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Executive Summary

Ecuador’s economy reflects regional tendencies of high emigration rates, minimum wages
that do not cover half of the costs of basic family needs, consumption patterns and needs that
exceed families” cash flow and the value of their fixed assets, dependence on remittances and

loans, and the resulting over-indebtedness of the most vulnerable sectors of the population.

This demand for microcredit is also evident on the supply side with the exponential growth of
microfinancial lending: total portfolio volume doubled between the end of 2004 (USD 800 MM)
and the end of 2006 (USD 1,5 Billion). It is estimated that the sector currently attends 700,000
clients - excluding the members of more than 500 unregulated savings and loans cooperatives

— compared to 1,5 million microenterprises in the country.

Ecuador’s financial sector is made up of public and private banks, mutual companies, private
lending institutions, and savings and loans cooperatives, regulated by the SBS (Banks and
Insurance Superintendent), as well as unregulated cooperatives. The banking sector has
played an important role in microfinance; the sixteen private banks that have micro loans in
their portfolio hold more than 40% of the total regulated microfinance portfolio. Of these, only
two specialise exclusively in microcredit. The second most important actors, in terms of
portfolio volume, are the regulated savings and loans cooperatives, followed by the registered

unregulated cooperatives.

The existing voids in savings and loan cooperatives” regulation are an important point of
discussion among microfinance actors. The role of unregulated institutions and the
consequences of their prevalence are a dominant concern on the sector agenda. In direct
relation to this, sector actors are also actively concerned with current regulatory norms
determined by the SBS, and the possibility of creating a special set of norms adapted to the
specific characteristics and needs of financial institutions specialized in micro lending. The
lack of a special normative framework is to many actors a motive to postpone regulation as

much as possible.

Ecuador’s microfinance sector is predominantly urban. In absolute as well as relative terms,
the rural sector represents a great unsatisfied demand. Whereas 68% of the potential urban



market is covered by microfinance services, a similar percentage (63%) of the potential rural
market is left unattended (see Table 5, Section 3.1). Developing the tools and strategies to
improve access to micro credit for potential clients in rural areas has developed into a priority
for providers. Some ground has been laid in the development of tools designed to reach
producer associations, but there is still a need for further diversification of rural products and

strategic approaches to this market.

The sector is also surprisingly predominantly male, compared to its peers in Latin America.
Whereas throughout most of the region microfinance services are generally accessed more by
women than by men, in Ecuador the opposite is true. General depth of outreach has a direct
bearing on this trend: average loan size tends to be relatively large, whereas demand among
women is generally characterised by small loans. Recently determined ceilings on interest
rates and the elimination of commissions are designed to help control credit costs, and should
improve the impact of the loans on end users. However, they may also come to be a dis-
incentive to the deepening of outreach, as the smaller loans tend to be the most expensive
loans. This may thus also come to indirectly affect the number of women reached. Both the

effect on loan impact and outreach remain to be seen.

A diversity of local, national and international actors play an important role in sector
development. Technical cooperation (inter/national civil society organisations and NGOSs) is
instrumental to the institutional strengthening of the sector and local counterparts, generally
working through national networks. Investors channel funds to microfinance providers through
national, regional and international second-tier institutions. Providers, especially cooperatives

and NGOs, also work together with local governments.

The sector has generated a diversity and wealth of information that is unique in Latin America.
Nevertheless, investment and cooperation support are needed to strengthen existing
initiatives and catalyse new ones in the areas of rural credit programs, social performance
management, institutional strengthening and employee training, and the development of
regulation and supervision proposals. A sector strengthening strategy for Ecuador should be
based on three interdependent approaches: technical strengthening , funding strategy , and
political incidence . These should emphasize three thematic priorities: rural outreach ,

impact and impact monitoring , and gender. The following table (based on the content of



Table 17, Section 5) includes these themes in an overview of the sector’s strengths and its
most urgent needs. Priority thematic areas are emphasized in bold print.

Summary of sector strengths and needs

Strengths

Needs

Sector studies

Training programs for clients and
members

Diversity of funding sources (funds come
from different institutions and alliances)
Second-level funds at competitive interest
rates (MFIs expressed satisfaction with
the interest rates charged)

Microfinance providers” cooperation with
local governments

Providers” representation in national

decision-making

Expansion of the wuse of Social
Performance Management tools

Social impact monitoring and
systematization (including software)

Tools to access rural microfinance
market

Tools to strengthen the sector's gender
focus

Review of regulation and supervision
norms

Information about the remuneration
standards of human resources in the
microfinance sector

Funds for rural credit (longer terms,
‘space’ to give larger loan sums at longer
terms)

Resources adapted to special products
(beginning business, rural credit, peer
lending groups, young entrepreneurs)
Continuous sector consolidation for
representation and incidence in the

formulation of national policy




Introduction

The present document aims to supply elements for the formulation of Hivos™ country strategy
for Ecuador’s microfinance sector, within the framework of Hivos™ role as its country
coordinator in the MicroNed network. Through a summarised characterisation of the sector,
the paper identifies the principal needs of Ecuador's microfinance sector and offers

recommendations for its strengthening.

The MicroNed network was established by Cordaid, Hivos, ICCO, and Oxfam Novib in 2006 in
order to consolidate and strengthen the endeavours aimed at Financial Development of these
Netherlands-based organisations. MicroNed seeks to work through sector-based interventions
to create catalysing conditions for increased access to microfinance for the people who need
it. Working together on specific, highly relevant themes is an important aspect of the network’s
cooperation. Therefore, this analysis highlights the thematic areas that are in particular

demand throughout the sector.

The research for this document was carried out by CDR*, with the invaluable support of the
Red Financiera Rural (Rural Finance Network, heretofore RFR) who made available its library
and statistical documentation, and collaborated with all aspects of the planning and logistics of
the work. This is reflected in the amount of information available on network members.
Notwithstanding, other information sources were also used, such as the Central Bank, the
SBS (Banks and Insurance Superintendence, supervisory body), and the available literature
on international development cooperation programs, in order to present a balanced

perspective of the information and opinions of the diverse actors in the sector.

The text is divided in five sections, beside this introduction. The first section describes the
economic context of Ecuador. The second enters into additional detail on the financial context,
specifically the banking and microfinance sectors. The third, and most substantial chapter,
describes the thematic, institutional and structural strengths and needs of the microfinance

! CDR is a Foundation of Dutch origin based in San José, Costa Rica, with over 16 years of research and

consulting experience in Latin America and the Carribean.



sector and its participants, actor by actor. Section four separately addresses sector actors
such as networks and investors, and sector needs. Finally, the conclusions summarise the
most important thematic areas for the strengthening of the microfinance sector of Ecuador,

and offer a ‘road map” for the definition of the microfinance country strategy.



1. Context

Ecuador, a country covering approximately 275,000 km.? of geographic diversity, from the
western coastal zone to the central mountain range and tropical forest in the east, has a
population of 14 million people(2007), and 22% emigrated citizens residing in Europe and the

United States of America.

Thirty two percent of the population is younger than 15 years old, and of the adult population,
92,3% is literate. Average life expectancy is 77 years (CIA, 2007). Services make up the
foremost economic sector, producing 60% of GDP, whereas agriculture makes up 8% of GDP
and is concentrated primarily in the production of banana, coffee, cacao, potato, yams,
plantain, and sugar cane. It also includes livestock breeding and fishery activities (CEPAL,
2007).

Petroleum, cut flowers, and shrimp have been traditional export products, few of which are
produced by local farmers, whose access to land was greatly reduced throughout the 1970s.
In 2000, national income from remittances came to account for more than the export of
bananas and plantains. Only income from petrol exports are higher than those from
remittances (CEPAL, 2007). Ecuador has substantial oil reserves, which have contributed
more than 40% of national exports and a third of central government income in recent years.

Dependence on petrol also makes it vulnerable to changes in world il prices.

Such a change took place in 1999, crowning a national economic crisis that had been looming
for over a decade, along with the collapse of the banking system, and the economy’s
dollarisation in 2000. After a series of political and economic strategy changes, the economy
has recovered stability and has seen some gradual growth. Under the current government, in
April 2006, Congress approved a reform in the hydrocarbon law that established that, should
crude oil prices rise above the prices contracted with each private oil company, 50% of all
revenues from petrol exports will go to the government. A number of agreements and reforms
were also established that have resulted in the creation of trust funds fed by oil export
revenues will be used to strengthen different public accounts with social and fiscal stabilisation
objectives (CEPAL, 2007).
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In 2006 the number of credits taken, including for consumer goods, was 14% higher than the
year before. Also a reflection of this trend, household consumption levels increased.
Nevertheless, fixed capital assets grew less than in previous years. The official unemployment
rate decreased slightly to 10,6% of the available working population, but the rate of
underemployment has increased, reaching 48% in 2006 (CEPAL, 2007). This combination of
factors reflects the regional reality of increasing indebtedness along with less investment in
fixed assets and reduced cash flow. Not even half of the basic needs, calculated to cost
US$400 monthly per family of four, are covered by the minimum wage of US$170 per month
(Banco Central, 2007).

In short, the situation is one of high underemployment and indebtedness, an economy in
which the value of imports is greater than that of all exports except the labour force, and in
which 1,061,037 Ecuadorians live outside of the country (Worldbank, 2005). It is also a
situation with a national plan that emphasizes the implementation of social programs, a
diversity of economic activities, especially in the service sector, and a financial sector whose

services are in high demand.
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2. The Financial Sector

2.1 General

Ecuador’s financial sector is made up of public and private banks, mutual companies, private
lending institutions, and savings and loans cooperatives, regulated by the SBS (Banks and
Insurance Superintendent). There are also more than 500 cooperatives and microfinance
NGO’s that are not supervised by the SBS.

The 1999 banking crisis instigated a loss of trust in the financial system, which had a negative
effect on the savings vested in the institutions. The recovery has been recent and gradual.
Toward the end of 2006, the portfolio of private sector credit registered by the CFN (National
Finance Corporation) totalled US$9.700MM, implying a growth of 18,2% in one year. Savings
also went up by 22%, evidence of an increase in trust in the banks (Banco Central 2007). The
effects of the recent fall of the Centro Mundo Bank will become evident in the following

months.

In April 2007 the average active referential interest rate’ was 9,86%, 0,87% higher than the
previous year. The passive interest rate® also rose 0,57%, reaching a rate of 4,87%. Yearly
inflation was at 2,9%. So far, the average for 2007 is 2%. The table below, taken from

information posted monthly by the Central Bank of Ecuador, summarises this data for the

beginning of 2007.
Table 1. Financial System Indicators

Monetary Indicators Feb-07 Mar-07
Active reference rate 9,51% 9,38%
Passive reference rate 4,93% 5,33%
Other active operation rates

From 176 to 360 days 11,25% 11,41%

361 days or more 12,16% 12,42%

LIBOR rate(90 days) 5,35% 5,35%
PRIME rate (3) 8,25% 8,25%

*Source: Central Bank of Ecuador, April 2007.

2 The interest rate of reference charged by banks to their users for loans. It is determined by the central bank
according to market conditions.
® The interest rate of reference paid by banks for savings deposited by users. It is determined by the central bank

according to market conditions.
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Ecuador’s financial sector is as dynamic as it is complex, far from immune to frequent
changes in national leadership and political strategy. This report will concentrate on the
microfinance sector, whose principal needs and characteristics will be detailed in a

summarised form in the following pages.

2.2 The Banking Sector

The SBS registers 25 private banks in the country, of which Solidario and ProCredit are
categorised by the SBS as microentreprise banks. The rest are considered commercial or
consumer banks, except for Territorial, which specialises in housing financing. Pichincha,
which also has a micro credit portfolio through Credife, is leader by size in every sense: it has
25% of the system'’s total portfolio, 25% of the assets and the liabilities, and 28% of the equity

of all the banks, and 20% of the investments.
The private banking sector’s total credit portfolio is approximately US$6.6 Billion Of this
portfolio, 5% pertains to the microenterprise banks. The following table gives an overview of

the private banks, classified according to their size and the sector they cater to.

