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Necessary change  
of perspective

For a long time, the merits of micro
finance were beyond dispute. Starting in 
the late 1980s, the media carried count
less reports of village women in the Gan
ges Delta or the Andes borrowing small 
sums of money, investing it in modest 
business ventures and gradually raising 
their families out of poverty. 

Last year, however, a microfinance cri
sis in the Indian state of Andhra Pradesh 
prompted a massive outcry in the world 
press. Suddenly, microcredit was no long
er considered a worthy instrument but de
nounced as a cause of poverty and despair. 
The debate has since cooled down some
what because the reasons for the crisis in 

Andhra Pradesh are better under
stood (see interview with Doris 
Köhn on the next page).

Nonetheless, it is high time to 
update some widely held belief 
says Matthias Adler of KfW’s 
Competence Centre for Sustaina
ble Economic Development: “It is 
simply not true any more to say 
that there are billions of people 
out there without access to cred
it.” That may have been the case 
25 years ago, but microfinance 
today has a strong presence in 
many parts of the world and has 
even grown at a breakneck pace 
in some countries. 

In Adler’s view, moreover, the 
idea of small groups of borrowers 
stepping in for one another may 
have stood the test of time. As 
soon as the first successes are 
seen, however, businesses need 
“customtailored services”. 

“It is not even appropriate to 
equate microfinance with micro
credit,” Adler adds. Many poor 
people would be better served by 
good savings opportunities. In 

rural areas, they hardly have any attrac
tive options. “So people stash money un
der the mattress,” says Adler. Doing so is 
neither safe, nor does it earn interest. 

There is also demand for other finan
cial services that are typically unavaila

ble in rural areas – from simple money 
transfers to life or health insurance. Ger
many’s Federal Ministry for Economic 
Cooperation and Development (BMZ) 
therefore promotes comprehensive finan
cial sector development as one of its pri
orities. KfW Entwicklungsbank works on 
behalf of the BMZ. 

KfW Entwicklungsbank is engaged in 
comprehensive financial sector devel
opment in many different ways. It holds 
shares in the international ProCredit 
Group, which runs banks for small busi
nesses in developing countries. KfW 
 Entwicklungsbank also funds a range of 
 microfinance institutions and banks that 
operate in this segment. In some cases 
such funding is direct, in others it is chan
nelled through special funds such as EFSE 
or REGMIFA, in which KfW has teamed up 
with other investors (see page 7). On top of 
that, KfW gives advice to governments and 
supervisory authorities that introduce re
forms in developing countries. (dem) // 

Microcredit is one of great success stories of development cooperation. But 
after over two decades of rapid growth, it is becoming apparent that micro
finance must be about more than merely providing small sums of money to 
groups of poor women, allowing them to make modest business investments. 
Comprehensive development of the financial sector is what is needed.

www.kfw-entwicklungsbank.de/
EN_Home/Sectors/Financial_ 
system _developmentiA Senegalese businessman and microcredit customer.

In the media today, microfinance is 
seen as largely discredited. Are things 
really that bad?
In professional circles, microfinance has 
certainly not been written off. On the 
contrary, no one doubts that small loans 
and microcredits are important tools for 
reducing poverty. But they are not a 
cureall, which seems to be how the 
general public perceived them for a long 
time. Germany’s Federal Ministry for 
Economic Cooperation and Develop
ment (BMZ) and KfW Entwicklungsbank 
have long stressed that microfinance is 
about more than merely loans. Poor 
people in rural parts of Africa, Asia and 
Latin America need access to savings 
opportunities and they need to be able 
to receive money transfers – for example, 
from relatives abroad. So it is important 
to develop the entire financial system. 

The swing in public perception came in 
2010 when the microfinance crisis 
erupted in the South Indian state of 
Andhra Pradesh. What happened?
Several things played a role. The market 
had been developing rapidly for years 
and a number of microfinance institu
tions – MFIs for short – tried to maximise 
the profitability of their business models. 
In order to grow fast, some MFIs seem  
to have failed to check diligently whether 
their customers could service debts. 
Such checks are vitally important, 
however – especially where the borrow
ers are poor and uneducated. The result 
was that people became overindebted 
by taking out MFI loans. The media 
became aware of the matter after a 

number of desperate borrowers 
committed suicide. Every suicide is one 
too many, of course. But it is noteworthy 
that suicide is traditionally rooted in 
that part of India as a response to 
overindebtedness. People are right to 
feel shocked about the suicides, but they 
tend to neglect that MFI growth has 
actually helped to reduce excessive debt 
owed to traditional money lenders who 
charge much higher interest rates than 
the MFIs do. But that does not excuse 
MFI misconduct, of course.

