
2

Factors That Contribute to Exponential Growth: 
Case Studies for Massive Outreach to the Poor 
and Poorest

Alex Counts, Roshaneh Zafar, and Erin Connor

      SUMMARY

The argument for accelerated growth in microfinance is based on the per-
sistence of mass poverty and the fact that microfinance has proven to be
one of the few antipoverty approaches that is both effective and scalable.
However, barriers to microfinance outreach remain and must be overcome
if optimal levels are to be attained. 

Rapid growth (in terms of client outreach) should be pursued aggres-
sively and with a sense of urgency wherever growth-ready microfinance
institutions (MFIs) are operating in a reasonably enabling environment.
Backing aggressive expansion plans of well-prepared MFIs will impacts
those clients that are targeted who are reached and will also have a signif-
icant impact by demonstrating the growth potential of the overall sector
while spurring innovation. Exponential growth can also enable MFIs to
realize economies of scale, allowing for the lowering of interest rates. 

Factors Contributing to Rapid Growth

Based on the trailblazing experiences of Grameen Bank and other MFIs in
Bangladesh, as well as the three case studies highlighted in this chapter,
the most important factors contributing to the success of rapid MFI
expansion can be summarized as follows:
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• Strong entrepreneurial leadership. Although effective leadership can
take many forms, it is essential to assure financiers, regulators, staff,
board, and clients that the sacrifices required for rapid growth are
worthwhile and will result in success.

• Adequate financing. Ongoing liquidity and funding are absolutely
essential for scaling microfinance institutions; even a temporary
liquidity crisis can cripple an otherwise sound expansion strategy.

• Some degree of regulatory support. Among the activities that scaling
MFIs need to be effectively permitted to undertake by the govern-
ment are lending to the poor for productive activities; receiving
external financing or being able to mobilize deposits; hiring and
compensating employees; and charging interest rates compatible
with long-range sustainability in the particular market. 

• Strong focus on microfinance, sustainability, and effectively serving
a particular niche. MFIs should focus primarily on providing micro-
finance to the poor, with other services being secondary and consis-
tent with the goal of sustainable growth of the MFI and its clients’
businesses. However, well-designed “credit plus” programs can be
essential in ensuring that income gains of clients are sustained,
which in turn ensures the long-run viability of the MFI. 

• A large unserved market. For obvious reasons, relatively large num-
bers of poor people who do not have access to microfinance services
are needed in order for any growth strategy to succeed. 

• Ability to attract, harness, and retain talent at all levels. MFIs must
be able to recruit, develop, and keep quality employees in order to
sustain growth. Performance-based incentives (financial and nonfi-
nancial) and promotion as well as training opportunities are often
important elements of strategies to achieve this.

• Effective information management systems and financial controls.
Having a system that produces relatively accurate and timely infor-
mation becomes especially critical as an organization reaches scale,
as it allows for effective decision making and prevention of fraud. 

Some of the nonessential but important factors that can contribute to
the success of a growth strategy are a strong core team beyond the CEO,
good governance and strong stakeholder support, financial products that
respond to a clear need among the target population, and country-wide
economic and monetary stability.
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The next part of this chapter features three institutions: Fondation
Zakoura in Morocco, Kashf Foundation in Pakistan, and Amhara Credit
and Savings Institution in Ethiopia. Through these case studies we will
address in greater depth the conditions necessary to allow for exponential
growth.

Fondation Zakoura: Morocco

Fondation Zakoura, based in Casablanca, Morocco, experienced its
period of greatest growth from January 2000 to December 2002, during
which time it grew from 16,055 to 103,720 clients. During this period,
Zakoura’s client outreach grew at an average annual rate of 87%, and its
loan portfolio increased from $1.53 million to $15.9 million. The operat-
ing expense ratio declined by more than one-third, from 27.59% to
17.12%. Portfolio at risk (PAR) remained below 1% throughout. As of
March 2006, Zakoura had reached a total of 193,787 clients.

Key factors that contributed to Zakoura’s growth during the period
under study include its confident, risk-taking leadership; a supportive reg-
ulatory framework; and Zakoura’s early willingness to take on local cur-
rency debt. A grant of $3.7 million from the Hassan II Fund came at a
critical time, and cost control at every level of the organization ensured
that it was used prudently. Zakoura’s effectiveness at securing resources
and designing systems “on the fly” as it scaled up was critical, and its alli-
ance with Save the Children was also important. 

Kashf Foundation: Pakistan

Kashf Foundation, founded in 1997 and based in Lahore, Pakistan, under-
went a period of exponential growth from 2001 to 2003. During this two-
year period, Kashf’s client outreach grew from approximately 7,000 to over
45,000 clients, for a growth rate of 117% from 2001 to 2002 and 189%
between 2002 and 2003. Throughout this entire period, PAR remained
below 2%. As of March 2006, Kashf had reached a total of 80,191 clients.

The most critical factors contributing to Kashf’s growth during this
period include a clear organizational vision, strong leadership, sound cor-
porate governance, and a singular focus on financial service delivery to
the poor. A period of preparation prior to the growth period was used to
adjust the methodology, standardize products and systems, and develop
simple and easily replicable products. By charging a price for its services
that would make the program sustainable within five years, Kashf was
able to grow with reduced dependence on grants (compared with other
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MFIs in Pakistan) and to avoid the need to raise interest rates later. How-
ever, the availability of grants and low-interest loans during its growth
period was essential, as they ensured adequate liquidity and sufficient
resources to build the infrastructure and internal capacity needed for
rapid growth. 

Amhara Credit and Savings Institution (ACSI): Ethiopia

Over the span of four years (2001–2005), ACSI nearly tripled in size,
from 150,000 clients to more than 434,000. During this time, ACSI main-
tained a repayment rate of 99% and an operating expense ratio under
10%. This regulated MFI showed that even in challenging regions of sub-
Saharan Africa rapid growth and cost containment are achievable. As of
April 2006, ACSI had reached a total of 446,625 clients.

Upon careful review, the essential factors contributing to ACSI’s
growth were an overwhelming demand in an underserved market; strong
support for the growth among all levels of staff; and regulatory support
through Ethiopia’s microfinance law, which was enacted in 1994. ACSI’s
ability to collect savings and on-lend these funds has been a key factor in
its ability to ensure liquidity (the MFI had mobilized almost US$29 mil-
lion in net savings as of December 2005). Strategic and consistent donor
support was also especially beneficial to ACSI in the first few years of its
growth phase. The support of the local government has been helpful in
many respects but challenging in others. A credit delivery methodology
based on group lending and risk assessment by respected local people has
served it well, but with increasing competition it may need to be revised in
the coming years. In addition, an enlightened approach to human resource
development has been important, along with the strong leadership of
ACSI’s executive director. 

Bearing the lessons from these and other successful growth experi-
ences in mind, and the vast numbers of poor families worldwide who have
not been reached, a sustained global effort to scale up microfinance for
the poor and poorest is clearly needed and would represent a sound
investment toward reaching the Millennium Development Goals. Microfi-
nance managers and boards, regulators, financial institutions, donor agen-
cies, the media, researchers, and the general public all have critical roles to
play in this effort.
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THE CASE FOR URGENT AND STRATEGIC 
PROMOTION OF EXPONENTIAL GROWTH

The core argument for promoting the rapid growth of microfinance for the
poor, and especially for the poorest,1 can be summarized by recounting two
scandals of our time. The first is the persistence of extreme poverty in a world
of plenty, with no massive global effort to reduce it. The second scandal is the
astonishing underinvestment of financial, human, and intellectual capital in
the refinement and growth of one of the few antipoverty approaches that can
grow to become financially self-sustaining.2 While there are many ways to
approach poverty alleviation, microfinance is exceptional if not unique in
that it combines a robust antipoverty strategy with strong business discipline
that enables it to self-finance to a large extent. In other words, rather than
representing a trade-off, scale and sustainability can go hand in hand and, in
fact, reinforce each other. Still, the inability of most MFIs to achieve optimal
scale continues to stymie microfinance’s contribution to the reduction of glo-
bal poverty. This chapter will attempt to demystify this process of rapid scal-
ing by studying three organizations that have achieved strong growth, which,
if replicated by the hundreds of other growth-ready MFIs, could play a major
role in achieving the Microcredit Summit and Millennium Development
Goals. The opportunity was summed up well by microfinance practitioner,
donor, and advocate Marshall Saunders, who said, “In this world of plenty,
poverty continues to be with us as it always has. However, the ability to scale
up microcredit to millions of poor people in a sustainable way is new, and
known to be effective. Yet, there is not a serious global effort to scale up. It’s
like smallpox, where the ability to prevent the disease was known two hun-
dred years before its eradication.”

Poverty is prevalent in scores of countries and afflicts approximately 3
billion people.3 Particularly among the poorest one-third of this demo-
graphic, the costs in terms of wasted human potential, unnecessary suffer-
ing, civil unrest, and environmental degradation are staggering.
Furthermore, poverty continues to have a predominantly female face;
70% of the world’s poorest are women.4 The link between the scaling of
microfinance, the reduction of poverty, and the empowerment of women
is best seen in the case of Bangladesh, where microfinance not only has
contributed to lower poverty rates (which have been documented else-
where) but has also positively impacted the choice of family size and the
education of female children. According to a recent study on demographic
change by the International Centre for Diarrhoeal Disease Research in
Bangladesh (ICCRD,B), the fertility rate in Bangladesh has decreased
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from 7 children in the 1970s to 3.3 by 2000. This drastic decline in fertil-
ity can be attributed to changes in income levels, women’s education, age
at marriage, and women’s empowerment; according to several studies,
microfinance has positively influenced several of these factors, including
income, access to resources, women’s empowerment, and even the ability
to pay for girls’ education. Despite this, microfinance has been compre-
hensively scaled up only in a very small number of countries, such as
Bangladesh and Bolivia, even though it has been shown to work effec-
tively in most nations where poverty persists. Many growth-ready MFIs
have seen their business plans languish and their capacity to grow remain
untapped.

It is important to review some of the arguments for pursuing modest
growth, as they have some merit. Clearly, not every MFI is prepared for
rapid growth—which, for the purposes of this chapter, is defined as
annual growth in outreach of 65% or more for at least two years—at
every phase of its existence. Some are never prepared for such an effort.
Pursuing rapid growth without adequate preparation can lead to organi-
zational stress and even meltdown, which could constitute a setback for
the entire microfinance sector in a country or region and require decades
of “re-educating” clients on the mores of credit discipline. Pursuing
slower growth by financing expansion largely from the retained earnings
of profitable institutions, rather than from external sources of finance as
is usually required during a time of rapid expansion, may place less of a
strain on the human and financial resources of MFIs.

However, a central tenet of this chapter is that rapid growth should be
pursued aggressively and with a sense of urgency wherever certain precon-
ditions are met, the most basic being the existence of MFIs that can dem-
onstrate the potential and commitment to achieve strong growth and
poverty reduction. The case for promotion of rapid growth can be sum-
marized in the following five arguments:

1. Maximum Poverty Reduction

With the growing evidence that microfinance contributes to the reduction
of poverty, including extreme poverty,5 it stands to reason that where the
preconditions for rapid growth are in place, and where poverty is ram-
pant, a serious effort should be made to support all “growth-ready” MFIs
in making the maximum contribution to the achievement of national and
international poverty reduction goals. A detailed study by Khandker
(2005) of panel data from Bangladesh reveals that microfinance has a
considerable impact on reducing poverty, particularly among women,
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along with enhancing economic opportunities for the village or commu-
nity as a whole. Khandker has also shown that the MFIs targeting the
poorest (those below $1/day per capita) are comparable in financial per-
formance to those MFIs not reaching the poorest. In other words, scale,
sustainability, poverty targeting, and impact can go hand in hand. 

Identifying growth-ready MFIs is critical in the context of resource-
constrained environments, as it can lead to better results and less waste of criti-
cal resources. It is important to remember that growth is not an end in itself but
a means to achieving larger goals of poverty reduction. If an MFI appears to be
failing in its goal of reducing poverty (either by not reaching the poor or not
benefiting them), the development case for scaling it is questionable—
notwithstanding any potential to generate profits or increase client out-
reach through instituting a growth strategy. Several impact studies have
shown that microfinance acts as an income-smoothing opportunity for
households, along with enhancing incomes in the long run. 