Table 2. Categorisation of the private banks*

Commercial Consumer Housing  Mlicroentreprise

Guayaquil,
Large o
Pichincha,
($1.179.208,000- - - -

Pacifico,
$3.034.978.000)
Produbanco

Bolivariano,
Citibank,
General

Medium Rumifiahui,

) Austro, MM S

($238.730.000- | Internacional, . - Solidario

Jaramillo Arteaga

$979.545.000) | Machala, MM

Jaramillo

Arteaga,

Unibanco
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Commercial Consumer Housing  Nlicroentreprise
COFIEC,
) Amaonas, Centro
Comercial de
Small i Mundo (ahora
Manabi, ) o )
($7.338.000- absorbido por Territorial Procredit
CORFINSA, o
$155.556.000) ) ) Pichincha),Delbank,
Litoral, Loja, .
Sudamericano
Lloyds Bank

* Source: own creation based on SBS March 2007 data.

The public finance sector is made up of two second-tier banks: la Corporacién Financiera
Nacional (National Finance Corporation) and the Banco Ecuatoriano de la Vivienda
(Ecuatorian Housing Bank); one financial institute: the Banco Nacional de Fomento (National
Bank of Public Works), and a public bank: the Banco del Estado (State Bank). Also present
are the IECE (Ecuadorian Institute of Educational Grants and Loans), and FONSOL
(Microentreprise Solidarity Fund). All together, the credit portfolio totals US$1.4 Billion, which
is equal to approximately one fifth of that of the private banking sector.

Despite the relative lack of stability of the banking sector, or perhaps due to its dynamics of
perpetual change, this sector has played an important role in the microfinance sector. The 16
private banks active in microfinance hold more than 40% of the regulated microfinance
portfolio, beside ProCredit and Solidario. However, these commercial banks are not
exclusively specialised in microcredit, but have microcredit programs within their portfolios.
The current maximum sum for a credit to qualify as a microcredit according to the SBS is
US$20,000. This means that consumer banks qualify as microfinance banks simply because
they give small loans; consumer and working capital loans are not differentiated. The
definition of microcredit according to size or target activity gives way to debate, as it is a
determining factor for the conditions in which the sector operates. Non-bank microfinance
actors, defenders of a strict definition of microcredit as credit for microentreprise development,
propose a distinction from consumer loans, arguing that the derived political and regulatory

interests are different and cannot be grouped in one category.
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2.3 The Microfinance Sector

Ecuador’s microfinance sector is as complex and diverse as it is active, despite a long-lived
lack of a national microfinance strategy underpinned by the lack of specific microfinance
legislation, aside from the definition of a micro credit as any loan smaller than US$20.000
(Espinosa, 2006). The last decade, however, has seen a dramatic change, with the SBS
incorporating MFIs in its regulatory framework, and the inclusion, since 2002, of more
microfinance-specific legislation in the General Law of Institutions in the Financial System

(Ley General de Instituciones del Sistema Financiero).

The SBS is currently the principle finance institution control organism, under which
supervision the institutions classified as regulated operate, including 37 Credit and Savings
Cooperatives (COOPs). The rest of the COOPs are officially supervised by the National
Cooperative Directorate (DINACOOP, for its initials in Spanish), a special department of the
Ministry of Social Well-being. SBS regulation is based on the General Law of Financial
Systems Institutions. DINACOOP abides by the Law of Cooperatives, but in practice exerts
little control. The growth of the COOPs, in numbers as well as in size, has generated heated
and lengthy debate within the sector.

Two issues regarding the voids in COOP regulation play an important role in the current
dynamics of the microfinance sector. (a) The role and consequences of unregulated
microfinance institutions, especially the UR COOPs, and (b) The adaptation of regulatory
norms to the specificities of microfinance institutions with a social approach, such as COOPs
and NGOs.

There are two regulatory mechanisms for these financial institutions. Since 1983 the SBS
controls all “entities that carry out financial transactions as part of their regular processes.” All
COOPs that manage portfolios larger than US$10MM must be regulated by the SBS.
However, there are cooperatives that manage larger portfolios and have not been regulated,
and others that hardly exceed this limit and must already adhere to SBS norms. This signals
an inconsistency in regulatory practice. It also highlights the fact that there are unregulated
institutions managing large amounts of public funds on which there is little or no information;
this represents a sector risk. The sector’s predominant actor, the group of 500 COOPs, is the

actor about which least is known. The highest risk of the lack of information is client over-
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indebtedness. Especially in areas where the concentration of UR COOPs is high,
microentrepreneurs and other borrowers are often members of two or more COOPs and are
over-indebted; the fall of one important COOP could unleash a sector crisis. The propagation
of UR COOPs is such that in some areas there is reference to the weekly opening of new
cooperatives, but also the bi-monthly closure of others. This dynamic combined with high
levels of dis-information, as much by competitors as by clients, creates a high risk financial

situation.

Ecuador has a regulatory framework for financial institutions that manage public funds.
However, it does not have a specific framework for the regulation of financial institutions with
social ends or specific structures like that of a COOP (managing more than US$10MM). To
some unregulated actors, the lack of a normative framework adapted to their modalities is
reason to postpone regulation as much as possible, although the benefits of the financial rigor
that comes with regulation are recognised. The liquidity requirements are among the strongest
objections to the regulatory norms, the COOPs prefer to manage liquidity provisions (over
12%, to guarantee members” savings) higher than the maximum limits required by the SBS.
Other obstacles include the technology necessary to generate and monitor the necessary
information. These sector needs will be taken up in more detail in the following section. There
are differences of opinion regarding supervision under a specially adapted framework. While
some propose a framework adjusted to member- shared equity structures (in the case of the
COOPs) and all its implications, others argue that any entity working with public funds has the
same responsibilities toward the public and should therefore apply the same risk control
measures (RFR Sept. 2006).

The state’s development strategy also includes elements that are highly relevant to, and have
an influence on, the microfinance sector. Microfinance service providers point out that there
exists insecurity about the market’s future primarily for two reasons: the first is the pending
law of financial institutions, which raises questions among institutions on how they will be
regulated. The uncertainty pertains to the rules as well as to the supervisory body, costs, and

the daily logistics that the supervision will imply.
The second source of insecurity at the time of reporting is the governmental 5-5-5 Plan, which
proposes to make available US$250 MM in 2007 to give loans of up to US$5,000 with 5-year

loan terms at a 5% interest rate. The loans would be intermediated by the National
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Development Bank (BNF) and various microfinance institutions. The Plan is perceived as a
potential threat for various reasons, the most prominent ones being that (a) the passive rate
with which most IMF work is approximately 10%; to be able to compete with 5-5-5 they would
have to make a 5% loss on loans, and (b) if they intermediate government loans under this
scheme, they would not only generate losses on the operational costs of putting the loans out,
they would also risk causing confusion among their clients and members: How can it be
justified that an institution lends at a 13% interest rate, and at the same time lends to other
clients at a 5% rate? One of the sector strategies for confronting these risks has been their
representation before ministries through the RFR, which has proposed solutions for the
lending of the 5-5-5 funds. One of the suggestions was that the fund be used to promote
infrastructure projects in rural areas, especially irrigation and general improvement of access
to water. Another proposal was the use of the credits for land legalisation projects (the lack of
loan guarantees is one of the most important obstacles in credit access), and credits for
education. On the other hand, COOPs that have accepted to work with 5-5-5 funds foresee
lending it in geographical areas where they have not previously worked, as a special
agricultural product, where there are unmet needs in the market and the larger sums and
longer terms are better adapted to the needs. Access to these zones implies high transaction
costs, which would not resolve the losses from operational costs unless special stipulations to

cover these costs are negotiated.

Results of national debates held on both aforementioned issues are ongoing, but in July 2007
had led to a different outcome than the expected 5-5-5 Plan. The law approved eliminated all
commissions and put a ceiling on interest rates, stipulating different ceilings for different loan

sizes.

Table 3. Reference interest rate “ceilings” asof S eptember 2007

Reference Ceiling Rate
Loan size (USD) Rate (%) (%)
<600 40,69 45,93
600 - 8.500 31,41 43,85
> 8.500 23,06 30,03

17



Long term effects of the interest rate ceilings remain to be seen, and debates are already
finding their way back to the table. However, short term changes perceived thus far include
some decrease in sector income as commissions are not charged, but existing portfolios
continue for some time on previous interest rates, followed by a gradual stabilisation of
incomes as new interest rates (higher, to compensate for eliminated commissions) are

implemented. The net effect on the effective interest rate is expected to be minimal.
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3. Microfinance Services: Sector Characteristics an d

Support Needs

3.1 The Microfinance Sector

Portfolio size

Microfinance supply has grown exponentially. Excluding unregulated actors, the total portfolio
was at approximately US$800MM at the end of 2004, and almost US$1,5 Billion in the middle

of 2006. Outreach in terms of number of borrowers has grown as fast. It is estimated that the

sector as a whole reaches 700,000 borrowers, compared to a total number of 1,5 min of

microenterprises existing in the country.

Placed in a regional context, the portfolio of the Ecuadorian medium-sized institutions (those

institutions considered of medium scale/size compared to peers in Latin America) is relatively

small. The following graph shows medium portfolio “size” compared to neighbouring countries

between 2003 and 2005. It reflects a highly competitive banking sector that makes growth for

non-bank microfinance providers difficult. Nevertheless, steady growth is attained.
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Portfolio Quality

The sector’s over-indebtedness, a nationally important topic strongly related to the debate on
COORP regulation, also stands out regionally. Average arrears rate for the medium institutions
(mostly COOPs) are relatively high compared to regional peers, emphasizing once again the

relevance of the regulation debate.

Figure 10 Portfolio Quality
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All service providers cover their operational costs with positive net results. Banks and
cooperatives alike achieve positive returns on assets and equity that evidence high efficiency
levels. The institutions” sustainability is one of the sector's greater strengths. Special in the
case of Ecuador is the high level of operational sustainability of the COOPs; those who work
exclusively with internal funds are no exception. The use of externally raised funds is used
primarily for specific, short-term projects, normally with social goals or institutional
strengthening. Loans are also used to cover cash flow gaps, although this practice is rare

given the cash flow reserve norms generally upheld by COOPs.

Ecuador's COOPs on average operate with a borrower: credit official ratio of approximately
440 among the R COOPs and 550 for the UR COOPs (SALTO, 2006). This productivity
indicator is better than that of the (380), and better than that of the Latin American
counterparts (between 278 and 316, MixMarket 2006). This has to do with the wide
geographic coverage of the COOPs branch offices; staff travel is kept to a minimum due to the
proximity of the offices to the clients. It also has to do with COOPSs” expansion strategies to

areas where transaction costs can be kept low.
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Within the Latin American context, the effects of a highly competitive sector that forces
organisations to keep their costs low are evident. The results are operational and financial
expenditures that are low for the region, and in steady decline, between 2003 and 2005
(MixMarket 2005).

Figure Patterns in the Decomposition of Adjusted Return on Assets by Institution Type and Country
8

50% -

40%4 ©

30%

20%

10% 4

0% - ; :
05(03/ 04/ 05/ 03/ 041 05| 03/ 041 05
Coop IFNB

W Operational Cost Ratio . Loan Loss Provision g Financial Cost Ratio

) Financial Income Ratio )

Source: : MIX Benchmarks 2003-2005, All observationsare on medium MFIs having three consecutive year s of information.