What was the government’s role?
Unfortunately, the problems in Andhra 
Pradesh were compounded by a failure 

“ We want to  
facilitate growth” 
By providing funds for microfinance programmes, KfW Entwicklungsbank 
supports the establishment of small and microbusinesses and helps  
them expand operations. The microfinance crisis in the South Indian  
state of Andhra Pradesh has not affected KfW activities. Interview with  
Doris Köhn.

i
Many countries that are partners of German de
velopment cooperation have started to shore up 
their financial systems. Germany’s Federal Min
istry for Economic Cooperation and Develop

ment (BMZ) promotes such reforms. The overarching goal of its engagement is 
to join with other donors and to help developing countries established efficient, 
uptodate financial sectors. Developing countries also need a stable monetary 
system, enabling them to mobilise local resources and ensure that entrepre
neurs all over their countries have access to credit. Promoting microfinance is a 
core component of facilitating comprehensive development of the financial sec
tor. “Credit gives people security and confidence, but so does access to a safe 
savings account or an insurance policy against illness or failed harvests,” says 
Germany’s Development Minister Dirk Niebel. 

www.bmz.de/en/

Policy objective:  
stable financial sectors

Microfinance reaches many poor people in 
northern India.
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‘‘ People stash money  
      under the mattress ’’
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of financial supervision. The state 
government allowed the microfinance 
sector to operate for years with practi
cally no regulation. But when it became 
apparent that things were going wrong, 
it suddenly accused MFIs of charging 
exorbitant interest rates and started to 
impose administrative requirements. 
Many borrowers read that as a signal 
that they need not pay back their loans 
– which undermined payment morale. 
The good news, however, is that this 
microfinance disaster was really 
confined to Andhra Pradesh. 

Many MFIs charge 20 % or even 30 % 
annual interest. Isn’t that too much?
Not necessarily. The administrative costs 
of microfinance are quite high, especially 
if you want to ensure good and compre
hensive advice to customers, including 
advice on more than strictly business
related issues. Diligently checking 
clients’ financial standing is also 
expensive. So the interest rates you 
mentioned can make sense, and they are 
certainly lower than what traditional 

moneylenders would charge. They are 
likely to demand those rates in a month.  

Does KfW Entwicklungsbank need to 
reconsider its strategy in the light of 
the crisis in Southern India?
What happened in Andhra Pradesh does 
not directly affect us. But we continu
ously check whether we are doing our 
job properly. KfW Entwicklungsbank 
drew up rules for Responsible Finance 
some years ago, and we make sure  
that the partners that we fund in the 
microfinance sector observe them. MFIs 
that report untypically high amortisation 
or unusually big profits are certainly 
suspect.

What else are Responsible Finance 
rules about?  
An important requirement is the precise 
analysis of a borrower’s circumstances. 
Another is to explain loan terms in clear 
and simple language. We also require 
MFIs to report their results and, if 
necessary, to exercise selfcriticism. 
Ultimately, we want to facilitate growth. 

The programmes we support are 
supposed to help small and microenter
prises expand operations. We do not 
promote the spread of consumer credit. 
We fund loans that create value, which 
does not always mean a business 
investment. It may make just as much 
sense to invest in an energy efficient 
home, if the investment is gradually 
recouped through lower heating or 
airconditioning costs. 

Is microcredit an appropriate policy 
tool for crisis regions?
Well, it will not work in the chaos of civil 
war. But it can certainly be an effective 
tool for smallscale reconstruction in the 
immediate aftermath of a violent conflict 
or natural disaster. Later, however, we 
will have to gradually move on from 
initially improvised projects to setting up 
more permanent institutions. In the long 
run, developing countries need a 
financial system that allows people to 
realise business ideas and to turn initial 
successes into strong enterprises. It 
would be absurd to create a micro
finance sector that caters solely to the 
needs of the poor but does not allow 
them to climb out of poverty. 

