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|1. Entrepreneurship, Finance and

Growth: the Process of Development
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small firms - home of the

independent entrepreneur and the independent inventor-

unprecedented growth
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Entrepreneurship By
Necessity
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Labour force: 95.5m
(economically active)




Informal Economy

The level of informality has important implications for two related aspects.

First, from the point of view of entrepreneurship, high level of informality is related to
entrepreneurship with . At the same time, high level of informality
implies greater difficulty in measuring entrepreneurship (see Acs and Virgill 2009).

Second, from the point of view of insurance, Bebster and others (2010) stress not only that the
incomes of those in the informal sector are less certain than of those in the formal sector, but they
are also , e.g., formal sector employees
can be reached via their unions and employers, the informal sector is more fragmented.

informality is lower than in similar countries, it remains substantial (compared
to the 27.5% informal employment in Mexico as measured by Cardero and Espinosa, 2009;
Argentina, with 20% informal employment; and Chile, where 24.4% of those employed are in the
informal sector according to the ILO).

Though 62% of the labor force is “formally employed”, not all of them are in effect formal if
considered from point of view. In other words, not all of them can
be reached via employee groups. If domestic workers and unremunerated employees are taken out
of the formal equation, the share of formal employment in the total employed market reduces to
just 44%, placing 56% of the population in the informal market that cannot readily be targeted for
insurance via their employers .



Micro-Entrepreneurs in Brazil

Microcompanies By Number of Workers Employed
Source: IBGE/SEBR AE
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2. Role of Financial Markets
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Financial Market (FM)

allocate efficiently

set a risk-free rate
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3. Responses:

Multilateral Development Banks (MDBs)
and Public Sector Banks




Financial
Markets




Yield Curve US Treasury vs. Multinationals

~US Treasury
- Multinationals




The strong AAA 1s mainly a result

public sector banks







development

inefficiency
lending”, which does not foster entrepreneurship

commercial banks owned by Government.

objective of providing 1s not reached

financial repression




Access to Finance

A World Bank- Cgap Publication, Access to Finance 2010 has developed a set of financial access
indicators for 139 countries across the globe.

Despite the apparent overabundance of approximately 6.2 billion bank accounts in the

world - more than one per adult - a disproportionate amount of the accounts - 3.2 per adult - are
located in the developed world economies, while the equivalent figure in the developing world
reaches is only approximately 0.9 per adult, inclusive of accounts which are not owned by
individuals, such as those owned by government and business entities.

It is estimated that roughly 19% of developed world adults do not have bank accounts (though many
may live in households where other members have accounts),

These numbers indicate a major gap that has not yet even begun to be addressed by the many policy
initiatives currently underway or by the microfinance movement.
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4. MICROFINANCE

Concept, Scope and Limitations
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Poverty Overview - Brazil

In the last four years, 35 million people moved from classes D and E, to class C

Class C - U$ 679
86 Million People

Class D/E - U$ 570
72 Million People

Class A/B - U$ 1368
28 Million People
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Market Overview - Brazil
Disposable Income by Class (US$ Billions)

U$8.75 Billions

Class€

U$ 7.81 Billions

RN
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Microfinance







" The concept of micro finance originated in the
mid-1970s in Bangladesh through a pioneering
experiment by , then a
Professor of Economics.




= Dr. Mohammad Yunus
Established Bangladesh
Grameen Bank, a Micro
Finance Institution (MFI)
to:




The -a synonym for Microfinance- makes small loans to the
impoverished without requiring collateral. Established in 1976, the Grameen Bank
(GB) has over 1000 branches (a branch covers 25-30 villages, around 240 groups
and 1200 borrowers) in every province of Bangladesh, borrowing groups in 28,000
villages, with over 90% of borrowers are women.

