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Abstract

PATMIR (Project of Technical Assistance for Ruralkcktfinance) began in Mexico as

an initiative aimed at expanding outreach of finahservices to the rural poor in a
sustainable manner. Using international techrasalstance, three primary
methodologies were employed: i. creating new caatpass, ii.) strengthening existing
cooperatives, and iii.) encouraging existing ingiins to expand into underserved areas.
Data from 34 Mexican cooperatives and their cli@mésused to analyze the outreach and
sustainability of these three methodologies.

In general, new and expanding cooperatives attarsetter depth of outreach than the
strengthened institutions. The Poverty OutreadexnPO) is a measure combining both
the breadth and depth of outreach. The use ohib&sure reveals the potential for larger
institutions with a diverse clientele to be a moelPATMIR. While it is true that some
of the smaller subsidized institutions have neallpf their clients meeting the

protypical PATMIR outreach standards, it is impatteo recognize that larger

institutions can and do serve the same segmenadjinalized clienten additionto their
middle and upper income clients. This strategydth&ntages in that it allows for
portfolio diversification, liquidity management,@wmies of scale, and financial

viability.

There does appear to be a trade-off between maagures of outreach and
sustainability. A higher dependence on subsidiadd to a better depth of outreach,
smaller loan and deposit sizes, and lower staffipctvity. Not surprisingly, institutions
trying to serve a large, rural area per branch lrapeessive depth of outreach and lower
average loan sizes. However, these instituti@ve la greater reliance on subsidies,
lower staff productivity, and higher transactiorstofor clients in the form of travel time.

There was no clear winner among methodologies ragiceooperatives from each
category achieved both outreach and sustainabilityyeneral, trade-offs exist for each
methodology. New institutions have strong outreadicators and are making strides to
becoming sustainable. However, there is a la@#-8p cost in time, training, and
resources. Strengthened institutions start witemally significant scale, but face
ingrained corporate culture that can impede necgssanges. Measurement of
incremental outreach and sustainability improvemendifficult in strengthened
institutions. Measuring the changes attributablPATMIR was easier in expanded
institutions since new branches were opened in imaiged areas. To the extent that the
management is committed to attaining a deeper athrand the new portfolio is cost
effective, more existing institutions will be incéd to serve marginalized groups.



Contrasting methodologies used to expand the outreh of financial services to
the rural poor: lessons from Mexico’s PATMIR experience
Julia Paxton

The purpose of this study is to examine varioussumess of outreach and their
relationship to the financial sustainability of theal cooperatives that received technical
assistance under Mexico’s ongoing PATMIR projethe analysis focuses on specific
trade-offs between outreach and sustainability dbgeared among these institutions.
Three primary methodologies of expanding outreadhé rural poor are contrasted.

I. OVERVIEW OF PATMIR
A. Background

In 2003, the Mexican Secretary of Agriculture, Lsteck, Rural Development, Fisheries,
and Food (SAGARPA) collaborated with the NationahR of Savings and Financial
Services (BANSEFI) on a project to provide techhassistance to financial
intermediaries serving populations with underdepetbfinancial markets. With funding
from the World Bank, the PATMIR (Project of Techalié\ssistance for Rural
Microfinance) project was initiated. Its objectikas been to promote secure and
sustainable financial services and insurance ial aneas orientated to populations
normally not provided these services.

Given their predominance in rural Mexico, coopesegi(also referred to as cajas in this
paper) were selected as an ideal institutionaldigina for strengthening the rural
financial sector. The project has highly speceditechnical assistance proportioned by
three international consulting firms: i) Développent International Desjardins (DID), ii)
World Council of Credit Unions (WOCCU) and iii) Diseher Genossenschafts-und
Raiffeisenverband (DGRV) working in seven regiohrterestingly, the firms were given
great latitude in acclimating their methodologieshe context of the states in which they
were working, thereby facilitating innovations aamhptations.

Based on a preliminary study of rural savings ley\orld Bank, several states were
selected as having high degrees of marginalizatharginality scores were based on the
study by theConsejo Nacional de Poblaci@@ONAPO)! The PATMIR region spans

! The CONAPO calculates the Marginality Index lshse seven socio-economic indicators grouped
under three categories: education, occupation andihg.



throughout central and southern Mexico including states of Chiapas, Tabasco,
Veracruz, Hidalgo, San Luis Potosi, Guerrero, Oaxitichoacan, Puebla, and Tlaxcala.
Seven technical consultants were contracted to widtin a given state or region with
the objective of reaching poor and underserved populations with financial services.
A timeframe of 3 to 5 years was given in orderr@ate and/or strengthen institutions
with a foundation based on member savings andhigee financial viability. Each state
had its own timeframe, but the first projects wiargated in April, 2003.

PATMIR represents one of the most unique experimigninicrofinance design in the
world. By allowing for varying approaches and noetblogies, it represents a bottom-up
approach to verifying the most useful means ofiagrthe designated population in a
sustainable manner. It is a results-oriented pmogthereby allowing for cross-
comparison. Another key feature of PATMIR is thas based on local savings, rather
than external lines of credit or donations. Todkeent that the institutions are solvent,
the prospect of sustainability is excellent sirfegytare not reliant on the whims of donor
funding. Finally, PATMIR breaks the mold of manycrefinance projects in that it
seeks to attain bank-like financial viability inder to impress upon local financial
institutions that serving the rural poor can beditable venture.

