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About the Multilateral Investment Fund
With funding from 39 donor countries, the MIF, a member of the Inter-American Development
Bank (IDB) Group, supports development led by the private sector to empower dynamic
entrepreneurs and poor and vulnerable populations. Its aim is to give businesses, farms, and
households the tools to boost their incomes: access to markets and the skills to compete in
those markets, access to finance, and access to basic services and green technology.
A core MIF mission is to act as a development laboratory—experimenting, pioneering, and
taking risks in order to build and support business models for successful micro, small, and
medium enterprises. To use its resources effectively, the MIF is committed to results-based
project measurement, impact evaluation, and active knowledge sharing so that the most
promising solutions are widely known and can be scaled up.
The MIF uses technical assistance grants, equity investments, and loans, as well as combinations
of these tools when both capacity building and risk-sharing finance are needed. It is the largest
provider of technical assistance to the private sector in Latin America and the Caribbean, and
always works with partners to help fund and carry out pilot projects. In the region, the MIF works
with local, mostly private partners that contribute both a significant portion of the project costs
and on-the-ground resources to implement operations. The MIF also works with global partners
that share its goals, such as corporations, foundations, and other multilateral organizations. They
pool their financial and other resources with the MIF’s to jointly solve development challenges.
In the 20 years since its creation, the MIF has evolved to serve the needs of the region while
maintaining its core function as a development laboratory. The MIF intends to continue the
promotion of innovative private-sector development that focuses on securing economic and
social mobility—a goal central to achieving sustained growth, poverty reduction, and increased
economic equality across Latin America and the Caribbean.

Acknowledgments
This report, commissioned and funded by the MIF through the Caribbean Microfinance CapacityBuilding Program II (CARIB-CAP II), was done by Barbara Magnoni and Rodolfo Quirós of EA
Consultants Inc. The following people at the MIF participated in the review process: Winsome
Leslie and Ryan Tang.
Photography: EA Consultants, 2014 and MIF, 2014.

Copyright © 2015 Inter-American Development Bank. This work is licensed under a Creative Commons IGO 3.0
Attribution-NonCommercial-NoDerivatives (CC-IGO BY-NC-ND 3.0 IGO) license (http://creativecommons.org/licenses/
by-nc-nd/3.0/igo/legalcode) and may be reproduced with attribution to the IDB and for any non-commercial purpose.
No derivative work is allowed.
Any dispute related to the use of the works of the IDB that cannot be settled amicably shall be submitted to arbitration
pursuant to the UNCITRAL rules. The use of the IDB’s name for any purpose other than for attribution, and the use of IDB’s
logo shall be subject to a separate written license agreement between the IDB and the user and is not authorized as part
of this CC-IGO license.
Note that link provided above includes additional terms and conditions of the license.
The opinions expressed in this publication are those of the authors and do not necessarily reflect the views of the InterAmerican Development Bank, its Board of Directors, or the countries they represent.

02

Contents
Executive Summary

4

1. Introduction

8

2. Background

10

3. Methodology

13

4. Findings

15

Jamaica

16

Belize

27

Grenada

34

5. Microfinance Market Development Models

41

6. Strategy and Recommendations

49

7. Conclusions

61

Bibliography

62

03

Executive Summary
The microcredit industry in the English-speaking Caribbean has evolved extensively in the
past 5 years, reflecting the largely untapped opportunities to serve microenterprises in the
region. The Inter-American Development Bank’s Multilateral Investment Fund (IDB/MIF) has
made it a priority to help guide the industry towards growth and sustainability through the
successful execution of the Caribbean Microfinance Capacity-Building Program (CARIB-CAP) I
and II projects, which together have provided technical assistance to financial institutions in
the region, increasing access to financial services for low-income businesses and improving
overall microfinance institution (MFI) performance across an array of credit providers. Under
the purview of these two projects, and with the help of local industry experts, microlending in
the English-speaking Caribbean has made great strides in terms of capacity, technical prowess,
and the creation of regulatory frameworks that improve the microfinance landscape for both
consumers and providers.
While there have been a number of noteworthy successes and achievements in Caribbean
microlending, challenges still remain as many microfinance markets in the region position
themselves to move from market creation to market maturation. For example, provider
transparency remains limited, suggesting a need for further regulation and for efforts to protect
consumers while building their trust. At the same time, MFIs in the region have steered away
from group and village banking methodologies in favor of individual business loans, where
more excluded groups including women and rural farmers might have lesser access. We also
find that lending technologies vary widely; some MFIs have adopted standard microfinance
lending practices, while in some areas, others still rely on consumer lending practices and
collateral, which favor more established businesses. While character references complement
these methodologies, in the absence of widespread use of credit bureaus, there is a risk that
lending and borrowing decisions suffer, at the expense of both the sector and its clients.
Our investigation, implemented between November 2014 and January 2015 in Jamaica, Belize,
and Grenada, uncovered three unique microcredit landscapes with a variety of both strengths
and weaknesses.
Jamaica was the largest and most buoyant credit market of the three countries reviewed for
this study. Jamaica has a growing and relatively well-established microfinance industry that has
an extensive physical presence throughout the country. Many MFIs, including credit unions,
have created unique business loan services for microentrepreneurs. Challenges to the
development of a sound microcredit sector include this fast pace of growth, driven by a growing
supply of providers but constrained by a relatively saturated market in key urban areas. With a
limited use of credit bureaus and inconsistent and non-transparent pricing of loans, consumers
may be borrowing excessively and lenders may be lending to highly leveraged clients without
sufficient information. When borrowing and lending decisions are imprudent, they can be
counterproductive to clients, and damage the “microfinance” brand on a more systemic level.
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Belize’s microcredit sector is primarily composed of regulated institutions, which creates an
environment that engenders transparency and institutional oversight, an element critical for
sustainable future growth. In addition, with interest rates lower than the regional average,
demand for microenterprise loans has been steady in Belize, fueling increased interest in the
sector by established financial institutions. Because the Belizean microfinance market is led by
credit unions, clients can typically benefit from access to a range of services, including savings,
personal loans, and to a lesser extent, insurance. Challenges in this market include the still low
quality of MFIs’ microcredit portfolios. This may reflect the fact that some actors have entered
the microenterprise lending market because of the perceived opportunity of high demand, but
without sufficiently accounting for the modifications to processes and analysis required to
manage a healthy portfolio.
Grenada’s market is extremely small, reflecting in part the country’s size, but also sluggish
growth. MFIs demonstrate an eagerness to commit to the sector and strengthen their credit
technology. The market as such may have too many actors rather than too few. Loan technologies
and processes as well as technology for tracking loans should be strengthened to be more
inclusive yet prudent. Today, credit unions often rely on member deposits to guarantee
microenterprise loans. As elsewhere in the region, there are consumer protection issues resulting
from a lack of transparency both in pricing and loan terms—nominal interest rates of 10-12%
can translate into effective rates of 60% after fees.
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We looked toward the development of microfinance in other countries in the region, specifically
some of the stronger Andean markets, as well as Mexico and Nicaragua for lessons to apply to
the maturing Caribbean markets. Latin America’s microfinance markets have developed over
2-3 decades with significant subsidy and donor support. The English-speaking Caribbean can
adapt and learn from their lessons, leapfrogging some of the steps they took. For example, all
countries have had crises in microfinance to different degrees, but most of these crises have
been closely linked to relaxed risk management practices combined with fast growth in the
supply of microfinance loans. The region can start to inoculate itself now rather than suffer
later. Also, microfinance worldwide now offers a range of products and services, often targeting
different client segments with different products, while most MFIs in the Caribbean are offering
one core microenterprise loan product and savings where available. MFIs in the region can start
to track customer data and build more client-centric institutions to better adapt to client needs.
It is important to keep in mind however, that leapfrogging does not mean directly copying
outside experiences. The differences between the Caribbean and other Latin American markets
are noteworthy. Its populations’ relatively small size, propensity to save, and strong credit union
culture suggest that a unique approach should be taken. Even within the region, we do not
propose a one-size-fits-all approach to market development. Instead, we consider three general
market typologies and adapt recommendations for the expansion of the sector based on these
three country cases. Our first typology, the Deepening Market, includes small countries such as
Belize, with limited market size but growing local economies and “vibrant” micro segments.
In these countries, it is difficult for MFIs to expand territorially, but their existing communities
can be better served through a broader range of products and services that help them grow
businesses, build assets and protect their livelihoods. Here, interventions should focus on
offering a variety of products to existing customers and their families, as well as through value
chains linked to their businesses.
The Pre-Heated Market is one in which some segments are already saturated, yet there is unmet
demand in others. It describes the situation of Jamaica, based on our field work. The market
is characterized by rapid growth, where competition might drive overindebtedness. The
recommended interventions for a Pre-Heated Market, such as Jamaica, include both inoculating
the market from overheating, while ensuring that there is greater inclusion. The latter will include
improving systems and efficiencies with an end goal of lowering interest rates, which can serve
less profitable, but viable businesses. Additionally, developing products suitable for borrowers
without any cash collateral or formal employment, such as poor women or rural farmers is
recommended. Microentrepreneurs who are either risk averse or have sluggish businesses resist
borrowing, sometimes rationally. Interventions to strengthen their businesses and improve
profitability can prepare them for a successful borrowing strategy. While supporting greater
inclusion, inoculating the market from potential overindebtedness and brand damage can help
prevent exclusion. Promoting the use of credit bureaus, strengthening risk management and
promoting efforts to empower consumers can contribute to this process.
Our final typology, the Capped Market, is also small but represents a “niche” market for other
players. This includes Grenada, for example, which has a population of only 105,897. As such,
they may have constraints to investing in large microfinance infrastructure or changing practices
and operations to fit the markets’ needs. Associations and lessons sharing from the region and
abroad can help promote good practice, including consumer protection and transparency.
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Microfinance in the Caribbean is poised for healthy and sustained development. Most countries
can boast having financial institutions with products and processes aimed at microentrepreneurs.
While the financial infrastructure and regulation varies in each country, there is a general
interest by regulators, associations and other stakeholders to push the industry forward.
Supporting mass-market campaigns to instill good borrowing practices can inform consumers
while helping them to differentiate between lenders and loan characteristics. Looking forward,
those more mature MFIs we visited might benefit from technical assistance to strengthen their
processes, products and scalability while emphasizing prudent risk management areas and
developing more customer-centric practices. For example, MFIs can develop products to help
expand services such as commitment savings products, microinsurance, value chain financing,
group lending, and loans to very small enterprises.
While one-on-one technical assistance would be useful to all MFIs in the region, budgets are
often limited and the demand for credit may not merit this level of depth. Instead, some lower
“touch” strategies for lessons sharing are also recommended as they can reach more institutions
in numerous countries. Specific topics, such as promoting credit bureaus, microenterprise
business analysis, and risk management metrics might be applicable to a broad audience and can
be addressed through a learning series of webinars, publications and group training activities.
The regional Caribbean MicroFinance Alliance, and other national associations, such as those of
credit unions and microfinance associations in the region, can help to disseminate these tools
throughout the MFIs in the region, while promoting ongoing efforts to increase transparency
and share data. Supporting mass-market campaigns to instill good borrowing practices can also
help to create a stronger ecosystem, informing consumers while helping them to differentiate
between lenders and loan characteristics. Regulators and other stakeholders can do their part
by working collaboratively toward greater transparency and efficiency, and eventually, lower
interest rates in countries where these remain stubbornly high. This will be essential to the next
phase of microfinance in the Caribbean, a 2.0 perhaps that few other markets in Latin America
have yet to achieve, where a broad range of microentrepreneurs are served with appropriate
products and services affordably.
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1. Introduction
The present study investigates the current state of microfinance in the English-speaking Caribbean
with a particular focus on three countries: Jamaica, Belize and Grenada. It aims to identify a
framework for the development of the sector in these countries that can help to create a road
map to support the industries in each country going forward. These countries’ microfinance
markets are unique but have some commonalities that allow us to develop typologies that
are adaptable to various countries in the region that may have similar characteristics and
microfinance markets.
The selection of Jamaica, Belize, and Grenada for this study is not accidental, but rather represents
the diversity of the microfinance landscape in the Caribbean. Jamaica, with over 2 .7 million
people, is the largest country in the region, while 1,200 kilometers away lies Belize, a Central
American country with over 12 ethnic groups. Only 250 kilometers from the coast of Venezuela
sits the small island of Grenada, whose population of 105,897 is largely of African descent.
The diversity of these three countries represents the broader diversity of the English-speaking
Caribbean and highlights some of the pitfalls of trying to develop one-size-fits-all measures to
encourage the development of financial access for low-income populations across the region.
In our prior report, Building Up Business: Microenterprise Demand for Credit in the
Caribbean (to be referred to as “Building up Business”), a report financed by the MIF and
authored by the EA Consultants team in 2014, we highlighted that the size of the market
for microcredit at any given time is likely lower than it may appear. Our study revealed
that those microenterprises that were both eligible, interested, and would benefit from
a loan represented only a fraction of the informal sector at any given time. In Belize, the
most dynamic market for these entrepreneurs and where interest rates were lowest, this
figure was approximately 42%. In Jamaica, we found the smallest market for microcredit
relative to its size, with only 17% eligible, interested and that would benefit from a loan.1
This low number is primarily due to high interest rates on loans, which make the return needed
to generate a profit quite high. It highlights the need to boost productivity, reduce interest rates,
and address some risk aversion among microentrepreneurs - the latter alone could boost the
market size by another 11%.
In this report, Open for Business: Supporting A Sustainable Microfinance Industry In The
Caribbean, we analyze the financial institutions and stakeholders that provide financial
services to microenterprises. Our analysis reveals that the financial sectors, and in particular the
“microfinance” sectors in each country, vary in size, scope and depth. In all cases, it is worth
1 Grenada was not included in the prior survey, however the size of the target market for microcredit represented 27% and 19% of the
informal sector in Guyana and Suriname respectively.
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noting that we were able to identify leading institutions in the microfinance industry. This
reflects the efforts of a variety of domestic and international institutions, including the InterAmerican Development Bank’s Multilateral Investment Fund (IDB/MIF), to develop a healthy
sector that could soundly and sustainably offer financial services to low-income clients. In
Jamaica, this sector includes at least 38 credit unions and non-bank financial institutions, as well
as a large second-tier public actor (the Development Bank of Jamaica), three credit bureaus and
various associations. In Belize, the sector is led by a smaller pool of actors, including 12 credit
unions, one nongovernmental organization (NGO), a credit union league and a public provider
of direct microfinance loans. In Grenada, “microfinance” is somewhat less defined, and the sector
includes just 11 credit unions and their league, as well as a government agency, the Grenada
Development Bank, that provides direct loans to the space. Similarly, regulation varies across
the region. Whereas in Jamaica, regulatory changes are anticipated that will tighten supervision
of credit unions and further define some of the expectations of microfinance providers, in
Grenada and Belize, microfinance has no specific regulatory treatment. However, because
most microfinance is offered by credit unions in these two countries, there is an overarching
supervisory framework to which these institutions adhere. In Belize, credit unions are regulated
by the Central Bank, whereas in Grenada, they are regulated by the Grenada Authority for the
Regulation of Financial Institutions.
Over the course of our study, we identified common challenges across countries, as well as
some of the specific differences that must be considered in order to continue to build on the
past work of the domestic and international institutions that have offered funding, technical
assistance, and spaces for the sector to share experiences and grow.
Chapter 2 offers some background of the context of this study.
Chapter 3 presents a brief methodology of the study.
Chapter 4 presents findings from our fieldwork in the three countries of study and highlights
some specific areas of strengths and weaknesses that can be targeted for future interventions
by donors and other stakeholders.
Chapter 5 offers a summary of our understanding of the existing microfinance market
development typologies in each country and how these may apply to the rest of the region.
Chapter 6 maps out recommendations and a strategy for such future interventions for countries
falling under each typology.
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2. Background
The microfinance markets in the Caribbean have evolved impressively in recent years, driven
by a keen interest in serving micro and small businesses by financial institutions that largely
served salaried workers in the past. The Caribbean MicroFinance Alliance reported that in 2013
alone, the number of microfinance clients served by its members grew to 23,979, up 37% from
the prior year. Gross loan portfolios increased 26.4% to US$21.8 million over the same period.
In Jamaica, the largest country in the region, a recent study identified over 17 institutions2
with over 60% of their portfolios in microcredit, up from virtually none in 2008. On average,
among Caribbean MicroFinance Alliance members in 2013, 18.7% of their gross loan portfolios
were in microfinance loans with average sizes of US$900.
Today’s picture reflects an acceleration of growth and emphasis on microfinance
over the past 7 years. A due diligence mission from the IDB/MIF in 2007
identified many of the region’s institutions to be risk averse, lacking microfinance
technologies and preferring larger, more established entrepreneurs in their loans.3
The same mission identified that average loan sizes were US$1,000, much higher than many
counterparts in Latin America and the Caribbean, and higher than today’s average (despite
high inflation). This suggested that specific segments may have been excluded from access to
these loans. In part, the recent evolution in the sector was supported by financial and technical
assistance offered through two IDB/MIF projects: Caribbean Microfinance Capacity-Building
Programs I & II between 2009 and 2014.
CARIB-CAP responded ambitiously to the dearth of knowledge about microfinance in the
region, covering 14 English-speaking Caribbean countries, and targeting over 30 MFIs and
one regional network to receive technical support. CARIB-CAP did not only support MFIs,
but to some extent, it contributed to the creation of the concept of microfinance, and thus a
microfinance sector in the region. Prior to the program, there were few MFIs in the region per
se, but only financial institutions, such as credit unions, serving the low-income markets. In fact,
of the 10 MFIs that initially worked on CARIB-CAP I, 7 were credit unions. Today, members of the
Caribbean MicroFinance Alliance are also predominately institutions with a diversified target
market and revenue base.