2. The Demonstration Effect

When at least one MFI has the courage and support necessary for rapid
growth, and succeeds in doing so, this often has the effect of prompting oth-
ers to grow, essentially representing a “public good.” This dynamic, once set
in motion, can lead to sector-wide growth and innovation, as well as stimulat-
ing competition that benefits clients. This can be a self-reinforcing, virtuous
cycle, but one that often needs a catalytic agent—a fast-growing MFI—to get
the process started. Furthermore, it can prompt other corporate- and social-
sector actors to think creatively about delivering nonfinancial services to the
poor and poorest, either by piggybacking on the infrastructure of the larger
MFI or simply by adapting the MFI’s success strategy for creating financial
and “social” profit where none was thought to exist before. Even where
microfinance is relatively widespread, rapid growth in serving new niches (for
example, the rural poor, the destitute, or beggars) or delivering new products
(for example, micro-insurance or health education) can have the same dem-
onstration effect but in a narrower sense. However, one word of caution here:
is that big is not necessarily always better, especially if an MFI grows quickly
by accessing subsidized funds and effectively passes those subsidies on to cli-
ents by charging interest rates that are clearly unsustainable. This is particu-
larly true of some new microfinance banks that have been backed by
governments, where the bottom line is measured in terms of numbers of cli-
ents rather than financial health. In such a case, a rapidly growing organiza-
tion could stunt sectoral growth, at least in the medium term, even as the MFI
itself grows.
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3. Promotion of Learning and Innovation

While the promotion of rapid growth—which must be the top priority of an
MFI’s senior management to be successful—can temporarily stifle innovation
in areas such as new product development and sector-wide collaborative
work, it can also prompt breakthrough thinking and action. Types of innova-
tion that have been achieved in times of rapid institutional growth include
realizing and taking advantage of economies of scale; effective delegation and
empowerment of mid-level staff (by necessity if not by design); recruitment
and retention of staff (through rapid promotion of high performers); securing
enhanced stakeholder participation and support; systematizing, standardiz-
ing, and simplifying policies and procedures; and crisis management. These
growth-induced lessons are available to the MFI even after it slows its
growth, and they might filter out to other MFIs who are likely studying the
growth process. Those MFIs that proactively share their knowledge and
experiences with others will experience enhanced and accelerated sector-wide
impact.

4. Realizing Economies of Scale

Most MFIs are not optimally scaled and as a result are relatively inefficient.
Due in part to the underinvestment in microfinance by development agencies,
and the short time horizon for realizing profits of some commercial and
quasi-commercial investors, the poor have been forced to pay for most of
these inefficiencies through high interest rates and other fees. That the poor
have been able to shoulder this burden reflects how productive and motivated
they are, and demonstrates the long-term potential of microfinance as MFIs
become more efficient. The high costs of MFIs can have significant develop-
ment (poverty reduction) as well as political consequences. On the develop-
ment side, if the estimate of $4 billion in outstanding micro-loans is correct, a
reduction in effective annual interest rates of 5% (from, say, 25% to 20% on
average) would mean an annual windfall of $200 million for the poor and
could also reduce pressure from governments to impose restrictive and harm-
ful interest rate caps. To put this in perspective, $200 million represents the
equivalent of USAID’s entire annual expenditure on microenterprise develop-
ment. The recent reduction of interest rates by SHARE in India (from 30% to
20% effective) and Al Amana in Morocco (from 40% to 26% effective), due
in part to realization of economies of scale, shows the potential for operating
efficiencies to be passed along to the customer. At the first annual Sanabel
conference in 2003, Beth Rhyne of ACCION presented an important study of
the microfinance sector in Latin America that suggested similar long-term
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trends. Of course, it takes quality managers to realize economies of scale and
to put the liberated resources to work for clients as well as the institution.
While mergers and acquisitions may play a role in the realization of these cost
reductions in some markets, the rapid expansion of MFIs to optimal scale
must be a central part of this process. Another important consideration is the
extent to which quality MFIs have access to external equity investments. In 
most cases where these investments are readily available, it becomes easier to 
pass on cost reductions to clients since retained earnings need not be the main 
contributor to building the equity base required for growth. In particular, 
these retained earnings need not be used for leveraging commercial debt 
or for absorbing the short-term losses of branches before they break even. 

5. Influencing Regulators and Policymakers

While it is clear that some minimal degree of effective regulatory support for
microfinance is a precondition for rapid growth, MFIs have expanded
quickly under regulatory regimes that were far from optimal.6 Often, the
experience and achievements of MFIs that have somehow managed to grow
rapidly have been essential advocacy tools in convincing regulators to be
more supportive of microfinance and micro-entrepreneurs—shattering the
“Catch-22” where growth is impossible without regulatory support, but reg-
ulatory support cannot be secured until growth and widespread impact are
shown to be possible. While this can be risky for the pioneering MFI serving
as the “guinea pig” to prove that growth is possible even under suboptimal
conditions, it can have major benefits for the entire sector. The ripple effect
can extend beyond national borders. For example, according to Jamal Dadi
of USAID Morocco, the presentations on the achievements of the microfi-
nance sectors in Bangladesh, Bolivia, and Indonesia at the original Microcre-
dit Summit in 1997 strongly influenced the Moroccan government to adopt a
series of pro-microfinance policies that helped lead to rapid growth there (a
growth experience that will be explored in some depth below). They did this
despite the fact that there had not yet been a clear example of breakthrough
expansion within Morocco. For these reasons, MFIs that have a credible plan
for rapid growth should be supported because of the potential benefits for the
sector at the national, regional, and even international levels. 

While policy advocacy on regulatory matters affecting microfinance is
often well intentioned, there are pitfalls to be avoided in such advocacy
efforts. For example, some have advocated for regulatory policies in microfi-
nance that, while appearing to have benefits for today’s microfinance sector,
are likely to limit future innovation and growth. Most often these policy
shortcomings are seen in regulatory regimes that too narrowly define the
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products offered, clients served, or even institutional forms approved for the
delivery of microfinance services. 

THE BANGLADESH EXPERIENCE

The achievements of today’s microfinance sector required the demonstration
that the provision of financial services to the poor and especially the poorest
could be done in a replicable and profitable manner on a national scale
through private-sector institutions. There is little doubt that the Grameen
Bank served as a global trailblazer, closely followed by BRAC, ASA, and in
due course many other Bangladeshi MFIs. As a result, today the outreach of
the microfinance sector in this country is an astonishing 15 million families,
or more than 55% of the entire population of the country (and a larger per-
centage of the poor and poorest, since most programs, including the large
ones that operate primarily in rural areas, are means tested).

Grameen Bank and the many other high-quality MFIs varying in size and
approach that today serve the poor of Bangladesh had some unique advan-
tages, including effective (though not explicit) regulatory support and rela-
tively large amounts of development capital available for well-performing
institutions with entrepreneurial leaders. We also believe that one of the key
reasons for Grameen’s success was the impressive capacity of Professor
Muhammad Yunus and other Bangladeshi microfinance leaders to empower
the people who worked with them and to provide them with a vision that
they could believe in. The density and homogeneity of the population cer-
tainly helped, as did the fact that despite frequent hartals (general strikes) that
negatively affected the cities and foreign investment, the rural areas were
spared to some degree, and the situation never boiled over to civil war. How-
ever, there were significant and to some extent unique obstacles that were
overcome in realizing this breakthrough that provide lessons for future
growth in the sector, and for that reason they are explored briefly below. 

When no set of microfinance best practices and performance benchmarks
exists, as was the case when the scaling up in Bangladesh began, the only
option is to create them through trial and error even amid rapid growth. Ini-
tially, donors prevented Bangladeshi MFIs from using savings for on-lending,
even though today this is seen as a best practice. There was widespread access
to subsidized credit (mostly from so-called nationalized commercial banks)
among the middle and upper classes, which often functioned as political
patronage and could often be defaulted on with impunity, making enforce-



Ensuring Impact 51

ment of credit discipline among the poor challenging. Special legislation had
to be written and a wholesale funding institution (PKSF) established to facili-
tate the growth and proliferation of MFIs—something the early leaders
strongly supported even though it hastened the rise of competitors. Major
natural disasters struck in 1981, 1987, 1988, 1991, 1995 and 1998—throw-
ing many leading MFIs and their clients backward, at least temporarily—and
had to be overcome. Finally, there were batteries of donor missions and unof-
ficial delegations from virtually every country in the world who wanted to
study this emerging success, all of whom were received graciously despite the
hundreds of thousands of person-days required to do so. Many of those who
visited went on to become microfinance pioneers in their own countries.7 

Having achieved scale, the Bangladeshi microfinance sector is now leap-
frogging ahead with a new cycle of innovation in areas such as serving the
destitute, using microfinance as a broad platform for social change through
multiple companies, savings mobilization, and development of client-friendly
products. Since the story of this success has been told many times, it is not a
major focus of this chapter; however, the achievements of the MFIs that are
detailed in the following sections, and indeed the entire experience of rapid
growth globally, would be impossible if it were not for the early and continu-
ing leadership in Bangladesh. 

FACTORS CONTRIBUTING TO 
EXPONENTIAL GROWTH

Based on our own experiences and interviews with dozens of thought and
practice leaders to identify the key factors that contribute to successful rapid
growth, we developed two lists: those factors that can arguably be termed
“essential” and those that can play an important role. Both types of factors
are summarized below.

1. Strong entrepreneurial leadership. This quality cannot be overempha-
sized. Effective leadership can take many forms and is essential to assuring
and inspiring financiers (donors/investors/lenders), regulators, staff, board,
and clients that the sacrifices required for rapid growth are worthwhile and
will result in success. There can be no doubt that the leader will see the pro-
cess through and is prepared to stay as long as necessary to reap the rewards
and deal with the negative repercussions of growth. A singular dedication and
commitment to advancing the long-term welfare of the target customer—the
poor micro-entrepreneur—is critical, particularly if growth is seen not as a
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goal in and of itself, but as a means to achieving the reduction of poverty,
including extreme poverty. In the words of one microfinance practitioner,
“The top management must eat, breathe, sleep, and be microfinance.” How-
ever, this is not necessarily a sufficient or even the most important quality of a
leader who can manage rapid growth. In the words of another respected
microfinance professional, “I think that there are important attributes of
leaders that may be more important to success than being immersed in micro-
finance. I have seen very committed microfinance managers who eat, sleep,
and breathe microfinance but are absolutely hopeless in spurring innovation,
offering strong leadership, spotting entrepreneurial opportunities, or empow-
ering staff.” Success in growing an MFI exponentially requires special but by
no means unique individuals. 

2. Adequate financing. While it is not absolutely necessary to have financ-
ing lined up for the entire growth plan, as it was not for any of the case stud-
ies discussed in this chapter, ongoing sources of liquidity and funding are
clearly needed for scaling microfinance institutions. Otherwise, the microfi-
nance institution is likely to engage in destructive start/stop cycles that can
significantly undermine the institution’s credibility with its stakeholders and
customers and hence impede the achievement of rapid growth. In Professor
Yunus’s words, “When there is not enough funding, you don’t take big steps:
you don’t know if you’ll fall off a cliff or if you’ll continue to take steps.” 

In addition to securing adequate liquidity, the back-office functions of
microfinance institutions need to be upgraded to ensure adequate asset/liabil-
ity and cash flow management. Of course, such management is possible only
if senior staff have developed realistic budgets, which include, among other
things, adequate allocations for information systems and human resources.
Microfinance managers also need the skills and instincts required to close
critical deals on favorable terms with philanthropic and/or commercial finan-
ciers, and the self-confidence and mission orientation to turn down alliances
that do not make sense. Scarce subsidies must be intelligently used to build
the capacity of the institution to scale up, and not be treated as an out-and-
out subsidy passed on to clients.

3. Some degree of regulatory support. Growth is very unlikely to succeed
if at least one arm of the government does not effectively give its blessing to
the existence and growth of microfinance. Among the activities that scaling
MFIs must effectively be permitted to undertake are lending to the poor for
productive activities, receiving external financing (or being able to mobilize
deposits and having appropriate legal authority to on-lend those funds), hir-
ing and compensating employees, and charging interest rates that are compat-
ible with long-range sustainability in that market. Our view is that bank
prudential regulation and supervision become necessary when MFIs start
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mobilizing deposits from the public or when microfinance activities pose sys-
temic risks to the financial sector, and not before that. Bangladesh is some-
thing of an anomaly in that the bank regulators chose to remain silent about
the fact that many MFIs were raising deposits for on-lending. Despite that,
there have been very few reported failures of MFIs in the Bangladeshi market,
which says a great deal about the important role that leadership played in
establishing sound and credible financial standards. However, this is not nec-
essarily a prudent model to be followed. For example, several cases have been
reported in Kenya of MFIs being set up to mobilize deposits on fraudulent
lines, and that had to be closed down by the Central Bank.

4. Strong focus on (a) microfinance, (b) sustainability, and (c) effectively
serving a particular niche. MFIs and their leaders need to be focused prima-
rily if not exclusively on providing financial services to the poor, with other
services (if provided) being secondary and subject to possible phasing out if
they are not consistent with sustainable growth of the MFI and its clients’
businesses. Of course, adding depth to these financial services and well-
designed nonfinancial services is critical in order for an MFI to develop over
time. As their market matures, the MFIs will face the need to diversify into
other services such as micro-insurance or remittances. It is important to note,
though, that a growth phase may not be the ideal time to bring in new prod-
uct lines. MFIs that are part of larger, multisectoral NGOs are very unlikely
to achieve rapid growth, which is rarely workable when the same field staff
have to run subsidized programs along with microfinance activities. This sug-
gests that the microfinance arms of such organizations be spun off as inde-
pendent institutions prior to any sustained growth effort. (However,
nonfinancial services integrated into microfinance can be a powerful part of
an MFI’s value proposition to clients and can represent a competitive advan-
tage, although we believe it is best to have them in place before rapid growth
commences.) MFIs also need to be at or close to operational sustainability,
with a plan that will maintain if not enhance profitability over time. Finally,
MFIs need to be clear about the target group they are serving and critically
review opportunities to serve other groups that may have different needs, and
which may be best avoided even if funding is available to do so. One of the
authors recalls spending time in a village served by Grameen Bank and hear-
ing from field staff that a localized repayment problem (later solved) was the
result of the recruitment of non-poor clients to meet an outreach goal. Since
these clients had different needs and motivations that were not compatible
with Grameen’s products and delivery style, they were not well served, and
many did not repay their loans. This is not to say that serving the less poor is
something to be avoided in general. Presumably, the somewhat better-off cli-
ents were not served by other MFIs or banks and needed microfinance to
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improve their standard of living. Yet it is our contention that being overly
opportunistic and taking on nontraditional clients can have negative reper-
cussions, particularly in a growth phase. There are other problems that can
result from integrating nontraditional clients without adequate preparation,
such as a high rate of client attrition that can hinder sustainability plans and
retard growth. There is also a great deal of space to improve and establish
customer care practices within microfinance in order to improve the well-
being and satisfaction of clients.

