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As part of the government’s poverty 
alleviation campaign for building a new 
socialist countryside, the Chinese gov-
ernment has launched a range of ini-
tiatives to strengthen its rural financial 
system during recent years. New legal 
forms of financial institutions have been 
introduced, laying the foundation for 
commercial microfinance in the coun-
try. Although significant progress has 
been made, the Chinese microfinance 
sector is still at an early growth stage 
and additional initiatives are needed to 
enhance the capacity of microfinance 
institutions. This research evaluates 
whether the establishment of a Chi-
nese microfinance wholesale fund can 
successfully contribute to the further 
development of the sector.

In the past, microfinance wholesale 
funds have been implemented in dif-
ferent countries to foster the develop-
ment of microfinance markets by pro-
viding funds and technical assistance 
to microfinance institutions. Building on 
published literature about the whole-
sale funds’ performance records and 
on the theory of financial intermedia-
tion, this paper assesses the mecha-
nisms of wholesale funding frameworks. 
While there is theoretical justification for 
the implementation of wholesale fund-
ing structures, practical experiences 

show mixed results. Particular issues 
include the limited availability of eligible 
investment objects, political disburse-
ment pressures and disincentives for 
microfinance providers to access com-
mercial markets for refinancing. Hence, 
the efficiency of wholesale funding 
frameworks is highly contextual. The 
analysis discloses market criteria that 
support the establishment of a whole-
sale fund and success factors for the 
fund’s design and execution.

Ten semi-structured interviews with 
experts in the Chinese microfinance 
sector provide the basis for the trans-
formation of the general findings to 
the case of China. Concluding from a 
qualitative analysis of the data, a dual 
structure for the future funding frame-
work of the Chinese microfinance 
sector is proposed. First, the estab-
lishment of a Chinese microfinance 
wholesale fund is recommended as 
a transitory mechanism. The fund 
serves to fill current funding gaps and 
emphasizes capacity building among 
the retail microfinance institutions. It 
favorably offers debt investments to 
Microcredit Companies and NGOs. 
Second, alternative funding channels 
between domestic commercial banks 
and microfinance institutions need to 
be enhanced in order to enable the 

sector’s commercialization in the long 
run. This involves the improvement of 
the market’s transparency and the pro-
motion of commercial banks’ capabili-
ties to lend to microfinance institutions.

The main contribution of foreign institu-
tions to the development of the Chinese 
microfinance sector is the transfer of 
international expertise, methodologies, 
and technological solutions to China. 
Providing consulting services and tech-
nical assistance for the different players 
is essential, as corresponding compe-
tencies are still scarce within China. The 
high liquidity of China’s financial sector, 
significant transaction costs on foreign 
investments and the current political 
situation imply that foreign investors 
should not extensively allocate addi-
tional capital to China. Accordingly, 
the proposed microfinance wholesale 
fund preferably raises capital primarily 
from domestic sources. The Chinese 
government can improve the prospects 
of the proposed funding framework by 
adjusting the regulatory framework of 
the microfinance sector. In particular, 
the regulation of NGOs’ microfinance 
business and the liberalization of 
Microcredit Companies’ regulatory 
requirements are likely to increase the 
efficiency of wholesale funding in China.

Executive Summary
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1 Introduction

San nong is a Chinese expression literally meaning «three 
agrarian». It refers to issues related to agriculture, rural areas 
and peasants in China (Gilboy/Heginbotham 2004, 257). 
Problems with rural poverty, the lagging agricultural sector 
and the generally weak economy in China’s non-coastal 
regions have resulted in the government’s campaign for 
building a new socialist countryside. Amongst other initia-
tives, the reform of the rural financial system has been one of 
the main strategies to address the san nong-challenges (Gale 
2009, 59). China’s countryside is currently characterized by 
a low outreach of the financial system. There are around 900 
million people living in rural areas. As of 2008, of these 900 
million people, only 70 million received financial services by 
formal rural financial institutions (MIFA 2009, 13).

Lack of access to financial services is not just a problem of 
the Chinese rural poor. There has been a permanent short-
age of credit for the Chinese private sector, too. The People’s 
Bank of China (PBOC) estimates that a portfolio of approxi-
mately USD 300 billion is constantly invested in Chinese pri-
vate enterprises in the form of informal credits. This accounts 
for 20% of all lending in China (Young 2007, 4). Accordingly, 
only a small fraction of the over 40 million Chinese micro-, 
small- and medium-sized enterprises have access to formal 
sector loans (He 2008, 5-12). Reforms of state-owned enter-
prises have resulted in the significant increase of urban 
unemployment, adding another group of persons with little 
or no access to the formal financial system. With no stable 
income, laid-off workers and unemployed college graduates 
find it hard to offer collateral or guarantees to obtain a formal 
credit to start microenterprises (He et al. 2009, 14-9).

1.1 Microfinance in China

In order to improve the outreach of the financial system to the 
urban and rural poor in China, a range of initiatives have been 
launched from different governmental and non-governmental 
sources in past years, especially aiming at the promotion 
of microfinance. Inspired by projects of non-governmental 
organizations (NGOs) that were set up more than a decade 
ago, both PBOC and the China Banking Regulatory Com-
mission (CBRC) started microfinance pilot projects in 2005 
and 2006, respectively. These initiatives led to the estab-
lishment of new types of institutions providing microfinance, 
most importantly Microcredit Companies (MCCs) and Village 
and Township Banks (VTBs). In addition, at the end of 2006, 
the China Postal Savings Bank (CPSB) received a license 
to enter the rural credit market (Young 2007, 3). These new 
microfinance providers complement traditional banking 
institutions like Rural Credit Cooperatives (RCCs) and the 
Agricultural Bank of China (ABC), which began to experiment 
with microcredit offerings in the late 1990s (He et al. 2009, 
20-3). Appendix A provides a more detailed overview of the 
milestones in the development of the Chinese microfinance 
industry along a timeline.

Overall, the last years have seen the promotion of microfi-
nance in China on an unprecedented scale, and the speed 
of development has remarkably accelerated (Gale 2009, 73; 
Giehler 2008, 2). The China Microfinance Industry Assess-
ment Report of the China Association of Microfinance (CAM) 
(He et al. 2009) and Du (2008a and 2008b) give a good over-
view of the current state of the microfinance sector. The most 
important characteristics of Chinese microfinance provid-
ers are summarized in Annex B; Annex C lists the currently 
applying regulation for MCCs, VTBs and NGO Microfinance 
Institutions (NGO-MFIs).

Although microfinance has significantly developed during 
recent years in China, there still remain major differences 
to international standards. Microfinance is globally defined 
as «offer[ing] poor people access to basic financial services 
such as loans, savings, money transfer services and microin-
surance» (CGAP 2010a), referring to a range of different finan-
cial services. Yet, Chinese Microfinance Institutions (MFIs) 
currently provide small loans as their only microfinance 
product, excluding savings, insurance or transfer payments 
from their product portfolio1 (He et al. 2009, 2; Sun 2008, 1). 
Another Chinese peculiarity concerns the size of a loan that 
is considered to be a microcredit. International guidelines 
often refer to microcredit as loans that are smaller than or 
equal in size to the region’s annual GDP per capita. In China, 
however, CBRC has raised the official value of a microloan in 
coastal areas to RMB 100’000–300’000 (approximately USD 
15’000–45’000),2 which corresponds to up to 12 times China’s 
GDP per capita (CBRC 2008, 52). An alternative approach 
defines microcredit as all loans that are smaller than the size 
of loans that traditional financial institutions offer. Accord-
ingly, MFIs serve all those microenterprises and middle to 
low income people that lack access to the formal financial 
system. Combining the two approaches, this paper adopts 
Du Xiaoshan’s definition of microfinance in China, generally 
considering a loan below RMB 100’000 as a microcredit, 
while flexibly allowing for different standards for developed 
and underdeveloped regions (Du 2008b, 1). In practice, this 
definition comprises loans to micro-entrepreneurs, farming 
households, and poor families (Du 2008a, 2).

Besides the current limitation of microfinance services to 
credit and the relatively high loan sizes, there are other indi-
cators that demonstrate that China’s microfinance sector is 
still in its early stage of development (Giehler 2008, 2; MIFA 
2009, 43-5). The overall outreach of new microfinance provid-
ers is still modest, the capability of most MFIs to deploy good 
microlending methodology is limited, traditional financial 
institutions have experienced very low repayment rates on 
their microfinance initiatives, and some of the most interest-
ing reforms have begun as pilot programs only a few years 
ago (Du 2008a, 4; MIFA 2009, 43-5; Gale 2009, 76).

1. Even though the institutions only provide microloans, this paper refers to them 
as microfinance institutions (MFIs).

2. USD 1 = RMB 6.65 (October 25, 2010).
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1.2 Research Questions

In various countries, governments and donors have relied on 
wholesale mechanisms to foster the development of young 
microfinance industries in the past (Pennell 1999, 1).

MWFs have proven to be an efficient instrument and to con-
tribute to the development of microfinance markets in some 
cases, especially during early phases of development and 
in fragmented markets. Successful examples of MWFs were 
established in Afghanistan, Bangladesh, Bosnia, and Paki-
stan3 (Duflos 2008, 1; Yunus 1999, 8-11). In China, the Agricul-
tural Bank of China and the China Development Bank (CDB) 
have disbursed some wholesale loans to MFIs in recent years 
(Bai 2008, 16; He et al. 2009, 10, 29-30) and various initia-
tives to foster wholesale lending in the microfinance sector 
are currently under preparation (see 4.1). However, there is 
no formal Chinese wholesale institution in place at present.

Given the described context, it is no surprise that the estab-
lishment of a formal microfinance wholesale fund in China 
has been discussed at various occasions in the past. Several 
authors have recommended the implementation of a Chinese 
apex, though without picking up the controversial debate 
about international experiences with such funds (Du 2008b, 
10; He et al. 2009, 62; Sun 2008, 15; Tang 2009, 131). To the 
author’s knowledge, no thorough analysis of the potential 
of a Chinese MWF has been published up to this date. The 
research paper at hand aims to fill this gap and to contribute 
to the debate on how to further promote inclusive finance in 
China, especially from the perspective of foreign institutions.

Consequently, the goal of the paper is the evaluation of the 
following overall research question: Is it desirable to establish 
a wholesale fund for Microcredit Companies (MCCs), Village 
and Township Banks (VTBs) and NGO-MFIs in China? To 
answer this question, three specific research questions are 
posed; the first serves to analyze the efficiency of wholesale 
funding frameworks in general, the latter two consider the 
particular case of China:

1. Wholesale funds as an instrument to foster the develop-
ment of a microfinance sector:

1.1 Are microfinance wholesale funds efficient in pro-
moting microfinance sectors?

1.2 What factors can improve the efficiency of microfi-
nance wholesale funding?

2. Given the circumstances in China, should the estab-
lishment of a Chinese microfinance wholesale fund be 
recommended?

3. Preconditions and recommendations for a Chinese 
microfinance wholesale fund:

3.1 What are necessary preconditions that need to be 
fulfilled before establishing a Chinese microfinance 
wholesale fund?

3. Unsuccessful examples include MWFs in Cambodia, Nicaragua, Pakistan, and 
Sri Lanka (Duflos 2008, 2).

3.2 What are specific recommendations for the structure 
and the characteristics of a Chinese microfinance 
wholesale fund?

The analysis of this paper is focused on microfinance institu-
tions that are relatively independent from the government, 
namely MCCs, VTBs and NGO-MFIs. These types of institu-
tions are mainly funded by sources other than the Chinese 
government. This common characteristic fundamentally dif-
ferentiates the MFIs from other Chinese institutions applying 
micro lending (e.g. ABC, CPSB, RCCs) that are financed and 
controlled by the government. The state-run microfinance 
programs are not in the scope of this research. Accordingly, 
Chinese MFIs refers to MCCs, VTBs and NGO-MFIs through-
out this paper.

There has been intense debate among scholars and practitio-
ners of microfinance whether MFIs should receive funds from 
governmental institutions and donors or whether they should 
solely rely on commercial funding. Among other things, it is 
argued that only commercial funding can guarantee sustain-
able capital sources for MFIs in the long run (see Chapter 6; 
Schmidt 2008, 96-7). On the contrary, the need for financial 
contributions of governments and donors to build up micro-
finance institutions and markets in early stages of develop-
ment has been widely recognized (Armendariz/Morduch 
2007, 244-7). Given the young age of China’s microfinance 
sector, there are well-founded arguments not to oppose 
donor and governmental contributions to Chinese MFIs at 
present. Accordingly, the paper does not further address the 
debate whether funds for a Chinese MWF should come from 
public or private sources. However, the paper recognizes 
the need for the commercialization of microfinance and the 
integration of MFIs in the formal financial system in the long 
run as a fundamental paradigm.4

1.3 Methodology and Data

Researchers in the field of MWFs are confronted with lim-
ited availability of data. Very few institutions publish infor-
mation on their operation and performance; therefore exist-
ing literature is mainly limited to exemplary case studies or 
cross-sectional studies of different wholesale funds (Duflos/
El-Zoghbi 2010, 2). Similar applies to the literature on Chi-
nese microfinance. The scarce data and the relatively modest 
prior insights on the question whether to establish an MWF 
in China imply that qualitative research is the appropriate 
method for research in this field. Qualitative research allows 
for an exploratory and flexible approach to a rather unstruc-
tured problem, while still bearing reliable and rigorous results 
(Eriksson/Kovalainen 2008, 5).

