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Editorial o . .
Social equity and economic growth in a market economy have become the twin goals of

Table of Contents institutions which receive international donor support, such as many microfinance institutions (MFIs).

Ordinary commercial banks would scarcely have any interest in microbusiness. Even in an otherwise completely

Editorial 1 liberalised ideal world, small borrowers remain excluded from formal bank loans, although they would be able and
prepared to bear cost-covering terms.
Atticle of the Month 1 Therefore, in microeconomic terms, the idea behind the establishment of specialized MFIs is rather well-founded.
. However, the design of their institutional structures, including their governance structure, requires a fine balancing of
In the Field 2 their banking and social functions in order to reconcile efficiency. Thus, cost-covering and growth incentives, i.e.
financial sustainability, on one side, and social promotion missions on the other.
Microfinance 3

A profit can be made granting loans to small customers with loans at higher interest rates (fees included ) than normal
customers because they engender relatively higher costs. For many socially committed people this is a scandal, since
the poor should not be treated any differently than the banks rich or middle class customers. However, there is no way
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Agenda 3 to achieve financial sustainability without permanent subsidies. The alternative is for the poor to solicit a money lender
who would undoubtedly charge much higher rates. In order to avoid the resulting ‘mission drift' toward more ‘normal’
Action of the Month 4 banking practices, the MFIs board of directors should comprise individuals with a permanent social commitment, and/or

have contracts with donors which include corresponding incentives.

Poalicies in the direction of ‘downscaling’ commercial banks should bear in mind however, that the market niche for
profitable business beyond the reach of profit-maximizing banks is the favourite field of action for self-help institutions,
such as savings and loan cooperatives. Wherever sound credit unions exist, consideration should be given to their
improvement and the extension of their outreach, taking into account their typical bottleneck, namely internal and
external auditing.

Non-governmental organizations (NGOs) and other non-financial intermediaries have generally cared more for the fight
against poverty than for financial sustainability. Due to the high personal commitment of many NGO leaders, their
bottleneck has generally been neither profit-maximizing behaviour nor loss of touch with the poor target groups, but a
typical reluctance to cooperate in larger, anonymous networks beyond face-to-face relations.

Finally, one of the most prevalent problems of finance that faces poor people is over-indebtedness. A persons whole
life can be ruined by being blacklisted in credit bureau, if not by personal ‘debt peonage’ in the traditional or the modern
sense of the word. A comprehensive ‘finance’ mission of NGOs and technical support providers such as PlaNet
Finance should therefore include strategies and campaigns in favour of fair debt relief for individuals, family firms and
small businesses.

Article of the Month
The German Approach to Microfinance

Building Financial Inclusion - A Historic

Tradition in Germany

Whereas microfinance is associated to the creation
of the Grameen Bank by Nobel Peace Prize
Winner Pr. Mohammad Yunus, early examples can
be found in Germany 150 years ago. Friedrich
Wilhem Raiffeisen, mayor of a town in Germany,
founded in 1864 the first cooperative lending bank,
with the aim of improving the economic suffering
among the farmers who were often exploited by
local money lenders. By 1901, the Raiffensen co-
operatives had reached 2 million rural farmers and
showed both that poor people could be relied on to
repay their loans, and that it is possible to provide
financial services to them through market-based
enterprises. The German banking system has

historically played a strong role in the country’s
economic development.

German Development Cooperation - A
Structured approach to Microfinance

Supporting the access to inclusive financial systems
for all has become a priority of the German
Development Cooperation in the past decade.

Itis organized on two levels:

Financial Cooperation

German institutions like the Kf\W Development Bank
(KfW) offer financial instruments to microfinance
institutions (MFIs) including loans, credit guarantees
(so that those institutions have access to loans from
local banks) or equity participations. Acting on

behalf of the German Federal Ministry for
Economic Cooperation and Development (BM2),
KfW currently supports 100 microfinance projects
in 42 countries with an outreach estimated at 12
million people mostly in Eastern & Central
Europe, Africa and South America. As of
December 2006, its portfolio commitments
amount to EUR 612 million.

