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The Palli Karma Sahayak Foundation (PKSF): 
An Apex Organization in Bangladesh 1 

Geetha Nagarajan and Claudio Gonzalez-Vega2 

I 

Introduction 

A. Objfctives 

This! report is part of a comprehensive research project undertaken by investigators of the 
Rural Finanye Program at The Ohio State University, in collaboration with the Consultative Group 
to Assist the Poorest (CGAP), to examine the rationale for the existence and evaluate the per
formance off apex organizations created to promote the development of micro finance. 

The 1 research effort explores the necessary and sufficient conditions conducive to the 
development of sustainable microfinance organizations (MFOs) by deriving lessons from the 
experience ~f existing apex organizations such as the Palli Karma Sahayak Foundation (PKSF) in 
Bangladesh. The objective is to offer recommendations to donors and policymakers about conditions 
favorable to I the successful promotion of microfinance through apex mechanisms. 

For the purposes of this research project, apex organizations are defined as mechanisms that 
have been created as wholesaling, second-tier organizations to facilitate the disbursement of funds 
and promote the development of the sustainable capacity of retailing microfinance organizations. 
Apex organi~ations can be defined both by their operation with retailing organizations and by the 
provision ofione or more of the following services: 

(a) 
(b) 

(c) 

2 

the Jholesaling of loanable funds on behalf of donors and governments, 
the sj::reening and certification of microfinance organizations that fulfill certain eligibility 
criteria, 
the operation of loan-guarantee facilities, 

Report on a case study prepared after a brief field visit by Geetha Nagarajan, as part of the 
CGAIP-OSU research project on Microfinance Apex Mechanisms. The opinions expressed 
are titose of the authors and do not necessarily reflect those of the sponsoring organizations. 

Nagarajan is Research Specialist and Gonzalez-Vega is Professor of Agricultural, Environ
mental, and Development Economics and Director of the Rural Finance Program at The Ohio 
StatelUniversity. The authors are grateful to Mohini Malhotra and Richard Rosenberg for 
their fOmments and support, to Stuart Rutherford, J.D. Von Pischke, and Dewan Alamgir for 
suggestions, and the staff at PKSF for their gracious hospitality. 

I 
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(d) institUtion-building support in the form of technical assistance and/or training of the staff of 
retailing microfinance organizations, and 

( e) the prudential supervision of micro finance organizations. 

Although the research project examines several of these functions, emphasis is placed on 
efforts to crerte sustainable capacity at the retailing microfinance level. 

B. Methodology 

A methodology in three steps was followed in the identification and examination of PKSF 
and of other apex mechanisms as case studies for this research project. 

As a lfirst step, a desk review based on published literature and unpublished reports was 
carried out to: identify and document the experiences of apex organizations around the world. 3 The 
desk review revealed that: 

(a) 

(b) 

(c) 

although several microfinance apex organizations exist, the literature on apex mechanisms 
is thin; 
the rafionale for the creation of apex organizations is seldom discussed in project papers and 
evalurtion reports, and 
the c<l>sts and benefits of the operations of apex organizations are rarely examined in any 
rigorous fashion. 

A conceptual framework that would help in any evaluation of specific apex organizations seems to 
be missing a:s a result of this scant theoretical treatment.4 

More1ver, the broad variety of organizational designs identified by the desk review suggested 
that, from a 1second-best perspective, the performance of specific apex organizations is highly 
dependent on local sui generis circumstances, and that questions of replicability would be difficult 
to address. The expectation of this research project has been, however, that some generalizable 
lessons can be derived even from a few very diverse case studies. 

! 

As a kecond step, in order to collect more information about the history, objectives, and 
performance !of specific apex organizations, a detailed questionnaire was mailed to a total of 21 
organizations in Africa, Asia, and Latin America. These apex organizations were selected on the 
basis of information gathered from the desk review and of references from practitioners in the 

3 

4 

See *ayada M. Baydas and Claudio Gonzalez-Vega, "Microfinance Apex Mechanisms: 
Note~ on the Literature," Columbus, Ohio: The Ohio State University, 1997. 

For some elements of such a framework, see Claudio Gonzalez-Vega, "Micro finance Apex 
Mechanisms: Concepts, Synthesis of Lessons, and Recommendations," Columbus, Ohio: 
The Ohio State University, 1998. 
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microfinanc field. A complete inventory of these organizations does not exist. PKSF in 
Bangladesh as one of the apex organizations that responded to the questionnaire. Unfortunately, 
a self-selecti n bias has not been ruled out in the responses. 5 

swers to the questionnaires further revealed that various types of microfinance apex 
organization initiated by donors and governments exist in several developing countries. The 
questionnair s could not provide information, however, on several qualitative and quantitative 
indicators n essary to assess the performance of an apex mechanism in a given environment and 
to derive less ns of general interest. Indeed, the main challenge has been to generate robust general 
principles fr ma small sample of organizations characterized by such tremendous diversity. 

As a · d step, therefore, a brief personal visit was required to more adequately understand 
the activities of some of these apex organizations in their different environments and to document 
lessons le t for apex organizations that operate in similar environments. The visit was intended 
to thorough! document both qualitative and quantitative information gathered from the apex staff, 
apex clients uestioned on the quality of its services, competitors surveyed about the validity of the 
existence of he apex, microfinance practitioners and consultants, and existing documents on the 
apex. PKSF was selected as one of nine such case studies. 

Form ly, PKSF is a government-owned organization, but it is autonomous in its operations. 
It has been ctioning for a period of seven years, serving over 150 NGOs. This organization 
operates in environment characterized by prominent MFOs, including Grameen Bank. PKSF was 
chosen as on of the case studies to be undertaken in order to include in the analysis an example of 

anism in a country with numerous MF Os, some of them quite advanced. 

A tri to PKSF took place during October 1997 for two weeks to learn from its experience 
in financing GOs.6 Board members, managing director, deputy and assistant general managers, 
managers, 1 ans officers and their supervisors, trainers, PKSF consultants, auditors and accounts 
officers and S staff at PKSF were interviewed using an informal questionnaire. In addition, field 

5 

6 

ade to three major NGO partners -BRAC, Proshika, and ASA, and to three small 
"zations, to interview board members, loan officers, and beneficiaries/clients. Finally, 

This elf-selection bias would emerge if only "well-performing" organizations responded to 
the q estionnaire while those perceived as less successful did not respond. While one can 
alw~ s find successful examples (perhaps exceptions) of implementation of a poor design 
or ap roach, generalizations from a few self-selected outliers are dangerous. The research 
proje t has attempted to address this problem by placing the case studies in the context of a 
cohe ent conceptual framework. 

Gee Nagarajan was in Dacca October 17 to November 1, 1997. The short duration of the 
visit limits the scope of the observation. This report should not be seen as a thorough 
eval tion of PKSF, but only as an opportunity to extract from its experience some lessons 
abou apex organizations. 
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people familiar with PKSF's operation among the expatriate and Bangladeshi community were 
interviewedf Appendix 1 lists the contacts made to collect qualitative and quantitative information 
in Bangladtjsh. 

The I trip was very productive, and it made it possible to gather important qualitative 
information' regarding PKSF. This organization places great emphasis on management information 
systems. Detailed quantitative information necessary to draw careful judgements about its 
performance, nonetheless, is currently thin, due to the less than adequate MIS in place. PKSF, 
however, is currently upgrading its MIS capabilities to be able to track its progress in a detailed 
fashion. 

PKSF is also training its partner organizations in MIS, so they can maintain information that 
can be easily retrieved and analyzed to record their growth and so they can use information as an 
early-warning mechanism to protect portfolio quality. For this, the partner organizations are 
provided wi-th interest-free loans to purchase hardware. The staff of both PKSF and the partner 
organizatioqs are scheduled to be trained in the use of computers for systematically recording their 
financial aciivities. 

It is I expected that upgrading and updating the current recording procedures will facilitate 
better track~ng of the performance of PKSF in the future. Nonetheless, the available quantitative 
information was adequate to draw some deductive inferences on the implications of PKSF on the 
microfinan9e industry in Bangladesh. 

I 

C. Organization of the Report 

The !report is organized as follows. After describing the environment for microfinance in 
Bangladesh~ which strongly influences PKSF' s activities, a brief account of the evolution of this 
organization is provided. This is followed by a description of its organizational structure and apex 
policies and by a detailed examination of the institutional performance of PKSF. The problems 
faced since inception and the lessons learnt so far as well as an outline of future directions planned 
are discussed next, and the potential and challenges for the apex are identified. Policy implications 
conclude the report. 
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II 

Environment 

The environment is an exogenous factor that shapes the operations of an apex organization 
such as PKSIF. Indeed, institutional arrangements in general emerge and evolve as a response to 
challenges fr~m the environment. This section of the report describes the environment that currently 
exists in Bantladesh and several ways in which it influences the country's microfinance industry and 
the operations of PKSF. 

A. Political and Socio-Economic Environment 

Bangladesh obtained its independence from Pakistan and established a sovereign state in 
1971. Since t~en, until 1990 the country was governed by the military, except for a brief period of 
democratically-elected leaders. With the fall in 
1989 of the government by the then military 
ruler, General Ershad, and fresh parliamentary 
elections in 1990, a democratically-elected 
government 1' as formed under Ms. Khalida Zia, 
which lasted until 1994. The current govern
ment was el ;cted into office in 1994, and it is 
headed by Ms. Shiek Haseena, daughter of 
Shiek Mujiber Rahman, considered the founder 
of Bangladesh. 

Bangiadesh is one of the most densely 
populated an~ poorest countries in the world. 
By 1996, its population was 122 million people, 
and population density was 827 people per 
square kilometer. With average per capita 
income of US$ 220 per year, about 47 percent . 
of the peoplllive below the absolute poverty Box 1. Bangladesh: Basic Facts. 
line. Abou 28 percent of the people are 
estimated to eat the bottom half below the poverty line, the poorest of the poor. Moreover, the 
quality of Ii e in Bangladesh is meager, as indicated by a low life expectancy at birth and a low 
literacy rate (Box 1 ). 

Poverty creates a demand for microfinancial services, as access to formal loans is severely 
restricted for teople with few or no assets but who frequently have profitable marginal opportunities. 
High density of population, in tum, creates opportunities for trade and for other non-farm, non
subsistence a tivities, which support demands for microfinancial services, and it also helps reduce 
the transaction costs of financial contracts. These demand and supply factors contribute to the 
creation of a large microfinance market in Bangladesh. 
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The ajority of the existing microfinance activities in Bangladesh are focused around the 
population elow the poverty line, especially the poorest of the poor. A World Bank study 
estimated, h wever, that only 18 percent of the target group has been covered by MFOs (World 
Bank, 1996) Not all firm-households are creditworthy, nonetheless, and among those who are 
creditworthy not all of them demand loans in a given period. Based on the outreach of the existing 
MF Os and 01j1. the number of women below the poverty line who can be potential clients of MF Os, 
our conserva ive estimate indicates that currently at most 40 percent of the poor women among the 
potential M 0 clients are covered by their services. This is a crude estimate. 7 By any account, 
however, a ge market appears to exist for MFOs in Bangladesh. 

ajority of the small NGOs in Bangladesh are mostly active in the rural areas, where 
they attempt to promote income-generating activities closely related to agriculture, including off
farm and no -farm occupations. The urban areas, in turn, are well served by big MFOs. The small 
NGOs that onstitute the original target market for PKSF have to address the typically more 
formidable c allenges for the development of sustainable microfinance. 

B. Fina cial Sector Environment 

The mancial sector within which PKSF functions also influences its operations. This 
financial en ironment is examined here in terms of the composition, size, and performance of the 
formal finan ial market, the strategies followed for providing microfinancial services, and the 
binding con raints faced by the financial sector in providing these services. 

1. Composition, Size, and Performance of the Microfinance Market 

In ad ition to the dominant Grameen Bank, microfinancial services -loans and in some cases 
deposits- ar currently being provided in Bangladesh primarily by NGOs and, to a very limited 
extent, by co ercial and development banks. The informal financial market (ROSCAs, traders) 
is thin, and it serves a very limited clientele. Loans from friends and relatives are very small, at short 
terms to ma urity, and usually for consumption emergency purposes (Rutherford, 1996). The 
composition fthe market and the volume of business of the major financial organizations engaged 
in microfin ce are reported in Table 1. 

7 It ass es that 30 percent of Bangladeshi women are at the bottom-half below the poverty 
line about 18 million) and that about 5 million of them are not bankable by any criteria. 
This leaves a potential market for microcredit of some 13 million very poor women. Of 
these about 4 million are reached by the four big MFOs and the small NGOs appear to reach 
abou 1.5 million. The majority of the potential clientele are in the rural areas. 
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Table 1: Major Microcredit Programs: Annual Disbursements during 1990-95(Tk. million) 
and Number of Borrowers ('000 in 1994-95. 

Programs 1990-91 1991-92 1992-93 1993-94 1994-95 Borrowers 

Formal sector 

Grameen Bank 2,642 5,200 10,622 13,912 15,000 1,861 

BRDB 205 352 688 878 1,647 521 

CommerGial banks 53 43 52 80 104 n.a. 

NGOs 

ASA 19 195 573 887 1,156 386 

BRAC 421 605 733 1,368 2,035 706 

Proshika 121 127 224 303 423 417 

Small PKSF partners 44 198 399 675 290 

Swanirvar 45 44 62 109 132 598 

NGO Sub-total 606 1,015 1,790 3,066 4,451 2,397 
(4.3) (11.1) (13.1) (15.2) (12.1) 

Grand Ttal 3,506 6,610 13,152 17,936 21,172 4,779 
(0.7) (1.5) (2.2) (3.2) (6.2) 

Total in million US$ 98 173 336 448 520 
The figures in parentheses represent shares of the small PKSF partner organizations in the NGO 
subtotal and grand totals. 
n.a.: not available. 
Source: World Bank, 1996. 

Extjept for the Grameen Bank, the 39 commercial and development banks are reluctant to 
finance mifroenterprise activities either directly or through the NGOs that can on-lend to micro
borrowers. f Their portfolio is predominantly composed of agricultural loans, which are fully 
guaranteed ~y the Government, and of large and medium-size commercial loans that are sufficiently 
profitable.' Grameen Bank is the only major formal source of microcredit. In 1994-95, Grameen 
Bank provided about Tk. 15 billion in microcredit to about 1.8 million borrowers in comparison to 
Tk. 11 billion of rural credit provided by the agricultural and nationalized commercial banks 
combined (Credit and Development Forum, 1996).9 

8 

9 

By 1997, in addition to Grameen Bank, there were 4 nationalized commercial banks, 5 
naf onalized banks specialized in agriculture and industry, 17 private commercial banks, and 
12 foreign banks in Bangladesh (Alamgir, 1997). 

The exchange rate was 43 takas per U.S. dollar as of October, 1997. 
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Larke numbers ofNGOs are engaged in microfinance. The directory ofNGOs suggests that 
there are mrre than 4,000 such organizations currently active in the country, and anecdotal evidence 
suggests that about 1,500 of them offer some type of financial services. About 350 NGOs are esti
mated to offer regular financial services only (i.e., they are fully specialized), and the majority of 
them are le~s than five years old (World Bank, 1997). These data are corroborated by the number 
ofnewNGOs, about 1,300 of them, that have applied for loans to PKSF over the past seven years. 
About 500 ?fthese NGOs have been appraised for loans by PKSF, and 162 have been provided with 
loans. 

Many NGOs in Bangladesh are based on local initiatives, and some possess considerable 
experience in providing financial services. Many NGOs employ quality human resources, and they 
all operate in an environment characterized by a large pool of educated, young, and strongly 
motivated pbople who can be recruited for their staff. The large pool of human capital adequate for 
this task differentiates Bangladesh from many other low-income developing countries (Rhyne and 
Rotblatt, 1994). One may raise serious questions, however, about the ability of many of these NGOs 
to manage s6stainable micro finance programs, in terms either of their willingness or of their ability 
to adopt the necessary skills and financial discipline. 

Mo~eover, the majority of the NGOs are small in terms of the number of their clients and 
their volume of loans. For example, a total of 750 NGOs are registered as members of the Credit 
and Development Forum (CDF). Of this, only 20 members are identified as big NGOs. Table 1 
shows that, in 1994-95, the 114 small partners of PKSF provided about Tk. 675 million to about 0.3 
million borrowers. In contrast, the three big NGOs -BRAC, Proshika, and ASA- reached over 1.5 
million bonjowers with Tk. 3,614 million in loans. 

These distinctions raise important questions about the role and viability of a multitude of 
NGOs of d~fferent sizes. The emergence and performance of these NGOs suggests, in turn, that 
Bangladesh is a country with a comparatively more developed microfinance market than most 
developing I countries. The large size of the market and its numerous actors have important 
implications for the operations of apex organizations. 

In g~neral, the small NGOs have been in operation for less than a decade. They generally 
incur in relatively low administrative expenses, as they operate with low-pay staff structures. 
Compared tp some big NGOs, they have proven to disburse funds quickly and to collect on them 
effectively. 1Small NGOs were observed to possess very flexible organizational structures but to be 
dependent on external funds to be able to grow. Big NGOs, in turn, have been in existence for over 
two decade~, and they have a professional management, abundant internal funds, and good access 
to external funds (World Bank, 1996). 
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2. Microfinance Strategy 

The majority of the NGOs with microfinance functions receive heavy financial and technical 
support from donors. Increasingly, however, with the drying up of donor funds, several MFOs have 
been approaching apex mechanisms for funds 
and for technical support. Although PKSF is 
the only apex organization of its kind in 
Bangladesh, several big MFOs are functioning 
as mini-apex mechanisms to nurture small 
NGOs that follow their technology (Box 2). 