This research uses two sources of data. Secondary sources, 
such as published documents and literature, serve to out-
line the framework of the research, to analyze the efficiency 
of wholesale funding in general (research questions 1), and 
to identify open questions regarding the case of China. Pri-
mary data, obtained through expert interviews, is used to 
further elaborate the case of China and to obtain answers 
to research questions 2 and 3. In order to obtain all relevant 
information, the interviews were conducted after an inter-
view guideline. Interviewed experts were chosen according 
to their relevance regarding the potential establishment of 

4. See Chapter 6 for in-depth argumentation.

Microfinance wholesale funds (MWFs), often called apex, are 
domestically constituted facilities that serve to channel funds from 
international or domestic sources to retailing MFIs, mostly in the 
form of debt or grants. This financial intermediation is often comple-
mented with the provision of technical assistance (TA) to improve 
the capacity and the infrastructure of the microfinance sector and 
of individual MFIs (Duflos 2008, 1; Gonzalez-Vega 1998, 7-9).
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a Chinese MWF, while paying attention to include as many 
different perspectives as possible. A list of the interviewed 
experts is shown at the end of this paper. They represent the 
majority of significant foreign institutions that are active in the 
field of Chinese microfinance, ranging from institutions with a 
strong NGO-focus (Wokai) to traditional development agen-
cies (e.g. UNDP, GTZ) to commercially oriented microfinance 
investors (BlueOrchard).

2 Microfinance Wholesale Funds

Microfinance wholesale funds have been introduced under 
different names: Depending on the country, the concept 
is referred to as apex institution, wholesale mechanism, 
second-tier organization, microcredit fund or wholesale 
institution. This paper uses the terms as synonyms, mainly 
speaking of microfinance wholesale funds (MWFs). MWFs 
are defined as «an institutional mechanism operating within 
a single country or integrated market to channel funds, with 
or without technical assistance or other supporting services, 
to a significant number of retail MFIs» (Levy 2002, 3). MWFs 
generally are national intermediary arrangements that link 
financiers and providers of microfinance with the objective 
to nurture the development of the microfinance sector and to 
expand the outreach of sustainable MFIs in a given country. 
MWFs are often set up by joint initiatives of the domestic gov-
ernment and international donors and financial institutions, 
especially in countries where the individual MFIs are too 
small or too numerous to be directly funded by international 
organizations. As such, apexes are created to pool money 
from different sources and to invest the funds in retailing 
MFIs, mainly through loan or grant contracts (CGAP 2010b; 
Helms/Latortue/Goronja 2002, 1; Richter 2006, 38-9). MWFs 
have become an important source of funding in many micro-
finance markets. In 2007, more than USD 2.3 billion were 
globally distributed through apexes in more than 50 countries. 
During that year, the largest 15 MWFs each distributed USD 
151 million on average (Duflos/El-Zoghbi 2010, 1).

MWFs exist in various forms, featuring different characteris-
tics and structures. The main differences generally become 
manifest in four dimensions: functions, sources of funding, 
MFI partners and legal ownership (Richter 2006, 40).

•	 Apexes can either fulfill their function as financial interme-
diary, their function as capacity builder, or a combination 
of both functions (see 2.1). As a financial intermediary, 
MWFs can further be differentiated by the way they chan-
nel funds to individual MFIs. Funds can basically be pro-
vided as grants, loans, equity investments, or guarantees 
(Gonzalez-Vega 1998, 7; Helms/Latortue/Goronja 2002, 1). 
Currently, the majority of MWFs distribute their capital as 
loans (Duflos/El-Zoghbi 2010, 1). Moreover, investments 
can either be made in local or hard currency. At present, 
most apexes provide funding in local currency to their 
partner MFIs, which reduces exchange rate risks for the 
retailing institutions (CGAP 2010b).

•	 The source of funding is the second decisive character-
istic of MWFs. In theory, MWFs can receive funds from a 
range of sources, including donor agencies, governments, 
foundations, international financial institutions, private 
investors and the capital market (Gonzalez-Vega 1998, 14; 
Richter 2006, 36). In practice, most apexes are entirely 

financed by donors5 and local governments. In 2007, more 
than half of the MWFs (51%) were funded by both donors 
and the local government, 23% were funded by the local 
government only, and 26% relied entirely on the financing 
of donors. The largest contributors among donors were 
KfW, the World Bank, IDB, IFAD and the European Union 
(Duflos/El-Zoghbi 2010, 1-2).

•	 MWFs differ in terms of targeted MFIs. Most importantly, 
MWFs can provide funds to unregulated or regulated MFIs. 
Regulated MFIs normally have a banking license, have per-
mission to mobilize savings and are subject to prudential 
regulation. On the other hand, unregulated MFIs often are 
structured as NGOs and normally do not have access to 
financial markets and public savings (Levy 2002, 3; Richter 
2006, 41).

•	 MWFs can be categorized by their legal structure. Apexes 
exist as different legal entities, ranging from unregistered 
to legally registered and from public to private ownership. 
In practice, many MWFs are structured as development 
banks, nongovernmental organizations, donor programs, 
private commercial banks, or special government pro-
grams (Duflos/El-Zoghbi 2010, 1; Richter 2006, 42).

2.1 Main Functions of Microfinance 
Wholesale Funds

Literature attributes two main functions to MWFs: financial 
intermediation and capacity building (Ahmed 2001, 5; 
Gonzalez-Vega 1998, 14; Pennell 1999, 2). As a financial 
intermediary, MWFs receive funds from governments and 
donors and intermediate the money to retailing MFIs. As such, 
MWFs transform risk perceptions, denominations (i.e. loan 
sizes), and maturities—just like any other financial intermedi-
ary—and offer adequately packaged financial resources to 
partner MFIs (Gonzalez-Vega 1998, 14; Levy 2002, 7). MFIs 
often lack access to domestic or international financial mar-
kets, as their business is perceived as uneconomic or too 
risky. Large funders on the other hand find it hard to place 
investments with MFIs that have not reached substantial 
size. MWFs serve to fill this gap as intermediaries, eventu-
ally allowing a greater volume of financial resources to flow 
from donors to MFIs in a more efficient manner. An important 
component of the intermediary function is the selection of 
viable or potentially sustainable MFIs for investments. MWFs 
are assumed to select investment objectives more efficiently 
than individual funding organizations due to their proximity to 
the domestic microfinance market (Levy 2002, 6-8).

The role of MWFs as a capacity builder relies on the proposi-
tion that donor and government funding will not be perma-
nent and thus does not guarantee sustainable microfinance 
services for the poor. Consequently, MFIs and the market 
infrastructure need to become commercially viable over 
time. The MWFs’ function is therefore not limited to provid-
ing wholesale funds to MFIs; in addition, financial resources 
as well as technical assistance are used to jump start the 
microfinance sector and to build a financially self-sustainable 
industry that can rely on commercial funding in the long run 
(Duflos 2008, 1; Levy 2002, 4). To do so, MWFs build capacity 
at the institutional level and at the sectoral level. Institution 
building includes the provision of technical assistance for 
newly created or existing but inefficient MFIs. To enhance 
capacity, microfinance methodologies, successful business 

5. In this context, donors include bilateral and multilateral agencies and develop-
ment finance institutions.
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strategies or management information systems are intro-
duced to individual MFIs. Besides that, MWFs strengthen the 
microfinance sector by producing public goods, for example 
by promoting improvements of the regulatory framework or 
by providing monitoring and supervision of partner MFIs 
(Gonzalez-Vega 1998, 14; Levy 2002, 6-8). MWFs fulfill their 
function as capacity builder either by directly providing non-
financial services (e.g., technical assistance) to MFIs or by 
channeling funds to MFIs in order to finance capacity build-
ing provided by a third party (Richter 2006, 39-40).

Besides financial intermediation and capacity building, there 
are two complementary functions of MWFs.

•	 MWFs improve the coordination among funders. In this 
function, MWFs ensure that the support of different agen-
cies is complimentary, align various initiatives to the same 
objectives and identify gaps in MFI funding. Further, MWFs 
are assumed to reduce the administrative costs of MFIs 
by reducing differences in process and reporting require-
ments of the various funders (Levy 2002, 9; McGuire 
1999, 720).

•	 MWFs establish linkages between the MFIs and the finan-
cial markets. In early stages of development, MFIs normally 
lack access to commercial capital markets for a number of 
reasons. MWFs are assumed to reduce the gap between 
MFIs and financial markets by providing reliable information 
about MFIs’ performances (e.g. track record of wholesale 
loan repayment), by gradually changing the mode of fund 
disbursement from grants to soft loans to commercially 
priced loans, and by creating specific financial instruments 
that facilitate borrowing in the financial market (e.g. partial 
guarantees) (Levy 2002, 7; Yunus 1999, 11).

Figure 1 summarizes the main functions of MWFs as dis-
cussed above. While the presented functions are theoretically 
attributed to MWFs, the assessment of MWFs’ performance 
in practice varies strongly, which has led to an extensive 
debate in literature. Some authors see the establishment of 
MWFs as an essential instrument to foster the development 
of microfinance markets (e.g. Ahmed 2001; Yunus 1999). 
Others point out the difficulties of existing MWFs in perform-
ing their functions efficiently (e.g. Gonzalez-Vega 1998; Levy 
2002; Pennell 1999).

2.2 The Efficiency of Microfinance  
Wholesale Funding

Selected arguments from the theory of financial intermedia-
tion suggest that MWFs theoretically offer a superior mecha-
nism to channel funds to MFIs. MWFs as second-tier inter-
mediaries reduce transaction costs by providing economics 

of scale and scope and are thus able to provide a chosen 
range of financial services cost-efficiently (Benston/Smith 
1967). Foreign investments in MFIs of developing countries 
often impose relatively high transaction cost, which strongly 
supports this argumentation.

Further, MWFs act as information producers in the highly 
asymmetrical microfinance markets, reducing costs related 
to adverse selection and moral hazard issues. First, MWFs 
increase the efficiency of the market by replacing direct 
market screening activities of individual funders (as first 
described in Boyd/Prescott 1986). Second, different inves-
tors can delegate the monitoring of MFIs to the wholesale 
mechanism, similarly reducing the investors’ total costs (as 
first described in Diamond 1984).

Thus, MWFs theoretically eliminate duplicated efforts of dif-
ferent microfinance investors and increase the efficiency of 
the funding framework.

However, published literature about the performance record 
of MWFs in practice shows mixed results. The following con-
clusions can be drawn from the literature6:

•	 Wholesale facilities are able to augment the flow of finan-
cial resources in the short term, especially for small MFIs.

•	 MWFs are able to build capacity of MFIs to some extent, 
though they often fail to transform MFIs into self-sustain-
able organizations that rely on commercial resources.

•	 Most MWFs have shown limited ability to develop a sus-
tainable microfinance market; «the existence of a whole-
sale credit mechanism is not sufficient to trigger the devel-
opment of microfinance» (Berger/Yonas/Lloreda 2003, 9).

•	 The efficiency of wholesale funding is often restricted by 
the limited availability of adequate, financially viable MFIs. 
The availability of financial resources is not the constrain-
ing factor in most cases.

•	 Considering the costs for the establishment of a MWF, 
the decision to set up a wholesale facility in new micro-
finance markets needs to be carefully weighted against 
other options.

•	 Commercially oriented structures of MWFs are able to 
overcome some of the problems often observed with apex 
institutions.

•	 MWFs need to be understood and structured as transi-
tional institutions.

6. The most important research papers include Berger/Yonas/Lloreda 2003 
(based on the examination of 17 wholesale programs in Latin America and 
the Caribbean), Gonzalez-Vega 1998 (based on case studies of eight countries 
and a survey of 16 apex institutions), and Levy 2002 (based on the analysis of 
28 apexes worldwide).

Financial intermediation

Coordination of funding organizations’ activities

Creation of linkages to commercial financial markets

Expansion of MFIs’ access to funding Institution building of MFIs

Facilitation of funders’ investments Development of market infrastructure

Selection of viable MFIs Provision of monitoring and supervision

Capacity building

Figure 1: Functions of Microfinance Wholesale Funds

Source: author’s research.
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Accordingly, a thorough analysis of the practi-
cal case studies concludes that it is ambiguous 
whether MWFs are an adequate instrument to 
foster the development of microfinance sectors. 
Most importantly, the efficiency of wholesale 
funding structures is strongly contextual. Influ-
encing factors include the structure and the 
maturity of the microfinance sector, the govern-
ment’s influence in the market, and the avail-
ability of alternative funding channels, especially 
MFIs’ access to commercial financial sources.

This section concludes with a brief overview 
of advantages and disadvantages of MWF 
as listed in Table 1. Subsequently, Chapter 3 
resumes these issues and refers back to the 
essential questions: First, under what circum-
stances is the establishment of an MWF likely 
to increase the efficiency of a microfinance 
sector’s funding structure? Second, what char-
acteristics of the MWF’s design and execution 
are likely to increase the efficiency of the whole-
sale fund? Answering these questions, Chapter 3 presents a  
framework of success factors for wholesale funding.

3 Success Factors for Efficient 
Wholesale Funding

The importance of success factors for the establishment 
and the operation of MWFs is given by the notion that «it 
may be better not to have an apex institution at all, than to 
have one that does not meet certain key criteria of good 

7. In the majority of cases where MWFs provide funds to MFIs in local currency.

practice» (McGuire 1999, 720). Success factors are catego-
rized into two groups: market criteria and program design 
and execution. Market criteria describe conditions that are 
found in the microfinance market of a given country; they 
cannot be immediately changed by the executing agency 
of the MWF. Contrarily, the factors determining the design 
and execution of the MWF are within the direct control of 
the responsible project team (Berger/Yonas/Lloreda 2003, 
14). Table 2 illustrates the framework of success factors, as 
subsequently discussed in more detail.8

8. The presented framework is based on the aggregated findings of differ-
ent studies, mainly Berger/Yonas/Lloreda 2003, Gonzalez-Vega 1998, and 
Levy 2002.