2 Callender, Lisa. Technical Consultancy to Conduct Mapping of Microfinance and Small Business Financing and Services in Jamaica,
Survey Report. September 2014.
3 Regional Caribbean Microfinance Capacity-Building Project (CARIB-CAP) (RG-M1106 and RG-X1005), Donors Memorandum,
Multilateral Investment Fund of the Inter-American Development Bank, January 2008.
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While there was strong interest by the sector in expanding into microfinance, the business case
remained uncertain in microfinance’s early days. The region’s unique characteristics, including
its small and largely rural markets, small institutions, high delinquency rates, and in some cases,
direct lending from government, posed serious challenges. At the start of the CARIB-CAP
I project’s launch, the global economic crisis had already struck, leading to severe economic
contractions in many countries in the region. Vibrant financial sectors began to feel the pressure
of tightening liquidity, and microfinance lending, though needed more than ever, became
riskier than ever. Portfolio quality also suffered, testing some of the assumptions about using
credit technologies that eliminated the need for collateral to make loans.
Despite these challenges, the microfinance sector has grown and evolved, with some dedicated
microfinance providers, and other players, including credit unions, catering to the microfinance
sector as part of a larger strategy to deepen their presence in their communities. Regulators,
particularly in Jamaica, have become aware of the sector and its unique needs. Wholesale
lenders have offered preferential interest rates to spur growth in most countries, albeit at
varying speeds. Credit bureaus are beginning to take hold in some countries, and look poised
to enter others. Portfolio at Risk of 30 days (PaR 30) rates among some of the stronger MFIs
have come down, albeit to still high rates on average. Table 1 reflects the improvements over
2 years for participants in the CARIB-CAP II project, for example. Most significantly, many MFIs
and microfinance operations within other institutions have reached operational and even full
sustainability in their microfinance programs, a serious challenge given the limitations cited
above. As CARIB-CAP II comes to an end, it will be important to consider some of these advances,
and seek to identify the challenges that lie ahead for the industry to ensure that the gains of
recent years are not lost, but instead used to push the industry further.
Table 1: Consolidated Performance Indicators of CARIB-CAP II Participants from IDB/MIF

evaluation.

Indicator
Number of outstanding loans
Gross loan portfolio (US $)
Average loan balance (US $)
Interest & fee income quarterly (US $)
Portfolio yield (annualized)
PaR 30 days (weighted)
Total savings (US $)
Return on assets - ROA (annualized)

Actual Actual Actual Actual Actual Actual Actual
(09/30/12)

8,627

(12/31/12)

8,872

(03/31/13)

9,328

(06/30/13)

10,326

(09/30/13)

12,552

(12/31/13)

14,748

(03/31/14)

15,206

4,204,081 4,428,095 4,511,616 5,160,672 5,849,838 6,676,862 7,169,415
487

499

484

500

466

453

471

507,209

599,484

517,143

659,298

745,742

919,826

892,050

n/a

55.6%

46.3%

54.5%

54.2%

58.7%

51.5%

23.5%

20.4%

19.7%

16.6%

15.4%

14.9%

13.3%

1,244,088 1,256,953 1,285,654 1,501,168 1,749,237 1,969,357 1,803,285
2.52%

5.74%

4.95%

4.37%

4.28%

3.76%

4.44%
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The context of this study coincides with the end of the IDB/MIF’s CARIB-CAP II project, the
second of two technical assistance projects over 5 ½ years that provided technical assistance
to financial institutions in the region to increase access to financial services for low-income
businesses and improve overall MFI performance. The CARIB-CAP II project has spanned nearly
the entire lifespan of the microcredit sector in the region, having jumpstarted microlending
in existing credit unions around the Caribbean, aided in the development and funding of
new MFIs, and assisted in the development of regulatory mechanisms that are critical to the
success and sustainability of such a young sector. As the project comes to an end, the IDB/
MIF is interested in understanding the evolution of these sectors since the beginning of the
first CARIB-CAP project in 2008, and what additional support the sector might require based
on the existing market development frameworks in various countries. Specifically, through this
study, we sought to understand the overall ecosystem in which microfinance operates, the
extent to which it is currently serving excluded groups and microentrepreneurs efficiently and
sustainably, and the specific needs for policy-level support or technical assistance that remain
in the post-CARIB-CAP II context.
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3. Methodology
The study began with a brief desk review to frame and focus the subsequent fieldwork, and to
help us better understand the main supply-side stakeholders in Belize, Grenada, and Jamaica,
respectively. We employed mixed quantitative and qualitative methods to outline and analyze
the main microlending actors in each market.
The desk review relied on an extensive scan of both published macroeconomic data as well as
academic and practitioner literature regarding past and current trends in the sector, regulatory
frameworks, and the main institutions that provide microloans in each country. Sources included
publications and reports from the IDB/MIF, specifically Building Up Business, as well as data
from the World Bank, Caribbean Development Bank, and other development institutions and
central banks in the region. We experienced difficulties accessing recent and reliable data about
each actor in the three markets, and in some cases data was nonexistent. Nonetheless, the desk
review was critical to our understanding of the current supply of microcredit in these markets.
This understanding in turn helped frame and focus both the actors we chose to target for our
subsequent field interviews as well as the line of inquiry for those interviews. To compensate for
data missing from our initial scan, we interviewed several stakeholders across the markets that
had particular expertise in their country’s microlending sector.
In-depth qualitative interviews and site visits were the main sources of information for the study,
providing deeper insights into the microlending sectors as a whole as well as the opportunities
and challenges faced by institutions currently operating in the field. A total of 73 interviews
were conducted over the course of the study: 13 interviews in Belize, 23 in Grenada, and 37 in
Jamaica. The interviewees included senior managers, middle managers and credit officers of 40
different institutions that offer microfinance (see Box). The selection of interview respondents in
each country was a careful process that included extensive guidance from in-country experts4
who facilitated meetings with stakeholders such as credit union league representatives, Central
Bank and government officials, and loan officers, general managers, and clients from a wide
variety of microlending institutions. Emphasis was placed on selecting institutions that were
identified in the desk review process as being particularly strong players in microcredit, and
those that reflected the real proportion of lenders in urban, semi-urban, and rural areas with a
breadth of lending experience. We sought out microcredit providers that worked in agricultural
and value chain finance, microenterprise loans, and other personal microloan products across
each of the local contexts. Lenders included credit unions, which have a widespread presence
throughout the region, as well as traditional MFIs. While we were not able to meet directly
with informal lenders and commercial banks, we did inquire about their products and services
4 Special thanks to Ishmael Quiroz (Multilateral Investment Fund, IDB, Belize Country Office); Joan Jonas (Development Options Ltd.,
Jamaica); Maureen Webber (Development Options Ltd., Jamaica).
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through other stakeholder interviews. Institutional site visits were conducted when possible,
and tended to be lengthier as they featured a number of in-depth interviews conducted with
directors, managers, credit officers, and clients if time permitted.

Types of Institutions Visited in Fieldwork

Belize

Grenada

Jamaica

NGOs

1

-

-

Credit unions

3

4

5

Credit union leagues

1

2

-

State-owned financial institutions

2

-

-

Government regulatory bodies

1

1

2

Development institutions

1

1

4

Private MFIs

-

1

3

Commercial banks

-

1

-

Industry leagues

-

-

3

Credit bureaus

-

-

1

Universities

-

-

1

Industry experts / Consultants

-

-

2

We also held a brief rural finance workshop, led by an EA consultant during our first field visit
in Belize. The purpose of this workshop, organized by the MIF officer at the IDB, was to make
the most efficient use of the consultant’s limited time in country by gathering credit union
representatives together in order to discuss sector bottlenecks as well as emerging opportunities
in microlending in Belize. The event was designed as a workshop in which EA Consultants gave a
presentation on rural finance, an area of our expertise, followed by a focus group discussion that
complemented other in-depth interviews conducted during fieldwork. In all, 12 credit union
and league personnel attended the workshop, representing 4 Belizean institutions and a wide
variety of clientele and products provided. This technique was not repeated in Grenada, as the
smaller number of microlenders in close proximity allowed for individual site visits. Similarly, the
workshop model was not repeated in Jamaica, as two consultants visited Jamaica and were able
to have more in-depth individual interviews with a variety of organizations.
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4. Findings
Below, we analyze some key findings in the three countries visited for this study. It is important
to note that while some findings overlap - for example, the need to strengthen management
information systems, loan analysis and risk management - others are unique to each country.
For example, in Jamaica, we identify a vibrant and competitive microcredit market with ample
geographic outreach. In Belize, geographic outreach is more limited and opportunities lie in
micro-regions within the country. In Grenada, the sector is primarily a part of an existing financial
infrastructure, with limited scale and outreach. As we consider the successes and challenges
identified in each country, it is important to consider the advances each market has made in
a short time, but also to benchmark their markets to countries with more mature markets to
identify opportunities for future strengthening.
Our findings take into consideration the relatively early stage of microfinance in the region, but
are also weighed against best practices in microcredit lending worldwide. Microcredit loans
aim to reach microentrepreneurs, many of whom manage small and often informal businesses
with limited record keeping, informal employees and family, and often no access to formal
financial services. As such, microcredit loan analysis is uniquely designed for these businesses.
It typically takes into account that a business’ capacity to pay will depend on the excess cash
flow generated from the business and after household expenses. This analysis requires a
specific expertise, sufficient time and know-how to cross check information reported by clients.
Once ability to pay is verified, the loan officer must also assess a potential clients’ willingness to
pay. Often character references from customers, suppliers, neighbors and others are taken. In
microfinance, collateral is rarely collected, as it is difficult for low-income households to provide.
However, most countries with mature MFIs have learned to rely on credit bureau information
to supply additional information that enables a credit officer to determine whether a client
is over-committed (has limited capacity to pay) or has repaid past loans poorly (potentially
signaling limited willingness to pay). In the Caribbean, however, credit bureaus are scarcely used
in microfinance, placing even more responsibility on the credit officer to perform a thorough
analysis of each business and loan. As a result, the analysis of the business as well as character
references take on more importance in the loan analysis process.
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Jamaica
A Brief Overview of the Financial Sector
and the Role of Microfinance
Jamaica’s economy has been weighed down by stagnant or negative gross domestic product
(GDP) growth for over a decade, a situation that has been further complicated by the lingering
effects of the international financial crisis, seen especially in an alarming near-doubling of the
poverty rate since 2007. Gross national income per capita is mid-range at US$5,220 and GDP
currently stands at US$14.36 billion, with projections to grow by 1.3% in 2015 according to the
World Bank. Relatively stubborn inflation – an average of 9.1% over the past 4 years – and a high
unemployment rate at 13.4% suggest that the slump in the economy has become structural,
where Jamaica’s main exports are no longer supporting its economy, which is fueled mainly by
revenues from remittances (13.8% of GDP) and tourism. While the economic outlook has been
negative for some time, more recently, there are some encouraging signs. Unemployment
began to come down in 2014, following the approval of a 4-year IMF Extended Arrangement
for Jamaica aimed at improving these structural problems through fiscal and debt adjustments.
This trend has fueled hopes of a turnaround in economic growth that has also encouraged
investment in the financial sector.
Main Actors in the Jamaican Financial Sector (# of institutions)

60%
31%

Credit unions

6%

Commercial banks

2%

Building societies

1%

Development banks

As the largest country in terms of population in the English speaking Caribbean, Jamaica’s
financial sector is relatively well developed, with over 120 institutions that range from large
commercial banks to building societies. Jamaica has a vibrant credit culture and a very active
microfinance industry. This industry has been evolving rapidly and currently includes specialized
MFIs, credit unions, and one commercial bank, all of which actively offer services such as business
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and consumer credit, deposit mobilization, and insurance products. Credit unions in Jamaica
have a history of banking low-income segments, though they have been slow to fully integrate
microfinance products into their offerings. Jamaica has numerous registered moneylending
entities that serve the low-income market, with both business and personal loans. Among the
moneylending5 entities are MFIs affiliated with major banks (such as Jamaica National Small
Business Loans) as well as independent providers such as Access Financial Services, a major
provider, and Microcredit Limited, a smaller player. These microfinance service providers have
microcredit portfolios, which they define as portfolios with business rather than consumer
loans. Most also report to have a social mission and target microenterprises for both business
and personal loans. National People’s Cooperative Bank, for example, which is regulated by the
Agricultural Credit Board, has a strong focus on rural and agricultural lending, which continues
to be quite limited in the country. With over 37 branches in the country and over 145,000
depositors, National People’s Cooperative Bank has only a fraction of borrowers, with just 1,730
in agricultural loans specifically.6

Strengths of the Microfinance Sector
Microcredit services have been growing steadily in Jamaica over the past 5 years, a testament to
the successes in the development of this sector, which came about, in part, through the support
of the CARIB-CAP I & II projects as well as IDB projects including the Social Entrepreneurship
Program. Most institutions have recognized that business loans differ from consumer loans
and have created unique business loan products for microentrepreneurs. Both kinds of loans,
business and personal, are disbursed quickly and efficiently, a strength that spares customers
from unnecessary delays and creates a loyal client base. And as the sector grows, leading players
continue to strengthen and improve their performance, thus serving as an example for newer
actors in Jamaica’s vibrant microcredit market. For example, Access Financial Services reports
7,600 business loan clients today, compared with 5,814 clients in 2012. While growing, they
have successfully reduced their delinquencies, with PaR 30 on business loans nudging down
from 16% in 2012 to about 10.5% today.7 Another leading player, Jamaica National, boasts an
even lower delinquency rate, with PaR 30 of around 3% and 15,000 clients. Finally, the small
Microcredit Limited, with 2,000 clients has kept PaR at the lowest levels we observed in the
country. Today, PaR 30 is under 5%, down from 7.6% in 2012. Microcredit Limited primarily utilizes
a group lending methodology, which allows clients, primarily women, with limited credit access,
an alternative to collateral through a group guarantee. Stronger institutions, including Access
Financial Services and Jamaica National, manage electronic client files and have the ability to
access remote credit approval.