The emergence of big NGOs as mini
apex mechanisms is partly motivated by 
limitations to their expansion. 10 The big NGOs 
have developed their model through learning by 
doing and have expanded their operations to 
reach large clienteles through their vast 
networks. Their efforts have been supported by 
generous donor funds. The expansion of their 
networks involves, however, high costs. 

A shortage of donor funds has slowed 
down, in part, the expansion of the big NGOs 
since the early 1990s. In the absence of the 
earlier ability to expand on their own, they are 
motivated to support smaller NGOs that can 
emulate their technology but that lack funds 
and knowledge to implement the programs. 
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Box 2. Mini-Apex Organizations 

The majority of the MFOs aspire to upgrade their activities and transform themselves into 
full-fledged financial institutions. Grameen Bank upgraded itself from its original NGO status to 
become a commercial bank. Downscaling of commercial banks to provide microfinance is, in 
contrast, very limited. The reluctance of commercial banks to engage in microfinance reflects both 
major obstacles for a traditional banking operation in this market niche and unattractive incentives 
resulting from the current regulatory framework and financial policies. 

3. Constraints on Microfinance 

Bangladesh is characterized by a large market for microfinance activities. The data indicate 
that the microfinance market is bimodal, with a few large MFOs operating at one end and a large 

10 This process may be contrasted with the trend, particularly in small countries, of apex 
organizations that eventually start their own retailing operations. 
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number of ~mall NGOs at the other end of the spectrum. These NGOs are mostly created by local 
initiatives.Jhis implies that the local capacity to retail services at the microlevel exists among the 
Banglades . MFOs. Furthermore, the Government of Bangladesh has realized its own limitations 
in providing microfinancial services, and it therefore encourages NGOs to fill in the niches. The 
outreach of these MFOs, however, has been limited due to two major binding constraints: financial 
and technicClll constraints. 

First although several MFOs exist, it is estimated that only about 300-350 of them have 
potential to become financially sustainable in the near future. Several MFOs are highly dependent 
on donor funds to cover their costs of operation, financial and non-financial. This dampens the 
creation of a sustainable microfinance industry in Bangladesh. Such a task would require a rigorous 
and expensile capacity-building exercise. 

I 

Second, there have also been financial constrains in meeting the demand for loans. It is 
estimated, for example, that it would require at least an additional US$ 200 million to extend loans 
to group members already mobilized by only about 150 MFOs that are small partner organizations 
of PKSF, blt which have not been provided with loans yet (World Bank, 1996). Most likely, the 
constraints merging from lack of sustainable institutional capacity are more severe than those 
associated ith limited loanable funds. 

An apparently successful replication by some smaller NGOs of the microfinance technologies 
developed b~ Grameen Bank and ASA has been observed. Anecdotal evidence suggests, however, 
that replicaf on of integrated models such as those of BRAC and Proshika has been more difficult; 
earlier repli .ations of PROSHIKA by small and new NGOs were not so successful. New NGOs are 
offered, therefore, only a few models that they may attempt to emulate or adapt to their local 
circumstances. This adaptation is not easy, partial imitation may not be sufficient, and different 
market niches may pose new challenges not addressed by existing models. Although the lack of 
replicable lodels may encourage innovation, it may also increase the time and efforts needed to 
develop as ccessful program. Despite these limitations, however, there is a broader and longer 
accumulate experience in microfinance in Bangladesh than in most developing countries. 

The constraint is nevertheless important in this context: with some of the big MF Os slowing 
down their expansion in or pulling out of risky areas due to limited success in the past, the 
small/medi~m MFOs are expected to become major actors in these areas. These small/medium 
NGOs are le6s experienced, however, in the provision ofmicrofinancial services, and few successful 
models exist that can be used to provide financial services in risky areas. There is a need for capacity 
building of these small MFOs that operate in new and risky areas. In addition, no prudential 
regulatory and supervisory framework exists to monitor the NGOs in their performance and avoid 
the waste of !socially valuable resources in unsustainable organizations. It is in this environment that 
the task for )?KSF has been defined. 
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III 

Evolution of PKSF 

A. Rationale for the Creation of PKSF 

The Palli Karma Sahayak Foundation (PKSF) was established as a financial apex organiza
tion on May 2, 1990 by presidential decree, and it was registered under the Companies Act of 1913 
as a private non-profit organization. From the meaning of PKSF (palli: village, karma: jobs, 
sahayak: help), it is a foundation to help create employment at the village level. Rather than relief 
provision, the focus of PKSF is on promoting economic opportunities for the poor. Successful 
accomplishment of this objective requires the promotion of sustainable capacity among MFOs. 

PKSF was thus created to build up the retailing capacity of small and medium-size NGOs 
through technical assistance and with funds to finance their credit activities. The purpose has been 
to improve the capacity of these organizations to provide microfinancial services on a sustainable 
basis. It has also been expected that a greater number of successful NGOs would create a more 
competitive environment and would bring about more breadth and depth of outreach. 

Political factors played an important role in the creation of PKSF. The foundation was 
created after the fall of Ershad's military government in 1990. The newly-elected government 
recognized the role ofNGOs in providing services that cannot be cost-effectively offered by the state 
within a reasonably short period of time. In addition, with the opening up of the former Soviet 
Union and Eastern Europe, foreign donor funds were drying up and becoming insufficient to finance 
many microfinance and social activities in Bangladesh. There was, therefore, an urgency in 
developing a local capacity and in proving that Bangladesh can efficiently implement microfinance 
programs by using local talent and funds, so that this success could be implicitly used as leverage 
to secure future donor funds. The strategy has been successful, and additional funds have been 
forthcoming. These external funds, however, have somewhat changed the focus of PKSF mission. 

B. Funding and Conditionality 

PKSF was created in 1990 with a GOB grant ofTk. 750 million over the 1989-95 period, to 
be used in establishing a corpus fund and in financing NGO credit activities. In addition, Tk.350 
million were provided by the GOB in 1995-96 to expand PKSF's activities in financing small NGOs 
(Table 2). 

Beginning in 1996-97, PKSF has also been funded by a concessionary loan from IDA, which 
has been routed through the GOB. The IDA loan has been provided to enhance the institutional and 
financial sustainability of PKSF and the credit programs of its partner organizations, in order to 
reduce poverty through greater horizontal (breadth) and vertical (depth of) outreach of these MFOs. 
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Table 2: Sources of Funds for PKSF (Tk. million), 1989-97. 
Sources 89-90 90-91 91-92 92-93 93-94 94-95 95-96 96-97 

GOB grants 32 200 50 118 50 300 350 0 

IDA loan 0 0 0 0 0 0 0 436 

Net income 0 6 18 29 25 13 n.a. n.a. 

Total fundsa 32 207 69 159 12 428 350 436 
n.a.: not available 
a: Total funds also include repayments and other funds not listed. 
Source: PKSF. 

The objectives of the IDA project are: 

(a) to enhance the role of PKSF as a financial apex organization for MFOs of all sizes, 
(b) to strengthen PKSF and its partner organizations by providing resources for training and 

institution building, and 
( c) to disseminate best practices for increasing cost effectiveness in MFO programs. 

The IDA loan was approved for a total of US$ 105 million to be disbursed in bi-annual 
installments over a five-year period: 1996-2001 (Table 3). A US$ 100 million loan from IDA and 
a GOB loan for US$ 10 million were provided to PKSF for on-lending to the partner organizations. 
In addition, a grant for US$ 5.85 million was provided by IDA to PKSF for capacity and institution 
building of PKSF itself and of its small/medium-size partner organizations. Of this grant, 0.5 
million was provided by PKSF as interest-free loans to its partner organizations for hiring 
consultants and purchasing hardware/software to improve their MIS capacity (World Bank, 1996). 

Table 3: Disbursement Schedule for IDA Loan to PKSF 
Fiscal year Semester Disbursement Cumulative Proportion of 

ending (US$ million) disbursement total(%) 
(US$ million) 

1996-97 Dec.1996 5 5 5 
June 1997 5 10 9 

1997-98 Dec. 1997 11 21 20 
June 1998 13 34 32 

1999-1999 Dec. 1998 18 50 48 
June 1999 16 67 64 

1999-2000 Dec. 1999 18 85 81 
June 2000 20 105 100 

Source: World Bank, 1996. 
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PKSF wants to be seen as a lender and not as a grant agency. Therefore, the foundation 
rejected the 1GOB task force proposal that the pilot program for funding the purchase of equipment 
(computersj by partner organizations be a grant, and it insisted that it rather be an interest-free loan 
(World Bartle, 1996). This attitude is conducive to greater sustainability of both PKSF and its partner 
organizatio:1;1s. 

Thel terms and conditions of the IDA loan are quite soft. The loan will be disbursed from 
1996-97, anp interest payments will be due from that year onwards, at a rate of 1 percent per year, 
but payments on the principal are due only after 2002. A grant for Tk.43 million and loans for Tk. 
436 million!were disbursed in 1996-97 as a first installment (World Bank, 1997). Funds are on lent 
by PKSF tq its partner organizations also on soft terms. 

The I conditionality accompanying the foreign funds has modified the mission of this apex 
organizatiop. With the acceptance of the IDA loan, PKSF has now expanded its target market to 
include big "NGOs. About half of this loan is earmarked for small/medium partner organizations and 
the half remaining is earmarked for large MFOs. The apex organization's mission now includes, 
therefore, ~aking loans to big NGOs and functioning as capacity builder and as lender for small 
NGOs. Thus, PKSF has evolved in the past eight years into an organization that provides multiple 
services: f~cial and technical services for small/medium NGOs and financial services only for big 
NGOs. I 

Beckuse the big MFOs have been successful in attracting donor funds based on their own 
performanc¢ and status, the additionality of the new task is questionable, and it may shift the focus 
of the organization away from the segment of the market that generates the greatest depth of outreach 
by lending tb poorer clienteles. In turn, however, the addition of the big NGOs as clients may be a 
source of ef.onomies of scale for PKSF and it may allow the organization to dilute its fixed costs 
better, ther~by improving its sustainability. Moreover, contact with the larger MFOs could be a 
source ofkrlowledge on best practices and market features for PKSF, and this demonstration effect 
may then s~ill over to the small partner organizations. In effect, PKSF has successfully sought 
collaboratiqns from Grameen Bank and other large NGOs for some of its training activities. 

The I clear demarcation of funds for the two different purposes, funding of big N GOs and 
funding andl capacity building of small N GOs, is expected to reduce any conflict of interests that may 
arise in servicing both big and small NGOs. This earmarking adds, however, some rigidity to the 
allocation of funds, which may imply that PKSF's funding decisions may not necessarily correspond 
to the best tjiarginal opportunities at the moment. Thus, some efficiency may be sacrificed in order 
to avoid political conflict. 

I 

The'evolution of PKSF into the current form was facilitated by several factors internal to the 
organizatioJ. The following sections will elaborate on the organizational structure and policies that 
shape the performance of PKSF and will help derive lessons that promote further evolution toward 
sustainabilifY of the micro finance sector in Bangladesh. 
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IV 

A. Missjon 
Organizational Structure 

. . .The ~eneral mi~sion o~ the foundatio~ ~s to sponsor, promote, and yrovide financial, 
mstltutlonalfand techmcal assistance and trammg to non-government, sertu-government, and 
government rganizations, voluntary agencies and societies, and groups of individuals engaged in 
promoting ac ivates that generate income/employment for poverty alleviation. Institution building 
and expansi of existing institutional capacity to improve access to resources for the poor is its 
primary obje,tive. At the macro level, PKSF aims at creating employment through small enterprise 
development for economic growth. This emphasis on taking advantage of existing economic 
opportunities for the poor is more conducive to sustainability than a welfare-oriented relief approach 
predominant · n other countries. 

In o.rje~ to fulfill its mission, the foundation aims to perform the following tasks typical of 
apex organ1Jttons: 

(a) 

(b) 

(c) 

(d) 
(e) 

I 

to fu ction as lender, as promoter, and as stimulator of innovative ideas and methods for 
pove y alleviation, 
to de elop eligibility criteria for organizations willing to obtain loans and/or grants from the 
foun ation, 
to set up an effective management information system for regular and proper monitoring and 
evalu~tion of the poverty alleviation activities of the partner organizations, 
to dis eminate relevant information on microfinance activities, and 
to ad .ice NGOs on designing poverty alleviation programs better. 

The ctivities of the foundation currently include its credit program, training and 
organization 1 development programs, and research. The credit activities of the foundation are 
implemented through the partner organizations that borrow from PKSF. The foundation operates 
as a wholesal"ng lender only, and it does not have any credit retailing operations. 

i 

B. Ownf rs hip Structure 

PKS~ is a government-owned, not-for-profit organization registered under the Companies 
Act of 1913.~1 lthough owned by the Government, it has an autonomous status as a consequence of 
being regist red as a company. Even though it is mandatory to include some government 
representativ s, it is not necessary that all members of the General Body and Governing Board be 
government r presentatives; PKSF is independent in its choice of other members for its governing 
structures. The objective function of the organization is not entirely compromised, therefore, by the 
objective funftion of the Government, but it is vulnerable to its potential influence. 
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Eveq. though the authority to vote and to make decisions is equal among all members of the 
governing structures, government ownership creates implicit threats of political intrusion that may 
compromise.the organization's sustainability or distract it from its original functions. So far, PKSF 

I 

has been able to fend off such intrusion, but the threat is implicit in its ownership structure. Other 
apex organi:z;ations with similar ownership structures may not be this successful in minimizing the 
implicit dangers. This weakness must be understood in any efforts to replicate PKSF elsewhere. 

I 

The resources available for the operations of the foundation may include grants from the 
GOB, funds/donations/loans from local and foreign institutions, fees and charges collected, income 
from investn.lients, and income from other sources (Tables 2 and 3). The conditionality associated 
with some of these sources of funds creates additional quasi-owners and further threats of (benign 
or not-so-bertign) intrusions. Independently of its rationale, the shift of attention from small NGOs 
only to both big and small NGOs is one example of the potential power of this influence. 

! 

C. Governance Structure 
I 

PKSF has an independent and autonomous governance structure, and it has adopted prudent 
operating po~icies. The authorities of the foundation consist of a General Body, a Governing Board, 
a Chairman, a Managing Director, and other committees/ 
panels formed by the governing body of the foundation. 
Box 3 illustrates the organigram of PKSF. 

The General Body is composed of members 
nominated by the GOB and the chairman of the foundation, 
who shall preside over all meetings of the General Body. 
The member$ of the General Body are appointed for three 
years and can be renominated. The functions of the 
General Bodty include adoption of policy guidelines and 
directions for the foundation, approval of annual budgets, 
ratification of balance sheets, audited accounts and annual 
reports, and amendment/modification of memoranda. Its 
meetings are convened at least once a year. Each and every 
member has one vote. 

Governance of PKSF is based, therefore, on the 

(Jenera!Bhdy 
(r.5 711¢'pb(ft;t;_) 

Supporting ·Officers/Staff 
· J> (alJqut?}) 

Box 3. Organigram of PKSF 

assumption that individual interest (altruism) will provide sufficient oversight of the foundation 
rather than on internal control emerging from the protection of a private equity contributions. 
Performance ~n these circumstances is highly dependent on who are these individual members of the 
governing structures and what are their motivations. 

I 

The Governing Board, subject to the supervision of the General Body, has generally pursued 
the objective~ of the foundation, and it is responsible for management and administration. It has the 
authority to approve projects and make grants, loans, or other forms of financial assistance to partner 
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organizations and to approve and administer annual and supplementary budgets. The Governing 
Board is cbmposed of the Chairman, Managing Director, two members nominated by the 
Government of Bangladesh from among individuals engaged in poverty alleviation activities, and 
three members elected by the General Body from the partner organizations or from among 
individuals ~ngaged in poverty alleviation activities. 

Gov¢rnance is in the hands, therefore, not of true owners, but of government and sector 
representatives and clients of the organization. Performance will be heavily influenced by the 
objective futlctions of these individuals and by the commitment that they may have to the sectors that 
they represent. 

I 

The ~erm of office for the Governing Board members is one year, but they can be re
nominated. The members are expected to function in their individual capacities and are not formally 
bound by thE) organizations that they represent. In practice, their independence will depend on their 
personal stature. PKSF's Governing Board currently includes prominent members such as Dr. 
Mohammed IYunus, Managing Director, Grameen Bank; Begum Tahrunnesa Abdullah, social worker 
and Magasaysay award winner; Janab Abdur Raquib, Executive Director, Bangladesh Bank; Prof. 
Dr. Wahiduddin Mahmud, Head of Economics Department, University of Dhaka; and Dr. Shaikh 
Maqsood A~i, Ex-member, Planning Commission, to mention a few of the most notable. The 
personal standards and prominence of the board members have been a remarkable safeguard, so far, 
against the ipiplicit weaknesses of the ownership and governance structures of the organization. 
Apex organizations in other countries may not be able to recruit such capable, honest, and dedicated 
leaders. 

The Governing Board is expected to hold at least six regular meetings every year. The 
incentives for members to actively participate are more in terms of their role in influencing the 
environment if or the operation of MF Os. According to the rules of the Companies Act, the foundation 
is prohibite~ to pay any dividend to its members. To reduce costs, the Board usually ratifies the 
affiliation with any NGO while the management handles all subsequent approvals of loans, which 
is usually automatic subject to acceptable performance. 

The Managing Director is appointed by the Governing Board of the foundation upon 
consultation with the GOB and is compensated for services through salary and other benefits. The 
Managing Director is a powerful officer and is responsible for the daily administration of PKSF, 
approving and negotiating terms and conditions for loans and grants, securing contracts with partner 
organizationJ, appointing and suspending the staff of the foundation, supervising and disciplining 
them, and co?rdinating all other activities of the foundation. New partner organizations are placed 
in front of the Board for ratification of partnership with PKSF but repeat loans are approved by the 
Managing D~rector on recommendations from the managers. 