Table 2: Success Factors of Microfinance Wholesale Funds

Market criteria Demand for wholesale funding 1. Sufficient number of MFIs requiring additional funding
2. Sufficient underlying demand for microfinance services from retail clients

Availability of eligible MFIs 1. Sufficient number of MFIs that are financially sustainable (or show clear potential to 
become sustainable)

2. Sufficient number of MFIs that show satisfactory client and credit portfolio and 
social impact

Comparative advantage 1. Direct funding relationships between funders and MFIs are inefficient
2. Existing commercial institutions cannot provide similar services
3. For technical assistance: no specialized provider of technical assistance available 

in the market

Regulatory framework 1. Favorable policies for development of MFIs
2. No interest rate cap
3. No direct provision of government-subsidized loans to individual MFIs

Program design 
and execution

Executing agency 1. Transparent ownership of MWF
2. Political independence
3. Clear objectives
4. Management and leadership skills
5. Reliable funding
6. Exit strategy

Eligibility criteria and monitoring 
of partner MFIs

1. Institutional eligibility criteria
2. Financial performance standards
3. Social performance standards
4. Close and strict monitoring after fund disbursement

Terms and conditions of whole-
sale funding

1. Market-oriented interest rates on wholesale loans
2. Inclusion and minimization of transaction costs
3. No specific conditions for onlending of wholesale funds

Technical assistance 1. Cooperation with specialized technical assistance providers
2. Separation of banking and non-banking functions
3. Partial subsidizing of costs for technical assistance
4. Provision in the beginning of the program

Source: author’s research.

Table 1: Strengths and Weaknesses of Microfinance Wholesale Funds

Strengths Weaknesses

Facilitation of funders’ investments to 
retail MFIs, especially to small MFIs in 
fragmented microfinance markets

Efficiency of wholesale funding 
decreases with decreasing number of 
partner MFIs

Increase of available funds for MFIs, 
especially when MFIs lack access to 
commercial funding

Disincentives for MFIs to access 
commercial funding and difficulties in 
providing linkages to capital markets

Standard setting for microfinance invest-
ments through uniform eligibility criteria

Dependency on a sufficiently matured 
microfinance sector and on the exis-
tence of (potentially) viable MFIs

Supplementing financial investments 
with technical assistance for MFIs

No comparative advantage in providing 
technical assistance

Institution building and development of 
market infrastructure through technical 
assistance

Sensitivity for political interference and 
disbursement pressures

Explicit or implicit monitoring and 
supervision of MFIs

Risk of impeding innovations amongst 
partner MFIs

Elimination of exchange rate risk  
for MFIs7

Lack of exit strategies and tendency to 
institutionalize wholesale funding

Source: based on Duflos/El-Zoghbi 2010, 3; Pennell 1999, 2-3.
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3.1 Market Criteria

Four criteria are identified to be crucial for the success of 
MWFs with regard to the market environment the wholesale 
fund is expected to operate in: Demand for wholesale fund-
ing, availability of eligible MFIs, comparative advantage and 
the regulatory framework.

3.1.1 Demand for Wholesale Funding

The efficiency of a wholesale funding framework depends on 
the sufficiently large demand for wholesale funding from an 
adequate number of retailing MFIs. An insufficient number of 
client MFIs prevents the MWF from exploiting economies of 
scale, potentially causing the MWF’s set up and operational 
costs to exceed its benefits. Also, an insufficient number 
of MFIs disables MWFs to fairly diversify their investments. 
Identifying a large number of potential wholesale receivers 
in the market is particularly important as MWF managers 
normally overestimate the number of MFIs that are in need 
of wholesale funding (Gonzalez-Vega 1998, 16; Helms/Lator-
tue/Goronja 2002, 1). Potential wholesale fund receivers are 
MFIs that need further capital to stabilize or expand their 
businesses. Accordingly, the establishment of a new apex 
should be avoided in markets where the existing MFIs do not 
require additional funding because they are not in a growth 
phase or because they can access capital through alternative 
channels (see 3.1.3; Duflos 2008, 2; Gonzalez-Vega 1998, 16).

MFIs’ demand for wholesale funds itself relies on a sustained 
demand for microfinance services in the retailing market. 
Demand for microfinance services can originate in a large 
population of individuals or in a large number of micro and 
small enterprises with no access to financial institutions. In 
any case, retail clients need to have lasting demand for rela-
tively high cost financing. Accordingly, the establishment of 
MWFs in small markets or in markets with little demand for 
retail microfinance services needs to be considered care-
fully (Berger/Yonas/Lloreda 2003, 14-5; Gonzalez-Vega 
1998, 24-5).

3.1.2 Availability of Eligible MFIs

The quality of MFIs requesting wholesale funding is decisive 
for MWFs’ success. The lack of a critical mass of efficient 
and viable MFIs that have the capacity to absorb provided 
wholesale funding is one of the most common reasons for 
disappointing results of MWFs (Helms/Latortue/Goronja 
2002, 1). Apex institutions need to have a sufficient number 
of investment opportunities that are eligible and creditworthy. 
This implies that a range of retailing institutions are operating 
in the market that target an adequate client segment, have 
satisfactory credit portfolios, and whose recent financial per-
formance shows the capability of the institution to operate 
in a financially sustainable manner. While it is possible to 
increase the number of sustainable — and thus eligible — MFIs 
through capacity building of the MWF, the establishment 
of an apex should at least rely on a few existing MFIs that 
offer successful standards and best practices how to reach 
financial sustainability in the given country. MWFs operat-
ing in microfinance markets that have not reached a suf-
ficient degree of maturity are likely to be forced to expand 
their wholesale services to unsustainable or inefficient retail 
organizations, which endangers their own performance and 
sustainability (Berger/Yonas/Lloreda 2003, 17-18; Gonzalez-
Vega 1998, 17-8; Pennell 1999, 4).

3.1.3 Comparative Advantage

The establishment of MWFs is only reasonable if they offer a 
significant comparative advantage over other forms of support 
for the considered microfinance sector. A lack of comparative 
advantage has lead to questionable aid effectiveness of many 
MWFs in the past (Duflos 2008, 2). Accordingly, the establish-
ment of MWFs is unfavorable if direct funding relationships 
between funders and retailing MFIs are fairly efficient (e.g. if 
only a limited number of relatively large MFIs operate in the 
market) and if commercial financial sources can be accessed 
by MFIs. Hence, MWFs are likely to have a comparative advan-
tage in young microfinance markets, where a large number of 
small MFIs with little access to commercial funding channels 
(e.g. no permission to mobilize savings) exist. However, even 
in such a case it needs to be carefully evaluated whether the 
costs of setting up a wholesale facility is justified or whether an 
existing commercial entity, e.g. a commercial bank, could be 
assigned to fulfill similar functions (Gonzalez-Vega 1998, 18-9).

The question of comparative advantage is also important 
with regard to the capacity building function of MWFs. There 
is little evidence that MWFs are more efficient in delivering 
technical assistance (TA) than organizations that are spe-
cialized in capacity building. For example, MWFs have been 
found to have very limited capability to develop new financial 
technologies in order to adapt existing lending techniques to 
a new market (Gonzales-Vega 1998, 22-7). Therefore, before 
building up capacities to provide TA themselves, MWFs need 
to consider whether they can provide such services more 
efficiently than other organization. International networks (e.g. 
ACCION) or specialized consulting firms (e.g. IPC) often pro-
vide TA more efficiently since they are able to transfer their 
substantial field experiences. If specialized TA providers can 
meet the demand for capacity building in the market, MWFs 
should restrict their capacity building function to providing 
financial resources to MFIs to acquire TA from third parties 
(Gonzalez-Vega 1998, 28, 35; Levy 2002, 24).

3.1.4 Regulatory Framework

The regulatory framework of a country is a crucial determinant 
of MFIs’ prospects and as such influences the efficiency of 
wholesale mechanisms. Repressive regulation hinders the 
expansion of a sustainable microfinance sector, which in turn 
makes the selection of viable and eligible partner institutions 
more difficult (Gonzalez-Vega 1998, 24). Consequently, the 
establishment of MWFs relies on a supportive regulatory envi-
ronment in the country under consideration. Sound regula-
tion includes amongst other elements: the possibility to offer 
microfinance products as a formally regulated entity, compe-
tition among different types of MFIs, the promotion of safety 
and stability in the banking sector, the removal of interest 
rate caps and controls, the elimination of subsidized public 
sector credit programs, adequate standards for minimal capi-
tal requirements, and no restriction of the potential market for 
MFIs (Berger/Yonas/Lloreda 2003, 15-6; Gonzalez-Vega 1998, 
24). The provision of subsidized credits to individual MFIs by 
the government is of special concern, as it causes uneven 
playing fields for the different microfinance providers and 
prevents MWFs from charging near-market interest rates on 
the wholesale loans (Berger/Yonas/Lloreda 2003, 16). Overall, 
the regulatory framework criterion stresses the importance 
of the government’s attitude towards microfinance and the 
necessity to provide an enabling environment for MFIs: «the 
role of public policy is to create conditions for the emergence 
of sustainable, profitable» MFIs (Gonzalez-Vega 1998, 10).



15

Microfinance Wholesale Funds—The Case of China

3.2 Program Design and Execution

The design and execution of an MWF essentially influences 
its success (Berger/Yonas/ Lloreda 2003, 18). Four cat-
egories of success factors are identified, each containing a 
range of components that are decisive for MWFs’ operations: 
executing agency, eligibility criteria and monitoring of partner 
MFIs, terms and conditions of funding, and the provision of 
technical assistance.

3.2.1 Executing Agency

In order to promote efficient operations and to eliminate 
market distortions, the structure of the executing agency 
should be as commercially oriented as possible, including 
six points in particular.

•	 The ownership of MWFs needs to be clear. Basically, 
MWFs can be owned publicly (e.g. as a development 
bank or division of the central bank) or privately (e.g. as 
an NGO). Privately owned MWFs are rare in practice. In 
any case, ownership needs to be explicitly assigned to 
a single institution; this is the basis for good governance 
and transparent operations of the wholesale fund (Berger/
Yonas/Lloreda 2003, 19; Pennell 1999, 5).

•	 It is critical that MWFs are able to operate independently 
from governmental authorities so that they are not politi-
cized. Especially funding decisions need to be based on 
predefined performance parameters and remain free of 
political interference (Latifee 2006, 22; McGuire 1999, 720). 
Disbursement pressures from various political sources 
(from domestic government, international donors as well as 
client MFIs) are likely to make wholesale funding inefficient 
or even counterproductive. If disbursement pressures are 
likely to threaten the MWF’s operation, initial funding of 
the wholesale fund should be intentionally small and only 
increased if the fund demonstrates adequate performance 
(Gonzalez-Vegas 1998, 32; Levy 2002, 37; Yunus 1999, 11).

•	 MWFs need to have a clearly defined objective and a 
strong sense of mission. This includes the determination of 
the types of retailing institutions the MWF finances as well 
as of targeted retail clients that eventually should benefit 
from the initiative (e.g. microenterprises or poor families). 
A core objective of any MWF should be the creation of 
a sustainable and financially independent microfinance 
sector within a reasonable period of time (Ahmed 2001, 7; 
Berger/Yonas/Lloreda 2003, 19; Levy 2002, 36).

•	 Good performance of MWFs depends on the availability of 
skilled staff that offers good management and leadership 
skills and is able to apply necessary information systems. 
The lack of qualified management and systems is one of 
the major reasons why some MWFs support partner MFIs 
without adequately monitoring performance standards 
(Ahmed 2001, 12; Duflos 2008, 2). Moreover, creators of 
MWFs should search for outstanding persons for the top 
positions of the wholesale institution. Having strong per-
sonalities in the lead is a crucial component of successful 
MWFs as they provide strong leadership, reinforce the 
MWF’s vision, and are better capable of resisting external 
pressures (Gonzalez-Vega 1998, 29; Levy 2002, 35-6).

•	 The structure of the MWF needs to ensure continuous 
and uninterrupted funding for the MFIs during a given time 
period. Retailing MFIs should perceive the MWF as a reli-
able source of funds that provides anticipated resources 
on time (Levy 2002, 23; Yunus 1999, 10).

•	 MWFs need a long-term exit strategy from the outset. It 
needs to be the explicit goal of MWFs to lead the microfi-
nance sector to financial sustainability, i.e. independence 
of subsidies, by providing interim financial resources. Sub-
sidies are expensive to the government and may impede 
the development of efficient operations of MFIs. The desire 
of governments and investors to maintain influence in the 
microfinance sector in the long run is an inappropriate 
motive for the MWFs’ operations, because it may lead to 
suboptimal allocation of resources.9 By the same token, 
MWFs competing with financial markets should be strictly 
avoided. Contrarily, MFIs’ dependency on wholesale fund-
ing should gradually be reduced over time by enhancing 
commercial funding, eventually resulting in the closure of 
the MWF as it is no longer needed to support the industry 
(Duflos 2008, 1; Levy 2002, 23).

3.2.2 Eligibility Criteria and Monitoring of Partner MFIs

Eligibility criteria determine which institutions are allowed 
to receive funds from the MFW. They enable transparent 
selection processes that reduce the MWF’s vulnerability to 
political influence and corruption and assure commercially 
viable investments of the MWF (Berger/Yonas/Lloreda 2003, 
24). Eligibility criteria embrace two dimensions: institutional 
eligibility and performance standards, whereas the latter 
comprise financial and social performance. While the defini-
tion of strict eligibility criteria is important, it is also necessary 
to set realistic guidelines in order to avoid later adjustments 
(Pennell 1999, 4).