B. Methodologies for building a strong rural finanal system

The technical consultants employed three varyinthouologies of technical assistance:
I. creating of new financial intermediaries; iitjengthening and consolidating existing
institutions, and iii.) helping existing institutis expand into marginalized areas.
Based on early assessments, most of the consultathis seven regions proposed
working with existing institutions, either to exghthem into more rural areas or to
strengthen their operation. However, once thesgptggtarted, several consultants
modified their proposed strategy in order to créasétutions since there were
frustrations in working with existing institutiong\n overview of methodologies
employed is given in Appendix Table 1 for 32 indittns. As seen in Figure 1, DGRV
focused most heavily on new institutions, DID hadi&ed strategy, and WOCCU
worked exclusively with existing institutions, bdthstrengthen and expand them.



FIGURE 1
NUMBER OF INSTITUTIONS ACCORDING TO METHODOLOGY BY
CONSULTANT
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C. Data

A rich dataset is available for the analysis of #eIMIR project. Since its inception, a
monitoring team (Sistema Continuo de Monitoreo,ufagento y Evaluacion
(SICOMSE)) has been established to observe, ewqlaat make decisions about the
evolution of PATMIR. Data from each of the 34 ceagtives have been collected on a
regular basis, providing information of the sizepe, and financial performance of the
institutions. The indicators collected from eahhe cooperatives were primarily based
on income statements and balance sheets, thereiting the depth of analysis. Thus,
additional information was solicited by a surveyeth of the technical consultants for
each of the 34 cooperatives.

As a part of this study, additional data were at#ld in the form of in-depth case studies.
Fifteen of the 34 cooperatives had field visitsugiag on various issues of outreach and
sustainability. These studies not only providedemorous financial data, but also
shed light on the particular challenges and inrowatthat the PATMIR institutions have
experienced. In order to reinforce the lessons&ghfrom the case studies, each of the
technical consultants from the seven state heatiygawas interviewed as well as a
number of bank managers. The field visits andwre/s enhanced the qualitative
evaluation of PATMIR.



. MEASURES OF OUTREACH

One of PATMIR’s most important goals has been twvigle financial services to those
typically outside of the reach of formal financestecularly in rural areas. In order to
assure that the target group was met, PATMIR wademented in areas designated as
marginalized according to the Mexican marginalipsus. PATMIR institutions were
required to have at least 70 percent of their dieesiding in towns of less than 10,000
inhabitants. The cajas were also required to tegiatistics on the percentage of female
and indigenous clients.

In order to measure outreach, a number of variadrkesraditionally collected. Regional
demographic and income measures are helpful inrdeteng the local operating
environment. In addition, metrics relating to breadth of outreach as well as the depth
of outreach reveal more facets of the target chient

A. Regional socioeconomic conditions

Socioeconomic conditions range dramatically in Mexrom state to state. The
technical consultants contracted by PATMIR weraegaesl the task of expanding
financial services in rural areas in seven differegions. While each of the states has a
significant population of marginalized inhabitargeme of the states in the PATMIR
sample are poorer and more isolated. Extremelgimarconditions exist in Chiapas,
Guerrero and Oaxaca where human capital constita@nts created obstacles for the
cajas, both at the client level and at the cajalleAccording to this index, the states of
Michoacan, Puebla, and San Luis Potosi would reptesssomewhat easier operating
environment.

The three consulting firms chose sites throughloeit regions to locate branches. New
firms were created with the PATMIR agenda in miwtiereas existing firms already
may have been located in peri-urban areas. AseThbBlustrates, the new institutions do
reflect the PATMIR agenda with nearly every devetept measure indicating higher
rates of marginality. These figures merely evaubhe marginality of the municipalities
where the branches are located and additional sisa/necessary to measure the depth
of outreach of the clients.



TABLE 1
Local Conditions in Municipalities with PATMIR Bran ches by Methodology
Sample of 33 PATMIR Cajas

NEW STRENGTHEN EXPAND
Adult illiteracy % 22 20 15
Adults with incomplete primary % 46 47 40
Homes without drainage or
sanitation % 27 15 14
Homes without electricity % 14 13 5
Homes without running water % 23 25 12
Homes with overcrowding % 62 57 49
Homes with dirt floors % 38 35 23
Population in villages of less than
5000 inhabitants % 65 55 38
Population with less than 2 times the
minimum wage % 74 75 63
Caja marginality index 0.25 0.01 -0.60
Caja marginality grade High High Medium

B. Breadth of Outreach

Numerous definitions of outreach exist, all of whaast different light on the client
composition of a microfinance institution. Clearbne of the first metrics used in
measuring outreach is the breadth of outreachshieer number of clients attended.
Unfortunately, a clear measure of true PATMIR digeis difficult given that existing
institutions already had a client base and detenmiwhich clients are PATMIR clients
is problematic. In some cases of strengtheneceapdnded branches, only an aggregate
number of clients is available which includes thevpous members. Conservatively,
there are 172,200 PATMIR clients have been seméld short duration of the PATMIR
project. When incorporating in aggregate numberrgnistitutions without good records
on which clients are PATMIR clients, the estimategto 303,000 clients. The total
clients served were spread relatively equally betwibe three consulting firms.

