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How can US $ 100 change an economy? // One small loan can change a family,
but several can strengthen a community, and thousands could transform an
entire economy. // (UN Secretary-General Kofi Annan)

Global Phenomena

The world is claiming to be able to generate a “win-win” situation in order to
reduce poverty and under-development via micro-entrepreneurship — at minimal
long-term costs to both governments and the international donor community. This
supposed outcome follows the concept of commercially viable microfinance
institutions (MFIs) which can achieve both (1) sustainability and (2) greater
outreach and will therefore ensure positive (3) impact in terms of largest number
of poor and low-income households getting access to finance over time and
engaging in small-scale entrepreneurial activities.

However, structural constraints within society associated with class, power,
market access, inequality, gender and so on are the foundation in which poverty
and under-development are deeply rooted. Therefore, many governments accept
that poverty is a function of general lack of small-scale finance and acknowledge
their promotional role pivotal to small and micro-enterprise development and
poverty reduction success, notwithstanding any radical free market ideology or
neoliberalism. As in post-world war Il Germany, northern Italy and Japan, Taiwan
from 1950 onwards, and China after 1980 as well as in most of the Central and
Eastern European post-communist countries being in problematic economic
situation, national, regional and local state-led financial vehicles were
instrumental for developing the backbone of their economies.

! Michael Hamp of the Deutsche Gesellschaft fur Technische Zusammenarbeit (GTZ, German
Technical Cooperation) is presently assigned to the bilateral development cooperation program of
the governments of Indonesia and Germany on “Promotion of Small Financial Institutions — ProFI”
as Program Advisor.



The intention here is to highlight a number of key issues which are considered
relevant for successful microfinance development strategies in a number of
countries in South and South East Asia and Europe. The choice of these
particular country cases seems a bit randomly sampled but it illustrates a quite
big variety of history and approaches to microenterprise development and
unemployment by developing the financial system.

The country cases illustrate some alternatives for strategies to develop national
microfinance industries, which serve macro economic objectives but also the
micro-level of sustainable industrial and innovative entrepreneurship, ergo the
majority of — low income — households.

Today countries of the Southern hemisphere are known for their different
microfinance programs, which create income and employment for some 50
million low-income households and reduce poverty and inequality of women and
small farmers. Microfinance has become a sort of incantation in development
cooperation as well as for many governments. However, microfinance is neither
magic nor does it simply mean promotion of small credits. Literally microfinance
means financial services for microenterprises, and microenterprises usually are
defined as any business entity or enterprise engaged in production, processing
or manufacturing of products or commodities, including agro-processing, trading
and services, whose total assets are limited. Asset value ceilings differ from
country to country.

UN Secretary-General Kofi Annan has declared 2005 as the International Year of
Microcredit. However, people, in particular poor people, need access to financial
services of all types: current and savings accounts, transfer payments and credit
cards, deposits and last but not least credits. To have or not to have US $ 1000,
500, 50 often is the decisive factor for a viable business idea to materialize or
passing up the chance. However, “conventional” banks both in the South as well
as in the North normally do not deal with loan applications of such sizes.

Best intentions of governments to take responsibility in making noticeable
contributions to reducing poverty and opening doors for small and
microenterprises to gain access to capital in order to free themselves from
poverty, have cost the tax payer huge amounts of money which somewhere else
got missing. Examples of failed targeted credit programs and under special
ministerial directives or development finance institutions, such as agricultural
development banks are endless. Until the 1980s in many countries subsidized
government funds were channeled to small businesses and farmers often for
specific purposes. Since then, decision maker’s views about the role of financial
markets in processes of small business development and poverty alleviation
progressively underwent profound changes. Coupled with the structural
adjustment policies implemented during the past 20 years, a new approach
emerged, which focuses on the performance of financial institutions in delivering
their services to segments of the population with little or no access to finance.
The new approach shifts the terms of the discussion away from individual firms



and households onto financial institutions and their ability to provide services on
a sustainable and widespread basis.

Microfinance enters Germany

The changes are also taking place e.g. in Germany: typical entrepreneurial
characteristics of those business start-ups in the past, capital, know-how and
high social status, today are accomplished by a new generation of young, small
business starters, who have to follow the career path of self-employment due to
lack of job opportunities. Special promotion programs by the federal labor office
have transformed some 350,000 previously unemployed into self-employed
business people in 2004. The size of these start-up businesses in terms of
employees and paid-in capital is significantly declining. At the same time banks,
including the two major “pillars” of Germany’s banking system, that traditionally
serves small businesses, the rural areas and the agricultural sector?, shift from
small business financing to more attractive business fields. Furthermore, the
supply of risk-capital for the market segment of small businesses has been
reduced following the bursting of the new economy bubble in the 1990s.

