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Commercialization of micro-
finance is a sine qua non if the mil-
lions of small entrepreneurs and the
poor are to be effectively served
with adequate financial services.
Microfinance as an act of charity is
commendable, but incapable of
reaching significant proportions of
the poor. Yet many practitioners of
microfinance have qualms about its
commercialization. This brief article
reflects on some of the reasons why
many practitioners of microfinance
view its commercialization with
suspicion. The author is purposely
provocative in discussing the cur-
rent paradigm on microfinance,
raises some controversial issues and
suggests fresh approaches on the is-
sue of commercialization of
microfinance.
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The word commercialization is
itself anathema to many of those
committed to microfinance. They

interpret it as an anti-poor ap-
proach. The word evokes connota-
tions of exploitation, the exclusion
of the poor and certainly the poor-
est, high profits for bankers and fin-
anciers, lack of a genuine interest in,
and social commitment towards, the
poor. This mental bottleneck arises
owing to many well-intentioned
and socially committed providers of
microfinance disliking the profit
motivation. For them commercial-
ization implies an exploitation of the
poor. It is akin to the prejudice
against moneylenders. As a conse-
quence, a rational discussion on the
issues of long-term viability,
sustainability and outreach is not
possible.

This mental block requires to be
removed if some of the well-inten-
tioned providers of microfinance are
to be convinced of the need for com-
mercialization of their enterprises to
enable them to embark on more
widespread and sustainable pro-
grams.

There are two significant impli-
cations of this. Should the effort be
to change the mindset of those who
abhor commercialization by ex-
plaining what commercialization
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means and why commercialization is
the only means by which the poor could
be served extensively by microfinance?
Or is it possible to find a word that does
not evoke such anti-poor sentiments?

This point may seem trivial, yet in
practice it could mean the difference
between accepting or rejecting the ba-
sic principles of commercialization.
‘Sustainable Microfinance’ or ‘Viable
Credit for the Poor’, may have a gen-
eral acceptance. After all no one is for
unsustainable institutions! No one
would oppose viable credit programs
for the poor. And this is precisely what
is implied by commercialization.

While the reasons for some provid-
ers of microfinance not accepting com-
mercialization as a means for expanding
microfinance is not entirely owing to
this terminology, an alternate phrase
may be more conducive to a more fruit-
ful discussion of the issues.

The problem of phraseology is often
compounded in translation to national
languages. The negative connotations
are far worse in most national languages
as they connote big business, multina-
tionals, capitalism and exploitation of
the poor. This problem can of course be
avoided by the translated word empha-
sizing the concept of viability rather
than commercialization. The principles
of good financial management and the
financial systems approach could be
discussed within such a terminology
without the prejudices associated with
commercialization.

����
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The logic of commercialization is
simple. Commercialization means that
microfinance institutions (MFIs) should
follow good financial practices, be effi-
cient and be financially disciplined. It
means that, banking for the poor can-
not be poor banking.

If MFIs cannot cover the costs of their
operations, sooner or later, their capi-
tal base would be eroded and the
sustainability of the microfinance orga-
nizations would be in jeopardy. Grave-
yards of failed microfinance enterprises

would figure prominently on the finan-
cial scene.

��������������	��

Despite the rationale for commercial-
ization being simple, there are misgiv-
ings owing to the prejudice against
commercialization that I have pointed
out arising from the very word commer-
cialization. Those advocating commer-
cialization of microfinance are also to
be blamed for exaggerating the need for
commercialisation to an extent that
implies and gives the impression,
though unintended, that all
microfinance should be commercial
ventures.

Is there no room for some well-inten-
tioned socially committed persons to
run microfinance organisations on the
basis of donor, community or charitable
funds? Granted that such an approach
is realistically not one that would in-
crease the outreach of microfinance sig-
nificantly, yet there may be a role and
part for them to play. It may therefore
be pragmatic to view microfinance in-
dustry as one consisting of a varied and

heterogeneous family of institutions
attempting to meet the needs of the poor
through diverse financial approaches.
The image of a homogenous approach
to microfinance could be counter-pro-
ductive to commercialization. A more
varied approach may dispel some of the
misconceptions surrounding the need
for commercialization of microfinance.
It may then be possible to also convince
even those institutions that do not fol-
low the financial systems approach, that
they would benefit and enhance their
capabilities to serve the poor to a greater
extent by adopting at least a modified
financial systems approach.

