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Figure 2 Decision Tree for Commercial Banks in Microfinance
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Overview: A department or unit within the bank manages microfinance related activities.
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Overview: Bank forms a separate legal entity to undertake microfinance activities.
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Overview: The bank forms a non-financial legal entity.

*Provides microloan origination & portfolio
management services

*Undertakes limited operations and is not
regulated by banking authorities.

Financial products are registered with the
parent bank.

Facilitates joint ventures & equity/risk
sharing.
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Overview: The bank contracts a high-caliber MFI to carry-out microfinance activities.

sLoans are registered on the bank’s books.

*MFI originates loans, makes credit decisions,
manages the loan portfolio

*MFI| earns a share of the interest and fees.

*MFI and bank share risk and incentives.

*The bank may ask the MFI to finance a portion
of the loan, or provide a fist loss guarantee.

*The bank may restrict the MFI from servicing
other banks.
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Overview: The bank provides a term loan or line of credit to an MFI.

*This is one of the most common models as it is close to com. Bank lending.
*The bank may require regular financial reporting, and rights to inspection/audit.
*Funds can be used by the MFI for working and/or lending capital.

*The loan may be unsecured, secured by assets as collateral, a cash deposit,

or by a 3" party guarantee.
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Overview: The bank provides access to its branch or ATM networks, front or back office
operations.

*This includes transactions processing and IT
services.

*The bank receives fees, commissions and/or
rents.

*Sometimes the MFI places its own staff in the
branches to serve its clients.

*Clients can have accounts with the bank or use
the MFIs account at the bank.
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Basic Facts:

*Began providing micro loans in Feb. 2005.
sLoans were between $200 & $2000.
*Repayment rates were extremely low.
*\Were forced to write-off a very high
percent of their portfolio, amounting to
$264,000.

«July 2008 just short of 3.5 years after
inception, the program was suspended.

Lessons Learned

«Careful research needs to be done
before picking a microfinance
model.

*The model needs to be piloted and
rolled out slowly.

eIt is hard to do microfinance
without a strong connection to the
borrowers.
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Basic Facts:

*NBV was established in August 1991 under the NBV Act
of 1989

*The Government of Vanuatu is the sole shareholder.
*NBV provides rural banking services through its network
of 21 branches.

*Micro-loans now make up more than 40% by number of
NBV's total loan portfolio.

*Have been increasingly profitable for the past five years.

Lessons Learned

A positive role for government in microfinance is supportive
yet “hands off”.

*Government subsidies are not the best way to support
microfinance.

*High transaction costs and low population densities can
still support microfinance models in the Pacific.
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