers, however with
the highest average micro-loan size of approximately US$1,600. On the contrary, average micro-
loan size in Asia is only US$150, but the number of borrowers is much larger.

The microfinance business is said to be resilient to the economic cycles''. Even today, in the
middle of a global economic crisis, top-tier MFIs report repayment rates well above 90% on
average. It seems that the poor, especially from rural areas, are more faithful payers due to less
dependence on global economic trends. Micro-borrowers typically have a robust capacity to
generate cash flow through their business, and they have a strong incentive to repay the micro-
loans since these are their only source of capital. Besides, ongoing changes in regulatory
framework of many countries have enabled private investors to invest in the microfinance sector.
The amount of microfinance investments completed through specialized microfinance investment
funds have increased significantly in the past few years. Lastly, the use of structured debt
products has allowed risk-averse investors to invest in the microfinance sector by purchasing
senior notes of structured transactions. Due to the nature of the microfinance business and the
previously mentioned trends, top-tier MFIs have been reporting more favorable results than
conventional commercial banks in many countries™.

On the other hand, investments in MFIs bear significant risks, which can be divided into country
risk and MFI-specific risks. Country risk may differ palpably between even adjacent countries.
The crucial component of the country risk is uncertainty about regulation and government
intervention. For example, a government’s imposition of interest rate caps or of transfer
restrictions may adversely affect the development of the microfinance industry in a specific
country. Other negative components of country risk include lower standards of financial
reporting, political instability, inadequate foreign exchange rate policy, and currency
devaluations. MFI-specific risks typically include underdeveloped internal processes, weak
control and risk management procedures, limited availability of experienced management, and
the complex nature of the MFIs’ transition from unregulated to regulated financial units.

3. CURRENT STATE AND TRENDS WITHIN THE MICROFINANCE INDUSTRY IN
EASTERN EUROPE

The resilience of the microfinance business is currently not proved in the case of Eastern Europe.
This is the most affected microfinance region under the present recession. In order to explain the

® According to the World Bank, around 1.1 billion people live in extreme poverty of less than US$1 a day
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reasons of such instability and cyclicality we have to understand the historical trends of
microfinance in Eastern Europe.

Concluding with 2007, the Eastern Europe microfinance industry experienced several years of
growing investment flows and high annual growth. The region has been characterized by a sharp
contrast between consolidation in more mature markets, such as that of the Balkans and Central
and Eastern Europe (CEE), and pioneer growth and proliferation in the relatively young markets,
such as Russia and Caucasus™.

Therefore, we will look at the Eastern Europe in terms of four regions: the Balkans, CEE, Russia,
and Caucasus. The profile of the microfinance business in Eastern Europe for 2007 is exhibited in
Table 1. According to the number of MFIs, number of active borrowers and the volume of
portfolio outstanding, the largest microfinance region is CEE, followed by the Balkans and
Russia. Penetration rate, measured as a percentage of total population, is between 0.5% in Russia
and 4% in CEE. Strict penetration rate, measured as a percentage of population below the poverty
line ranges from 3.5% in Russia to 19.2% in CEE.

Table 1. The profile of the microfinance industry in Eastern Europe

No. of active Portfolio Average . Strict

. No. of - Penetration .
Region MEIS borrowers outstaqd!ng loan balance rate penetration

(000) (US$ million) (US$) rate

Balkans 47 803 2,875 3,581 3.4% 18.7%

CEE 3,852 5,110 6,027 1,179 4.0% 19.2%

Caucasus 164 394 1,042 2,646 2.4% 8.5%

Russia 1,893 675 2,702 4,003 0.5% 3.5%

Total 5,956 6,982 12,646 1,650 2.5% 13.1%

Source: CGAP 2008 MFI Survey, MIX Market 2007, WOCCU 2007, In: MIX and CGAP Report (2009), p. 2.

Microfinance sector in Eastern Europe is dominated by credit unions, downscaling and
specialized microfinance banks. Beside credit unions, specialized and downscaling banks,
microfinance players include NGOs, non-bank financial institutions (NBFIs), and retail
government funds (specific for Russia). Well over half of the borrowers (69%) are served by
credit unions. This is emphasized in CEE region, with a complete dominance of credit unions in
Poland, Romania, and Ukraine.