C. Traditional Measures of Depth of Outreach

Depth is a particularly important component of eatth and is the most commonly
perceived outreach indicator since it alludes te hmarginalized the clients of a
microfinance are. A definition of exactly what “rganalized” is can be hard to ascertain
and therefore, different institutions use differemtrics, depending on institutional
objectives. For example, many microfinance instis target women since a high



percentage of females have not benefited from fbfimancial institutions. Other
institutions explicitly target low income clientdw have never had the collateral
requirements to attain a formal loan. Some miagofce institutions have worked with
the illiterate by adjusting their screening andangpent processes.

In the case of PATMIR, the primary emphasis has lmeethe relative isolation of rural
inhabitants, particularly the rural indigenous poBATMIR has required institutions to
collect data on the percentage of clients livingammunities of 10,000 inhabitants or
less, requiring 70 percent ratio of rural cliemiemll. In addition, PATMIR institutions
keep track of female and indigenous clients. Rgwadteviation is the prime objective of
serving this client base. Therefore, a numbaetiftérent outreach measures will be used
to analyze PATMIR’s depth of outreach.

Overall, PATMIR institutions have achieved theirssion of reaching the desired target
group. Close to 80 percent of the PATMIR cliemts in towns of less than 10,000. In
addition, 55 percent of the clients are female Hxhgercent are illiterate.

Typically, loan size is used as a proxy for degdtbudreach since other indicators of
depth of outreach are costly to collect. For examyoller (2000) uses average loan
size divided by GNP per capita as a measure ofthdef\verage loan and deposit sizes
for PATMIR institutions are displayed in Figure b general, the new and expanded
branches had the lowest average loan and depopsd#. sin contrast, the strengthened
institutions which had been operating without tAd RIIR outreach objectives for many
years, have noticeably larger average loan andsitegines.

FIGURE 2
AVERAGE LOAN AND DEPOSIT SIZE BY METHODOLOGY
Mexican pesos (US$1 = 10.6 Mexican pesos) Dec. 2006
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Both loan and deposit averages can be misleadipgoages for outreach. Small deposit
sizes may simply reflect an underdeveloped volyndaposit effort on the part of the
institutions (the ‘forgotten half of financial inteediation’). Loan size, on the other
hand, is an imperfect measure of depth of outreaute it may not reflect the poverty
level or the degree of isolation from formal finartaut instead may relate to the term or
type of loan granted or to the lending methodolofthe institution. Therefore, more
detailed composite measures of outreach are irislghtrevealing the true depth of
outreach for microfinance institutions. Two of¢gbeneasures include the depth of
outreach index (DOI) and the poverty outreach in@RQ).

D. The Depth of Outreach Index

In an attempt to overcome the well-known problessoaiated with income based
measures of welfare (Blackwood and Lynch, 1994; l&vBank, 2000), several
microfinance outreach indices have incorporatedradn needs approach to poverty
measurement (Navajas, et al., 2000; Henry, etl08I0R These indices require detailed
socioeconomic and income measures for all micrafieaclients. Many microfinance
institutions do not collect such detailed statstad do not have the time and resources
to calculate complex formulas.

The depth of outreach index (DOI) has been creasdea practitioners' guide for
examining the depth of outreach of MFOs (Paxton@uevas, 1998). This framework
includes readily available variables relating temis who have traditionally been
excluded from formal finance. The DOI includes dgmaphic variables relating to
clients who have traditionally been excluded framfal finance, including women,
illiterate and poor people, and rural inhabitader( Pischke, 1991). The DOI sums the
differences between the institutional outreach ayer)) and the country averages {or
(N) categories of people excluded from formal ficau):

- €

DOI= (e, - e.,) (1)

n
n=1

When using these four categories, the formula eawiiten as:

DOI= (rur, - rur.) +(inc, - inc) + (fem - fem) +(illit, - illit ) (2)

A positive number indicates that the institutiorves a clientele that is more rural, poor,
female, and illiterate than the country averagevethe likely correlation between the
variables, many people fall into several or althe# categories. The DOI improves on the
use of traditional outreach proxies such as loaa since it incorporates client-based
variables, takes country averages into accountpéfads an intuitive measure using data
that is readily available (Paxton and Cuevas, 1998 variables used to measure
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exclusion from formal finance can be modified easilorder to match the country
context.

The measure can be presented graphically as dépthreach diamonds. These
diamonds present these four outreach indicatorgh#oclients of microfinance

institutions and compare them to overall countrgrages. Three of the variables (urban,
male, and literate) are percentages calculated®tod scale. The country wide GNP
per capita was normalized to one for the counteragye. The average income of the
microfinance institutions' clients was put on theng scale by dividing their average
income by the country level average income.

One of the most salient features of the PATMIRIiing8ons is the noticeably deep
outreach, particularly with regard to the rural po®he outreach diamonds (Figure 3) are
much smaller than the international comparisongt(Pa 2002), making its depth of
outreach a prominent feature not only by Mexicamgards, but by international ones.
On average, PATMIR institutions serve slightly mémale and illiterate clients than the
country average, and considerably more rural pbents.