Institutional eligibility criteria limit the potential receivers 
of wholesale funds to specific types of institutions. For 
example, MWFs can declare supervised MFIs, non-formal 
financial institutions (e.g. NGOs), credit unions, commercial 
banks, or any combination of different types of institutions 
as eligible or non-eligible. Restricting institutional eligibility 
to regulated financial intermediaries often limits the outreach 
of the initiative, but offers the advantage of sound screening 
for financially viable institutions (Berger/Yonas/Lloreda 2003, 
21). Institutional eligibility additionally should include minimal 
standards for governance and management structures of the 
MFIs (Ahmed 2001, 15).

Financial performance standards are essential to ensure 
that participating partner MFIs are sustainable or have suf-
ficient potential to become so within an adequate timeframe. 
The most important factors for financial performance are 
portfolio at risk and profitability (e.g. return on equity), while 
transparent procedures and correct financial statements are 
both a prerequisite for screening and an important eligibil-
ity criterion (Ahmed 2001, 13; Berger/Yonas/Lloreda 2003, 
21). Social performance standards on the other hand need 
to assure that MFIs not only perform well financially, but at 
the same time achieve adequate social performance and 
impact.10 Different tools have been developed in recent years 
to measure the social performance of MFIs in practice (see 
for example Hashemi/Foose/Badawi 2007; Social Perfor-
mance Task Force 2010).

9. See also Chapter 6.
10. The Social Performance Task Force defines social performance as «the 

effective translation of an institution’s social goals into practice in line with 
accepted social values; these include sustainably serving increasing numbers 
of poor and excluded people, improving the quality and appropriateness of 
financial services, improving the economic and social conditions of clients, 
and ensuring social responsibility to clients, employees and the community 
they serve» (Hashemi/Foose/Badawi 2007, 3).
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Measuring MFIs’ performance to assess their eligibility is 
crucial, but so is strict monitoring once the loan has been 
disbursed. It assures that MFIs continue to show satisfac-
tory results with regard to financial and social performance. 
Suspension or withdrawal of the wholesale loans needs to 
be the consequence when individual MFIs fail to maintain the 
determined performance standards (Berger/Yonas/Lloreda 
2003, 24; Yunus 1999, 9). Moreover, monitoring can serve to 
lead MFIs to financial sustainability. To do so, a few precisely 
defined key indicators need to be set as benchmarks for the 
monitoring (e.g. measuring operational efficiency). The con-
tinuous heightening of the benchmarks over time then urges 
the MFIs to progress toward financial sustainability (Duflos 
2008, 2; Levy 2002, 35).

3.2.3 Terms and Conditions of Wholesale Funding

Wholesale funds can set a range of terms and conditions 
when disbursing loans to partner MFIs. These include 
the charged interest rate, transaction costs, and imposed 
conditions for onlending. Pricing of the wholesale loans is 
especially crucial, as it directly determines the incentives for 
MFIs to establish a commercially oriented business model 
and to access alternative funding sources. The provision of 
heavily subsidized wholesale loans needs to be prevented, 
as it reduces the MFIs willingness to seek commercial fund-
ing and leads to the institution’s dependency on subsidized 
wholesale funding in the long run. Instead, MWFs should 
base the charged interest on market rates, possibly assign-
ing a somewhat smaller risk-premium than the market to 
small MFIs. The challenge is to set interest rates that are 
attractive but high enough to avoid disincentives for MFIs 
to access commercial sources of funding (Berger/Yonas/
Lloreda 2003, 24, 34; Levy 2002, 28-9).

MFIs’ transaction costs include all costs associated with 
administrative processes, screening of borrowers, paper-
work, etc. that are related to receiving wholesale funds. 
Transaction costs are not explicitly included in charged inter-
est rates; however, they need to be accounted for when set-
ting interest rates on wholesale loans. MWF generally under-
estimate the height of transaction costs that are imposed on 
MFIs. Excessive transaction costs in some cases discourage 
MFIs to apply for wholesale funds in the first place. Trans-
action costs are especially high if MWFs fail to harmonize 
reporting requirements of different funders that are invested 
in the wholesale fund. Generally speaking, transaction costs 
tend to lower the efficiency of wholesale funding and should 
be reduced to the feasible minimum (Berger/ Yonas/Lloreda 
2003, 26; Levy 2002, 26-7).

Finally, MWFs should avoid imposing any conditions on 
the MFIs regarding the onlending of the wholesale funds. 
Wholesale facilities have been found to dictate certain lend-
ing techniques, maximum loan size, or maximal interest rates 
charged on microloans. Such requirements for onlending 
greatly constrict MFIs’ flexibility to adjust to market devel-
opments and to experiment with new methodologies. The 
abstinence of onlending conditions on the other hand allows 
MFIs to innovate and to improve their operations (Ahmed 
2001, 13; Duflos/El-Zoghbi 2010, 3; Gonzalez-Vega 1998, 25).

3.2.4 Technical Assistance

In most contexts it is favorable to provide TA along with 
wholesale funding. Only in countries where the lack of 
access to financial resources is the central binding constraint 

for the development of MFIs should MWFs entirely focus on 
their intermediary role. However, the majority of young and 
developing microfinance markets are primarily in need of 
capacity building. In this case, the following issues need to 
be considered: The provision of TA by the MWF itself is likely 
to take up a significant fraction of the institution’s resources; 
therefore, it is preferable to cooperate with organizations that 
are specialized in providing TA – especially because these 
organizations normally have a comparative advantage in 
institution building and ensure good service quality. In any 
case, for reasons of moral hazard and conflicting interest, 
the banking functions (i.e. financial intermediation) and non-
banking functions (i.e. capacity building) need to be clearly 
separated (Gonzalez-Vega 1998, 35-6; Levy 2002, 24-5). 
Regarding the financing of TA, it is advisable to make part-
ner MFIs cover at least part of the costs. While subsidies for 
TA are normally justified by high returns on investments, the 
cost-participation of MFIs helps to ensure that TA is better 
designed, competitively priced, and taken more seriously by 
the MFI (Levy 2002, 25-6). Finally, the timing of TA is crucial: 
providing capacity building in the beginning of the whole-
sale program is favorable, while relatively late provision of TA 
after the disbursement of funds has proven to be ineffective 
(Berger/ Yonas/Lloreda 2003, 30).

4 Findings from Expert Interviews

The remaining part of this research paper transfers the gained 
general knowledge about microfinance wholesale funding to 
the case of China, ultimately evaluating the potential of a 
wholesale mechanism in the Chinese microfinance sector 
and giving specific recommendations for China’s future 
funding framework. The analysis is based on the previous 
chapters as well as on the findings from ten expert interviews 
(see 1.3). Even though the group of experts comprises vari-
ous backgrounds and perspectives, the qualitative analysis 
of the statements showed common and consistent patterns 
to a very high degree. This enabled the formulation of distinct 
propositions and recommendations that are well-founded 
on the collected primary data. This chapter presents the 
main insights of the empirical investigation, which builds the 
fundament for the subsequent discussion. Where not cited 
otherwise, all statements in the remaining part of the paper 
are based on the qualitative analysis of the expert interviews.

4.1 Current Initiatives to Establish a Wholesale 
Fund in China

All participating experts were asked about their knowledge 
of current initiatives to establish wholesale mechanisms 
in the Chinese microfinance market. Table 3 summa-
rizes the results.11 There are currently two types of initia-
tives under consideration: the establishment of traditional 
government-driven wholesale funds and more commercially 
oriented approaches. The first group includes a major initia-
tive of CDB that aims to establish an investment fund for 
MCCs. The fund aims to reach RMB 1 billion in total size 
(PlaNet Finance 2010a, 16) and possibly starts its opera-
tions in 2011 or 2012. Besides CDB as the main investor, KfW 
and IFC plan to invest into the fund as strategic partners. 
UNDP has been involved in the initiative as a consultant to 

11. Although an effort was made to interview all major foreign institutions involved 
in China’s microfinance sector that were knowledgeable on the issue, the list 
might not be exhaustive.
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CDB. There have been on-going negotiations with BlueOr-
chard, a professional microfinance investment company, to 
appoint it as the manager of the fund. The fund plans to offer 
equity investment only, at least within the first years of opera-
tions. Consulting services for MFIs and regulatory bodies 
will also be provided by the CDB-fund, aiming at the legal 
and institutional development of the sector (PlaNet Finance 
2010a, 16). An additional initiative to set up a Chinese apex 
has been started by CAM, which recently submitted a pro-
posal to the Ministry of Finance to establish a wholesale debt 
fund focusing on NGO-MFIs and pro-poor MCCs. While the 
CDB-fund has made significant progress and is likely to be 
launched, the CAM initiative is at early stages and its future 
prospects are rather unclear.

The second group of wholesale initiatives focuses on com-
mercial banks. The Asian Development Bank (ADB) cur-
rently runs a program that offers technical assistance to 
local low-tier commercial banks. Its objective is to initiate 
wholesale lending by commercial banks to MFIs, in particular 
to MCCs. ADB focuses on improving the participating com-
mercial banks’ capacity and only provides limited financial 
resources for onlending to MFIs. Accordingly, the main part 
of ADB’s funds is dedicated to the commercial banks. The 
initiative follows a learning-by-doing strategy and is therefore 
still limited in size. Mercy Corps is planning to introduce its 
commercial microfinance wholesale model in China, basi-
cally replicating the business model of the Indonesia-based 
Bank Andara12 at existing Chinese commercial banks. The 
approach aims to introduce large-scale technological solu-
tions to participating commercial banks, which in turn pro-
vide related services to partner MFIs. At the same time, the 
commercial banks provide wholesale loans to eligible partner 
MFIs. While Mercy Corps contributes financial resources for 
capacity building and technological infrastructure, the capital 

12. Bank Andara was established in 2009 by Mercy Corps as the first fully com-
mercially oriented wholesale facility in the world (see Bank Andara 2009; 
Berfond 2009; Mercy Corps 2008).

for wholesale lending is provided by the commercial banks. 
Mercy Corps has completed first feasibility studies and 
potential partners among existing commercial banks have 
been identified. Finally, BlueOrchard is considering plans to 
set up a domestic Chinese microfinance investment fund. 
This initiative represents a commercially oriented approach 
that would introduce an entirely new type of institution in the 
Chinese microfinance sector. If established, the investment 
fund raises capital in local currency from domestic investors. 
It provides equity and debt investments for MCCs, VTBs and 
RCCs on a double bottom line basis, aspiring both financial 
return and social impact of the investments.

4.2 Fundamental Factors Regarding the 
Establishment of a Wholesale Fund in China

The analysis of the expert interviews evidenced a few funda-
mental statements about the Chinese microfinance sector. 
While these points are not directly linked to the potential 
establishment of a MWF, they are essential for the deeper 
understanding of the context and for the elaboration of alter-
native funding structures.

•	 Money is not a constraining factor. While it is a fact that 
most Chinese MFIs find it difficult to attract capital, from 
a wider perspective there is clearly no lack of financial 
resources in the Chinese economy and in the Chinese 
banking system. The Chinese financial system as a whole 
is highly liquid. First, years of sizeable economic growth, 
capital inflows and current-account surpluses have left 
China with immense reserves (Miller 2006, 346; The Econ-
omist 2008, 79-80). Second, the Chinese economy exhib-
its a very high saving rate, surpassing its investment rate 
(Yang 2009, 35). In 2008, total savings amounted to half of 
China’s GDP. Households contribute significantly, saving 
up to 30% of their disposable income, though even more 
important are savings from Chinese companies, which 

Table 3: Current Initiatives to Establish Wholesale Mechanisms in China

Initiator Main characteristics
Funding and fund 
management Services Current status

CDB  - Equity investment fund
 - Mainly targets MCCs

 - CDB is main funder
 - Additional funding from KfW 
and IFC
 - Fund management by 
professional microfinance 
investor (e.g. BlueOrchard)

 - Equity investments
 - TA for MFIs
 - Sector development
 - Loans are a future 
option

 - Under preparation  
since 2008
 - Might be running in 2011 
or 2012

CAM  - Wholesale fund
 - Targets NGO-MFIs and pro-poor 
MCCs

 - Funding unclear
 - Fund management by 
commercial banks

 - Wholesale loans  - First proposal submitted 
to Ministry of Finance
 - Early stages

ADB  - Capacity building of commercial 
banks to initiate wholesale 
lending from banks to MCCs

 - Main part of capital from 
commercial banks
 - Management by 
commercial banks
 - TA for commercial banks 
financed by ADB

 - Wholesale loans
 - TA for participating 
commercial banks

 - Currently running

Mercy Corps  - Commercial bank approach
 - Wholesale banking and 
technology implementation 
for MFIs

 - Initiative financed by the 
Gates Foundation
 - Capital for wholesale loans 
from commercial banks
 - Management by existing 
commercial banks

 - Wholesale loans
 - Provision of technology 
solutions
 - TA for participating 
commercial banks 
and MFIs

 - Feasibility studies done
 - First partners identified

Blue Orchard  - Domestic RMB investment fund
 - Targets MCCs, VTBs and RCCs

 - Raises funds locally from 
private investors
 - Fund management by 
BlueOrchard

 - Wholesale loans
 - Equity investments
 - TA for MFIs

 - Market studies done
 - Contacts with 
government established

Source: author’s research.
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tend to retain the largest part of their earnings (The Econo-
mist 2009, 9-10). As a result, the banking system of China 
is highly liquid and financial resources are available at very 
low costs.13 Established Chinese banks normally have no 
difficulties to raise funds through interbank lending. They 
further benefit from massive deposits of large enterpris-
es.14 Given the availability of financial resources within the 
Chinese economy, the allocation of foreign development 
aid resources to China needs to be assessed critically. It is 
likely that the sole transfer of additional capital to the Chi-
nese banking system will not lead to a significant expan-
sion of the microfinance sector. Hence, financial invest-
ments should not be the priority of international funders’ 
strategies to promote inclusive finance in China.