5 In Jamaica all non-bank lending operations are subject to the “Moneylending Act,” including payday lenders, professional
moneylenders, and MFIs. Institutions are licensed, regulated, and supervised under the act, though supervision is much less stringent
than for banks, focusing mostly on the protection of credit consumers. A 40% per annum interest rate cap applies, but lenders with a
social focus (such as MFIs) may apply for an annual exemption.
6 McIntosh, Douglas. “Assets of PC Banks Increase to $3.85 Billion,” Jamaica Information Service. 22 May 2014. http://jis.gov.jm/assetspc-banks-increase-3-85-billion/
7 Data from CARIB-CAP II project and individual interviews. Not officially published data.
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Despite the strong growth in the market and high levels of competition, business ethics are
commendable. Unlike in many markets with a robust and competitive environment for providers,
we did not observe unethical practices related to the active poaching of clients and loan officers
among MFIs, which is worthy of praise.
Rural access has been identified as a specific financial inclusion goal by both the Jamaican
government and international organizations. The microfinance sector, and more precisely credit
unions, have an extensive physical presence throughout the country. The supply of agricultural
loans continues to be somewhat low, as many rural credit unions offer personal loans to their
members, including rural producers. Products and services may not always meet the needs
of rural populations, however, as there exists a preponderance of consumer credit rather than
business or farm loans. For example, only 46% of National People’s Cooperative Bank’s loan
portfolio is in agriculture, despite being Jamaica’s largest provider of rural loans. In many other
credit unions, agricultural loans represent a much smaller percentage of loans overall. The
promise of deepening access to financial services in rural areas has surfaced with the adoption
and use of mobile and Web technology for operational purposes. Most Jamaican microcredit
institutions have working websites on which clients can manage their accounts, and nearly all
lenders actively use social media such as Facebook, Twitter, and blogs to promote their products
and increase membership. Even credit unions, some quite small, have begun to offer some
mobile services through a joint project with the Jamaican Credit Union League. Additionally, the
Development Bank of Jamaica is launching a pilot program in mobile banking in 2015 aimed at
reducing the cost of lending and interest rates, particularly in rural areas.

Access Financial Services enters loan information, including photos or key documents and business information,
into an online management information system platform that allows credit managers to easily review
applications. Loans over J$100,000 (US$875) are approved by a credit committee electronically.
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The promise of credit bureaus in Jamaica
The passing of the Credit Reporting Act in August 2010 led to the
establishment of three licensed credit bureaus in Jamaica. The first
two, Credit Information Jamaica and CRIF NJM, have been operating
for a year and the third, Credit Information Services Limited, has
obtained a license to operate. These are overseen by the Supervisory
Division of the Bank of Jamaica, which also oversees credit unions.
Credit bureaus capture all loan information (positive and negative)
and civil and criminal records, with one bureau reporting that it is
in the process of adding information from public utility and phone
companies. Jamaica’s credit bureaus are still new and as such
suffer from some of the challenges of new entrants. Many financial
institutions have not internalized the importance of the information
as part of their own risk management culture and process. Similarly,
consumers are unaware of the role and value of these services.

“We have suggested quite
strongly to the Bank of
Jamaica to mandate a
credit bureau reference for
supervised institutions in
their assessment of ‘fit and
proper’ protocols”
Manager of a Credit Bureau
in Jamaica

Credit bureaus have a small number of mostly regulated financial
institutions reporting to them, which includes some of the country’s
largest providers of small loans (including Access Financial Services
and Scotia Bank). The cost of obtaining a credit report is relatively high
compared to other markets (between US$5 and US$10 depending
on the agency and agreement with the lender), which tends to
discourage more microfinance actors from using the bureaus. Those
who do currently utilize bureau services only reported using them
for loans above J$100,000 (approximately US$885). An additional
deterrent for using credit bureaus can be the lack of structured and
accessible information that smaller microfinance providers keep on
their clients. One credit bureau manager reported that “the hard part
is getting them to clean their data and share this.” In some cases, the
credit bureau offers its own staff as a resource for helping to clean
and set up data reporting tools for smaller institutions, likely adding
to the overall cost of their services. Reducing the cost of providing
credit reports and increasing the number of providers will likely lead
to lower costs and a virtuous cycle of adoption over time.
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Challenges in the Microfinance Sector
Although Jamaica leads the regional curve due to the breadth of microcredit products offered
and the sheer number of providers, the industry has not yet matured and has room to further
develop effective and efficient products, processes and outreach. This is especially evidenced
in delinquency rates of loan portfolios of many MFIs, where PaR 30 (portfolio at risk more than
30 days) can reach up to 35%. These figures are the result of a combination of factors described
herein.

Challenge 1: Fast Growth in a Constrained Market
In Jamaica, “microcredit” is defined in the sector as small loans for microentrepreneurs, including
informal sector workers, rather than consumer loans. Yet its greatest competition comes from
the multitude of consumer lending options available to the same microenterprises targeted for
microfinance loans. These range from informal lending through “Pardnas” that are similar to Rotating
Savings and Credit Associations, to pawn shops, to consumer lending organizations and finally
international players such as Scotia Bank. Consumer lending is rampant, particularly in and around
the two major cities (Kingston and Montego Bay) and microenterprises and even farmers may
take consumer loans instead of or in addition to microenterprise or crop-linked loans because of
the relatively easy availability of these loans (proof of salary is often sufficient). Indeed, it may be
the fast-paced growth of microfinance that is creating some of the service-level bottlenecks that
pose the greatest risks to the industry. With escalating demand, some providers have taken on new
staff members without the resources or time to train them adequately. In many of our interviews,
managers noted that they had only a few credit officers dedicated to microfinance (between 1 and
3 in many cases), and training had to be cut short to ensure continuity in credit disbursement. Two
institutions we interviewed that had relatively larger teams of microcredit officers limited classroom
and field training to 4-6 weeks, typically less than the time invested in other countries – where loan
officers may wait over 3 months before making their first loan – primarily for cost reasons.
In the context of the fast growth in the overall credit market, some of the smaller, or less agile, credit
unions have been overlooked for loans and report that microentrepreneurs migrate to other MFIs or
to stronger credit unions that have presented themselves as more nimble lenders. National People’s
Cooperative Bank is such a lender – with a 61% increase in membership from 2012 to 2013 and,
greatly aided by the IDB and CARIB-CAP II initiatives, they have successfully pushed new products
and enhanced their outreach to previously underserved constituencies such as farmers.8 In response
to the successes of some of the leading credit unions, other lenders have loosened their processes
and requirements (in particular that borrowers be members prior to obtaining a loan), to compete
with these more agile actors. Unfortunately, many have also suffered, perhaps because these new
policies were not accompanied with rigorous enough credit technology and back office processes.
We found that Jamaica’s credit unions often have some of the higher delinquency ratios.

8 McIntosh, Douglas. “Assets of PC Banks Increase to $3.85 Billion,” Jamaica Information Service. 22 May 2014. http://jis.gov.jm/assetspc-banks-increase-3-85-billion/
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Credit unions fill a need, but must strengthen their ability TO serve the need to
stay in the sector
Devon Marshall owns a microenterprise raising chickens. He sells meat and eggs to a variety of purchasers,
including restaurants, schools, business canteens, and supermarkets. He generally works alone and has no
regular employees, though he occasionally hires a girl to help collect and package the eggs. Mr. Marshall
has been a client of St. Catherine Credit Union in Spanish Town for 15 years, and identifies a number of
specific benefits from having a relationship with this credit union rather than a bank. He describes St.
Catherine as “easier,” “more reasonable,” and “more customer friendly” than a bank, and appreciates being
able to avoid the extensive red tape of banks. He is only required by St. Catherine to have a savings
account, but only “sometimes” contributes to it. Other credit unions such as City of Kingston and Churches
have left the area, leaving residents with only one credit union to turn to.
Another client, Simone McDonald, agrees with Mr. Marshall. She is also a long-time client of St. Catherine,
having begun her relationship with the credit union 12 years ago. She owns and operates a grocery store
and bar, employing a total of 3 people. She saves approximately J$2,000 per month in her account at St.
Catherine. Ms. McDonald does not borrow from any other provider, citing the trust of St. Catherine and
her loan officer as the main reason for her loyalty and mentioning that she likes the way the loan officer
talks to her. She reports that St. Catherine will be served well if they “continue to do what they are doing”
since their requirements are more flexible than banks, which “require so many qualifications such as a TV,
documentation, but at the credit union, I just need two references.” However, Ms. McDonald’s story brings
a few concerns to light. Firstly, she has begun to save at Scotia bank, attracted by its higher interest rates.
Additionally, she admits that the loan she took out from St. Catherine was for a friend, and not for her own
use.
These points are reflective of some challenges to credit unions. St. Catherine’s membership has declined
by some 20% since 2006, for example. While their personal contact and flexibility may be attractive to their
communities, they may not always be most competitive in terms of pricing (in this case, deposit rates)
and show signs that loan analysis may be too superficial, which can ultimately undermine their ability to
serve the sector. In the case of St. Catherine, we identify very limited loan analysis training as one hint that
resources may be stretched too thin to build a strong microfinance portfolio. Neither of these trends bode
well for the long-term sustainability of these types of institutions, and care should be taken to support
only those willing to invest and develop their microfinance operations for the long term.

Devon Marshall’s chicken farm
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Challenge 2: Loan Technologies and Processes
In Jamaica, MFIs and credit unions often place an excessive focus on personal character references
and to a lesser extent, collateral – generally 10-20% cash savings or credit union shares - rather
than a thorough business analysis when making loan decisions. This focus is likely the legacy of
a microlending environment built on personal loan culture, where relationships between credit
unions and end clients along with high collateral requirements, which leveraged credit union
member savings, created some certainty of repayment. Microfinance becomes more complex as
markets become more competitive and bring clients in from outside the traditional savings clientele.
Borrowers are less well known. Lenders are more pressed for time. Competition leads to multiple
offers to borrowers for loans, tempting them to borrow more than they can handle and in turn
tempting lenders to hurry through approval processes to stay competitive. While fast approvals are
important to remaining competitive, they must be based on equally fast and efficient processes that
effectively allow information to be analyzed and utilized in the credit decision. In countries with high
interest rates, such as Jamaica, this is especially important because not all clients can pay back loans
from the proceeds of their businesses. Building up Business revealed that many microenterprises in
the country were not sufficiently profitable to benefit from a loan, which highlights the importance
of having a thorough understanding of the business’ profitability in order to soundly lend to this
sector. One credit manager from a leading institution notes: “A good microfinance client cannot

maintain themselves after 6 months without a loan. They can pay for the loan for 5 or 6 months,
then the business no longer guarantees sufficient excess to repay the loan, so most business loans
must have 5-6 month terms. After this period, people start to have problems.”
A prevalent characteristic among providers is the reliance on “character-based” lending. Many
providers require a borrower to provide a personal reference and check these references before
making a loan. Character is a critical component of repayment in microfinance and should be a
criterion in any loan. However, in the absence of credit bureau information, it can be difficult to
judge the character of a borrower based on references alone. The mechanism can be flawed when
references are friends and relations, who inevitably say positive things about a potential client.
Few lenders require references from providers, for example, which may be more candid in their
reporting. One credit union noted that “some references themselves are delinquent borrowers,
which undermines their credibility.” Most importantly, character-based lending should not replace
business analysis and the underlying problem that some borrowers’ capacity, rather than willingness,
to pay is insufficient to service their loans.
The concept of “character-based” lending has also been extended to policies on incremental loan
sizes. Many providers asserted that they would begin to lend small amounts with a new client, but
increase loan sizes if these clients showed they were able to pay. In recent years, crises of overindebtedness in many countries have suggested that the latter methodology can be flawed, relying
on a client’s efforts to be responsible vis-à-vis their obligations without sufficiently considering
whether the cash flows from their business can handle larger loan sizes.
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A credit officer from Access Financial Services rejects loans because “they are all non-performing clients of
Access; they came and asked for a new loan, but we looked them up in the system.”

While personal references, relationships, and gradual increases in loan amounts are a good start
in measuring willingness to pay, it is important to note the role of complementary resources
including credit bureau information that allows lenders to better assess the state of indebtedness
of an existing client and manage loan size increases prudently. The limited use of credit bureau
information in Jamaica constrains lenders from knowing a client’s credit history. Where external
information is not available, internal information can be a good place to start. In the case of Access
Financial Services, the use of internal databases can help a loan officer identify electronically whether
new loan applicants may already have outstanding or delinquent loans with the institution. Though
incomplete, internal data can be useful in understanding the types of clients that are becoming
delinquent (by gender, loan size, business type or sector, region, etc.). Unfortunately, we identified
management information systems and loan tracking challenges in all but the strongest institutions.
This limits many institutions from analyzing their information and identifying specific areas of risk or
differentiating client segments by risk.
Inefficient processes and low productivity of field staff exist in many institutions, particularly in credit
unions. Manual processes for loan analysis and reference checks are partly responsible. Inefficient
mapping and planning of field visits can be another. For example, loan officers may serve only one
or two clients in a town located two hours from their head office. The small number of loan officers
dedicated to microfinance loans in some institutions makes it difficult to divide geographic areas
and plan visits to these areas efficiently, exacerbating some of the existing difficulties in streamlining
processes.
Finally, institutions do not typically apply a rigorous costing to their loan products, including their
microfinance loans. This is quite common in many smaller MFIs throughout Latin America and has
led to inefficient pricing. When institutions don’t know the cost of their loans, it limits them from
reducing the price of their loans (interest rates). This is likely contributing to the “sticky” 1% per week
pricing offered by most lenders.
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Challenge 3: Weak Pricing Transparency and Poor Borrowing and
Lending Decisions
High and often difficult to understand interest rates in Jamaica’s microfinance sector have a strong
implication on the role of loans in the lives of microenterprises. Business loans may be imprudent
when the return on capital for a business is lower than the interest rate. Yet this is not easy to
determine for clients, who may have relatively low financial literacy. Similarly, it can also prove difficult
for providers to ascertain when they are analyzing the capacity to pay of a business over time. In
our interviews, we identified a lack of clarity within institutions themselves on how to calculate
interest rates as well as a lack of transparency of the effective interest rates offered to customers.
Almost all of the providers we spoke to quoted a 1% weekly interest rate when asked about their
rates. However, the effective annual rates varied widely in terms of fees and methodologies for the
calculation. Annual nominal interest rates reached as high as 52%, with fees ranging from 3-5%, and
up-front “reserve” payments or forced savings were usually equivalent to 20% of the loan size. Loan
terms varied slightly, with loans from 8-18 months in tenor. As a result, annual effective interest rates
can be between 60-90%. These rates are far from easy to understand or explain – in some cases,
managers were not able to clearly identify the effective annual interest rate of their own loan, or to
consider the upfront fee as part of the borrower’s cost of borrowing. The default “1% per week” rate
is quoted more easily and obscures differences in loan costs between providers.