5. A large unserved market. If the market that an MFI wishes to serve is not
large, or is already well served by other providers who have similar products,
then rapid growth is unlikely to succeed. On the other hand, a large market
that is poorly served or unserved sets the stage for rapid growth if other con-
ditions are met. Very small countries or ones with a small percentage of people
in poverty are unlikely to attract the financial and human capital required for
rapid growth. Countries with a large but very dispersed population present
challenges in this context as well. While these challenges are not necessarily
insurmountable, they may require relaxing the definition of rapid growth.

6. Ability to attract, harness, and retain talent at all levels. MFIs need to
be able to recruit, develop, and keep quality employees in order to sustain
growth. In some markets, such as those in South Asia, there is a nearly limit-
less pool of educated, unemployed men and (to a lesser degree) women who
can serve as loan officers and branch managers. The challenge there lies pri-
marily in training entry-level employees to take on greater responsibilities,
particularly if filling middle-level and senior positions from within the organi-
zation is a goal, as we believe it should be. This building of a cadre of promo-
tion-worthy entry-level staff is critical, since it is our view that the South
Asian microfinance sector may suffer a crisis in terms of middle-tier managers
during the next five years, which is compounded if one is committed to creat-
ing a gender balance within an organization. Throughout the global microfi-
nance community, a plan for developing and supporting senior managers is
crucial for achieving and sustaining growth. This is a key responsibility of the
CEO, and if he or she does not embrace it and prove reasonably equal to it,
growth is likely to be stunted or unsustainable. Furthermore, the governance
structures of scaling microfinance institutions must evolve to respond to the
risks and stresses inherent in pursuing a rapid growth strategy. For example,
the board of directors should create an environment conducive to retaining a
quality CEO and to putting a succession plan in place. 

7. Effective information management systems and financial controls.
Exponential growth requires increased delegation, and for that to work some
system that allows reasonably accurate information to flow throughout the
organization in a timely manner is essential. As has been documented by the
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Grameen Technology Center and others, information systems ideally should be
automated and have adequate support from the vendor who developed the prod-
uct (“home-grown” systems have a very poor track record). But these informa-
tion systems may be manual or hybrids if they can serve the purpose during the
growth period.8 Not only must they provide information, but that information
must be effectively used by key decision makers. Microfinance expert Deborah
Burand notes, “What we are talking about is not only hardware and software
but also about management that knows how to harness and use technology. It is
this latter point—management technology expertise—that often limits an MFI’s
ability to use technology to scale.” The risks of not having adequate systems
include fraud, deterioration of the portfolio, and negative impacts on clients; rea-
sonably good systems allow for timely corrective action when problems such as
these emerge. Without adequate systems, small problems can mushroom and
threaten the organization before they are recognized. Management needs to real-
ize that however good the information systems and financial controls are, they
must be periodically upgraded or risk becoming obsolete.9 

8. Strong, institution-wide motivation to grow, often stemming from
moral outrage about conditions of poverty. Unless there is a critical mass of
employees at all levels highly dedicated to growth, efforts to achieve rapid
growth are unlikely to succeed. Most often such motivation is a product of
collective indignation about the conditions of poverty and the resulting,
unnecessary human suffering—conditions under which the MFI employees
lived at some point in their lives. For this motivation to be deeply felt, there
must be a belief among the employees that the program is having a positive
impact on clients and will continue to do so; outrage without a practical plan
to respond to it is not enough to sustain the required commitment over time.
This motivation is necessary to see individuals and groups through the inevi-
table sacrifices required in the process. It must be maintained through the
presence of a leader who reminds employees about the “big picture,” the real-
ities of the problem they are addressing and their ability to solve it. Fair pro-
motion and compensation policies are also necessary. It is particularly
important to provide a market-based salary structure and ensure that the
organization promotes from within to the extent possible. 

9. Civil peace. There is little if any record of rapid growth taking place in
a country that is in the midst of a major, country-wide insurrection or civil
war. However, rapid growth in microfinance has been used in post-conflict
environments as an effective strategy to jumpstart economic activity.10 More-
over, MFIs such as the Grameen Bank (1979–1982), the Integrated Develop-
ment Foundation (1993–1997), and FINCA–El Salvador (early 1990s) have
effectively begun operations in conditions of civil unrest or outright civil war,
laying the foundation for later rapid growth. 
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The following are some of the nonessential but important factors that can
contribute to exponential growth:

1. Competition. If an MFI coexists with another, growing MFI, this can
be a strong motivator for its own growth. In the case of CRECER in Bolivia,
being dismissed by the regulated MFIs as a relic of history provided strong
motivation to prove them wrong, according to Chris Dunford. In addition,
having a colleague MFI, Pro Mujer–Bolivia, with similar values and products
helped to diffuse learning and keep the management team on its toes. Today
CRECER is the second largest MFI of any type in Bolivia, measured in terms
of client outreach, and it was able to avoid the political and portfolio prob-
lems that afflicted the regulated MFIs in the late 1990s (see Box 2.1). Con-
versely, lack of competition can stifle growth. It is easy for a single “fat and
happy” MFI, in the words of one senior donor agency official interviewed
for this chapter, to grow complacent and not pursue growth or product
enhancement—although, as we will see with our case study in Ethiopia, this
need not be the result of a noncompetitive environment. 

2. Predictable and reliable financing lined up before growth is begun.
While adequate financing is a requirement, having predictable, performance-
based financing lined up over several years is a tremendous if rare asset for a
fast-growing MFI. It frees up the MFI’s CEO, who often must spend 50% to
90% of his or her time negotiating and managing financing, to focus on sys-
tems, long-range planning, increased delegation, human resources, and quality
control. It also can create a sense of competition among financiers to offer bet-
ter terms, thus catalyzing a self-reinforcing virtuous cycle of financial stability
and decreased costs (assuming performance can be maintained). This can also
spill over to benefit other MFIs, though there is some risk of a microfinance
“bubble” being created in extreme cases. It is important that microfinance
thought leaders do a better job of distinguishing financing under discussion
and firm financing commitments leading to disbursements. Too often in micro-
finance, funding is discussed and even announced in a way that creates the false
impression that an institution or entire sector is awash in cash, when in fact
deals do not get consummated and the capital constraint remains or is even
worsened as donors or investors withdraw due to perceived saturation. 

3. A strong core team beyond the CEO. Second-line leadership beyond
the CEO is important for effective management and for instilling confidence
in external as well as internal stakeholders. Those financiers considering sub-
stantial investments in MFIs often “size up” the second tier of leadership in
subtle ways as they determine the extent of their involvement. Larry Reed of 
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The Latin American Experience and the Case of CRECER

Clearly, the Latin American microfinance sector has provided leadership
in urban applications and creating linkages to capital markets, despite its
relatively low level of outreach (estimated at 2–3 million, or roughly half
that of either of the two largest MFIs in Bangladesh). Members of net-
works with a strong presence in the region, such as ACCION Interna-
tional, FINCA, the Katalysis Bootstrap Fund, ProCredit, and Women’s
World Banking, as well as hundreds of MFIs in national-level networks,
have made startling contributions to the global microfinance movement.
However, with the exception of Compartamos in Mexico, there are few
if any MFIs in the Latin America and Caribbean region that have grown
(in terms of client outreach) at a rate comparable to that of Zakoura,
ACSI, or Kashf in recent years. The Bolivian MFI CRECER, however,
stands out as a promising organization that has achieved steady growth
in a competitive market while demonstrating operational sustainability
and staying true to its mission and target group.

Founded in 1985 as a Freedom from Hunger (FFH) nutrition
program, CRECER began integrating microcredit into its health edu-
cation program in 1990, and in 1999 became an independent Boliv-
ian microfinance institution (although still part of the FFH network).
Its organizational mission is to provide substantive and sustainable
integrated financial and education services to poor women and their
families in rural and peri-urban areas of Bolivia. As shown in the
accompanying figure, CRECER’s client outreach has grown from just
less than 31,000 clients in 2001 to more than 74,000 clients as of
January 2006. The organization reached self-sufficiency in 2001 and
has maintained an impressive portfolio at risk (PAR) of less than
0.55% since 1999. 

CRECER’s ongoing support from FFH in the form of funding and
technical assistance has certainly been a key factor in its success.
Chris Dunford, president of Freedom from Hunger, explains that
much of CRECER’s motivation stemmed from a desire to be taken
more seriously, both within the competitive Bolivian microfinance
industry and among international stakeholders. 
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Opportunity International has identified five positions beyond CEO that an
MFI must fill with quality individuals in order to succeed: chief operating
officer (deputy director), chief information officer, chief financial officer,
product development head, and top internal auditor. Other possible positions
include the top human resources officer and a critical mass of quality regional
directors or the equivalent. These seem to be the key positions, though they
obviously have different names in various institutions. This group needs to
work effectively as a team and be supportive of the CEO, but it also should
include several individuals who plausibly could take over the organization in
the event of the incapacitation or resignation of the CEO. 

4. Good governance and stakeholder support. MFIs embarking on rapid
growth should have a reasonably well-functioning and well-qualified board

CRECER’s initial outreach target was to serve 140,000 clients by
2010. Given its impressive growth in recent years, these targets are
now being revisited and may be revised upward. CRECER is cur-
rently facing challenges typical of many MFIs that are gearing to scale
up: developing strategies and plans in an environment where
resources and financing are uncertain, as well as finding and retain-
ing qualified staff. Dunford points out that with such uncertainty
surrounding resource availability, it is difficult to decide whether to
hire enough staff to manage potential future revenues, or to scale up
with existing resources and risk overworking and losing staff. 
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of directors or the equivalent, and some kind of succession plan in place for
the board chair/president and the CEO. The board and the CEO need to be
committed to the organization’s evolution to be able to respond to the chal-
lenges that the MFI will face over time, particularly during the scaling-up
period. At a minimum, a well-functioning board is one that meets regularly
(at least twice each year) and addresses issues such as budget and annual plan
approval, CEO compensation, adoption of major strategic initiatives, and
others called for in its by-laws, but also one that does not inappropriately
involve itself in day-to-day management. Before embarking on an aggressive
growth plan, it is important that the board and other stakeholders participate
in the process of developing the plan, assessing and mitigating risks, and
aligning actions according to a shared vision of success. As we will show, the
Kashf Foundation did this at the beginning of a crucial growth spurt and,
according to at least one observer, was a critical element in sustaining stake-
holder support for the expansion. 

5. Products that respond to a clear need among a target population.
While it is possible to achieve growth with products that are not ideally suited
to the needs of clients, such a situation reduces the likelihood of success con-
siderably. In an environment where there are few if any alternatives available
and none on the horizon, clients may put up with poorly designed products
for a time. But growth is much easier if the MFI has financial products that
are well designed in terms of amount, repayment schedule, social collateral
requirements/mechanisms, and the application and approval process, and
also if there are clear prospects for improved products and larger loans as a
payment history is established. Effective and ethical marketing of financial
products is critical to recruiting and retaining clients and mitigating the risk
of a political backlash, as recently occurred in Andhra Pradesh, India. There
should also be a clear product deployment plan for the growth phase; trying
to do too much on this front can actually curtail growth. One well-designed
product will go much farther than three that are flawed.

6. Country-wide economic and monetary stability, ideally in an environ-
ment characterized by economic growth. Maintaining a microfinance pro-
gram is possible in environments of high inflation and/or recession, as
evidenced by Indonesia in the late 1990s. But aggressive expansion under
these conditions is probably too risky. There may be pressures to grow as part
of combating macroeconomic problems, since microcredit for investment (the
dominant product of most MFIs) is arguably both pro-growth and anti-infla-
tionary, but these pressures are probably best resisted until a country’s econ-
omy is on a firmer footing. 

7. Keeping management and stakeholder “perfectionism” in check. In
most, if not all, fast-growing institutions, the ability of management to ensure
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high quality in every transaction is compromised as a by-product of growth.
There will necessarily be a range of performance quality among staff,
branches, departments, and client groups. Management and other stakehold-
ers, such as board members and financiers, need to adjust their expectations
to focus on typical performance, and avoid the temptation to hold all
employees or branches to the standard of the founder or the model branch,
respectively. Dr. Muhammad Yunus once said that a captain cannot show his
skill on calm waters. Rapid growth is a course through high seas, and all con-
cerned must be ready to take on some water and maybe get seasick from time
to time. As long as typical performance is acceptable and poor performance is
isolated, the growth process should continue.