It has an annual growth rate of 20% in terms of its borrowers. The most important
feature is the , which is as high as

A still more interesting feature is the ingenious manner of advancing

The Grameen Bank lending system is simple but effective.
The system is based on the idea that the poor have skills that are under-utilized. A
group-based credit approach is applied, which within the
group to ensure the borrowers follow through and use caution in conducting their
financial affairs with strict discipline, ensuring repayment eventually and allowing
the borrowers to develop good credit standing.

The Business Model on which most of the Microfinance works is

a lending practice where small groups borrow collectively and group members
encourage one another to repay. It is an important building block of microfinance.
Solidarity lending lowers the costs to a financial institution related to assessing,
managing and collecting loans, and can eliminate the need for collateral.




Dr. Muhammad Yunus of Grameen Bank in Bangladesh describes the
dynamics of lending through solidarity groups this way:

"... Group membership not only creates support and
protection but also smooths out the erratic behavior
patterns of individual members, making each borrower

more reliable in the process. Subtle and at times not-so-
subtle peer pressure keeps each group member in line
with the broader objectives of the credit program....
Because the group approves the loan request of each
member, the group assumes for the
loan. If any member of the group gets into trouble, the
group usually comes forward to help."




MFI are the core of Micro finance activity

There are about more than 2000 MFIs that report data to the MIX Market
system, with a coverage of more than 90 million borrowers

The gross loan portfolio is more than US$20 billions in more than 110
countries

MFIs support income generating micro-enterprises for the poor

Trusted channel for delivery of insurance products in mature micro-insurance
markets (e.g. India and Africa)

MFIs in Latin America — (Source: Marulanda, Otero, 2006)
« NGO’s - Average loan amount $406

» Commercial banks — Average loan amount - $1,100
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transformed themselves into formal financial institutions

“bankable”.




®» [s the most common form of Microfinance

" It means the provision of small loans to
entrepreneurs who are too poor to qualify

for conventional bank loans.




" A micro credit program
gives small loans to the
poor so that they can

procure whatever they
need to start or continue 7 m==-

[}

a small local business of
their choice




= A micro loan of an
equivalent of US$100 to
US$2000 at 1 or 1.5%

interest per month, can
empower people to start
their own business




* With that money they
can start business of:

A Kirana Shop: handicrafts,
beach mats, clocks, beach
bags, children clothing,
beach hats, leather goods,
picture frames, tea-pots,
ceramics and more.



















= |n the absence of
collateral, the loans are
made to groups of five, e BE— Debx

Service

mostly women, who
guarantee each others'
loans: Joint Liability
Group (JLG)




= [f a woman wants to
receive a loan and if her
1dea for a business 1s

accepted, she 1s
encouraged to find four
other women and form a

group.




= Then, the first two women
are given loans and the
others are encouraged to
help them make their

enterprise a success. After
about 6 weeks, if the first
two are making their
payments on time, the next
two women get their loans
and six weeks later the last

one.




= All persons who have
paid back a first loan,
are automatically

eligible for a second
loan and eventually a
third so their businesses

can grow




= At the same time from
the interest, the loan
fund 1s growing, though
slowly, and loans are
available to more
persons.
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* If one does not pay back
one's loan, no one in the
group will receive a

second loan




* To guard against emergencies,
such as one's cow dying or the
entrepreneur dying and not being
able to repay the loan, an
emergency fund is set up at the
time of the first loan.

T " ; IN CASE OF
1S sSimply means that a tew EMERGENCY

coins, perhaps an additional loan . BREAK™
At e [ ==

can solve the emergency W
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m  Role of insurance




* [t simply means borrowers take each other’s
guarantee for the repayment of loan.

* The most successful micro-credit concept.

= A very disciplined and systematic model.




= First, all potential
borrowers undergo
financial literacy

training and must pass a
test before they are
allowed to take out
loans.




" Weekly meetings with
borrowers follow a
highly disciplined
approach.

Re-payment rates on
these collateral-free
loans are as high as 99%
because of this
systematic process




The empowerment of
poor, entrepreneurs,
women;

As microfinance
services are to large
extent offered to
women; they become
more financially literate
and confident.