Challenge 4: Complex and Relatively New Microfinance Ecosystem
The microfinance ecosystem in Jamaica is populated by a diverse set of small- and mid-size
microlenders. The infrastructure of this ecosystem is greatly supported by the Development Bank of
Jamaica’s second-tier lending initiatives, which not only provide capital to the sector, but also aim
to encourage good practices through their relationships with first-tier institutions. Three national
associations in addition to the regional Caribbean MicroFinance Alliance cover a range of MFIs. The
Credit Union League groups together the country’s credit unions; the Jamaica Association for MicroFinancing and the Jamaica Micro Finance Association cover different types of non-regulated MFIs in
the country, including moneylenders. The Jamaica Micro Finance Association in particular includes
many of Jamaica’s moneylenders, which offer personal salary-based loans, and some of them offer
microfinance loans to microentrepreneurs as well. The Jamaica Association for Micro-Financing
and the Jamaica Micro Finance Association are relatively small and tend to limit their respective
scopes primarily to lobbying and advocacy efforts, which have been relevant over the past few years
as the government reviews and processes an upcoming Microcredit Act, which aims to replace
or complement the Moneylending Act of 1999 with specific guidance for small business loans.
Though these two associations have made efforts to broaden their scope, specifically to aggregate
information, they cite resistance from their members when asked to provide data and information,
which limits their own role as a “hub” or information center to promote market development.
The Caribbean MicroFinance Alliance has been able to gather data more consistently from its
members and uses it to publish an annual microfinance performance report. Additionally, Jamaica’s
Credit Union League has been proactive in both self-regulation and envisioning systemic change by
encouraging credit union mergers, mobile technology, and the exploration of new complementary
services. Credit unions in Jamaica have access to 20 ATMs of their own as well as a network of 600
bank ATMs. They are also beginning to adopt a mobile banking system developed by the League.
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Additionally, the League cites that it has been encouraging mergers in the sector, recognizing the
need to beef up balance sheets and increase competitiveness. It boasts that the number of credit
unions in Jamaica has fallen from 47 to 37 in only 5 years, in part because of efforts to become
more competitive and efficient through mergers. The Credit Union League also gathers insights
from its members, citing that “the ones that have been using the credit bureaus say it is useful.”
The League notes that its members will be more seriously scrutinized with the application of the
Credit Union Act, which will gradually move them towards supervision by the Bank of Jamaica.
The Act offers stringent provisioning requirements and mandates that a maximum of 10% of their
portfolios be unsecured. This can cap the role of uncollateralized microcredit loans in the credit
unions. As such, according to the Credit Union League, many of those institutions that have started
microfinance or small business loan products have created separate units and even separate LLCs
to offer microcredit loans and avoid these constraints in the future. During our interviews, we found
both Heritage and St. Thomas Credit Unions to have this structure already.
Jamaica is awaiting the approval of a Microcredit Act, which aims to provide some framework for
analyzing non-deposit taking microlenders. While the final contents of this Act have not been made
public – though all alliances and members have in fact reviewed the first and second drafts – it is
understood that the Act will not likely require risk-mitigating measures related to loan portfolio
provisioning (which varies among lenders), reporting, and the use of credit bureaus in loan analyses.
Instead, our interviews suggest that the Act will concentrate on some “lighter” issues around the
definition of microcredit and the publication of interest rates (though not in a standard format).
Risk management guidelines and principles of transparency, pricing and credit technology are not
expected to be covered.

Challenge 5: Brand Damage
One of our critical findings in Jamaica was that the “brand” “Loan shark, moneylender,
of microfinance is severely tarnished. This resonates with the microfinance, it’s the same
demand-side analysis in Building up Business, where Jamaican thing. They don’t protect your
microenterprises reported low levels of trust in banks and MFIs, money, they take it.”
unlike in the other countries surveyed.9 The “microfinance”
Low-income worker, Jamaica
brand has been damaged over time by the strong personal loan
industry that ties people into long-term cycles of borrowing
for consumption purposes. Anecdotally, we were told that the
aggressive collections practices of some current providers have damaged the image of all providers.
Without a strong differentiator between microfinance providers, banks, and moneylenders, it is
difficult for customers to know which providers they can trust. Credit unions thus far have been the
most successful in maintaining a more neutral brand, also identified in the Building up Business
study. According to the Credit Union League, “Credit unions are the most trusted institutions in the

country. They are a friendly place where you can go and speak to anyone, up to the highest level.”

9 These were Belize, Guyana, and Suriname
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Challenge 6: Underdeveloped Agricultural Lending
In a country like Jamaica, where nearly 50% of the population lives in rural areas, the development
of strong agricultural lending practices is of critical importance. In our fieldwork, we found that rural
finance does not sufficiently link to rural productivity and growth. Credit unions generally offer very
basic agricultural finance, with some limited variable payment features that are not adapted to the
crop cycle. National People’s Cooperative Bank and the Development Bank of Jamaica currently
provide traditional direct and indirect agricultural financing. As mentioned above, National People’s
Cooperative Bank, for example, has over 37 branches in the country and a still modest stock of 1,730
agricultural loans.10
There is a renewed interest in agricultural lending among some providers, however. For example,
the largest microfinance program, Jamaica National, has shown interest in undertaking value
chain financing pilots through memorandums of understanding that include the market –
mainly hotels and restaurants – farmer’s associations, and providers of technical assistance
and institutional strengthening. In addition, the Ministry of Agriculture and Fisheries is now
making an effort to structure value chains, including linkages with the market as well as with
informal farmers’ associations. A major credit union actor, St. Thomas Cooperative Credit Union,11
is in the beginning stages of implementing a 2-year value chain pilot program, financed by the IDB/
MIF, which involves the interaction of a large number and variety of actors. These types of value chain
approaches offer opportunities to mitigate some of the extensive risk that is common in agricultural
lending and offer potential for further exploration with a view to lessons from best practices abroad.

10 McIntosh, Douglas. “Assets of PC Banks Increase to $3.85 Billion,” Jamaica Information Service. 22 May 2014. http://jis.gov.jm/
assets-pc-banks-increase-3-85-billion/
11 It is important to note that St. Thomas Credit Union will soon merge with First Heritage Credit Union
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Belize
A Brief Overview of the Financial Sector
and the Role of Microfinance
Belize has a population of just 331,900, divided between Creoles, Mestizos, Mayans, and several
other minority groups. GDP in 2013 stood at US$1.605 billion. The Belizean economy has suffered
weak demand and economic growth since the onset of the 2008 global economic crisis, given
its dependence on commodity exports, including petroleum, crude oil, industrial minerals,
sugar, citrus fruits and tourism. On the other hand, the fact that Belize’s currency is locked at
2:1 to the U.S. dollar has had an inflationary effect on prices relative to the other countries in
the region. The financial sector is led by credit unions, many with over 50 years of history in the
country and widespread regional membership. Additionally, commercial banks, both domestic
and international, play a role in the country, mostly in urban areas and for large-sized businesses
and wealthy individuals. The relatively small size of the market has led some of these banks
to venture “downstream” into lower-income segments, though rarely in rural areas. Similarly,
financial infrastructure in terms of bank branches and ATMs per capita is quite developed, but
concentrated in major towns, which limits access to these services in a country where just over
half the population lives in rural areas.
Main Actors of the Belizean Financial Sector

44%

Credit unions

22%

Licensed domestic commercial banks

22%

International banks

4%
4%
4%

NGOs

Belize’s microcredit market is in a relatively nascent stage. Credit unions have the strongest
presence among microlending institutions, the largest of which are La Inmaculada Credit Union,
Holy Redeemer Credit Union, St. Francis Xavier Credit Union, and St. John’s Credit Union. Belize
also has one non-governmental MFI, Belize Enterprise for Sustainable Technology (BEST), which
is primarily an enterprise promotion program that also offers credit. The NGO has strengthened
its microfinance operations in recent years and currently has a portfolio of BZ$1.48 million
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with some 769 loans outstanding. BEST plans to expand and make its microenterprise lending
sustainable within the next 4 years. Previously, other NGO MFIs existed in Belize as well but today
most are defunct. Finally, the government-owned Development Finance Corporation offers
microloans directly at preferential interest rates of 8.5%.
Informal lenders play a small role for Belize’s microentrepreneurs, perhaps because informal
lenders typically offer smaller sums at high interest and thus cannot compete with savings as
a financing method. Pawnshops and moneylenders (including regulated providers) offer small
and costly loans for school fees, emergencies, or consumption. They are used infrequently yet
may compete with formal providers, such as credit unions, for consumer loans to savers (much
less so for microcredit loans).

Strengths in the Microfinance Sector
One of Belize’s microcredit sector’s greatest strengths is that it is primarily composed of regulated
institutions, which creates an environment that engenders transparency and institutional
oversight. The leading MFI, La Inmaculada Credit Union (LICU), is strongly committed to the
sector, perhaps most demonstrated by the integration of its microfinance activities into its
general business operations (See details in box). LICU has introduced microcredit as part of its
basic product offering, and all staff are encouraged to share product details and information
with clients. Building up Business identified Belize’s microentrepreneurs as especially willing and
able to borrow and gain from microbusiness loans. This is a testament not only to the vibrancy
of rural communities in the country, but also to the relatively low interest rates in Belize vis-à-vis
other countries in the region. Belizean MFIs generally offer interest rates between 10-35%, which
are more in line with those observed in more competitive markets in Latin America. In the case
of LICU, this has led to a virtuous cycle where borrowers succeed as a result of their loans and
create an even stronger market for credit and other financial services offered by providers. Credit
unions across the country have recognized the positive outcomes of microfinance lending and
are rethinking traditional credit union lending systems to include microcredit products and
technology.

Case Study: Belize’s Strongest Microlender: La Inmaculada Credit Union
•• Large member base of 22,000 clients; US$25M in assets and US$20.5M loan portfolio.
•• 760 microenterprise loan clients with a low PaR 30 of under 5%.
•• Uniquely close relationship with and role in the Orange Walk community – communicates with
clientele in a way that engenders trust and approachability.
•• 5% delinquency rate, far below regional average.
•• Microfinance products for microenterprises well-integrated, managed by multiple credit officers.
•• Successful agricultural loan product with a value chain approach, currently targeted at cane farmers.
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While on the supply-side, organizations such as LICU have shown that this market offers
attractive opportunities, demand for microenterprise loans has been steady in Belize, fueling
some of the enthusiasm of other providers in the sector. BEST, a local microfinance NGO,
operates primarily in urban and semi-urban areas. It has found no trouble identifying demand
for its loan products, noting, “We don’t need to advertise.” Its loans are somewhat large, averaging
about US$1,250 and focusing on microenterprises that fall on the larger end. These include
traditional microenterprises in commerce, many linked to tourism; in the service sector such
as small beauty shops and restaurants; and to a lesser extent in agricultural loans, which
represent only 10% of the portfolio. As different from credit unions in Belize, BEST does not
engage in consumer lending, focusing all of its energy on productive investment loans. BEST’s
general manager notes: “We are not covering effective demand.” According to BEST, demand for
microenterprise loans outstrips supply in Belize at this time.
As Belize’s microfinance market is led by credit unions, customers benefit from access to a
range of services for themselves and their families, including savings, loans, and in some cases,
insurance. For example, credit-life insurance is widely available, a guarantee scheme already
exists to protect small savings, and there is a growing interest in other insurance products such
as agriculture index insurance.

Challenges in the Microfinance Sector
Challenge 1: Loan Technologies and Processes
Although the microlending sector is growing in Belize, many of its challenges are linked to its
relatively small size. Most notably, the quality of the microcredit ortfolio tends to be low, with PaR
30 over 20% in most institutions. Comparable ratios are unavailable, as each institution calculates
its microfinance portfolio delinquency differently. Even between some of the largest providers of
microcredit, this variation is notable. While LICU notes its PaR 30 is below its 5% target, BEST cites
PaR over 14 days of 16% and government-owned Development Finance Corporation notes a PaR
1 of approximately 40% and PaR 90 of 16%. Delinquency is frequently measured after 90 days and
in one extreme case only after 180 days. These measures are often inconsistently calculated. One
MFI only included delayed payments, instead of the loan balance of delinquent operations, in their
calculation and offered no alternative measure of the portfolio at risk, which in turn minimizes the
problem and prohibits quick intervention.
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Number of Microcredit loans of selected private providers

BEST

769

LICU

760

St. Martin´s CU

325

St. Francis CU

125

High delinquency ratios may in part speak to the limited size of many microcredit portfolios, which
are also manned by very small staffs (often only one microcredit officer per institution). However,
the low quality of many loan portfolios also reflects that some actors may have entered the market
because of a perceived opportunity but without sufficiently modifying their loan analysis for
microlending. During our visits to Belize, we noted that because many of these institutions offer
a mix of small business and consumer lending, they tend to combine the analysis with consumer
lending practices instead of consistently basing the creditworthiness on profitability. Best practice
tells us that the credit officer should always prepare financial statements and cash flow analysis. In
many cases an institution focuses so heavily on consumer lending activities that they tend to rely on
collateral guarantees instead of conducting a thorough integrated analysis of family and business
income. As such, they create a mix of practices that do not adequately address all facets of lending
risk and profitability.

La Inmaculada Credit Union in Belize
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Additionally, training and capacity building of credit officers is challenging, given that institutions
may have only one or two credit officers on staff at any given time. Taking credit officers off the
job can be costly, and training is generally kept short to ensure that there is sufficient staff to keep
business moving. This speaks to one of the many challenges of managing a small microfinance
operation effectively. While small numbers of clients keep MFIs from expanding, the resulting small
size of operations tends to be difficult to scale up and strengthen. One MFI we spoke to simply
relies on new officers’ prior credit experience instead of providing comprehensive technical and
operational training. About half of the credit officers and management staff we interviewed did not
have even an approximate idea of the key performance indicators of their institutions, including their
delinquencies. Only at LICU do credit offers track delinquencies and have a variable component of
their compensation tied to these ratios, suggesting one reason for their relatively strong portfolio
quality. Even LICU, however, complains of problems accessing reports on a timely basis and with
their delinquency management system.
The infrequent tracking of loan and delinquency indicators is suggestive that systems may need
upgrades to better manage delinquency and perhaps reduce pressure on ex-post loan collection
practices implemented after delinquencies become problems. Unlike the case of Jamaica, where
more emphasis is sometimes placed on collection than on loan analysis, we identified collection
practices in Belize to be much less standardized and developed. Credit officers often follow up on
late payments too late after these go sour. In part, this is due to the problems with management
information systems and reporting. Additionally, with the exception of LICU, loan officers’
compensation is not tied to portfolio quality, which removes some of the urgency to collect on bad
loans.