Based on these developments, Germany is facing an increasing demand-supply
gap of financial services as we know it from so many other countries, being
blamed for their market failures. These perceived failures are commonly
indicated by a lack of short- and long-term credit offered at interest rates low
enough to encourage economic development, especially outside the more
dynamic urban economic centers. Probably the very crucial difference is the
availability of savings and deposit facilities that do not discriminate anybody from
asset building. In contrast, government programs in developing countries were
often guided by the underlying assumptions that low-income households cannot
save and are unable to repay market rates of interest and therefore need cheap
loans to make new investments. .

Otherwise, the strategic microfinance development issues are comparable:
Heavily subsidized funds to selected target groups raising more and more
concerns regarding their outreach to an increasing number of small business
operators who are considered unbankable, the efficiency of the various and
partially conflicting promotional activities by the EU, the national, state and local
governments and development finance institutions and their sustainability. The
new paradigm in Germany can be seen as a mirror of the instrument of
sustainable microfinance development in many countries in the South. The newly
established German Microfinance Institute (Deutsches Mikrofinanz Institut e.V.,
DMI) has started investigating the requirements of an appropriate microfinance

2 j.e. the public sector banks, comprising the Landesbanken (mostly owned by the states), the
savings bank (Sparkassen, owned by local governments) and development institutions having a
public mandate and benefit from a government guarantee, as well as the member-based
cooperative banks



technology against the background of the current demand and framework
conditions. The critical issues are, just to mention a few:

- high salary levels of labor intensive microfinance operations result in high
interest rates for cost-coverage of viable MFIs;

- high returns on investment are necessary for paying high interest;

- cost-intensive  non-financial business development services to
complement the loan facility are needed for a creative and innovative
sustainable small business, which have to be paid for;

- comparative incentive structures in the presence of the existing social
security system are lower than in most of the developing economies,

- banks, savings and cooperative banks in the first place will have to further
streamline their credit operations in terms of highly standardized,
simplified financial products, minimizing administrative efforts and
significantly increasing the number of credit customers served by one
credit officer.

A Priority Microfinance Strategy for India

India is quite unique! Its linkage banking program — as it is known to many
countries in Asia, e.g. in Indonesia as PHBK, and in other parts of the world - has
evolved significantly as a people’s movement over the last few years, increasing
outreach as also addressing the problems of poverty, unemployment, local
resource mobilization and access to financial services for microenterprises. By
end of March 2004, more than 3,000 NGOs and non-bank MFIs reported
reaching 80.8 million households. Of these, more than 20% or about 83 million
people are served under the national linkage banking program, worldwide the
biggest microfinance program, built by NABARD, an apex institution in the field of
agricultural and rural development banking in India through an existing network
of banks and NGOs.

On the other side, India’s formal financial sector comprises mainly commercial
banks, regional rural development banks, and a large number of cooperative
banks and societies. An - incredible - large network of about 160,000 rural retail
banking outlets the banking system has basically the potential to provide financial
services also in nearly all rural areas of the country. Despite the existence of this
relatively deep and diversified infrastructure the majority of low-income
households, however, lack an appropriate access to financial services. As
anywhere in the world, banks used to be of the opinion that there are serious
obstacles to linking low-income households to the formal banking system, mainly
due to the high costs involved in managing small loan amounts without the usual
collateral. Therefore, most low-income households rely on informal sources and
to large extent on savings and credit self-help groups.



India still lacks a clearly defined and articulated comprehensive microfinance
strategy. Microfinance has largely been left to itself, and the systems have
sprung up almost automatically to meet the demands of this particular clientele.
The numerous microfinance systems that are operating have stood the test of
time and, therefore, could be considered more sustainable than some parts of
the formal financial system. India has followed a policy on non-regulation of
MFIs formally! The requirements applicable to MFIs do not go beyond the
administrative and simple accounting requirements of foundations, trusts, etc.
The country has been relying on self-regulation as an effective way of ensuring
the proper functioning of the huge number of non-bank MFIs. And until today, the
Reserve Bank of India has remained reluctant to follow the Asian Development
Bank’s proactive recommendations to adopt a legal framework, prudential norms
and reporting standards for MFIs, and prudential regulation and supervision
structures which are appropriate to the size of MFIs.® The Indian approach to
ensuring stability, solvency and viability of MFIs which are taking deposits from
the public, by promoting self-regulation with the organizations, is common
practice in the South Asian region, with the exception of Nepal. This approach
has impeded the growth and the spread of MFIs in the countries concerned.