NBFIs offer small loans and are focused on reaching the remote clients. Therefore, their relative
operating expenses are higher than that of banks. On the other hand, they have lower cost per
borrower than other MFIs because they use the group lending methodology. This is the case in
the Caucasus and the Balkans as opposed to Russia and CEE where individual lending is more
common.

Legal and regulatory framework for microfinance differs significantly from one country to
another. Some countries, such as Bosnia and Herzegovina and Kazakhstan, have adopted
specialized microfinance laws. Other countries, such as Armenia, have adjusted the current
financial sector legislation to the needs of the microfinance sector. The vast majority of countries,
including Serbia and Russia, did not carry out any adjustments in regulation and microfinance is

B3 Source: MIX and CGAP (2009): Eastern Europe and Central Asia Microfinance Analysis and
Benchmarking Report for 2008, February 2009.




still regulated by the general financial market legal framework. Consequently, most of MFIs have
not become fully integrated into local financial systems. Only a few MFIs have applied for a
license to become specialized depository MFI.

Serbia presents an underdeveloped microfinance market due to inappropriate regulatory
framework. In Serbia, according to available data from 2007, only 19,600 or 0.3% of the
population have taken micro-credits, and the total portfolio volume was US$29.1 million. This
compares poorly with the adjacent Bosnia and Herzegovina, where 400,000 people or 10.4% of
the population borrowed more than a US$1.3 billion through the microfinance sector, which
represents around 9% of the country’s GDP. The main reason of underdeveloped microfinance
sector in Serbia is inadequate regulatory framework in this field. The Law on Banks allows only
the traditional commercial banks to lend money. Until 2003, MFIs could lend money only from
UNHCR donations, although there were other international financial institutions eager to enter
the microfinance market as donors. The temporary solution was collaboration with the
commercial banks, which started to lend in their name, but for MFIs’ account. That was possible
until 2005, when the new Law on Banks prescribed the obligation of MFIs to deposit 100% of a
loan to the bank before the bank can approve the loan to a client. The end result is slower
approval procedure, and higher administrative costs and interest rates for clients.

As for funding sources, the Eastern Europe microfinance sector is predominantly supported by
private investments and donations. Five funding organizations (EBRD, IFC, WB, KfW, and
AECI) contributed with 73% to the total portfolio volume in 2007*. Together, the 54 leading
donors and investors committed about US$2.1 billion to the Eastern Europe microfinance sector
by the end of 2007. As expected, debt was the most popular funding instrument across the region
(83%), followed by equity (8%), guarantees (4%), grants (3%), and other financial instruments.
Due to increased demand for debt given the easier access of large MFIs to commercial debt, the
Eastern Europe microfinance regions has become the most leveraged one with the mean debt-to-
equity ratio of 16.5x in 2007 (compared to 8.8x globally)™.

4. THE IMPACT OF THE FINANCIAL CRISIS ON THE MICROFINANCE BUSINESS
IN EASTERN EUROPE

The unprecedented economic turmoil has had significant impact on microfinance institutions in
Eastern Europe, making it the most affected microfinance region in the world. The root of the
emphasized sensitivity predominantly lies in the macroeconomic structure of the Eastern
European economies.

Many countries in Eastern Europe have not completed transition process yet. Many of them, such
as Serbia, have been facing a transitional stagflation problem for years now™. The global crisis is
amplifying negative effects already present within the local economies, such as growing inflation,
slowed GDP growth, increasing deficit of balance of payments and budget deficit, and currency
depreciation. Besides, political turbulences, coupled with the global credit crunch, increase
country risk and contribute to the growing cost of capital. All the mentioned trends have
detrimental effects on the financial health of MFIs and their clients’ ability to service micro-
loans.

¥ Source: MIX and CGAP Report (2009), p. 10.
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The overall impact of the financial crisis on the microfinance business in Eastern Europe can be
divided in two tracks: the impact on MFIs and the impact on MFIs’ clients.

On the MFIs’ side, growth has slowed down with loan portfolio flat or even decreasing from
2008 throughout 2009. Quality of portfolio is deteriorating with the significant increase in the
percentage of portfolios at risk (PARs), driven by the weaker financial situation of the MFIs’
borrowers, as explained below in this section. The portfolio deterioration has been exacerbated by
the higher credit risk concentration taken by Eastern Europe MFIs as compared to other regions,
given the higher average micro-loan amount and the predominance of the individual lending
approach in Eastern Europe.