Building Economic Citizenship




" Financial services give
clients to access to
education, healthcare, and
other necessities that

improves their quality of life.
e.g., school fee loan, health
insurance and home
improvement loan.

Thus microfinance 1s a tool
to fight poverty.




* In India, Micro finance 1s growing faster than
banking and, if the experience in other developing
countries 1S mirrored here, microfinance “will

reach more individuals than the banking sector,”

- Robert Annibale, global director Citigroup Inc.
Microfinance
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Micro Loans should never be extended lends to individuals without first
providing them with the expertise and training to build a business plan that is
likely to succeed. The utilization of funds depends on the capacity of the poor
client to use productively it and thus generating a sustainable social impact.
Micro finance is not charity!!!

The mere flow of funds alone in MF sector cannot bring desired level of social
impact unless other infrastructure is in place in the given area/region to absorb
the funds

Social capital available in communities facilitate the task of micro finance of
supporting social investment and focus on poverty reduction.

Micro finance relies significantly on subsidies, but at the same time on
viability and profitability

Moving beyond Micro credit.




5. Micro Insurance




[ Normally, if a poor household loses a source of income, or is
subject to an adverse event (e.g., fire), the result is devastating,
e.g., a child might be withdrawn from school; valuable assets

might be sold.

This makes the household falls deep into poverty.




Wealth, Utility and Risk

1000 2000 3000 4000 5000 6000 7000 8000
Wealth




In an emerging economy there are two factors that make individuals more risk
averse:

1) the shape — concavity - of the utility function; and

i1) being in the lower part of any utility function.

The shape of the utility function, more concavity in emerging economies, depends
on the uncertainty of the institutional environment and the inefficiencies of the
market institutions including insurance. More concave curves of utility imply more
risk aversion, i.e., individuals in emerging economies face steeper curves and
therefore they resort to be more risk averse.

The second factor is linked with the fact that emerging economies are less wealthy
and individuals are more risk averse. Example: a fire destroys home/business with
a loss of almost 100% of capital and wealth. There is no safety net and the
individual is reduced to poverty for the remainder of his/her life




Stochastic and black swan adverse events: death of breadwinner/illness/injury/

loss of property/natural disasters like droughts and floods, earthquakes can
overwhelm scarce capital

Poor people are subject to many risks, which are much the same as those faced by
the non-poor. However, poor people are highly vulnerable and their ability to cope
with these risks is lower. Homemade and and forms of risk
management are common place among micro entrepreneurs, but are insufficient
and inefficient, i.e., micro entrepreneurs do not necessarily misunderstand risks,

but they utilize inefficient risk mitigation strategies

Lack of regulation and supervision and lead to mistrust for insurance
policies.

The and risk management services, of appropriate
products and effective distribution channels undermine economic growth and
wealth distribution




Financial services like
saving, bank deposits,
credits

provide sustainable and low
cost coping strategies to

deal with disruptive events

Individuals can re-build
their assets or alternate
source of income without
falling into poverty.




Poor use insurance substitutes widely, e.g., in-kind-savings;
diversification of income sources. These substitutes are inefficient and
have limitations

Poor also try to avoid certain risks— This tends to reduce their initiative
and their welfare

Ex-post coping can also worsen their position (distress sale of assets)

Lack of insurance and persistence poverty are intimately related

Insurance improves the capacity to manage risks
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Key Factors to Introduce Micro Insurance in Emerging Markets
* Know the local culture
* Work on trust and Instill trust

* Educate and simplify to overcome negative attitudes towards
insurance

* Utilize distribution channels that have already gained client
acceptance

* Provide products that matter to clients



Turkey earthquake insurance for homeowners
Cat Bonds (e.g., Mexico)

Caribbean 1insurance facility

Weather derivatives in Asian and African markets

Private health insurance in Venezuela

Large scale health insurance programs in Uganda bundled
with savings and micro credit
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* In most developing countries, insurance markets (let alone,
micro insurance) are at an infant stage.