By 2008, about one third (!) of the rural poor and low-income households are to
be reached in a most cost effective and sustainable manner through one million
self-help groups linked to banks.

The basic strategy of the linkage banking program involves forming and
strengthening small, cohesive and participative groups of low-income households
of up to about 20 members with the assistance of self-help promoting institutions.
The groups are encouraged to pool their small savings regularly and to use these
to make small interesting bearing loans to members. Bank credits become
available to good performing groups on top of its own financial resources for
onlending to their members. As a necessary pre-condition for widespread
outreach and effective institution-building favorable framework conditions in
support of NABARD's program were developed. Of high importance is the policy
support by the Reserve Bank of India (RBI) which was systematically involved in
concept and guideline development right from the beginning. The government of
India bestowed national priority to the linkage banking program through its
recognition in the 1999 Union Budget and many state governments have
meanwhile intensified their support to the program. NABARD provides the
refinance to program participating banks for loans given to low-income
households who are members of the savings and credit groups linked to the
banks. End of the financial year 2003/04, about 35,000 branches of 560 different
banks were implementing the program.

On the side of the participating banks most important until now were commercial
banks with 50%, followed by regional rural banks with 38% and cooperative

® ADB: The Role of Central Banks in Microfinance in Asia and the Pacific, Overview and Case
Studies, Manila, 2000.



banks with12% of all groups linked. The average loan size per group member is
US $ 55!

Under the liberal regime applying to the microfinance sector in India, besides the
priority strategy of the linkage program, MFIs have emerged as world models,
such as SEWA etc. The MFI system has become strengthened due to the MFIs
professional management, on their own, consent to having a rating for their
business actives so that the members and the public have required information
about them, and to voluntary disclose their operation activities and financial
position periodically. They strive to build internal reserves out of operational
surpluses enabling them to absorb loan losses and withstand adverse shocks.

The Infant Stage of Strategic Microfinance Development in Malaysia

Given that microfinance in Malaysia is still at its infant stage®, the active
involvement of the government is considered important, especially in enhancing
the access to financing for microenterprises and the low-income households. The
current stance of the public policy for microfinance is, therefore, skewed towards
operating a government-aided microfinance program to provide financing for
microenterprises at lower cost. It is pretty interesting to see that the myth of the
directed credit paradigm is still alive. The government as well as the central
bank continues channeling heavily subsidized funds mainly through two public
development banks, Bank Pertanian Malaysia (Agricultural Development Bank)
and Bank Simpanan National (National Savings Bank), and two NGOs to
selected target groups and low-income households. In addition to this, there is a
Credit Guarantee Corporation (CGC) to facilitate loans to small enterprises as
the Small Entrepreneurs Guarantee Scheme, which provides up to 100%
guarantee coverage for banks extending loans to this sector.

Recently, the government of Malaysia launched a microcredit scheme under the
economic stimulus package, which is implemented by the two state development
banks, mandating them to provide small savings, consumer, small business and
agriculture as well as small consumer credits. Interest rates for these schemes
are subsidized at 4% p.a. Savings and credit cooperatives, however, play a
minor role so far but are now expected to be strengthened and improve their role
in microfinance.

Due attention is given to creating a conducive legal framework for microfinance
that provides adequate consumer protection for borrowers as well as for
depositors. Various acts have been implemented to this end, i.e.

* Che Zakiah Che Din, Bank Negara Malaysia: Creating a Conducive Environment for Micro and
Rural Finance — The Malaysian Experience, Paper presented at the High-level Policy Meeting on
Rural and Microfinance in Asia, Yogyakarta, February 2004



- the Moneylender Act that mandates money lending businesses to operate
under a license and sets ceilings for interest rates (e.g. maximum interest
rate of 12% p.a. for secured loans and 18% p.a. for unsecured loans);

- the Banking and Financial Institutions Act that regulates deposit-taking
activities by licensed banking institutions (e.g. receiving, taking or
acceptance of deposits are prohibited, except with the grant of a valid
banking licence);

- the Development Financial Institutions Act (e.g. ensures lending of these
institutions meets the financing requirements of the promoted sectors,
including microfinance) and

- the Cooperatives Societies Act (safeguards deposits mobilized from
members, ensures prudent and efficient management and operations are
in compliance with cooperative principles and values).