Challenge 2: Incipient Microfinance Ecosystem
The microfinance sector in Belize exists in a macroeconomic “A credit reporting system is
environment that includes vibrant rural economies where key to development of a sound
lending and saving is alive and well, and urban areas where economy. It helps to reduce risk
overindebtedness is a rising issue. While the macroeconomic for financial institutions and
environment is supportive of this growth, the existing regulatory often leads to lower interest
infrastructure for microlending does not offer support for the rates - making loans more
sector. For example, transparency of providers’ interest rates is affordable and more widely
limited and unregulated as we found throughout the region. available.”
Providers are also not subject to a global risk assessment
Marilyn Gardiner Usher, Deputy
approach that is the gold standard in prudential supervision.
Governor, Central Bank. Source:
There is a Credit Reference Center, which offers information News5 Belize, April 18, 2013.
about prior criminal or civil records of clients and allows for
the validation of a person’s identity, however, it falls short of
offering any historical information about borrowing or default
histories. The upcoming Credit Reporting Act aims to open the door for the licensing of credit
bureaus system-wide and has been spearheaded by the Central Bank of Belize. The Caribbean
Regional Technical Assistance Center of the IMF and the IFC are helping to develop credit bureaus
across the English-speaking Caribbean, including Belize.
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Finally, we identify the geographic fragmentation of the
microfinance sector as a possible limitation to a countrywide
expansion. Much of the success of institutions such as LICU
is based on the institution’s personal knowledge of and
relationship with its communities. Credit unions are able to
offer services through long-standing relationships with their
communities and cite that they are often challenged when
moving out of these communities to expand into new ones
because of the strong relationship-based culture of credit union
operations. Similarly, BEST is able to operate with relatively little
competition, despite featuring interest rates that are higher
than those of credit unions and banks. Expansion is critical. BEST
notes, for example, that it will break even with a portfolio of
BZ$2.5 million versus their current BZ$1.5 million. As institutions
begin to expand their range and size, loan analysis, processes,
and procedures must be standardized, replacing the informal
knowledge acquired about a community over many years, to
support a healthy expansion.
Belize has an active Credit Union League, which is small,
has limited resources, and focuses on sharing practices and
advocacy. There is as of now no association of MFIs, and thus the
League itself has become a member of the regional Caribbean
MicroFinance Alliance to ensure its engagement with some
of the best practices and advocacy available regionally. LICU,
which is a Credit Union League member, is also a member of
the alliance. These entities offer an opportunity to strengthen
the regulatory environment and framework and communicate
new practices to the microfinance sector in an efficient manner.

“In regards to the dataproviders, the source of the
data, we expect the data to
come from financial and nonfinancial providers like the
utility, insurance companies.
So we plan to broaden the
source of data providers as
far as possible so that this can
actually have the impact of
bringing individuals and small
and medium enterprises, who
don’t normally hold an account
and have a relationship with
banks, to have access through
their reputation and collateral
to the formal financial system.”
Marilyn Gardiner Usher, Deputy
Governor, Central Bank. Source:
News5 Belize, April 18, 2013.

Challenge 3: Agricultural Lending
Despite the strong export potential, agriculture is still a niche and aging market in Belize. As the
current population of Belizean farmers grows older, there are fewer young people willing to take
their place, as agriculture is not seen as a productive or viable way to earn a living.12 Traditional
credit union lending technology is constrained in some rural areas as savings requirements make
compliance difficult, although we did see some instances of more flexible lending policies, at least
in terms of membership time required before borrowing. Market leader LICU has implemented a
value chain pilot with sugar cane producers. This has, however, turned out to be a more complicated
project than originally envisioned due to two years of farmers’ union strikes across the country that
have disrupted the harvest process and decreased cane producers’ income, thus greatly affecting
their ability to fulfill loan payment obligations. The Small Business Development Centre, the Belize
Agricultural and Health Authority, and the Belize Trade and Investment Development Service
(Beltraide) have all designed complementary programs that aim to strengthen small agribusinesses,
12 “Country Programming Framework for Belize: 2011 – 2015” Food and Agriculture Organization (FAO). Belmopan, Belize (2011).
http://www.pnpbelize.org/docs/!CPF%20Belize%20FAO%20March%202011%20with%20annexes%20Official%20copy%20(2).pdf
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especially those with export potential. Agricultural products represent some of Belize’s most
important exports, suggesting opportunities for lending to the rural area through value chains
linked to exports.
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Grenada
A Brief Overview of the Financial Sector and
the Role of Microfinance
With a population of 105,900 and an area of just 344 km2, Grenada is the 10th smallest country
in the world. Long dependent on tourism, remittances, and spice exports to grow its small
national economy, Grenada has been unfortunate in the last decade as it suffers the same slow,
stagnant growth rates as other nearby islands. Two hurricanes in 2004 and 2005 devastated
Grenada’s nutmeg and cocoa production for years to come and then saddled the country with
significant debt from rebuilding costs. Not long after, the 2008 economic crisis and ensuing
downturn ensured far lower revenues from both island tourism and remittances sent from
diaspora populations. As a result, today Grenada is one of the most highly indebted countries,
with a debt ratio over 100 percent of GDP.
As a member of the Eastern Caribbean Currency Union, the Eastern Caribbean Central
Bank primarily governs Grenada’s financial sector and has provided a critical anchor for
Grenadian economic development and stability. However, the Grenadian government and
the IMF have pointed at Grenada as one of the most overbanked but underserved countries
in the world, despite the high number of financial institutions located in the country.13
This means that while there are many banks located in Grenada, especially given its small population
and area, not many of them serve the local population. In fact, a 2009 Financial Access Initiative white
paper cited that only 37% of Grenadian adults utilized any form of financial services for their banking.14
Main Actors of the Grenadian Financial Sector

58%

Registerd credit unions

27%

Clearing banks

5%
5%

Building and loan associations

5%

Development banks

13 International Monetary Fund. “Grenada: Ex Post Assessment of Longer-Term Program Engagement.” January 2014 https://www.
imf.org/external/pubs/ft/scr/2014/cr1419.pdf
14 Chaia, Alberto, Aparna Dalal, Tony Goland, Maria Jose Gonzalez, Jonathan Morduch, and Robert Schiff. “Half the World is
Unbanked” Financial Access Initiative (2009). http://www.financialaccess.org/sites/default/files/blog/110109%20HalfUnbanked_0.
pdf
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This in turn has significant implications for the future of microfinance in Grenada, demonstrating that
there is a role for institutions such as credit unions that are reaching the bottom of the pyramid to
complement the role of banks.
In the microlending sector, credit unions have the strongest presence in Grenada,
led by Communal Credit Union, Grenada Public Service Credit Union, and Grenville
Credit Union. Axcel Finance, a private MFI with a presence in other Caribbean islands,15
recently entered the Grenadian market and has already begun providing both small personal
“xpress” and business loans, though its overall market share remains to be seen. Despite these
advances, credit unions, as well as Axcel, offer a large number of salary-based personal loans,
which are faster to place and have more widespread demand.
Credit unions in Grenada face
reputational disadvantages.
According to one credit
union manager, credit union
membership is “graying” as
younger people migrate to
banks, which in Grenada
are inclusive of low-income
sectors. “There is a perception
that is better to go to a bank
than to a credit union.”

Unusually for the region, all commercial banks in Grenada have
a small share of microfinance activities, with the exception of
the Cooperative Bank of Grenada. Perhaps as a result, banks
are seen as more accessible than in other countries in the
region and customers are able to access a wide range of
products and services. Across the market there is an excessive
emphasis on consumer loans. All microfinance operators, with
the exception of the state’s Grenada Development Bank,16
have a large share of their lending portfolios in consumer
credit. But services also include savings and loans, insurance
products, savings guarantee programs, debit and credit
cards, and money transfer services for local and international
remittances. In addition, some credit unions have introduced
ATMs as well as digital access to the customers’ accounts.

Banks in Grenada are regulated by the Eastern Caribbean Central Bank, which is responsible for 5
banks, 4 of which are foreign-owned. The assets of these banks represent 133% of the country’s
GDP. The Grenada Authority for the Regulation of Financial Institutions was established to
regulate the non-bank financial sector and supervises 10 credit unions, which hold assets equal
to 18.3% of GDP as well as the sole MFI (Axcel Finance), 24 insurance companies and 43 other
institutions (mostly pension funds).17

15 Antigua, Barbados, St. Lucia, and the Dominican Republic (http://www.axcelfinance.com/our-branches/)
16 Like many of the financial institutions examined in this study, the Grenada Development Bank does not focus exclusively on
microfinance. However, its microcredit lending programs, especially those run in conjunction with the Government of Grenada, do
qualify it as a “microlending operator” for the purpose of this study. In particular, it offers small business loans with a maximum size of
Euro20,000, which is consistent with those of many MFIs in the region.
17 International Monetary Fund. “Grenada: Ex Post Assessment of Longer-Term Program Engagement.” January 2014 https://www.
imf.org/external/pubs/ft/scr/2014/cr1419.pdf
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Strengths in the Microfinance Sector
For such a small market, the relative size and regional scope of Grenada’s microfinance sector
is impressive. Microloans in Grenada feature relatively low nominal interest rates, generally
between 10-20%. A wide variety of institutions have a presence in most major geographies and
nearly all have a strong presence in the capital, St. George’s.
The four main credit unions, together with Axcel Finance, lead the microfinance industry and
report that they are eager to commit to the sector and strengthen their credit technology. Axcel
Finance is an especially interesting player. Having opened only in 2013 in Grenada, this regional
financial institution brings to the country some of the agility and flexibility of consumer lenders
from other countries. It is able to exclusively offer small consumer loans (with a maximum
of US$3,700) and micro and small business loans (with a maximum of US$9,260) despite
the relatively small size of the domestic market because of its regional presence and larger
operating structure. At the same time, it has brought practices to Grenada more common in
more developed markets. Specifically, Axcel boasts fast turnarounds on loan approvals where
consumer loans are approved within a day and small business loans within a week. To remain
competitive, credit unions have also relaxed previous membership periods required for loan
approval as well as the savings requirements, both a direct result of competition from other
types of intermediaries. There are a significant number of Grenadians living and working abroad
who desire to keep their credit union membership, and the recent adaptation of mobile and
Web technology allows them to do just that.
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Challenges in the Microfinance Sector
Challenge 1: A Small, Low-Growth Market
Perhaps the greatest challenge to Grenada’s microfinance sector is the size of the potential market.
With only 42,000 people in the country’s labor force and a relatively high per capita GDP of US$13,400
(2008), defining and targeting a specific low-income market is not the best strategy for most
financial institutions. Instead, they must seek to offer inclusive services that can be provided to a
range of segments across levels of socio-economic status, employment, business size, and formality.
As such, financial institutions are challenged with the need to serve a broad range of clients with
appropriate products and services but with limited staff and know-how. An additional challenge in
this market is the low level of economic growth in the sector. The Grenada Union of Teachers Credit
Union cites slow growth as a critical challenge to its membership. However one credit manager
identified low economic growth as a potential opportunity to offer financial services to pull people
out of financial difficulties through shopping clubs, member discounts, and counseling to support
members’ financial difficulties.

Challenge 2: Loan Technologies and Processes
In such a highly educated country, staff members of
microfinance providers and credit unions are often well
qualified and thorough in their approach to lending. However,
credit technology, data management and reporting must be
strengthened to ensure that MFIs build sustainable business
models. Our interviews revealed, for example, that credit
unions often still rely on member deposits to guarantee their
microenterprise loans and skip a thorough evaluation of the
business.

Since April 2013, The Grenada
Public Service Credit Union
(GPSU) has been offering
microfinance services as a result
of its participation in CARIB-CAP.
As of September 2014, GPSU
had 102 microfinance loans
averaging US$753. PaR 30 was
approximately 15%, suggesting
some struggles to tighten
loan methodology as GPSU
adapts to this new lending.

In many credit unions, software is not able to generate
daily delinquency reports to share with loan officers. This
undermines the ability to track delinquent payments promptly.
Delinquency is high in most institutions, and their calculation
of delinquency ratios can be confusing. For example, many
use PaR for over 90 days, rather than the standard 30-day PaR in microfinance. The figure ranges
around 14-18%, which is suggestive of a much higher PaR 30. The Grenada Development Bank is one
example with 17% PaR 90. We identified two stronger performers, Axcel Finance and the Grenada
Public Service Credit Union, both with slightly better performance. At the same time, staff sizes
are small, limiting the investments that institutions can make in strengthening training and credit
technology. We identified productivity challenges, where some institutions complained of being
short-staffed (one credit union cited having 537 clients per credit officer). In other cases, such as
Axcel Finance, low coverage of existing credit officers at 150 clients per credit officer suggests that
their productivity could be greater.
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We found staff training at Grenadian institutions to be often theoretical (review of loan documents,
classroom training), with limited field exposure prior to a loan officer making his/her own loans.
This is reflective of some problems in staff rotation, where training personnel for the long term may
result in a “loss” in investment if they move away. It also reflects the relatively limited staff assigned
to microfinance portfolios in each institution (often 1 person only), where the financial institution
cannot afford to wait for this person to be fully trained to make loans. Additionally, incentive
structures do not yet take into account loan officer productivity or portfolio quality, which tend to be
very useful for balancing growth and portfolio quality when microfinance markets are starting out.

Contents of 1- Month Loan Officer Training at Axcel Finance
1. 5 induction videos
2. 2 weeks of preparation (reviewing manuals followed by examinations)
3. 2-3 days field visits with loan officer
4. 3-4 days processing client loans
5. Additional field visits, with branch manager and loan officers
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Finally, Axcel Finance, a relatively new entrant to the market that offers primarily salary-based loans,
notes that it is beginning to identify areas of overindebtedness in client portfolios. Axcel’s expansion
into microcredit highlights some of the small market concerns noted above. With 300 microfinance
clients to date, the institution estimates a total market for these loans of 3,000 in Grenada today.

Challenge 3: Credit with High Effective Interest and Limited
Transparency
As in the other countries examined for this report, there is a lack of transparency in loan pricing
and terms in the Grenadian financial sector. While nominal interest rates are generally low, they are
exacerbated by non-interest fees of up to 10% as well as forced reserves and savings in the case
of credit unions. These practices result in a much higher effective interest rate of 60%. This may be
high given the sluggish growth in the economy, which like in the markets studied in Building up
Business (specifically Suriname) may dampen the potential of microbusinesses profiting from these
loans. Demand-side factors may be contributing to the high delinquencies in some microfinance
portfolios, where customers may be unable to calculate the cost of loans, or determine the potential
cost-benefit based on the outlook for their businesses.
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Challenge 4: Incipient Microfinance Ecosystem
In a small market with signs of overborrowing and microcredit portfolios with worrisome
delinquencies, the ecosystem may have too many actors rather than too few. The Grenada
Development Bank, which offers loans directly to the sector, provides loans at discounted interest
rates with lax collection practices, adding to some of the strains on the market. According to the
Grenada Authority for the Regulation of Financial Institutions, the number of credit unions in the
system has been coming down, from 17 a few years ago to just 11 today, but has scope to come
down further. As in Jamaica, the Credit Union League in conjunction with the Grenada Authority
for the Regulation of Financial Institutions will play a role in encouraging mergers in the sector
to allow them to better face competition. The relatively active and well-connected Credit Union
League offers the potential to work on other specific issues to promote microfinance best practices,
including encouraging the entrance of a credit bureau, policies for transparency and uniformity in
pricing loans, as well as transparent microfinance loan reporting.
With no credit bureau to speak of, MFIs are unable to confidently check histories of new clients
and we found evidence of loan officers phoning competitors unofficially to seek information on
prospective clients’ past payment records. This highlights another weakness in the regulatory
framework related to confidentiality of information, which is not addressed through the framework
of the Grenada Authority for the Regulation of Financial Institutions.
Finally, the role of the public sector, which provides direct loans to microentrepreneurs through
the Grenada Development Bank, may be distorting the market with low interest rates that private
providers cannot compete with. While reducing interest rates can help some microentrepreneurs
access more affordable credit, the government’s role might be more effective in offering funding
and leadership to the broader industry in transparency and efforts to strengthen processes and
efficiency.