Until 11995, the GOB nominated the Managing Director ofPKSF. Several of these managing 
directors were on deputation from government service and were transferred back to their jobs once 
their terms of two years expired. This affected the continuity and dedicated leadership for PKSF. 
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Therefore, since 1995, the Managing Director is appointed by the Governing Board based on the 
recommendation of a search committee formed from the Governing Board itself. The GOB 
representatives in the Governing Board can nominate candidates for Managing Director. The GOB 
abstained, however, from nominating a candidate for Managing Director in 1995. Therefore, the 
current Managing Director was selected by the search committee from among candidates not 
nominated by the GOB. This increased autonomy is another step in the right direction. 

There are several built-in mechanisms that can potentially function to control for the rent
seeking behavior of the decisionmakers, political intrusion, or the lack of sufficient internal control 
from members who are not true owners. First, the total number of members that the Government 
of Bangladesh can nominate for the General Body and Governing Board may not exceed 15 from 
among the government agencies, voluntary agencies, or private individuals who have a record of 
service in activities related to poverty alleviation. Although this is a comparatively large number, 
in practice the non-government members have been very powerful; by relying on their vast 
experience in microfinance activities, they have been able to discourage government intrusion and 
disbursement pressures. Their expertise in microfinance has allowed them to actively control the 
internal performance of the organization. 

Second, non-performing members (due to consecutive absences from the general meetings 
or for any other reason with or without assigning any reason) can be eliminated by simple majority. 

Third, the term of membership of General Body members is limited to three years, but good 
members may be re-elected/re-nominated for any number of terms. This enables continuation in the 
direction of the foundation and at the same time conditions the members' implicit long-term 
contracts on their performance in the short-term contracts. This may contribute to constraining free 
riding by individual members. 

Fourth, decision-making is well regulated through statutory rules and bylaws. The conse
quences are borne by the decisionmakers but only to a limited extent in terms of financial losses. 
The liability of a current member is limited to Tk. 1,000 in the event of failure of PKSF. Although 
their financial liability is limited for the members in the event of failure, the potential loss of their 
reputation is a powerful incentive to perform well. Therefore, the members are expected to avoid 
making decisions that may be in conflict with the mission and sustainability of the foundation. 

Finally, after filing for bankruptcy and after all debts and liabilities are paid up, the left over 
is not distributed among the members but it is to be transferred to some other organization with 
similar purposes, as decided by the members (Memorandum of Association, 1990). While this takes 
away compatible incentives that the members would have had as residual claimants, it may 
discourage rent-seeking behavior. 
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D. Staff 

The PKSF personnel are recruited through rigorous selection procedures. The professional 
staff must possess a Master's degree with first-class grades. Besides the job security guaranteed by 
government employment, the salaries received by PKSF staff are higher than those paid by regular 
government employers and large national NGOs. This policy was adopted to motivate highly 
qualified persons to join and stay at PKSF. In addition, the staff also benefit from pension/provident
fund/group-insurance programs; the majority of non-governmental organizations and private 
companies do not provide such benefits. These attractive remunerations act as efficiency wages, a 
structure of incentives that has been found elsewhere to promote staff behavior compatible with 
sustainability (Chaves and Gonzalez-Vega, 1996). 

The foundation currently employs 98 people. This includes one managing director, two 
general managers, one deputy general manager, three assistant general managers, eleven managers, 
twelve deputy managers, six assistant managers, two advisors for technical assistance and training, 
and 35 other staff members responsible for data management, auditing, and logistics. Of the 98 
officers, 49 staff members are directly involved in credit activities. 

Each manager is usually responsible for about six loan officers (deputy and assistant 
managers) and at least about 20-30 partner organizations and applicants from at least two different 
districts. II 

The staff members are generally young and start their professional career with PKSF with 
no prior experience. This approach has been found to be effective in several other environments 
(Gonzalez-Vega et al., 1998). After joining the organization, the personnel are trained on banking 
practices and microfinance activities within PKSF and some specialized institutions such as BARD, 
Comilla, Grameen Bank, and Sonali Bank. The majority of the officers participate in the field-level 
training at the Grameen Bank, Rural Development and Poverty Alleviation Program at BARD, and 
Comilla in-house training provided at PKSF. The opinion of PKSF officials interviewed is that the 
in-house training and field-level training at the Grameen Bank have the highest relevance to their 
work. According to the PKSF Training Assessment Study (1997), the Grameen-based training had 
about 86 percent of relevance compared to alternative training programs, such as BARD ( 41 percent) 
and others (31 percent). 

The majority of the managers and loan officers at PKSF lack banking experience as they are 
recruited immediately after they graduate from the universities. The general managers possess, 
however, some banking background. Although the managers and loan officers lack the banking 
experience that could enhance their loan-appraisal skills, it is expected that fresh and well-qualified 
graduates are open to new ideas and can be easily trained in banking methods and PKSF philosophy 
through in-house apprenticeships. Anecdotal evidence suggests that some bank officials are biased 

11 There are 48 districts, called Thanas, in Bangladesh. All lending staff are designated as 
officers to avoid the formation of labor unions. 
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against microfinance and many are bureaucratic or corrupt. It is therefore expected that the costs for 
PKSF in recruiting loan officers with banking experience may outweigh the benefits. 

I 

The loan officers are trained in accounting, auditing, and financial managements and are 
attached to senior officials for about 4-5 months so they acquire loan appraisal and monitoring skills. 
The loan of~cers are generally responsible for field visits and preparation of initial reports on the 
performance, of the applicant organizations while the senior managers are responsible for final 
appraisal and for loan approval up to a certain loan size for repeat loans to partner organizations. 

I 

The thajority of the senior officers possess a Master's degree (not necessarily related to 
finance, accdunting, or economics). A recent study that surveyed the skills among senior officers 
involved in dtcision-making showed that the skill index was 70.4 percent for decision making and 
problem solv ng, 79 percent for management of organizational issues, and 74.7 percent for overall 
managerial s "lls (Karim, 1997).12 The skill index for managers responsible for loan appraisal and 
monitoring was 66 percent. Among junior officials (deputy and assistant managers) responsible for 
preliminary loan appraisal and auditing, the rating of their present level of skills to perform their 
tasks was below 50 percent. The skill index for deputy managers was 52 percent, while for assistant 
managers it was 44 percent. This indicated a below-average level of skills for the loan officers. The 
study concluded that while senior officials are skilled to perform their tasks, the junior officials 
possess below-average levels of skills to effectively perform their tasks and may require additional 
training. PKSF has already programmed training activities to further improve the skills of its 
professional staff. 

12 To determine the skill level of individuals for their major tasks, a likert-type scale was used. 
Each respondent was asked to rate his performance against the task based on a five-point 

I 

scale, calibrated as: excellent, very good, good, fair, and poor. 
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Apex Policies for Client Selection and Monitoring 

A. Strategy 

In promoting the microfinance sector, PKSF follows an upgrading strategy whereby small 
NGOs are encouraged to become full-fledged financial institutions. The implementation of this 
strategy is discussed in the following section of this report. 

I 

The hovernment of Bangladesh is not very involved in encouraging microfinance 
downscaling !activities by the commercial banks as earlier attempts were quite unsuccessful. 
Furthermore,! the GOB can free-ride on several upgrading activities carried out by the NGOs, and 
PKSF can be used by the GOB as a means to capture the benefits of the deepening efforts to reach 
the poorest of the poor. 

Neither donors nor the GOB were heavily involved in the initial efforts to create a 
microfinance~sector in Bangladesh. The initiative to create and design NGOs such as BRAC, ASA, 
Proshika, an in its origins the Grameen Bank were results of local efforts, and the role of donors 
was eventua ly limited only to financing their activities. These were in general bilateral donor 
collaborations. These local organizations evolved over the years through rigorous learning processes 
financed by liberal donor funds and with little concern about the implicit subsidy dependence that 
resulted from this reliance on donor funds. 

In contrast, PKSF, although implemented by local personnel and with local funds, emerged 
as a respons to the recommendations of a multilateral donor, The World Bank. While the funds 
from the Wo d Bank for starting this apex organization were refused in 1989, the idea of the apex 
was instilled y the World Bank itself. This raises the important question of the justification for this 
apex mech sm. Did it emerge to respond to the needs of the established Bangladeshi MF Os or did 
it respond to perating constraints on a World Bank intervention in Bangladesh? 

A proven locally-developed microfinance technology such as that of Grameen Bank was 
adopted, nonetheless, as a basis to screen applicants for PKSF partner organization status. In sum, 
although the PKSF initiative came from foreign sources, the foundation adopted a well-tested design 
oflocal origin. While no apex organization played any role in the learning stages of the development 
of microfinance in Bangladesh, it may still play a useful role in the dissemination and adoption of 
tested innovailions. 

B. Eligi~ility Criteria 

Although PKSF solicits new partners, it follows strict and rigorous procedures in selecting 
them. The majority of the PKSF partner organizations started operating as mechanisms to provide 
social servict:s and subsequently expanded to provide microfinancial services. In many cases, the 
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I 

adoption of t~e required financial discipline and expertise in lending has been a gradual process, and 
potential pruiners do not always possess the conditions of creditworthiness required by PKSF. 

I 

The Jriteria used to screen partner organizations have evolved over the years on the basis of 
the lessons learnt over time. Today, PKSF follows clear guidelines in selecting partner 
organizations. The applicants are assessed for seven characteristics: 

(a) organizational structure, 
(b) reputation of the organizer, 
( c) man1gement quality, 
(d) capa ity/efficiency of the staff, 
( e) area f operation and activities, 
( f) past performance, and 
(g) status of the MIS and AIS. 

The specific criteria used in the selection differ for small and for big NGOs as reported 
below. Thtj guidelines for the selection of small partner organizations (called organizations 
operating in small areas: OOSA) include the following: 

I 

I 

(a) The drganization needs to be registered under the appropriate authority, have a constitution, 
and be governed by a general body and executive committee with clear responsibilities. 

These are formal criteria that for effectiveness, however, must be complemented by an 
assessment of the efficiency of the governance structure as it operates in practice. 

(b) 

(c) 

(d) 

(e) 
(f) 

The 9rganization must have a mandate to operate credit programs for self-employment and 
incotjie-generating activities for the landless and assetless within an admissible interest rate 
and lave a mandate to borrow money from the government or others. 

This tule sets eligibility criteria based on national policy priorities. 

The organizer must be socially reputable, respected, and honest, with an intention to serve 
the poor, and have sufficient capability and vision to develop a future perspective and 
strategic plans for the organization. 
The anagement must have an organigram and a full-time reputable chief executive, who 
can p ovide good and dynamic leadership and who possesses good management capabilities. 
The rganization's staff must be well-trained and dedicated. 
The rganization must operate in rural and poor areas but in areas with good communica
tions, marketing, and transport facilities, so that the loans to the ultimate borrowers are 
productive. 

Concern about the existence of productive opportunities that underpin the creditworthiness 
of the ultimate borrowers is essential for sustainability. 
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(g) Duplication with other organizations should be avoided for maximum outreach. 
(h) Borrbwers should be the landless or assetless poor. Those residing in rural areas should own 

less than half-an-acre of cultivable land or possess total assets of a value of less than that of 
one acre ofland in the locality. They should be organized in groups, and they should practice 
regular savings for at least six months. 

I 

These requirements adopt the well-tested financial technology of Grameen Bank, but they 
also discour~ge innovation along the lines of alternative lending technologies. 

(i) The ?rganization should have at least 400 organized members, Tk. 0.2 million of operating 
loans outstanding at the field level, and experience of at least six months in microcredit 
operations. 

G) The ~rganization must demonstrate proper utilization of the loanable funds by maintaining 
a high recovery rate. Partner organizations are required to maintain a minimum recovery rate 
of981 percent of the amounts due, on a continuous basis. For a program operating for more 
than three years, a minimum recovery rate of 95 percent has to be maintained on a continuous 
basis~ 

(k) The organization should have a system for collecting information from members and groups 
for p~oper management and monitoring of the microcredit program. Systematic, correct and 

I 

transparent accounting systems for both credit and savings activities should be maintained 
and duly audited. 

I 

The specific criteria for the selection of partners among the big N GOs (called BIPUL) include 
the following: 

(a) The organization needs to be registered under the appropriate authority, have a constitution, 
and be governed by a general body and executive committee with clear responsibilities. 

(b) The qrganization must have a mandate to operate credit programs for self-employment and 
income-generating activities for the landless and assetless within an admissible interest rate 
and hflve a mandate to borrow money from the government or others. 

(c) The organization must have an organigram and be managed by a full-time reputable chief 
executive who can provide good and dynamic leadership and who possesses good 
mana~ement capabilities. 

(d) The staff must be well-trained and dedicated. 
( e) The drganization must operate in rural and poor areas but areas with good communications, 

marketing, and transport facilities, so that the loans to the ultimate borrowers are productive. 
(f) DupUcation with other organizations should be avoided. 
(g) The organization must have been operating a successful microcredit program for a minimum 

of fiv~ years. 
(h) The ~rganization should have at least 100,000 borrowers with potential for expansion. 
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This humber of borrowers represents a substantial outreach for any MFO. Age of the 
organization! and level of outreach do not quality the partner, however, for better interest rates, as 
discussed be~ow. 

(i) The organization should have at least Tk. 100 million of equity of its own in the credit 
program (including equity from foreign sources and retained earnings). 

G) The debt-equity ratio must not exceed 2.5:1 to avoid excess leveraging. This rule does not 
appl~to organization that become banks. 

(k) The GO must maintain strong and transparent accounting, MIS, and internal audit systems, 
and i must have its accounts audited regularly. 

(1) The rganization must maintain a recovery rate of at least 95 percent of the amounts due, on 
a continuous basis, at the field level. 

In summary, PKSF accepts partner organizations on the basis of their focus on the target 
clientele, the robustness of their governance and management structures, their experience, and their 
record in collecting on loans. Determining the fulfillment of these criteria is accomplished by the 
loan officers ,in their screening activities. 

I 

c. Scre,ning 

A 104 officer is responsible for appraising the application for partnership with PKSF. The 
loan officers are trained to examine the mission and vision of the applicants in their commitment and 
intention to serve the poor in a cost-effective way and to establish their social acceptability. The loan 
officers inspect the accounting information, MIS on credit programs, group dynamics among the 
members, cl entele type, organizational structure, sources of funds for the operations, area of 
operation, tr ck record, and financial performance of the organization. 

In a dition, the loan officers also examine if the nature of the target group, lending 
technology £ llowed, duration of loans, terms for repayment, loan conditions, loan categories, and 
interest rates charged comply with PKSF guidelines. The loan officers are required to collect 
qualitative information and crosscheck it with several sources regarding the incentive structure for 
the management, quality of staff, relationship with other NGOs, government agencies and banks in 
that area, relationship with donors/lenders, and relationship with members. 

This ts a fairly complete set of criteria that should provide, at least in theory, an adequate 
assessment lf the creditworthiness and potential for outreach of candidate partner organizations. 
Partnership ecisions are based on further scrutiny, as the senior management staff at PKSF are 
responsible or issuing the loans to the partner organizations based on the field reports and 
recommend ions from the loan officers. 

Earlier, the processing time for an application was about six to nine months. This implied 
quite a long wait. With the establishment of transparent guidelines for client selection in 1993, 
however, PKSF claims that the processing time has now been reduced to less than three months. 
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Within three months, the applicants are informed if they are approved for a loan or placed under 
observation for further action or if they were rejected for loans. 

Som¢ NGOs are placed under observation for six months if they do not satisfy all of the 
eligibility criteria. For example, those organizations that lack sufficient experience but have potential 
to provide mfcrofinancial services successfully are considered for capacity building through training 
and technical assistance so that they can later become eligible for loans from PKSF. Before the loan 
is finally approved the NGOs placed under observation are assessed on a field trip taken after six 
months. 

At titjies, suggestions are offered to some NGOs whose operations do not comply with some 
of the PKSF ~riteria. The suggestions are generally to improve the MIS and AIS rather than about 
the lending t~chnology. Negotiations are possible. Small NGOs usually accept the suggestions with 
less resistan¢e. In summary, PKSF plays a role of certification ofNGOs for eligibility for donor 
funds, and it !contributes to institution building at the weaker end of the organizational spectrum. 

D. Contract Terms and Conditions 

PKSH makes uncollateralized loans. This is not unusual in lending to financial institutions, 
because wha~ matters is an assessment of their solvency and sustainability. This practice introduces 
risk in the dperations of PKSF if such assessment is incorrect or if future unforeseen events 
jeopardize thf solvency of the partner organizations. 

The Wicing of the PKSF loans (interest rates) is based on presumed ability to pay rather than 
on risk. The ~mall/medium NGOs are financed at fixed interest rates (3-4.5 percent per year), with 
a term to ma~ty of three years and a grace period of six months. The interest rate is 3 percent per 
year for small NGOs with cumulative borrowings from PKSF of no more than Tk. 5 million. The 
interest rate is 4 percent for NGOS with cumulative borrowings of Tk. 5-75 million, and it is 4.5 
percent for tllose with borrowings above Tk. 75 million. 

I 

This interest rate structure assumes an implicit weakness of the smaller and more recently 
created p~er organizations, which presumably reduces their ability to pay higher rates. This 
structure ign<j>res, however, the higher costs for PKSF of dealing with these clients and the higher 
risks involveU. Thus, some cross-subsidization from larger to smaller partners is present, and the 
older clients cannot be rewarded with lower interest rates for their sustained performance. 