Liquidity is worsening due to meager access to funding and increased cost of capital. The credit
crisis has crimped the ability of commercial lenders and donors to fund MFIs. Only a small
portion of MFIs may look for the alternative funding through domestic savings deposits. Due to
the financial market turmoil at the moment, IPO is not the prudent alternative. On the top of it,
state resources for supporting the worst-off are shrinking. Finally, foreign aid dropped by 8.4% in
2007, and most donors are struggling to meet their stated commitments'’.

Bank failures in the USA and the widespread atmosphere of fear and instability led to massive
withdrawal of deposits. This trend was the most obvious in the countries of Eastern Europe.
Outside of Eastern Europe, this trend has occurred in only isolated cases. This can be explained
by the accumulated negative experience from the past, because many Eastern European countries
experienced the collapse of public banking systems during the 90s. Many Eastern European
citizens are afraid that something similar might happen again and prefer to keep their money in
cash, usually in rented banks’ safe boxes.

Nevertheless, the deposit-taking MFIs and savings-led institutions are relatively well-protected
compared to the non-deposit-taking MFIs that rely heavily on international funds and investors
who have been hit hard by the crisis. These MFIs will have to change their business models and,
in many cases, temporary give up refinancing to the existing clients. This is making sense in
terms of asset and liability management, but the greatest dangerous consequence is deterioration
of asset quality as it “kills” repayment incentive. In other words, clients without the possibility to
receive additional loans are more prone to default on their existing loans.

One of the urgent answers to liquidity tightening is the establishment of emergency funds by
national and multinational development agencies. One of the examples is the recent establishment
of a US$500 million cross-border refinancing facility launched by KfW and IFC for MFIs
globally. Although of a short term nature and priced as a last resort, these funds may serve as a
temporary liquidity bridge during the recession. The idea is to structure these funds in such a way
to prevent crowding out effect on local sources of funding and preserve incentives to deposit
mobilization. It is expected that the development funds along with the government agencies will
continue to fill the gaps left behind by the retreat of commercial investors.

The other answer to the liquidity dry-up problem is foreign currency borrowing. This is a very
dangerous kind of funding because of local currency depreciation. Many MFIs in Eastern Europe
which took foreign currency debt now face the problem that their foreign currency exposure
exceeds their equity.

Y OECD  (2008):  Debt relief is  down: other ODA  rises slightly,
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On the MFIs’ clients side, the accelerated inflation spiral, specially affecting food prices, massive
layoffs, inhibition of new employment, and significant drop in real income have led to lower
repayment rates, especially in Eastern Europe, where the repayment rate fell from 98% in 2007 to
mid 80% in 2009. The MFI’s funding interest rates rose by 2-4 percentage points in most markets
and their operational costs have been affected by inflation, hence the increased costs have in most
cases been passed to their clients, which can further exacerbate the repayment score. If the MFlIs
“swallow” the rise in costs by themselves, it will put pressure on their profit margins and
ultimately hurt their financial sustainability.

A March 2009 survey by the Consultative Group to Assist the Poor'® found that three quarters of
micro-lenders in Eastern Europe were struggling to repay loans due to high food prices, job
losses, and economic contraction. This is especially true for the clients living in urban areas.
Evidence also suggests that women’s businesses may suffer more during the financial crisis,
because of more sensitive market conditions and higher operating leverage™. If we know that
more than 80% of MFI clients in Eastern Europe are women, this is a very worrisome fact.

Remittances from abroad are a very important source of financing of the poor’s basic needs and
entrepreneurial endeavors in Eastern Europe. With economic growth inhibited, especially in the
construction sector, migrant flows have slowed and in some countries begun to reverse. The
importance of remittances is huge for countries with many citizens living and working in
developed western economies®. In Eastern Europe this is the case with Albania (remittances
represent 10% of GDP), Serbia (11%), Bosnia and Herzegovina (17%), Kyrgyz Republic (19%),
Montenegro (11%), Tajikistan (46%), etc. Direct inflow of foreign currency helps maintaining
stability of local currency, which is of immense importance for MFIs that rely on foreign
commercial debt.