The present regulatory framework also allows the operation of credit bureaus
(credit reference information system). The Bank Negara Malaysia is operating
such a facility and makes it available to banks and MFIs in order to make
accurate credit assessment and decisions on their clients. In addition, the micro
financing framework currently being developed by Bank Negara Malaysia also
provides for data reporting requirements tailored according to the nature of
microfinance operations, for supervision purpose, to ensure the transparency of
microfinance activities and to prevent over indebtedness by microfinance
borrowers.

While interest rates still being regulated and allocated to specific sectors, both
the government as well as the Bank Negara Malaysia, do not close their eyes
any longer of the fact that this interventionist approach often leads to “financial
repression”, limiting levels of financial intermediation, and suffers from a lack of
outreach to low-income households rather than being of advantage for their
development policy target groups. It is further realised that a government-aided
microfinance operation leads to overdependence on government loan funds and
subsidies, and is not conducive for the institution to generate sufficient profit
margin to sustain its activity. To ensure the sustainability of microfinance activity,
this would eventually be replaced with a market-oriented microfinance program,
where the MFIs are able to be self-sustained in sourcing its own funding;
adopting market-based lending rates and generating sufficient profits to finance
its activities. In addition, the tight financial sector regulation has not created a
conducive environment for the establishment of sustainable financial institutions,
in particular MFls.

Since June 2003, the central bank is in charge to formulate a microfinance policy
and strategy, including the regulatory and supervisory framework that is required.
This framework would be used as a guideline and reference for standard best
practices among the development financial institutions and other MFIs. A more
market oriented approach will be implemented gradually allowing banks to cover
their costs and generate profits. Given this mandate, Bank Negara Malaysia has



signed the joint declaration, known as the Yogyakarta Communiqué in 2004 (see
below).

Malaysia’s new paradigm focuses on a supportive government development
strategy to gain self-sufficiency, competitiveness and efficiency of MFIs on the
one side, and on an adequate legal infrastructure to govern MFIs and protect
small depositors on the other side. The strategy for sustainable MFIs is
accomplished by the government’'s increasing emphasis on diversifying the
economic structure, including the revitalisation of the agriculture sector and the
promotion of domestic activities driven mainly by the indigenous industries,
medium,small and microenterprises. The projected bigger growth in the
agricultural sector under the Eighth Malaysia Plan, as well as the promotion of
small businesses, would induce higher demand especially from micro
entrepreneurs and small traders involved in agricultural activities and other
ancillary industries for business loans.

At the institutional level, it is envisaged that MFIs operate in accordance with the
following principles:

- Simple lending process and procedures to reduce the burden of clients
and credit officers, thus enabling loan applications to be processed
efficiently;

- A geographically well-distributed branch network/outreach to
enhance easy accessibility by clients, especially those who live in remote
areas;

- Market-oriented operations, although not fully, to allow market discipline
to drive efficiency and to minimise moral hazards by the borrowers;

- Ability of the institutions to mobilise savings from the public to finance
their operations;

- Maintenance of an accounting system that is transparent and easy to
be understood by staff to ensure accurate and fair data reporting.

One of the most favorable cultural values for microfinance development is the
savings habit of Malaysians, with the ratio of gross savings to GNP being
consistently above 30% in the past two decades. The high savings ratio is the
main source of funds for microenterprises. At the same time, this would
eventually bring independence to the MFIs from external subsidies, such as
cheap government loan funds.

In essence, while microfinance in Malaysia is still at its initial stage, efforts are
currently underway to ensure activities in micro financing are sustainable through
the eventual shift from a government-aided to a microfinance strategy that is
anchored on market-based principles and practices. With the support of the
necessary enabling conditions, the conducive environment for the growth of
microfinance is possible.



The Microfinance Development Strategy of the Philippines

For the past 20 years, the Philippines serve as a natural experiment for
microfinance, offering a unique window into a diverse set of institutions. As one
of the oldest and most active microfinance environments in the world, this
country has much to teach about the potential for systemic and strategic
development with respect to sustainability, outreach and impact in terms of
business development, employment creation, income generation and poverty
alleviation. The lesson which can be drawn for other countries in the South is
how the Philippines addresses fundamental institutional concerns such as

e removing discriminatory laws, which disenfranchise generations of people,

e dealing with excessive regulations and increasing liberalization of the
financial sector,

e reducing in the scope of government activity in order to reduce endemic
corruption, and

e recognizing, codifying and enforcing formalized property rights, since
legally recognized ownership of land would become assets employable as
collateral in a commercial financial transaction.