I 

The itptial loan size, irrespective of the size of operations of the organization and/or demand, 
is fixed at Tk! 100,000. Even the big partner organizations are supplied with an initial loan for Tk. 
100,000, but ]they are required to pay an interest rate of 5 percent per year. In this case, the small 
initial loan reflects an overly cautious bureaucratic attitude as well as PKSF's initial focus on small 
NGOs only. jfhe loans to big NGOs can be made for terms to maturity ranging from 10 to 14 years 
(with grace periods of three years) based on a case by case analysis of their business plans. 

24 



I 

Disbursemenlts are made at a minimum of a quarter to suit the larger volumes of loans and numbers 
of borrowers served by them. 

Repeat loans for both small and big partner organizations can vary in size and length based 
on the performance of the client and on demand. The repeat loans may become automatic, based on 
demand, once the partner organization proves that it is prudent in making and collecting loans. The 
amortization ,schedule is negotiable, and it is based on the organization's potential to disburse and 
collect on loa(ns in the field. Repeat loans are made based on monthly statements and on inspections 
carried out every six months. 

The partner organizations are obliged to follow the terms and conditions of the loans until 
the completion of the contract. Any deviation from the contract needs to be approved by PKSF lest 
the partner organizations are liable for repayment of all loans made thus far and lose the privilege 
of future loans from PKSF. 13 These procedures seem to have resulted in a combination of cautious 
but flexible operations that appear to protect, so far, the sustainability of the apex mechanism. 

I 

E. Mon~toring of Clients 

Monitoring of its clients is an integral part of PKSF's activities. The organizations are 
monitored for loan repayment at the field level, book-keeping ofloan disbursements and repayments, 
book-keeping on savings collected and invested, management, and repayment to PKSF. In addition, 
the partner organizations are monitored for group member's attendance at group meetings, financial 
performance, 1staff performance, income and costs of operation, effectiveness of expansion activities, 
and utilizatio* of PKSF funds. In the absence of collateral, good monitoring is essential to keep risks 
at reasonable 1 levels and for timely reaction if the nature of those risks has changed. 

Monitoring is effected primarily through regular monthly and quarterly statements provided 
by the organizations. The format for the statements is fairly standard. This makes it easy to decipher 
and compare information across the partner organizations and to check with the PKSF guidelines. 
In addition, the loan officer visits each of the organizations to supervise and monitor the credit 
program at inrervals of three to four months. Inspections in situ are essential to verify the accuracy 
of records anµ for qualitative evaluations. 

The partner organizations are also required to conduct all transactions with PKSF through 
a bank and to submit monthly bank statements and MIS reports to PKSF. Loans are released in 
installments based only on satisfactory bank statements and monthly reports. In order to strengthen 
its monitoring and internal accounting systems, PKSF created an internal audit cell in 1996 to audit 
each organization twice a year. 

13 One partner organization was dropped as it changed its mandate from serving micro
entrepreneurs to serving fishermen in the coastal areas. 
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F. Auditing, Accounting, and Management Information Systems 

The iMIS is considered to be very important because there no collateral guarantees PKSF 
loans. A good MIS facilitates the monitoring of the loans to prevent unforeseen increases in risk. 

An internal audit cell was established by PKSF to audit the credit program of the partner 
organizatio~s at least once every year. The organizations will be audited for their accounting system, 
accuracy in ilnaintaining books and MIS, utilization of funds from PKSF, outstanding loans, recovery 
performance, system of internal control with respect to funds from PKSF, system of management 
of member savings, and loan loss provisions. The reports will be based on examination of books, 
interviews with the executive/governing boards, and a sample of member groups (PKSF, 1996). 
Release of loan installments can be delayed and the organizations can be refused renewal of 

I 

partnership or of future loans for lack of compliance with the performance standards set for them and 
for poor maintenance of records. 14 

G. Ris~ Management 
I 

PKSF assumes full risk in wholesaling funds to the NGOs, which then engage in retailing 
activities. Although the funds from the GOB were provided as a grant to PKSF, the loans made by 
PKSF have not been guaranteed by the GOB. In addition, PKSF is bound to repay the IDA loan to 
the GOB, altjhough IDA is guaranteed by the GOB. Therefore, loan losses would affect the capital 
available for!the operation of PKSF. This has provided incentives for PKSF to carefully screen and 
monitor borrowers and enforce loan contracts. Major losses would invite interference from the 
government and endanger the privileged status of PKSF's management and staff. The foundation has 
incentives, Jherefore, to follow a conservative path within the political constraints given by 
expectation . about its mission. 

In order to reduce credit risks, PKSF follows a strict format to appraise applicants, and it uses 
the lending technology of Grameen Bank. The loan products are standardized in that the first loan 
size is limiter to only Tk. 100,000, irrespective of the size of the NGO, so that loses to PKSF would 
not be substantial if the NGO fails. In addition, to diversify risks, the partner organizations are 
selected from diverse geographical regions, and the prudent exposure limit to a particular 
organization has been set at a maximum of 10 percent of available funds to PKSF. Furthermore, 
beginning in 1996, PKSF has started to provision for loan losses to the amount of one percent of its 
annual disbJrsements. 

For the purpose ofloan loss provisioning by the partner organizations, PKSF has suggested 
the following loan classifications based on repayments: 

14 PKSF auditors found some discrepancies in the books maintained by BRAC for the savings 
program and stopped the installment for six months until the discrepancy was corrected. 
BRAiC accepted the findings, corrected the problem, and appreciated the help from PKSF. 
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(a) 
(b) 

(c) 

! 

all loabs paid within 50 weeks but the organization may have current overdues: good loans; 
all loabs paid within 100 weeks but after 51 weeks after the due date: delinquent/doubtful 
loans;)and 
all loaps paid or unpaid even after 100 weeks after the due date: bad loans. 

I 

Loan .los~ resrrves are calculated according to the type of loans in the portfolio of the partner 
orgaruzatlon. I 

H. 

Late r payments are accepted in case of natural disasters but not when they are due to poor 
management. A case by case examination is conducted and actions taken if repayment to PKSF 
falls below 9 -98 percent and if repayment falls below 95 percent of the amounts due at the field 
level. 

The p er organizations are made aware that PKSF is a government organization and that 
defaulting on 'ts loans will provoke legal action leading to closure of their operations. The force of 
this threat is usual, since usually government involvement weakens the enforcement of contracts, 
as is indeed e case with state-owned banks in Bangladesh. Thus, the success of PKSF must be 
associated wi an image that goes beyond a simple government stamp, and it has worked well so 
far despite th s government affiliation. What matters in these cases is a forceful signaling of the 
intention to e force contracts that is not contradicted by the actual experience. 

Peer ressure is also effectively used to collect on loans from the delinquent partner 
organizations The delinquent organizations are announced during NGO meetings, and peer pressure 
is solicited t collect on the loans on the basis that delinquent organizations may decapitalize the 
foundation may erode the funds available for other NGOs. Although peer pressure may play a 
role in contra t enforcement, however, it should not be expected to be as strong as it is among people 
who have co tinuous dealings among themselves or who have offered joint liability. Moral suasion 
is useful, but a bankrupt NGO would simply stop attending meetings. 

The ~ey incentive for contract compliance is then the expectation of continued access to 
PKSF. This iPcentive depends, in turn, on the quality of PKSF's services. Given the strong demand 
for its servic~s, so far PKSF appears to have offered a valuable partnership to the borrowing 
organizationsl Furthermore, in the absence of enforceable collateral, PKSF must rely on intensive 
screening anj monitoring for risk management. 

I. Trai,ing and Technical Assistance 

It is the policy of PKSF to continuously train its staff and the field staff of its partner 
organization~ to enhance skills and competence in providing financial services. During 1996-97, a 
total of 213) field personnel of partner organizations received training on credit and savings 
management and financial management for NGOs. In addition, several were provided with field 
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I 

training at th~ Grameen Bank and at BARD. Besides, four workshops were conducted, and about 
123 participahts, representing 113 NGOs, attended one of the workshops on microcredit and poverty 
alleviation. I · 

Curr tly, training programs are designed based on a training needs assessment conducted 
in 1997 for KSF and its partner organizations. Preparations are now underway to develop a 
curriculum ased on the assessment. In 1997-98, a total of 13 training programs on financial 
management accounting, microcredit management, strategic planning, computer training and MIS 
are planned. Expected attendance are 63 PKSF officials. A total of 10 programs on financial 
management, microcredit and savings management, monitoring and evaluation, accounts keeping, 
group dyn cs, and identification of income-generating activities are planned to train about 1,250 
staff member of partner organizations. These programs are financed by the IDA grants for capacity 
building of FOs and of PKSF (Karim, 1997). 

executives of selected partner organizations interviewed were highly qualified, with 
a Master's de ee, and had work experience with similar activities for over 10 years. The majority 
were trained in credit and savings management, institutional management, trainer of trainers, and 
gender <level pment. Very few received PKSF training in financial management, although several 
preferred trai ing in this area as a priority. 

The a countants of several partner organizations had an overall skill index of 51.4 percent, 
and mid-leve officers and field workers were rated at 62.7 percent and 62.4 percent, respectively. 
The staff of artner organizations preferred to be trained in the areas of financial management, 
monitoring d supervision techniques, accounts keeping, and identification of income-generating 
activities. In ddition, there was special demand for monitoring and evaluation and MIS from mid
level officers 

PKS officials, asked independently, suggested that the partner organizations require more 
training in gr~up formation and management besides maintenance of MIS sheets and AIS. There 
is, therefore, I a conflict of training needs assessments. Both PKSF and the partner organizations 
coincided on~eir demand for training in financial management, credit management, and accounts 
keeping. Th partner organizations preferred to be trained at specialized institutions and at the field 
level compar d to attending classrooms at PKSF. 

' i 

The · crofinance industry has evolved over these years by learning by doing rather than by 
formal traini g on how to provide microfinancial services. Apprenticeship/ mentoring is found to 
be more help 1 for new MFOs to learn by doing on a continuing basis rather than a one-shot training 
module provi ed in a formal setting, since in microfinance corporate culture is not separable from 
the financial echnology and the type of clientele. Therefore, a system-specific training rather than 
one-stop s dardized training modules may be essential. So, the suggestion by several partner 
organizations! that in-house training and attachment with specialized MF Os is more important than 
classroom tr#ning at PKSF is probably valid. 

I 
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In s+ary, the training services provided by PKSF appear to have been intense and mostly 
relevant for fil partner organizations. Despite some differences of opinion, the partner organizations 
appear to v ue these services highly. At least in the case of the small NGOs, these training and 
technical ass stance services have probably made a difference in their ability to offer sustainable 
microfinanci services to marginal clientele. 15 The value of this assistance further strengthens the 
willingness rthe partner organizations to service their loans from PKSF in a timely manner. 

I 

15 The uthors were not able to measure the costs of this assistance. Therefore, a full cost
bene,t analysis of these services was not possible. 
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VI 

Performance of PKSF: An Appraisal 

In p due to its recent creation, there has been little assessment of the performance of PKSF. 
The financial performance of this apex organization has been described in annual reports issued since 
1993-94, but o rigorous evaluation of its sustainability exists. Furthermore, two evaluation studies 
were conduced to focus on the impact of PKSF loans on NGO clients and borrowers (outreach). 
The studies y Alamgir (1994) and Rahman (1995) report on the depth of outreach of the PKSF 
partner org izations. A new research project, based on panel data, has now been commissioned 
using IDA g ants, and it will be conducted by BIDS to examine the impact of PKSF on partner 
organization and ultimate borrowers. The study is expected to be completed by the year 2001. No 
comprehensi e study exists to date, however, that appraises the overall performance of PKSF. 

The nancial performance oflending organizations is generally assessed by using at least one 
of two meas es, CAMEL and/or SCALE: 

(a) CA EL stands for C: capital adequacy, A: asset quality, M: management and qualitative 
asses ment, E: earnings (sufficiently profitable), and L: liquidity. 

(b) SCA E stands for S: self-sufficiency ratio (percentage of internally-generated income to 
operating costs and loan losses but not the opportunity cost of funds), C: capital 
cy, A: asset quality, L: liquidity, and E: earnings (sufficiently profitable). 

the particular nature of micro finance, these measures may help evaluate the financial 
performance f MFOs but they may not be enough. Furthermore, their application to MF Os requires 
important ad ptations.16 Moreover, with the inclusion of development objectives in the mission of 
MFOs, C L and SCALE may be insufficient because they assess only the financial performance 
of the organi ation. Development-oriented MFOs are now assessed for additional criteria such as 
OSSI (Meye and Nagarajan, 199 ), which evaluates both the socio-economic impact and financial 
performance fa MFI, namely: 

(c) OSSI stands for 0: outreach (breadth and depth, tum-over ratios), S: service quality (loan 
dem d met on time, quality of other services, costs of delivery of the services), S: 
susta' ability (operational, financial, economic, and institutional), and I: impact on the 
bene ciaries and the industry (socio-economic impacts). 

The ultidimensional role of PKSF -financial institution and capacity builder- may therefore 
require the us of a methodology equivalent to OSSI. These methodologies build on the dual criteria 

16 Tuer has been considerable debate and progress in the development of methodologies for 
the e aluation of MFOs (Schreiner, 1997). This report only uses simple indicators of 
perfo mance, as an evaluation of PKSF per se was not the objective of this exercise and 
given the limitations of the brief observation. 

I 
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of outreach and sustainability suggested by Yaron (1994). Outreach represents the provision of a 
wide array of quality financial services to large numbers of the poor. Sustainability is achieved 
through the teneration of enough revenues (excluding subsidies) to cover the costs of all the factors 
of productioh and loanable funds used by the organization. In addition, a sustainable organization 
must be able to honor all the contractual obligations implied by its liabilities, and it must adopt a 
structure of incentives that maintains its mission over time. 

Outreach has several dimensions: 

(a) Brea~th of outreach is illustrated by numbers of clients and by portfolio volumes. 

(b) Depth of outreach connotes success in overcoming the difficulties of supplying financial 
services to the poor. Depth of outreach may be proxied by the evolution of loan sizes and 
by indicators of the level of poverty of the clients. 

( c) Qua~ity of outreach is reflected in the range of financial services offered, the level of the 
trans~ction costs levied on the clients, and the extent of client satisfaction with the match 
betwben the terms and conditions of loans and deposits and client demands for financial 
services. 

For sustainability, frequently emphasis is placed on the subsidy dependency index as a proxy 
for financial self-sufficiency. Other dimensions of institutional viability and organizational design 
that may hf relevant, however, in predicting the sustained success of these microfinance 
organizationb and in evaluating their social worthwhileness (Schreiner, 1997). 

Success in microfinance, measured by outreach and sustainability, results from the adoption 
of cost-effective technologies, implemented by well-designed organizations, through policies and 
procedures based on a concern for institutional viability and the achievement of the organization's 
original mis~ion (Gonzalez-Vega, 1993). 

I 
i 

A. Outreach 

1. Breadth of Outreach 

For an apex organization, breadth of outreach measures both the number of MFOs reached 
directly and I the number of ultimate borrowers reached indirectly. Of particular interest is any 
additionaility in the breadth of outreach of micro finance due to the operations of the apex. 

Table 4 shows the number of partner organizations and the volume of PKSF loans made 
during the 1990-97 period. There has been a significant increase in the number of partner organiza
tions served, from 23 in 1990 to 162 in 1997. Currently, 152 organizations are considered as 
partners, sinqe 10 organizations were dropped in 1997 for non-performance. While the dropping of 
non-performing organizations is an important signal of serious intent in the promotion of sustainable 
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microfinancel the accumulated number of 152 partners reveals a significant market for the services 
ofPKSF. ! 

i 

The ~umber of new partners has not been increasing, however, at a steady pace; after 
important a~itions in the early years, a smaller number of new partners was reached starting in 
1993. Interv · ws with PKSF officials revealed that although the demand for PKSF loans has always 
been high, e strict criteria for the selection of partner organizations imposed since 1993 and 
liquidity con traints contributed to the slower growth in the number of new partners during 1993-96. 

With e loan from IDA in 1996, however, the liquidity constraint has been eased. This has 
been reflecte in the increase in the number of new partner organizations after 1996. Nonetheless, 
the Govemi g Board intends to increase the total number of organizations served to about 200 in 
another five ears and then maintain it constant. The purpose of this ceiling is to ensure the good 
quality of th services of the apex organization. 

I 

Thus,1 although PKSF has had a greater opportunity than most other apex organizations to 
enjoy econo ies of scale, its leaders have recognized the increasing costs that typically emerge from 
over-expansi n. This conservative attitude of the leadership reveals an interest in protecting the 
sustainabili of the organization, which has been expected to behave as a role model both 
domestically in Bangladesh and internationally. 

Table 4: I Number of Partner Organizations and Volume of Loans Disbursed by PKSF, 1990-
1 97. 

Year 

1990-91 

1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 

Jul. 97-

Annual 
umber of 

n¢w partners 

I 

I 23 

27 
31 
18 
15 
12 
22 

Total Annual rate 
number of of growth 
partners of partners 

23 

50 11 
81 62 
99 22 

114 15 

126 11 
148 18 

Amount Amount Average 
disbursed recovered amount 

(million taka) (million taka) disbursed a 

(million taka) 

3 0.13 
27 1 0.53 

113 10 1.39 
185 40 1.87 
302 110 2.65 
470 197 3.73 

1,620 129b 10.95 

Dec. 97 14 162b n.a. n.a. n.a. n.a. 
a: Amo t per organization based on the cumulative number of partner organizations at that 

point and the volume disbursed that year. 
b: Up tolDecember, 1997. This figure does not exclude 10 organizations that were dropped. 
n.a. Not ayailable. 
Source: PKSf, Annual Reports, and PKSF, Basic Facts. 
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A data base compiled by the CDF from 58 partners of PKSF, including 9 big and 49 
small/medium-size organizations, shows that the number of borrowers served by PKSF's partners 
ranges frolllj xx to xx for small/medium organizations and from xx to xx for big organizations (CDF, 
1996).17 Table 1 further showed that the share of PKSF's small partner organizations in the total 
number of borrowers served by MFOs in Bangladesh has not been insignificant. This share was 6.2 
percent in 1994-95. Moreover, this share was 12.1 percent among NGO suppliers of microfinance. 