Figure 3 illustrates how different methodologiesded to varying depth of outreach.

In general, the new and expanding cajas attairedtar depth of outreach than the
strengthened institutions. In particular, streegéd cajas tend to serve a higher income
clientele (albeit still below the country averag@his finding is logical since many of the
existing institutions have operated for decadebaut any particular mandate to serve
the rural poor. New and expanding institutionsgoig into regions that have been
hand-selected to fit the PATMIR profile.



FIGURE 3

DEPTH OF OUTREACH DIAMONDS BY METHODOLGY
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E. The Poverty Outreach Index

The shortcoming of using most depth of outreaclcatdrs such as average loan size or
percentage of rural or female clients is that theymerely a single average for the entire
institution. Average measures can be misleadimcgesihey fail to provide information
about the scale of operations and income distobuti clients. Therefore, a tiny
institution serving the very poor would have trewmh@ms outreach while a huge institution
serving the poor, middle class, and rich would haeak outreach, even though it might
serve a huge population of low income clientsorier to create an outreach indicator
that credits institutions for both depth and breazftoutreach, the poverty outreach (PO)
index is useful (Paxton, 2002).

The PO index incorporates the Sen’s most commardg@ed poverty properties: focus,
monotonicity, and transfer axioms. Given incomacgD = ¥_ D", discrete income

distributions x = &, X, ...x,) , and a poverty linel D, Sen's axioms include:

Focus axiom
P(x;z) = P(y;z)wheneverxi D is obtained fromyl D
by an increment to a non poor person. The income
distribution of the nonpoor is irrelevant.

Monotonicity axiom (weak:
P(x;z) > P(y;z)wheneverx] D is obtained fromyi D
by a simple decrement to a poor person. Reducing a
poor person's income increases the poverty level.

Transfer axiom (regressive)
P(x;z) > P(y;z)wheneverx] D is obtained fromyl D
by a regressive transfer with at least the donorgogoor.
Income redistribution among the poor is relevant.

In addition to Sen's axioms, most poverty measadégre to the nonpoverty growth
axiom (Kundu and Smith, 1983) that states that pyweill decrease when the

population of nonpoor grows. This axiom may notlbsirable for an outreach measure.
Imagine two banks in developing countries, eachisgrl000 equally poor people below
the poverty line. One bank also serves 10 millionpoor clients while the other has no
nonpoor clients. It can be argued that the deptutveach to the poor is the same for the
two bank$. In order to control for this, the PO index imb#s a nonpoverty invariance
axiom.

2 In fact, the larger bank may fulfill a broader dpment goal by reaching the poor just above thegy
line and middle class and may be better diversifiesh small institutions.
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Nonpoverty invariance axiom
P(x;z) = P(y;z)wheneverx] D is obtained fromyl D
by adding a nonpoor person from the populatione péverty
measure is independent of the population sizeeohtimpoor.

A simple modification of the Foster, Greer, and fiiezke poverty index (1984) satisfies
Sen's axiom3 allows for nonpoverty invariance. The PO indexamee is given by:

PO(x; z,a) :Lo%(q) ; @- in)a aszo (3)

i=1

where x. = income of the ith household below the poventg i

g = number of households below the poverty line
z= poverty line
a = researcher defined scaling weight

The PO index combines the number of clients belepexified poverty line and then
measures how far below the poverty line they difee nonlinear, concave function
allows the PO index to compare very large and smstiitutions in a meaningful way
while adhering to all of the specified axioms. Th&inction of the PO measure is
highlighted when examining country poverty rankingsaditional poverty measures
focus on the average level of poverty and rank-Salfiaran African countries as the
poorest countries in the world. The PO would dhi ranking to countries with a large
population of poor. For example, the Foster memsamga =1 ranks Ethiopia and
Sierra Leone as the two poorest countries in thédwd he poverty outreach measure
would rank India and Nigeria as the countries \ilig highest depth of poverty.

The researcher can adjustin order to increase the importance of the red¢afigverty of
the clients. For empirical work where scale isamant,0£ a £1. Whena =0, the

formula reduces to Log. Whena >0, both the number of poor and the extent of
v q

immiseration become important. At=1 or whenever(l- Z) rather than (1- ﬁ) is
2 -1 z
available, the measure reduces to
X\a
PO(x; z,a) = Log(a)(1- ;) (4)

% as well as continuity, symmetry, subgroup conaistedecomposability, and poverty line sensitivifshe
transfer axiom is satisfied fag >1.
4 f the distribution is not available, the measwitt not fulfill the transfer axiom.
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In order to calculate the PO Index for PATMIR, twain pieces of information were
necessary to obtain: the number of clients belgiven poverty line and the distribution
of income below that line. Clients with income®wab the given threshold have no effect
on the PO Index, although it could even be argbatlliaving a wide variety of income
levels would positively affect the profitability ¢fie institution and reduce its portfolio
risk. The data used for these calculations wetimmated by the technical consultants and
were not verified independently. Given that théa& are not captured in the databases
of the institutions, approximations were necesaryhe 34 cajas.