Technical Cooperation

The German Technical Cooperation (“GTZ”) and
other organizations like the DED advise
governments on the design and implementation
of microfinance strategies at the macro-level,
strengthen microfinance facilitators like
federations, training facilities and credit
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information centres and offer technical assistance to
set-up and develop sustainable MFIs.

Furthermore, the German private sector is very
active in microfinance. The German ProCredit
Holding Company AG investment trust is a pioneer
in the sector and takes a leader's role in it It has
created 22 microfinance banks in Eastern Europe,
Latin America and Africa, who by the end of 2007
had grouped together more than 900,000
borrowers for a total outstanding balance of
approximately EUR 3 billion.

Among other actors, there are a number of banks
(Deutsche Bank and Commerzbank), private
foundations and NGOs (Frankfurt School of
management, Foundation of Cash Desks for the
International Cooperation) and, more recently,
insurance and reinsurance companies (Munich Re,
Allianz) who play an active role in microfinance
industries.

Principles of Action

The German Development Cooperation is actively
championing the commercialization of microfinance
jointly with other multilateral and bilateral
organizations like the International Finance
Corporation (IFC). This approach, which emerged in
the microfinance sector during late 90s, refers to the
increasing efforts of MFIs to reach financial self-
sustainability and to the growing movement of
transformation from NGO (often donor-dependent)
MFIs into regulated and independent (often for-profit)
institutions.  The underlying idea is that only
independent  self-supporting  structures, able to
expand and gain scale, can be sustainable and
beneficial to the poor in the long-run. Based on this
approach, the German Development Cooperation
has participated since the late 90s in  the
establishment of microfinance banks (“Greenfield”) in
particular in Eastern Europe and Central Asia (Boshia
& Herzegovina, Kosovo, Georgia, Azerbaijan).

Recent Projects Addressing Microfinance
Challenges

Beyond the growing public awareness of the
microfinance concept, there are some significant
challenges to be addressed by the sector and its
stakeholders in order to ensure broader and more
inclusive access to financial services for poor people.

Expand microfinance in underserved countries
Despite the overall rapid growth of microfinance,
some regions remain poorly served, especially in rural
areas. The two regional initiatives of the German
Development Cooperation aim at bridging this gap in
Asia and Africa. Mid 2007, KfW entered a strategic
cooperation with IFC to finance 30 microfinance
projects in 12 Asian countries within the next 3 years
(the “Microfinance Initiative for Asia™ MIFA). Similarly,
the Regional MSME Investment Fund for Sub-
Saharan Africa (REGMIFA), aimed at fostering the
development of African decentralised pro-poor
financial services providers, should be operational in
2008.

Improve financing mechanisms available for
MFIs

Whereas access to funding remains a major obstacle
to the development of MFIs, available financing
mechanisms have to be improved and should be

better adapted and affordable for smaller MFIs. To
address these needs, the approach of the German
Development Cooperation is to foster the
mobilization of local resources and of private
money. Under this approach, the German
Development Cooperation is to act as a catalyst
and stimulate the involvement of private
stakeholders and investors.

The European Microfinance Fund for
Southeast Europe (EFSE) is a project aimed at
leveraging private money. Promoted by Kfw, this
microfinance investment vehicle was incorporated
in Luxembourg at the end of 2005 with the aim of
scaling up the impact of donor-funded programs
and responding to the medium to long-term
financing needs of micro and small enterprises in
Southeast Europe. It has been designed to attract
capital from multilateral and private institutional
investors. As of September 2007, the EFSE had
about 40 active investments in MFIs for a volume of
USD 237 Million.

Recent changes in German law are also supportive
of this effort to mobilize private money. Since
November 2007, small private investors are
allowed to invest money in microfinance funds
active in developing countries. With the minimum
investment in microfinance, set at EUR 1 million for
private investors in Germany, it was previously only
accessible for wealthy private investors or
institutional investors. This change should foster the
channelling of private money into the sector as
microfinance investments can be attractive for
those willing to combine social responsibility and
financial return. Through microfinance funds, MFIs
have access to an additional source of refinancing
to increase their portfolio and outreach.