Challenge 5: Agricultural Lending Constraints
As in Belize and Jamaica, Grenada’s microfinance sector has not yet effectively included farmers.
Salary-based personal loans are readily available and microfinance is at a relatively incipient stage,
yet limited agricultural lending is available in Grenada. We identified a few small pilot programs
within the Caribbean Development Bank and the International Fund for Agricultural Development
focused on financing specific value chains. This type of pilot suggests that there may be additional
opportunities to support and finance agricultural value chains targeting exports such as nutmeg or
fruits and vegetables.
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5. Microfinance Market
Development Models
The development of the microfinance industry elsewhere in Latin America can offer insights
into the appropriate microfinance development models in the Caribbean. This industry in Latin
America dates back to the mid-1980s, where NGOs,18 particularly in the Andean region, began
to adopt lending models inspired by the Grameen Bank in Bangladesh. Many of the pioneers
from this time represent some of the strongest institutions in the region today. To understand
some of the implications for the development of microfinance in the Caribbean, we refer to a
variety of experiences in other countries in Latin America. Some markets, including Bolivia and
Colombia, were led by NGOs, many of which transformed into regulated financial institutions
or banks. Others, such as Peru, Mexico, and Ecuador, included both NGOs and cooperatives or
credit unions. In Central America, models vary from Guatemala, where banks and cooperatives
have a large footprint in low-income markets, to Nicaragua, where existing and former NGOs
are market leaders in microfinance.

A 30-year Market Trajectory in Bolivia
Bolivia offers some interesting lessons and reminders of how much time, resources and volatility are often
involved in the development of a microfinance market. The figure below concentrates on the first 20
years of the country’s market development, when donor-funded NGOs, primarily using group lending
and village bank methodologies, grew and transformed into regulated institutions with significant donor
and international support in the mid-1980s. Their success and fast growth was strongly supported by
USAID’s development programing in the country, as it shifted away from cash transfer and food-for-work
programs seeking more sustainable models for development. The success of these NGOs led many to
begin a process of transformation into regulated entities, beginning with BancoSol in 1992. This allowed
institutions to raise money from local depositors, and grow more quickly on one hand, while reducing
their cost of funds on the other. Their growth and profitability caught the attention of commercial
lenders, primarily financial companies offering fast loans to salaried workers. In addition to possibly
offering excessive supply in the system, these lenders failed to apply loan methodologies that adapted
to microentrepreneurs’ irregular cash flows and informal financial management. Additionally, they often
failed to assess the willingness to pay of borrowers, but rather offered loans based on their salaries or prior
borrowing history. Coupled with a dip in the economy, the overlending quickly led to overindebtedness
and a subsequent deterioration in lending portfolios. Over 10 years later, the industry has strengthened
significantly, perhaps as a result. Since 2003, the number of credit clients covered by regulated MFIs has
increased from 182,626 to 742,590. PaR 30 has fallen from a high 7.2% in 2002 to 1.85% in September
2014. In general, MFIs have become more efficient, more prudent, yet less profitable. This in turn may be
keeping some of the more predatory lenders out of the market.

18 In the case of Chile, banks led this trend with innovative downscaling models supported by the public sector in the early 1990s.
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Evolution of Microfinance in Bolivia

1984

´86

1992 -1995
commercial bank in Bolivia dedicated to servicing
microenterprises.
Other NGOs become regulated in 1995 (Pro-Credit
Caja Los Andes, FIE, Prodem, Fassil, Fondo de la
Comunidad and Fortaleza)

´92
1984-1986 Finca Bolivia founded
by John Hatch.
Prodem established by Acción
and Bolivian business leaders

´96

1998-2000 Endemic overindebtedness
and exit of consumer players from

´98

2000

2003

´95
1996-1998 Entry of consumer
sector- “easy money”

2003 Consolidation and deepening with:
- Emphasis on credit bureaus
- More in-depth loan analysis
remittances, wires, payments, etc.)
- Broader coverage including rural, poor,
middle class, salaried and small businesses
- Risk management and internal strengthening

Adapted from: Las Microfinanzas en Bolivia: Historia y situación actual. Pedro Arriola Bonjour, 2006

Despite the variety of landscapes across the region, many lessons have emerged that apply to
all contexts, whether led by banks, NGOs, regulated institutions or credit unions. The first is that
credit bureaus have played a critical role in strengthening MFIs and ensuring sound loan
portfolios, offering a critical complement to microfinance credit technology. Additionally, sound
regulation has prevented crises in some countries, notably Peru, where reporting to credit
bureaus is mandatory and reports are made available publically. Peru’s regulators offer clear
guidelines for interest rate transparency. Internal systems and IT have improved in many markets,
where credit risk technologies and the management of information have supported more
proactive risk management policies and procedures. Product offerings have also diversified,
with broader types of available loans as well as non-credit products including savings, payments,
transfers and others. In line with this broader scope, many MFIs are reaching new segments of
the population including rural clients, small businesses and salaried workers.19
Today, MFIs in Latin America face new challenges. Competition has grown, in some cases
attracting commercial banks to compete with dedicated MFIs. Interest rates in countries such
as Colombia and Peru remain stubbornly high. Mobile money, which has taken off outside
Latin America and the Caribbean, is lagging, yet promises to change the financial landscape in
years to come. Finally, the need to reach clients outside traditional urban markets has begun to
challenge many MFIs’ business models and profitability. While sustainable, and even profitable,
MFIs continue to benefit from some type of “soft” subsidy. Most commonly, many are still
reaping the rewards of investments in infrastructure and know-how by donor agencies from
prior years. They benefit from donor-funded knowledge-sharing events, research and other
“soft” support still provided to the industry. External support for the microfinance industry is not
always essential but it does typically exist in a wide range of contexts, even in some of the most
developed industries.

19 Arriola Bonjour, Pedro. Las Microfinanzas en Bolivia: Historia y situación actual. 2006
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To ensure that microentrepreneurs, small farmers and other excluded low-income groups have
access to high quality services, the lessons from Latin America can help the English-speaking
Caribbean leapfrog some growing pains. However, the region’s relatively small size, propensity
to save, and strong credit union culture merits a unique approach. Our fieldwork reveals some
common challenges, including weakness in the implementation and controls around credit
methodologies, poor systems and data management, and a lack of transparency and poor
supervision of the sector. But each market is different, and its economies, size, financial sector
composition and demand-side characteristics provide both different challenges and different
opportunities for the expansion of the sector.
To provide a framework for supporting the various countries in the Caribbean, we have considered
some of each market’s key characteristics and classified the markets into three microfinance
market typologies. The typologies reflect the demand and supply-side characteristics specific
to some countries in the Caribbean, including market size, geographic outreach, and the type
of microfinance actors in the sector. In addition, they consider contextual factors including
economic growth, microfinance portfolio growth and credit risks in each country. We classify
these typologies as: Deepening Market, Capped Market, and Pre-Heated Market as per Table
2 below. These typologies are not static, but rather represent a specific market context in
which countries find themselves today. They are useful frameworks for understanding the
opportunities and constraints in each type of market. They offer insight into the most effective
interventions to build and sustain access to financial services for microentrepreneurs and other
excluded groups.
Table 2: Microfinance Sector Development Typologies in the Caribbean

Typology

Deepening Market

Pre-Heated Market

Capped Market

Example Countries:

Belize, Guyana

Jamaica

Grenada, Suriname

Client Level

Small but growing local economies and “vibrant” micro
segments

Saturation in some segments
and unmet demand in others

Tiny target market with low
growth

Institutional Level

Small microfinance portfolios Sizeable microfinance
with slow growth
portfolios with rapid
portfolio growth

Small microfinance portfolios
with slow growth

Market Level

Fragmented geographic and
product outreach

Limited interest in the sector,
“niche” market

New players attracted to the
market, often offering the
same “mono-product”
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Deepening Market
Deepening Markets such as Guyana and Belize may be of small size; however, pockets of the
economy are vibrant and growing. MFIs are typically credit unions and small NGOs serving
regional areas close to home. They are often characterized by slow growth. In the case of
NGOs, access to credit for portfolio growth may be quite limited. In the case of credit unions,
limits on leverage ratios cap their ability to increase their portfolios. Additionally, in some
countries, regulatory constraints on unsecured lending may constrain credit union expansion
into microcredit. In most cases, we find that this slow growth in supply of microloans can also
result from low productivity of credit officers and operations overall. It is a “chicken and egg”
scenario, where cautious investments in microfinance lending leads to small loan portfolios and
small portfolios show low returns, thus disincentivizing interest in investment in this segment
by senior management and boards.
In Deepening Market countries, providers are generally focused on one market segment (small
tradespeople) outside the consumer lending business and with one basic loan product. In
the case of Belize, credit unions also offer some basic savings products and are beginning to
expand into insurance services, beginning with basic credit-life insurance. We see opportunities
in these markets for further deepening both by reaching new segments and offering new
products, integrating microentrepreneurs into either existing offers or through linkages with
other providers (NGOs). Because these markets may be fragmented where institutions are
concentrated geographically, it is essential that they deepen their existing foothold and service
offering prior to expanding into new geographies where their competitive advantages may
be less strong. In Peru, municipal credit unions have faced similar problems in their expansion
- where their brand recognition is lower in new regions, it brings along a series of additional
difficulties including in attracting good staff to the brand, in understanding the new client base,
and in managing and overseeing loan processes from a more decentralized perspective.
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Effective Business Models in a Deepening Market
A Deepening Market is especially well-suited to the business model of cooperatives as it relies on an
institution having a strong understanding of its clients, and the family, social and business networks
around them. These institutions may have difficulty expanding geographically in an early phase, because
their strength lies in these close ties. But they can begin by taking advantage of opportunities to offer
financial services to more people in their own community. This might include not only microcredit
clients but also their parents, spouses, friends, customers and suppliers. Locally-based organizations can
be effective in identifying these community members through their own clients, with whom they have
frequent contact.
Cooperatives are also well-positioned to offer a variety of financial services to this broader range of
clients, whose needs will be much more varied than those of microentrepreneurs alone. Offering clients
a broader range of products, including savings for their children’s education, loans to re-stock inventory
and insurance for themselves and their spouses allows institutions to meet the needs of clients over their
life spans rather than only for specific events and activities.
From a risk management perspective, serving a narrow geographic population may lead to lower
delinquencies on a regular basis, but might make an institution more prone to covariate risks in a
community, such as severe weather events, conflict, or large economic downturns. This emphasizes
the need for institutions to broaden their revenue base with non-credit products (including insurance,
remittances and bill payments) while maintaining a conservative approach to leverage. This approach to
the business model is much more conducive to the cooperative model than to a credit-only microfinance
model.
While cooperatives may be the most appropriate players in a Deepening Market, they are not without
flaws. Cooperatives can have weak governance, for example, which can undermine sustainability.
Additionally, cooperatives’ strength in their own communities can lead to an overreliance on personal
relationships and trust rather than rigorous loan evaluation, which can affect delinquency as they start to
serve new customers. Finally, cooperatives are often constrained from growth because of their limited
ability to leverage capital, which is primarily made up of member deposits. In some markets, cooperatives
may also be challenged with weak information systems and limited staff capacity. Technical assistance
can be useful in helping cooperatives overcome these challenges. Where these challenges are large, MFIs
might be better positioned to partner with banks, insurers and other financial service providers to take
advantage of a Deepening Market and further serve existing clients and their extended communities
with a broader product range.

Pre-Heated Market
While it is difficult to measure overindebtedness or market saturation in a market where there
is a limited use of credit bureaus, we find evidence of a Pre-Heated Market in Jamaica, where
pockets of borrowers are being identified as overindebted or as “multiple borrowers” by their
lenders. We foresee that other countries in the region may risk falling into this category given
the enthusiasm with which consumer lending is growing. In Jamaica, we identified 41 active
providers of microcredit, the vast majority of which were cooperative credit unions, which have
over 1 million members countrywide. At the same time, Building up Business estimates 54,667
– 95,307 potential clients for microcredit countrywide, suggesting a relatively low opportunity
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for microloans alone. In Jamaica, credit access is still far from widespread. Specific groups of
low-income consumers continue to be excluded including farmers, and borrowers unable
to meet the 20% cash collateral requirement of most microfinance loans. Additionally, larger
segments such as very small enterprises often require loans of US$10,000-30,000, which exceed
the maximum amount of most microlenders.
In Pre-Heated Markets, the boom in some segments may attract new financial service providers,
some of whom may be less committed to making the needed investments in training, systems
and marketing of microfinance services. It will also attract lenders that offer loans to salaried
workers and fast commercial credit that can be less rigorously analyzed. As a result, a typical
outcome in these markets is high levels of delinquencies. There are multiple opportunities to
strengthen these markets with a view to avoiding overheating and overindebtedness while still
expanding financial access. In these markets in particular, it is important for financial institutions
to build long-standing relationships with clients offering solutions to their unique needs. To
do so, they must be trusted, efficient and transparent. Developing strong associations that are
united around a solid code of ethics can be critical to improving practices and the reputation
of the microfinance brand. In Mexico, the microfinance sector has failed to do so, leading to a
withdrawal of many investors from the country’s MFIs as well as an opportunity for commercial
lenders to gain market share by offering products that are not perceived as differentiated from
microfinance by the public at large.
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Effective Business Models in a PRE-HEATED Market
A Pre-Heated Market is often the result of various financial sector players entering a market that offers
potential for credit growth at the bottom of the pyramid. Cooperatives, MFIs, banks and other financial
service providers such as pawn shops and payday lenders often begin with specific segments of the
population in mind. Before long, these multiple actors are bumping into each other in specific lowhanging-fruit market segments that show good repayment capacity and that are relatively easy to
reach geographically. Borrowers, in turn may have multiple loans from a variety of types of actors. It is
important to consider the size of the target population when considering a Pre-Heated Market. There
is likely not enough room for all players. Instead, it is common to observe consolidation in the financial
sector, particular among players in the microcredit space.
Such consolidation can take various years. In the case of Nicaragua, for example, the consolidation which
began in 2008 continues into 2015, 7 years later. What we find in Nicaragua is that banks downscaling
into microfinance have virtually abandoned the sector, cooperatives have been through mergers but
continue to serve rural markets, though not specifically microentrepreneurs, and non-regulated MFIs
have also consolidated, with a reduction from 24 in 2008 to 17 in 2013 and most likely 15 by the end
of 2015. Similarly, total MFI assets (only counting those reporting to the Microfinance Information
Exchange (MIX)) fell from a peak of US$600 million to just over US$400 million in 2013. The stronger MFIs
remaining are moving toward becoming regulated, deposit-taking institutions in order to comply with
more stringent regulations and supervision, reduce funding costs and broaden their product offering for
clients.
The case of Nicaragua is illustrative of how stimulating supply through both investments and technical
assistance of all MFIs in the sector can lead to an excessive supply of debt, and eventual overindebtedness
of clients. During the peak of the crisis PaR 30 of 30% or higher was common in a country that had
previously been known for its low PaR 30 of under 3%. Ultimately, a sound financial sector in a small
country is better off with a few large but solid financial service providers than many smaller ones. In a PreHeated Market, supporting some of the top MFIs in strengthening their systems, loan analysis and risk
management can help prevent overheating, while promoting consolidation through regulations that
require consumer protection, transparency, information systems and risk management can be essential
to protecting consumers from overindebtedness and building a strong, sustainable microfinance sector.
MFIs in Pre-Heated Markets might offer both consumer and business loans. This can be a positive balance,
as it helps institutions with sound credit policies and evaluation methodologies to differentiate between
these risks and diversify their portfolios. In relatively small Caribbean countries, this also allows providers
to reach scale more effectively. The success of operating in both of these segments relies on reaching
scale and in the relatively efficient distribution of loans. These are primarily urban delivery models, which
are challenged in rural areas where distances add to the costs of delivering services. In these models,
cooperatives might play a role in serving rural and more financially excluded communities as well as
in agricultural lending. It is important, as such, that both MFIs and cooperatives are subject to similar
regulatory oversight, to ensure that there are no distortions in the market and that consumers are offered
similar degrees of security and transparency.
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Capped Market
Smaller microfinance markets, where there are signs of saturation, suggest a Capped Market.
These include Grenada and Suriname. In this case, sluggish domestic demand and limited
microenterprise sector activity cap the opportunities for MFIs. Unlike in Deepening Markets,
microentrepreneurs in Capped Markets are more constrained by their slow growth and may
not have the available cash to invest in non-loan products such as short- and long-term savings
accounts, insurance, and other investment vehicles. Similarly, opportunities to cross-sell to
clients’ families are more limited. Here, microfinance may always be a niche within the existing
operations of a financial institution rather than a stand-alone business. In Grenada, for example,
with just 300 clients, Axcel Finance noted some potential overindebtedness in the market it
serves. In a Capped Market, it may be counterproductive to over stimulate supply of loans
through government lending or by strengthening many institutions in the system. Instead,
there are ample opportunities to work with institutions that are already serving the sector and
committed to lending sustainably over the long term.