For the PATMIR project, several income ranges veagured including the indigent

poor (below 750 pesos monthly), the poor (751-20€€bs), the low-middle income
(2001-5000 pesos) and the middle and upper incalmaveé 5000) using an exchange rate
of US$1 = 10.6 Mexican pesos in Dec. 2005. Thakitewn of income ranges is
presented in Figure 4. Ninety two percent of PARMIients of the 303,000 clients are
considered to be at or below the low-middle incoarege. Over 73,000 PATMIR clients
fall into the poor and indigent categories andiadécative of the poorest rural

households found in Mexico. It should be noted thanany cases, the client income is
the primary income for the entire household.

FIGURE 4

PATMIR Outreach to Low Income Households
Monthly income ranges:
indigent: 0-750 pesos
poor: 751-2000 pesos
low-middle income: 2001-5000 pesos
middle income and above: above 5000 pesos
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A threshold of 750 pesos per month was selectéaeaBO index poverty line in order to
approximate the $2/day poverty line and allow faernational comparisons. Over
33,000 PATMIR clients fall into this indigent catey. Another element of the PO index
IS to examine the poverty gap which measures ystfar below the poverty line the
indigent clients fall (the mean income shortfadirfr the poverty line). Figure 5 illustrates
the poverty gap for those clients under the povarg/for each of the 34 cajas (names
omitted for institutional confidentiality).

FIGURE 5
Poverty Gap of clients below 750 pesos monthly inoee, by institution
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The PO index is not bounded theoretically but tgjycranges from 0 — 4 in an
international context using a $2/day poverty lilBecause of the large number of people
falling under the poverty line in Africa, its largeicrofinance institutions score relatively
high PO indices. The PATMIR sample, in a higheome country, ranges from 0 —
2.25. Within the Latin American context, howeuggher PO scores have been
measured from microfinance institutions in otheurdoies including banks (Caja Social
(Colombia), BancoSol (Bolivia)), NGOs (FINCA Cof&ca and CARE Guatemala) and
credit unions (Cupocrédito (Colombia), Union Popauatemala), and UPA
(Guatemala)) (Paxton, 2003). The lower PATMIR ROres are a function of Mexico’s



17

relatively higher income level and the relative @guof large institutions. The PO index
is helpful to compare which institutions within PKIR have the highest levels of
outreach in terms of breadth and depth.

Grouping the data by methodology and technical uitenst provides insights into where
outreach is the most profound. Figure 6 summatizesverage PO scores by technical
consultant and by methodology. Each of the te@limionsultants has achieved a similar
PO index score despite the fact that their metromies vary significantly. The

difference in methodology is more revealing forippimplications. Encouraging
existing institutions to open branches in margiredi areas led to the highest PO index.
Likewise, new institutions had deep outreach. dntrast, the PO index for strengthening
existing cajas led to the lowest PO index. Indase of DID Chiapas, SERFIR has
effectively penetrated a highly marginalized stdtecontrast, WOCCU Michoacéan has a
lower degree of marginalization, but the institn8dhere have attained a greater scale
and are serving a large number of clients belowptheerty line (in addition to many
above the poverty line). Both techniques are ssgfakin attaining the outreach goals set
by PATMIR.

FIGURE 6
PO INDEX BY METHDOLOGY AND CONSULTING FIRM
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[ll. OUTREACH TRADE-OFFS

The PATMIR experience has shown that some instiisthave been able to serve a
marginalized clientele in an increasingly sustal@dashion. Nevertheless, certain trade-
offs have been identified between outreach andsaiility as well as some limits to the
depth of outreach.

Tradeoff: Existing institutions may have good bretdof outreach but bring a pre-
established culture that may not favor depth of cadch

Working with pre-existing institutions implies amtial cost savings, allowing for the
immediate access to a group of clients. In sorses;dhe corporate culture of an
institution impeded work with PATMIR and in otheases, the objectives were
complementary. For example, there were challeirgakiering the institutional focus of
several existing institutions. However, in theeca other existing institutions, a strong
organizational structure facilitated technical sissice. WOCCU effectively used its
contacts with the ALIANZA federation to initiatesitvork.

Another problem of working with existing groupsripeularly those associated with
another non-financial activity, is that screeniagveak. Every member of the group
feels entitled to a loan if they have contributie€it equity, despite their creditworthiness.
In the cases where pre-established cajas havedmeenraged to invite poorer
indigenous clients to join, an implicit discrimir@t has occurred where some clients
have been treated with disrespect and have beeeddo wait long hours at the caja.