* Insurance improves the stability and profitability of finance
institutions.




Market Overview/Insurance Potential
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Current supply and potential market in 100 poorest countries -} Estimated total market
Millions of people, 2007




Regulation oversight 1s lacking

Effective supervision

Development of appropriate distribution systems
Product development

Risk analysis

Data, e.g., actuarial data

Management Information Systems

Needs Assessment

Dealing with clients




Insurance Landscape in Brazil

Micro-insurance in Brazil is at its infancy

— Bradesco
* One of the five largest financial groups in the Americas
* Sold nine thousand policies at R$30 each
* Priority is more expensive market
— Sinep
* Sells funeral insurance at low rates
* Has little market penetration in low income communities

There is little community based micro-insurance in Brazil

Brazilian micro-insurance (in its current form) is basically cheaper traditional
insurance, without the social change and income redistribution dimension of
community based micro-insurance

Traditional insurers are focused on the upper middle class market that yields
organic growth of over 20% per year. Culture and incentives reward
insurance companies for focusing on large policies/more profitable clients



Barriers to Entry

Regulatory — Micro-insurance regulations in Brazil are not yet approved
and new companies can operate with permits issued by the government

Limited Understanding of Micro-Insurance .
— Consumers are not interested in buying insurance - It will demand lots of education.

— Need of appropriate surveys and implement education programs of clients and
professionals

Lack of Rivalry - Lack of interest in tapping into a market that suffers
enormous racial, social, economic and cultural discrimination. Traditional
insurance companies are not interested in investing in the market and prefer
more lucrative upper-end of the market.

Financial Markets -. Interested NGO’ s cannot tap local capital markets
for funding and they have to rely on international funds, grants and
subsidized loans.



6. Commercialization




The topic of commercialization has been hotly debated, largely because it raises
fundamental questions about whether the dual social and financial missions of
microfinance can coexist.

The experience shows that the two priorities can coexist, and when done right, they
are mutually reinforcing, creating a healthier long-term business model for both
clients and investors.

Many MFIs Grameen Foundation partners with — particularly those that are for-
profit entities with strong social missions — work hard at maintaining a strong focus
on both social and financial goals.

Some publicly-traded U.S. companies appear more committed to and more
convinced of the need for mission-focused business.

Take the U.S. company Whole Foods, with a market capitalization of US$12
billion. In a recent presentation to the Asian Institute of Management in Manila,
Whole Foods director Dr. Ralph Sorenson, discussed the company’s “conscious
capitalism” model, in which businesses are “primarily driven by their mission and
their sense of purpose.” This requires optimizing returns for all stakeholders, with
customers as the most important stakeholder, and leads to an ultimate vision that
“in the long run, it is better to be mission-driven than profit-driven...profits [are] an
end result, not a goal in and of themselves.”




Grameen Koota (GK), a long-time Grameen Foundation partner in India with a
deep social mission, has grappled with this balance. GK’s ability to scale has been
largely funded over the years by local commercial banks, an effort supported
through the Growth Guarantee program. However, when it comes to securing
strategic equity investors, GK expressed concern that taking on more commercially-
minded equity investors might force it to place profits ahead of mission, for
example, by pushing it away from the more difficult-to-reach clients who cost more
to serve. GK has managed a balanced mix of both social and commercial investors,
and being extremely clear about its plans (target segment, mission, how their
business will evolve), so that investors know upfront what they are “buying” and do
not expect GK to shift course after their investment. This balanced approach has
allowed GK to continue to focus on achieving robust social and financial results.

Grameen Bank offers one of the earliest and longest-standing visions for
microfinance as a business that puts mission first and views profits as a means, not
an end — and is a strong example of a local, deposit-driven model.

Grameen Foundation stresses the priority of the social mission with profits acting
in service of that mission, and that overall, this approach is a win-win scenario,
creating stronger institutions that put the benefit of their clients front and center
thus ensuring these institutions generate healthy social and financial returns over
the long term.