What kind of environment is needed to 
turn an MFI into something resembling 
a German savings or cooperative bank? 
That is a complex challenge. For one 
thing, it requires an appropriate 
regulatory environment, adequate laws 
and sufficiently qualified human 
resources. One issue to which we devote 
a great deal of attention are credit 
information bureaus, which report 
whether clients have other loans they 
need to service and how solvent they  
are in general. In places where competi
tion for clients is tough, that is a 
particularly important safeguard against 
overindebtedness.// 

In crisis regions like Yemen it is “perfectly possible to support small-scale reconstruction with 
microfinance”. 

Doris Köhn
is a director at  
KfW Entwicklungsbank  
and in charge of 
microfinance issues. 
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Where the need is greatest

Bihar is one of India’s poorest and 
most densely populated states. It is home 
to around 100 million people, but its size 
is only a third of Germany’s. The infra
structure is weak and its rivers regularly 
break their banks – most recently in 
2008, when hundreds of thousands were 
made homeless. 

For such reasons, Bihar is not an at
tractive place for microfinance institu
tions (MFIs). “It is fair to say the state is 
undersupplied,” says KfW staff member 
Natalie de Wit. That is an important crite

rion for support.  KfW Entwicklungsbank 
provides funds to the Small Industries 
Development Bank of India (SIDBI), 
which passes the money on  to MFIs. Co
operation with SIDBI makes sense be
cause this bank knows the local condi
tions and can judge which MFIs meet 
KfW’s eligibility requirements. Moreover, 
it can tell where the need is greatest. 
CASHPOR is one the MFIs SIDBI supports 
with KfW money. CASHPOR operates in 

Bihar and the neighbouring state of Uttar 
Pradesh. Established in 1998, it now has 
nearly 500,000 borrowers on its books. 
Apart from loans, it also offers insurance 
policies and awards scholarships to stu
dents. 

CASHPOR was one of the first MFIs to 
agree to be assessed by a new method 
that was developed by an Indian microfi
nance consultant last year. The Microfi
nance Code of Conduct Compliance As
sessment (COCA) verifies observance of 
various standards and measures social 

impacts. COCA is still in the pilot phase, 
but there will soon be enough data for a 
ranking system. The system will allow 
donors and – what matters more – cus
tomers to compare MFIs at a glance.  

What is new about COCA is the com
prehensive range of parameters exam
ined. Comparisons thus will become 
more meaningful. The parameters are 
derived from various existing sets of 

rules, such as the the client protection 
principles of the Consultative Group to 
Assist the Poor (CGAP) at the World 
Bank and the codes of conduct of Sa
Dhan and MFIN, India’s microfinance 
umbrella associations. The criteria used 

by international institutions and um
brella organisations tend to be stricter 
than the codes of conduct individual 
MFIs commit to.

In the first COCA, CASHPOR got good 
marks. A large number of its borrowers 
are poor, and they are routinely checked 
for possibly excessive debt before being 
granted a loan. Interest and fees payable 
on the loans are fair and transparent. 
CASHPOR employees, moreover, get a 
fixed salary that does not depend on the 
volume of new loan agreements signed. 

The COCA exercise also highlighted 
room for improvement – in terms of client 
friendliness, for example. Such informa
tion will help the CASHPOR manage
ment to prepare for the next evaluation in 
two years’ time. 

The CASHPOR assessment shows 
that regular MFI monitoring is not only 
sensible but feasible too. And it proves 
that microfinance operations can make a 
difference in undersupplied areas. (maz) //

Despite the crisis in Andhra Pradesh, microfinance institutions are still 
doing good work in many parts of India. CASHPOR is a serviceprovider in  
the particularly poor state of Bihar – and, according to a new assessment 
method, a very successful one.  

100
million people in an area  
of the size of one third  

of Germany

www.cashpor.in
www.cgap.orgi

Floodwater: Bihar is a poor Indian state with particularly weak infrastructure.
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The backbone of society

In most places, the microfinance 
boom of recent years has been an urban 
phenomenon. Peru is no exception. Mi
crofinance institutions (MFIs) have shot 
out of the ground like mushrooms, in
creasingly competing for customers. This 
setting can spell danger for individual 
borrowers, who risk getting too deeply 
into debt. 

So far, Peru’s financial system has 
contained such risks well. The govern

ment has learned from the financial crises 
of the 1970s and ‘90s. It has set up an ef
fective financial regulation system. Credit 
information bureaus were established. 
They roughly resemble the German agen
cy SCHUFA (see box) and are doing good 
work. Peru’s microfinance system today is 
considered one of the most progressive 
and stable in the world. 