•	 Capacity is the constraining factor. The Chinese finan-
cial sector does not lack capital, it lacks the capacity 
to efficiently channel financial resources to people and 
enterprises that currently do not have access to financial 
services. For example, a total of RMB 2.07 trillion was 
saved in rural areas in 2004, yet the great majority of the 
rural population at the same time did not have access to 
credit as the capital was channeled to urban areas were 
investments yield higher returns (Young 2007, 6). Generally 
speaking, the knowledge of microfinance and the capacity 
to apply adequate methodologies is still limited on all levels 
of the sector: market infrastructure on the sectoral level is 
thin, only a small minority of the hundreds of MCCs apply 
genuine microfinance practice, and after decades of gov-
ernmental antipoverty programs many microfinance cus-
tomers perceive loans as grants (Gale 2009, 73). Therefore, 
capacity building is crucial for the further development 
of microfinance in China. Technical assistance for MFIs, 
better market infrastructure, and qualified providers of 
consulting services are needed. International institutions 
can play a crucial role in transferring knowhow and tech-
nology to the Chinese microfinance sector. In this aspect, 
financial contributions of international donors that are used 
for capacity building seem to be a reasonable approach.

•	 The case of China is unique. In many respects, the Chi-
nese environment entails specific challenges and does not 
allow for the simple replication of successful approaches 
in other countries. In the words of one interviewee, «the 
most important factor for foreign institutions is to better 
understand the Chinese context» in order to successfully 
operate in China. Unique characteristics of the case of 
China include both the business culture and the business 
environment, though it exceeds the scope of the paper to 
fully elaborate on major differences. As an example, the 
relevance of guanxi illustrates the unique Chinese busi-
ness culture. Guanxi can be translated as connections and 
refers to the importance of personal relationships among 
Chinese business partners. The failure to understand the 
related mechanisms and to cultivate guanxi with strategic 
private and governmental partners often impedes foreign 
investors from gaining a foothold in the Chinese market 
(Leung/Wong 2001, 55-56). Closer related to microfinance, 
the concept of external consulting is rather new in China’s 
business environment and thus not deeply incorporated 
in the Chinese business culture. Consequently, foreign 

13. Besides the high liquidity, the interest rate control by the Chinese government 
further guarantees artificially low cost of capital ( The Economist 2009, 9).

14. According to one interviewee and published examples, such deposits tend 
to be politically instructed ( The Economist 2010a, 60-1).

providers of technical assistance might find it difficult to 
gain acceptance among the managers of Chinese MFIs. 
While this is only anecdotal evidence, the expert interviews 
clearly indicate that the uniqueness of the Chinese culture 
and the business environment makes the involvement of 
international players in the Chinese microfinance sector 
very challenging. Sufficient resources and time need to be 
invested in order to understand the Chinese context and 
to find fitting solutions.

•	 Governmental control in the sector is high. An impor-
tant aspect of the uniqueness of the case of China is 
the degree of governmental influence in the economy.15 
Although the communist government began reforming and 
freeing the economical system in 1978, it has maintained a 
strong hand over business in order to balance economic 
growth and the overriding objective of political and social 
stability. While some sectors enjoy a relatively high degree 
of freedom, the state has retained tight control over oth-
ers.16 The latter group includes the financial sector, where 
the government is still the owner of key companies17 (Tse 
2010, 97-9). Although the major Chinese banks have been 
listed on stock exchanges, the government’s influence 
remains high.18 Not only the banking sector, also poverty 
alleviation is a sensitive area for the Chinese government. 
Governmental departments thus strongly dominate the 
distribution and provision of poverty alleviation resources 
(CDRF 2009, 208-9). Given the high governmental stake 
in both the banking sector and poverty alleviation, Chi-
nese microfinance is particularly exposed to the state’s 
attention.

The government’s attitude towards microfinance has been 
positive in recent years and it is likely to continue the pro-
motion of MFIs in the future. Accordingly, well-intended 
initiatives of foreign institutions are likely to find the gov-
ernment’s encouragement. Likewise, most interviewed 
experts think that the government’s attitude towards the 
establishment of a Chinese MWF is generally supportive. 
However, it is absolutely crucial to account for the govern-
ment’s sensitivity in the area of microfinance. Regulation 
and market infrastructure are most likely continue to be 
developed on a step-by-step basis, which allows the gov-
ernment to gain experience and prevents it from losing 
control over the market expansion. It is therefore highly 
unlikely that the government allows the establishment of 
an MWF without ensuring its influence to some extent. 
Players in the field of microfinance need to be aware of the 
high degree of governmental control and acknowledge the 
related risks. Maintaining good relationships with authori-
ties is essential in order to participate in the development 
of China’s microfinance sector as well as to manage the 
risks associated with foreign investments.

•	 Foreign investment is limited. Closely related to the 
previous point, governmental policies restrict foreign 
investment in MFIs. While foreign ownership of MCCs and 
VTBs is possible and also has been practiced in recent 
years, a range of regulations hampers foreign investments. 

15. China ranks 140th out of 179 countries on the index of economic freedom, 
an index evaluating the degree to which an economy is constrained by the 
government (Index of Economic Freedom 2010a).

16. Yet, «even in completely open industries, the Chinese government will inter-
vene whenever it deems it necessary» (Tse 2010, 100).

17. According to the Index of Economic Freedom, China’s financial freedom index 
scores 30 points on a scale from 1 to 100, indicating that the financial system is 
still closely controlled by the government (Index of Economic Freedom 2010b).

18. For example, banks were instructed to extend lending to corporations during 
the financial crisis ( The Economist 2010b, 66).
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Capital control and the limited convertibility of the Chinese 
currency narrow the investment possibilities for foreign 
institutions. While the Renminbi was made convertible for 
current account transactions in 1996, substantial controls 
remain on capital account transactions (Luo/Jiang 2005, 
66). This enables the government to influence the size and 
the composition of capital flows in and out of the country. 
With pressure on the Renminbi to appreciate in the future, 
Chinese authorities have been increasingly skeptical of 
foreign financial investments. Especially moving invested 
capital from China back to foreign countries is found to 
be difficult (Yu 2009, 3, 29). It is relatively easy for for-
eign investors to place equity investments in China, but 
much more difficult to make debt investments. To do so, 
companies need to found Chinese vehicles with according 
licenses, which requires a lengthy administrative process. 
Debt investments in China by foreign institutions are virtu-
ally impossible from offshore.

Overall, it is certainly possible for foreign institutions to 
make investments in Chinese MFIs, but capital control cre-
ates significant transaction costs and imposes consider-
able limitations, especially on debt investments (Yu 2009, 
22). Major financial transactions of foreign institutions, 
such as the establishment of a foreign-owned apex fund, 
are virtually impossible without the explicit approval of the 
Chinese government. It is comparatively less difficult for 
foreign institutions to set up domestic Chinese entities and 
to raise sources locally. In particular, international develop-
ment institutions have been allowed to issue RMB bonds 
in China in recent years (Yu 2009, 8).

5 Potential for Microfinance Wholesale 
Funding in China

This chapter analyzes whether the establishment of a Chi-
nese MWF is recommendable. The investigation is based 
on the analysis developed in Chapter 3. In particular, it is 
evaluated to what extent the Chinese microfinance market 
fulfills the defined market criteria. The assessment shows 
whether the establishment of a MWF has the potential to 
increase the efficiency of the microfinance sector’s funding 
structure. Further, preconditions are identified that improve 
the prospects of a Chinese wholesale mechanism.

5.1 Assessment of Market Criteria

Chapter 3 identified four essential market criteria for the 
establishment of MWFs. Markets that fail to fulfill these 
criteria probably do not achieve higher efficiency levels by 
implementing a wholesale mechanism. In the following, the 
Chinese microfinance sector is assessed with regard to 
the market criteria; the evaluation follows the structure as 
described in Table 2 (Page 5).

5.1.1 Demand for Wholesale Funding

Funding remains a major issue for all of the investigated 
microfinance providers. NGO-MFIs, MCCs, and VTBs cur-
rently find it difficult to attract capital to build up and extend 
their businesses. The limited accessibility of financial 
resources has different reasons, depending on the type of 
MFI. For all types of institutions, the lack of available capital 
is dominant on the debt side and less severe on the equity 

side. Accordingly, there is strong demand for easily acces-
sible and reliable wholesale funding, especially in the form 
of loans.19 Considering the large number of MCCs and VTBs, 
there is clearly a sufficient demand for wholesale funding 
in the Chinese microfinance market. In fact, some of the 
interviewed experts are more concerned about the whole-
sale facility’s ability to meet the vast demand for wholesale 
funding from Chinese MFIs than about insufficient demand 
for wholesale funds.

There is large demand for microfinance services on the retail 
level in China, mainly originating from the rural population, 
the urban unemployed and micro, small and medium-sized 
enterprises. Large parts of these groups lack access to 
financial services provided by traditional institutions, gener-
ating a substantial demand for microfinance (He 2008, 5-6). 
Consequently, the business opportunities in the Chinese 
microfinance market are perceived to be immense. The 
great underlying demand of retail clients for microfinance 
services enables future growth of MFIs and likely generates 
large demand for wholesale funding in coming years.

5.1.2 Availability of Eligible MFIs

The availability of a sufficient number of eligible MFIs for 
wholesale funding is critical in the Chinese context. Most 
importantly, the vast majority of the hundreds of MCCs and 
VTBs are not practicing genuine microfinance; they rather 
focus on fully commercial lending to small and middle enter-
prises or to personal business partners. Average loan sizes 
of these institutions tend to significantly exceed the microfi-
nance limit — even when considering the relatively large size 
of Chinese microcredit — and credits are disbursed against 
regular collateral without applying best practice microfi-
nance methodologies. As a result, only very few MCCs and 
VTBs feature credit and client portfolios that would meet the 
MWF’s eligibility criteria with respect to social impact.

Amongst the MFIs that focus on pro-poor and genuine micro-
finance, financial sustainability is an additional issue. This is 
particularly the case for NGO-MFIs: of approximately 100 
NGO-MFIs currently operating in China, a maximum of ten 
meet eligibility criteria with respect to commercial orientation 
and financial sustainability. Pro-poor MCCs and VTBs gener-
ally are more likely to fulfill financial eligibility criteria, due to 
their commercial orientation.

Given the insufficient social impact of most MCCs and VTBs 
and the insufficient financial sustainability of most NGOs, 
the availability of a critical mass of eligible MFIs is rather 
ambiguous. Several interviewed experts estimate that there 
is a sufficient number of eligible MFIs if the wholesale fund 
targets MCCs as well as NGO-MFIs with clear commercial 
orientation. Others assume that a critical mass of institu-
tions can be reached by investing in MCCs only. However, 
these statements need to be interpreted carefully, as inter-
national experience with apexes has repeatedly shown that 
the number of eligible MFIs is overestimated at the outset of 
the initiative (Levy 2002, 1). Overall, the research indicates 
the availability of a marginally sufficient number of eligible 
MFI, though the issue is critical. This implies that the MWF 
needs a strong focus on capacity building to ensure that a 
lack of eligible MFIs does not prevent the wholesale fund 
from succeeding.

19. Due to VTBs’ ability to mobilize deposits, their demand for wholesaling fund-
ing is limited.
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5.1.3 Comparative Advantage

A Chinese wholesale mechanism has a substantial compara-
tive advantage over direct funding relationships between 
funders and MFIs for several reasons.

•	 There are hundreds of microfinance providers of different 
organizational types, all of them small in size and geo-
graphically spread over an immense area, some of the 
MFIs being located in remote towns and villages. This 
results in a very fragmented and scattered microfinance 
market, which makes the identification of investment 
objects very difficult.

•	 The heterogeneity of MFIs with respect to their social 
impact further complicates the screening of the market. 
Extensive due diligence is needed in order to identify the 
minority of genuine pro-poor microfinance providers, 
especially amongst the hundreds of MCCs.

•	 The transparency of the sector is low. Information about 
the performance of most Chinese MFIs is sparse and the 
quality of financial reports often questionable.

•	 Chinese MFIs are limited in size, thus direct investments in 
individual MFIs tend to be small. This causes high transac-
tion costs per dollar invested, especially when considering 
the high screening and monitoring costs in the fragmented, 
heterogeneous and opaque market.

•	 Additional obstacles occur for direct funding relationships 
of foreign institutions. The remoteness of many MFIs, lan-
guage barriers and cultural differences between foreign 
institutions and Chinese MFIs restrict the accessibility of 
investment possibilities. Also, many limitations and poli-
cies on foreign investments increase the transaction costs 
for foreign institutions (see 4.2), significantly reducing the 
efficiency of foreign direct investments in MFIs.

The MWF’s comparative advantage over direct funding rela-
tionships between funders and MFIs can be attributed to 
all types of MFIs. Contrarily, the question of MFIs’ access 
to alternative commercial funding channels needs to be 
addressed separately. VTBs are banking institutions and 
therefore have unlimited access to commercial financial 
sources. In particular, VTBs can mobilize deposits and par-
ticipate in the interbank market. In practice VTBs often ben-
efit from interbank borrowings from their parent companies 
or from large-scale and low-cost deposits of enterprises. 
Even though VTBs have experienced some funding difficul-
ties in the past, their ability to access commercial financial 
sources should prevent the MWF from providing wholesale 
funding for VTBs on a regular basis. Instead, VTBs should be 
urged to pursue their commercially oriented business model 
and to further integrate into the formal financial market. In 
contrast, MCCs have experienced severe difficulties to raise 
funds — especially debt — from commercial sources. Most 
MCCs have a debt-equity ratio smaller than 0.5, which is 
the maximal leverage allowed by regulation. The inability to 
achieve this still modest leverage is a strong indicator that 
MCCs lack access to commercial loans and that a MWF 
currently has a comparative advantage in funding MCCs. A 
Chinese wholesale fund would significantly increase MCCs’ 
ability to borrow and to reach adequate financial leverage. 
By the same token, NGO-MFIs fundamentally lack access to 
commercial financial sources and would benefit from access 
to wholesale loans; however, regulatory issues are decisive 
regarding the wholesale funding of NGO-MFIs.