Delphine Bazalgette, Country
Representative of PlaNet Finance
Deutschland e.V.

PlaNet Finance eV. is the German
association member of PlaNet Finance. Set up in
2006 in Berlin, PlaNet Finance Deutschland e.V.
contributes to PlaNet Finance’s overall mission. Its
main objectives are to foster innovation in
microfinance, to improve action research and
knowledge sharing and to channel microfinance
investments to underserved areas. PlaNet Finance
Deutschland’s initial support has been directed
towards the implementation of projects in Africa
and Nepal.

contactdeutschland@planetfinance.org
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PROJECT OF DOWNSCALLING AND Global Microfinance Investment Congress

CREATION OF A NEW MFI, CORDIAL

In order to answer the ever increasing
need for financing in the microfinance
sector, PlaNet Finance has set up the
« Global Microfinance Investment Con-
gress », an itinerant cycle of conferences
for new investors.

The portfolio currently reaches USD 30
billion for a potential demand of USD

First Edition - GMIC Paris, 21st

The first edition of the GMIC took place at
the International Conference Centre
« Centre International des Conférences »
in Paris on the 21st and 22nd of January ,
thanks to Euroclear’s support. It gathered
300 of the most significant microfinance
and international market actors.

The introduction was made by Bernard
Kouchner, French Ministry of Foreign
Affairs, Philippe de Fontaine Vive, Presi-
dent of the EIB, Jacques Attali, President
of PlaNet Finance and Pierre Francotte,
Euroclear CEO. The Paris GMIC gath-
ered more than 60 panellists internation-

H ally reputed in key topic areas such as
Agenda . Aprll capital investment, evaluation, microfi-
nance investment strategy, and invest-
ment fund strategies.

Other
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The next edition of the GMIC, sponsored by
Akerman Senterfitt, in association with the
American Conference Institute, will take
place in New York on 14th to 16th May
2008.

networks

300 billion worldwide. The GMIC was created
after the observation that the private sector which
plays and will play a growing part in the
development of microfinance, needs to be
informed, advised and orientated, especially
because the optimisation of microfinance fund
allocation which is going to be a key element for
the sector’s preparation, to face its next growing
step.

and 22nd of January, 2008

Workshop on more far-reaching topics such as the
evolution of MFI rating practices, or the impact of
new technologies on microfinance, will enable the
sharing of experiences and best practices.

GMIC Paris 2008
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Second Edition-GMIC New York 14th-16th of May, 2008

For programme and inscriptions
www.MicrofinanceCongress.com
Tel: 001 888 224 2480
contactus@planetfinance.org



Microfinance and Renewable Energies

What is the role of microfinance in developing rene

The international community doesn’t seem to stop honouring the
microfinance sector. After the UN's International Year of Microcredit
in 2005 and the subsequent Nobel Peace Prize for Muhammed
Yunus and the Grameen Bank in 2006, providers of financial ser-
vices to the poor received another prestigious honour: The Right
Livelihood Award - also known as the "Alternative Nobel Prize". The
winner of the award, which was announced in Stockholm last Octo-
ber, is Grameen Shakti, the renewable energy subsidiary of the
famous Grameen Bank.

The jury of the Right Livelihood Award commended the non-profit
company "for bringing sustainable light and power to thousands of
villages, promoting health, education and productivity". Indeed,
Grameen Shakti is running one of the most successful dissemina-
tion programs for renewable lightning systems worldwide. Under the
helm of managing director Dipal Chandra Barua, the organization
managed to bring some 2,500 biogas systems and 120,000 photo-
voltaic Solar Home Systems (SHS) to Bengali families since 1996.
Everyone who knows how difficult it is to spread these devices in
developing countries can easily understand what an accomplish-
ment that is.