Outreach and Loan Size

The average loan size of the microfinance portfolio in the banks is smaller than that of the
cooperatives. Average loan size generally attests to the depth of outreach of a portfolio or
sector. However, the diversity of the final destinations of the micro loans makes it impossible
to clearly link credit size with the scale of the borrower’s investment; banks and cooperatives
alike give consumer loans as well as loans for working capital. Generally speaking, banks lend
a higher percentage of their portfolio in consumer loans than the COOPs. There is debate on
the definition of microcredit in the sector. On one hand, proponents of inclusion of all small
loans, including consumer loans, argue that consumer loans allow microentrepreneurs to
make purchases without turning to their enterprise’s savings capital; in other words, it
indirectly finances the entrepreneurial activity. On the other hand, not making a distinction
according to loans” destination makes it difficult to predetermine differentiated interest rates
for the stimulation of economic activities. It also makes transparency on loans” destination
more complicated to manage, which can prove disadvantageous for the raising of external
funds.
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Average loan sizes as a percentage of GDP per capita are relatively high compared to
regional counterparts, where microcredits are between 9% (among the smallest institutions)
and 60% (among the larger institutions) of GDP per capita. In Ecuador, however, the scale is
between 21% and 191%, with an average of 93% of GDP per capita. The current situation
lends itself for a deepening of outreach. It also shows potential for the geographic expansion

of outreach; this will be discussed in further detail in the following sections.

Credit methodologies are also a determining factor for outreach. NGOs that work with small
average loan size often use methods with collateral flexibility, which increase accessibility for
low income clients, such as peer lending groups and village banks. FINCA, the largest
participant among the private lending institutions, contributes to the low average loan size in
this category by attending subsistence and simple accumulation microenterprises and,
especially, due to its village banks methodology (RFR 2006). Little systematized information
on credit methodologies used by the MFIs is available; it is insufficient to make statistic-based

comparative analyses.

The cooperatives collect more savings than the banks. Part of the explanation for this can be
found in the 1999 banking crisis—after which the COOPs underwent exponential growth—and
the lack of stability in the banking sector perceived by bank closures such as the recent
liquidation of Banco Centro Mundo. Such factors affect savers™ credibility in the banking
system. The location of the COOPs near rural areas, and their less formal institutional images
make them more accessible for many users. The fact that they are shared property also

makes for a greater sense of identification with the institution among the members.

The outreach of each according to loan size, and the type of microentreprise it implies, can be
summed up as follows: While the mutual companies work with larger loan sizes and attend
ample accumulation sectors onwards, NGOs and private lending institutions are on the
opposite end of the scale, attending subsistence and simple accumulation enterprises. The
banks and COOPs are in the middle to mid-high sector, lending sums for ample and simple
accumulation enterprises, but not directed at the subsistence sector (DAI 2006).
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Outreach and Gender

Information on gender outreach is ambiguous. While statistics (see Table 4 below) indicate a
more or less equal distribution of clients between men and women, there is reason to believe
that these do not necessarily reflect the reality of the loans” final destinations. Skewed
information of this type exists in any context, but is particularly salient in the Ecuadorian
context because, due to the legal implications of spouses” joint property, many institutions
require the signature of a borrower’s spouse for loan approval. This requirement is historically
less favourable for women than men, given the unequal social positions they hold. Some
institutions adhere strictly to this requirement, while others seek flexible alternatives to avoid
creating obstacles to credit access for women. However, spouses” signatures also allow an
institution to review the couple’'s credit record in the credit bureau. Another source of
information distortion is the taking out of loans for one’s activity in the spouse’s name, if
she/he has better credit credentials. In short, not all loans taken out in the name of women are
for women’s economic activities, and vice versa. Nonetheless, the percentages of women
clients shown in the tables below are below regional averages, another indication of the

potential to deepen outreach.

Table 4a. Client Distribution According to Gender: Ecuador (Dec. 2006)* **

Men Women
Banks 52% 48%
R COOP 52% 48%
UR COOP 53% 47%
NGO 45% 55%
PFI 5% 95%

* Takes into account RFR members.

**Source: own creation based on a variety of RFR documents.

Table 4b. Client Distribution According to Gender: Latin America (2005)*

Indicator Ecuador un- Ecuador Latin America  Latin America Latin America
regulated Regulated un- regulated regulated general

Average loan 661 1318 439 1121 671

% of women n.d. 25% 72% 54% 60%

* Source: Benchmarking, Mix Market, 2005
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Rural Outreach

The microfinance sector in Ecuador is concentrated in urban areas, and the activities of urban
microenterprises. According to an analysis carried out by Proyecto SALTO that focused
exclusively on the poorest microentrepreneurs (the 7 lowest income ten-percentiles), 68% of
the bankable urban microentreprise sector (half of the approximately 1,5MM
microentrepreneurs) is covered by microfinance services. Among rural microentrepreneurs,
the indicator is just 37% (SALTO, 2006).

Table 5. Rural Market Potential (Dec. 2005)

Rural Urban

Microentrepreneurs  Microentrepreneurs

Regulated System 43.937 248.947
Unregulated System 37.623 87.788
Total Outstandig Loans 81.560 336.762
Market Potential 222.268 493.592
Outreach 37% 68%

* Source: own creation based on tables from SALTO, 2006 with data from the National Microentreprise Survey
(ENAME, for its initials in Spanish).

In absolute as well as relative terms, the rural market is attended less than the urban sector,
and has a great unsatisfied demand. Access to rural areas and activities is a priority theme for
providers, especially urban COOPs and NGOs, which generally feel they lack the
methodological tools to reach this sector. This is a gaping vacuum and issue of growing
concern and interest in Ecuador’s microfinance sector that will be further addressed in this

report.
3.2 Microfinance Suppliers

Microfinance Suppliers

Ecuador’s microfinance sector is composed of a variety of actors, including private banking,
regulated (R COOP) and non- regulated (NR COOP) savings and loans cooperatives, private
lending institutions, mutual companies, NGO’s, and the national bank. Their portfolio sizes
and outreach vary significantly, with the private banks and the regulated COOPs managing
the largest portfolios in absolute terms, but the non-regulated COOPs making up the broadest
sector in terms of number of institutions, geographic coverage, and very likely largest number
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of members. The private lending institutions and mutual companies weigh least heavily in
terms of volume as a sector branch. The SBS and RFR register six private lending institutions
(sociedades financieras)®, and two mutual companies®. Nevertheless, FINCA, one of the
private lending institutions is one of the largest microfinance actors, catering especially to
women in rural areas. The NGOs® share a small portfolio, but are important in numbers and

representation due to their close links with international organisations.

Sector Structure According to Portfolio Size

O 290 2%

O042%

B 33% B 0%
@ Banks E Mutual Companies
H Regulated COOPs O Unregulated COOPs
O Private Lending Institutions 0 NGOs

Some basic sector data, by category of actor, are summed in the following table. The data on
unregulated service providers represents only the UR COOPs and NGOs that participate in
the RFR"s Management Support Program (SIAG), not the whole scope of actors. This is partly
due to the quality of the recent information available on UR COOPs. However, December
2005 data estimate the total portfolio of the sixteen NGOs at approximately US$30MM. The
gap in levels of information between regulated and unregulated organisations is characteristic

4 CONSULCREDITO, CORFINSA, FIDASA, FINCA S.A., GLOBAL, VAZCORP S.A.

> AMBATO, IMBABURA

6 ACJ-CESOL, Alternativa para el Desarrollo, FUNDAMIC, CEPESIU, FACES, INSOTEC, FEPP, Casa Campesina
de Cayambe, FODEMI, ESPOIR, D'Miro — Misién Alianza Noruega.
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of the complexity and degree of specialization of the microfinance sector. Regulation and its

implications will be discussed further in this section.

Table 6. Sector characteristics in numbers (June 20

06)

Entities regulated by the SBS

Unregulated entities

participant in RFR’s

Management Support

System

National Bank

of Private

Private Public Works Regulated Lending Mutual Unregulated

Banks (BNF) COOPs Institutions | Companies COOPs NGO
No. of Institutions 16 1 37 6 2 |[ 9 (of >500) 7 (of 40)
Loan Portfolio
Assets (USD) 7.177.388.000 410.414.000 | 871.455.000 | 124.909.000 | 14.528.000 || 130.872.890 | 17.842.303
Total portfolio
(USD) 4.008.907.000 | 4.780.919.000 | 666.281.000 95.358.000 | 10.369.000 || 104.874.850 | 14.355.870
Total microfinance
portfolio (USD) 399.809.000 729.232.000 | 306.770.000 22.343.000 311.000 |[ 104.874.850 | 14.355.870
Microfinance
Portfolio/ Total
Portfolio 10% 15% 46% 23% 3% 100% 100%
Microfinance
Portfolio /Assets 6% 178% 35% 18% 2% 80% 80%
Yield on
microfinance  loan
portfolio 12,08 10,27 13,58 14,08 15,94 15,78 32,62
Outreach
No. of Loans 376.080 565.317 130.753 48.378 102 61.542 42.830
Average
microfinance  loan
size 1.063 1.313 2.346 462 3.049 1.704 335
Average
microfinance  loan
size as % of GDP
per capita 67% 82% 147% 29% 191% 107% 21%
Financial Performance
Financial leverage
(Liabilities/Assets) 10,8% 3,4% 0,4% 6,6% 15,9% 3,4% 1,2%
Operational self-
sufficiency 127,9% 90,1% 122,8% 135,4% 97,9% 116,7% 131,2%
Cost-effectiveness
(Return on Assets) 2,8% 1,3% 3,5% 5,6% 35,4% 2,2% 6,5%
Return on equity 31,4% 5,5% 17,4% 39,9% 12,4% 10,4% 13,9%

* Source: Own creation based on SBS and RFR data.
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The banking sector dominates the total microfinance loan portfolio, followed by the regulated
COOPs. However, the total loan portfolio of the nine unregulated COOPs is equal to more
than a third of the total loan portfolio of the 27 regulated COOPs. Assuming similar loan
portfolios for just half of the estimated 500 unregulated COOPs, the total loan portfolio of the
unregulated COOPs nears US$3 Billion; this implies that it increases the currently registered
total loan portfolio of the microfinance sector fourfold, or more. The mass of this group of
providers is undeniable, lending all the more weight to the concern about the information

vacuum available on them.

Micro Insurance

Micro-insurance is a relatively new area for MFIs, insurance companies, and potential clients
alike. There are few clearly registered or documented experiences that may be used as
reference points or examples, of MFIs providing microinsurance products to clients, other than
credit insurance, which 60% of the RFR members use. A few members offer life or medical
assistance insurance to clients, and there is only one RFR member has begun the pilot phase
of a project to offer crop insurance to farmers.

DKV Seguros of Spain, a European insurance company with social programs, is working
together with Fundacién Tierra Viva, offering micro health insurance, with an emphasis on
preventive health, in Quito. Toward the end of 2007, the program had almost 1.500 insured
clients, as well as 73 people insured for free through a solidarity fund (DKV, 2006). It is
currently also working with the Cooperative Maquita Cushunchic to offer health insurance paid
for by remittances from family members in Spain. Plans have also been set in motion to offer

micro insurance under the Fundacién Tierra Viva Model in Ambato.

The Ecuadorian Association of Insurance Companies has also shown evidence of warming up
to the micro health insurance, and the RFR is seeking alliances with private companies. A
recent study by the association estimates a potential market of 10,4 million people who
currently do not have access to any form of insurance. Of the 42 private insurance companies
operating in Ecuador, roughly half have the established capacity to provide micro-insurance,
and three have expressed interest in offering micro-insurance products. Plans have been set
in motion to formalize micro-insurance provision mid-2008. The Interamerican Federation of
Microinsurance Companies (Fides) perceives the need to formulate a regulatory framework
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for micro-insurance provision, which would constitute another law project involving MFIs and
COOPs (Dinero, 2007). What type of micro-insurance would be introduced remains unclear.

Experiences in the region show that life insurance and insurances linked to temporary or
permanent handicap can be provided at low cost, and are therefore accessible both for
insurers and clients. Health insurance represents the greatest need, but is a market feared by
insurers and MFIs, due to the high levels of investment, risk, and costs, which are reflected in
the premiums charged to clients. Volume of clients is necessary to reduce costs enough to

make the product attractive for the sector.