Finally, the comparative advantage of the MWF as a provider 
of technical assistance is rather ambiguous. While the need 
for capacity building in the Chinese microfinance sector and 
the desirability of grants for MFIs to acquire TA is unques-
tioned, the experts assess the availability of qualified consult-
ing services differently. Some highlight different reputable 
international players that are active in China, though the clear 
majority stresses a considerable lack of TA providers that 
are familiar with the Chinese context. Overall, the interviews 
indicate the necessity to improve both the quantity and the 
quality of TA providers in China. Yet there is little evidence 
that the buildup of such capacity from scratch by the MWF 
is preferable over the expansion of the capacities of existing 
microfinance consultancies.

5.1.4 Regulatory Framework

The regulatory framework of the Chinese microfinance sector 
has experienced significant improvement during the last 
years. Most importantly, the introduction of VTBs and MCCs 
provided a sound legal foundation for the establishment of 
commercial MFIs and for commercially based microfinance 
investments. Thus, the Chinese regulatory framework gener-
ally offers the possibility to establish and operate a wholesale 
facility.20 However, there are several regulatory aspects that 
currently reduce the efficiency of wholesale funding.

First, the lack of regulation of NGOs’ microfinance business 
prevents any commercially based investment in MFI-NGOs. 
Especially the prohibition of NGOs to pay returns on received 
investments makes commercial investments virtually impos-
sible. This excludes MFI-NGOs from accessing wholesale 
funds. From the MWF’s perspective it unfavorably restricts its 
scope of investment. Since the number of eligible investment 
possibilities among MCCs and VTBs is critical, the inclusion 
of NGOs as potential investment targets would significantly 
increase the MWF’s investment range, allowing for more 
diversification and increased overall efficiency.

Second, regulation for MCCs and VTBs restricts their opera-
tions to the county where their business is registered. This 
rule limits the growth opportunities of MCCs and VTBs and 
thus prevents the MWF from reaching maximal impact. On 
the one hand, the regulation directly hinders the MWF to fulfill 
its role as capacity builder, since it restricts the geographical 
size of the MFIs and averts the achievement of operational 
advantages such as economies of scale. On the other hand, 
the regulation indirectly limits the size of the MWF’s invest-
ments to individual MFIs, which lowers the efficiency of the 
wholesale fund. To achieve efficiency, the MWF needs to be 
able to increase the size and capacity of successful MFIs and 
synchronously extend ticket sizes of the individual invest-
ments, resulting in lower costs per dollar invested.

Third, the restriction of MCCs’ debt-equity ratio to 0.5 has 
similar effects as the geographical limitation of MFIs’ opera-
tions. This regulation limits the size of wholesale loans to indi-
vidual MCCs, decreasing the MWF’s efficiency. Additionally, 
it hinders MCCs to reach an adequate financial leverage. A 
higher leverage would allow MCCs to expand their business 
without extending their equity basis. Consequently, the lim-
ited debt-equity ratio also keeps the MWF from successfully 
performing its function as capacity builder.

20. Though there is no specific regulation regarding the establishment or opera-
tion of a MWF in China.
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Finally, it needs to be noted that none of the experts men-
tioned the interest rate cap as a critical issue regarding the 
implementation of a wholesale facility in China. This con-
tradicts the findings of previous international case studies 
on MWF.

5.2 Conclusion and Preconditions

Based on the presented analysis of the Chinese microfi-
nance market, the establishment of a Chinese microfinance 
wholesale fund is recommendable. The previously defined 
market criteria are fulfilled to a large extent. There is clearly 
sufficient demand for wholesale funding from Chinese MFIs 
and underlying demand for microfinance services on the 
retail level. An adequate number of MFIs that are eligible for 
wholesale funding probably exists, though the critical mass 
is reached marginally. Compared to the current situation the 
wholesale facility has a comparative advantage in channeling 
financial resources to MCCs and NGO-MFIs. Finally, regula-
tion offers an adequate framework for the operation of the 
MWF, yet some particular restrictions limit the efficiency of 
wholesale funding.

The literature about international apex experiences holds 
some implications for the case of China. While the market 
criteria are fulfilled to a sufficient degree, some shortcomings 
impose unfavorable restrictions on the MWF. Accordingly, 
four preconditions for the establishment of a Chinese MWF 
are identified. The fulfillment of the preconditions is likely to 
increase the efficiency of the wholesale funding mechanism:

•	 Regulation of NGO-MFIs: Including NGO-MFIs in the 
regulated microfinance market would enlarge the invest-
ment opportunities of the MWF and allow for better diver-
sification. The inclusion of NGOs in the wholesale funding 
mechanism is particularly suggestive because the number 
of MCCs that are eligible for wholesale funding is on a 
critically low level. To enable wholesale investments in 
NGO-MFIs, the regulation of NGOs needs to be adjusted, 
allowing for debt and equity investments, clarifying own-
ership of the institutions and providing a legal framework 
for NGOs’ microcredit business. An alternative approach 
could provide clear guidelines for the transformation of 
commercially oriented NGO-MFIs into regulated entities, 
namely MCCs or VTBs.

•	 Easing of MCC regulation: Current regulation of MCCs 
restricts their growth. As has been shown, this directly and 
indirectly reduces the efficiency of the wholesale fund-
ing framework. Therefore, the geographical restriction of 
MCCs’ business and the limitation of MCCs’ debt-equity 
ratio need to be eased. This enables the MWF to place 
larger investments, to reduce transaction costs and to 
more efficiently contribute to the growth of the MCCs.

•	 MCCs as the main investment target: Given the current 
regulation, MCCs need to be the main investment object 
of the MWF, as they lack access to alternative sources of 
funding. On the contrary, providing wholesale funding for 
VTBs would unnecessarily distort the financial market and 
remove incentives for VTBs to access commercial sources 
for refinancing. Providing wholesale funding for NGO-MFIs 
is favorable, though not feasible under current regulation.

•	 Focus on capacity building: As the critical mass of eli-
gible institutions is slender and the capability level of the 
entire Chinese microfinance sector is still limited, the MWF 

needs to emphasize TA and institution building of MFIs. 
Based on the experience of the PKSF in Bangladesh,21 «an 
established microfinance market is not a necessary condi-
tion for higher probability of success of a domestic apex 
organization» (Ahmed 2001, 8). Yet it is crucial that the 
MWF adopts «market development as an integral part of its 
financial intermediation role from the beginning» (Ahmed 
2001, 8).22 Hence, the lack of a well-established microfi-
nance sector itself is not necessarily a constraint for the 
wholesale mechanism’s efficiency, yet the MWF’s ability to 
expand the capacity of the partner MFIs is crucial. There 
are already some remarkably well-run NGO-MFIs and 
MCCs in China, which provide prototypical approaches 
and best practice methodologies that can be transferred 
to other Chinese MFIs through the capacity building efforts 
of the MWF.

6 Recommendations for the Funding  
Structure of the Chinese Microfinance Sector

This chapter outlines recommendations for the funding 
framework of the Chinese microfinance sector. First, the 
recommended overall structure for the future funding of Chi-
nese MFIs is discussed. Second, specific recommendations 
for the design and operations of a Chinese MWF are given, 
drawing special attention to the question whether such a 
fund should be funded domestically or internationally.

The following recommendations are based on a fundamental 
paradigm: the commercialization of MFIs and the microfi-
nance sector is essential. The paradigm is postulated for 
two main reasons. First, only commercialized microfinance 
guarantees the sustainable provision of microfinance ser-
vices in the long run. Subsidized and government-dependent 
MFIs typically face difficulties to achieve wide outreach and 
to establish financially sustainable operations (Robinson 
2001, 46-7). The emphasis on commercialization contrarily 
gives incentives to MFIs to seek efficiency and to innovate 
more attractive products, enabling the institutions to achieve 
greater social impact per dollar invested. Further, the access 
to financial markets guarantees sustainable funding possibili-
ties, while investments by donors tend to be volatile. Govern-
mental subsidies and donor’s investments might disappear 
in the long run. Therefore, microfinance can only achieve 
significant outreach on a long-term and sustainable basis if it 
is able to tap commercial sources for funding and to become 
an integral component of the financial system (Armendariz/
Morduch 2007, 251-3; Levy 2002, 4).

Second, the Chinese context particularly demands for a 
commercialized approach of microfinance. The government’s 
stake in poverty alleviation efforts is high, yet the govern-
mental offices involved often suffer from conflict of interests. 
In many cases this has led to the inefficient allocation of 
resources in the fight against poverty. Thus, the introduction 
of more privately owned and commercially oriented initiatives 
needs to be encouraged in order to increase the efficiency 
of China’s poverty alleviation efforts (CDRF 2009, 208-10).

21. PKSF was established as one of the first apex organizations of the world in 
May 1990 and is widely regarded as one of the best of its kind (Ahmed 2007, 
202; Gonzalez-Vega 1998, 41-2; Penell 1999, 6).

22. While some scholars have identified the existence of an established micro-
finance sector as a key success factor of PKSF, the management of PKSF 
contradicts this view. It argues that the number of successful MFIs was small 
at the outset and that it was PKSF’s ability to develop the MFIs that contrib-
uted significantly to its success (Levy 2002, 1; Ahmed 2001, 8, 19).
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6.1 A Dual Overall Funding Structure

Based on the stipulated paradigm, the establishment of a 
Chinese MWF is assessed critically. The criticism mainly rests 
on clear evidence from other countries that the existence of 
wholesale facilities significantly reduces the incentives for 
MFIs to move towards commercialization. Only well-designed 
and well-managed MWFs have been able to develop the 
microfinance sector without preventing it from integrating in 
the formal financial sector and from transforming towards 
more sustainable commercial funding (Levy 2002, 26). How-
ever, the previous analysis of the current condition of China’s 
microfinance market has shown the potential of an MWF. 
Especially the fragmented market structure, the low capacity 
level of the microfinance sector, the commercial banks’ lack 
of knowledge of microfinance investments, and the MCCs’ 
incapability to access commercial financial resources give 
reasons for the establishment of a wholesale facility.

All things considered, a dual structure is recommended for 
the funding framework of the Chinese microfinance sector: 
The establishment of a wholesale facility serves to immedi-
ately strengthen the sector and to expand capacities; initia-
tives targeting commercial banks serve to promote the full 
integration of the microfinance sector into the formal financial 
markets in the long run.

Chapter 5 has shown the potential of an MWF in the Chi-
nese microfinance market. The wholesale facility builds 
the first pillar of the recommended funding framework. The 
MWF’s major focus needs to be on capacity building, provid-
ing both wholesale lending as well as technical assistance to 
MFIs in order to build sustainable microfinance institutions. 
As a capacity builder, the MWF is of particular importance 
in the short and medium run. Even though the MWF needs 
to provide a reliable source of financial resources for MFIs, 
it has a transitional character. The development of a sus-
tainable microfinance sector needs to be its main objective, 
rather than to establish itself as a long-term funder or owner 
of MFIs. In later phases, as currently existing MFIs mature 
and gain access to the capital market, the wholesale facility 
can be used to expand the microfinance market to the lowest 
end of the market (Duflos 2008, 2). Section 6.2 discusses the 
proposed characteristics of the Chinese MWF in more detail.

The analysis of international MWF experiences shows that 
the existence of a wholesale facility itself is not sufficient 
to trigger the sustainable development of microfinance and 
that wholesale funds often fail to integrate the microfinance 
sector in the formal financial market (Berger/Yonas/Lloreda 
2003, 9; Levy 2002, 26). This limitation stresses the need for 
a dual approach to the development of China’s microfinance 
sector, where the MWF is not the only instrument to expand 
the market. As several interviewed experts indicated, differ-
ent Chinese commercial banks have started to place debt 
and equity investment with MFIs, though the scale of these 
investments is still small. Aiming at an inclusive financial 
system, the capacity of commercial banks to lend to MFIs 
is essential in the long run and needs to be further strength-
ened. As previously discussed, the constraining factor of 
commercial banks is generally not the availability of capi-
tal for onlending to MFIs, but the lack of knowledge about 
microfinance providers and their business practices. Also, 
unlike many other developing countries, China has a rather 
sophisticated banking sector. This provides a sound funda-
ment for expanding the commercial banks operations to the 

microfinance sector. Hence, initiatives that target commercial 
banks’ capacity to offer wholesale funds to MFIs such as the 
programs of Mercy Corps and ADB need to be continued 
and expanded. Besides microfinance wholesale funding from 
commercial banks, the establishment of specialized private 
microfinance investment funds (as planned by BlueOrchard) 
is also favorable.

The buildup of domestic commercial sources for MFI refi-
nancing builds the second pillar of the proposed funding 
framework. It complements the wholesale funding from a 
government-based MWF in the short run and promotes the 
sector’s commercialization in the long run. The achievement 
of a sustainable and commercially funded microfinance 
sector ultimately relies on the availability of commercial refi-
nancing possibilities; solely promoting wholesale funding 
through the MWF is likely to prevent the transformation to 
a decentralized funding structure in later phases when the 
market matures.

The simplest way to foster commercial banks’ involvement in 
Chinese microfinance is the promotion of lending from com-
mercial banks to MFIs. It mainly requires technical assistance 
for the banks to improve their knowledge of microfinance 
practices as well as the improvement of the sector’s trans-
parency. While such an approach serves the purpose of inte-
grating MFIs in the financial market, other business models 
need to be considered to further support the development 
of microfinance in China; they can be very powerful enablers 
of further development of a commercial microfinance sector. 
Different partnership models have proven to be successful in 
other countries and can possibly be used in China to lever-
age the resources of commercial banks and the know-how 
of MFIs. Such approaches include off-balance sheet lending 
and agent banking.