Manfred Zeller advocates a multi-
institutional approach to microfinance
in a previous issue of this Newsletter.
Zeller pleads for “institutional diversity
and innovation”. His argument is not
the same as what I am suggesting, as
he discusses the issue in a much broader
context of microfinance institutional
development. Yet it has a similarity in
approach. Zeller argues that: Govern-
ments and donors seek to achieve a
number of objectives when supporting
MFIs, most notably financial
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sustainability, outreach to the poor and
women, and welfare impact. The diver-
sity of settings and the different levels
of political, social and economic devel-
opment also require that institutional
types need to be adapted to the local
context (Zeller 2000,p.4).

In fairness to Zeller it must be said
that none of the five models he cited in
his article advocates a non-commercial-
ized approach. In a different categori-
zation, it may be necessary to include
donor-assisted microfinance as a model
in certain contexts.

Marguerite Robinson in her recent
encyclopedic work, “The Microfinance
Revolution”, points out that the poverty
lending approach, as exemplified by the
Grameen Bank, “have successfully
reached poor people with donor - and
government- subsidized credit ser-
vices.” The bottom line however is: As
a global solution to meeting
microfinance demand, governments
and donors cannot finance the hun-
dreds of millions of people who consti-
tute present unmet demand for
microcredit services” (Robinson
2001,p.23). I too share this current para-
digm. However what I contend is that
holding on to this paradigm should not
necessarily result in efforts to discour-
age donor and government subsidized
poverty lending microfinance institu-
tions. This, despite the distortions in
interest rates, that could occur in the
market.
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Many providers of microfinance ser-
vices argue that financial services alone
are inadequate. They point to the fact
that their communities are unable to use
credit productively and increase their
incomes without assistance in other
areas. They are of the view that a
minimalist approach is inadequate and
that a “credit plus” approach is what is
needed. The argument for a minimalist
approach has a logical simplicity. Most
theoreticians are for it. The contention
is that handling finance is a specialist
function and that the other needs must
be met by institutions that have a ca-
pacity for those. A combination of func-
tions, it is argued, leads to a loss of focus
in the microfinance organization. A re-

cent expression of this view was at the
ADB Country Workshop on the Com-
mercialization of Microfinance in Sri
Lanka. For instance, Indrajit
Wijesirwardena, CGAP-trained
microfinance specialist, argued that
microfinance should be separated from
other services as  “ microfinance re-
quires a different set of skills and tools
and intense focus”.  His contention is
that the separation of credit and other
functions makes the microfinance insti-
tution ‘to be more focussed’ and helps
the management “to monitor and make
decisions based on information which
are not shadowed by activities of other
program”(Wijesiriwardane 2001, p.9).

Many providers of credit take a dif-
ferent view. They argue that credit alone
would not suffice. The state of economic
and social infrastructure, they argue,
does not enable an effective use of
credit. They insist that their financial
services will bear fruit only if comple-
mented with other programs that
would enable the borrowers to use the
credit effectively.

This argument too has its own mer-
its, especially in certain contexts. Some
of the successful experiences in
microfinance have been those that
adopted such an approach. SEEDS in
Sri Lanka is an example. Once again this
issue has a similar dimension as the
previous one. Why not accept the posi-
tion that there are varied needs and
requirements in different economic and
social contexts and that both the
minimalist and the more comprehen-
sive approach have validity in differ-
ent socioeconomic contexts?