I 

With the inclusion in its operations of big NGOs such as ASA, BRAC, and Proshika, the 
share of PKSF's partner organizations in the total number of borrowers served by major MFOs in 
Bangladeshiis expected to increase substantially. Indeed, the number of ultimate borrowers served 
in 1997 by the PKSF partners has been estimated at one million, compared to 0.4 million in 1994-95. 
Not all loans to the borrowers of these MFOs are funded, however, by PKSF. 

Tabie 4 shows that the annual volume of loans disbursed by PKSF increased from Tk. 3 
million in 1990 to Tk. 1,620 million in 1997. Table 1 in turn had shown that the share of the partner 
organizations of PKSF in the total annual disbursement of micro loans by major MF Os in Bangladesh 
has been stjiall but not inconsequential. This share increased from 0.7 percent in 1991-92 to 3.2 
percent in 1994-95. Among the major NGOs providing microloans, however, the share ofloans from 
the partner organizations of PKSF increased from 4.3 percent in 1991-92 to 15.2 percent 1994-95. 

With the inclusion of the big NGOs such as ASA, BRAC, and Proshika, the share of the 
partner organizations of PKSF in the total volume ofloans disbursed by major MFOs in Bangladesh 
will increase substantially. Loans already approved from PKSF to the three big NGOs over the 
1997-2001 period include the following: US$34 million to BRAC, US$ 19 million to ASA, and US$ 
30 million tb Proshika. 

This1 focus shift to big NGOs will have a number of major consequences. It will help PKSF 
dilute its fixed costs, but it will also concentrate its portfolio and it may thereby increase the risks 
it faces. Nonetheless, the big NGOs are well-established MFOs, but they are growing rapidly and 
the risks are not insignificant. This focus shift also reflects a shift in risk-taking from IDA to PKSF, 
which presubably has a comparative advantage in monitoring the big NGOs over IDA. Finally, the 
presence of the big NGOs in PKSF's portfolio may in part explain its reluctance to increase its 
clientele beyond 200 organizations, given the extent of its organizational resources. 

! 

The hverage size of loan disbursed per organization increased from Tk. 0.13 million in 1990 
to Tk. 3.7 million in 1996, as the relationship with the small NGO partners aged (Table 4). With the 

17 The data were obtained from a survey of 351 CDF members (20 big NGOs and 331 
sma~l/medium NGOs). The sample included 58 partner organizations ofPKSF, of which nine 
were big NGOs and the rest were small/medium NGOs. The nine big partner organizations 
included in the survey were ASA, BRAC, Heed Bangladesh, Manob Kallyan, RDRS, SPS, 
SSS, Swanirvar, and TMSS. 
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inclusion of the big NGOs as partners and with the added liquidity from the IDA loan, average loan 
size disbursed further increased to Tk. 11 million in 1997. 

World Bank estimates suggest that, as of June of 1995, the average loan outstanding per 
organization, amounted to about Tk. 24 million. The size distribution of outstanding balances 
revealed that 57 percent of the organizations had balances below Tk. 2 million, 43 percent had 
balances between Tk. 2 and Tk. 5 million, and 9 percent had balances above Tk. 5 million. Loans 
in the last ctitegory amounted to 60 percent of the outstanding loans, with a maximum loan 
outstanding for Tk. 80 million (World Bank, 1996). This suggests that the majority of the partner 
organization$ were repeat borrowers which had accessed graduated loan sizes. 

I 

In summary, while the additionality of PKSF funds in expanding the microfinance sector in 
Bangladesh fas been important but not decisive, given the prominence of existing players in the 
market, in particular Grameen Bank, this additionality seems quite substantial in the case of the small 
NGOs. If the small NGOs reach poorer segments of the population, in more remote areas, what 
matters the nliost is the greater depth of sustainable outreach attributable to PKSF. 

2. 
1 

Depth of Outreach 

Depth of outreach can be assessed both by the degree to which PKSF has included very small 
partner orgatjizations and by the degree to which it has included partner organizations that service 
the poorest clienteles in the market. These two features (organization size and clientele poverty) are 
highly correlated. In the absence of much information on the poverty level of the clientele of the 
partner orgahizations, however, we restrict our inquiry to the size of the partner organizations 
themselves as well as to anecdotal information collected and to observations made during the field 
visits to vari9us borrower groups serviced by four different partner organizations. 

! 

Of the 152 partner organizations currently reached by PKSF, three are significantly big NGOs 
that reach m~re than 100,000 borrowers. These NGOs are supplied with loans using the IDA funds 
earmarked for big NGOs. The rest (149 organizations) are small and medium-size NGOs. Several 
organization~ were reported to reach less than 2,500 borrowers. This indicates that PKSF has also 
been serving small NGOs. Table 5 classified the partner organizations of PKSF according to the 
number of their members. Among them, 82 percent had up to 5,000 members. 

Table 5: Classification of Partner Organizations by Size (as of June 1997). 

Number of6members 
Up to 5,00 

5,001 to 25,000 

25,001 to sio,ooo 
Above 50,001 

Source: Alamgir, 1997. 
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Number 

132 

23 

1 

5 

161 

Proportion 

82 

14 

1 

3 

100 



Without additional qualification, the size of the organization is not a sufficient indicator of 
depth of outreach. In the case of Bangladesh, nonetheless, apparently the smaller NGOs operate in 
poorer and more remote areas than the big NGOs, and the PKSF affiliation with them thus imply 
deeper outreach. 

The jnajority of the borrowers reached by the partner organizations are reported to be women 
engaged in pan-farming activities. These women are generally organized into savings and credit 
groups. For' example, a loan for Tk. 148 million to ASA for 1996-97 was to be used for poverty 
alleviation programs implemented by 75 new units to benefit a total of 108,000 landless poor rural 
women (New Vision, 1997).18 Similarly, the PKSF loans to BRAC are made only to finance the 
IGVGD program of BRAC. The program has so far benefitted xx women in xx villages (BRAC, 
1997). 

Several partner organizations claim, however, that they cannot serve the poorest of the poor 
when using the PKSF funds since they cannot maintain the high repayment rates required to qualify 
for repeat lo~s from PKSF. Some NGOs also reported that they self-selected themselves out of the 
PKSF partnership since they perceive the PKSF loans as hard loans that need to be repaid on time 
and therefore require the NGO to function like a bank. They believe that these conditions restrict 
their service to the poorest. The validity of this claim is questionable. It is unlikely that MF Os that 
do not collect on their loans could offer valuable services to the poor through a financial inter
vention. PKSF's insistence on loan repayment has been entirely justified, as the available evidence 
shows that the poor in Bangladesh do repay their loans. Moreover, those who cannot repay loans 
should be reached with other types of intervention (Gonzalez-Vega, 1998b ). 

3. I Coverage of PKSF Loans in the Portfolio ofits Partners 

The $hare of PKSF funds in the total loan portfolio of a partner organization influences its 
operations significantly. A data base of 58 big and small partner organizations of PKSF compiled 
by CD F shows that the share of PKSF funds in the total loans outstanding in 1996 ranged from 1. 6 
percent to 100 percent, with an average of 51.2 percent per organization (CDF, 1996). 19 Whereas 
some exceptions exist, in general PKSF is a major source of the loanable funds used by several small 
NGOs in their credit operations. In contrast, the share of PKSF funds in the total portfolio 
outstanding of the big MF Os has been inconsequential. 

18 

19 

The relationship between ASA and PKSF started in 1993 with an initial loan for Tk. 
100,000. This amount gradually increased to Tk. 148 million by 1997. Since 1996, ASA has 
been financed by PKSF using the IDA funds allocated to finance big NGOs. While deposits 
cover about 45 percent and other sources cover about 25 percent of the ASA loans 
outstanding in 1997, the rest is covered by PKSF loans (30 percent). 

Funding of 100 percent of the portfolio of a MFO does not appear to be good lending 
practice as it would provide infinite opportunities for moral hazard. 

I 
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Indeed, this share varies with the length of the relationship with PKSF and with access to 
other cheap donor sources that the NGO may have. An examination of the share of PKSF funds in 
the total loans outstanding in 1997 of the big and small partner organizations revealed the following. 
BRAC, whi,ch became a partner in 1997, reports that PKSF accounted for only 4 percent of the total 
micro loans !disbursed in 1996-97. This share was 40 percent for ASA, which had become a partner 
in 1993. Similarly, PKSF loans financed the entire credit portfolio of SUS, a partner organization 
since 1992, while the share of PKSF funds in the total loans outstanding of PMK, which became a 
partner in 1993, was 51 percent. 

Table 6: Outstanding Loans for the IGVGD Program by BRAC and Share of PKSF Funds in 
the IGVGD Loan Portfolio. 

Date of loans Loan amount to Loans outstanding Share of PKSF in 
fromPKSF BRAC from PKSF from BRAC to IGVGD IGVGD outstanding 

(Tk. million) Program (Tk. million) loans(%) 

July 1996 1 280.9 0.4 

Decembet 1996 50 386.7 12.9 

January 1997 50 379.3 13.1 

July 1997 100 326.9 30.6 

September 1997 100 367.6 25.2 
Source: BRAC, 1997. 

I 
I 
i 

An important operational question is: what is the optimal proportion of the loanable funds 
of a MFO that the apex organization should fund? On the one hand, partial financing by PKSF of 
the loanable funds required by a partner organization may be essential to reduce the risk exposure 
of PKSF. Funding of the overall portfolio from one single source may reduce caution in lending. 
Moreover, rrom the donor's perspective, comparatively little leverage is achieved in this case 
(Rosenberg 199x). 

On the other hand, in the presence of liquidity constraints and of logistical problems in 
reaching the partner organizations, the apex organization may be underfinancing its borrowers. For 
example, PMK has been continuously borrowing from PKSF since 1993. These loans, however, 
could finante only about 121 groups out of the total of 336 groups formed by PMK. 

I 

Similarly, a PKSF loan to BRAC was approved in July of 1996 for about US$ 30 million. 
The PKSF loans to BRAC are made only to finance the IGVGD program of BRAC. As shown in 
Table 6, the share of PKSF loans in BRA C's portfolio for IGVGD has grown, nevertheless, from a 
mere 0.35 PFrcent to over 25 percent in just a year (BRAC, 1997). Nonetheless, BRAC has had to 
finance the ~ajor portion of the IGVGD activity from internal sources and from other donor sources. 

The multiplicity of sources creates some problems for BRAC. The use of several sources 
to finance a project involves transaction costs in maintaining separate accounts. In addition, different 
sources finance BRAC under diverse terms and conditions, which may create conflicts of interest. 
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BRAC, therefore, tends to use funds from only one source in each of the project villages. Besides, 
the PKSF co~tract stipulates that PKSF funds cannot be used in combination with other sources to 
finance the srme project. While this exclusiveness avoids conflicts of interest and reduces some 
transaction c~sts, funds from one source may not be adequate to meet credit demand. Hence, so far 
the role of PifSF in financing BRAC's activities has been minimal. 

! 

I 

B. Sust~inability 
I 

I 

1. I Operational Sustainability 
I 

I 

Opero/.tional sustainability refers to the ability of an organization to cover its direct costs of 
operation, subh as salaries and administration costs, through its interest earnings. 

I 

From Ian accounting perspective, PKSF has been recording a positive net profit from the time 
of inceptio1 This has been primarily due to earnings of interest income from investments, not to 
earnings on e loan portfolio (Table 7). Indeed, interest income from loans not sufficient to cover 
expenses in y single year except the last (1996-97). 

I 
I 

Table 7: I PKSF Income, Ex enses, and Net Income Tk. million, 1990-96. 
Items 90-91 91-92 92-93 93-94 94-95 95-96 96-97 

Interest inco e from loans 0 0 2 5 10 20 35 

Interest inco e from investments 12 25 36 32 17 32 53 

Total inco~e 12 25 38 37 26 51 88 
Interest exp9nses 0 0 0 0 0 0 0 

Administrat~ve expenses 4 6 6 6 7 10 16 
(Share in tot~l expenses % ) (77) (74) (71) (52) (55) (42) (54) 

Other expenf es 0 0 1 1 1 2 5 

Depreciatio~ 1 1 1 1 1 2 2 

Loan loss prpvisions 0 0 0 0 3 7 6 

Other I 0 0 1 4 1 1 1 

Total expenlses 5 7 8 12 13 22 29 
I 

Net income 7 18 29 25 13 29 58 
Source: Wor.d Bank (1996), PKSF Annual Reports, Alarngir (1997). 

I 
20 Thi~s· s a tentative analysis of sustainability, as it relies on limited information (broad 

categ ries from financial statements), it does not verify the accuracy of the data, and the 
auth rs were not in a position to make indispensable adjustments to the accounting 
info ation. Moreover, discounted flows that measure the present value of subsidies were 
not c~mputed. Given the limitations of this part of the analysis, the statements here should 
not bb taken as forecasts of what will actually happen to PKSF, but only as indicative of 
trend~ evident from the raw data. 
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A high proportion of assets held as investments, which reflects a conservative lending policy, 
have thus been sufficient to generate earnings that cover costs.21 This policy, which promotes 
sustainability, has a high opportunity cost. Few other organizations can afford to keep its assets in 
the form o~ investments when faced with substantial credit demands. Despite this cost, this feature 
of PKSF suggests that it has avoided pressures to disburse. This is a strong guarantee that it will do 
a responsible job (Gonzalez-Vega, 1998a). 

Table 8 shows that with the increased volume of loans, income derived from loans as a 
proportion pf total expenditures has increased from 4 percent in 1991-92 to 118 percent in 1996-97, 
indicating that PKSF became operationally viable in 1997. Moreover, the gradual increase of the 
share of ldans in total assets results from learning processes associated with development of its 
membership. 

Op~rating expenses have also been increasing, however, due an expansion in the number of 
partner organizations. As shown in Table 8, operating expenditures increased from Tk. 7 million 
in 1991-92 to Tk. 29.2 million in 1996-97. Before the recent expansion in operations, however, by 
1995-96 thf ability of PKSF to cover its operating costs with its interest earnings was declining. 
This threat disappeared with deployment of the IDA funds, and operations sustainability was 
achieved in 1996-97. The Annual Reports further suggest that total expenditures represented 4.3 
percent of tjle total loans disbursed in 1994-95 and that this proportion had increased to 4.6 percent 
in 1995-96. 1 PKSF was able, however, to bounce back from this situation and interest income from 
loans cove~d all expenses by 1996-97. 

Table 8: Interest Income from Loans and Total Operating Expenditures of PKSF, 1991-92 to 
1995-96. 

Year Interest income from 

1996-97 34.600 29.210 
Source: PKlSF Annual Report: 1995-96; Alamgir (1997). 

loans/total expenditures 
(%) 

118.0 

21 The 
1
authors were not in a position to verity if all expenditures are accounted for in the 

financial statements of the foundation. 
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I 

Recent improvements in the operational sustainability of PKSF may thus be attributed to 
several factots: 

(a) 

(b) 

(c) 

I 

A process of learning about its own operations that has allowed PKSF a reduction of its unit 
costs· 1 

' 
As th¢ small partner organizations accumulate larger outstanding balances with PKSF, higher 
interest rates are being charged, given the pricing structure used; and 
The ~ig NGO that have recently become partner organizations are charged even higher 
interdst rates, thus bolstering interest earnings. 

I 

2. Financial Sustainability 

If int~rest income from loans both ensures operational sustainability and covers bad debt 
expenses andl financial expenses incurred in making loans, then PKSF can be considered financially 
sustainable. 

In 1996-97, there was an important asset shift from investments in higher-yielding securities 
to a lower-yi1lding loan portfolio.22 Indeed, the share ofloans in PKSF's total assets increased from 
29 percent in 1992-93 to 59 in 1995-96 (Table 9). This expansion of the portfolio required loan loss 
provisioningj to hedge for potential losses. Therefore, PKSF started to provision for losses since 
1994-95, b:~ng with Tk. 3 million and increas~g provis~ons to Tk. 10.3 million in 19~5.-96 and 
to Tk. Xx •°i 1996-97. PKSF can now cover all its operatmg expenses and also a prov1s1on of 1 
percent ofloans outstanding as reserves to meet losses from interest earnings on loans, thus attaining 
financial sus~ainability. It took about seven years from the time of inception of PKSF to reach 
financial susptinability. 

The lban loss provisions at 1 percent of the total outstanding loans may be adequate given 
the current r'payment rate of99 percent. To increase loan loss reserves from 1to2 percent, meet 
the increasin~ administrative costs due to an expansion in the number of partner organizations and 
in the volume ofloans made, and meet the interest payments to IDA from the interest income earned 
from loans njlay be, however, a challenge. 

The IDA project intends to increase the outreach by the partner organizations of PKSF to 1.2 
million beneficiaries by the year 2001. The project forecasts that if PKSF maintains a repayment rate 
of 98 percenft on a continuous basis, it can earn about 130 percent of total expenses from interest 
earnings by fhe year 2000 and be financially viable on a permanent basis (World Bank, 1996). 

22 
I 

Interestingly, this structure of assets (investments and loans) is also observed at Grameen 
Bank. Other MFOs have not had the ample access to donor funds required by this strategy. 
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Table 9: Composition of Assets (million Tk:.) and Performance Ratios (percentages), 1990-96. 