Just to show a number of policy barriers heavily impacting on the success of
microfinance, without going deeper into the subjects here.

The government of the Philippines in 1997 propagated the National Strategy for
Microfinance committing itself to establish “a supportive and appropriate policy
and institutional framework for a private-led micro financial market” to improve
access to financial services for everyone, in particular for low-income
households.

The National Strategy for Microfinance features the following policy principles:
e Greater role of the private MFIs in the provision of financial services;

e An enabling policy environment that will facilitate the increased
participation of the private sector in microfinance;

e Market oriented financial and credit policies (e.g. market based interest
rates on loans and deposits); and

e Non-participation of government line agencies in the implementation
of credit and guarantee programs.

Guided by these principles, a number of supporting laws and issuances have
been passed including



the Social Reform and Poverty Alleviation Act (1997) - rationalization of
directed credit programs with emphasis on savings mobilization and
government funds redirected to focus on capacity building;

e the Agriculture and Fisheries Modernization Act (1999) — government
financial institutions are to act as wholesaler of funds with private MFlIs as
conduits;

e the Executive Order 138 (1999) — transfer of directed credit programs from
government line agencies to government financial institutions;
discontinuance of interest rate subsidies; private MFIs as vehicle for
delivery of retail financial services;

e the General Banking Act of 2000 — recognition of the peculiar
characteristics of microfinance; mandates the central bank (Bangko Sentral
ng Pilipinas, BSP) to establish rules and regulations for its practice within
the banking sector; and

e the Barangay Micro Business Enterprises Act (2002) — government
financial institutions are to set up a special wholesale window for
accredited microfinance institutions.

Because of these developments, there has been a big increase in the number of
MFIs in the country. At present, microfinance services are provided by banks,
cooperatives and NGOs. These providers include at present 120 banks (rural
banks and thrift banks), about 500 NGOs and many of the 3,000 registered
cooperatives.

With the increase in number of formal institutions involved in providing
microfinance services and given the policy thrust of expanding their outreach
further, an appropriate regulatory and supervisory framework was considered to
be of paramount importance in order to preserve the sustainability of the whole
system. It was necessary that regulators and supervisors increase their
understanding of microfinance to be able to uphold prudential regulation
standards and discipline while allowing flexibility and keeping an open mind to
the uniqueness of microfinance. Examination procedures are attuned to the
methodologies, peculiarities and risks involved in microfinance operations to
ensure that risks associated with microfinance are appropriately managed by the
concerned MFIs. The end goals are primarily to protect the financial system from
unsafe and unsound practices and to protect the depositors of deposit-taking
MFIs.

Important is the role of the National Credit Council, an interagency body that
includes the BSP, to provide a market oriented financial policy environment that
promotes and supports private MFIs to broaden and deepen their services. It has
been part of the decision making process upon a regulatory framework for
microfinance, both for banks and non-bank financial institutions. Deposit taking
institutions have become subject to prudential regulation.
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The promotional role of the BSP is in the areas of policy and regulatory
framework, training and capacity building within the BSP and the banking sector,
advocacy and funding, intended to develop a nationwide network of viable and
sustainable MFIs.

At the same time, the challenge is seen at the borrowers’ side to graduate from
microfinance providers and to move into the formal banking system and by that
to reduce public funding / subsidization of microfinance programs (and to
generate the “win-win” situation as prementioned). As a means to secure access
to financial services and to ensure that interest rates at customers’ level are as
low as possible, a competitive market environment would be favorable. However,
according to current legislation rural banks must be 100% owned by Filipinos.
Shareholding of foreign banks or any other institutional investor would stimulate
the competition between rural banks and for instance NGOs, improving serve the
unmet demand for microfinancial services. The latter usually are not taking public
deposits and are thus not subject to prudential regulation.

Ten years ago, the microfinance sector was dominated by NGOs dependent on
grants and subsidized loans form the government, development agencies, and
private donors. The large successful ones are now transforming into
cooperatives or even banks. More and more of the existing rural banks are
sustainably expanding their programs without using government or donor funds
by progressively increasing deposit taking. The rural banking system, and to
some extent the thrift banking system, a network consisting of almost 3,200
banking offices all over the country, are proving to be ideal delivery vehicles for
microfinance considering their community-based roots. It is critical, however,
that the regulatory and supervisory framework should keep pace with
developments to ensure the safety and soundness of the participating banks.