Once again I would pose the ques-
tion whether we should be dogmatic on
this issue. If a microfinance organiza-
tion is able to combine credit with other
services and demonstrate a financial
viability, why should others insist it
should not? The argument of combin-
ing credit and other services are particu-
larly strong in least developed regions,
where credit is unutilisable without
skills, marketing and advisory services.
Leaving it to others may not achieve the
end result. Such a comprehensive and
integrated approach may itself assist in
achieving the viability of the
microfinance enterprise. It is true that
microfinance institutions cannot be

expected to remedy fundamental struc-
tural problems of the economy as a
whole. Yet there is enough evidence that
some MFIs have effectively imple-
mented a credit plus approach, in-
creased incomes of their clients and
effected high levels of recovery. It could
be argued that their contribution
through such an approach could be
more sustainable as some of their efforts
would contribute to the effectiveness of
the financial services for a longer pe-
riod. Once again I return to my theme
that microfinance industry should, and
could consist of, a heterogeneous set of
institutions choosing their activities and
approaches based on the particular set
of conditions in which they operate, the
nature of funding, the needs of the com-
munity they serve and the capacity of
the MFI.
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Reaching the poorest has been the
unresolved issue in microfinance. As
Hulme and Mosley have summed up:
“It is a privilege to pay tribute to those
who through a process of ‘learning,
experimenting, and continually seeking
better answers’ have created the first
wave of financial institutions that have
crossed this tight rope (of establishing
financially viable lending institutions
for the poor). We express our hope that
this first wave will spread successfully
into areas too poor to have yet received
its benefits....” (Hulme and Mosely,
p.206). The question then is whether
commercialization is the answer to
reaching the poorest? Here again we
have a divided view.

The proponents of commercializa-
tion would argue that it is only through
commercialization that a serious dent
in the provision of credit could be
achieved.  Marguerite Robinson’s lat-
est book, “ The Microfinance Revolu-
tion”, cited earlier, makes that position
very clear. As she observes, the
microfinance revolution has been one
where small scale efforts to help the
poor through credit on a subsidized
basis by missionaries have been re-
placed by a large number of financially
viable institutions that have been able
to lend to the economically active poor.
This process of democratizing financial



�

services through financially viable sys-
tematically organized institutions, she
sees as the means of achieving the goal
of reaching the poor. In fairness to her,
she too accepts the limitations of reach-
ing the ultra poor who do not have the
human and other resources to utilize
credit, but sees the commercialization
of microfinance as the means of achiev-
ing an extensive outreach of finance for
the poor. She is careful to point out that
sustainable microfinance can only serve
the ‘active poor ’. The problems of the
ultra poor have to be met by the gov-
ernment. Will the microfinance revolu-
tion run its course in sufficiently quick
time to reach the ultra poor? Will those
deprived of education and skills and
contending with an environment that
is poorly endowed with infrastructure
and facilities be reached through the
commercialization of microfinance? If
the answer is in the affirmative, then a

single-minded approach of commercial-
ization is the answer. If there are reser-
vations, then we return to the original
theme of advocating a multi-dimen-
sional strategy for expanding financial
services to reach the poor.

�����	�������

The objective of these reflections has
been to be provocative so as to look
objectively, realistically and pragmati-
cally, at the current paradigm on the
commercialization of microfinance. No
definite conclusion on the issues raised
is possible. Further debate and discus-
sion may clarify these critical issues.
These reflections have however implied
a more diversified approach to the pro-
vision of microfinance than the propo-
nents of its commercialization have
generally been willing to accommodate.
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From Stuart Rutherford—Institute for Development
Policy and Management, University of Manchester, U.K.

In general, many assume that microfinance institutions
(MFIs) replace informal sources. Has this happened in
countries where the microfinance industry has grown sub-

stantially? Mr. Rutherford and his team from the Institute
for Development Policy and Management, at the University
of Manchester carried out intensive household surveys in
Bangladesh and found that MFIs are still a minority service
in that market.

Why is this so?  MFI products and delivery systems have
been designed primarily to answer one kind of perceived
financial need: microcredit. They have been further designed
to minimize the risks that MFIs face in offering them.
Microcredit products are often offered in a “one size fits all”
fashion. The result is that MFIs cannot satisfactorily serve
clients’ diverse demand for financial services. Some house-
holds want to “save up” (phrase that Mr. Rutherford use to
explain the process of saving small amounts until they have
grown into lump sums) a small amount as and when they
can, and then withdraw it for some sudden use; others’
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Literature on the microfinance industry has burgeoned in recent
years. In addition to practitioners, many academics have been car-
rying out interesting research on a range of issues in the industry.
This section features views from two researchers with an aim to
encourage further thinking about the industry.

demands for loans come in something other than annual
cycles, while others want a loan to finance medical or edu-
cation expenses, not a microenterprise. Inappropriate and
inflexible products and services offered by MFIs cannot
satisfy this diversity. Microfinance industry is beginning to
understand this demand for diverse products and services,
but much work needs to be done to effectively meet the
demand on a sustainable basis.