HIV-Aids

HIV-Aids has traditionally been left to NGOs, and far removed from microcredit. However,
both in South and Central America there is increasing evidence of a regional tendency to face
national HIV-Aids facts, and to look for ways to incorporate the realities of people living with
HIV-Aids in microcredit schemes. Programs have taken the shape of alliances between NGOs
and MFls, with MFIs designing tailor-made products for the NGO’s end users who are known
to have HIV-Aids, and NGO specialists training MFI staff regarding the illness. Nevertheless,
in Ecuador very little ground has been laid, and relatively little demand expressed compared
to Central American counterparts, for example, despite the fact that a 2005 estimate shows
approximately 23.000 people living with HIV-Aids in Ecuador (Avert, 2007). It is important to
note that most official data on HIV-Aids is grossly under-representative, as most cases are

either unregistered or unknown even by those living with HIV-Aids.

Remittances

More than 2.5 billion dollars in remittances crossed over into Ecuador’'s borders in 2006,
constituting one of the most important sources of income for Ecuadorian families. However,
only about 30% of micro entrepreneurs who participated in a USAID survey carried out in
2004, started their businesses with income from remittances (USAID, 2005). The use of
remittances almost exclusively for consumption is a region-wide reality. In Ecuador this is
partly due to the surprising finding that micro entrepreneurs are less likely than other families
to have relatives living abroad. Only 5,1% of the entrepreneurs surveyed receive remittances
(USAID, 2005). This may be a positive indicator, in the sense that it may demonstrate

microentrepreneurs are less likely to leave the country, and are meeting most basic needs
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(BID, 2006). In fact, 66% of remittance receivers are women, a great majority of whom have
above-average schooling levels, and half of whom are high school or university graduates.

The fact that few microentrepreneurs receive remittances may limit the market for MFIs
seeking to promote the productive use of remittances among micro entrepreneurs. However, it
also points to a possibility to encourage the use of remittances for new entrepreneurial
projects through special programs, especially since remittance transfer and savings are
among the basic services provided by most MFIs. Seventeen percent of remittances are
channelled through banks and COOPs (BID, 2006), whereas half of all remittances are
transferred through specialised international transfer agencies such as Western Union. Banco
Internacional, Produbanco, Banco del Pichincha, Banco Procredit and Banco de Guayaquil
have taken on alliances with the United States and Spain to provide attractive remittance
transfer services (BID, 2006).

Another possibility for MFIs is involvement in programs that encourage emigrated nationals to
return to Ecuador, by offering attractive investment of remittances, such that they may return
to “their own home, debts paid, and a small business in the making,” as a BID- Banco
Solidario project proposes (BID, 2006).

3.3 Support and Funding Needs

Non-Governmental Organizations (NGOS)

Sixteen of the 40 microfinance NGOs are members of the RFR, through which information on
unregulated institutions is made available. Four second tier NGOs that channel funds for the
microfinance portfolios of NGOs and COOPs are also members of the network.

The NGOs" portfolios are generally significantly smaller than the COOPs” portfolios (on
average a tenth of the average UR COOP’s portfolio). Their average loan size is also smaller.
They attend a slightly higher percentage of women clients (55%) than the sector average.
NGOs also use the most diverse scope of credit methodologies; while COOPs work
predominantly with individual loans, most NGOs also incorporate methodologies based on
solidarity and group loans, as well as village banks. Given their social foundations, most

NGOs accompany money-lending with social programs or trainings to improve the
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perspectives of the loans” positive impact; in some cases this implies a higher interest rate for

the client than in other institutions.

Reducing interest rates is one of the predominant struggles for NGOs, as well as for their peer
MFls in the region. They must be competitive within the framework of a social mission
statement, without collecting savings. The lack of access to resources is pointed to as the
NGOs” most important obstacle. There is high demand for the services offered, which are
estimated to be reaching less than 30% of potential clients, characterized as people within the
organisation’s geographic coverage who fit the target group profile (interviews with NGOSs).
The short average term of second-tier loans is an obstacle to accessing second-tier funds. In
order to attain a level of growth that would satisfy the demand in terms of number of clients
and variety of products, NGOs point to the need to count on payback terms of at least three
years. Extending the terms would allow them to extend the terms to their clients as well, and
cater to the needs of higher risk clients, specifically those in rural areas carrying out
agricultural activities, and unemployed clients with entrepreneurial initiative but without the
seed capital to invest. Such high risk credits can only be tested if backed by a special program

or a level of portfolio volume and quality that the NGOs do not have.

Table 7. Strengths and Needs of the Microfinance NG  Os

Strengths Needs
e Outreach: average loan below <« Access to funds: Availability of
US$500 second-tier funds
e Outreach: 55% women clients « Access to funds: Availability of long
* Complementary non-financial terms (> 3 years) and soft rates
services » Depth of outreach: Special funds for
microentreprise establishment

promotion and assistance

Unregulated Savings and Loans Cooperatives (UR COOP )

The unregulated savings and loans cooperatives are the eye of the hurricane and the center
of the sector debate due to their presence in the market combined with the lack of information
on their financial conditions. The lack of information on unregulated institutions, especially on
COOP members, is perceived as an important threat on two fronts: it raises the risk of over-
endebtedness of clients of the sector as a whole, and it endangers public savings, as the

COOPs can offer savings services without being supervised. UR COOPs also work in areas
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where physical and credit risks are higher, in marginal urban areas, and rural areas
characterized by higher poverty and isolation.

The lack of supervision is, to some extent, also perceived as a threat by the UR COOPs, due
to the disadvantages of a lack of information about the market and its clients. In conversations
with COOP representatives, the lack of an effective special regulation for COOPs was
identified as a sector need. Such regulation would differ from banking standards, and consider
the social approach and shared ownership of the COOPs. Another matter of concern
expressed is the relatively weak representation of the smallest UR COOPs, especially those
specializing in social programs similar to those of NGOs. There appears to be a special
interest in uniting to represent the specific interests of this group and to enter into dialogue
about a regulatory framework adjusted to its structures and needs. Currently the RFR (which
includes 10 UR COOP members) offers support in the standardization of financial norms for
unregulated entities through the SIAG Program, which serves as an information centre and

self-regulation mechanism for its unregulated members.

The COOPs point to the need for institutional strengthening that would enable them to
improve financial performance and meet regulatory financial standards. Training personnel is
considered a key factor. Particularly COOPs in rural areas struggle with scarcity of qualified
personnel, as a result of which investments in in-house training are significant and often
financially inaccessible. There is great interest in the value of learning through exchange of
know-how and experiences, especially with regard to rural credit. Despite their relatively broad
scope of outreach, the COOPs generally do not have the products nor tools necessary to offer
financial services in rural areas for agricultural activities. Such products tend to be higher risk
products, require longer terms, larger amounts, and flexible or group guarantees.

The unregulated and regulated COOPs alike are generally financially self-sufficient. That is,
they lend what their savings portfolios allow. The use of external funds is minimal, and
generally directed at specific projects with social goals, agreed upon and carried out together
with the funding organisation. Nevertheless, the COOPs point to a high level of unsatisfied
demand that is not met with sufficient supply, partly due to the COOPs relatively meagre
savings portfolios. The regulated and unregulated COOPs that have managed to most closely

meet levels of supply and demand work with obligatory savings (of a % of the desired loan) as
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a prerequisite to all loans. This method strengthens the COOPs portfolios, but also makes the
loan more expensive to the borrower.

Table 8. Summary of the Strengths and Needs of the ~ UR COOPs

Strengths Needs
« Self-sufficiency * Adequate supervision
e OQutreach: coverage in rural and < Encouragement of savings deposits
marginal urban areas * Depth of outreach: financial products
* SIAG Program of the RFR suited for rural and agricultural needs
e Institutional strengthening: employee
training

Regulated Savings and Loans Cooperatives (R COOP)

The greatest challenge cited by the regulated COOPs is meeting the superintendents” norms.
The most difficult to meet are the working capital ratio and risk management standards.
Adherence to the regulation requires the COOPs to make new investments in operational
system technology and personnel, which makes regulation a costly process, especially for
recently-regulated organisations. This increases the dissatisfaction towards the unregulated
COOPs with portfolios greater than US$10 Million (regulation required) who remain

unsupervised.

Just as their unregulated counterparts, R COOPs struggle to collect sufficient savings to
satisfy credit demand. They are also present, to some extent, outside the urban centres. The
R COOPs’ direct competition comes from the private banks, which offer similar products but
have the economies of scale necessary to allow for greater risk-taking. The average portfolio
of the R COOP is US$8 Million, whereas the banks manage an average of US$24 Million. The
COOPs achieve greater efficiency of personnel, with an average of 55 clients per employee,
compared to 23 clients per employee in the banks. (The ratio “clients: credit officials” is not
available for the banks). However, the banks generally do not achieve the closeness to their
clients that the COOPs achieve. The COOPs are perceived as more accessible and enjoy a
greater sense of ownership and institutional identification by their members. The physical
presentation of the offices—generally less formal than the banks --inspires a greater sense of
comfort in the client. Despite their relatively strong presence in rural areas in comparison to
the banks, there is a potential rural market that has not been accessed due to a lack of
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adequate tools and the potential risks and high transaction costs that reaching this market
would imply. The need to implement specialized products is emphasized.

Unlike the unregulated COOPs, regulated COOPs cannot directly offer complementary
services that are not strictly financial, such as entrepreneurial training programs or insurances.
Such services are in high demand and add to the competitive advantage of the institutions,
but are forbidden by the superintendence. The R COOPs can, however, outsource services,

which for many products increases the price to the consumer.

Due to their geographic coverage, volume of operations, and specialization in microfinance,
the R COOP sector constitutes a representative weight and incidence in the national
economy. The financial health of the COOPs reflects to a great extent the economic well-
being of microfinance end users: their members, the country’s middle and lower economic
rungs, the small entrepreneurs and the average wage-earners. Hence the relevance of the
availability of information on the COOPs’ target group. While information on the financial
performance of regulated entities abounds, information on the final users of the credit is
scarce. Some NGOs have carried out sporadic impact studies, or monitor a limited amount of
indicators required by their funding sources, but among the COOPs, members” characteristics
and possible effects of the financial services, are not kept track of. Although this gap was
identified by the present study, and not so much by the actors interviewed, the fact that the
RFR has initiated social monitoring implementation and social performance management

processes, indicates actors” interest and initiative.

Table 9. Summary of the Strengths and Needs of the R COOPs

Strengths Needs
« Self-sufficiency » Encouragement of savings deposits
e Outreach: coverage in rural and <« Depth of outreach: financial products
marginal urban areas suited for rural and agricultural needs
* Sector representation « Institutional strengthening, especially
* Operational efficiency with regard to regulation

» Entrepreneurial training for members
e Social performance and impact
monitoring
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The private bank

The three most important microfinance banks in terms of portfolio volume, and the three RFR
banking members, are ProCredit, Banco Solidario, and Credife Desarrollo Microempresarial of
the Banco Pichincha. The microcredit portfolios of these three banks add up to almost
US$300 Million, three quarters of the total private banking microfinance portfolio. Their role in
sector representation is both important and controversial. On one hand, they represent an
important financial weight. On the other hand, the sector’'s smallest members, especially those
whose ownership is not private but associative, do not feel duly represented by the banking
sector, due to differences in degree of vulnerability, regulation needs, and access to funds.
While for the COOPs the microfinance portfolios represent at least half of their total portfolios,
for the banking sector the microfinance component represents on average 10% of the total
portfolio. However, banking microentreprise credit programs share representation needs
before government policy, for which cooperation is necessary, achieved through RFR, the
actor that includes both regulated and unregulated actors of microfinance (see next section for
more information on RFR).

The private bank achieves greater operational sustainability than any other actor in the sector,
through economies of scale. The average loan is smaller than that of the UR COOP,
indicating certain depth of outreach. However, there are two factors to take into account. First,
geographical outreach is not the same for the regulated and unregulated sectors; as
mentioned previously, unregulated institutions reach zones that are covered less by other
actors. The second factor to take into account when analysing average loan size is the loan’s
target activity. Although the distinction between microcredit and consumer credit is not always
clearly made, banks generally include consumer credits in their microcredit portfolios.