8. Respected MFI leaders with strong ethical fiber.11 In addition to being
strong, charismatic, and skilled managers, MFI leaders who are initiating and
overseeing rapid expansion (particularly those who are doing so on a scale
never seen in that country) must be beyond reproach in terms of their personal
and professional ethics. This quality inspires stakeholders and keeps hostile
politicians at bay, particularly given the controversy that surrounds the high
costs incurred by MFIs and charged to clients in many countries. An underap-
preciated aspect of the Bangladesh scale-up success were the well-earned rep-
utations for personal integrity of early leaders such as Professor Yunus and
Fazle Abed. Despite their being in the national and international spotlight for
several decades, their honesty has never been seriously questioned. Fouad
Abdelmoumni has emerged in this “microfinance statesman” role in the Arab
World, and Ela Bhatt of SEWA has long played this role in India. This charac-
teristic extends beyond the reputations of select individuals to fundamental
business decisions. For example, both of the Bangladeshi MFI leaders could
have exploited their early monopoly/oligopoly position for a time by charging
much higher interest rates, but they chose not to do so, adopting business mod-
els focused on high volume (i.e., massive outreach) rather than high margins.
This approach probably gave the Bangladesh microfinance sector, the world’s
most vibrant, political cover enabling its impressive growth.

Some believe that these qualities are not crucial and perhaps are even coun-
terproductive in that they could discourage practitioners and investors from
acting. This school of thought asserts that the contexts in which microfinance
is succeeding vary widely and defy simple categorization and one-size-fits-all
checklists. David Gibbons of Cashpor-India, for example, contends that there
are really only two essential preconditions for growth: (1) sufficient potential
demand from the poor and (2) the absence of major legal/regulatory obstacles.
All other items cited as essential factors or preconditions in this chapter and
elsewhere, Gibbons maintains, are necessary subsequent actions on the part of
the MFI’s management. He lists these actions as (1) cost-effective identification
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of poor women in their villages and working exclusively with them so as to
minimize leakages to the non-poor; (2) sourcing of sufficient investment/
grants/quasi-equity to finance deficits prior to financial breakeven (usually the
toughest task); (3) getting commercial banks interested in the potential for
earning reasonable profits by serving as wholesale lenders; (4) ensuring timely,
honest, and cost-effective delivery of financial services to the poor; (5) moti-
vating field staff with attractive, productivity-based financial incentives; (6)
keeping PAR less than 5% percent; and (7) planning and monitoring financial
performance to ensure breakeven at the district level within four years. Gib-
bons argues that putting other systems in place (such as accounts and financial
reporting, information systems, cash/fund management, and internal audit-
ing) is important but relatively obvious and easy. While we do not agree with
Gibbons’s analysis entirely, we acknowledge that taking our analysis and reco-
mmendations too literally could discourage practitioners and investors from
taking action in support of sustainable rapid-growth plans. Identifying 
growth-ready MFIs is certainly as much of an art as a science.

THE CASE OF FONDATION ZAKOURA

Fondation Zakoura (henceforth Zakoura) is a Moroccan MFI established in
1995. It is led by Aziz Benmaazouz, its widely respected managing director,
and chaired by Noureddine Ayouch, a leading Moroccan businessman. It was
one of three MFIs taking the most advantage of the more supportive regula-
tory environment inaugurated in 1999. It is also the one among the three that
has demonstrated the strongest commitment to serving the poorest.

Morocco has approximately 4.5 million people living on less than $2/day
and has 19% of its population living below the poverty line (see Table 2.1),12

compared with 13% in 1991; the poverty rate in the rural areas is estimated
at 27%.13 In the face of this obvious need, the microfinance sector had not
experienced significant growth despite the presence of a relatively progressive
financial sector and no issues related to microfinance being seen as inconsis-
tent with Islamic finance, which is not practiced in Morocco. 

This chapter will focus primarily on Zakoura's growth from January 2000
to December 2002, during which time it grew from 16,055 to103,720  
clients, at an average annual rate of 87%. Although this was a critical period 
in terms of the organization's growth, the highest growth in the percentage
percentage and number of clients occurred in years outside of this period
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(1998 and 2004, respectively). According to Microfinance Information
Exchange (MIX) figures covering the 1998–2004 period, Zakoura was the
sixth-fastest-growing MFI in the world.14 Although our focus is on growth
through December 2002, it should be noted that as of March 2006, Zakoura
had reached a total of 193,787 clients.

During the period under study, Zakoura’s loan portfolio grew from $1.53
million to $15.9 million, while its operating expense ratio declined by more than
one-third, from 27.59% to 17.12%. PAR remained consistently below 1%. The
key growth indicators for this period are summarized in Figures 2.1 to 2.4. 

Table 2.1 Country Background at a Glance: Morocco

Total population 29.8 million.i

Level of poverty 19% living below $2 a day (PPP); poverty rate in rural areas 
estimated at 27%.  

Microfinance demand: 
estimation of total market 

Approximately 1.6 million, of which only 600,000 are 
currently being reached by 11 MFIs.ii

Number of MFIs 11 licensed MFIs; Zakoura and Al Amana are the largest, 
serving 73% of the country’s active clients.

Special MFI or banking 
regulatory laws

The Moroccan Law on Microfinance passed in 1999, allowing 
MFIs to extend microcredit, lifting interest rate caps, and 
providing MFIs with a five-year tax break. The government 
prohibits MFIs from accepting savings and providing certain 
alternative financial services, such as micro-insurance.

iWorld Development Indicator, 2004
iiEstimates from Fondation Zakoura
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Figure 2.2 Operating Expenses
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During this period, the Moroccan microfinance sector grew almost
700%, from approximately 42,000 active clients in 1999 to 297,000 in 2004,
making this nation of 30 million people the microfinance leader of the Arab
world. Zakoura was a major part of this growth; together with Al Amana,
the two MFIs served 73% of the country’s active clients.15 Zakoura also
played an important role in demonstrating that the poorest could be reached,
as it targets five-member families with incomes of less than 1,500 dirhams per
month, which translates to about US$1/day per capita. Zakoura’s strong pov-
erty focus is evident in many aspects of its operations. It bases its new offices
in the poorest regions of Morocco as determined from the Moroccan poverty
map, it conducts regular internal impact studies to ensure its effective target-
ing of the poor and prepares timely feedback loops concerning clients’ chang-
ing poverty status, and it vigilantly tracks the client businesses’ success rate in
addition to its own repayment rate.

From a series of interviews with Zakoura’s leadership, as well as other
stakeholders and informed observers, a clear picture of the factors contribut-
ing to this achievement has emerged. These factors are summarized next.

1. Confident, risk-taking leadership. Although Zakoura has a solid sec-
ond line of management, Benmaazouz and Ayouch are the key individuals.
They work effectively together and have complementary roles: Benmaazouz
focuses on day-to-day management of staff, and Ayouch on a few strategic
initiatives such as securing financing from local banks and building a talented
board of directors. Together, they exude pride, self-confidence, and a focus on
reaching their goals. They embarked on a growth strategy without having
ready financing or adequately developed systems. Admittedly, this was a risky

Figure 2.4 Portfolio Quality
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approach, but they shared the belief that by starting the process they would
force donors and lenders to speed up their decision making (in order to be
part of the emerging success) and force staff to accelerate and simplify sys-
tems development. This was done in a context where values were not com-
promised and funding inconsistent with the growth strategy was not
accepted. In the end, their gamble paid off. Donors and staff came through in
time with financing and systems, and the organization delivered. 

2. Supportive regulatory framework. The importance of the Moroccan
Law on Microfinance, adopted in 1999 but effectively practiced for one or
two years before that, cannot be overestimated. It legitimized microfinance,
offered flexibility on interest rates that was not available to banks, and pro-
vided a tax holiday for five years. It has been amended once to allow certain
types of housing loans (which were previously not allowed) but otherwise
remains in force in its original form to this day. The essentials of the law,
which is perhaps not ideal in every respect but are still very progressive, are as
follows:16

• It created a new type of association (the equivalent of a 501c3 in the
United States, a society in India, or a civil association in Mexico) dedi-
cated to providing microcredit.

• It freed MFIs from the interest rate caps imposed on banks and finance
companies (the Ministry of Finance retained the right to impose caps,
but in practice it has not done so).

• It permitted MFIs to charge fees.

• It relieved MFIs of paying value-added taxes for five years.

• It required multipurpose NGOs to separate their financial and nonfi-
nancial services.

• It restricted microcredit loans to productive (business-related) activities.

• It required MFIs to become financially viable within five years.

It is highly unlikely that the microfinance sector could have attracted the
capital and talent needed to grow as rapidly as it did—or perhaps to grow at
all—without this law being in place. While there are many studies and white
papers on pro-microfinance regulation and analyses of the gaps of existing
regimes, and while it is easy to criticize the gaps in this law,17 it is important
not to lose sight of the fact that the Moroccan government actually approved
a law that unleashed a spurt of growth. The visionary officials who made this
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happen are to be congratulated and emulated, though it is important that reg-
ulations continue to evolve as the field itself evolves.18 

3. Early willingness to take on debt. From Zakoura’s earliest days, its chair-
man was aggressive and successful in securing interest-free loans from local
banks for on-lending purposes.19 This was important in several respects. First, it
showed that the board was active and contributing in significant ways. Second,
it signaled that Zakoura was sufficiently confident in its lending methodology to
be willing to take on debt (and not just grants/equity) from the earliest stages of
its existence. Third, it gave the senior management confidence that while there
might be funding gaps of sorts, Zakoura was unlikely to be without cash for on-
lending—which spurred a willingness to expand rapidly as long as operating
costs could be kept low. This early decision to take on local debt, and success in
doing so, distinguishes Zakoura from the other leading MFIs in Morocco. 

4. Strong desire to grow fueled by moral outrage. Zakoura’s staff are
clearly highly motivated and work very hard. This has been widely attributed
to moral outrage at the conditions of poverty and the belief that microcredit
is effectively able to address this serious societal problem. Such feelings per-
meate the organizational culture, and while arguments based on other consid-
erations can be made to external partners such as donors, internally the
scandal of unnecessary poverty is justification enough for expansion—even
risk-taking expansion that requires a degree of personal sacrifice on the part
of staff. The question that is effectively posed to all staff is this: if women cli-
ents are willing to work hard and take risks in their businesses and lives as
they strive to defeat poverty, why should Zakoura expect less from itself? 

5. Cost-consciousness. Perhaps as a result of the uncertainty that has
always characterized funding for operations and systems, Zakoura has
strived to keep operating costs, especially head-office costs, low. Mark Eding-
ton of Save the Children, who worked closely with Zakoura from 1998 to
2001, contends that its penny-pinching approach has been critical to its rapid
growth. One example is its policies regarding transportation for loan officers:
rather than purchase vehicles, Zakoura has found that it is much cheaper and
more sustainable to have the loan officers take local buses and taxis. As
Edington has persuasively argued, once an organization has reached the point
of employing hundreds of loan officers, every additional cost is multiplied
hundreds of times. Arguably, these high costs have “starved” the organization
of needed upgrades, resulted in an overworked staff (particularly those at the
head office), and harmed relationships with some stakeholders (since inquir-
ies are sometimes not responded to promptly because the head-office team is
so lean). However, the organization has delivered time and again on major
business plan goals despite being financially strapped, and this is probably the
result of creative thinking, nonfinancial incentives for staff, and stakeholder
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recognition that while Zakoura is not as responsive as one might hope, it usu-
ally comes through with solid results in the end. The fact that this fiscal disci-
pline is enforced organization-wide, even at the level of the managing
director, has made it palatable and has helped keep costs under control, and
in this sense it has been an important factor in ensuring the success of what
would otherwise be a very risky growth strategy. 

6. Equity infusion through the Hassan II Fund. Complementing and mag-
nifying the impact of the microfinance law was the establishment by the
Moroccan government of the Hassan II Fund in 2000. It was capitalized at $10
million and provided grants to qualified MFIs on a competitive basis, and it
was fully disbursed by 2001—an impressive achievement considering how
many donor and government financing vehicles become politicized and/or
mired in bureaucracy that leaves resources unspent after many years. While
there is some controversy about how the grants were allocated between the
MFIs that were larger at the time (and much larger now) and those that were
smaller, in general it can be said that this was one government initiative where
formalities were streamlined, disbursements timely, and decisions made mainly
if not entirely on the merits of the proposals. There were no significant strings
attached that were not related to compliance with the microfinance law and
attainment of growth targets. For Zakoura, this meant an infusion of equity in
the amount of $3.7 million at a critical time. As the first Pathways out of Pov-
erty publication persuasively argued, equity is often a key missing ingredient
for MFIs that want to scale up.20 The grants from Hassan II met this need in
meaningful amounts. While grants (the closest equivalent of equity for non-
profits) are often said to “crowd out” private investment and make its recipi-
ents complacent, in fact these capital injections constituted catalysts for
growth, enhanced efficiencies, and increased incentives for tapping local and
international capital markets. Zakoura and other MFIs were thoughtful and
creative in stretching out these grants in pursuit of growth objectives. 

7. Effectiveness at securing resources and designing systems “on the fly.”
Given the risky strategy of embarking on rapid growth as a way of coaxing
financiers to provide funding and encouraging staff to develop simple but
effective systems, it was essential that management prove that this could be
done; otherwise, expansion would need to be scaled back dramatically, which
would have a negative impact on morale and how Zakoura was perceived.
Fortunately, management was able to deliver on its promise and prove the
viability of the model. Benmaazouz asserts that if the expansion had been
delayed until funds were lined up and systems developed, it might never have
taken place because donors and mid-level managers would never have felt the
requisite urgency to act. The key achievements in terms of securing resources
and developing systems are summarized in Table 2.2.  
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8. Partnership with Save the Children and Microstart. During and prior
to the period under study, Zakoura worked with Save the Children (SC) as
part of the Microstart program of UNDP and UNCDF. Zakoura was by far
the best performing of the six MFIs to which SC provided technical assistance

Table 2.2 Zakoura Funding Sources and Systems Development Summary 2000–2003

Year Major Funding Secured*

Key Systems Developed/
Revised or New Initiative 
Launched

2000 • Fonds Hassan II awards 
US$3.7 million to Zakoura for 
loan capital.