Existing institutions can bring pre-existing managat and portfolio problems. Insights
into portfolio quality are given in Figure 7 whignoups portfolio quality by

methodology. The new institutions are well pramed and have a low level of portfolio
at risk. The existing institutions (both strengteéé and expanded) have an average
portfolio at risk exceeding 10 percent. The sttkaged institutions are better
provisioned to mitigate the portfolio risk than #epanded institutions. While the
operational self-sufficiency of the expanded insiins was the highest, clearly there is a
high degree of portfolio risk for these new brarech&heir portfolio at risk is 11 percent
while their provision for loan losses as a percgataf outstanding loans is less than 6
percent. For larger institutions that have chdsesreate new branches in marginalized
areas, it is reasonable to assume that they willmaintain their presence in the areas as
long as the branches are financially viable. & plortfolio at risk results in unsustainable
default rates, there would be little incentive thoe branches to continue once subsidies
disappear.
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FIGURE 7: Portfolio Quality By Methodology
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Trade-off: Outreach and subsidy dependence

Throughout the PATMIR region, the technical coremuti$ experimented with how deep
they could reach and still remain sustainablem#émy cases, the consultants reached too
deep and reconsidered their target group. For pkea @GRV Guerrero reports that
working with the poorest of the poor can be proldamin terms of institutional
transaction costs and financial viability. IndeEd/me and Mosley (1998) show that the
poorest of the poor are not helped by microfinaaroe can even be hurt by incurring
debt. Instead, the working poor are more likelpedhelped by microfinance. PATMIR
institutions seem to find that the working class inore likely to have regular income
streams that are appropriate for cooperative filghntstruments. For this reason, it has
been hard for the cajas to operate in high mignadi@as where income streams are
irregular.
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FIGURE 8
Subsidy Dependence and Outreach
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Figure 8 shows the results of the outreach anémadiility case studies for 15 cajas.
Ideally, the subsidy dependence (§hould be zero or negative and at the same time,
the depth of outreach measured by the depth oéacitrindex (DOI) and poverty
outreach index (PO) should be high. Overall, mM@AY¥MIR cajas have managed the
dual objectives of outreach and sustainabilityejuiell. The last institution in the figure
did not have adequate outreach and was droppedtfremroject.

While some institutions have balanced the two gohtautreach and sustainability, there
does appear to be a trade-off between the two gé@dgire 9 shows that a higher
dependence on subsidies leads to a better deptitrefach as measured by the PO, DOI,

5 . . . . .
The SDI measures by what percentage interestchéged to clients would have to be increased Ingticglly in order to cover
program costs and eliminate subsidies (Yaron 1998 formula for the SDI is given by:

m*E+A*(m-c)+K- P

SDI = .
LP*i
where m = opportunity cost of funds E= averagdtgq
A = average debt ¢ = interest rate of debt
K = grants + discounts on expenses P = accouptinfg

LP = loan portfolio outstanding i = interestloan portfolio
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and marginality indices. In addition, subsidy degent institutions have smaller loan
and deposit sizes and lower staff productivity.

FIGURE 9
Subsidy Dependence Correlations
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Working with small financial transactions can regltice sustainability of an institution
since the transaction costs of processing a laog@rare similar to processing a
microloan. Figure 10 shows the relationship betwsaébsidy dependence and average
loan size for the 15 case studies. WOCCU'’s styapégroviding higher loan sizes
results in lower dependence on subsidies, butlibgg not had the depth of outreach that
some of the DID and DGRYV firms have accomplish&dcording to the recent World
Bank publication, a trade-off between sustaingbditd average loan size does not
necessarily have to exist. Gonzalez and Roser(B66$) find a very weak correlation
between operational self sufficiency and average kize. In addition, they find that
increasing the proportion of the poorest borrovaerss not have a significant impact on
operational self-sufficiency.
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FIGURE 10
Subsidy Dependence and Average Loan Size

Trade-off: Geographic coverage and sustainability

Reaching the most rural inhabitants of Mexico carctstly. DID Huasteca has found
better sustainability in semi-urban areas. Theeawah to very rural areas has been
attained through various geographical strateg&sme institutions, such as SERFIR,
have chose a highly marginalized state and worexver nearly ever corner of the
state with branches (Figure 11). Each shadedrapgasents the coverage of one branch.
Interestingly, SERFIR originally attempted a 50 kadius for its branches but found it
too costly and switched to a 25 km radius. The faten is quite impressive given that
this has been accomplished in only three yearss iShyuite distinct from the penetration
of San Andrés Coyutla (Figure 12) which has optesetrve a much tighter radius,
thereby reducing cost. A geographical or travaktboundary was found to be important
for financial viability. WOCCU Michoacan reportsat serving clients outside of a one
hour radius is not profitable.
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FIGURE 11
Chiapas: SERFIR
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FIGURE 12
Northern Veracruz
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Since one of the main objectives of PATMIR has beeserve rural areas that previously
had few financial institutions, understanding ekalobw geographic coverage is linked
to outreach and sustainability is critical. Notmisingly, average geographic coverage
per branch is correlated with higher depth of atheincluding higher PO, DOI, and
marginality indices and lower average loan sizeéguife 13). This outreach is associated
with a greater reliance on subsidies, a lower gtaftiuctivity, and higher transaction
costs for clients in the form of travel time.

FIGURE 13
Geographic Coverage Correlations
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Trade-off: Subsidies and outreach

One of the concerns of PATMIR is whether institnare targeting a marginalized
clientele because of the outreach targets set GyMIR or because they are finding it to
be a thriving, profitable sector. Figure 14 ilhases the correlations between the amount
of the PATMIR subsidy and outreach measures. Toweemeliant an institution is on
PATMIR subsidies, the more likely it is to pursumarginalized clientele. Heavily
subsidized institutions are more likely to offeradlar loans and deposits and are more
likely to have deeper outreach measures stemmang fine DOI and PO indices. Each
branch spans a larger geographic coverage, extggimdmrural areas where clients have
a higher travel time. As subsidies are weanedetisepotential for mission drift.
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Autonomous institutions will be more likely to offeigher average loan and deposit
sizes and work in a more concentrated geograpb& axlonetheless, to the extent that
the more rural areas are profitable (which manyeHaaen shown to be), financial
institutions will continue to serve them.