Another striking finding of Mr. Rutherford’s research is
the importance of product reliability. Reliability is conspicu-
ously missing in the world of money management of the
poor—and the poor themselves know it. It is a fact of life
that informal services tend to be unreliable. So, are MFIs
reliable?

In their field study in Bangladesh, Mr. Rutherford and
his team were told by their respondents that MFIs are among
the most reliable of all services, and many poor people
struggle to keep up their payments to MFIs to continue to
enjoy this reliability. Even so, Mr. Rutherford, who greatly
admire Bangladeshi MFIs in general, found that “with a few
honorable exceptions, MFIs turn out to be less reliable than
their clients deserve and the microfinance community should
demand. Some are guilty of arbitrarily manipulating their
rules—changing them without notice, keeping them ambigu-
ous, or ignoring them. Bookkeeping can be sloppy, so cli-
ents often lose a proportion of their savings when they close
accounts. MFIs may fail to keep their word, promising loans
to keep clients happy and then making excuses.”



�

Mr. Rutherford, like many others, believes that changes
in the market will finally arrive as a by-product of compe-
tition. But, he suggests we need to be impatient.

“MFIs need to become more self-critical. Donors can help
by shifting the focus of their evaluations to issues of quality
and academics by conducting studies that include assess-
ments of performance using criteria that go beyond mea-
surement of outreach and sustainability.”

From Geetha Nagarajan—Independent Consultant in
Rural and Microfinance, USA.

Research shows that the typical microfinance client de
mands more than just credit for her/his
microenterprise or livelihood activity. Indeed the

poorer the household, the more important are requirements
for a variety of financial products to assure food security,
facilitate consumption smoothening, manage risks, reduce
vulnerability, and meet other basic needs. New products may
be necessary to meet this diverse demand.

However, Ms. Nagarajan points out that new products
are double-edged swords. Developing new products is a very
costly and time-consuming process. Many MFIs may not be
able to deliver the new products efficiently and effectively.
To deliver new products, MFIs may have to make funda-
mental changes in their organizational structure and opera-
tional systems. Few MFIs can bear the cost of such required
changes.

Increasing the outreach of MFIs—and reaching the poor-
est in particular—requires a demand-driven approach. Their
requirements can be met through a variety of ways, of which
new products may be an option. The available products can
be made more flexible in their terms and conditions to meet
complimentary requirements. Outreach can be achieved a
lot easier through product refinement by adjusting maturity
of the product and payment structure, and by offering flex-
ibility and ease of access to reduce transaction costs.

“New products are likely to better achieve the intended
objective of serving the poorest only when refinement of
existing products fails to deliver,” concludes Ms. Nagarajan.
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Mongolia is a vast, land locked coun-
try of 157 million ha. The total area of
agricultural land is 126 million hectares
of which more than 98 percent is pas-
ture. With a population of only 2.5
million, it has one of the lowest popu-
lation densities in the world. About 60
percent of the population lives in rural
areas.  The level of poverty is approxi-
mately 36 percent.

Since Mongolia’s transition to a
market economy in the early 1990s,
structural adjustments to economy have
included the decline of urban industry
and the increasing reliance on agricul-
ture as a source of income, employment
and foreign exchange earnings.  Agri-
culture contributes one third of
Mongolia’s GDP, over 30 percent of
exports earnings and is the single larg-
est source of employment, directly or
indirectly providing nearly 50 percent
of all jobs. Rural areas, characterized by
a lack of infrastructure of all types and
small, dispersed markets, offer few
employment and income generation
activities outside of agriculture.