Competition is quite tough in urban 
agglomerations, so the Caja Municipal 
Arequipa is expanding its operations in 
rural areas. Its financial services are 
geared to the needs of MMEs, which ac
count for 80 % of all businesses in Peru. 
Many mini and microenterprises are 
owned by women, most of whom live and 
work in rural areas. 

The Peruvian savings bank system 
was created in the 1980s, modelled on 
the German one. It has stood the test of 
time. Today, the cajas provide 42 % of mi
crofinance services in Peru, and the Caja 

Municipal Arequipa is the biggest of all. 
In the past, KfW Entwicklungsbank pro
vided some of its financing in dollars. 
Since the “dollarisation of the Pe
ruvian economy decreased sharp
ly in recent years,” as KfW’s Ve
ronika Pliats explains, the KfW 
started to lend money in nuevo 
sol, Peru’s currency. 

The exchange rate risk is 
borne by an innovative fund 
which was set up by KfW Entwick
lungsbank in cooperation with 
Germany’s Federal Ministry for 
Economic Cooperation and De
velopment (BMZ) and other inter
national donor institutions. Ac
cordingly, the savings bank in 
Arequipa is running lower risks. 
In the past, the large sums it bor
rowed were in hard currencies, 
whereas the microloans it extend
ed were in local currency. Today, it 
is no longer exposed to harm 
caused by highly volatile ex
change rates. 

The Caja Municipal Arequipa 
has proven a dependable and sta

ble partner over the years. With its focus 
on MMEs, it meets BMZ and KfW criteria 
for support. (maz) //

Peru’s mini and microenterprises (MMEs) are the equivalent of Germany’s 
small and medium enterprises (SMEs). Both account for a huge part of the 
respective national economy. The Peruvian savings bank Caja Municipal 
Arequipa excels at supporting MMEs.  

42 %
of microfinance services  
are provided by the cajas

i
Credit information bureaus, also known as credit bureaus, assess the financial 
standing of companies or individuals. They inform banks about risks of excessive 
debt. Such services are provided either by private companies (in around 60 
countries) or government agencies (in 70 countries). The efficiency of their work 
varies considerably. Personal credit reporting, like performed by the German 
agency SCHUFA, is very expensive and hardly feasible for microcredit purposes. 
KfW Entwicklungsbank believes that strengthening credit bureaus is an impor
tant aspect of comprehensive financial system development. (maz)

Important service providers

www.cmac-arequipa.com.pe:
Caja Arequipa newsletter. 

In local currency

The launch last year went well. REG
MIFA has so far provided funds for eleven 
financial institutions in seven countries. 
These partners are now able to issue 
loans to small and microenterprises, 
supporting the creation of new jobs and 
livelihoods and making existing ones 
more secure. 

REGMIFA stands for Regional Micro, 
Small and Medium Enterprises Invest

ment Fund for SubSaharan Africa. The 
idea was born at the 2007 summit of 
eight leading economic powers (G8) at 
Heiligendamm in Germany. The partici
pants resolved to cooperate on providing 
better financing opportunities to small 
and micro businesses south of the Saha
ra. After the summit, Germany’s Federal 
Ministry for Economic Cooperation and 
Development (BMZ) assigned KfW En
twicklungsbank to tackle the issue in a 
systematic manner. 

Like its model EFSE (see box), REG
MIFA pools money from government 
agencies as well as privatesector donor 
companies. Again like EFSE, this private
public partnership was registered in Lux
emburg. In one important aspect, REG
MIFA is different from EFSE, however. 
Nine of its so far eleven credit lines are in 
local currencies. Local banks are thus ex
posed to virtually no exchange rate risks. 
They can issue loans in the same curren
cy in which they receive the funds, so 
they are not hit by volatile exchange 
rates. Accordingly, they run less risk and 
have fewer liabilities. REGMIFA has actu
ally become a role model itself: EFSE has 
also started to issue loans denominated 
in national currencies.  

Katharina Collin of KfW Entwick
lungsbank considers REGMIFA a brilliant 
concept because it works well and its 
various components complement one 
another effectively. Donors have been co
operating closely from the outset, the use 
of local currencies minimises the risk for 
the partner banks, and financial institu
tions from the public as well as private 
sectors are involved. 