FIGURE 14
PATMIR Subsidy Correlations

Correlations with PATMIR subsidies
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DISCUSSION

One of the interesting findings of the PATMIR expace is that no single methodology
or consulting firm dominated. Within each typenséthodology, individual cajas
excelled in both outreach and sustainability. Eaelthodology entails trade-offs that
shed light on future rural development policy.

New institutions

New institutions have good outreach and growingasagbility and client bases,

however, they are costly to create. The new PATMHRitutions were created either

from scratch or from working with a pre-existingcgd base. In either case, the cajas had
to invest more time and resources into startinditrencial institution. The operational
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self-sufficiency of new institutions used a prestixig base was mixed, since on the one
hand, the cajas had the advantage of an organipeg ¢p reduce transaction costs, but
on the other hand, they had to overcome a prenegiststitutional culture that can
impede banking norms.

When institutions are newly created, there are hAyninistrative and operational costs
with very little operational income in the firstams. Figure 15 shows that new
institutions tend to have negative ROA and ROE eslcompared to the other two
strategies. The expanding institutions outperfatsteengthened institutions.

However, new institutions made significant improwsts in profitability during the
PATMIR project. Within three years, SERFIR had r@eene this obstacle and started to
generate a positive return on equity. This rapahgh toward sustainability is not
uncommon worldwide. Gonzalez and Rosenberg (2&}xhat half of the profitable
microfinance institutions in a sample of 2600 breken within only 3 years with nearly
70 percent becoming profitable in 6 years. Thbsé did not achieve profitability in that
timeframe were unlikely to become profitable.

FIGURE 15: ROE and ROA by Methodology
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In general, new institutions have more favorablieeach indicators, but weaker
sustainability as they are still in their infanéiowever, the new institutions are growing
the fastest, led by growth in their loan portfolilsich more than doubled in one year.
One PATMIR strategy for start up institutions oatches has been to first mobilize
deposits and then grant credit. Having a solichéation in locally mobilized deposits is
an international best practice in microfinance.wideer, because rural inhabitants are
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often net savers, excess liquidity can become blgma. Many of the new institutions are
not well networked into a larger financial institut, creating an inability to spread risk
and liquidity.

One of the most encouraging signs of future suahlity for the PATMIR projects is
their continual improvement in operational selffsugncy. Figure 16 presents quarterly
trends in operational self-sufficiency for the nBATMIR cajas. There is a strong
upward trend towards operational self-sufficiensyttee institutions mature. The new
institutions have the best provision for loan lass the lowest level of portfolio at risk.
If the trend continues, the average PATMIR cajd achieve full operational self-
sufficiency in one more year.

FIGURE 16: Quarterly Operational Self-Sufficiency for New Cajas
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Certainly, one of the standout success storieAdIMHR has been the experience and
accomplishments of SERFIR in Chiapas, one of thetmmarginalized states in Mexico.
In three years, DID entered a highly marginalizexhavith no measurable formal
financial system and created a sustainable finhimgatution that has penetrated nearly
every part of the state. Figure 17 documentsittan€ial trends of the SERFIR
experience. By December 2005, the SDI for SEREHhed 12 percent and if the trend
continues, it should eliminate its reliance on &diks in the next year. Its income per
loan has surpassed its administrative expensegsasubsidies have been decreased.

These impressive achievements have been the cégrliss-roots training of clients and
staff on the principles of cooperatives and theartgmce of saving. Attention to cost
saving was instilled at all levels and a systerhafuses was created to reward portfolio
performance. In many cases, training of staftethwith how to operate a mouse and
use a calculator. Even under these conditions FHER/orked hard to expand in order to
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meet PATMIR targets and as the SERFIR map (Figljelllstrates, they were
successful in covering the entire state. Thisasgcan be attributed in no small part to
charismatic leadership and a willingness to trastwaork with local staff.

FIGURE 17: Sustainability Trends for SERFIR
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Strengthened institutions

One of the most challenging aspects of evaluatlig\NPIR is determining what impact it
has on the strengthening institutions. Becaus@igutions were already in existence
and serving a clientele largely matching the PATNgH&file, it is complicated to
evaluate the value-added of the PATMIR assistaitany of the institutions had (or still
have) portfolio quality issues and other managernssuoies that require technical
assistance. However, the strengthened institutemms to have the strongest record of
technical efficiency. Attributing either the faiks or successes of these institutions to
PATMIR can be misleading. Growth rates among trengthened institutions were
quite low in contrast to the other two methodolggi€oan volume and savings volume
grew by less than two percent on average from 20@005.
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There are several reasons why one would expecigstrened institutions to have less
impressive sustainability trends. First, the buitbns themselves were in need of
technical assistance before PATMIR started (helnee selection into PATMIR).