Access to financial services in rural
areas is perceived as one of the key con-
straints to rural development. As a re-
sult of a series of banking crises during
the 1990s, which saw a number of bank
closures, consolidation, or restructur-
ing, the banking system suffers from
widespread public distrust. In rural
areas, this is exacerbated by a lack of
adequate banking services. Only three
banks have a network of branches in
rural areas.

Nonbank financial institutions
(NBFIs) have limited presence in the
rural provinces, provide credit to small-
and medium-size enterprises and do
not have savings or money transfer
services. Savings and credit unions
(SCUs) exist in small numbers, but are
at an early stage of development and
so far have little representation outside
of Ulaanbaatar, Mongolia’s capital city.
The informal sector provides credit
through pawnbrokers and retail kiosks.
In many rural districts, kiosks are the
only source of credit. The extended
family system offers the most important
financial safety net for people in rural
areas.

Where credit is available, interest
rates are extremely high; in the infor-
mal sector where interest rates of 10 to
15 percent per month are common. Even
among commercial banks, large spreads
exist between deposit and lending rates:

for example, as of January 2002, the
Mongol Post Bank indicated deposit
rates of 8 to 10 percent and loan rates
of 26 to 36 percent per year. With infla-
tion estimated between 6 and 8 percent,
these interest spreads represent signifi-
cant margins for administration costs
and credit risk, reflecting the high level
of loan transaction costs and the per-
ceived economic risks faced by many
enterprises. At present, virtually all
credit provided by banks is short term,
and an estimated 95 percent of out-
standing loans have a maturity of less
than one year.
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Recognizing the need for alternative
NBFIs, the first Mongolian SCUs were
established in late 1996 and early 1997
through a project funded by the Asian
Development Bank (ADB). Initially five
SCUs were established, four were spon-
sored by non-government organizations
(NGOs).

The first SCUs outside Ulaanbaatar
were formed in 1999 following the es-
tablishment of the Cooperative Train-
ing Center (CTC) in 1998 by the German
Gesellschaft fur Technische
Zusammenarbeit (GTZ), the Soros
Foundation and the Konrad Adenauer
Foundation. The CTC has promoted the
concept of multipurpose cooperatives,
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Given the failure by traditional financial institutions to
reach the rural population and the limited availability and
high cost of credit in the informal sector, there is a need to
establish long term sustainable institutions that can offer a
range of financial services. Such institutions need to have a
strong community focus to overcome negative social atti-
tudes to credit and public understanding of financial insti-
tutions that have developed in recent years due to extensive
banking failures. The Mongolian Government has recognized
the need to revive rural economies and sees microfinance
playing a pivotal role in this respect. The establishment of
a national network of SCUs is regarded as a viable alterna-
tive form of financial intermediation in rural areas.

In order for SCUs to achieve significant outreach and long
term sustainability, the provision of financial services should
encompass savings mobilization that provides resources at
lower cost than borrowing from commercial sources. The
introduction of incentives in the form of safe deposit facili-
ties and interest rates that provide a real return on deposits
will enable a significant volume of these savings to enter the
financial system through SCUs. Monetizing savings and
providing local financial intermediation are as much a pre-
requisite to developing the rural economy as is increasing
the supply of credit available to farmers and other rural
residents.

To support the development of a sustainable rural finan-
cial system based upon the establishment of SCUs, ADB
approved a loan for US$8.7 million for a Rural Finance Project
on 28 October 2001. This system will provide rural commu-
nities the opportunity to access institutional savings and
credit services currently lacking in rural areas. The institu-
tional capability and financial viability of SCUs is the pri-
mary focus of the Project.

In the first three years of operation, the seven-year project
will be introduced in the four provinces of Arhangay,
Dundgovi, Dzavhan, and Sukhbaatar. In the following four
years, it will be expanded to cover the whole country, estab-
lishing a national network of SCUs. The project is expected
to support the formation of about 330 SCUs.

disseminated international cooperative principles and pro-
vided  basic training to members of provincial cooperatives.