Shakti's business model is simple and has — at least in Bangladesh
- proven successful. The organization offers its customers a com-
plete package: system installation, maintenance, and financing in
small, affordable instalments. With a dense network of around 1,400
staff, Grameen Shakti sells small SHS in the $300 - $400 prize
range through loans with payback periods of two or three years. But
strictly speaking, Grameen Shakti is not a micro financing institution
(MFI): It primarily acts as an equipment provider, and should there-
fore better be labelled a renewable energy company which operates
a micro-credit sales model.

So, is Grameen Shakti just an isolated example - a company that
simply performs a successful business with renewable energies
under the particular circumstances in Bangladesh? Not at all.
Shakti's idea has gained intense feedback — and this far beyond the
micro-finance stronghold Bangladesh. Without a doubt, Asia is still
the leading region. One prominent example that is often mentioned
when talk turns to micro-financing for solar energy is Sri Lanka.
Here, the MFI Sarvodaya Economic Enterprise Development Ser-
vices (SEEDS) paved the way and has provided more than 60,000
families with microloans for small photovoltaic systems supplying
electricity for light and television. Contrary to the “all-in-one” ap-
proach of Grameen Shakti, SEEDS cooperates with the private
sector: Accredited solar firms supply the equipment and handle

Further difficulties arise when it comes to figuring out an appropriate
operating model for the projects. Grameen Shakti pursues the phi-
losophy of the so-called “one hand model”: One single player han-
dles both micro-financing and the installation of the systems. The
good point: The approach is very sustainable. If technical problems
occur, the organization can be held accountable and will automati-
cally take care for the maintenance of the systems (otherwise the
clients would stop paying their instalments).

wable energies?

On the other hand, the “one hand” model requires capacity building
and amounts of technical skills, which the common MFIs don't have.

On an international level, the "one-hand" model is therefore an
exception; most other projects that combine microloans and
renewables are based on the "two-hand approach”. Here, one party
(the MFI) handles the microloans, while another party (a private
installation firm) installs and maintains the systems. Usually, the MFI
obligates the borrower to purchase from a pre-selected group of
companies. In the "two-hand approach”, MFIs benefit from working
with the private sector by not having to acquire technical expertise.

But "two-hand" projects have repeatedly proven to be problematic -
such as when an installation firm goes bankrupt, as in the recent case
of a SEEDS project in Sri Lanka. Then, the micro-financing institution
is suddenly left standing there without a technical partner and cannot
perform installation and maintenance itself. It usually does not take
long before customers stop repaying their instalments. But even in the
case of normal technical failures, the drawbacks of the "two-hand"
approach become obvious. Here, instead of complaining at the
installation firm, the customer will first stop to repay his instalments,
forcing the micro-finance institution to take care of the problem.

Manfred Nitsch, Professor at the Free University of Berlin is a
microfinance expert who not only critics the “two hand” approach, but
also the concept of linking microloans with renewable energies in
general. “The compulsory linking of microloans with a certain
technology often finances broken equipment”, he says and suggests
the “commercial approach” in which the borrowers themselves decide
how they want to invest their money. Those who purchase solar
systems or biogas generators of poor quality would then have to take
care of repairs themselves - or claim the warranties. In either case, the
loans would have to be repaid to the MFI. But how could this
“commercial approach” prevent the borrowers from investing their
non-earmarked loans into less environmentally friendly technologies?
So far, no clear answer is given.

It seems that it will require some time and a lot more experience
before the microfinance sector could finally put the finishing touches
on optimal financing models for the use of renewables by the poor.
But there can be no doubt any longer that microloans are suitable
instruments for that purpose. Currently only around 30 of the some
10,000 micro-finance institutions worldwide have a focus on loans for
renewable energies. Their number is growing, and slowly they are
beginning to share experiences. However, the MFIs stil lack of
technical skills, training and guidelines how to do it the right way. In
Bangladesh, Grameen Shakti has certainly made a very successful
start with its projects. Now, it remains to be seen whether and how the
example set by the laureates of the Alternative Nobel Prize will be
picked up by the international microfinance community.