Before the passage of they de Ahorro y Crédito Populan 2001, many of these cajas
were able to operate without strict performancgdts leading to high arrears rates, slow
growth, and a lack of appropriate monitoring andleation of financial statistics. By
participating in PATMIR, technical assistance wasdito address these issues.
Secondly, many of the strengthened cajas had regaypnoblems before PATMIR and
the high portfolio at risk statistics reflect tonse extent an existing problem. Finally,
growth rates of the strengthened institutions wdaddlower than cajas with new
branches or institutions merely because they wieeady serving the target client base.
In new institutions and branches, it is easy tobdi®the number of clients when starting
from scratch. In the case of strengthened cajast of the PATMIR efforts have gone
toward solidifying the financial viability of theastitutions. After the first three years of
PATMIR intervention, strengthened institutions wésend to have the highest levels of
technical efficiency in the sample.

One of the outstanding performers among strengtherséitutions is Suljaa, a caja
supported by DGRV. The subsidies have gradua®nbeeaned from the institution, yet
at the same time, the income per loan has increabieid has allowed Suljaé to attain a
negative Subsidy Dependence Index (SDI) as seEigure 18. Some of the strategies
employed by DGRV that helped transform this insibto's financial viability included:
improving technology to help monitor and evaluaigtitutional and client progress,
heavily invest in human capital through trainingstdff and clients, hiring loan officers
from the region who speak indigenous languagestangeting rural areas that have the
strongest economic activity while still meeting thereach goals of PATMIR.
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FIGURE 18: Sustainability Trends for Suljad
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Expanded institutions

Attributing an expansion of marginalized clientP@TMIR is difficult for institutions
that are strengthened. However, it is easily meakior expanded institutions that open
branches in new locations since all of the memivetisose branches are new. Itis also
easy to target marginalized areas for new brancdtilans. In order for the expansion to
be successful, dedication to outreach and sustiéityain the part of the managers is
essential. If the expansion is merely looked atraexperiment or a bit of humanitarian
work that will collapse once the subsidies are gdme branches will close over time.
However, if the managers are dedicated to makiadgpthnches profitable, more
institutions will follow suit as they realize thetential of untapped markets.

One of the advantages of working with existingitngibns is that they have a significant
scale that helps them spread risk, diversify theitfolio, manage liquidity, and lower
cost. Interestingly, large institutions can alsedna significant depth of outreach.
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Despite the fact that Caja Morelia Valladolid hasydl4 percent of its portfolio

dedicated to indigent clients, it still serves mpo®r clients than any other project due to
its sheer size. Given that it serves 131,000 wdjdourteen percent still results in serving
18,000 poor clients. Using an average outreadiatol such as average loan size or
average client income, Caja Morelia Valladolid doeslook impressive. In contrast,
because it serves such a large number of indidients, it ranks high using the
composite PO index. Encouraging large, financisdlynd institutions that can spread
risk through portfolio diversification and liquigimanagement to work with increasingly
marginalized clients represents an interestingctiore for PATMIR as long as the
expansions are cost effective and management ismdted to serving these clientele.

The overall PATMIR experience has achieved a nurobeutreach and sustainability
goals in a relatively short time span. In manysesn PATMIR has been an empirical
laboratory for rural microfinance. By contrastisignificantly different methodologies,
regions, and consulting firms, a wealth of inforioatis produced. These lessons are
useful in the promulgation of the PATMIR model irekco as well as for microfinance
institutions around the world.
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APPENDIX TABLE 1: Number of Clients by State and Mehodology

con;ulting State methodology ”“”.‘ber of
firm clients

DID Chiapas DID CH new 17,214
DID Huasteca DID HU new 8637
Caja 2 DID PU strengthen 8,691
Caja 3 DID PU strengthen 3,339
Caja4 DID PU strengthen 6,238
Caja s DID PU new 1,248
DID Puebla 19,516
Caja 6 WOCCU VE strengthen 20,822
Caja 7 WOCCU VE strengthen 3,642
Caja 8 WOCCU VE strengthen 6,127
Caja 9 WOCCU VE strengthen 2,122
Caja 10 WOCCU VE strengthen 439
Cajall WOCCU VE strengthen 3,111
Caja 12 WOCCU VE expand 4,050
WOCCU Veracruz 40,313
Caja 13 WOCCU Ml strengthen 5,763
Caja 14 WOCCU Ml strengthen 8,095
Caja 15 WOCCU Ml strengthen
Caja 16 WOCCU Ml expand 9,472
Caja 17 WOCCU Ml expand 2,030
Caja 18 WOCCU Ml expand 131,237
Caja 19 WOCCU Ml expand 9,968
WOCCU Michoacan 166,565
Caja 20 DGRV GR strengthen 4,396
Caja 21 DGRV GR new 1,673
Caja 22 DGRV GR new 2,450
Caja 23 DGRV GR new 1,829
Caja 24 DGRV GR new 1,477
Caja 25 DGRV GR new 442
DGRV Guerrero 12,267
Caja 26 DGRV OA strengthen 4,354
Caja 27 DGRV OA expand 29,068
Caja 28 DGRV OA new 869
Caja 29 DGRV OA new 1,064
Caja 30 DGRV OA new 1,917
Caja 31 DGRV OA new 392
Caja 32 DGRV OA new 1,261
DGRV Oaxaca 38,925