Effective Business Models in a Capped Market
While Deepening Markets allow for depth within a segment, and Overheated Markets may be large
enough to allow for breadth, Capped Markets do not offer much potential for breadth or depth. As a
result, identifying an appropriate business model for microfinance in a Capped Market is challenging.
These markets are small and show limited growth potential. Axcel Finance manages this challenge
through a regional strategy, where its local presence in one country (i.e. Grenada) can leverage some of the
infrastructure of a regional player. This might reduce some costs and allow for a dedicated microfinance
business to succeed. Even in the case of Axcel, however, balancing consumer loans with microfinance and
small business loans is an important strategy for achieving some scale domestically. Other multinational
financial service providers, including banks, may also offer microfinance or small consumer loans in a
similar way, leveraging a multi-country platform for risk analysis, branding, and IT.
Domestic financial service providers, such as cooperatives, banks and other financial institutions, will likely
only perceive microfinance to be a niche within a broader portfolio of market segments. Cooperatives
may serve low- and high-end clients, often focusing on more lucrative salaried and unionized workers.
Banks and cooperatives might also dedicate some resources to particular groups of microentrepreneurs
such as producers in a specific value chain.
To some extent, this is the most challenging of markets as it does not allow for much specialization in
microfinance, particularly by domestic providers. The role of regional associations in these countries can
be critical as it can bridge some of the gaps in resources and investment by bringing know-how from
other countries and regions.
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6. Strategy and
Recommendations
The three market development typologies described above aim to inform strategies for
prioritizing support to the region going forward. Leveraging the institutional strengthening and
market development of the IDB/MIF’s CARIB-CAP I & II over the past 5 years, these typologies
seek to frame a new phase of support aimed at consolidation and growth while leapfrogging
some of the crisis and consolidation that has taken place in many markets in Latin America and
the Caribbean.
In particular, we identify an opportunity to develop these markets not by following in the
footsteps of more developed markets but by leapfrogging the insight gained from the phases
and errors that we have observed previously in Latin America. We believe that oversaturation and
overindebtedness can be controlled, and even avoided in some markets with effective practices
that include education, transparency and the use of credit bureaus when available. Where they
are not available, we believe there are opportunities to include countries into existing efforts to
expand credit bureaus in the region.
Not all countries, and not all institutions, are best served by the same interventions. Specifically,
we identify varying levels of commitment, institutional capacity, and market potential between
countries and between institutions in each country. Given the relatively small size of each market,
we highlight that interventions should be segmented, offering both low-touch support to the
entire ecosystem through standardized trainings, capacity-building events and knowledge
management efforts, as well as some specific and targeted high-touch support. The latter
should focus only on those institutions with the most commitment and promise. These can
benefit from cutting-edge, tailored technical assistance to lead them through the leapfrogging
process. This would represent a more targeted effort to continue with the valuable support
offered by CARIB-CAP I and CARIB-CAP II.
Table 3 summarizes the general interventions recommended in each type of market, also
detailed below. We focus on micro (institutional), meso (association) and macro (government,
donor) interventions that are both tailored for each type of market and also those that can and
should be offered across the region.
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Table 3: Recommended Interventions

Typology

Deepening Market

Pre-Heated Market

Capped Market

Example Countries:

Belize, Guyana

Jamaica

Grenada, Suriname

Micro Level:

Select leading MFIs
for hands-on technical
assistance to develop
capacity to segment clients,
tailor products (agricultural
loans, very small enterprise
loans, etc.)

Select Leading MFIs
for hands-on technical
assistance to further develop
institutional strengthening
and risk management

Strategic roadmap
workshops to help individual
institutions map their role
and value proposition in the
sector

Meso Level:

Strengthen existing
associations with capacity
building and linkages

Support industry-wide ethics
codes

Strengthen existing
associations with capacity
building and linkages

Macro Level:

Lobby efforts to discourage
first-tier government loans

Branding and image
campaigns to empower and
inform consumers

Lobby efforts to discourage
new market entrants as well
as competition from first-tier
government loans

Shared Interventions
Micro Level:

Shared learning platforms to strengthen institutional capacity

Meso Level:

Promotion of transparency of information and client protection

Macro Level:

Promotion of national or regional credit bureau adoption
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Recommendations
Below we outline two sets of recommendations that emerge from the study. They are divided
into A) those that are relevant across the region and B) those that are specific to each typology
defined above. Developing programs that serve the needs of multiple MFIs in over 14 countries
can be costly and complex. In particular, they can lead to skin-deep support that does not lay out
a road map for institutions to follow into the future. In-depth one-on-one training is needed to
help the larger and more established players solidify their leadership and ensure a viable market
in the long term. Rather than trying to cover all institutions with many types of support, our
recommendations identify those interventions that can be offered more generically and those
that are specific to each market typology. We note, however, that there is sufficient supply or
potential supply of microfinance services in many markets, where building up new institutions
and even supporting second- and third-tier institutions could be unproductive. With existing
concerns about overindebtedness in some sectors, and evidence of institutional consolidation,
particularly in the credit union sector, it would be unwise to encourage a broadly accessible
technical assistance program for microfinance. Instead, resources can be focused on identifying
ways to make existing programs reach more people sustainably over time.

Recommendations for Supporting
Microfinance Regionwide
1. Shared Learning Platforms to Strengthen Institutional Capacity
A large number of MFIs in the region would benefit from some ongoing technical assistance
focused on continuing the strengthening of institutional capacity that CARIB-CAP I & II supported.
Many have shown weaknesses in areas including loan analysis, loan monitoring and processes,
which are crucial to a sustainable sector. Products are relatively limited, often requiring some
form of cash collateral, which may exclude very small and larger borrowers. Given that some
similar shortfalls were identified in various MFIs regionwide, we recommend the development
of a knowledge-sharing platform with a catalogue of institutional strengthening and knowledge
management topics that are especially relevant to these MFIs. In response to the findings in this
study, some suggested topics are discussed in the box.
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Topics for Consideration in a Regional Knowledge-Sharing Platform
•• Analysis of a business loan in leading markets such as Peru or Bolivia
•• Understanding client data for risk management and product development
•• How credit bureaus work in mature markets and are they enough?
•• Group lending and village banking methodologies - how can they coexist in an individual loandriven market?
•• Lending to very small enterprises - the niche between micro and small
•• Loan management information systems best practices (functionality, upkeep and cost)
•• A primer on microinsurance
•• Managing agricultural risk - assess if your institution is ready for agricultural loans

More MFIs can be reached through innovative, low-touch technical assistance than through a
comprehensive technical assistance programs, and those who are not interested in furthering
their knowledge would self-exclude, thus saving the time and resources of donors and
other stakeholders for other activities. The platform could include various mechanisms for
disseminating information including video interviews with credit managers in developed
markets, “tours” of credit processes and IT interfaces, webinars and conversations with regulators
and leaders of industry associations in other countries. The Caribbean MicroFinance Alliance
(see box) as well as local associations, wholesale lenders and government actors can play an
important role in disseminating this information to MFIs. Costs can be amortized over time.
Donors might leverage existing Web platforms, knowledge management staff and resources to
spearhead this effort. Additionally, donors might leverage this type of platform for activities in
other regions.
The Caribbean MicroFinance Alliance was launched in January 2011 as a network of microfinance
practitioners in the Caribbean. Domiciled in Kingston, Jamaica, the alliance was formed under the auspices
of the MIF. It aims to build a sustainable network among microfinance stakeholders through a series of
activities, including:
•• Performance monitoring and benchmarking of indicators
•• Developing financial education curricula and materials for entrepreneurs
•• Managing Citi Foundation’s Microentrepreneurship Awards for the Caribbean
•• Planning and coordinating the annual Caribbean Microfinance Forum
•• Collaborating on Client Protection Principles with the Smart Campaign
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2. Promotion of Transparency of Information
Promoting transparency of data as well as transparent and standard interest rate information
goes hand in hand with the promotion of responsible lending practices. Sharing information
with the broader industry allows benchmarking and builds incentives to strengthen institutional
practices and efficiencies. Accurate and transparent pricing allows customers to make sound
decisions. Associations, regulators, and intermediary agencies such as the Development Bank
of Jamaica can play an important role in establishing best practices. Standardizing the way
indicators are calculated from PaR 30 to efficiency is essential. International associations and
data collection platforms such as MIX Market can be a useful mechanism for standardization.
Efforts to collaborate with the Smart Campaign by the Caribbean MicroFinance Alliance (see
above) are noteworthy, though perhaps premature given the low existing levels of transparency
and standardization. A first step might be to agree on calculating effective annual interest rates
in a standard form by a multi-stakeholder group (such as local associations or the Caribbean
MicroFinance Alliance) and in accordance to best practices. The NGO Microfinance Transparency
offers a simple tool for this calculation, and many regulators offer tools for standardization of
annual effective interest rate calculations.

3. Promotion of National or Regional Credit Bureau Adoption
In order to effectively leapfrog many of the problems faced in other markets, it is critical to
promote a responsible lending culture, given the particular risks associated with multiple
providers and saturation of markets in concentrated areas. This should begin with the promotion
and support of the adoption of credit bureau usage among all actors in the financial sector for
all sizes of loans in Jamaica, where credit bureaus are starting out.20 Where countries have no
credit bureaus, working with governments, regulators, associations and private credit bureaus
to encourage their entry into smaller countries may be valuable. In some countries, including
Nicaragua, the financial crisis offered a painful lesson to those institutions that avoided passing
small loans through credit checks, for example, where a sharp rise in delinquencies led to
significant consolidation in the sector, as well as damage to the personal reputation of many
clients, who lost access to credit indefinitely. Building a credit bureau culture may be the one
most important area of focus in a country like Jamaica, and part of this must involve creating
the sufficient volume and incentives that allows for the cost of credit reports to come down.
This might include reducing the cost of collecting data by strengthening the management
information systems of some institutions, for example. Promoting the role of the credit bureau
with end clients is also a critical way to engage clients in their own responsible borrowing, and
can be addressed through marketing and awareness campaigns in an early phase, as clients
begin to learn about its role and utility.

4. Promotion of Client Protection and Consumer Education
Responsible borrowing is the counterpart to responsible lending and requires consumers to
have accurate information and an understanding of the financial products and services offered.
Broad-based financial education campaigns have had mixed results in various countries, in
particular when they ambitiously attempt to educate consumers about the use of products
and services that may seem abstract to someone listening to the radio at work, for example.
Instead, strategic financial education programs, which are often closely linked to the offer of
specific products, may be more effective. When a customer is considering buying a home, they
20 The IFC has been developing a program to strengthen credit bureaus in the region.
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may be more interested, and more willing to learn about mortgage loans, for example. Similarly,
if a microentrepreneur is considering a loan, they may be more likely to pay attention to details
about the loan’s interest rates.
Effective programs also address the limited financial capability of frontline staff of financial
institutions, which themselves may be uninformed about how interest rates are calculated or
when savings might be a preferable alternative to loans. Often financial education programs
begin with education of the internal and frontline staff of financial institutions, as they are
responsible for projecting key messages about responsible borrowing to end clients.
We recommend focusing on a financial education program that can be applied throughout
the region, aimed at the staff of financial institutions as a first step toward a broader financial
education initiative over time. Trainings would be aimed at MFI staff that interact with clients,
products and processes rather than directly at clients themselves in an initial phase. They can
ensure that staff is appropriately aware of financial services, their appropriate use, and the perils
of misuse. This can be done by combining training of trainers in larger institutions with broader,
low-cost online training modules that financial institutions can incorporate into their staff
training. The latter can be especially cost-effective in light of the small scale of many MFIs,
which are wary of adding additional classroom training to their very small corps of loan officers,
and keeping them out of the field. Training modules may be developed to be available in open
source or social network-friendly platforms such as Facebook or YouTube to save money and
ensure access.

Recommendations by Typology
Interventions for a Deepening Market
These markets, though small, often have vibrant local economies and relatively
successful growth in microenterprises. As a result, we believe that there are
opportunities in Deepening Markets such as those of Belize and Guyana21
to promote a deeper level of financial inclusion in the communities served by MFIs to enhance
local economic activity.
MFIs in these countries can deepen their outreach by expanding the range of services
offered to microenterprises, their families and value chains in communities now served
with standard consumer or microfinance loans. To do so, they need access to new sources
of funding to meet demand for loans. At the same time, they must develop a range of
appropriately designed loans to various segments including very low-income groups that
lack even the small amount of cash collateral required for microfinance loans. Additionally,
larger sized loans to very small enterprises and specialized loans to support agricultural value
chains can be essential to ensuring that an MFI deepen its outreach in its communities.
21 Studied in the prior Building Up Business paper.
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Cross-selling opportunities range beyond loans. As microentrepreneurs and their businesses
grow, they and their families can begin to afford a variety of products and services that can help
reduce their vulnerability, build assets and increase convenience such as emergency savings,
long-term savings and retirement plans, bill payments, remittances, insurance and others.
A broad range of customers including students, salaried workers, low-income businesses,
small businesses and farmers can be a powerful source of growth and sustainability for their
communities. Cross-selling in Deepening Markets requires capacity building in the areas of
marketing, cross-selling strategies, client segmentation and new product development.