Consumer credits tend to be smaller amounts, lowering the portfolio average.

The “image” factor makes client access to the banks more difficult. Banks are perceived as
more formal, and less accessible. In addition, the damage done by the 1999 banking crisis
and the recent liquidation of the Banco de Andes and Banco Centro Mundo (2007) and
current insecurity about pending government decisions, have led to an increase in savings
withdrawals.
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Table 10. Summary of the Banks™ Strengths and Needs

Strengths Needs
« Self-sufficiency » Recovery of public trust
e Portfolio volume « Employee training

» Representation within the sector

Private Lending Institutions

Six private lending institutions were taken up in SBS and RFR statistics at the end of 2006:
Consulcredito, Corfinsa, FINCA, S.A., Global, and Vazcorp, S.A. The diversity between the
institutions stands out for this group of microfinance actors, from the lending methods
employed to the average loan size. FINCA, S.A. is one of the largest actors in the
microfinance sector, and had nearly 50.000 clients in 2006, whereas the others had between
100 and 200 clients each. FINCA's average loan size was US$400, whereas GLOBAL's
average loan sum was US$12.350 (RFR & SBS, 2006). FINCA lends to village banks, and its
clients are primarily women. FINCA works with a rural focus, whereas the others are primarily
urban and give individual loans.

The private lending institutions as a group are a small actor in the microfinance sector.
Whereas the total credit portfolio of the COOPs is greater than US$665 Million, that of the
private lending institutions does not reach US$100 Million. Total average loan size—excluding
FINCA—is US$6.650, nearly three times that of the average COOP loan (USD2.350). This

indicates a different type of end user as well.

Table 11. Summary of Strengths and Needs of the Pri  vate Lending Institutions

Strengths Needs
« Self-sufficiency « OQutreach expansion strategic support
e Sector representation  (primarily (how to expand client base)
through FINCA’s visibility and

presence)
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3.4 Donors and Investors

Donor agencies work with a diversity of actors, from MFIs to COOPs and NGOs, primarily
through loans, but also through grants. National and external cooperation in the form of grants
in direct collaboration with local IMF has focused primarily on technical sector strengthening,
through the collection of sector information, specific studies with counterparts, and institutional
and social training programs.

USAID’s SALTO Program worked through various NGOs to carry out sector studies, giving
the microfinance sector a transforming boost over the past five years. Different organisations
have turned to CGAP Planet Rating for their benchmarking. FLACSO has contributed
academic sector studies. ICCO has contributed training, for example for women holding public
posts. Hivos has given support to the Rural Finance Network (RFR) in the development of
information tools and training programs geared at strengthening sector institutions. Some
organisations have worked individually on different measurement studies, through specific
projects with donors like Swisscontact and CRS. Most have focused on client satisfaction and
benchmarking the competition. A few impact studies and research to identify demand or
potential markets. However, thus far relatively little has been done in impact measurement or
monitoring of social performance management.

Table 12 gives an overview of the grants approved between 2002 and 2006 by the members
of Netherlands Platform Microfinance (NPM), including two MicroNed members, ICCO and
Hivos, who are also the largest donors in terms of grant volume and counterpart diversity.
Noteworthy is the sector support offered to networks such as the RFR, FOROLAC,
RECOOPSIC.
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Table 12. Netherlands Platform Microfinance: Total

Grants Approved 2002-2006 (USD)*

DOEN EC Rabobank
MFI Foundation Hivos EC ICCO Foundation TOTAL
Banco ProCredit 829,798 - - - 829,798
COAC Magquita - 382,644 - - 382,644
Banco Solidario ) 67427 ) ) 67.427
Ecuador
RFR (network) - 506,800 95,217 - 602,017
CAAP - - 1,040,015 - 1,040,015
CEPESIU - - 396,683 - 396,683
FOROLACFR
(network) i i i i i
RECOOPSIC - - - 91,000 91,000
(network)
TOTAL 829,798 956,871 1,531,915 91,000 3,409,584

*Based on NPM data kindly provided by Hivos.

The total amount of outstanding loans to MFIs and microfinance-related insitutions in 2006

alone (Table 13) constitute a portfolio six times larger than the aforementioned grant portfolio

(Table 12). Oxfam Novib’'s loan portfolio in Ecuador represents nearly 15% of its total

investments in Latin America,” and approximately 8,8% of NPM’s total sector loans.

Table 13. Netherlands Platform Microfinance: Outsta  nding Loans 2006 (USD)*
ASN-
Novib
Foundati Oxfam TIM- Rabobank
MFI on Oikocredit Novib TIM-HTF  TDOEN TIM-TFSF  Foundation TOTAL

Banco Pro Credit 5,632,431 4,708,567 - - - - - 10,340,998
FINCA Ecuador 1,644,304 - - 530,866 257,467 1,179,420 - 3,612,057
23 de Julio - 388,920 - - - - - 388,920
Ambato - 212,138 - - - - - 212,138
CEPESIU - 450,792 - - - - - 450,792
Eclof - 159,103 - - - - - 159,103
Espoir - 729,222 636,177 - - - - 1,365,399
FED - 530,344 - - - - - 530,344
Kullki Wasi - 318,150 - - - - - 318,150
Mushuc Runa - 883,905 - - - 883,905

" Oxfam Novib’s total outstanding loan portfolio for Latin America was about US$12.733.543 (EUR

9.095.388) in 2006 (NPM, 2006).
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ASN-

Novib
Foundati Oxfam TIM- Rabobank
MFI on Oikocredit Novib TIM-HTF TDOEN TIM-TFSF  Foundation TOTAL

Pablo Mufioz V. - 660,128 - - - - - 660,128
SAC AIET - 671,713 - - - - - 671,713
d'Miro - - 775,568 - - - - 775,568
Accién Rural - - 482,143 - - - 21,204 503,348
4 de octubre - - - - - - 148,056 148,056
Santa Anita - - - - - - 47,704 47,704
Maquita

Cushunchic - - - - - - 175,134 175,134
COACSAL - - - - - - 73,524 73,524

1,893,8
TOTAL 7,276,735 9,712,982 88 530,866 257,467 1,179,420 465,622 21,316,980

*Based on NPM data kindly provided by Hivos.

The largest borrowers are Banco Pro Credit, FINCA Ecuador, and ESPOIR, a bank, a private
lending institution, and an NGO. It is worth noting that the next largest borrower is Mushuc
Runa, one of the largest unregulated cooperatives in the country. Oikocredit and the ASN-
Novib consortium are by far the largest lenders, Oikocredit having notable investments in both
regulated and unregulated cooperatives.

3.5 Support Gap: Microfinance Institutions

The microfinance institutions” primary needs relate to technical assessment for product

innovation, and access to reimbursable and non-reimbursable funding.

e Technical Support
o0 Product innovation and strategy advice for rural credit
o Product innovation for credit for women
o Product innovation to encourage savings
» Access to second-tier loans and funding
0 Access to cash flow loans to meet credit demand
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o Software and hardware modernisation (especially for monitoring and
regulation)

The needs reflect the desire to expand into rural areas as urban demand stabilizes and
competition grows, and the learning and monitoring needs that come with product innovation
for a relatively unexplored market. Technical needs are to some extent already being met by
the RFR, which has developed a handbook on rural credit products, and ways to improve
farmers” access to markets. However, more work remains to be done in this area. Productive
credit cannot have a positive impact if crop production does not lead to income. It is thus
important to support initiatives, such as the associative credit proposed by RFR, that combine
credit with the formation of producer associations. These are grassroots organisations that
integrate a greater part of the value chain, from production to storage, to processing and
sales. They also allow members to enjoy the benefits of joining together to scale-up, such as
savings on materials, transport, and other costs. The associations also play an important role

in catalysing participative processes and social cohesion.

Donors can support associations through cooperation with the RFR’s trainings on this subject,
through CEPESIU, who works with popular associations in rural areas, and directly to rural
COOPs or COOPs with service points in rural areas. COOPs are often considered the most
effective way to reach the rural market. Support to COOPs would hinge on financial support,
and institutional strengthening through training of management and operational staff, and

technical backstopping.

Cash flow is a regularly- encountered setback for MFIs and COOPs, especially in urban
areas. Clients lend, but do not save, depleting reserves and forcing the institutions to turn
down loan requests. Interviews point to two possible solutions: product innovation that will
encourage savings, and access to short-term cash flow loans to cover immediate needs. The
latter was primarily a concern for MFIs and some COOPs that work with external funds. Many
COOPs, however, prefer to work only with internally available funds, and only work with grants

for specific short-term social projects.
Donors and investors alike have an opportunity to offer technical support either through sector
networks, by working directly with COOPs aiming for rural expansion, or by strengthening

rural COOPs to enable them to improve their service, monitoring, and impact. Modernisation
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of software and hardware is another important need that MFIs expressed could be met
through donor support. This need arises primarily from the financial monitoring requirements
for MFIs looking to be regulated, or recently regulated, by the SBS, and from MFls

implementing social performance and impact monitoring among its clients and members.

3.6 Support Gap: Microfinance Clients

Access to credit needs to be improved for two groups of (potential) clients: people living in
rural areas and carrying out a diversity of economic activities in the rural areas (not only
agriculture and livestock, but also services and micro-scale manufacturing of for example

souvenirs), and women.

Traditionally the National Development Bank (BNF) was responsible for meeting agricultural
credit demand. In practice however, few farmers were able to access the credit, as they were
not able to meet the required guarantees, especially those related to land ownership. Small
farmers” only access to loans was thus through the credit purchasing of materials, family
networks, or local usurers. Most had no access to credit at all.

Whereas urban credit supply is saturated, as “potential demand has remained stable since
2001, while supply has grown exponentially [. . .] from US$150 million to US$800 million at the
end of 2005," (Palan, 2006), it is estimated that 65% of the potential rural market is left
unattended. (Palan, 2006)

Cooperatives are the lending institutions with greatest rural coverage. Accurate information on
the extent of rural coverage is unavailable, as official data only contemplates institutions
regulated by the SBS, regulated COOPs, and some rural village banks. Many COOPs are
physically located in the urban centres of the rural areas, and their clients must travel
significant distances to make use of the cooperatives” services. Some COOPs are working
with alternative methods, in which they make use of existing social structures in the villages to
promote village banking. This decentralises lending, making loans accessible for more people,
and improving pay-back rates. It is in fact a variation of the village banking model within a

cooperative form of ownership.
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The extent to which women have access to credit is also difficult to determine; one of the
results of over-saturation in urban centres is that loans are taken out by couples under one or
the other's name interchangeably. This means that institutional statistics on the clients’
gender does not necessarily reflect the reality of the people who are using the loans.
However, as addressed earlier, legal frameworks still require a husband’s signature for
married women to take out a loan. Many MFIs turn a blind eye to this rule to facilitate lending,

but not all do, as this may have implications for the credit bureaus” information.

Products aimed specifically at meeting women’s lending needs are also remarkably scarce,
despite the fact that studies point to a greater perceived ability and will to borrow money from
NGOs and COOPs than men. (Men are slightly more likely to borrow from providers, usurers
and banks.) (BID 2006) Such needs include small amounts, the possibility to save, flexibility in
negotiating pay-back schedules, flexibility in the guarantees (non-traditional guarantees),
convenient and safe service locations, flexible service hours, and omission of literacy

requirements.
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4. Sector-level Actors

4.1 Actors

Beside the microfinance service providers, a wide array of local, national and international
actors are sector participants as well. Technical cooperation (inter/national civil society
organisations and NGOs) plays an important role in specific programs and specific technical
strengthening of the sector and local counterparts. Investors channel funds through national,
regional and international second-tier institutions. National networks of MFIs, COOPs and
NGOs catalyse learning and representation processes. Working together with local
government and private organisations consolidates cooperative efforts. Local governments
have been involved by COOPs and NGOs, especially those who work with credit
methodologies based on solidarity or group guarantees. The creation of these groups, in
some cases more than others, takes advantage of existing social structures, which in smaller
communities overlap with local governments. In the larger municipalities periodic
communication with political representatives is also maintained, and the COOPs get involved

in local decision-making.