By contrast to Eastern Europe, the microfinance institutions in India, Northern Africa, and Latin
America has surprisingly remained largely protected overall from the global recession. However,
the effects of this crisis are expected to be deeper and more complex than in the past. It is clear
that this crisis, in the medium and longer run, is likely to negatively affect many poor people
around the globe and the institutions that serve them. How particular MFIs will be affected
depends on many factors, some of which are the structure of liabilities, quality of portfolio, their
current financial health, and the financial health of their clients.

What should MFIs in Eastern Europe do to alleviate negative impacts of the crisis? There are
several prudent steps that we believe MFIs should take.

First, MFIs have to adjust their growth plans to more conservative digits. The steady accelerated
annual growth of 50% and more as experienced in the past is nowadays a wishful thinking and an
imprudent approach.

Second, they should segment their clients and optimize the distribution of scarce funds by
granting follow-on loans to existing borrowers who have repaid on time. In relation to the
defaulting borrowers, MFIs should allocate resources to collect the unpaid instaliments and to
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work with this client segment in determining loan sizes/repayment schedules that could be
fulfilled after regularizing their financial situation.

Third, MFIs should turn their attention to the efficiency and effectiveness of their internal
organization. Frog-leap growth in recent years has created many cracks in MFIs’ internal
structure. What is needed now is consolidation of these institutions in organizational and business
terms, featured by more conservative policies, cost optimization programs, better value-for-
money products, and greater attention to asset-liability management, foreign currency exposure
and risk management practices overall. These measures require expertise which many MFIs
currently lack. Many studies estimate M&A frenzy in this sector very soon?. In the quest of
improved efficiency and higher market power, many small MFIs will become the prey of larger
and more mature MFIs. Also, many small and unattractive MFIs will simply go bust.

Finally, the crisis has clearly emphasized the value of deposit-led approach for MFIs. This is the
cheapest ticket for improved resilience and robustness against the economic cycles. In many
countries, the prerequisite for deposit-taking is the change of regulatory framework. Due to the
ongoing financial crisis, many governments will become even more conservative than they were
in the past. Restricting licenses for deposit-taking is just an example of the conservative measures
that the governments might take in the future, which could further hinder access to cheaper long-
term funding.

5. CONCLUSION

Microfinance is an effective poverty alleviation tool. It ignited a virtuous cycle of economic and
social development, by empowering the lower-income segments of the population by providing
them access to financial products that has allowed them to increase their income levels. The
effects of microfinance have largely been enjoyed by the Eastern Europe region, which represents
approximately 27% and 2% of the global micro-loan portfolio and number of borrowers,
respectively.

The microfinance business is said to be resilient to the economic cycles, as it has been the case in
previous local and regional economic crisis. However, the current unprecedented economic
turmoil has had significant impact on microfinance institutions in Eastern Europe, making it the
most affected microfinance region in the world. Also as a suggestion for further research,
following we list the main reasons for the cyclicality currently experienced by the microfinance
sector in Eastern Europe:
= Incomplete economic transition in the former communist countries
= High inflation (sustained high food prices) and drop in real income
= Higher cost of capital after a long period of unreasonable cheap funding made available
to MFlIs
= Dominance of individual lending (as opposed to group lending), which increases the cost
per borrower and risk of default
» High average size of micro-loans, which increases concentration of credit risks and in
many cases puts MFIs as direct competitors to conventional commercial banks
= Lack of local deposit base due to incomplete regulation of the microfinance business in
many countries
=  Withdrawals of the existing deposit base over the recent months due to negative
experience from the past

21 Fitch (2009): Microfinance — Testing Its Resilience to the Global Financial Crisis, Fitch Ratings
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= High dependence on foreign funding in hard currency coupled with the local currency
permanent depreciation

= High dependence of borrowers on remittances from abroad, whose volumes have
decreased

= Unstable internal organizational structure of MFIs and poor networking between local
MFIs (within national associations), which result in low negotiation power

= Relatively underdeveloped MFIs’ management and lack of adequate risk management
procedures.

The situation is however not critical. MFIs will be able to cope with the crisis and will even
probably emerge as stronger organizations. In section 4 we mentioned several prudent steps that

we believe MFIs should take, and that we understand are already being followed by their
management.
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