The next step is already clear: a tech
nical cooperation facility was set up to 
provide advice on borrowing and credit 

extension to African lending institutions. 
Such activities, of course, will also benefit 
small and microenterprises. (maz) //

Together with other donors, KfW Entwicklungsbank has set up a  
micro finance fund for Africa. REGMIFA has been issuing loans since  
May 2010 – predominantly in local currencies.

www.regmifa.comiMedium-sized textile business in Senegal.
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i
12 November 2010 was a big day  
for EFSE. The European Fund for 
Southeast Europe, which was start
ed by KfW five years ago, was 
awarded the first prize in the “G20 
Small and Medium Enterprise Fi
nance Challenge” at the Seoul sum
mit. Selected from a field of 345 
 submissions, EFSE was voted the 
world’s number one model for fi
nancing small and medium enter
prises (SMEs). The award ceremony 
was hosted by South Korean Presi
dent Lee Myungbak and US Presi
dent Barack Obama handed over 
the “People’s Choice Award”. 

EFSE has been supporting econom
ic development in Southeast Eu
rope since 2005 and is currently 
active in 14 countries across the 
region. Its capital stock was pro
vided by six public donors includ
ing Germany’s Federal  Ministry for 
Economic  Cooperation and Devel
opment, the European Commission 
and the Government of Albania, six 
international financial institutions 
such as KfW and the European 
Bank for Reconstruction and De
velopment (EBRD) as well as more 
than 20 private sector investors in
cluding the com mercial banks Sal. 
Oppenheim and Deutsche Bank.

www.efse.lu

Praising EFSE
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Profile Auntie Jeneba

Bo is a hive of activity. The narrow 
streets of Sierra Leone’s second-largest 
city teem with men and women dashing 
about their businesses. Vendors offer 
their wares wherever there is space. 
Auntie Jeneba pushes through the crowd. 
She has spent all day selling soap. Arriv-
ing home, she drops wearily onto the car-
pet and explains just how much micro-
loans have changed her life. “In the past,” 
she says, “I would not let anyone into my 
house because I was ashamed.” That has 
changed: “Now I have bought a bed and a 
carpet.” 

Auntie Jeneba is a widow, raising five 
children on her own. She is one of many 
microcredit clients in Sierra Leone, a 
country that ranks among the poorest in 
the world. The spectre of poverty particu-
larly haunts women like Auntie Jeneba 
who never went to school, can neither 
read nor write and get no support from 
the government. But Auntie Jeneba has 
taken her life in her own hands. 

“At one time, people hardly spoke to 
me,” she says. But since she started up a 

soap making business, neighbours treat 
her with respect. Her day is long and de-
manding; she is responsible for home 
and family too. She does have enough 
money, however, to send her oldest 
daughter to university. One day, Auntie 
Jeneba will benefit from that investment. 
Like most people in Sierra Leone, she will 
have no pension in old age. She will have 
to rely on her children for support. 

Auntie Jeneba already took three loans 
from LAPO, a microfinance institution 
(MFI). LAPO is funded by the  Microfinance 
Investment and Technical Assistance 
 Facility (MITAF), a joint initiative of KfW 
Entwicklungsbank and other donor agen-
cies. Auntie Jeneba makes her repayments 
on time and makes sure the other mem-
bers of her group do so too. 

Auntie Jeneba is an enterprising 
woman. Before she started her soap busi-
ness, she sold cakes. But when ingredi-
ents became more expensive and custom-
ers were unwilling to pay higher prices, 
she moved on to soap. Not all poor people 
share her same business sense, however. 

Nor do all women with micro-loans have 
the same freedom as Auntie Jeneba in de-
ciding what to do with the money. Many 
have husbands who also want a say. 
Nonetheless micro-loans mean small 
steps towards greater independence for 
many women because they enable them 
to earn their own money. In the past 30 
years, millions of women around the 
world have profited from such opportuni-
ties. 

At the end of her working day, Auntie 
Jeneba is exhausted. The double strain of 
raising a family and earning a living is 
written in her face. But she is proud of 
what she has achieved and radiates the 
confidence of a leader. (maz/kfw) //

Auntie Jeneba is one of many microfinance customers in Sierra Leone. She 
is member of a borrowing group, has set up her own business and is now 
able to finance her oldest daughter’s university studies. 
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