89-90 90-91 91-92 92-93 93-94 94-95 95-96 

Current assets 

Fixed assdts 

Loans to partner 
organiz~tions 

Total assets 

Loans as ~/o of 
I 

total assets 

Debt/equi~ 

ROA 

32 

0 

32 

0 

0 

1 

230 

0 

3 

239 

1 

0 

5 

273 

0 

29 

307 

9 

0 

7 

ROE I 0 3 6 
Source: Wofld Bank, 1996 and Annual Reports, PKSF. 

3. I Full/economic Sustainability 

318 

0 

131 

455 

29 

0 

8 

6 

258 

0 

268 

530 

51 

0 

5 

5 

379 

11 

459 

847 

54 

0 

2 

2 

488 

14 

732 

1234 

59 

0 

n.a. 

n.a. 

If int;erest income can cover all operating expenses, loan loss reserves, and the opportunity 
cost of funds, then the organization can be considered as fully or economically sustainable. 

Untii 1995, PKSF had received only grants from the GOB. Beginning in 1996, a concessional 
loan from IDA increased the debt to equity ratio, which will reach 3.7 by the year 2000. The ROA 
may decrease from 2 percent in 1995-96 to 1.3 percent by 2000 as net income may not grow as fast 
as the asset tase (Table 9 and World bank, 1996). 

Curr~ntly, PKSF cannot service loans from external sources at commercial interest rates. The 
World Bank estimates that by 2005, however, PKSF may be able to support an interest rate higher 
than the curr nt 1 percent per year on borrowed funds. By 2015 it may be able to pay commercial 
rates if it gradually increases the interest rates for its partner organizations from the current 3-5 
percent to 81.5 percent. Therefore, PKSF has the potential to attain full sustainability in another 
decade. This may require, among other things, reducing the extent to which PKSF subsidizes its 
parlner orgrzations by transferring to them the soft terms of its own debt. 

The tnability to service its debt at commercial interest rates reduces the capability of PKSF 
to raise fund~ from the public and it induces a dependency on subsidized sources of funds. Although 
PKSF was 4reated to serve as a channel for the donor funds on soft terms and conditions, this 
dependency teduces the potential flow of funds, as donor resources become less abundant, it reduces 
the leverage l~om don?r funds (Rosenberg, 199 ), and it creates conditionalities and the potential for 
government mtervention. 
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If PKSF were to raise funds from the public, then it may have to on-lend to the partner 
organizations at a minimum of 8-9 percent per year. Currently, the partner organizations pay only 
about 3-5 percent per year to PKSF. This interest rate is negative in real terms, as the annual 
inflation rate in Bangladesh is about 7-8 percent. The higher cost of funds will increase the costs of 
borrowing ror the ultimate borrowers from the current 15-20 percent per year (with effective rates 
ranging from 24 to 30 percent per year). The concessional IDA loans are estimated to provide an 
economic subsidy of at least 8 percent per year to the borrowers. It is calculated that with an initial 
loan of Tk. 2,000 raising to Tk. 9 ,000 over eight years and an implicit interest subsidy of 5 percent 
per year, the subsidy will amount to US$ 55 per borrower or $7/year/borrower (World Bank, 1996). 

4. I Institutional Sustainability 

An organization can be considered as sustainable if its administration and management are 
not susceptible to domination by a single person (World Bank, 1996). Rosenberg (DFN, Dec.13, 
1997) suggests the need to additionally assess the following conditions for institutional 
sustainabil~ty: 

(a) 

(b) 

(c) 

(d) 

if the past choices and performance of management reveal a strong commitment to build a 
program that can eventually leverage large multiples of commercial funding, debt, and 
eventually equity, 
if the management has been willing to dedicate the attention and pay the various prices 
nee~ed to improve cost efficiency, 
if tHe management is willing to consider charging an interest rate that will cover costs, not 
necessarily today's costs, but costs which can be reasonably projected in the mid-term, based 
on the operational dynamics of the methodology and the experience of more mature 
programs using similar methodologies, and 
if t~e organization has developed a credible business plan with a detailed financial and 
opetational projection showing a clear path to profitability that would stand up to detailed 
examination of all its assumptions and other components. 

PKSF operates under well-defined statutory guidelines and the management team has 
included members with international reputation in the microfinance industry. The decision-making 
process is well institutionalized and it does not depend on a single person. Since 1996, PKSF has 
been succe~sful in accessing outside funds such as the IDA loan to improve its stock of loanable 
funds, and it has developed a business plan to project future development. Interviews with the 
Managing Director and a Board member indicated that PKSF is committed to achieving economic 
sustainability. 

It h'il8 been predicted that PKSF will be able to borrow from commercial sources by the year 
2006. PKS!f' has begun to devote resources to developing the quality of its staff through rigorous in
house trainmg programs and on-the-job training, and it has allocated funds to upgrade its logistical 
capacity to improve information systems. The staff have been sincere and free of corruption charges. 
It can be concluded that there is significant potential for PKSF to be institutionally sustainable. 
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C. Repayment Performance 

PKSF has been increasing the share of loans in its total assets. Although loans result from 
its functions as a wholesaler of funds, they have been considered as risky and low-return assets. The 
quality ofloans, however, is largely indicated by repayment performance. A high loan repayment rate 
would transform loans into low-risk assets. Learning how to manage this risk is the main challenge 
for any finan~ial organization. PKSF has revealed a fairly conservative attitude during this learning 

I 

process. I 

I 

Table 4 provided information on the annual recovery ofloans made between 1991-97. These 
figures indicate that loan recovery has been sound.23 The annual loan recovery rate from the partner 
organizations has been reported to have been 98.5 percent in 1995-96 and 99 percent in 1996-97 
(PKSF Annual Report, 1996). 

In turn, repayment performance is considered to be an important tool to classify partner 
organization~ into at least four categories. This classification influences decisions on loan size at 
each iteratioili. The four classes are: 

(a) Grade A: good management and recovery rate on time almost 100 percent at both the field 
level and in paying PKSF; 

(b) Grade B: good management and recovery rate on time above 98 percent at both the field 
level and in paying PKSF; 

(c) Grad~ C: recovery rate at the field level is below 95 percent and repayment to PKSF is late; 
(d) Grad¢ D: repayment rate is below 90 percent. 

As is typical of successful microfinance organizations, these ranking criteria are quire strict. 
While installments are released for partners classified in grades A and B, they are suspended for 
partner organizations in grade C until they improve their repayment rates. Partner organizations 
classified in grade Dare dissolved from partnerships completely.24 Interviews with PKSF managers 
revealed that, currently, 17 of the 162 partner organizations fall in the grade C category while 10 fall 

23 

24 

The loans are made for three years and are repayable in half-yearly installments. Therefore, 
if about 1/3 of the loans made in the previous years are recovered in the current year, it 
represents a sound recovery rate? 

The NGO Daridya Nirashan Prochesta, for example, has been a partner organization since 
1994~ The current loan outstanding is Tk. 300,000 to reach 1,900 women organized into 120 
groups. The NGO currently reports an average recovery rate of about 97-98 percent. Loans 
from PKSF were suspended for sometime for this NGO due to a low recovery rate (below 
95 percent) and corrupt staff members. The loans were resumed in 1997, once the recovery 
rates improved to about 96-98 percent and the corrupt staff were dismissed. 

42 



in the grade D category. 25 Therefore, about 13 5 partner organizations (84 percent of all clients) repay 
their loans to PKSF on time and maintain a repayment rate of at least about 98 percent. This is a 
very good re9ord, and it suggests that as long as this discipline is maintained, PKSF' s sustainability 
will not be tlireatened by collection problems. 

D. A voiding Adverse Selection 

The satisfactory repayment observed has its roots in a rigorous screening process. Only a 
small proportion of applicants are accepted for membership. Indeed, from March 1990 to June 1997, 
it was reported that 1,250 MFOs applied for loans from PKSF. Only 162 were accepted as partner 
organization~; this implies an acceptance rate of 13 percent. The process for the selection of partner 
organization~ has been rigorous. For the period March 1990-June 96, for example, 1,005 MFOs 
applied for lbans; of these, 438 were rejected immediately, 567 were accepted for preliminary 
appraisal, anti 399 were actually appraised. Among the latter, 168 organizations were asked to 
provide further information and 126 were accepted for loans. The acceptance rate was about 12.5 
percent. The acceptance rate has, however, been increasing. From July 1996 to December 1997, 
about 245 new MFOs applied for loans and about 36 received loans. This is an acceptance rate of 
15 percent. From July 1997 to December 97, of the 25 new MFOs that applied for loans, 14 got 
loans (accept~ce rate 56 percent). There has been an increase in the number of new applicants each 
year as in ge~eral donor funds are becoming scarce. 

A very low acceptance rate suggests that there are large numbers of unsustainable NGOs in 
Bangladesh. This increases both the risks and the costs to PKSF. Costs increase because the apex 
organization has to review many applications that do not lead to partnership. Risks increase because 
the opportunities for mistakes multiply. Given these risks, PKSF has expanded the share of loans 
in its assets gradually. Because of the low acceptance rate, those that became partners have strong 
incentives to :protect this status with the timely repayment of their loans. 

I 

I 

i 

The main reasons for rejection of applicants after a preliminary scrutiny have included lack 
of commitment and sincerity of the management, lack of desirable institutional and organizational 
capacity to effectively run a credit program, activities limited to urban areas, the target group is not 
inclusive of landless-assetless poor women, unsatisfactory loan recovery rates, shortage of group 
members and field workers in relation to the areas of activities of the applicant organization, and lack 
of required experience in microcredit operations (Annual Report, 1995-96). Some of these reasons 
are indeed rel~ted to lack of creditworthiness (technical justification) while others are related to lack 
of commitm~nt to the target group (political rationale). 

PKSF has been cautious in disbursing loans, and it is not bound by disbursing targets. While 
it was targeted to disburse Tk. 600 million in 1995-96, for example, only Tk. 480 million in loans 

25 Of the 10 NGOs in grade D, 6 dropped out voluntarily. For two partner organizations, no 
funds

1
were disbursed since it was realized that they were wrong selections. All promises for 

future funds are withdrawn for ever for these NGOs. 
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were granted, due to political unrest and recurrent floods in the northern regions which made 
investment~ very risky. The foundation was not prepared to channel funds to NGOs operating in 
risky areas since PKSF lacked experience in these areas (Annual report, 1995-96). To the extent to 
which PKSF continues to fend off any disbursing pressures, this parsimonious attitude will be the 
best protection against insolvency. 

Information is never perfect leading to mistakes in client selection. Indeed, it was reported 
that some adverse selection existed during the early years of PKSF and partners that could not 
perform well were accepted. However, a rigorous process used to select partners and a cautious 
approach le4ding to a low acceptance rate are expected to reduce the incidence of adverse selection. 
Some PKSF officials also consider the heavy bureaucratic procedure and the smaller initial loans as 
mechanisms to reveal the preference of the applicants and their effective demand for loans from 
PKSF. The high recovery rates are a strong indicator of the success of these screening policies. 

I 

E. Cmrtbating Moral Hazard and Enforcing Contracts 

To finance their credit activities, the partner NGOs obtain their funds from several sources 
including PK.SF, donors, the GOB, and depositors. The NGOs face different incentive structures 
with each of their creditors. These incentives affect the prudent use of funds and the collection of 
loans. Potential moral hazard problems are huge but they can be minimized by designing adequate 
incentives for the N GOs to promote an effective collection of loans. PKSF has been aware of moral 
hazard probl~ms and has been astute in minimizing them. Several mechanisms are in place to check 
opportunistic behavior by the partner organizations. Regular reporting requirements, inspections and 
auditing are effectively used to monitor the behavior of the partner organizations and avoid 
unexpected fhanges in the riskiness of the PKSF portfolio. 

In addition, strict penalties are imposed for violation of contracts. One NGO was dissolved 
from partnership, for example, for changing its mandate from serving women in rural areas to 
serving fish(;lrmen in coastal areas without permission from PKSF. Also, legal actions are currently 
been follow~d against four partner organizations for violations of contract. Publicity about these 
foreclosure proceedings lends credibility to contract enforcement threats. 

The li!Se of graduated loan sizes to the partner organizations, based on performance, also helps 
to reduce mdral hazard problems. The partner organizations have incentives for timely repayment 
to the larger loans. Repeat loans also help PKSF in gathering information and function as a 
screening and monitoring mechanisms to combat moral hazard. 

F. Quahty of Services 

Interviews with clients revealed that the quality of the services from PKSF has been, in 
general, go~d. Opinions were not, however, unanimous. While some complained that the time 
involved in processing the loans is very long, several considered this as normal. Whereas the big 
NGO partners may consider the strict procedures used by PKSF as too bureaucratic, the small partner 
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organizations consider them typical of these arrangements. Currently, any loan for over Tk. 250,000 
needs to be ratified by the Board, which meets once a month. This prolongs the time required to 
process larger loans. It may be necessary to increase the authority of the managers to approve larger 
loans in order to avoid these delays. 

Interviews with big NGO partners revealed that the association with PKSF has been cordial 
although glitches were experienced during the initial assessment stage. Some consider that PKSF 
is reluctant to establish partnerships with NGOs that follow models different from that of Grameen 
Bank in providing microcredit. Some reported that PKSF has been very rigid in its suggestion of a 
weekly repayment schedule at the field level. PKSF was supposed to be concerned about recovery 
rates but not ~bout the way in which the loans are actually collected. Several alternative technologies 
may be equapy successful, but the PKSF requirements may have blocked experimentation while 
inducing umtcessarily high transaction costs in specific environments. 

Although the reporting requirements were considered as burdensome, the partner 
organizations seem to have the capacity to fulfill them. The initial loan of Tk. 100,000 was 
considered to be very small for the big NGOs. However, they all seem to agree that the services 
from PKSF have been valuable. Audits by PKSF of one NGO during the assessment stage revealed 
several discrepancies and helped the NGO to rectify the problem. The third-party evaluation of their 
activities wa~ highly appreciated. 

Several small NGOs invariably consider the quality of the services from PKSF as very 
valuable. Interviews revealed that the recommendations from PKSF on their lending technology and 
accounting procedures were very helpful for the operation of a successful credit program. The repeat 
loans from PKSF have made the foundation a reliable source of funds. PKSF is also considered as 
a counselor that helps the partners effectively operate a credit program. The partner organizations 
also find it useful to maintain accounts according to PKSF guidelines since the donors tend to prefer 
that format. I 

G. Impact on Partner Organizations and Ultimate Borrowers 

PKSF has been credited for the maintenance of good accounts and books at the partner 
organization level. A few partner organizations were able to access additional funds from donors 
by using PKSF as a reference. ASA, a partner organization since 1993, was also able to access 
commercial spurces of funds such as Agrani banks using their partnership track record as a leverage. 
The partnersl).ip was not sufficient, however, to reduce the collateral requirements of the banks. It 

I 

has been reported that the partner organizations are being made aware of sustainability issues 
through their dialogue with PKSF. 

Studies that examined the impact of PKSF loans on the ultimate borrowers of the partner 
organizations showed that the borrowers were able to increase their incomes by 10 percent annually 
and that the relationship improved their social awareness (Alam Gir, 1994; xx, 1995). 
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The evaluation of PKSF's impact on the final clients and on the operational aspects of the 
partner organizations is currently being carried out at PKSF. The study records changes in income, 
occupation, I asset levels, savings habits, consumption expenditures, housing patterns and standards 
of living, arid financial self-reliance of the borrower members compared to non-members in a given 
area. Regular field visits are made by PKSF officials to periodically record the information. 

H. Inc~ntive Structure 

Thel incentive structure within the apex organization affects its client selection and 
monitoring,! contract enforcement, and capacity building activities. The incentives for PKSF staff are 

' 

primarily based on their reputation and secondarily on monetary rewards. The PKSF staff are well-
paid and elt. ible for generous insurance and pension benefits. Although no performance-based bonus 
schemes e ist, the hierarchy and penalties established in terms of loss of reputation and delayed 
promotion or mistakes in decision-making helps avoid bad decisions at all levels. The ability of 
PKSF to attain sustainability and continuously record good financial performance indicates that the 
efforts of its staff are aligned with those of the organization through the existing structure of 
incentives. 

I. Coordination with Other Agencies 

PKSF has been successful in coordinating its credit, research, and training activities with 
other agencies involved in similar activities to 
avoid duplication of efforts and improve its 
services at a reduced cost. 

Clo~e coordination has been established 
between BIDS and PKSF to conduct research, 
and with several big NGOs to develop training 
programs. I~ addition, an effective partnership 
has been de~eloped between PKSF and CDF to 
exchange information on financial NGOs and 
to coordinate training activities. CDF intends to 
link its NdO members with PKSF and other 

I 

financial institutions for improving access to 
funds for NGOs for their microfinance retailing 

I 

activities (~ee Box 5 for details on CDF). 

I. Reputation 

Thd reputation of PKSF is built upon 
three factors: 
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Box. 5: Credit and Development Forum (CDF) 
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I 

(a) qual~ty of the General Body, Governing Board, and staff, 
(b) strict and transparent criteria in the selection and monitoring of partner organizations, and 
( c) credible threats to enforce contracts. 

The boverning Board is composed of internationally reputable experts who are experienced 
in operating I successful microfinance programs and who are immune to political pressures. Indeed, 
the Governing Board was able to reject government proposal and grants for inclusion ofNGOs that 
service fishermen in coastal areas without any repercussions. 

Inteliews with several partner organizations and microfinance practitioners and consultants 
in Bangladd~h revealed that the PKSF staff are free of corruption and free of political intrusion.26 

In effect, an instance was quoted when an applicant was rejected for offering bribes to the loan 
officer. Similarly, one NGO was turned down for the high-level connections of the managing 
director wiih the then president, Ms. Khalida Zia, although the repayment performance was 
reasonable; the NGO was later accepted as a partner after Ms. Zia left office. 

PKSF has been considered as a strict lender among the NGOs. They are aware that loans 
from PKSF ?.re disbursed only after a thorough scrutiny and that the loans need to be repaid on time 
to avoid los~ of their reputation. 