• USAID awards 5,742,330 
Moroccan dirhams (MAD) 
(US$570,000) to Zakoura 
(subsidies for investment and 
operations).

• European Union awards 
700,000 euros (US$650,000) 
(subsidies for investment and 
operations).

• Expansion into southern 
region of Morocco 
(region of Tiznit)

2001 • COOPI awards 140,000 
MAD (US$13,000) and 
ADPPN lends 950,325 MAD 
(US$90,000).

• Individual loans development 
and lending in the branch of 
Nador

• Lending in the city of Essaouira

2002 • CGAP awards US$220,000.

• FADES awards 111,000 
Kuwaiti dinars (US$364,000) 
(subsidies for operations).

• USAID awards US$2,000,000 
as a guarantee fund for 
housing loans.

• Developed new MIS

• Established Finance 
Department

• Established Auditing & 
Controlling Department

• Developed housing loan 
policies

2003 • USAID provides US$4,000,000 
as a guarantee fund for individ-
ual loans.

• European Investment Bank 
lends 5,000,000 euros 
(US$5.88 million) 
(10-year loan term).

• Created Human Resources 
Department

*Excluding commercial loans.

jmoore
Note
Accepted set by jmoore
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under contract. The advice and credentialing that came with the partnership
were important assets to Zakoura. Also important was the fact that SC
respected its partner enough to allow it to implement recommendations
within a time frame and in a manner that suited its needs. They trusted that
Zakoura was a fundamentally open institution seeking new ideas for
improvements, and realized that Zakoura often needed time to adapt and
implement a new idea to make it truly its own. 

The SC-Zakoura relationship was complex, but both institutions worked
hard to make it successful. Compromises and flexibility were required. Some-
times Zakoura staff would not report out to SC that they had implemented a
recommendation (due to forgetfulness, pride, or both). Other technical assis-
tance providers besides SC have been struck by how many new ideas Zak-
oura has been able to embrace and adopt. In an important paper reflecting on
his experiences in Morocco with Microstart and MFI partners including Zak-
oura, Edington identified several key characteristics of an MFI with high
potential to grow; among them is openness to new ideas.21 

9. Focus on performance over marketing/positioning. Zakoura empha-
sized performance over marketing from the beginning. While this may have
led to some missed opportunities in terms of international donor financing,
Xavier Reille of CGAP contends that “it has been Zakoura’s strength to focus
on core business rather than frequenting conferences or courting donors.”
Furthermore, Reille argues that “Zakoura’s growth has been rooted in
Moroccan expertise and funding sources (Hassan II and commercial banks),
effectively reducing dependency on often capricious donor funding.” We
believe that by focusing on performance and carefully screening opportunities
to present its accomplishments at international seminars, Zakoura was able
to carefully shepherd its human and financial resources so that most of them
could be directly deployed in support of outreach goals. Being seen as focused
on substance rather than marketing probably helped Zakoura in dealing with
the most sophisticated donors, and perhaps even created a kind of mystique
about the association. Jamii Bora, a fast-growing MFI in Kenya supported by
the U.S.-based Unitus and other organizations, has similarly shunned the
spotlight in growing to 100,000 clients and beyond, and seems to have bene-
fited—or at least certainly has not been harmed—by doing so. Also notewor-
thy is that Zakoura never apologized for or tried to repackage (either for its
microfinance clients or industry thought leaders) its group-based and targeted
lending methodology, though they of course tinkered with it, as any organiza-
tion would to enhance its impact and efficiency. 

10. Friendly competition. While Zakoura usually did not compete
directly for clients with Al Amana or Banque Populaire—as these excellent
MFIs tended to focus slightly more upmarket and did not, until very recently,
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compete at all in the rural areas—it is undeniable that they did compete to
some extent for clients with these MFIs and to a lesser degree with the eight
smaller MFIs in Morocco. This had a positive effect on product development
and cost containment. More important, Zakoura competed with Al Amana
for thought leadership of the Moroccan microfinance movement and for
partnerships with influential institutions such as CGAP, USAID, the
Grameen–Abdul Latif Jameel Initiative (a collaboration between the Abdul
Latif Jameel Group, a leading Saudi Arabian business conglomerate, and
Grameen Foundation USA), the Atlanta-based Rockdale Foundation, and the
Moroccan government. It is difficult to imagine Zakoura being as aggressive
and creative as it was without two other fast-growing MFIs in its market.
Benmaazouz has stated that when USAID opted to make a large investment
in starting Al Amana rather than scaling up Zakoura, the latter took that
rejection as a challenge. (Zakoura received some support from USAID, but
nowhere near the amount provided to Al Amana.) Since the relationship
between these MFIs was friendly and collegial, good ideas flowed among
them to some extent; as a result, Zakoura did not need to invent every
approach it used, but was able to adapt those pioneered by its peers in some
cases. It is notable that the leaders of Al Amana and Zakoura speak highly of
each other in public and in private. 

Subsequent to its nearly 90% annual growth over the three years that we
have focused on, Zakoura has slowed to a roughly 35% yearly increase in
outreach; but as a result of having reached meaningful scale by the end of
2002, even this lower rate of expansion translates to an additional 3,400 cli-
ents per month over the period January 2003 to September 2005. This rela-
tively slower growth and consolidation has allowed for more research and
development, greater penetration into rural areas, an increased presence at
industry conferences, and additional management time to ensure that systems
to catch up with growth. The essence of the strategy and the values that
informed it remain much the same. 

THE CASE OF THE KASHF FOUNDATION

The Kashf Foundation (henceforth Kashf), established in 1996 and based in
Lahore, Pakistan, was founded on the belief that the economic empowerment
of women is a key factor toward the achievement of socioeconomic develop-
ment in Pakistan. Of Pakistan’s 148 million people, 85% live on less than $2
a day, and 35% are barely surviving on less than $1 a day  (see Table 2.3).
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Access to credit for the poor is typically limited to local moneylenders, who
charge as much as 350% interest per annum. There are thousands of tragic
stories where poor households, facing severe financial distress, have resorted
to borrowing money at these exorbitant rates and were plunged into a self-
reinforcing cycle of indebtedness and destitution.

At the time of Kashf’s founding, there was a large unmet need for credit
among low-income households in Pakistan. The best mechanism for deliv-
ering this is a pro-poor and client-friendly microfinance organization.
Kashf’s group lending program has grown from 913 clients in June 1999 to
80,191 clients as of March 2006, with an outstanding portfolio of $13 mil-
lion and cumulative disbursements of $57 million, making it the third larg-
est NGO involved in microfinance in the country. Kashf has also managed
to achieve financial sustainability over this period. Current outreach in the
sector is about 550,000 clients, which is a mere 8% of the estimated market
demand.

Table 2.3 Country Background at a Glance: Pakistan

Total population 148 million (estimated)

Level of poverty 35%

Microfinance demand: 
estimation of total 
market

Approximately 50 million, out of which less than 8% 
have access to microfinance through institutional 
sources.

Number of MFIs Fifteen major ones, and thousands of other NGOs that 
are involved in microfinance, out of which only about 50 
are expected to reach scale in their microfinance efforts 
given current trends.

Special MFI or banking 
regulatory laws

The government passed the Microfinance Ordinance in 
2001, a legal and regulatory framework to allow for 
licensing and regulation of specialized microfinance 
banks.

Other important 
factors

The presence of an apex or wholesale fund (Pakistan 
Poverty Alleviation Fund) has greatly helped the sector 
expand by providing access to large amounts of 
low-interest funding. The development of a small but 
effective network organization (the Pakistan 
Microfinance Network) is leading to adoption of best 
practices and learning through peer exchanges.
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Growth Experience

Kashf’s outreach grew from approximately 7,000 clients in 2001 to more
than 72,000 clients in 2005. Kashf grew by 117% during the 2001–2002 fis-
cal year, and by 189% during 2002–2003. The growth in Kashf’s client base
has been managed in such a way that the PAR has been under 2% since 2001.
Although the focus of this case study extends only through December 2003,
as of March 2006 Kashf had reached a total of 80,259 clients. 

The organization has been continuously assessing its existing and poten-
tial clients’ needs and has been adapting its products to bring them in line
with the changing situations and client needs. In this area, Kashf introduced
emergency (consumption) loans and micro-insurance for its clients, thereby
taking the lead in expanding the frontier of financial services in the Pakistani
microfinance industry. There are several important contributing factors in
Kashf’s growth phase, such as testing and perfecting products, building an
adequate human resource base, securing long-term donor support, building
systems to elicit input from clients, and regularly assessing the impact of the
program on clients. As these elements were being put in place, the organiza-
tion deliberately grew slowly. Figure 2.5 highlights the various phases of
Kashf’s growth path over the past few years:

Essential Factors Supporting Growth

It is important to analyze the most important contributors to Kashf’s rapid
growth. The primary building blocks included the following:

Figure 2.5 Outreach (Active Clients)
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1. Vision, leadership, and corporate governance. Throughout its history
the organization, and particularly its senior managers and board, has main-
tained a focus on delivering financial services to the poor. Furthermore, the
institution has always strived to articulate and follow a clear business strat-
egy, which has evolved along with the organization. This has been strength-
ened by the ability of the management to communicate Kashf’s mission,
vision, and core values across all tiers of the institution. Third parties we
spoke to repeatedly emphasized the passion for microfinance of Kashf’s staff
and spoke specifically of the managing director’s pivotal role as the driving
force and inspiration for the organization. When asked what makes Kashf
stand out, Steve Rasmussen, a microfinance specialist at the World Bank,
replied that it was their “absolute clarity of vision from day one.”

2. Methodology and emphasis on a simple product range. Kashf Founda-
tion employs a group lending methodology that has been refined over the last
thirty years and seems especially suited to the South Asian context. The prod-
ucts are simple and are easy to replicate and roll out in urban communities.
During the three years prior to scaling up, the organization spent a great deal
of time standardizing products primarily designed to meet the needs of
women from low-income communities, and it also focused on standardizing
branch-level systems. Based on this extensive analysis, several changes were
made in the overall product offerings. For example, research had revealed a
high demand for insurance services among Kashf clients, and as a result
Kashf became the first MFI in Pakistan to introduce a micro-insurance prod-
uct, which covered the death risk of the client by insuring the entire amount
of loan balances, along with providing a funeral benefit to the family at the
time of death. However, after testing its core set of products, the organization
settled on a “one-size-fits-all” delivery approach during its growth phase.

3. Maintenance of high portfolio quality. Even though portfolio quality is
considered essential for any MFI, it is critical to one attempting to grow rap-
idly. Figure 2.6 illustrates that with the exception of 2000, Kashf’s PAR has
remained below 2%. The case of 2000 is important to understand; during
that year the organization was severely constrained in access to funds for on-
lending. Loan disbursements were intermittent, and this negatively impacted
the credibility of the organization; predictably, many clients began to stop
repaying loans. The importance of maintaining sufficient liquidity to meet the
borrowing needs of qualified clients in a growth context, or any stage of an
MFI’s evolution, for that matter, is apparent. 

4. Enhancing management depth and decentralizing operations. For any
MFI to grow rapidly, developing highly skilled second-tier management is an
important challenge. Mentoring and coaching staff, focusing on promoting from
within, and inculcating sound values and ethics are important building blocks
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for ensuring sustainable growth. Kashf focused particularly on enhancing top
management capacity and also decentralized operations by introducing field-
based supervisory staff (called area managers in the Kashf system) who were
charged with realizing the vision of “decentralization with adequate controls.”
This was combined with a strong focus on quality management and on estab-
lishing clear and transparent performance goals for all tiers. A strong system of
human resource management is essential for any growing institution where staff
learning, growth, and development needs are at the forefront. At this stage,
Kashf especially followed the strategy of promoting staff from within.

5. Focusing on sustainability and appropriate pricing. It is essential for an
MFI to have a clear vision to project to clients as well as institutional sustain-
ability. This becomes even more critical when gauged against the general
microfinance context in which it operates. In the Pakistani environment in
particular, microfinance continues to be seen by many as a welfare-oriented
tool.22 Even policymakers have tried to fit it into the poverty alleviation/char-
ity paradigm. As a result, one of the first challenges Kashf faced was finding a
price for its service that would make the program sustainable within five
years after the conclusion of a two-year action-research period. This strategy
enabled the program to establish sound financial practices within the market
and to build its own financial resources over time (see Figure 2.7).