For example, ICICI, the largest private bank of India, has suc-
cessfully partnered with MFIs to increase the outreach and 
depth of the Indian financial sector. It developed a business 
model that relies on direct loan contracts between the com-
mercial bank and micro borrowers, while partner MFIs still 
service and monitor the loans. Partner MFIs receive a service 
charge in return for each loan overseen. In order to set ade-
quate incentives a first-loss guarantee structure is applied, 
so that the partner MFIs bear the losses of the loan portfolio 
up to a predefined limit. At the same time, ICICI provides an 
overdraft facility to provide risk capital for the partner MFIs. 
The overdraft facility assumes the character of mezzanine 
equity for the MFI, permitting further leverage by accessing 
debt investments. The structure basically removes financing 
issues as the binding constraint for MFIs’ growth, while ICICI 
at the same time enjoys fixed payoffs from an asset that has 
a very good risk-return profile (Ananth 2005, 59-61). Agent 
banking is an alternative approach for commercial banks to 
access microfinance markets, though it does not involve the 
cooperation with existing MFIs. In contrast, agent banking 
relies on retail outlets, such as grocery stores or lotteries, to 
process financial transactions. The implementation of agent 
banking requires adequate investments in technological 
solutions to support the business model (Siedek 2007). Gen-
erally speaking, such partnership models have the potential 
to increase Chinese commercial bank’s participation in the 
microfinance sector. An in-depth evaluation of the feasibility 
and desirability of different approaches is a promising field 
for future research.
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6.2 Specific Recommendations for a Chinese 
Microfinance Wholesale Fund

The establishment of a wholesale mechanism has been rec-
ommended as one of two fundamental pillars of the funding 
framework of the Chinese microfinance sector. This section 
provides further recommendations for the design and opera-
tions of the MWF. In Chapter 3, crucial aspects of the design 
and execution of MWFs were identified (see Table 2, Page 9). 
All the success factors defined above generally apply in the 
Chinese context; the most crucial aspects and their rel-
evance in the case of China are discussed in the following.

6.2.1 Domestic vs. Foreign Funding and the Role of 
International Institutions

Whether the Chinese wholesale fund should receive funds 
from foreign investors or from domestic sources is a ques-
tion of special interest. Both types of funding have differ-
ent advantages and disadvantages. From the perspective 
of foreign funders and international financial institutions, 
investments in China’s MFW allow to participate in one of 
the most significant microfinance markets, especially when 
considering the immense growth potential. It enables foreign 
institutions to strategically shape the sector and to transfer 
knowledge and best practices to China. Investments might 
offer satisfying returns in the long run, though expected 
returns on investments in the Chinese microfinance market 
are relatively low at present. On the other hand, the main 
advantage of domestic funding of the MWF is the high 
availability of financial resources in China. Given the politi-
cal will, large sums can be allocated to the wholesale fund 
within China from either governmental or non-governmental 
sources. China’s financial liquidity fundamentally questions 
the necessity to channel foreign capital to the Chinese MWF. 
Compared to China, many other developing countries have 
relatively limited means to fight poverty and to expand their 
financial systems to the bottom of the pyramid; thus it can 
be argued that the financial resources of foreign donors and 
investors can be put to more productive use in other develop-
ing countries.

As has been discussed in Section 4.2, many restrictions 
apply to foreign investments in China. The current capital 
control measures of the Chinese government result in signifi-
cantly higher transaction costs for foreign investments com-
pared to domestic sources, marking a major disadvantage 
of foreign investments in the Chinese MWF. Moreover, the 
high liquidity of the Chinese financial sector and the govern-
mental control of interest rates imply that capital is available 
at relatively low cost within China. Thus from a cost per-
spective, domestic sources are likely to have a comparative 
advantage over international funding, even when abstracting 
from transaction costs. Further implicit costs are imposed on 
foreign investments by the regulatory requirements for for-
eign owned institutions. Foreign owned institutions face more 
legal restrictions than domestic ones, which complicate the 
acquisition of required licenses and makes the institution’s 
operations more costly. It is important to note that in some 
cases Chinese investment vehicles are considered to be 
foreign owned even if only minor parts of its capital come 
from non-domestic sources. Altogether, raising capital from 
domestic sources is advantageous as it entails lower (trans-
action) costs and less regulatory restrictions.

Finally, China’s political reality must not be neglected. Sev-
eral interviewed experts find it virtually impossible that the 
Chinese government approves the establishment of a Chi-
nese wholesale fund under foreign ownership. Although the 
government welcomes foreign institutions’ participation in 
the microfinance sector, the politically accepted degree 
of involvement is somewhat limited, especially in financial 
terms. Therefore, the role of foreign donors and interna-
tional financial institutions in a Chinese MWF is restricted to 
strategic partners.

On balance, it is neither desirable nor feasible for foreign 
investors to allocate significant amounts of capital to the Chi-
nese MWF and to aspire ownership of the institution. Finan-
cial resources are available within China from governmental 
sources, state-owned banks and commercial banks. Also, 
domestic sources are politically accepted and accessible 
at significantly lower cost. Domestic sources thus have a 
comparative advantage over international sources in fund-
ing China’s MWF. Nevertheless, foreign donors and investors 
should participate as strategic partners of the MWF, focusing 
on consulting, technical assistance and capacity building. 
Foreign institutions are able to provide much needed tech-
nology transfer and to implement best practices in China’s 
microfinance market. By bearing the related expenses, 
foreign institutions can make a financial contribution to 
the development of the microfinance sector without being 
exposed to the downsides of foreign investments.

6.2.2 Executing Agency

•	 Ownership: As previously shown, China’s MWF is likely 
owned by a state-controlled institution, mainly for politi-
cal reasons. Although progress with CDB’s microfinance 
investment fund has been slow, CDB is the most prob-
able owner of the MWF. Previous experiences of CDB with 
wholesale lending (Bai 2008, 16) provide a good starting 
point to place a wholesale mechanism at this policy-ori-
ented bank.

•	 Political independence: The establishment of a whole-
sale facility with no links to governmental institutions is 
currently an unrealistic prospect. Even if the MWF’s formal 
governance structure does not feature connections to the 
government, the risk of indirect political influence remains 
high. Therefore, the delegation of the fund’s management 
to a professional and privately owned institution is crucial. 
It will serve to minimize political disbursement pressures 
and to attract well-trained managers with extensive experi-
ence in microfinance investments. Foreign participation 
in building up the fund’s management is necessary, since 
such competencies have only been developed to a limited 
extent in China.

•	 Objective: As discussed in Section 5.2, the main focus of 
China’s MWF needs to be on capacity building. Institution 
building and market development are integral parts of the 
facility’s mission. Wholesale lending to viable MFIs allows 
the institutions to grow, while the provision of technical 
assistance at the same time fosters their service quality 
and their operational efficiency. Complementing initiatives 
on the sectoral level, e.g. the establishment of microfi-
nance rating agencies, need to be considered.
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•	 Exit strategy: A clear exit strategy is essential to ensure 
that the MWF is a transitory instrument that focuses on 
capacity building and not a permanent institution that 
funds MFIs in the long run. Experiences in development 
aid show that the formulation and implementation of exit 
strategies are especially challenging, the institutionaliza-
tion of temporarily designed projects being a particular 
issue (Gardner/Greenblott/Joubert 2005, 7). Also, the exit 
strategy is vital for the credibility of the proposed dual 
approach that targets a commercialized and independent 
microfinance sector. In this respect, the MFW has similari-
ties to initiatives that provide smart subsidies to promote 
the development of young MFIs.23 In both cases, a credible 
exit strategy is crucial. The definition of precise bench-
marks (e.g., efficiency levels by set dates) serves to push 
MFIs to achieve higher productivity so that the wholesale 
funds or the subsidies, respectively, can be withdrawn at 
a certain point in time (Armendariz/Morduch 2007, 246-7). 
As part of the exit strategy the provision of transitory prod-
ucts should be considered. For example, loan guarantees 
support MFIs in initial borrowing from commercial sources.

6.2.3 Eligibility Criteria and Monitoring Partner MFIs

•	 Institutional eligibility: The MWF should focus invest-
ments on MCCs (see 5.2). Given adjustments to current 
regulation, NGO-MFIs should be included in the group of 
eligible institution types. On the other hand, VTBs should 
generally be excluded from accessing the wholesale fund, 
as it removes incentives for VTBs to mobilize deposits 
and access capital markets. The MWF can still act as a 
lender of last resort for VTBs that are financially viable but 
lack access to commercial sources due to extraordinary 
circumstances.24

•	 Social performance standards: Besides setting perfor-
mance standards that evaluate the institutions’ financial 
sustainability, measuring the social performance of Chi-
nese MFIs is especially important. The majority of Chi-
nese MCCs do not focus its business on poor clients, thus 
effective mechanisms to identify pro-poor MCCs within 
the hundreds of institutions are essential. Social perfor-
mance standards further need to be carefully adjusted to 
the Chinese context. As has been discussed in Section 1.1, 
the Chinese microfinance sector is not directly compa-
rable to international standards. Namely loan sizes tend 
to be significantly larger than in other developing coun-
tries, often amounting to a multiple of the annual GDP per 
person. This makes the definition of social performance 
standards challenging.

6.2.4 Terms and Conditions of Wholesale Funding

•	 Providing debt financing: MCCs currently find it much 
harder to access debt financing than equity financing. 
Therefore, the MWF should mainly provide debt financing 
for partner organizations, strongly contrasting the current 
initiative of CDB to launch a microfinance equity invest-
ment fund. The MWF needs to support the development of 
existing MFIs by filling the financing gap on the debt side 
and to foster the establishment of new MFIs by holding out 
the prospect of easily accessible loans. Contrarily, gaining 
significant control over the microfinance sector by placing 

23. Smart subsidies compensate for some of the MFI’s start-up costs during the 
institution’s establishment, but do not cover costs of ongoing operations 
(Armendariz/Morduch 2007, 245-6).

24. However, clear criteria to trigger such cases of last resort-financing would 
need to be defined.

equity investment in MFIs should not be the objective of 
the MWF — although this might seem attractive for political 
reasons. It is likely that equity investments by the MWF 
crowd out private equity investments in MFIs and defer 
the sector’s commercial transformation.

•	 Pricing of wholesale loans: In order to reduce market 
distortions and to retain incentives for MFIs to access 
commercial funding, the MWF generally needs to aban-
don the provision of wholesale loans at lower costs than 
the market rate. Subsidized loans likely prevent MFIs from 
achieving efficiency gains and from striving towards com-
mercial funding. This is particularly important with respect 
to the dual structure of the proposed funding framework; 
commercial banks need to be able to compete with inter-
est rates offered by the MWF. Despite this principle, pricing 
of wholesale loans is challenging in the Chinese context as 
the interest rate control by the government keeps interest 
rates at an artificially low level (The Economist 2009, 9). 
Additionally, according to a few experts, enterprises often 
deposit sizeable amounts of money at VTBs or the CPSB 
at extraordinarily low interest rates, enabling those insti-
tutions to refinance themselves at very low costs. These 
issues make is difficult to identify market interest rates in 
China and to price wholesale loans adequately.

6.2.5 Technical Assistance

Due to the MWF’s focus on capacity building, TA takes up 
an important position. Two conclusions from the interviews 
are essential in this regard: First, most MFIs are not able 
to finance TA from their own financial means; second, the 
availability of qualified TA providers in China is limited. The 
first finding implies that the MWF needs to cover the cost of 
TA for partner MFIs to a large extent. Providing grants for TA 
constitutes a strategic smart subsidy for MFIs and is unlikely 
to significantly distort the market (Armendariz/Morduch 2007, 
245-7). The provision of grants for TA is therefore favorable. 
However, TA has been found to be more effective if the par-
ticipating MFI bears part of the expenses itself (see 3.2.4; 
Levy 2002, 25-6). Hence, the establishment of sophisticated 
pricing and financing mechanisms for TA are crucial in order 
to set adequate incentives. In particular, the MWF should only 
disburse grants if the required TA fulfills predefined criteria 
(e.g., quality, adequate occupation, etc.).

The second finding indicates difficulties for the MWF to 
acquire sufficient TA to promote the capacity of its partner 
MFIs. At present, there is a lack of institutions that are able 
to deliver qualified TA on a large scale. While various inter-
national consulting institutions offer extensive knowledge 
about global best practices in microfinance, they struggle to 
adjust to the Chinese environment. Also, very few Chinese 
institutions have been established. Given the current lack of 
consulting services, the MWF is probably not able to exten-
sively enhance the capacity of its partner MFIs, which makes 
it impossible to achieve the MWF’s mission. Therefore, the 
MWF needs to encourage the buildup of larger TA capaci-
ties that offer services adjusted to the Chinese context. The 
creation of such capacities by the MWF itself is not recom-
mended (see 5.1.3). Rather, the establishment of strategic 
partnerships between the MWF and existing consulting orga-
nizations is the preferable option to increase the availability 
and quality of TA in the Chinese microfinance sector.
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7 Conclusions from the International and  
the Chinese Perspective

This paper has investigated the mechanisms of wholesale 
funding in microfinance markets and transferred the find-
ings to the case of China. The establishment of a wholesale 
fund can be justified from a theoretical perspective as a 
response to high information asymmetries and transaction 
costs in microfinance markets. Wholesale facilities increase 
the efficiency of microfinance investments by providing scale 
and scope economies and by eliminating duplicated screen-
ing and monitoring efforts of individual investors. However, 
the existing literature of apex case studies indicates the 
limitations of MWFs in practice. While there is evidence that 
wholesale funds augment the flow of financial resources 
to small MFIs in young and fragmented microfinance mar-
kets, they also face a range of issues. The lack of retailing 
capacity, the insufficient availability of financially viable MFIs 
and political disbursement pressures are major factors that 
reduce the efficiency of wholesale funding frameworks in 
practice. Furthermore, MWFs tend to remove incentives for 
MFIs to access commercial funding sources and to become 
fully independent from governments and donors. Overall, 
the desirability of an MWF is highly contextual and depends 
on both the market’s environment and on the design of the 
wholesale fund itself.