Benchmarking against the Yogyakarta Communiqué 2004

Any national strategy on microfinance development may become generally
consistent with the consensus gained by the Governors and Deputy Governors of
central banks and high-level officials from ministries of finance and other
authorities from 10 Asian countries concluding the “High-level Policy Meeting on
Microfinance and Rural Finance in Asia”. Herein, the appropriate strategies for
central banks and governments to promote microfinance and rural finance are
based on recognizing

e “the co-existence of the conventional and the new paradigm in Microfinance and Rural
Finance in many countries and the need for a gradual shift along the continuum between
these different approaches,

e the longstanding and successful experience with commercially-oriented Micro-finance

and Rural Finance in Asia, already providing millions of low-income households with
financial services on a sustainable basis,
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the shortcomings of interventionist, directed and subsidized credit policies, which are very
costly, do generally not achieve significant outreach and compromise the sustainability of
poverty alleviation efforts,

the imperative to focus our attention on poverty alleviation in order to meet the challenges
arising from the Millennium Development Goals,

the importance of market-based, effective Microfinance and Rural Finance Institutions for
poverty alleviation,

the need for a conducive regulatory framework for competitive Microfinance and Rural
Finance Institutions to realize their potential outreach and impact on low-income
households to effectively reduce poverty,

the desirability of financially self-sufficient provision of institutional capacity building in the
long run, while in the short and medium run smart subsidies may be necessary.”

The signatories commit themselves to apply a. o. the following principles of good
practices in actions integrating microfinance and rural finance in development
strategies:

1)

2)

3)

4)

5)

“We will work towards a conducive environment for commercially-oriented Microfinance
and Rural Finance. The key issues to be addressed comprise liberalizing interest rates
and enabling deposit-taking as well as non-collateralized lending to facilitate institutional
sustainability, deregulating market entry barriers to foster competition, and providing
appropriate mechanisms for exit of unsuccessful institutions.

We will promote cost-effective and efficient ways to regulate and supervise the
Microfinance and Rural Finance sector to protect small savers and create a level playing
field among bank, non-bank financial institutions, co-operatives and other member-based
institutions.

We will strive for market orientation. We are aware that interest rate subsidies endanger
institutional sustainability and undermine deposit mobilization. Only if markets clearly fail,
temporary subsidies may be justified. Subsidies must be implemented transparently and
phased out gradually.

We will assume an active promotional role in human resource development and
institutional capacity building

We will extend the regional dialogue and co-operation among our countries to
disseminate our rich and diverse experience with market-oriented and sustainable
Microfinance and Rural Finance institutions, which are integrated in the formal financial
sectors and serve large numbers of low-income households in Asia.”™

The lessons which can be drawn for the Indonesian Financial System
Architecture are the following:

® Proceedings of the High Level Policy Meeting on Microfinance and Rural Finance in Asia,
Yogyakarta, Indonesia, February 26-28, 2004, p. 16-18.
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The German case: significantly reduced public funding for highly subsidized
small enterprises and business start-ups due to budget constraints on EU,
national and sub-national level on the one side, and increasing stress of
competition in the banking sector on the other side, make innovative and creative
finance and investment vehicles imperative. Improvement of efficiency becomes
mandatory for the established universal and cooperative banks.

The Indian case: Policy and legal framework reforms do not keep pace with the
dynamic microfinance and rural finance development, which can result in
systemic risk. Prudential regulation and decentralized supervision structures for
MFIs which are appropriate to their different sizes (thresholds) as well as
prudential norms and reporting standards and mechanisms are recommended.

The Malaysian case: perfectly illustrates the shift from the old to the new
paradigm, the progressively transformation from traditional approaches aiming at
resolving perceived market failures to improving the performance at the level of
financial institutions in delivering their services more effectively and efficiently to
low-income households. Not going the transformation way means no sustainable
microfinance sector and no viable MFIs will develop.

The Philippines’ case: success stories of the liberalized financial market
complemented by the right mix of reforms which enhance the economic
environment may enable a greater degree of entrepreneurial activity and reduced
poverty. Microfinance is considered as integral part of the financial system.

The cross-cutting issue of all microfinance models documented is the avenue to

asset building and limiting vulnerability by enabling and securing savings and
deposits of the development policy relevant target groups.
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