6. Ensuring optimal use of grants and subsidies in the context of develop-
ing long-term, mutually beneficial relationships with donors. The availability
of training/exposure opportunities and grant funds in the initial stages, per-
haps none more important than those provided by Grameen Trust, plus the
long-term strategic support from donors like the Aga Khan Foundation
(AKF) and the Department for International Development (DFID), were
critical in allowing Kashf to build internal capacity and set up infrastructure

Figure 2.6 Portfolio Quality 
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for the rapid-growth phase (see Figure 2.8). The importance of long-term
support from donors that hold the organization accountable to big-picture
goals cannot be emphasized enough, particularly in holding the organiza-
tion responsible for the financial bottom line and maintaining its poverty
focus. As mentioned earlier in the chapter, this allowed the managing direc-
tor to focus on operational issues rather than on fund-raising. The role of
CGAP was also important. It instilled a strong financial discipline and
stressed the overarching need for financial transparency at all levels by pro-
viding a flexible grant to Kashf ahead of the growth phase. The important
feature of this relationship was that Kashf had to enhance its outreach and
financial performance, which shows that donors with the correct tools for
accountability can actually enable an organization to grow faster. Other
innovative relationships that sparked growth and innovation included the
organization’s ongoing relationship with Grameen Foundation USA
through access to long-term loans denominated in local currency. (Kashf
also received Grameen Foundation’s prestigious Pioneer award in 2002,
which enhanced its reputation internationally.)

However, it’s important to note here that the organization did not pass on
this subsidy to clients by providing below-market interest rates, but instead
used it as “quasi-equity” to build an institutional base and to improve sys-
tems and procedures and to develop a cohesive, pro-poor organizational cul-
ture. One way of measuring this is to see how the efficiency indicators
behaved over the rapid-growth period, and how the equity base was built up.
As shown in Figure 2.7, the organization was able to achieve 120% opera-
tional self-sufficiency (OSS) by 2003 along with reducing its administrative
costs from 72% in 2000 to 21% in 2003, as a result of productivity gains on
several fronts. The income generated from loans over the same period grew at

Figure 2.7 Sustainability
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an annual rate of 240%, amounting to approximately $1 million, which
could be redeployed in the program as “quasi-equity.”

7. Delighting clients and establishing strong learning principles. Innova-
tion and customer focus has helped Kashf evolve its products to suit client
needs, giving it a competitive advantage. In Pakistan, Kashf has been a pio-
neer in several areas. As mentioned earlier, it was the first in its market to
experiment with micro-insurance and emergency loans, and will soon be the
first Pakistani MFI to offer a home improvement loan to its clients. Innova-
tion and learning involves a certain degree of risk taking, which in turn
requires strong leadership and long-term external stakeholders willing to
invest “patient capital” (financial and technical). Kashf has established long-
term relationships with leading MFIs in other markets (including Grameen
Bank and ASA in Bangladesh) to support the improvement of its systems, pol-
icies, and procedures so that resources were not wasted on reinventing the
wheel. Central to the organizational culture was inculcating the humility nec-
essary to recognize and learn from institutional mistakes and share the les-
sons openly with stakeholders. We believe that this aspect of Kashf served it
well as it prepared for and launched its aggressive expansion.

8. Establishing a focused market niche. Kashf’s management maintained a
clear focus in terms of its market niche—clearly defined in its business plan as
“women from low-income households.” This approach has been one of the key
strengths of the program, for, as in other countries and regions, women have
demonstrated better reliability and greater willingness to participate in microfi-
nance programs than their male counterparts. However, the approach followed
by Kashf has been to lend to poor households through women, and therefore it
has not insisted that women clients use the loans exclusively if that is not what

Figure 2.8 Financing Breakdown
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the family considers the most logical investment strategy. This degree of flexibil-
ity allows women to participate in the program and men and women to mutu-
ally agree where the loan capital will be spent, and it has been a primary reason
for the success of the program and for its widening outreach.

9. Refining the growth model. The choice the organization makes in how
it will open new branches and target new markets is important. Throughout
its growth phase, Kashf followed an expansion model that was based on set-
ting up fully staffed branches in areas identified as having large numbers of
people who were likely to desire its products. To keep costs down, branches
normally did not serve clients outside of a 5–10-kilometer radius; this
required careful selection of branch sites to ensure adequate demand. At the
same time, efficiency and the importance of keeping costs down was a key
accountability tool for which the branch managers and area managers were
held responsible. This level of participation from all tiers actually allowed the
organization to bring down costs as measured in terms of administrative effi-
ciency from 72% in 2000 to 21% in 2003—which is noteworthy since many
fast-growing MFIs are unable to increase efficiency until after they stabilize at
higher outreach levels.

10. The availability of on-lending funds. As mentioned in an earlier case
study, access to performance-based on-lending funds was critical during this
period. The government, inspired by the experiences of Grameen Bank and
PKSF in Bangladesh, worked with the World Bank to set up the Pakistan Pov-
erty Alleviation Fund (PPAF) in 1999. PPAF functions as a wholesale fund for
MFIs in Pakistan and quickly became a major source of funds for the sector,
including Kashf. As Figure 2.8 shows, in 2002 and 2003 there was a heavy
reliance by the organization on low-interest loans from PPAF (which lends at
6%). The role of PPAF in the growth of MFIs such as Kashf was very impor-
tant; however, in our view there is room for improving the service of PPAF so
that it is more responsive to the changing needs of Pakistani MFIs, though
this is a topic beyond the scope of this chapter.

11. Growing in proximity. Earlier sections emphasized the need for a
focused business strategy that clearly defines the market niche, the products,
and the delivery methodology. One very important aspect of this growth
strategy in the case of Kashf was the plan to grow in proximity to the Lahore
market. The first 18 months of the growth phase focused on building out-
reach in Lahore. The city of Lahore alone has a population of 6 million peo-
ple, 1.2 million of whom are poor. However, the level of penetration of MFIs
in Lahore even today is estimated to be 75,000 households, or approximately
31% of the potential target size. In the latter half of the growth phase, the
organization focused on entering new markets and other districts that were in
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close proximity to Lahore, thus keeping a strong check on costs and limiting
its exposure to the risks that come with managing far-flung operations.

12. The Pakistan Microfinance Network and sectoral transparency. The
Zakoura case study illustrates the importance of friendly competition
reflecting shared principles of microfinance delivery. The way that this
worked in Pakistan was through the Pakistan Microfinance Network
(PMN), which was started informally in 1997. MFIs from all over the coun-
try began to share information and lessons learned, and soon benchmarks
began to emerge for the industry as a whole. This process actually helped
Kashf to compare itself against the entire vista of the microfinance industry
in the country and motivated the organization to scale up in order to dem-
onstrate the possibility of rapid growth in the context of the sector in Paki-
stan. However, Khawar Ansari, chair of the Kashf board, believes that the
lack of competition at the initial stage allowed Kashf to pursue its strategic
plan with a singular focus and without distraction.

It is important to take stock of how things could have been done differently,
and perhaps more effectively, during the growth phase. It may have helped the
organization if branch procedures and processes were automated earlier, but the
process was delayed as Kashf struggled to develop its own software. (Buying an
off-the-shelf product likely would have been a sounder approach.) If Kashf had
limited its growth to Lahore and only one other district, rather than three, in the
first year of the growth spurt, some quality control problems could have been
prevented and the second phase of growth completed sooner. Arguably, Kashf
should have built stronger networks with the financial sector by borrowing more
and earlier from commercial sources. Another lesson learned concerned the pro-
cess of branch opening. In retrospect, Kashf should have listened to advisors who
recommended that branch opening be a regular monthly process, rather than
being concentrated into two discrete periods in the year, an approach that put
too much pressure on the staff and systems.

Following the rapid period of growth, 2005 was seen as the year of taking
stock and ensuring that previous growth was maintained and gaps in program
implementation narrowed by refraining from adding branches that year. The
number of branch units had tripled in a period of three years, and a more cohe-
sive approach had to be designed to minimize institutional risks; this included
improving second-tier management in the field, reducing staff attrition, han-
dling area-specific delinquency, reducing communication gaps between the
field and the head office, and improving financial management. The organiza-
tion is now poised for growth once again and hopes to maintain a 50% growth
rate over the next four years and to reach 500,000 clients by 2009.
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THE CASE OF AMHARA CREDIT AND 
SAVINGS INSTITUTION 

Amhara Credit and Savings Institution (ACSI) began in 1996 as a pilot pro-
gram of the Organization for the Rehabilitation and Development of Amhara
(ORDA), an indigenous NGO originally established to provide relief to those
affected by drought and war in the Amhara region of Ethiopia. ACSI was
licensed as a microfinance share company in April 1997, and in due course it
became one of the leading MFIs in the country. ACSI’s primary mission is to
improve the economic situation of poor people in the Amhara region by pro-
viding increased access to lending and saving services. 

Ethiopia: Country Background

Of Ethiopia’s 71 million inhabitants, nearly 81% live on less than $2 a day, and
26.3% barely survive on less than $1 a day (see Table 2.4). The supply of for-
mal financial services is woefully inadequate. Studies indicate that less than 1%
of the rural population has access to formal financial services of any kind.23

The traditional alternative for many Ethiopians has been to borrow from the
Arata Abedari (moneylenders), where interest rates typically range between
120% and 240%, although, according to a recent IFAD study, these rates can
run as high as 400% per annum.24 

The need for microfinance is urgent, and the local practitioners are begin-
ning to respond. Since the implementation of a microfinance law in 1996, the
sector has grown significantly. Twenty-six licensed MFIs were serving some
1.21 million clients as of 2005.25 In spite of recent growth, meeting the over-
whelming demand remains a challenge that MFIs are struggling to meet.

ACSI is one of the few microfinance institutions operating in the rural areas
of Amhara, one of the poorest regions of Ethiopia. A 2004 study by the Central
Statistical Authority in Ethiopia found that more than 30% of the 18 million
people in Amhara cannot afford to maintain the minimum caloric consumption
for survival.26 Agriculture dominates the economy in Amhara, providing
employment to more than 87% of its population.27 Thus, the vast majority of
ACSI loans are related to agriculture. Agricultural lending, risky and costly
under the best circumstances, is especially challenging in Amhara. Much of the
land suffers from environmental degradation, and the region is prone to drought
and famine. Farmers do not rely on modern farming technology, and there is no
effective irrigation system in place. The region’s poor infrastructure, especially in
the areas of transportation and telecommunications, renders many ACSI areas
inaccessible. An estimated 80% of the roads in Amhara become impassable dur-
ing the rainy season.  
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Taking into account the daunting obstacles faced by rural MFIs in Ethio-
pia, ACSI’s dramatic growth is all the more impressive. With 434,694 active
clients in 2005,28 up from just over 150,000 in 2001, ACSI has become the
largest microfinance institution in Ethiopia (see Figure 2.9). Through a net-
work of 10 branches and 175 sub-branches, ACSI had a loan portfolio of $54
million and a savings balance of $28.9 million.

Table 2.4 Country Background at a Glance: Ethiopia

Total population 71 million (estimated)

Level of poverty 81% living under $2 a day (PPP), 26.3% 
living under $1 a day (PPP)

Microfinance demand: estimation of 
total market

13.4 million, of which only 9% are 
currently being helped by Ethiopia’s 
licensed MFIs

Number of MFIs 26 licensed MFIs, serving a total of 
1.21 million clients

Special MFI or banking regulatory 
laws

The Ethiopian Microfinance Law was 
adopted in 1996, allowing MFIs to 
provide microcredit as well as collect and 
mobilize public savings, and has been 
amended several times since 1996

 Amha, Wolday. “Managing the Growth of Microfinance Institutions to Reach Large Number of Clients: Experience from 
Ethiopia.” Amha states that 9% of microfinance demand is met by the twenty-six licensed MFIs, which are reaching a 
combined 1.21 million clients. The authors thus deduced that the estimated market demand for microfinance is 
approximately 13.4 million people.

Figure 2.9 ACSI Profile: Outreach and PAR
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Although it reached a peak of 67% in 2002, ACSI’s growth rate has been
fairly constant and impressive over the last five years. This case study exam-
ines ACSI’s expansion over the four-year period spanning 2001 to 2005. Dur-
ing this time, ACSI nearly tripled in size while maintaining a repayment rate
of at least 99% and, perhaps most impressive, an operating expense ratio
under 10%. Although the period under study ends in December 2005, it is
worth noting that as of April 2006, ACSI’s client outreach totaled 446,625.29

What explains ACSI’s success over this period? A careful review of their
experience revealed the following contributors to its growth, along some
additional factors related to its success.

1. Overwhelming demand in an underserved market. There is seemingly
no limit to the number of potential ACSI clients. The estimated demand for
microfinance services in the Amhara region is 2.9 million.30 ACSI, even with
its extensive outreach, meets only 15% of this demand.31 Unlike the cases of
Kashf and Zakoura, ACSI has very little competition in its area of operation;
the majority of licensed MFIs in Ethiopia are working primarily in urban and
peri-urban areas. Three other MFIs operate in a few of the same woredos
(districts) as ACSI, but serve a combined clientele of approximately 10,000.
Saving and Credit Cooperatives (SACCOs) have minimal outreach in rural
areas; recent surveys suggest that the total membership of SACCOs in the
Amhara region is less than 7,000.32 

Although lack of competition is often associated with stunted growth and
inefficiency, this has not been the case with ACSI. In the absence of significant
competition, ACSI has operated at a high level of efficiency and continues to
push itself to reach more clients with greater effectiveness and impact. ACSI
demonstrates that the external pressure to provide better services with greater
efficiency, which is typically created by competition, can also be generated from
within. It appears that ACSI treats the condition of poverty itself as a “compet-
itor” that must be beaten. ACSI has operationalized this philosophy by setting
clear strategies and challenging targets to drive innovation and growth.