Table 14. Donors, investors and networks

REGIONAL
LOCAL NATIONAL . INTERNATIONAL
(Continental)
ICCO
Hivos
Novib Oxfam
NGO Swisscontact
] SDC Ecuador
(Inter/national . FLACSO CRS
) (Swisscontact)
cooperation) USAID SALTO
GTz
Belgian Development
Cooperation
RFR
Remisol
UCACNOR
WOCCU
Network RECOOPSIC .
CGAP Planet Rating
UCADE
Mesa de Tejido
Econdmico
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REGIONAL
LOCAL NATIONAL . INTERNATIONAL
(Continental)

REDCOOP
Ayuda en Accién
Repsol YPF
Hivos-Triodos
USAID PL480
FINANCOOP WOCCU
Second-tier Esquel \ADB Etimos Consortium
(Investors) ECLOF Blue Orchard (BOLD) &
CFN FMO
Oikocredit
Deutsche Bank
Volksvermogen
Alterfin
SBS

Municipalities . .
Ministry of Social

uito
@ Well-Being
Ambato
Government ) (DINACOOP, BDH,
Riobamba
Plan 555)
Cuenca
G ) CONAMU
uayaqui
vaq CEN
CAAP
CAE
Credit bureaus
CONQUITO )
. ) (Multiburo
Private sector Neighborhood
o CREDIREPORT
organisations
CEPESIU
CALTEC)

Insurance companies

Second-tier organisations

It is worth noting the diversity of second-tier organisms present in the sector (Table 15). Just
as the international banks and NGOs have a strong presence, national banking and non-profit
institutions also have an important place. FINANCOOP is a second-tier cooperative whose
portfolio makes up almost half (46%) of the second-tier resources administrated by network
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members. It specialises in the administration of COOP funds, while other large actors like
ECLOF and Ayuda en Accion act as second-tier banks for credit NGOs.

Table 15. RFR’s Second-tier NGO members

(% of total portfolio of

(thousands of RFR’s second-tier
USS$) members)

FINANCOOP 3.708.678 46%
REPSOL YPF 524.771 7%
ESQUEL 781.584 10%

AYUDA EN ACCION 1.379.224 17%
ECLOF 1.642.097 20%

TOTAL 8.036.354 100%

At national public level, the CNF also channels resources for microfinance. Despite the
diversity of sources, several actors have pointed out a lack of adequate funding to improve
services. Concern about the sustainability of external funds is also expressed by microfinance
institutions as well as donors and investors. Another source of concern is the insecurity of

government funds, prone to frequent changes in national policy.

Alternatives have been proposed, including a funding structure through the creation of a
nationally-based trust fund that consolidates international investments, saving on transaction
costs and catalysing the long-term sustainability of the resources by making it a revolving
fund. Another proposal suggests channelling resources through networks, like the RFR.
Although the RFR is a platform favourable to the maximisation of resources for technical
sector strengthening, it is not recommendable it actively assume the role of a second-tier
bank, as this would imply a double role as provider and receiver, putting at risk its mission and
transparency. Nevertheless, the possibility of a more active role in the negotiation of funds
should not be discarded, nor the possibility of the network creating an autonomous
mechanism for resource channelling in the future. The same sustainability motivation
characterises the proposal for investment in the microfinance sector through the sale of

shares in the institutions. This would only be a possibility for private institutions.
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Private sector

A key private actor in the microfinance sector is the credit bureau . Credit Bureaus began to
play a role in the lending economy as Ltd.’s in 2003. Ecuador currently has four bureaus to
which regulated microfinance institutions are affiliated (BID, 2006): CREDITREPORT,
CALTEC, DATACREDIT and MULTIBURO. All of RFR"s members are affiliated to at least one
credit bureau; 85% to CREDITREPORT, which is market leader by a wide margin, due to the

fact that it hosts 130 unregulated MFIs that other bureaus do not have.

Unregulated institutions are affiliated through the RFR, and a handful of COOPs are affiliated
through UCACSUR'’s credit bureau. The importance of the credit bureaus for the sector

cannot be underestimated, especially with such diversity of actors.

Another group of private sector actors are the private insurance companies . Alliances with
private companies are increasingly important, especially regarding regulation, in which
COOPs are forced to outsource non-financial services. The RFR is looking into facilitating the
provision of micro-insurance products for micro entrepreneurs, other than life insurance. The
possibility of providing an insurance against accidents resulting in the client being unable to
work, is being investigated. The RFR hopes to be able to lower insurers’ contract costs for its

members by taking advantage of the economies of scale that come from being a network.

Risk Assessment is another need generally met by private companies, who are
subcontracted by MFIs to rate their clients and portfolios. The primary risk assessment
companies in Ecuador approved by the SBS are BankWatch Ratings del Ecuador S.A.
(BWRE), Ecuability S.A (recognised by CGAP-BID, which facilitates financing of the services
for up to 80% For MFIs), Humphreys S.A., and Pacific Credit Ratings (PCR) (BID, 2006).

COOPs also make Project-specific alliances with private, non-profit institutions such as
professional associations, neighbourhood organisations, and the Andean Centre of Popular
Action. This cooperation allows synchronisation of development strategies, exchange of

shared knowledge, or representation of specific social sectors.

Networks

The sector’s largest networks are the Red Financiera Rural (RFR), an all-encompassing MFI
network, and UCACSUR, a COOP network with 29 members, a credit portfolio of US$144
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million, US$148 million in savings, and a total of 225.000 members (BID, 2006). The
networks” work centres on capacity building and training, technical assistance in social impact
monitoring, risk management, credit information systems, lobbying and representation, and

sector research and development.

The following table gives an overview of the sector’s local networks, and their members.

Table 16. Local Networks*

Details UCACSUR UCACNOR Manabi Esmeraldas TOTAL
9 COOP, 4 9 COOP, 15 53 COOP, 19
# of members 29 COOP 6 COOP

NGO NGO NGO

Clients 225.522 15.650 37.979 9.066 288.217
) Manabi Esmeraldas
Region Sierra Sur Sierra Norte ) ) -
Province Province

* Own elaboration, based partly on the information provided by BID, 2006, p. 88.

Information consolidation has been stepped up through the RFR’s work. The RFR has
contributed to generating information about the sector, by the sector, characterised by an
amount and diversity that stands out in the region. Toward the end of 2006, the network was
composed of 4 PFls, 8 R COOPs, 10 UR COOPs, 11 credit NGOs, 4 diverse NGOs, 4
second-tier NGOs, and 3 local networks (in the above table). Membership status is currently
changing and includes 47 members. The RFR shows stable growth; it has more than doubled
its membership since 2000. The total portfolio of its members is approximately US$800Million,
with more than 500,000 clients and 650,000 operations.

The RFR’s work is concentrated in three areas: (1) Political incidence and representation, (2)
deepening and development of the microfinance market by encouraging and facilitating
greater transparency, trimestral monitoring, providing product information, and facilitating
funding, and (3) institutional strengthening of its members by means of follow-up programs,
tool implementation, and focused trainings. It seeks to cushion the effects of dis-information,
through commitments such as the affiliation of all its unregulated members to Credit Bureaus,
and providing information to inter/national cooperation and donors. The creation of a private
legal framework for the regulation of NGOs and UR COOPs is also in the making, as well as a

national benchmarking system through the SIAG Program. The network also surveys its
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members to identify the financial support needed to achieve expansions foreseen by the
demand. Its members highlight that the RFR should continue to work toward continued
professionalisation of the sector, and its consolidation in representing the sector before other

sectors, the government, and donors.

The sector information currently available is based primarily on ‘traditional” financial
performance and basic outreach indicators for microfinance institutions. Information on the
impact of services, on clients and lending members, on social management of institutions, is
scarce. This is primarily due to the high costs of periodic impact studies, and the costs that
indicator and variable systematisation for database monitoring have implied thus far.
However, funding needs and concerns about the sector's health, have driven a renewed
interest in the importance of social impact measurement. The availability of new tools with
relatively low investments has contributed to its implementation. The RFR is currently carrying
out a pilot program with approximately ten of its members for the implementation of tripartite
monitoring: internal social performance management (institutional, employees), external social

performance management (clients/members), implementation of impact indicator monitoring.

The RFR has also taken up the gap in rural credit technology. Few COOPs have experience
entering into the rural market and lack the methodologies to do it. RFR has addressed the
theme through a manual for a rural credit product called Associative Rural Credit. The product
channels credit for rural agricultural activities through producer associations called Rural
Associative Companies. It not only seeks to reach a sector whose access to credit is limited, it
also seeks to shorten the productive chain, bringing producers closer to the final consumers of
their products, thereby reducing intermediation costs and increasing the producers” direct
incomes. This credit product is one of the tools that can improve access to rural markets. The
IADB has freed US$1,2 Million for this product, through a program in which the RFR acts as a
second-tier bank and takes care of the feasibility studies for its implementation in the
participating intermediaries. Nevertheless, credit demand in rural areas abounds, as well as
the demand for the exploration of different methodological alternatives to reach the rural
market. Some urban COOPs are preparing for rural credit. As well as the research for the
RFR’s Associative Credit manual, the RFR has organised internships in rural COOPs,
participation in RFR’s fora, and personnel training on the implications of rural credit.
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Members (and non- members) of the RFR are also affiliated to specific COOP networks, like
the UCACNOR of the North, UCACSUR in the South, and RECOOPSIC of the central
mountain region. These networks have had periods of greater and lesser growth and stability,
and only cover a very small portion of the cooperative sector: UCACNOR has 6 members,
RECOOPSIC 8, and UCACSUR 29. There is potential for growth based on the COOPs’
current interest in a COOP-specific representation. Competition levels among COOPs,
however, are high and the diversity of COOP size make group adhesion processes
challenging. Attempts at greater unification of the COOP networks have not always been
successful, although UCACNOR and UCACSUR signed an agreement of cooperation in May
2006, with the aim of formulating and implementing a joint development agenda (UCACSUR,
2006).

Whereas often COOP networks are preferred launching pads for innovative programs and
products such as microinsurance, in Ecuador COOPs are highly competitive, perhaps even
more so than the MFIs, making cooperation on innovation difficult. However, the networks’
activities are essential to their members’' stability and growth. UCACSUR'’s activites, for
example, include training programs for staff, a Credit Bureau (SIFLO, Sistema de Informacion
Financiera Local), a Technical Assistance Plan, and a Research and Development

Department (in association with Swisscontact).

4.2 Sector Needs

At sector level, needs have been expressed for technical strengthening, support in political
lobbying, and funding and investment. In all three areas the sector’s networks and donors
have covered remarkable ground, generating a wealth of sector-wide experience and
information that is unique in Latin America. Nevertheless, investment and cooperation support
are needed to strengthen the projects already started by sector actors, as are rural credit
programs, social performance management, political representation, employee training,

increased regulation and supervision, and national strategy development.

Technical support needs include funds for the implementation of Social Performance
Management tools in more MFIs. Social impact monitoring and systematisation (including
necessary software) should be made a priority in a sector where little is done to monitor

effects on end users. Information extracted from the use of these tools could be instrumental
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in determining other sector-wide strategies, such as strengthening the sector’'s gender focus,
and its access to rural markets. Gender-oriented products and strategies are not given

priority on sector level, although interviews with the MFIs point to a need for information.

Primary sector needs are:

* Resources for the implementation of Social Performance Management and social impact
monitoring

» Resources for external audits and improved financial management regulation

» Tools to access rural microfinance market and improve the sector’s gender focus

» Second-tier funding suitable for rural credit. This includes loan term and size flexibility.

» Resources adapted to special products (beginning business, rural credit, peer lending
groups, young entrepreneurs)

« Training and education of human resources, both within the networks and in the MFIs and
COOPs

e A study on the salaries in the microfinance sector. Little is known about the
competitiveness of staff salaries, while frequent staff rotation is a signalled problem.