Few MFIs follow a vision of microfinance as a truly double bottom line business.

PT Ruma, a micro franchise-based social enterprise in Indonesia, is an example of a
business that has built social goals into its incorporating documents. Ruma’s articles
of association require that its social goals be met before shareholders receive any
financial dividend payouts.

Kiva of United States operates successfully worldwide as an NGOs with a concern
for the bottom line.

Capital raising presents another challenge for many MFIs, since the way an
institution funds itself can drive very different behaviors, priorities, and business
models.
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Scottish Executive, Social Inclusion Division, Financial Inclusion Action Plan, 2005

Access

Financial
literacy

Diverse Life
and Business
Needs

Engagement /
Retention

Reaching underserved population

Single /multi-
product

Appropriateness

Efficiency and
scalability

Tailored to the
client

Market
context/infrastruc
ture

Evolution of
distribution
channels

Scalability




Microfinance provides a business
model which addresses the pillars of
financial inclusion:

MICROFINANCE BUSINESS MODEL

Citi Risk Management Manual, April 2010




Balancing breadth and depth

Reaching underserved population Designing appropriate products

y/ ﬂ ﬂﬂ&%& Credit — Access to finance

Savings — Capacity to
accumulate capital

Payment solution: checks,
electronic, mobile, etc.

Remittances

Insurance




7.Performance Audit




transparently t

various models to appraise




following:




represents a tool for those who provide funding to MFIs




Overview

Institution

Products

Social performance

. Loan portfolio quality

Financial performance

. Business planning
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‘ 3. Collection Performance ‘

\ 4. Financial Sustainability (Profitability) \
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a broader, but similar approach

auditors

*Profitability and sustainability,
* Asset/liability management,

* Portfolio quality, and

» Efficiency and productivity.




PROFITABILITY AND SUSTAINABILITY RATIOS ‘

4.2 ASSET/LIABILITY MANAGEMENT RATIOS ‘

PORTFOLIO QUALITY RATIOS ‘

‘ EFFICIENCY AND PRODUCTIVITY INDICATORS ‘




nine
principles and ten performance indictors including measures for social performance indicators.
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time required to conduct an appraisal, performance audit







3. Training




" Training is key!!!

= For whom?




Training of Clients: Risks/Challenges

* Overcoming bias of potential clients against insurance
skeptical about paying premiums for intangible
product with future benefits that may never be
claimed

* Creating awareness about benefits of insurance is
time consuming and costly



Strong management skills, training and capacity building remain as great challenges to microfinance
institutions. Building an effective work force is expensive and difficult to make efficient.

Main areas of training :

There is a huge need of specific training in a large number of areas, e.g., Financial Instruments
to enable Graduation of Clients; Credit Bureaus; Micro leasing; Venture capital; Computer and
Technology; Linking with commercial banks; Group Lending: theoretical advances and
practice; limited liability vs. joint liability; credit guarantees; Targeting the Hard-core poor;
Creating enabling environment for micro-credit institution; product development for the MFIs,
e.g., micro-leasing, loan for family members, flexible savings schemes and smart card;
Financing of MFIs issue bonds, based on income receivable; raising funds in developed stock
markets.




Workshops and Seminars for general audience, on site and online

Academic Training

There are a limited number of programs, graduate and post graduate focusing on
Micro finance.




Constraints for Micro Finance Training Programs:

Budget

Long term view
Credibility

Partnerships

But Training in Micro finance 1s still an
opportunity!!!




9. Geographical Information System

(GIS) and Spatial Analysis







Brazil: A Federal Country
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Coefficients?

Unstandardized Standardized
Coefficients Coefficients
| B | Std.Error Sig

(Constant) -102.808

.000
Altitude .005 . . .000

Latitude 3.511 ) .000
Distance from Coast -.131 ) .000
Rain Shadow (1=in
shadow)

a. Dependent Variable: Precipitation

-13.483 .003
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