2. Shared vision, commitment, and drive of staff. A dedicated staff embrac-
inge a common mission is critical to the success of any MFI, and ACSI satisfies
this condition. As is the case with Zakoura and Kashf, ACSI staff willingly
work long hours, fueled by moral outrage at the persistent poverty in their
communities and by the belief in microfinance’s power to improve these con-
ditions. Staff at all levels of the organization share what Dr. Wolday Amha,
director of the Association for Ethiopian Microfinance Institutions (AEMFI),
describes as ACSI’s “broad vision,” in which performance expectations are set
very high. The achievement of reaching 434,000 clients by December 2005
was based on an aggressive goal to reach 600,000 by that point. The entire
organization seems motivated to reach that goal during 2006.
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3. Enabling regulatory environment. The microfinance law passed in
1994 by the Ethiopian government proved vital to the growth not only of
ACSI, but of the country’s entire microfinance sector. The new law authorized
microfinance institutions not only to provide microcredit, but also to mobi-
lize public savings and to draw and accept bank drafts. The minimum capital
required for a license was set at a low 200,000 birr ($23,256) to encourage
new entrants; compare this with the 20 million rupees ($500,000) required
for incorporation as a non-bank finance company MFI in India. MFIs were
also declared exempt from paying income and sales taxes. In 1998 interest
rate ceilings were lifted, and the task of determining appropriate interest rates
was delegated to the boards of MFIs. The law was further relaxed in 2002,
when the Central Bank of Ethiopia (CBE) passed a directive that increased
loan ceilings, extended allowable loan terms to two years, and lowered the
minimum interest rate paid on deposits from 7% to 3%.

While it is clear that the supportive regulatory environment has made it pos-
sible for MFIs such as ACSI to operate and continue to grow, there are several
areas in the microfinance law that could be improved upon. Many argue that
certain aspects of the CBE’s regulatory framework have limited the scope of MFI
services.33 For example, the minimum interest rate paid to depositors, though
lower than that in many other countries, is still high enough that it makes it dif-
ficult for MFIs working in remote regions to cover their costs. As a result, many
MFIs are discouraged from entering the more remote and inaccessible regions
entirely. The imposed maximum loan term of two years, relaxed in 2002 from
one year, makes it difficult if not impossible for MFIs to provide housing loans.
Yet overall, the regulatory framework is quite progressive and reflects a commit-
ment on the part of the government to promote microfinance. 

4. Collection and mobilization of savings. The ability to collect and mobi-
lize savings has been a critical component of ACSI’s impressive growth. ACSI
currently provides savings services to more than 480,000 clients, and as of
December 2005 it had a savings balance of almost $29 million. In 2002
deposits composed 44% of ACSI’s total assets, and thus financed a significant
portion of its outstanding loan portfolio. ACSI’s heavy reliance on savings to
finance growth has given it a significant degree of financial independence.
ACSI executive director Mekonnen Yelewem wesson explained, “ACSI sees
savings as its only sustainable source of funding in the long term. Commercial
funding is not easily available, clients’ demand is not fully met, and ACSI
needs more funds to finance planned growth.”34 Sharing his own insights on
the necessary preconditions for growth, Professor Yunus echoed Mr.
Yelewem wesson’s statement when he recently said, “Money does not have to
come from outside. Deposit-taking and the creation of regulatory authority
[to allow for it] are the real answers.”  
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5. Generous donor funding and strategic injection of equity. The impor-
tance of donor funding in financing ACSI’s growth is apparent from Figure
2.10, which shows that 45% of ACSI’s funding comes from its own equity.
Of this amount, more than 60% has come in the form of donated capital
from international agencies such as the Swedish International Development
Agency (SIDA) and UNDP, as well as a number of Ethiopian agencies. ACSI
has enjoyed consistent support from several donors over the years, most nota-
bly SIDA, which has provided grants totaling almost $6 million over the last
eight years. As ACSI has grown and reached self-sufficiency, donor funding
has decreased, as expected. Yet ACSI has maintained close relationships with
its donors, whose assistance now comes mostly in the form of financing to
support capacity building.

6. Support from regional government. ACSI has benefited from its close
ties to the Amhara State Regional Government, which owns 25% of the orga-
nization’s shares (the remaining 75% is owned by local NGOs and develop-
ment associations). Ethiopia’s Rural Development Strategy in 2001 specified
the government’s priority of reversing the country’s culture of dependency on
international aid, and microfinance—with its built-in orientation to self-suffi-
ciency and income generation—has emerged as an important part of the strat-
egy to realize this vision. As a result, ACSI has become a key partner of the
federal and local governments. One benefit of this alliance has been the will-
ingness of government agencies to make their buildings available to ACSI for
use as sub-branches. 

Although ACSI has clearly benefited from its relationship with the gov-
ernment, such close ties also present challenges. Because it is one of the only
microfinance institutions in Amhara, the regional government has often tried
to use ACSI as a vehicle to carry out its own programs. For example, the local
government has in the past provided funds to ACSI to manage a lending pro-
gram focused on agricultural inputs. While this has proven to be a profitable

Figure 2.10 ACSI Funding Sources
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and low-risk venture for ACSI (since the local government guaranteed the
loans), it has taken some of ACSI’s attention away from its target clientele
and undermined its autonomy. 

Another challenge ACSI faces as a result of its close government ties is pres-
sure regarding its interest rates. ACSI currently charges 18% (calculated on a
declining balance), which is low compared with the rates of international MFIs.
Still, ACSI management is constantly defending its rate to local government offi-
cials and others, who believe it to be far too high a rate to charge to the poor. 

ACSI management has recently taken concrete steps to assert their inde-
pendence. They have moved out of almost all the government-subsidized sub-
branches and have drastically reduced the number of agricultural input loans
they manage. 

7. Local customization of group lending methodology. The Group Guar-
antee Lending Model is the dominant methodology of ACSI, and it has been
found to be well suited to rural Ethiopia. ACSI management credits the group
structure as one of the key factors contributing to its rapid growth and excel-
lent repayment rate. In addition to the benefits of empowerment and social
cohesion that group lending can provide to a client, the methodology also
brings advantages to the organization. Not only is it a powerful form of
insurance against default, but service delivery is inexpensive, allowing the
MFI to serve and handle more clients at lower cost. 

Equally important to ACSI’s success has been its ability to customize the
group lending methodology to meet the needs of clients. ACSI adaptations to
the system include discontinuing the practice of holding weekly center meet-
ings, due to Amhara’s low population density and the related difficulty of
assembling large numbers of people. This was coupled with a system allowing
clients to withdraw compulsory savings upon the repayment of each loan, a
policy that was found to substantially reduce the rate of client attrition.

8. Support from the community and tapping local knowledge. Another
key to ACSI’s expansion has been its enlistment and support of local commu-
nities. In every new kebele (village) entered, ACSI forms a six-member Credit
and Savings Committee made up of local leaders, respected community mem-
bers, and one ACSI employee. This committee is responsible for screening
potential clients. Committee members receive training and are instructed to
give priority to the poorest qualifying applicants, women, and those they
know to be honest. This system, employed by MFIs throughout Ethiopia, is
effective in leveraging local knowledge and resources to identify the poorest
families that are likely to succeed as microfinance clients. It has also contrib-
uted greatly to ACSI’s high repayment rate by providing an additional layer
of social collateral: clients late on their repayments receive visits not only
from the loan officer, but also from members of the Credit and Savings Com-
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mittee. The unpaid committee members also take on much of the workload
traditionally assumed by loan officers, thus maximizing the field worker’s
time and increasing staff efficiency. This innovative system works especially
well in areas with little competition. Although ACSI does not foresee serious
competition in the next several years, they do anticipate that at some point,
when competition heats up, they may have to pay the committee members for
their services, which could significantly increase operational costs.

9. Operational efficiency and cost-consciousness. ACSI has managed to
maintain a low operating expense ratio (OER). During the years of rapid
growth (2001–2005), its OER decreased from 9.9% to 6% (see Figure 2.11).
In an August 2005 rating of ACSI, MicroRate stated, “ACSI is extremely effi-
cient, reporting an operating expense ratio of 6 percent. This level of opera-
tional efficiency is unprecedented and far surpasses anything MicroRate has
seen in Africa or Latin America. The average operating expense ratio for Afri-
can MFIs rated by MicroRate is 44 percent. In Latin America it is 25 per-
cent”.35 ACSI’s level of efficiency is especially noteworthy given the amount
of manual accounting it does and the great distances field workers must travel
to meet clients. Despite these obstacles, the average caseload of loan officers
increased from 156 to 372 between 2001 and 2005.36

Part of this is due to an institution-wide commitment to cost contain-
ment. Electricity is used sparingly (many sub-branch offices do not even have
electricity or telephone lines), vehicles for staff are rarely used, and salaries
are kept reasonably low, particularly for the field staff, who constitute two-
thirds of ACSI’s entire workforce.37 Furthermore, as mentioned previously,
the uncompensated services provided by the Credit and Savings Committees
have also helped minimize costs. 

Figure 2.11 Operating Expense Ratio
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10. Recruitment, selection, and training of staff. ACSI places a high prior-
ity on recruitment, selection, and training of its staff. The lack of transporta-
tion, infrastructure, and Internet connectivity in the rural areas makes
working conditions for the field staff particularly trying and staff recruitment
a challenge. In such an environment, ACSI has found that local people often
make excellent field staff. Not only are these people familiar with the region,
people, and local culture, but they are also accustomed to the harsh work and
living conditions and are therefore less likely to leave the organization. 

ACSI generally promotes from within its own ranks and is therefore a
strong advocate of staff training and education. In 2001, at the outset of this
period of rapid growth, ACSI established a new staff development program
that improved upon the training they received as part of their orientation and
included new programs such as refresher training and promotional training.
ACSI also created a system allowing top employees to attend summer courses
at nearby universities at ACSI’s expense.

At the same time, ACSI introduced a performance-based incentive system
for employees. Staff members were previously eligible for standard salary
increases once every two years, regardless of performance. In 2001 annual
reviews of all employees based on individual and branch achievement were
implemented. Promotions, salary increases, and academic scholarships were
directly linked to the performance review process. This shift to a results-ori-
ented incentive and staff development program served to further motivate
and encourage the workforce, which clearly contributed heavily to ACSI’s
subsequent leap in client outreach.

11. Committed leadership. ACSI owes much of its success in growth to its
strong and capable management team, headed by founder and executive
director Mekonnen Yelewem wessen and supported by the Monitoring and
Planning Department head, Getaneh Gobezie. Mekonnen Yelewem wessen
assumed his current role of managing director in 2001, taking over from co-
founder Tadese Kassa (now chairman of the board). Much of ACSI’s subse-
quent growth spurt can be attributed to the organizational policies put in
place in 2001—including the staff training and performance-based incentive
programs mentioned above. Yelewem wessen’s educational background in
finance and professional experience as an accountant and auditor have been
important assets to the institution. In 2001 he raised the effective interest rate
from 12% to 18%, despite strong external pressure to do the opposite. The
decision was extremely controversial and is one he has had to continually
defend, but one we believe was necessary to ensure organizational sustain-
ability. Yelewem wessen’s ability to balance long-term financial objectives
with client-level impact and outside pressures has been a critical factor in
ACSI’s success to date. 
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Remaining Challenges

Despite its tremendous strides and impressive growth, ACSI still faces a num-
ber of obstacles. The most immediate challenge is the absence of an auto-
mated and effective management information system. As mentioned earlier,
management information systems are necessary to ensure the timely and
accurate flow of information, and the lack of such systems can impair portfo-
lio quality and other areas of organizational performance, including risk
management. ACSI currently operates using a manual system. Records are
kept by hand and transferred from the sub-branch to the branch offices, and
then to the head office. ACSI management is keenly aware of this deficit and,
with the financial support of USAID and SIDA, is in the process of imple-
menting an in-house MIS that they hope will be operational by mid-2006. 

ACSI also struggles to maximize its contribution to the empowerment of
women. It has set a goal of reaching a client base of 50% women, yet it has
consistently fallen short of this target. The percentage of women clients actu-
ally decreased between 2001 and 2004, from 38% to 29%. In addition to
cultural resistance to giving women credit, the women themselves are often
reluctant to form groups. Particularly in the more rural and remote areas,
women are quite isolated from other households and therefore do not have
much contact with other women with whom they could form groups. In con-
trast, men are often outside the home and involved in community activities,
and thus are able to form groups with greater ease.

The challenge of reaching women clients is not unique to ACSI, but is
confronted by almost all MFIs in Ethiopia. The average proportion of female
clients among the sixteen largest MFIs in 2004 was 44%.38 ACSI manage-
ment maintain that they are committed to reaching women and point to the
rise in female clients during the last year from 29% to 37% as evidence of the
organization’s renewed commitment and improved performance in this area. 

Finally, ACSI still faces significant challenges in setting an interest rate
compatible with political realities and long-term institutional self-reliance and
financial health. A study conducted in 1996 indicated that, given the infra-
structural setup in rural Ethiopia, an annual real rate of 30% to 35% would
be appropriate.39 Another study, conducted in 2000, suggests that ACSI
increase its interest rate to 20–30%.40 ACSI management will need to con-
tinue to work hard to balance all of these pressures by, among other things,
keeping transaction costs low and maintaining its independence from the
government. 