Deepening Participation in Local Communities for Broader Financial Inclusion
Funding: Local communities require a variety of funding options, beyond traditional consumer loans and
even a single microenterprise loan. To expand this offering, especially into larger businesses, but also in
more uncollateralized lending, institutions require access to new funding sources. To gain access to new
funds, MFIs require support for:
1. Strengthening lending practices
2. Improving portfolio quality
3. Offering timely and transparent information
Building long-term client engagement: In familiar areas, staff know clients, and clients know the
institution and staff. This goes a long way toward ensuring loan repayment, and good service. Prior to
expanding geographically, MFIs must standardize and formalize processes to manage client risk, evaluate
loans, develop new products and identify new clients in their current geographic foothold.

All of these skills are required to develop a truly client centered organization (see box below)
with long-term customer engagement strategies. Without these, new entrants can easily
come into the market and compete for business with faster, larger or cheaper loans, threatening
the sustainability of existing players. At the same time, new commercially driven players might
drive overindebtedness of clients, as they have in other countries in Latin America, reducing
microenterprise growth. Strengthening the foothold of existing institutions with roots in the
community and social goals can inoculate the market from the risks of overindebtedness.
Supporting MFIs to develop long-term client engagement strategies can help to create virtuous
incentives that discourage institutions from poaching staff and clients and instead solidify their
relationships through long-term engagement with staff and customers. Selecting strong and
committed institutions that can strengthen and develop their ability to segment clients by
needs and develop appropriate products for a broad range of clients is critical to this strategy
and to strengthening this overall ecosystem.
Promoting a prudent and solid ecosystem through technical support to regulators and other
stakeholders can play an important role in guiding best practices in the industry. In particular,
ensuring that regulation allows financial institutions to offer small uncollateralized loans to lowincome segments, promoting transparency, and supporting the ability to offer microinsurance
and mobile services can be useful. Additionally, supporting local actors by discouraging
competition with direct government lending to similar clients such as in Belize, but rather
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through second-tier lending and regulatory support can be useful in building the industry over
the long term. These are areas where the IDB can offer access to best practice cases, contacts
and information to help regulators navigate the sector. Additionally, local associations and the
Caribbean MicroFinance Alliance alongside market leaders can continue to play a relevant role
in encouraging data reporting and transparency to help encourage lending to MFIs from local
banks, international investment vehicles and donors.

A Truly Client-Centered Organization
While “client-centeredness” can take many different forms, a truly client-centered organization aims to do
each of the following effectively:
1. Use client data well, thinking carefully about how each piece of data collected from clients can be
used to better meet their needs and demands and market effectively to them. This organization
collects only the client data that is useful to it, and stores all of this data in an accessible format.
2. Design market research thoughtfully, with a view to answering the most crucial questions about
existing and potential clients’ needs, demands, and preferences. This organization conducts market
studies that lead to practical, actionable results and do not duplicate existing knowledge about
current and potential clients.
3. Segment clients to better understand the needs, demands, and preferences of specific groups and
to focus product design and marketing efforts. This organization uses its understanding of existing
clients and its target market to find ways to identify client segments up front and offer appropriate,
useful products through suitable channels and with effective messaging.
4. Develop products and services that clients need and that offer good value to them, to enhance
long-term sustainability. This organization designs and sells its products responsibly with a view to
engendering clients’ trust and loyalty.
5. Monitor client outcomes to ensure that products offer value and to detect and resolve any
problems clients encounter in using them. This organization uses its knowledge of problems and
shortcomings to improve products and processes, and it uses its understanding of successes to
develop effective and informative marketing messages.

Interventions for a Pre-Heated Market
Pre-Heated Markets face a complex environment where high interest rates, strong competition and
lax lending practices among some players can spiral into overindebtedness and the consequent
collapse of financial institutions. A priority in these markets is to protect microentrepreneurs
from both overindebtedness and from losing access to credit, which has only become available
in recent years. Ensuring a balance between financial access and oversupply of credit in these
markets is delicate and requires the support of policymakers, donors, and both the MFIs and end
consumers themselves. Pre-Heated Markets warrant particular attention, because they require
both protection and strengthening at the same time.
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In Jamaica, where the reputation of microfinance was identified as weakest in Building up
Business, microfinance needs to demonstrate its value proposition, differentiating itself
from the plethora of consumer loans available in the market. This will require the market to
significantly improve practices, products and processes to not only catch up, but move beyond
the practices of counterparts in Latin America. MFIs must work on reducing interest rates,
through three interrelated strategies: scale, process improvement, and strengthening of loan
technologies (see box). Without these, the cost of doing business will remain stubbornly high,
and subsequent interest rates will be inaccessible for groups of potential clients who cannot
afford to pay 60% per year.
On the demand side, Building up Business identified opportunities to help grow the overall
size of the market. The first is to encourage microentrepreneurs to understand the role of
loans in their business growth, supporting them in overcoming risk aversion when needed.
Small group loans, such as those provided through Microcredit Limited, can play an important
role in this process, but require even more flexible collateral requirements than exist in most
institutions today. The second is to help improve the profitability and opportunity of
businesses themselves. Working with rural value chains, for example, can help secure markets
for farmers, and reduce risks related to the availability of inputs and buyers that can increase
profitability and reduce risk. MFIs can also work with urban microentrepreneurs to link them to
business development services and even provide simple financial education and tips through
their existing outreach during the loan process.

Achieving Scale, Process Improvement, and Strengthening of Loan Technologies
Scale: we define this as reaching more customers, rather than lending larger amounts to the same
customers. This strategy requires:
1. Having the appropriate products and services to expand to new client groups including larger
enterprises, small, unsecured loans, and rural value chains among others
2. Having the sufficient financing to grow portfolios nonorganically into these groups
3. Having available management information systems and client data tracking to identify and devise
strategic approaches to serving these groups appropriately and marketing to various segments
Process improvement: We define this as mapping and understanding operational workflows, particularly
related to loan analysis, approval, disbursement and collection that can impact the productivity of a
loan officer. Specific interventions include workflow reengineering, improving systems and reporting,
adjustment of loan officer incentives, and the introduction of smart-phone-based loan analysis.
Strengthening loan technologies: While loan technologies in Jamaica take into account the unique needs
of microenterprises, delinquencies are excessive and technologies need to be further adapted to the local
context and more rigorously monitored. Additionally, these technologies need to be accompanied by
stronger human resources recruiting and training processes, aimed at transferring both technical skills as
well as financial education to loan officers.
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In Pre-Heated markets, such as Jamaica in particular, it will be important to sort through the
various types of institutions and identify those that are committed to microfinance for the
long term and provide some individualized technical assistance. This should be targeted and
efficient, taking into account that donor funds are limited and that oversupply is not likely a
solution to the problems of the market. These will be the most likely to benefit from technical
assistance and to overcome any volatility that ensues. We identified leaders in the sector who
showed a greater commitment to microfinance through their implementation of best practice,
governance and investment in the sector. These typically will have committed the resources
and capacity to building their microfinance services. They will likely be tomorrow’s leaders in
the sector and may merit specific assistance to leverage the lessons of CARIB-CAP I & II and
continue to strengthen their models. Selecting MFIs based on their resource allocations, risk
management approach, loan officer training and both strategic and physical integration of their
microfinance operations into their other business lines (whether salary-based consumer credit
or personal savings and loans) might offer some criteria to distinguish those institutions that are
invested for the long haul. Additional indicators, including delinquencies, write-offs and growth
figures, can be important screening criteria as well.
Specific technical assistance should aim to improve systems and efficiencies with an end
goal of bringing interest rates down while increasing the volume and sustainability of the
microfinance market. Assistance would be focused on specific issues that complement but
don’t duplicate those in the low-touch knowledge platform described above and might include
data management and analysis, process efficiencies, loan officer recruiting and incentive
structures, lending methodologies, risk management, customer-centric approaches to clients,
consumer protection and responsible lending, and strategic planning and implementation.
Manual processes and a focus on collection rather than healthy evaluation of businesses often
lead to high costs of loan follow-up and high delinquencies. Strong processes will lead the
way to automation and integration with technology, both on the front end as mobile money
takes off in Jamaica in particular, as well as in risk management and back-office processes.
While some pockets of the market may be saturated, there are microentrepreneurs, farmers, and
low-income informal workers who continue to lack access to credit because of their geographic
distance, large financing needs, interest rate sensitivity or lack of cash for even 10-20% collateral
guarantee requirements. It is especially important that some of the more capable players in the
market begin to think about how to serve various groups with various products. While Jamaica
is bigger than other countries in the Caribbean, it is still a relatively small country where we
identify a limited market for microfinance. As such, it is essential for a business model seeking
scale to cover a broad range of customers with a broad range of products and the utmost
efficiency. These lessons are not learned overnight, and many mature MFIs elsewhere are still
learning these lessons. As such they require a hands-on approach that is open to experiments
and potential innovation.
A public campaign to define and differentiate microfinance can promote consumer
awareness of their options, but also of their rights. Once processes and transparency are
improved, it would be useful to design a campaign in the sector that allows clients to differentiate
microfinance from moneylenders and loan sharks in the public’s eye. This could be especially
useful for those providers of microfinance seeking to build long-term relationships with their
clients. A first step could be through campaigns targeting consumers of both microfinance
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and commercial salary-based loans focused on consumer rights and interest rate transparency.
This could involve simple messages like “don’t borrow what you don’t need or the door will
close tomorrow.” A second phase would focus on the microenterprise loan specifically, targeting
microentrepreneurs and their businesses to promote the development component of such
loans. Through this messaging, the public could be encouraged to understand the role of
microfinance in a productive business and to differentiate when they need a pawnshop or
payday loan versus a business loan, for example.
It is important that rebranded entities adhere to a common code of ethics and principles prior to
a mass-market campaign to ensure that the results of such a campaign are not undermined by
practice. Rebranding should involve client input to develop the messaging and content of these
campaigns so that they are salient to the target market. For a rebranding effort to be successful,
participants must stand behind their brand and meet the promises they are advertising. False
advertising can have more negative effects on the image of a brand than no advertising at all.
For this reason, we recommend an initial effort to draft codes of ethics, perhaps through the
Caribbean MicroFinance Alliance as well as various local associations, that create consensus and
promote some of the values of transparency, consumer rights and economic development that
the products aim to support.

Interventions for a Capped Market
Capped Markets, including Grenada and Suriname are challenged with being both small and
somewhat slow in growth, which can quickly lead to a scenario where a few institutions are
competing over a very small pool of clients, threatening the viability of the market altogether.
This microfinance market development typology would benefit from a strong strategic vision,
where stakeholders identify the most effective institutions to offer financial services to excluded
groups, and the support they require. In most cases, microfinance will be a part of a broader
offer of existing financial service providers since dedicated institutions are limited. In the case
of Grenada, we observed an exception to this rule with Axcel Finance, a regional financial
institution specialized in microfinance and consumer loans. Its regional presence suggests that
it might be sustainable with its current model.
Policymakers and stakeholders may be able to encourage institutions in Capped Markets by
guiding them through a strategic road map process to develop a long-term business model.
They might in turn discourage new entrants by publishing information about the limited size
of the market and by avoiding supporting too many institutions in the same business line.
Additionally, policymakers might refrain from competing with an already competitive sector
through their own first-tier lending initiatives but rather channel funds to institutions that
can develop an expertise and a commercially sound model for offering microfinance services.
Finally, policymakers would benefit from the strengthening of associations, whether regional
(due to the limited size of the market) or national, aimed at building a healthy provision of
financial services to low-income markets.
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Microfinance as a Diversification Strategy
Strategic road mapping: stakeholders, including donors, regulators, associations and financial institutions
would benefit from undergoing a strategic road mapping process to best understand the opportunities
and constraints of their market. This may appropriately discourage some players, while encouraging
others of the benefits of diversifying into this sector.
Credit unions, banks and consumer lenders may all have a role in microfinance where dedicated
NGOs would struggle with sustainability. But these institutions may be less prepared to handle some
of the financial education and consumer protection issues needed to ensure clients are borrowing at
manageable levels.
Transparency and education: MFIs may be wary of investing in the development of staff or customer
training on financial education. Similarly, they may be unaware of best practices in pricing transparency of
interest rates. There is a role for associations and government institutions to support MFIs to ensure clients
are well-informed and protected.
Government role: Governments themselves would be encouraged to consider their own role in
microfinance, and the extent to which they may be competing with an already adequate supply of funds
rather than supporting inclusion at distortionary prices.

These same institutions can promote transparent pricing initiatives, including the adoption of
standard effective interest rate calculations and transparency practices, and can advocate for
the sharing of institutional data with national and international associations. Much like in a PreHeated Market, a Capped Market risks early saturation. As such, it is important to emphasize
responsible lending, transparency and consumer education. As in the case of a Pre-Heated
Market, Capped Markets might benefit from online training modules for internal staff around
the effective use of financial tools to strengthen the financial security of low-income businesses.
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7. Conclusions
Microfinance in the Caribbean is poised for healthy and sustained development. Most countries
can boast financial institutions, products and processes aimed at microentrepreneurs. While
the financial infrastructure and regulation varies in each country, there is a general interest
by regulators, associations and other stakeholders to push the industry forward. While there
have been a number of noteworthy successes and achievements in Caribbean microlending,
challenges still remain as many microfinance markets in the region position themselves to
move from market creation to market maturation. For example, provider transparency remains
limited, suggesting a need for further regulation and for efforts to protect consumers while
building their trust. At the same time, MFIs in the region have steered away from group and
village banking methodologies in favor of individual business loans, which are less accessible
for more excluded groups, including women and rural farmers. Additionally, while some MFIs
have adopted standard microfinance lending practices, others still rely on consumer lending
practices and collateral, which favor more established businesses. Although character references
complement these methodologies, in the absence of widespread use of credit bureaus, there
is a risk that lending and borrowing decisions suffer, at the expense of both the sector and its
clients.
Looking forward, those more mature MFIs we visited might benefit from technical assistance to
strengthen their processes, products and scalability while emphasizing prudent risk management
and developing more client-centric practices. For example, MFIs can develop products to help
expand services such as commitment savings products, microinsurance, value chain financing,
group lending, and loans to very small enterprises.
While one-on-one technical assistance would be useful to all MFIs in the region, budgets are
often limited and the demand for credit may not merit this level of depth. Instead, some lower
“touch” strategies for lessons sharing are also recommended as they can reach more institutions
in numerous countries. Specific topics, such as promoting credit bureaus, business analysis
when reviewing loan applications, and risk management metrics, might be applicable to a broad
audience and can be addressed through a learning series of webinars, publications and group
training activities. The Caribbean MicroFinance Alliance and other national associations, such
as those of credit unions and microfinance associations in the region, can help to disseminate
these tools throughout the MFIs in the region, while promoting ongoing efforts to increase
transparency and share data. Supporting mass-market campaigns to instill good borrowing
practices can also help to create a stronger ecosystem, informing consumers while helping them
to differentiate among lenders and loan characteristics. These should also be reinforced through
staff training within financial institutions. Regulators and other stakeholders can do their part,
by working collaboratively toward greater transparency and efficiency, and eventually, lower
interest rates in countries where these remain stubbornly high. This will be essential to the next
phase of microfinance in the Caribbean, a 2.0 perhaps that few other markets in Latin America
have yet to achieve, where a broad range of microentrepreneurs are served with appropriate
products and services affordably.
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