26 Dr. Nagarajan was instructed by PKSF to pay for tea and biscuits offered by partner organi
zations during her field visits. The partner organizations confirmed that PKSF officers will 
not 4ccept complimentary tea and snacks since they could be considered as bribes. 
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VII 

Lessons Learnt and Future Directions 

A. Le$sons Learnt 

For the past eight years, PKSF has steadily grown in the number of clients served and in the 
volume of loans made. Along this process, PKSF has been confronted with several risks, including 
risks due to rapid expansion, risks due to its governance structure and to unfair competition, and 
risks emer$ing from income uncertainty at ultimate borrower level. Over this period, PKSF has 
learnt valuable lessons about how to manage and mitigate these risks. Moreover, there appears to be 
a positive attitude among the PKSF staff and management in learning from past experiences and in 
modifying current activities on the basis of these lessons. 

Intdrviews with the PKSF management revealed that their experience has taught them some 
broad lessons about microfinance: 

(a) 

(b) 

(c) 
(d) 

(e) 

woJinen members can use and manage financial resources better than men for a larger 
eco~omic impact; 
local NGOs, if provided with sufficient guidance and adequate financial support, can be 
transformed into active agents in poverty alleviation; 
loclill NGOs can develop low-cost loan delivery systems; 
cre~it is a major component of a strategy for poverty alleviation so integrated programs 
should include credit as a core component of their activities; and 
successful credit programs can be sustainable. 

It is interesting that what the PKSF management would describe as lessons learnt are 
(perhaps ctjntroversial) elements of the ideological framework (vision) for the operations of PKSF. 
The focus on women, the mission of strengthening the small, local NGOs, and the use of credit for 
policy alleviation are the basic a priori premises for the creation of PKSF, not necessarily lessons 
learnt during the evolution of the organization. The PKSF management may find reinforcement in 
their missiqn from the empirical confirmation of the validity of their priors. Concrete evidence about 
the validity of these premises/conclusions is not always available. This exercise reveals, however, 
that PKSF strives to achieve some balance between outreach targets and sustainability. 

Specific lessons can be learnt, nevertheless, from the performance of PKSF in the areas of 
govemanc~ structure, risk management, operational methods to deal with the partner organizations, 
PKSF's structure of compatible incentives, policies, and objectives, and about the importance of 
environmental features. These lessons can be a valuable for other apex organizations. 
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1. Governance Structure 

A first lessons is that: An apex organization can be owned by the government and yet it can 
avoid political intrusion if the governing board is independent of the government and if it is 
composed ofjreputable members immune to political influence. 

I 

The doverning Board of PKSF is independent of the Government by charter. The Board is 
composed off members who are not susceptible to political sways. The availability of reputable 

I 

members who are experienced in poverty alleviation, microfinance, and economic development 
programs and who are immune to political pressures is a necessary condition for this outcome. This 
may be a difficult condition to fulfill in many countries. 

A second lesson is that: the decision-making process should be a collective responsibility of 
the governing board and not rest on a single person to avoid domination by a single person and 
threats to su~tainability if this person is no longer available. For this reason, it is better to 
institutionali4e "one person" NGOs so that decision-making does not depend on one person. This 
will ensure continuity after the person leaves the organization. 

Partner organizations of PKSF primarily managed by one-person board (with other members 
drafted from the same family who function as non-decision-making members) were found to be 
poorly managed and loan officers were frequently corrupt leading to misappropriations of funds. 
These partne~organizations were inducted into the program in the early 1990s when PKSF was not 
well-experie ced in screening its clients. In fact, legal action is now being pursued for defaulting on 
loans to PKS against four partner organizations managed by single persons. 

A third lesson is that: the quality and reputation of the NGO management and staff are 
important criteria in loan appraisal. Loan officers should collect adequate qualitative and 
quantitative information during the appraisal of new applicants. 

Expe~ience has shown that NGOs managed by a board composed of members with 
questionable teputation were less committed to the mission, maintained poor records, and operated 
credit progrw: s with a loan repayment rate ofless than 95 percent. One of the authors observed in 
the field that he loan officers now use informal methods, such as conversation with several people 
in the area (i eluding young and old customers at tea shops and barber shops), about the applicant 
NGO in orde to assess the reputation of the board members and field workers engaged in credit 
activities. There were instances when applicants were rejected for being managed by less reputable 
members and or by members with political connections. PKSF's rigorous loan selection process, 
based on the 

1
quality of management and governance structure, has reduced some problems from 

selection mistakes. 
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2. Risk Management: Loan Terms and Conditions 

Ini1al loans to new clients may be small but need to be backed by a promise of repeat loans 
based on Pfrformance. 

I 

Sm~ll loans tend to reduce losses due to failure of the partner organizations. Lending small 
amounts atlthe beginning can be used to collect valuable information about the repayment behavior 
of the partner and to reduce moral hazard problems at the NGO level. Repeat loans tend to establish 
PKSF as $eliable lender and provide incentives for continuously good performance. In the absence 
of donor ds and lack of other reliable sources of funds, repeat loans from PKSF may motivate the 
partner org izations to repay the loans in anticipation of larger repeat loans. 

I 

Thd interest rates charged by partner organizations need to be on par with commercial rates 
to avoid th} undermining of financial markets by the partner organizations. 

I 

Thi~ practice is expected to create a competitive environment and generate sufficient incomes 
to cover at !least operating expenses and facilitate the servicing of PKSF loans. 

! 

Sus}ension of future loan access for non-repayment and non-compliance with contract terms 
discipline (fie partner organizations to behave in an incentive compatible manner. 

i 

Th9 evidence shows that partner organizations comply with contracts due to credible threats 
such as suspension of future loans and legal actions. 

I 

Wehkly repayments at the field level improve repayment rates and serve as an early-warning 
system for f he partner organizations. 

I 

A peer organization, SUS, that shifted from bi-monthly to a weekly repayment schedule, 
upon sugg stion from PKSF, confirmed that its repayment rates improved significantly with the 
weekly rep yment schedules. Through weekly meetings, group members could detect delinquent 
and defaul, ing members earlier and take the necessary actions. Weekly repayments, however, 
increase tr~nsaction costs for borrowers, and they may be harder to meet from the cash flows 
generated ~y activities with slower turn around of funds. 

Exdlusivity in use of funds may be required to avoid accounting problems. 
I 

Cu~ently, contractual arrangements mandates that NGOs use PKSF funds to exclusively 
finance ce~ain projects only. Mixing up of donor funds to finance a project seem to dilute the 
mission ofrKsF and create accounting problems. 

! 

Lod,n loss provisioning- 2 percent at PKSF and 2-3 percent at partner organization level, 
is essentia~ to cope up with delinquency/default risks. 

! 

I 
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Currently, PKSF reschedule the loans and suspend further loans until the old loans are repaid 
to partner OI'.ganizations whose portfolios are affected by natural disasters. The majority of the 
partner orgaµizations do not provision for losses in such situations. In addition, a few partners 
included in 1 the early stages of PKSF were unable to repay their loans to PKSF due to 
misappropriation of funds by their staff. Therefore, PKSF has now begun to provision for losses and 
insist that the partner organizations allocate some funds as reserves to meet losses due to unexpected 
defaults. The partner organizations can use the loan loss reserves to meet their debt obligations with 
PKSF on time and qualify for further loans even during disasters. This will help the partner 
organization~ to serve as a reliable creditor during catastrophes and gain loyalty from their clients 
that may improve repayment performance. 27 

3. Risk management: Information Systems 

Information feed back is essential to improve cordial relationships with partner 
organizations and quality of services. 

In order to improve the flow of information, PKSF arranged three to four meetings with the 
partner organizations to collect grievances and placed them before the board. The meetings helped 
to alter the behavior of the PKSF junior officers towards the partner organizations (they were 
instructed to avoid reprimanding the partner organizations) and improved the relationships with the 
partner organizations. Currently, it is required that the managing director be present at PKSF to 
personally ~e · eive the loan installment. While the small partner organizations do not object to this 
requirement, he big partner organizations face logistical problems.28 Based on feed backs from big 
partner org zations, the requirement may be waived for big partner organizations. This is expected 
to improve quality of services in terms of reducing transaction costs to big partner organizations. 

Information is the collateral for an Apex. Therefore, development of MIS and AIS of the 
partner organizations is important before issuing loans. 

Adeq~ate capacity to collect and present information is essential to maintain transparent 
accounting and provision of reliable information to the creditors. Experience has taught, however, 
that basic accounting and information systems rather than complex and standardized systems should 
be recommended. 

27 

28 

ASA ~d Grameen claims that emergency loans provided during disasters such as floods are 
repaid in full. The small emergency loans were In fact used to gain loyalty that can lead to 
long-term relationships between the creditor and the client. 

The small partner organizations interviewed by the author do not object to the visits with 
PKSF every time the loan installment is released since they consider it as an opportunity to 
meet With the PKSF officials and also get some suggestions for improving the program; their 
opportunity cost for the travel time seem to be low. 
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4. Operational methods 

Stri~t, transparent and standardized procedures are essential in loan processing, 
monitoring and contract enforcement. The standard procedures have proven to reduce political 
intrusions and favoritism. They have also been found to reduce the burden on loan officers in 
screening nf w applicants since the majority of loan officers are less trained in banking practices. 

Lea~ning by doing is essential in developing criteria/or selection and monitoring of clients 
and enforcement of contracts. 

PKSF placed emphasis on recovery rates to screen clients at the beginning and then on 
conformity ~th Grameen model. But, it learnt that governance structure and efficient information 
systems arel more since they influence the repayment performance. Therefore, PKSF, by order of 
importance, 1currently uses the following basic criteria for selection of partner organizations: (i) well 
defined governing board that knows the responsibility and will be accountable for its decisions, (ii) 
loan recovery rate of more than 98 percent for at least over 12 months at the field level, (iii) 
maintenance of good books and accounting systems at both head office and field offices, (iv) cover 
costs throu~h interest earnings (latest addition), (v) finance only non-farm activities, preferably in 
Grameen st}'le. 

Stan"dardization in basic criteria for loan processing is essential but some flexibility should 
be inbuilt i71to the secondary criteria used for selection of partner organizations to accommodate 
some client$. 

Rec¢nt experiences have taught that while PKSF should not compromise on the basic criteria 
for selection of partners, flexibility can be exercised regarding the secondary criteria to accommodate 
some partn¢rs. The secondary criteria may include years of operation, inclusion of non-financial 
services and men in the groups, loan repayment schedules, group size etc., 

I 
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NGOs that provide micro.finance in non-Grameen bank style can be eligible candidates for 
PK.SF loans. 

Since the majority of small NGOs in 
Bangladesh follow at least some features of 
Grameen to provide microfinance services, the 
use of Grameen model as a standard to evaluate 
applicants teduced the complexities in loan 
appraisal. 'Besides, Grameen model was 
considered ~s a proven technology to service 
poor rurall women engaged in non-farm 
activities. Bowever, with the inclusion of big 
NGOs sucbi as ASA, Proshika and BRAC, a 
valuable leSson was learnt by PKSF that non
Grameen technologies can work as effectively 
as Grameen technology. However, the lesson 
was learnt after a long and through learning 
process (see box 5). 

Big NGOs may need different auditing 
methods than small NGOs. 

The small NGOs usually maintain 
books according to PKSF guidelines since 
PKSF is th1 major source of funds for credit 
activities; they have few other sources to 
finance the credit activities and the donors do 

I 

not usually ilnsist on detailed accounting for the 
use of funds. Hence PKSF considers it easy to 
audit only the PKSF financed portfolios for the 
small NGOt However, the big NGOs tend to 
maintain cdmplex accounting systems since 
their credit operations are financed by several 
sources besides PKSF and the share of funds 
from PKSF in total loan outstanding has been 
very low. Therefore, it has become necessary Box. 5: 
for PKSF to audit the entire credit operation of 
the big NGOs. While it increased the 

PROSHIKA: The path to partner
ship with PKSF. 

transaction costs, discrepancies in use of funds were discovered and corrected for before the loan was 
issued. It also provided valuable information on the entire credit operation of the big NGO who 
follow technologies different from Grameen Bank. 

53 



Negotiations between partner organizations and P KSF is essential to enhance learning and 
establish a long-term cordial partnership. 

The experience of PKSF with BRAC is an example. A compromise was reached between 
BRAC and PKSF in scheduling the repayment of loans at field level. BRAC collects on loans made 
at monthly intervals but PKSF suggested weakly repayment schedule. Upon several discussions, 
BRAC agreed to collect on loans made to the groups members twice a month instead of its regular 
practice to collect once a month. BRAC officials suggested that the change to bi-monthly collection 
pattern has improved their repayment rate and were appreciative of the suggestion from PKSF; the 
PKSF officials now opine that bi-monthly repayment pattern is a good alternative to weekly 
repayment option. Leaming has occurred on both sides as a result of the partnership. This also 
indicates the in-built flexibility in the PKSF system to learn. 

5. Staff management 

Staff incentives are important to reduce drop-outs and preserve continuity in the activities. 

Since the PKSF staff were recruited from among high ranked university graduates, it became 
difficult for PKSF to retain them for a long time. This increased the operational costs due to training. 
Therefore, PKSF increased the salaries above the regular government scale and offered attractive 
benefit packages to retain well qualified staff. The staff drop outs has been reported to be reduced 
to a significant extent. In addition, the morale of the staff has been maintained high. 

Training of P KSF loan officers has to be effected on a continuous basis. 

Both on the job training and training in the field through apprenticeships with major NGOs 
seem to benefit the loan officers in acquiring skills to screen applicants and monitor clients. The 
recent training needs assessment reports that several class room training programs for PKSF officials 
are less effective in preparing the loan officers to meet challenges in the field. 

Hierarchy in decision making avoids adverse selection due to favoritism and lack of 
experience. 

In general, the loan officers responsible for initial loan appraisals are young with limited 
banking experience. Therefore, they are limited to only reporting of the financial performance and 
social status of the applicant and refrain from decision making on loan approval/rejection. The board 
is made responsible for ratification of new clients and top level management officials approve of 
repeat loans. However, the reports prepared by the loan officers need to be treated with at most 
respect and considered for the decision making process to encourage the loan officers to appraise the 
applicants. 

6. Policies and Objectives 
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Microcredit is good but microenterprise credit needs to be encouraged for sustained 
development and continuous good recovery performance. PKSF has so far focussed on clients 
who make Iljlicrocredit for small income generating activities. But, it is now realized that the 
microcredit ~ograms do not adequately encourage production activities that can sustain incomes of 
the borrower~ and ensure loan repayments on time. Therefore, it is now proposed that the partner 
organizations diversify their activities to include non-farm and off-farm microenterprise portfolios. 

Slow and steady expansion rather than quick expansion is essential to sustain the operations 
and ensure quality of services. 

It is important to service a sizable number of clients to reduce fixed costs. But experience of 
PKSF in its farly years showed that fast expansion without building enough capacity at the apex 
level may lead to adverse selection and losses in the long run. Therefore, a slow and steady 
expansion is!proposed until the apex develops human and technical capacity to deal with a large 
number of diversified clients. However, it is now learnt that PKSF cannot serve more than 200 
partner organizations given its capacity lest will dilute the quality of services. Furthermore, it is 
suggested that one loan officer should not be responsible for more than 6-10 partner organizations 
at a time to ensure good quality of services in capacity building and good monitoring. 

Sustainability needs to be insisted upon for the partners, and for P KSF. 

I 

Although PKSF always insisted that the partner organizations charge commercial rates and 
cover at leastj the operating costs, it never made it mandatory for loan approval/renewal. However, 
it is now realized that operational and financial sustainability of NGO credit operations is important 
for the partner organizations to service their clients and loans from PKSF and therefore should be 
addressed explicitly. 

7. Environmental Conditions 

Sevdal environmental factors have been instrumental in the operation and performance of 
PKSF. 

A go~ernment committed to provision of microfinance services. 

The ([JOB has allocated a significant amount of funds (Tk. 1100 million) to the establishment 
and operation of PKSF. More importantly, GOB has provided autonomy to PKSF in its management 
and operation. 

Huge retailing capacity. 

A lar~e MFI industry with over 2000 NGOs with retailing capacity exists in Bangladesh. This 
offers a large! pool of applicants to choose from and attain an optimal size to reduce costs. This also 
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facilitates dtversification of partner organizations with several borrowers over several geographic 
areas to red~ce risks due to covariance in incomes. 

A long track record for NGOs in provision of micro finance activities. 

The 
1
MFI industry is composed of big NGOs that have grown over the last two decades 

through learµing by doing and heavy donor support that can function as mentors to smaller NGOs 
and reduce •heir learning time and costs. 

I 

Hig1 donor empathy towards Bangladesh. 

i 

Thefe has been abundant donor funds pouring in for over two decades into Bangladesh, 
especially a*er major natural disasters that tend occur at least once every two years. The funds have 
been chann~led through both big and small NGOs and has encouraged several small NGOs to 
become active in microfinance activities and create a huge pool of experienced (not necessarily 
efficient!) r¢tailers. 

I 

Ade~uate supply of human resources. 
I 

Thete has been no constraint in the supply of educated and skilled people to work with 
microfinanc institutions. While the saturation of employment opportunities in the government and 
banking sec ors has contributed to the huge pool of well educated personnel that can be recruited by 
the NGOs, he reputation ofNGOs as good and reliable employers and their popularity have also 
been prim reasons for the unconstrained supply. 

demand for microjinance services. 

The ~ffective demand for microfinance services at commercial rates has been very high. It 
is reported trat only 18 percent of eligible borrowers are serviced by the existing MFis. 

! 