We feel reasonably confident that ACSI will rise to meet these and other
challenges, as one of ACSI’s greatest strengths is its constant pursuit of
improvement through honest self-appraisal. The staff and management do
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not try to conceal their mistakes and shortcomings from outsiders, but
endeavor to address them directly and use them as learning opportunities.
Their success in not only overcoming the obstacles of working in rural Ethio-
pia, but reaching more than 400,000 clients in eight years, is a testament to
their strength and learning culture, and bodes well for the future of this
impressive institution.

CONCLUSION

We live in a world plagued by a poverty crisis, one that calls out for solutions
that can be scaled over time to ensure the achievement of the Millennium
Development Goals. Microfinance has emerged as a powerful antipoverty
strategy based on a growing body of empirical research on client-level and
society-level impact. If done right, microfinance can alleviate the deprivations
that poor households face and can provide them with opportunities for a bet-
ter life. It is against this backdrop that the importance of scaling microfinance
becomes apparent as a critical global priority, even as other breakthrough
development strategies—many of which work synergistically with this one—
are being improved and expanded. The identification of growth-ready MFIs,
like those profiled in this chapter, and the strategic support of their business
plans by other institutions, must be a central part of this effort. Also essential is
the creation of enabling policy environments and the continuing refinement and
improvement of product offerings, as well as the expansion of depth of out-
reach to ensure that the primary beneficiaries of growth are those who are
poorest. Many actors have roles in supporting this process. The implications of
this chapter’s findings are summarized next for seven groups of stakeholders.

1. Microfinance managers and boards: MFIs and their leadership need to
carefully assess their capacity to grow, bearing in mind the lessons in this
chapter and those within the microfinance movement. They must make an
effort to think like their stakeholders and, in some cases, put product innova-
tion on hold as they begin to grow rapidly. Rapid growth requires a singular
focus, and unnecessary distractions must be minimized. The needs of existing
and potential clients must remain paramount, and effective targeting of the
poorest should be a priority to the extent that MFIs are seeking to contribute to
and benefit from resources set aside to support the achievement of the Millen-
nium Development Goals. Cascading management functions, decentralizing
decisions with adequate controls, and generating accountability through suc-
cession planning are characteristics common to all three case study subjects.
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2. Regulators and policymakers: Creating a favorable policy environment
for microfinance should be a priority of government in all countries where pov-
erty persists. The recognition that microfinance is fundamentally different from
traditional banking in several key respects should inform regulatory decision
making. There are opportunities to learn from countries such as those that are
home to the institutions profiled in this chapter. Unreasonable barriers prevent-
ing quality MFIs from securing funding, including funding from depositors,
should be eliminated. The relatively high interest rates charged by MFIs should
not be politicized; at the same time efforts should be made to ensure that,
within a reasonable time frame, all MFIs are able to realize efficiencies and
reduce rates to their cost of funds plus no more than 15–18% while remaining
financially sustainable. 

3. Financial institutions. Commercial financiers should follow the lead of
banks such as Citigroup, Deutsche Bank, and ICICI Bank and set up business
groups to explore opportunities in microfinance, drawing on the lessons
learned through their philanthropic investments wherever possible. Emphasis
should be placed on long-term business considerations, including establishing
relationships with poor and formerly poor families and earning reasonable
profits. Alliances with specialized microfinance institutions should be the pri-
mary means of developing this new customer base, with financial institutions
often playing the role of wholesale lender. Equity investments are critically
needed to ensure growth, continued MFI borrowing from commercial
sources, and the willingness of microfinance managers to pass on cost savings
to clients. Financial institutions as well as social investors should seek ways to
provide equity to for-profit MFIs; this will require reasonable dividends and
some degree of clarity on exit strategies. We need to focus the minds of finan-
cial experts on ensuring that currency risks are minimized for everyone
involved in these transactions.

4. Donor agencies. Official aid as well as private funding should be
focused on providing flexible support for systems, product innovation,
research and development, managing currency risk, and other critical long-
term investments in growth-ready MFIs, particularly in cases where loan cap-
ital is available from commercial sources. Another priority should be to cre-
ate enabling environments through dialogue with developing-country
policymakers, highlighting positive examples such as Bangladesh, Pakistan,
Ethiopia, and Morocco. 

5. The media. Journalists should cover the emerging microfinance success
story while also giving thoughtful treatment to the remaining challenges and
limitations of the model. Simplistic coverage of interest rates that can incite
opposition to microfinance should be avoided, as should overselling the
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potential of microfinance and giving the impression that all clients succeed in
overcoming poverty. 

6. Researchers. Documenting the impact of a new generation of MFIs, or
ones that have reinvented themselves, such as Grameen Bank, should be a
research priority. Furthermore, the time lag between data collection and pub-
lication of preliminary findings should be reduced. The topic of this chapter
should be revisited in a few years, as this is a fast-changing field. While we
believe we have accurately captured the issues as of mid-2006, there is no tell-
ing whether they will still be representative of the state of things in a few
years time. Linkages between poverty and microfinance on the one hand, and
other key issues of our time, such as environmental degradation, AIDS, war,
terrorism, immigration, civil unrest, sectarian conflict, and population pres-
sures, should be explored in a new wave of studies. Another priority should
be documenting the ways in which the microfinance network/infrastructure/
platform has been and can be used to realize other objectives, such as provi-
sion of telecommunications services, breaking down the digital divide, pro-
viding health education and services, ensuring high educational attainment
among children of poor families, combating adult illiteracy, and full demo-
cratic participation.

7. The general public. In developed countries, where microfinance has a
limited but critical role to play in addressing relative poverty and economic
exclusion, the public can think and act globally by supporting one or more
international microfinance networks as donors and volunteers. In their roles
as consumers they can opt for products where microenterpreneurs (locally or
internationally) are involved in the value chain and are fairly compensated for
their contributions. In developing countries, the non-poor public can seek
ways to do business with poor micro-entrepreneurs and the organizations
that serve them, and support politicians and members of the media that,
through their actions, support the establishment and periodic refinement of
an enabling environment that seeks to benefit ethical, poverty-focused MFIs
and the families they serve. 

There is much to do in the years ahead if microfinance is to reach its full
potential. In the words of eBay founder and noted philanthropist Pierre
Omidyar, that potential extends well beyond simply reducing poverty, to
“promoting full economic, social and political empowerment” on a massive
scale. The possibilities have been demonstrated by pioneering institutions and
individuals, including those profiled in this chapter. The actions that are
needed to realize the potential of microfinance are reasonably clear. Now it is
up to each of us to respond with the urgency required. There is not a moment
to lose.
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Notes

1. For the purposes of this chapter, “poor” refers to those living on less than $2/day
per capita (adjusted for PPP) and/or below their nation’s poverty line, and “the
poorest” are those living on less than $1/day per capita (adjusted for PPP) and/or in
the bottom half of those living below the national poverty line.

2. With an estimated $50 billion in official development assistance disbursed each
year, the Consultative Group to Assist the Poor (CGAP) estimates that between
$500 million and $1.5 billion goes to microfinance. The inability to estimate expen-
ditures on microfinance more rigorously is itself a reflection of the low priority
placed on microfinance despite its impressive track record and potential. 

3. World Bank, World Development Indicators 2005.
4. UNDP, Human Development Report 1995, p. iii.
5. This matter of impact is documented in the Grameen Foundation USA white paper

Measuring the Impact of Microfinance: Taking Stock of What We Know. This paper
is available for free download from Grameen Foundation USA’s website, http://
www.gfusa.org/pubdownload/~pubid=29.

6. It should be noted that regulations that inhibit the growth of microfinance extend
well beyond banking regulations to laws and policies on taxation, consumer protec-
tion, NGO regulation, securities law, and corporate regulation, as well as the many
laws that affect micro-entrepreneurs themselves. 

7. Among the hundreds of MFIs that visited Bangladesh and gained significant insights
into how to start or scale operations, four noteworthy examples are CARD (Philip-
pines), SHARE (India), LAPO (Nigeria), and Compartamos (Mexico), one of the
leading affiliates of ACCION International, the respected U.S.-based intermediary
that has decades of experience in Latin America and is now active in Africa and
India. 

8. A manual system can take the organization up to a certain level; however, if the
organization is planning to scale up to the next stage, it needs to harness the effi-
ciencies of technology. In other words, a manual system can handle up to 100,000
clients in a simple one- to two-product system; however, as the MFI enters new mar-
kets and grows more decentralized, from the points of view of decision making and
financial health, technology becomes very important.

9. For an excellent, free toolkit related to MFI management information systems, visit
www.gfusa.org/pubdownload/~pubid=24.

10. Proceedings of a conference on microfinance in post-disaster and post-conflict situa-
tion can be viewed and downloaded at http://www.gfusa.org/programs/
tsunami_initiative/tsunami_conference/.

11. This quality has been identified by Bill Drayton, the founder of Ashoka, as one of
the five essential characteristics of a social entrepreneur. 

12. UNDP, Human Development Report, 2005.
13. UNDP, Human Development Report, 2005.
14. Growth is measured in percentage terms. The top five (in order) were SKS, Span-

dana, EBS, SEAP, and XacBank.
15. Brandsma, Judith, and Deena Burjorjee. Microfinance in the Arab States: Building

Inclusive Financial Sectors. New York: United Nations Capital Development Fund,
2004. 

16. Adapted from Cohen, Monique, and Ruth Goodwin-Groen. Vision and Consis-
tency: US AID Support of Al Amana and the Law on Microfinance in Morocco.
CGAP Donor Good Practices Series, April 2003.
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17. Likely improvements to the law include allowing for deposit taking (it presently
allows for credit-only services), not allowing the Ministry of Finance to impose
interest rate ceilings, and creating a clear law to allow MFIs to transform (without
being subject to the same interest rate caps as other commercial banks). 

18. Among the sources of sound analysis about ideal regulations and existing
approaches are http://www.cgap.org/priorities/enabling_policy_frameworks.html;
“Policies, Regulations, and Systems That Promote Sustainable Financial Services to
the Poor and Poorest,” by Women’s World Banking, in Pathways Out of Poverty
(2002); and Recommendations for the Creation of a Pro-Microcredit Regulatory
Framework, by Alex Counts and Sharmi Sobhan (2001, revised 2005), which can
be downloaded at http://www.gfusa.org/pubdownload/~pubid=7.

19. Zakoura borrowed 11.65 million MAD (about US$1.2 million) during its first three
years and 194 million MAD (US$21.9 million) since then from domestic banks
including Société Générale Marocaine de Banques, Banque Marocaine du Com-
merce Extérieur, Banque Centrale Populaire, Banque Européenne d’Investissement,
Banque Marocaine du Commerce Intérieur, Crédit du Maroc, Crédit Immobilier et
Hotelier, and Caisse Marocaine de Retraite. 

20. Gibbons, David, and Jennifer Meehan. “Financing Microfinance for Poverty Reduc-
tion,” in Pathways out of Poverty: Innovations in Microfinance for the Poorest
Families. Bloomfield, CT: Kumarian Press, 2002. This influential chapter has
informed the investment strategy of many of the newest supporters of microfinance,
such as Vinod Khosla, who partnered with Grameen Foundation USA with an
equity investment in Cashpor-India and with Unitus in support of SKS. 

21. Edington, Mark. “How to Focus on Breakthrough Organizations When Selecting
MFIs.” Input paper for the UNCDP/SUM and UNDP Africa. Presented at Global
Meeting, May 30–June 1, 2001.

22. Rasmussen estimates that only 40% of microfinance clients in Pakistan are served
by profitable MFIs, whereas in Bangladesh that figure is 95%. 

23. Bureau of Finance and Economic Development, 2002. This figure is based on a
study that took place in 1995, before ACSI was launched, so it may understate the
combined coverage of conventional banks and MFIs today. 

24. IFAD, Ethiopia—Rural Financial Intermediation Programme (RUFIP) Formulation
Report, Vols.1–3 (2001).

25. Amha, Wolday. “Managing the Growth of Microfinance Institutions to Reach
Large Numbers of Clients: Experience from Ethiopia.” Paper presented at Mekele,
March 1–2, 2006.

26. The minimum caloric consumption is set by the World Health Organization at
2,200 calories per day. This minimum consumption is estimated in Ethiopia to cost
about $10 per month for adults.

27. Bureau of Finance and Economic Development (2003/2004 statistics), 2005.
28. All figures are as of December 2005 unless otherwise stated. This figure for active

clients does not include agricultural input loan clients (50,948), which brings total
clients to 485,642 as of December 2005.

29. The total number of clients, including agricultural input loan clients (50,948), was
497,573 as of April 2005.

30. Demand estimates calculated in ACSI’s 2001–2005 Strategic Plan.
31. Based on active clients, ACSI is meeting approximately 15% of market demand

(434,000 [active clients]/2,900,000 [demand] = 15%). However, if one accounts for
cumulative clients served, then ACSI has met 30% of market demand (800,000 [cli-
ents served]/2,900,000 = 30%). 
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32. Amhara Regional Cooperative Promotion Bureau, 2004.
33. Amha, Wolday. Prudential Regulation of the Microfinance Industry: Lessons from

Ethiopia. Association of Ethiopian Microfinance Institutions (AEMFI), Occasional
Paper No. 15. Addis Ababa, 2005.

34. CGAP Changemakers. Reaching More Savers: Episode 1. http://microfinancegateway.
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