« An analytical study on the current regulatory norms and its consequences on the MFIs
and COOPs, as well as suggestions for amendments to the current norms

» Resources to allow for more sector consolidation and political participation, especially

among the COOP networks

4.3 Sector Support

Current sector support is characterized by assistance to the RFR by Hivos, and also with
ICCO, NOVIB, and the International Institute for Communication and Development (IICD). The
sector's most important training providers include the RFR, Fundacion Alternativa,
UCACSUR, CEDECOOP, ASCAE, FECOAC, and ACSB. Technical assistance is also
provided by the RFR, Swisscontact and WOCCU. Sector support focuses on institutional
strengthening and capacity building, both of networks, as well as through the courses and

information that networks provide their members.
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4.4 Support Gap

Based on the sector needs and current sector support, one area where there is potential for
support to sector-level actors is in the funding of studies to analyse and revise current
regulatory norms and their consequences on the MFIs and COOPs. Given the importance of
regulation in the relationships between providers, the unique needs of microfinance providers
(as compared to the banking sector), and the growth in political interest in the subject, such a
study has the potential to play an important role in the future of the sector. An important
source of information is the RFR’s internal regulations system of unregulated organisations,

the SIAG. Experiences in the development of this tool point to specific sector needs.

Continued support for training and capacity building is important. Emphasis should be placed
on the way networks can contribute to members” rural outreach initiatives and products aimed
at strengthening the organisations” gender focus. Whereas RFR has worked on a rural credit

product manual, gender analysis and tools could be developed more at sector level.

Whereas human resource training is already addressed by donors through networks, support
for capacity building should be continued with special emphasis on the important thematic
areas underscored in this study and other needs that arise as the sector develops.

Finally, donors may be able to play a role in sector consolidation by helping networks improve
their geographic coverage, and diversify and expand membership by lowering network access

barriers for members, as well as networks” costs in geographic expansion.

4.5 Impact and Social Performance Management

Impact studies, as mentioned, are few and far between. USAID’s Project SALTO created a
data base in 2004 based on surveys on microentrepreneurs that can be of great value if
updated regularly in the future. However, its focus is on microentrepreneurs, not on
microfinance clients specifically, although the groups overlap. It is also an expensive project,
due to its nation-wide scope and level of detail. There is nevertheless a more accessible gap
in impact measurement among MFIs and COOPs, especially through the creation of Social

Performance Management databases.
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As previously mentioned, the RFR is actively promoting and assisting in the implementation of
Social Performance Management Systems among its members, based on a three part
program, where different components of the methodology are implemented in phases. The
RFR has one staff member dedicated almost full time to the promotion of the program, related
technical assistance, training, and its implementation and monitoring among interested
members. It has begun with a pilot program in which a few organisations will participate, with

the hope of a more widespread implementation in the future.

Funding support for SPM (social performance management) implementation should
emphasise impact on clients. The SPM package focuses both on internal organisational
performances and client impact, but impact on clients is still often left in second place, due to
the high implementation costs. Impact being the raison d’étre of the MFls, special emphasis
should be placed not only on its monitoring, but on the development of strategies to improve it.
Not enough emphasis is given in the microfinance sector as a whole to “listening” to the end
users and achieving real impact. Literature on the reasons for the sector’s success describes
the internal financial indicators of institutions, the governance, the efficiency of credit bureaus,
but there is a glaring lack of literature elucidating the sector's success at improving the
livelihoods of its users. This is particularly important in the incipient rural branch of the sector,

as new strategies are tested.

The cost associated with the data base adaptations and the training is an opportunity for
donors, as smaller organisations cannot always make the necessary investments. Giving
access to this tool to smaller organisations is valuable in terms of the information that can be
generated, as it opens the door in the future for comparative impact studies between
organisations. It is therefore recommended that donors play a role in ensuring that a diversity

of organisations implements SPM working methods.
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5. Conclusions and Recommendations

The three primary groups of actors—the international cooperation and donors, investors, and

governments—can contribute to those areas that require most attention in order to strengthen

Ecuador’'s microfinance sector such that a positive impact in the social and economic

development of its final users can be achieved. A sector strengthening strategy for Ecuador

should be based on three interdependent approaches: technical strengthening
strategy , and political incidence
in rural outreach , impact monitoring

, a funding

, grounded in the improvement of the sector’s performance
, and gender. The following table sums up the current

strengths and most urgent needs elaborated upon in previous chapters, for these three bases.

Table 17. Strengths and needs of the three bases of

sector strengthening

Strengths

Needs

Technical

strengthening

» Sector studies
» Specific training of clients and
members

Social Performance Management

Social impact monitoring and
systematization (including software)
Tools to access rural microfinance
market

Tools to strengthen the sector’s
gender focus

Self-regulation and external audits
Training and education of human
resources

Information about the remuneration
standards in the microfinance
sector—a survey by a qualified

institution hired by the RFR

Funding
And
Investment

(second tier)

e Diversity of
(funds
institutions and alliances)

funding sources

come from different

» Competitive interest rates (MFIs

Funds for rural credit (longer terms,
‘space’ to give larger loan sums at
longer terms)
Resources

adapted to special
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Strengths

Needs

expressed satisfaction with the

interest rates charged)

products (beginning business, rural
credit, peer lending groups, young

entrepreneurs)

Political » Cooperation with local
Incidence governments
* RFR representation in national

forums.

e Continuous sector consolidation for
representation and incidence in the
formulation of national policy

» Strategies for rural and agricultural
development

 Regulatory and supervision norm

analysis

Beside the three thematic bases, it is also possible to differentiate between three actor
groups. A support strategy should take into account both the thematic bases and the actors.
The actor groups that can be chosen to work with are: (a) the ‘large’ regulated organizations
that offer financial security, and a large number of operations, but know little about the impact
they achieve; (b) the ‘small’ unregulated organizations that enjoy breadth of outreach, a large
number of operations as a sector (but not individually), and are more vulnerable financially; or
(c) a third option is to work through the available networks, reaching all network members,

albeit some to a greater extent than others.

Different strategy options can be derived from combinations of the thematic bases and actor
groups. The possibilities are not mutually exclusive. It is possible to opt for different strategies
successively or simultaneously. The recommended combinations of thematic support bases

and actor groups for strategy definition are detailed below.

THEMATIC SUPPORT BASES ACTOR GROUPS
1 Technical strengthening A Banks and R COOPs (‘large”)
) ) UR COOPs and NGOs (medium
2 Funding and investment B
and small)
3 Political incidence C Networks
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1
(Technical strengthening)
+
C
(Networks)

Support is channeled through networks, for
example the RFR. Support focuses on the technical
strengthening of the sector, emphasizing social
performance management, impact, gender focus,

and depth of outreach.

The need to monitor social indicators is undeniable
for the institutions as well as international donors
and investors, and the sustainability of the sector.
Catering to women has been a successful
microfinance strategy both in terms of the impact
caused in the client as well as the institutes’
portfolio quality. In Ecuador the sector still has
growth potential regarding service to women.
Another advantage to this focus is the
specialization in training and technical
strengthening, and the direct and indirect
participation of an array of actors through a
network. The risk of working through a network is
that some actors are inevitably excluded, and
measurement of results is complicated. Non-
members of the network would be left out (the RFR
represents 47 of potentially more than 800

intermediaries in the country).
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1
(Technical strengthening)
+
B
(UR COOP and NGO)

Work is done especially with institutions that have
specific social missions and potential and desire to
grow, but need institutional strengthening in human
resources, systematization, and social performance

management.

Institutional strengthening is in demand and
relevant not only for the institutions but for the
sector as a whole. Strengthening institutions can
represent an outreach deepening strategy.
However, ‘betting on the small actors’ implies major
risks along with great potential for results, and is a
path to be ventured on only with the necessary

experience.

2
(Funding and Investment)

+
B

(R COOP and NGO)
&
C

(UR COOP y NGO)

Flexible channelling of funds for products with
special term and sum needs not yet met, like rural
credit. It is carried out through regulated or
unregulated institutions with the administrative

capacity to manage such funds.

The advantage of this strategy is the relatively long
cooperation term and the opportunity to fill a
funding void, contributing to the development of
rural credit. One disadvantage is the possible
exclusion of COOPs that do not administrate
second-tier funds, or initiatives that have not yet
reached the administrative stability necessary to
qualify. The risk is financial investment in credit
products whose methodologies have not been fully

developed.
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Pre-determined priority themes (such as access to
rural credit and the importance of social
performance management) are addressed through
networks. Participation occurs on three bases: (1)
funds for training and implementing the necessary
technical systems and tools, (2) second- tier funds

designed for specific tools (like rural credit), and (3)

co-representing the  counterparts” interests
1,2,and 3 nationally and internationally. This representation
(Technical strengthening, also includes support in the regulation cooperative
funding and investment, and debate, seeking to answer current questions about
political incidence) norm differentiation  for  cooperatives and

+ reinforcement of supervisory obligations.

C

(Networks) Due to the integrated structure, thematic

reinforcement is strong. For example, rural credit
can be learned through training workshops, carried
out with the funds destined for that purpose, and
complemented for greater sustainability with
infrastructure and organization improvements
organized through government cooperation. The
risk is the possible loss of focus or direction due to

the diversity of “fronts” worked on.

Each possible strategy implies different levels of risk and investment, and different working
approaches. For example, the most direct way to get to rural credit users and potential users
is through the regulated and unregulated COOPs who are operative in the rural areas. Many
of them, however, are small organisations, and few are affiliated to a network, which makes it
more difficult to monitor results, and share learned lessons with other actors. It is also an

obstacle to replication of experiences, and expansion of pilot projects.
However, there are high priority themes relevant to all the sector’s actors, that should be

included in any strategy, regardless of the approach or risk level assigned to the cooperation.

Throughout this document these themes have been mentioned and repeated, including: rural
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credit, financial services for women, and monitoring of impact and social performance
management. To these may be added the development of microinsurance products,
particularly health and life insurance, and crop insurance for farmers. These are some of the
most complicated risks to insure, yet are those to which the end users of microfinance

services are most exposed.

The microfinance sector in Ecuador is a mature sector, experienced in the provision of
financial services, fierce competition between actors, and risk management. It boasts
satisfactory benchmarking indicators. However, it is a predominantly urban sector, and a
relative novice at measuring social results. It has the necessary mechanisms and structural
conditions, including a consolidated and dynamic national network, recognized both nationally
and regionally, several local networks that also serve as research platforms, and the proven
need and initiative to innovate. It also has available to it new social performance management
and rural credit tools (associative rural credit guide) needed to drive change, and to measure
how effective that change is in the people who are ultimately a reflection of the country’s

development path: the microcredit clients.
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Annex 2: Project Agenda

This is the register of the interviews with microfinance providers carried out in Ecuador as part

of the information compilation for this document. Annex 3 contains the directory and contact

information of the organisations interviewed.
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Annex 3: Directory of Institutions

The contact information is presented in two tables. The first is the directory of organisations

that participated in the study, and available information on other mentioned institutions. On the

following page is the directory of RFR members as available on the network’s website.

<http://www.rfr.org.ec/pages/miembros/indexDirectorio.php>.