As of end of March 2001, 86 SCUs were operating; 37 of
which were in rural areas. Table 1 shows key aggregate data
for urban and rural SCUs at the end of March 2001. Average
membership was 11 per rural SCU and 37 per urban SCU.
Combined member shares and savings deposits averaged
$200 per member in rural SCUs and $720 per member in
urban SCUs. Total loans outstanding was $77,000 for rural
SCUs, an average of $2,100 per SCU. For urban SCUs, total
loans outstanding stood at $1.2 million, an average of $26,000
per SCU. Data on the number of members borrowing and,
therefore, average loan sizes are not available.

Recent financial data on individual credit unions, particu-
larly rural ones, are scarce as many are relatively new and
have yet to develop effective accounting systems. Data for
1999 for the five oldest credit unions show an average mem-
bership of 70. About 69 per cent of these members are women.
Average capital amounted to $22,000 and loans outstanding
at 31 October 1999 averaged $27,000. Average loan sizes
ranged from $250 to $15,000 with monthly interest rates from
5 to 8 percent. Loan collection rates were above 98 percent.
These credit unions have demonstrated their viability and
sustainability since they were established, despite serious
economic difficulties faced by Mongolia since 1998.

The SCUs operate under the Cooperative Law. This law
primarily addresses agricultural, production, consumer, and
marketing cooperatives and, therefore, is inadequate to deal
with SCUs. SCUs recognize that this regulatory vacuum may
undermine the future growth and sustainability of the credit
union system. With the support of technical assistance (TA)
to Bank of Mongolia under ADB’s Second Financial Sector
Program Loan (SFSPL),1  a draft NBFI law is under prepara-
tion and is expected to be discussed by the Parliament in
spring of 2002. The new law will include provisions for SCUs
supervision.

There are two apex organizations for SCUs: the National
Confederation of Credit Union of Mongolia (NACCUM) and
the Mongolian National Federation of Savings and Credit
Unions (MNFSCU). Both organizations at present lack the
capacity to provide effective services to members and most
rural SCUs remain unaffiliated to either organization.

Table 1: Savings and Credit Unions in Mongolia

Number Number Average Average
of of Shares/ Savings/

SCUs Members Shares Member Savings Member Loans
(US Dollars)

Rural 37     417     64,100 154   26,600   64      84,600
Urban 46 1,699    917,800 540 421,100 248 1,316,100

Total 86 2,153 1,024,700 475 453,000 210 1,442,700

Source: SCU Apex Organizations. Financial data unaudited.
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It is expected that the number of rural SCUs will grow
fast in a short time. Close supervision must be excised on
overall quality, safety and soundness of the SCUs’ opera-
tions to ensure their orderly development. The SCUs must
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be regulated within a legal framework that recognizes the
NBFI’s nature of their operations. ADB expects to continue
supporting the development of a solid rural SCUs system in
Mongolia.
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ADB implemented a new organizational structure on 1 January 2002 to better deliver its mandate to
reduce poverty and effectively respond to the needs of its developing member countries. Along with
the new structure, new business processes were also put in place to improve the quality and efficiency of

ADB operations. Under these new processes, the Regional and Sustainable Development Department (RSDD), which
plays a key role in the reorganized ADB as a center of sector and thematic expertise, has established ten thematic
and nine sector committees, primarily to assist regional departments improve the quality of development opera-
tions.

The Rural and Microfinance Committee is one of these sector committees. The Committee’s core functions
include

• providing formal peer review of feasibility studies relating to the sector,
• providing formal peer review of other nonlending products and services relating to the sector, such as

technical assistance and sector studies,
• consolidating the ADB-wide three-year nonlending products and services work plan for the sector, and
• supporting dissemination of best practices in rural and microfinance among ADB staff members.

The Committee consists of the following staff members.

Chair: Nimal A. Fernando, Principal Rural Finance Specialist, RSDD
Alternate Chair: A. Chintakananda, Senior Director, Finance and Infrastructure Division, RSDD
Members:
V.V. Cuong, Economist, Economics and Research Department
B. Coleman, Project Economist, Mekong Department
A. Iffland, Microfinance Specialist, Pacific Department
J. Whittle, Principal Project Economist, East and Central Asia Department
A. Sharma, Senior Financial Specialist, South Asia Department
S. Setboonsarng, Poverty Reduction Specialist, Southeast Asia Department
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