The evaluation of the current situation of the Chinese microfi-
nance sector has shown the potential for a wholesale facility. 
Hence, the establishment of a Chinese microfinance whole-
sale fund is recommended. Set up as a transitory institution, 
the MWF’s main objective is capacity building. It targets the 
expansion of the sector’s outreach and the transformation of 
MFIs into financially sustainable entities. Contrarily, attaining 
significant ownership in the sector and the institutionaliza-
tion of the wholesale fund should be avoided. The wholesale 
fund provides easily accessible funds to MFIs to enhance their 
growth, in particular to MCCs and possibly NGO-MFIs. Debt 
is the favorable investment type. Additionally, the provision 
of technical assistance serves to increase the know-how of 
MFIs, to improve their efficiency, and to implement best prac-
tices and sophisticated technological solutions. Grants need 
to be provided to cover substantial parts of the expenses for 
technical assistance. Altogether, the MWF serves to expand 
both funding sources and the business capacity of MFIs in the 
short run. As such, it builds the first pillar of the recommended 
funding structure for the Chinese microfinance market.

Practical experience has shown that the establishment of 
a MWF is not sufficient to develop a financially sustainable 
microfinance sector. Therefore, the enhancement of com-
mercial funding channels for MFIs builds the second pillar of 
the proposed funding framework. Especially domestic com-
mercial banks need to be enabled and encouraged to invest 
and lend to MFIs. As the knowledge of microfinance and the 
transparency of the market are still limited, such initiatives 
are likely to take a high amount of technical assistance and 
time until according capacities are built up. However, the 
establishment of commercial channels for the refinancing of 
MFIs is essential in the long run as it will ultimately enable the 
microfinance sector to integrate in the regular financial market.

The recommended funding framework has several implica-
tions for both foreign institutions and the Chinese authori-
ties. For international funders and development agen-
cies it is essential to acknowledge their primary role as 

capacity builders. Foreign institutions’ crucial contribution 
to the development of the Chinese microfinance sector is 
the transfer of knowledge and technologies. Expertise in 
microfinance and MFI investments is still scarce in China, 
which gives international institutions a comparative advan-
tage in providing technical assistance and in enhancing the 
capacities of Chinese MFIs. At the same time, it is crucial for 
international consultancies to account for the many unique 
specifications of the Chinese context when transferring best 
practices to China. One of the most important characteristics 
of the microfinance sector is the high degree of governmen-
tal control. Good relationships to the government’s offices 
are therefore necessary in order to co-create the future of 
microfinance in China. However, political circumstances cur-
rently prevent foreign institutions from becoming the owner of 
China’s MWF. Also, high transaction costs on foreign invest-
ments (due to regulation—e.g., capital control) and the high 
liquidity of the Chinese financial system suggest that China’s 
MWF raises capital domestically. It is though still feasible and 
desirable for international funders to become strategic part-
ners of the Chinese MWF. Particular areas of participation 
are the fund management and the expansion of TA capacities 
within China. Likewise, the involvement of international orga-
nizations is decisive to enhance funding channels between 
local commercial banks and MFIs.

For the Chinese authorities, the establishment of a national 
microfinance wholesale fund is recommended. The pros-
pects of such an initiative are significantly improved if the 
following preconditions are fulfilled: First, regulation of NGO-
MFIs needs to be adjusted in order to enable commercial 
investments in the institutions. Alternatively, guidelines for 
the transformation of NGOs into commercial entities can 
be provided. Second, the restriction of MCCs’ debt-equity 
ratio needs to be loosened. Third, the expansion of MCCs’ 
business beyond the county of their registration needs to be 
facilitated. Given these adjustments, the implementation of a 
MWF is likely to increase the efficiency of microfinance fund-
ing in China. However, the MWF’s success strongly depends 
on its design and operation. It is suggested to stipulate a 
strategy that aims to enhance the capacity of MFIs and to 
support the commercialization of the microfinance sector in 
the long run. Accordingly, the MWF should primarily provide 
wholesale debt investments. Equity investments of the MWF 
are unfavorable as they likely crowd out private investments 
in MFIs. The wholesale facility further needs to disburse 
funds according to predefined criteria, especially accounting 
for MFIs’ performance with regard to financial sustainability 
and social impact. Political influence and disbursement pres-
sure from governmental offices should be avoided. Moreover, 
the MWF should be understood as a transitory mechanism. 
Accordingly, the Chinese government needs to promote 
commercial funding channels for MFIs that can substitute the 
wholesale facility in the long run. This particularly includes 
the further liberalization of regulation on microfinance invest-
ments, such as the restriction of MCCs to borrow from no 
more than two commercial banks. Finally, the cooperation of 
Chinese authorities with international institutions is recom-
mended. The transfer of international knowledge and best 
practices is crucial for both the capacity building of MFIs in 
the short run and the integration of the microfinance sector 
in the financial market in the long run.
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Annex A: Cornerstones in the Development  
of China’s Microfinance Sector
Year Agency Released documents (red) and other cornerstones (black)

1993 CASS  - Establishment of first microfinance operations of MFI-NGO

1998 —  - Government starts to adopt microcredit as instrument for poverty alleviation
 - Subsidized lending programs are formally transformed into microfinance schemes

1999 PBOC  - Provisional Method of Microcredit Loans Management of RCCs for Rural Households
 - Launches experiment with microcredit at RCCs

1999 PBOC  - Provisional Management Measures of Microcredit Loans of the ABC
 - Launches experiment with microcredit at ABC

2001 PBOC  - Guidance on Microcredit Loans Management of RCCs for Rural Households
 - Participation of formal financial institutions in Chinese microfinance
 - Requires RCCs across China to provide microcredit for rural households
 - Improvements of RCCs’ microlending

2002 PBOC,  
Ministry of Finance 
and others

 - Management Measures of Micro Secured Loans for Laid-Off Unemployed People (No. 394) and 
Management Measures of Micro Secured Loans for Provincial Laid-off Unemployed People
 - Expands microfinance from rural to urban areas of China individuals
 - Local governments are encouraged to establish guarantee centers for laid-off unemployed
 - Close cooperation with commercial banks to offer microloans to unemployed

2005 PBOC  - Pilot projects with credit-only microloan institutions (MCCs)

2006 CBRC  - Opinions Regarding Easing Market Access for Banking Financial Institutions in Rural Areas in order to better 
Support the Construction of a Socialist New Countryside (No. 90)
 - Normalization and institutionalization of Chinese microfinance
 - Commercial banks and rural cooperatives are encouraged to set up fully-owned lending companies
 - Leads to the formation of VTBs and Rural Mutual Credit Cooperatives

2006 CBRC  - Opinions of Pilot Management to Strengthen the Collateral-based Microloan Business of Postal Savings Bank
 - Enables pilot projects for microlending business of CPSB, leading to the establishment of large-scale microfi-
nance services by CPSB

2007 CBRC  - Guideline on How to Greatly Develop Rural Microloan Business by Banking Financial Institutions (No. 67)
 - Expands rural microfinance to all banking financial institutions
 - Any financial institution in China is allowed to set up a microfinance business

2007 —  - First wholly foreign owned MFIs
 - PlaNet Finance, KfW and IFC set up the first wholly foreign owned MCC (MicoCred Nanchong)
 - HSCB starts the operation of its first VTB (Hubei Suizhou Zengdu HSBC VTB)

2008 CBRC and PBOC  - Guideline for Pilot Microcredit Companies (No. 23)
 - Allows social capital to fund and set up credit only microcredit companies (MCCs)
 - Natural persons, corporate legal entities, and social organizations are allowed to invest in microfinance

2008 CBRC and PBOC  - Notice of Relevant Policies about VTBs, Lending Companies, RMCCs and Microloan Companies and the 
Guideline for Pilot Microloan Companies
 - Outlines channels how to transform MCCs into VTBs
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Annex B: Characteristics of Chinese 
Microfinance Providers
Type of microfinance 
provider

MF 
since Targeted clients Collateral

Annual 
interest rate Average loan size (RMB)

NGO-MFI 1993 Middle to low income and poor; mainly female No 3–18% 1000–5000

Microcredit Company 2005 Farmers, citizens and micro- to small 
enterprises; mainly male

Yes 14–28%, 21% 
on average

Several thousands to 
hundred thousands

Village and Township Bank 2006 Farmers, citizens and micro- to small 
enterprises; mainly male

Yes 0.9–2.3 times 
basic rate

Several thousands to 
hundred thousands

Rural Credit Cooperatives 2000 All kinds of farming households, sole 
proprietors; mainly males

Only for large 
loans

0.9–2.3 times 
basic rate

1’000–30’000

Agricultural Bank of China 1997 Middle to low income and poor; mainly male No 2–3% or 0 1000–5000

China Postal Savings Bank 2006 All kind of farming households; mainly male None, pledge or 
collateral

0.9–2.3 times 
basic rate

Several thousands to 
hundred thousands

Rural Mutual Credit 
Cooperatives

2006 Member farmers and enterprises, mainly male No 0.9–2.3 times 
basic rate

Several thousands

Urban Commercial Banks 2002 Laid-off workers; mainly male Guarantee 
companies

0 or low Several thousands to  
tens of thousands

Commercial Banks 2005 Citizens and microenterprises, mainly male No Approx. 20% Several tens of thousands

Lending Companies 2006 Citizens and micro- to small enterprises; 
mainly male

Yes 0.9-2.3 times 
basic rate

Several thousands to  
tens of thousands

Governmental Poverty 
Alleviation Loans

2004 Middle to low income and poor; mainly male No Less than 
basic rate

Several thousands

Type of microfinance 
provider Areas of operation

Number of 
institu-
tions 
(2008)25

Number of 
active clients 
(2008)

Outstanding 
portfolio 
(RMB, 2008)

Portfolio 
quality

Potential for 
sustainability

NGO-MFI Country-wide, 
especially poor areas

~100 150’000 1 Billion Uneven;  
20% good

A few can reach 
sustainability (10%)

Microcredit Company Several provinces ~2000 Several thousand Several hundred 
million

Good Yes

Village and Township Bank Several provinces ~200 Several thousand Over one hundred 
million

Good Good tendency

Rural Credit Cooperatives Country-wide,  
rural areas

8’000 70 million Several hundred 
billion

Uneven Some

Agricultural Bank of China Country-wide 1 n/a Several tens  
of billions

Poor No

China Postal Savings Bank Country-wide 1 n/a 30 billion Good Good tendency

Rural Mutual Credit 
Cooperatives

Several provinces 10 Several thousand Several million Good in general No

Urban Commercial Banks Urban areas n/a Several hundred 
thousand

Nearly ten billion Uneven No 
(rely on subsidies)

Commercial Banks Several provinces n/a n/a Billion Good Yes

Lending Companies Several provinces 6 Several thousand Several million Good in general n/a

Governmental Poverty 
Alleviation Loans

Country-wide — Several ten 
thousands

n/a Mostly good No 
(rely on subsidies)

Source: adapted from CAM 2008, 13-4; additional: CBRC 2009, 33, 42-3; Du 2008a, 3-17.

25. Except for MCCs and VTBs: current numbers.
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Annex C: Regulation for 
NGO-MFIs, MCCs, and VTBs
Type of microfinance 
provider

Applying regulation 
for microfinance operations

NGO-MFI Legal status
 - No legal status that allows for the provision of financial services

General regulation
 - None (due to lack of legal status)

Debt financing
 - Mobilization of savings prohibited
 - Taking debt prohibited (but possible in practice under certain circumstances)

Equity structure
 - Not allowed to pay returns on capital
 - Rely mainly on donations and grants
 - Unclear ownership of most institutions

Interest cap on provided loans
 - None

Microcredit Company Legal status
 - Financial enterprise (non-deposit-taking lender)
 - Limited liability company (LLC) or joint-stock company (JSC)

General regulation
 - Have to be approved by provincial government
 - Operations in county of legal registration only (has been eased in practice)
 - Loans to a single customer must be smaller than 5% of net capital

Debt financing
 - Mobilization of savings prohibited
 - Borrowings from no more than two banking institutions
 - Total amount of debt must be smaller than 50% of the equity

Equity structure
 - Any non-financial institution cannot hold more than 10% of equity
 - Minimal capital requirement: RMB 5 million for LLC and RMB 10 million for JSC

Interest cap on provided loans
 - No more than four times basic interest rate of PBOC

Village and Township 
Bank

Legal status
 - Formal banking institution

General regulation
 - Operations in county of legal registration only
 - Provision of ATM services, banking cards, and mobile banking possible
 - Loans to a single customer must be smaller than 5% of net capital

Debt financing
 - Mobilization of savings allowed
 - Unrestricted borrowing on inter-bank market possible

Equity structure
 - 20% of equity must be controlled by an approved financial institution (domes-
tic or foreign)
 - Any other shareholders must hold less than 10% of the equity
 - Minimal capital requirement: for county based VTBs RMB 3 million; for town-
ship based VTBs RMB 1 million

Interest cap on provided loans
 - No more than four times basic interest rate of PBOC

Source: based on CBRC 2007b; PlaNet Finance 2008, 17-9, 28-33; Sun 2008, 5-12.
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