CONTACT
ORG. CAT. ADDRESS TELEPHONE WEBSITE E-MAIL
PERSON
D
o
! " AT > = b (¢ § Js&
( ( * ++,
# ) < & 7 =E b X
! EEE Ol% E
' 0- OIE
7D =
= 2
TEED =
#8 1
/ , 4 5 6 o Bl > 7 bohogk J b &
4 % A > =
AE
B J
): # 5 .
3 & m 7 b )
51+:0 53+ @
- 84 ED § J
) X
+ = I7E
on
! 7D I J (¢
4+52_2 * 44, X
5 IcC
5
0 <
: § <)
3 ’ # 7D = ') b J X
01+) 53+
31 ) &

64




CONTACT

ORG. CAT. ADDRESS TELEPHONE WEBSITE E-MAIL
PERSON
* 5
IED # D |
#
* 20 53+ 0 " AE A J L]
#
0 | ===
| 1A
- 7D C 6 6 b
2 6@ * 4+ #
& C CD
’ mC
5 * 5D = H#
* 4+ 7==b> C
;o1
’ ’ AC
D D7
# 0 H =7= - 70D L] L] J
* 4+
CA7 > D7
CE
8 ( B 7 7D DCC
++,
B 1 - 8 # B ( 17 >DCC 7
! 7
7 AC
- K #Hé& 1 B J
- < * 4+ DAIC C
*& L b
B 7 El
4 - i+ HB)B =
++,
0 6 1 <
, &
" 5" 5
2 IE | L] D A
* 4+
< 5 0 3 EIE7
4 ,
8 D =E J L
2#
0& o 53+ ; EIEE> =E J
;1 EEDA b
B
3 .

65




CONTACT
ORG. CAT. ADDRESS TELEPHONE WEBSITE E-MAIL
PERSON
* IED
7D ( » i b
02 0 " § b
I=== > §(LMAC
1%,
§ b &4
* 1> 02
>
b= 2 7D
5 770 7= 1A7 § b & Jd §
02 ++, 02

04; G 77 11A

, EDCA= C

b I = 4 (
0 ;

! 7D 7 oo J "
0! *0)
53+ EEEI &4

# BB + 41

0

66



“ojjolesaq

ToapEat SR (T T T opnE £9/785660 / /79557 #e) /2889-L7E ' 4704 1TE| ‘ogid 43| Iopenag |ap seled einey sen 0T |2 oAody ap eanoyed uolun - 34¥0N
W3 'upjoD & oipedsy 8B GOL-FZN B0 8P DU0juy a3d
S CEE e g S e ] BRI 608119790 8/5056250  S1E009290) ZaW0g) 0I0poaL A SpLEL 1INS EERRYEEEE T m_Mx, HONDYON
281027 13RIN0SSIMS T 118U 18U1ES 0INEIL0ISSIMS oung LOVEZET ' FLLOVFT anfewog K Oyz uolir sai0)4 EPEZOT] UIP{uEly NGO 1JVINODSSIMS
EquEGnly 900CSEZED ' 05BFETED OuBIqUIEY S0LEY A GI-0E S0jBAE( O|ETUDY Y ouoifio] euljele] qumh 2IS0023Y
bk K K 0JeXa] edauosel e aual
|inbetens BO/BIECKO XV ' LB0009ZFD DOVODSE ¥O|  pymyuy) ers) orondsap, oowewsy doo sty e ULELIUARDG LG I9ND WOIMUON WZNVITY HOISIW
oung T 18 ZE0-FPST '09TERST 0s1d "ol 'uos|iah & 076 elap upaT uenp 358N 3s0p 39NO DJ310SHI
TR R D T T oing YEBEDEZ ¥BJ BFEE0GZ|  [210H [2 0WUNF EOZ 0N BUIDYQ 0510 0punfas Esswing 0padle] uplioies 29NO DINYANNA
w2 ydkjosdaii@eiue 'wod ydijosdaigope||od| auno 005-3/67| taaz 228 0pE|og euain] 4z 9N 4dA 105434 NOIDWANNd
Ypa BZ|ES 03513URI] A £ES R N 40N1I0 AR 7] Ay v
aa'md yai@noieny)  equieqory 05:-8r6 -E0 OUBIGUIEY S01ED) A SLEE SO[BAB( D|BZUDD Wy Junaje4 sojes ANO 0JUYW NOIDYANNA
TR A AP S 8 S TR A OB g oung 1000752, auIEZaly 'UDjaY) Saual WP 'GrEL UDjo) Ay ueaBe(iy oply|  dZ ONO 73IN0S3 NOIDWANNA
ayng ZEBEER ' OFY-ISHE oheauapy ofiny 4 0/1-5EN UZLIZNG [anuejy ohewe] onely)  dZ GNOD NOIDDY NI ¥aNAY NOIDWANNA
\ \ \ ] ZapUELIAH
oung| areroze 'Fasrars 00Gr9TT | ESrOTT  0B5rSTT eUE2I0] BIS| 3 UDZULG E|S) 21IUZ LALYN [BPNEID Med | oo e pepajos 39NO WAILYNYILTY NOIDWANNS
SoIy 5Im (¥I¥SIHANI0DIN
Blle Jg(n|a: - - E1S07y QUELE| g & -0 BADUDPEALY SUIE iy 2
ql SLrFLSEE0 21N E6E-1Y37-00 Y Wy £ 089 peAY P SNO 0110UHYS3a 30 OONO) IWIT04
, \ /0514 eze|d .
Bio oa-eauyieunzw fio-as-eauyiie)eap ‘B0 ga-eauy@aeouodp oung FrFL9PT 8 09919F *qd $0F-E0F 19F7| seuozEwy OIOYPS " eBeziy 850 A £7 |-GEN SEUDZEUY Ay aoung ofiaig U'S YONIH
IFI-FE5C 920 0S1d Olf EQUE[T
au dooiueuyieauaiah apn; . . . | . ; BlSINED ULE
’ il ""0| -goozcanesse 671 -5 /LI ESS SALPAGE] oWl U9 "SRy 4013 My K S5-EEN BIAWRIOIT 2P 8 Ay FhneE wew| 8 avad d00INNI
a8 Bin dels)@ddsy 0N 20025 FF2-7S5T BUNI0g 4 47y BaI0||Ep ojjaucy asor| IGNO dd3ad
38 i 0i@sadey elo] ¥74-485 1¥0G/540 eyd03ele] £ g0LEL 23 sai3ejed sIn I9ND 530%d
e e [SI§s] JTEFTTE UBSERFC | 059EC50 ¥ 05Id [PEIA0) 1pg s FENTy & Er|E SEU0ZENY OUEIOY 035190ET] SOND HI0dS3
SELIES
oung 97RYSST FLEETSE| ei8yy ugs uenr & |00) uoiod|  shuop seoiegy Ajsn| 892 ONO 10103
B I ol OAELIE] |
oung £181877 'EEE-56T ejanzauss k ggg ofarsy s1puBS SELY 1By 3410340
EAaNT) OUBHE K |[2NBIj OU 24U3 Z§G 210
ST : eauang \Or-5207 A657-0r 8/ 20 812658220 zanhsea auaned) o I¥0D 0AYNZY NIQYYrd00D
WOTOOEADE 0TS | BZETIUE) 9910070 ' 11 LO0ETL0 iy ek wy & odepy Bp DuALIIg Wy | oulpLy DoIULA DB HN DF0D WZVZLNVA 'd00D
njequIY| ¥BF/ZBCE0 0995C87E0| Bl SEWOL A DpEUDRiE AiuA GEN Eluaid) BiawIg EAOPIOI RPNy Jw00 HYINdOd HOINN "d00D
seUgeso .
T . T oIy SEF/SER-BEETED /205 BO6TY C51-BE6T/ED) [eua] Bnbieg [E 8JUB1J GES OZEIOGUIYD ugIng 8sor| Y O¥09 3SOr NYS "d00D
TRy e y P ————— k T .
ojequy 055-vE8ZE0 " BE-LEF-ZED " FOS-0E8-E0 ap 71 i & Elas ouBlusg uenr aiua 4 ognsen|  CTWOIEOL 0pundas) W Ow0D 131¥ I¥S "d00D
ORI BWICH[] RZF ¥ AP 40308 eumbss ‘ove(os & mbefEng
WOT 0UUe Lo 0 RS S 7 ojeguy J5FECEZED / 196-079-E0 / 0LE-928 -E0 ofiueyy osugyy s Y 2909 YHNY DNHSNW "d00D
BRI BEEE09Z-00%E) /8EZ - £56 /90 0/a1ag # 01 ok 84ng SOIEEG YRUET| oo SYAINN STHAFMW 00D
oun & 103 OWOEERL oeuegry manias| N QW0D JIHDHAHSND YLINDYW *d00D
uafigng g 'Lz epualag M3 GREFZETFFEYZET| eisalB) el e ownlwely £ || |-G1S aU0) &) ap [Buape] Wy i ’
|Inbekens S0L0FZY0 'BLLLFZFD eUENY 2230 £ £ OLZF eialey ugnded awnaer afior| 4 9¥02 I¥NOIDVN ¥1°d00D
eouang E1ErEERZ0 XE)|8) PE/EES-GYE 55-GVEEL0) saun esuag & gg) ewe Bl O3EL|  HN D00 Q3043 ¥1°d00D
ojequry| 95919260 / 69E - 528 2 €0 oaOp £ P2 BiGuBKoU Bp Z| 8)jED BUEBERLY VB w0 ISYA AMTINH "d00D
1snefes ZheFEBRTL0 G W 0287 ZBYORIO Ay JEAAy OILUSEI0[] o v <._.m_mm_m_wczn_
YHYIHO1¥NI3 ANLNIANr 00D
w0 PRy o0 RO Do peE AT URE oing ¥EBLIFE FLGTECC &|MeQ DIZOLEIS F 051980 BNy OME] A5 EINEN BIpUBS| o won YaIAGNOD "d00D
IGRUER 00/969750 LEASES750 euinbsg Zagd & eyauialg ERElY ORUEWES] o 903 g1 IHOHD "d00D
BqLIEq0IY DBFESEZEN / B7GES67ED / EG/BY6T 0 ulnr k9597 eyedsy BIANE 0OLNEW| 4 9v00 Ty HOIJOY "d00D
oing ESB9CEE 60LO0ET, (e13a0|3 ) BUINbs] EUDjaaieg A eiesaNg 8D UDipET 0SDPIE] UUBMIES | Y JW 0D 0110HYYS300D
inbjofiueg OBIEEET |GE54EET) eus)obUES) S8U| 8§75 UDIBRIED UDPY Wy BUNIOjENS i) MM R03 ITTwA 130 201 D¥0D
IO
ayng ZE9B5ST / 618-9777 |9 uoue 17 upS ' Alonion an 71 A e el Y Blliped &l1233 39NO [UCEEER]
ayng $500957 |£/9-9772 '808-0057 ojipeaiap £ 0281 euaUry Wy | epRIUOW BIpUEXAlY SNO SIDIAYIS 431138 DITOHLYD
suiefes FOLIHB X8l FO0-09E7 BUEIS3|ES BSET) "EOT | UMEL BllEIEN Wy ZapuELIaY uniAg 39NO AWVAYD 30 YNISIJWYD YSYD
R O e a)nin EFO0977 H'W ¥4 0970977 B3I07) & JOOC SEUDZEWY Ay [T NERE QIHYAIT0S 0DONYE
] EE R T R ] ouno 078E009 064£009) euInbsT edienyery £ seuozeung iy  oosloeg 11038D04d 0DHVE
LR G CEFTeb 5 e Te17) (33T R s i S ST TRRRE R Ylauer |y 0Jpad
70 0R|0S05E OHEZEES ATURT 180 LR OMDJ0e[0S05% . g BES0H B TEZEE
oung EL0r985T *d T2088FT/ B66TLPZ| op janbiyy £ £)rg oy zeyoues oosiousry usjsaien min|  fousy ‘plowy sion ANO NQIDOW A A¥0IH¥AI0S NOIDWIDOSY|
EE T e o PP i A IR Tt e o] SETETTI)
oung BrPOr9z / B957CTHE) ZERTPIZ/ 92 - S¥Sz| 2P CIPEIsT |2 eucBeip ofepy ap 013 4 eise ueliag enfelus) ennjg 99N0 SIHIAQr 30 WHYLLSIHD NOIDWIDOSY|
'S0 08ld 0p7| 'EUled P 'SEUDZEWY A QF9 B A
TRE] [ awand ] [P EEREIN I NOIDJTHIA [ JINVIN3SIddTd |  oOdiL HODNLILSHI |

a3y v 30 sOYgN3IN 3a v1sii