B. Fut~re Plans 
I 

The !lessons learnt since inception have been incorporated into future plans that are drawn 
to improve •he services by PKSF. 

i 

PKSF has developed business plans and has charted out future directions to strengthen its 
role as a ca~acity builder and creditor of micro finance institutions in Bangladesh. The future plans 
include ex~ansion of micro credit operations both in volume and geographical coverage, and 
strengtheni~g ofNGOs to evolve as sustainable MFis. The specific plans include the following: 

i 

Planls to expand activities include expansion in financing both small and large NGOs. 
Therefore, al special window to service large partner organizations is now planned so that the special 
requirement~ oflarge partner organizations can be effectively met without much delays. However, 
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future plans ~end to limit the size of the clients to around 200 to provide effective services and attain 
sustainabilitr. 

Also.I schemes are implemented to strengthen the MIS capacity and MIS tracking systems of 
the partner ofaanizations so that quality information can be collected on a regular basis that can be 
used for creqit rating and as an early warning device. 

A net training unit is set-up to improve the capacity of the partner organizations and PKSF 
staff. The newly formed training unit is now developing about 19 training manuals covering the areas 
of financial i1i.anagement, accounts keeping etc., that can be used to train their partner organizations 
who in tum }vill train their borrower groups. It is expected that the training unit will function as 
trainer of trafners. 

I 

In o:· er to strengthen its role as a regulator/supervisor of its partner organizations, it is 
currently est blishing policies of its partner organizations on financial sustainability criteria, loan 
classificatio and loan loss provisioning, relending rate structures, accounting practices and systems 
to separate cl· sts from lending and non-lending activities of the partner organizations. It is expected 
that the adhe ence of PKSF guidelines will help the partner organizations to attain sustainability and 
behave prud ntly. 

i 

A st~dy on evaluation of PKSF has been commissioned in 1997 and expected to be 
completed i~ 2001. The study is anticipated to provide guidelines for improvising the quality of 
services. 

I. Case Study of a PO: PMK 
i 
I 

PMKI was started by a female social worker from a wealthy and reputable family in 1988 to 
provide relief services to the flood victims. Later, with some grants from the GOB and local donors, 
initiated trairting programs for women in income generating activities. A grant from the Australian 
High Comm~ssion in 1993 for Tk. 125,000 was used to start credit program for women. 25 Groups 
were forme with 500 members and loans were made and training in credit management and 
leadership ere given to the members. The Grameen Bank model was followed in designing the 
credit and sa~ings program. 

i 

Afterl operating the credit program for about a month, applied for loans from PKSF at the end 
of 1993. Tuel application was rejected on the grounds oflack of experience. Later, the application 
made in 199f,, after about a year of operating the credit program, was accepted and an initial loan 
was granted 1for Tk. 100,000 without any suggestions. It took about five months from the time of 
application t~ disbursal of the loan. 

I 

II. Casel Study of a PO: Social Upliftment Society, Savar. 
I 
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SUS was started by a female social worker in 1988 to provide relief services after the 1988 
floods and was later transformed into a MFI in 1990. Proshika, a big NGO, provided Tk. 350,000 
as grant frodt 1990-1992 to finance the credit activities, provide adult education to group members 
and to cove~ initial operational costs. 

After 1992, SUS applied for a PKSF loan. SUS was appraised by PKSF within seven days 
from the time of application and was approved for a loan within a month. Suggestions were made 
by PKSF of¥cials to use double entry book keeping system, to subdivide a group of 25 into five sub
groups with pve members each, to increase the repayment schedule from 25 bi-monthly installments 
to 50 weekly installments, and to increase the number of group meetings from one a month to one 
a week. Uuon acceptance of the majority of the suggestions. an initial loan was granted for Tk. 
100,000 at 2 percent/yr although SUS demanded Tk. 300,000. 
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VIII 

Potential and Challenges for the Apex 

PKSF was created in 1990 with a mission to facilitate financial institutional building and 
expansion of existing financial institutional capacity to improve access to financial resources for the 
poor. In order to fulfill the mission, PKSF has been functioning as a wholesaler of funds, and source 

I 

of technical assistance and training facility for capacity building of the clients. 

PKSF has been successful in continuously increasing the number of partners served each 
year, in maintaining a good repayment performance at both field and client levels and has become 
financially s1t1stainable. The current performance of PKSF is based upon the following factors: the 
environment characterized by large number of NGOs who have capacity to retail micro loans, pride 
involved in :tnaking the apex a success and show case it as product of local efforts, a government 
committed to encourage microfinance activities. In addition, the ownership structure that limits 
government bontrol, high quality of the board members, competent staff whose efforts are aligned 
with incenti1es, ability to utilize the legal procedures to add credibility to the threats, and continuous 
availability of funds as grants from a single donor in the initial stages without any stringent 
conditions except accountability for use of funds. There exist potential in PKSF to continue its 
current performance and play an expanded role in promoting the MF Os in Bangladesh if the above 
mentioned factors continue to exist. However, the role of PKSF as a wholesaler of funds, capacity 
builder, regµlator/supervisor and credit rating agent may be challenged by several factors. This 
section disc~ses the potential and challenges faced by PKSF in servicing its mandate/mission. 

A. Role as Wholesaler of Funds: 

The existence of a huge demand for financial services, and the large number of retailers who 
lack funds bht have abilities to provide microfinancial service offers a substantial market for PKSF 
services as ai wholesaler of funds. It is reported that at least about 400 small MF Os reach the poorest, 
record good repayment rates and are operationally viable so they can qualify for PKSF loans. 
Furthermore, there exist big NGOs with a long track record and large outreach but with fund 
constraints that can be serviced by PKSF. While the big NGOs can increase width of outreach, the 
small N GOS can increase the depth of outreach of PKSF. In addition, the big N GOs financed by 
PKSF can nprture small NGOs according to PKSF guidelines and thereby increase the outreach by 
sustainable MFOs. Therefore, a critical mass exists for PKSF as a wholesaler to reach an optimum 
scale of operation and reach the poor. 

Thete are several challenges, nonetheless, that may constrain PKSF's wholesaling activity. 
First challenge is concerned with its outreach ability. It has been suggested by the PKSF officials and 
governing ~ard that PKSF may be limited in its capacity to efficiently serve more than 200 partners 
at a time \\[ith the current human and financial resources. It is opined that an apex may have 
limitations to growth if it intends not to dilute its activities. Whereas servicing a limited number of 
clients may lfacilitate maintenance of quality of services, it may restrict the entry by future potential 
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clients unless PKSF can device a mechanism to phase out old clients. But, it is not profitable and 
incentive compatible to drop well performing members unless they have graduated to full 
sustainability. However, there are very few clients of PKSF that can be classified as fully 
sustainable. 1;3ut, they have potential to reach full sustainability in few years. For example, two of 
the POs interviewed for this study, SUS and PMK, reported that since they began their partnership 
with PKSF in 1993, they have increased their outreach, record 98 percent repayment rates in the field 
and have atti+ined financial sustainability in the past five years. But, the POs may require to borrow 
from PKSF at concessional rates for at least another four years before becoming fully sustainable and 
be able to borrow from commercial sources. So far, only one PO, ASA, could successfully access 
loans from alocal commercial bank. Besides, there exist few alternative sources of funds for MFOs. 
Therefore, it 1might be difficult for PKSF to drop existing partners, especially the good ones, to create 
room for neMT ones without compromising its twin objective on capacity building of MFOs to 
become sustainable. Therefore, the self-imposed ceiling on the number of partners that can be 
serviced by 1PKSF may dampen the growth of new MFOs that may require and qualify for PKSF 
loans. So, P:J(.SF may be challenged to expand its portfolio and also maintain the quality of services. 

The 'second challenge for PKSF is its ability to diversify the portfolio. There has been a 
growing deil[land for funds by the POs to provide housing and small enterprise loans, and loans for 
installing sanitation facilities (latrines). With the drying up of donor and government funds to 
provide housing loans, the NGOs are approached for such loans but they are faced with severe 
constraints ~o make them. PKSF has been restricting the use of its funds by its partners to only 
provide microloans for non-farm activities. Some diversification of PKSF's portfolio may be 
deemed necessary in future to meet the growing demand. 

The 1 third challenge is its ability to appraise loans. PKSF uses Grameen Bank financial 
technology as a standard to assess the applicants. The use of a proven and single methodology as a 
base can help standardize the screening and evaluation of applicants and can be facilitate easy 
learning by ioan officers with no prior banking experience and can reduce costs. But in the long run, 
this may di~courage emergence of innovations in microfinance technology. In addition, PKSF 
follows very strict criteria in selection of its POs. Indeed, if PKSF fails to adhere the strict rules for 
screening, selection, monitoring of the POs and enforcing the contracts, it may fail. But, transparent 
and strict criteria may sometimes prevent selecting NGOs who may have potential to reach the 
poorest but may not meet all the selection criteria set by PKSF; exclusion of such POs may reduce 
the depth of outreach by PKSF. For example, NGOs who serve in distress areas where recovery rates 
may not be very high may not be selected according to the current criteria. Furthermore, PKSF uses 
small initiai loans and graduated repeat loans as a technique to gather information on its partners. 
While such a technique may be essential at the beginning when an apex may not have good appraisal 
techniques and when servicing a newly established NGO, it may have to be changed as the apex 
matures antl begin to service established NGOs. Graduated loan sizes may not be required as a 
screening mechanism for large NGOs who have a long and well documented track record. PKSF is 
therefore challenged to develop loan appraisal techniques to suit the diverse set of applicants who 
may not fonow Grameen bank model, service in risky areas and may have a long track record. 
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B. Role in Capacity Building 

In or~er to facilitate the capacity of MF Os, PKSF has been providing technical advice and 
access to training programs to its partners. A new training cell has now been created within PKSF 
to strengthen'. both PKSF and its PO's capacity in implementing microfinance programs. 

Several MFO applicants are provided with suggestions on their design and maintenance of 
records before they qualify for loans from PKSF. As part of capacity building, the POs are constantly 
monitored and guided with technical advice and training to perform well, become sustainable and 
access finance from commercial sources. It is reported that several POs are at least operationally 
viable and have capacity to attain financial and economic viability while there were very few 
sustainable MFOs before PKSF began operations. It is now expected that by 2000, the POs will 

I 

maintain an average repayment rate of at least 95 percent and that the number of financially viable 
POs will represent 60 percent of the total borrowing POs (Interview notes). It is claimed that 
insistence o:ff PKSF on strict repayment rates and charging of at least commercial rates of interest 
have made i~s partners to be prudent in their operations and become sustainable. In addition, several 
POs suggest that the training programs arranged by PKSF at specialized agencies and at successful 
MFOs enhaiice their overall skills to perform their activities (PKSF, 1997). 

While the technical advice has been rated as helpful by several partners, there are some 
challenges ipvolved in providing it. PKSF advises its POs based on the experiences of Grameen 
Bank. Whereas it may be useful to several NGOs that may willingly replicate the Grameen model, 
it may restrain those who may desire to innovate new models or modify other existing models. 
Besides, big NGOs may follow diverse models and may consider as a blow to their ego when 
suggested tq follow a rival model; this may impair the cordial relationship between PKSF and the 
POs. It is tl).erefore a challenge to PKSF staff to strengthen their ability to appreciate the strength 
and weakn~sses of diverse models and develop flexible methodologies for trouble shooting and 
technical assistance. 

CUf11ently, training at PKSF is not charged. It is considered difficult to offer training programs 
on a cost covering basis. In addition, several other organizations train MFOs for free. PKSF is 
challenged to avoid duplication and develop unique but effective training programs at reduced costs 
to compete with them. Furthermore, while training may be essential only for small POs since they 
may not be continuously trained by other organizations, the big POs such as BRAC, Proshika and 
ASA have their own capacity to train their personnel and may not require training from PKSF. Also, 
PKSF cannbt train all MFOs - POs and non POs - in capacity building without being financially 
supported (subsidized) by some donors. 

Adqed challenge comes in dealing with conflict of interests due to provision of technical 
assistance. If the NGO that avails the technical advice from PKSF could not perform well, the PKSF 
may be obltgated to bear the responsibility for the failure. This may create conflicts of interest due 
to provision of technical assistance. In order to reduce the failure rates, PKSF may then be compelled 
to a proven

1 
design ( eg. Grameen Bank) as a base in advising its POs. 
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C. Role as supervisor/regulator of MFOs 

PKSF has been monitoring its clients and enforcing contracts using credible threats to 
safeguard it~ portfolio. Several mechanisms such as MIS, AIS and regular audits are used effectively 
to continuodsly supervise the performance of the clients. High repayment rates and member savings 
that should be maintained in a bank are mandatory and savings and should not be used for credit 
programs ufless POS have a proven track record in lending activities and follows good financial 
accounting procedures. PKSF also imposes a minimum lending rate of 16 percent/year so that the 
POs do not lend below commercial rates. In addition, PKSF also promotes its POs to set-aside a 
portion of their incomes as reserves and become self-sustainable. PKSF encourages its POs to at 
least cover the operating expenses and funding costs from interest incomes. However, there are no 
strict rules. Ion sustainability issues and PKSF does not insist on the PO's product mix, cross
subsidizatiqn between non-financial and financial services or lending from grant services, loan 
pricing or It' an loss reserve policies, level of mandatory savings, and separation of accounts for 
various serv ces. Although PKSF could promote savings mobilization and sustainability, it has been 
difficult for . KSF to set targets for POs regarding their savings mobilization or time limit for cost
covering, profitability, equity build-up etc since there has been no knowledge base to draw upon to 
set the guidelines required to regulate the MFOs. 

PKSF officials suggest that PKSF will be able to extend its role as a supervisor/regulator 
from its clients to the entire MFO community in another ten years. Even if PKSF develops 
guidelines ~o supervise/regulate its clients and protect its portfolio, it may not be effective to 
implement i with the entire MFO community. Indeed, it cannot and should not play the policing role 
to all the 10 0 plus NGOs who provide financial services in the country without conflicts of interests 
within the PKSF objectives. While some indirect regulation of POs is possible, it may be less 
advisable to police the entire MFO community. 

D. Maintenance of Institutional Stability 

PKSF has been applauded by MFOs for its ability to be politically free and for being a 
I 

corruption 1ee organization governed by a reputable board who operate with a mission and vision. 
While PK~r is stable to guarantee institutional sustainability, PKSF is not completely immune to 
few externa~ and internal risks. It is not sure if the future governments will respect the autonomy of 
PKSF. External funds to PKSF from donors without proper assessment may tempt PKSF to expand 
beyond its capacity. While the current board is aware of this and is cautious about expansion, one 
needs assurance that the cautious policy will continue in future. 29 It is necessary for PKSF to 

29 
! 

Until 1995-96, of the Tk. 1100 million received from the GOB, Tk. 732.2 million was used 
forlr' nding to POs (67% of the funds) and the rest invested in banks to build the capital. But 
whe IDA loans were released, PKSF began using part of the GOB funds invested in banks 
for isbursing loans to POs. (???is cautious lending and investment relaxed due to IDA 
loans??). 
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maintain and successfully implement the mission in future even after the current board leaves office. 
It is suggested that PKSF may require the current board members to continue for at least another 
eight years td build a solid foundation that cannot be shaken easily in future. However, PKSF should 
proof itself from becoming too dependent on or dominated by the current board members and adopt 
their ideas as the only vision for ever (their vision cannot be 20/20 and may require changes in 
future). The challenge is to assure that PKSF can allow a dynamic vision without altering the basic 
tenets of PKSF. 

PKSF may also be challenged in improving its reputation with the local banks as a prudent 
lender. So ftr, only one big PO, ASA, has been successful in accessing loans from a commercial 
bank. The loan was sanctioned based on the collateral offered and not on the excellent track record 
with PKSF. If banks refuse to finance big NGOs that maintain a long track record, how will small 
POs, even though maintain good repayment rates and books, be able to access bank loans, especially 
if they lack qollateral and PKSF reduces its support to accommodate more/new partners? 

i 
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IX 

Conclusions and Implications 

The performance of PKSF has provided important lessons. They include the following: 

I. An apex with mission directed towards economic objectives is successful in maintaining 
goodirepayment rates on a continuous basis. 

2. An apex that accepts/assumes risks and manages risks through rigorous screening, 
monfaoring and credible threats is successful in maintaining continuous good repayment 
performance. 

3. Role lof an apex may be primarily served by retailing of funds until the apex builds its own 
capacity to play the role of a capacity builder. 

4. Govqmance structure of an apex matters in increasing the immunity to external/political 
forces and in reducing conflict of interests and rent seeking activities. 

5. Less 1flexibility in client selection may affect performance in terms of outreach. 
6. Pre-conditions matter in the performance of an apex. The necessary conditions for the 

perf~rmance of PKSF include the environment characterized by several MF Os who have the 
retailing capacity to reach the poor and high demand for microcredit and savings services for 
employment generating activities. The sufficient conditions include a prominent governing 
board composed of reputable persons, adequate human resources, and the political and global 
environment. The global environment characterized by increased donor pressure to finance 
only 1sustainable MFO credit activities is disciplining the MFOs that are heavily dependent 
on d9nor funds to finance their credit operations. Government of Bangladesh has realized 
that tnicrocredit can be successfully provided by MFOs, especially the NGOs and therefore 
has incentives to promote PKSF as a wholesaler to the MFOs. Besides, a well functioning 
apexl can be used to attract donor funds. (???The government can manipulate nationalized 
commercial banks to dole out money. In short, while banks are vote catchers, PKSF is not 
and J!ias less potential to do so since it deals with NGOs! ! ! . The banks perhaps help PKSF 
to keep the government away???). 

B. Is apex necessary for Bangladesh? 

PKSF emerged in a market where there is substantial microfinance experience. Grameen 
Bank, BRAiC, Proshika have been operating for over 20 years with a wide out reach with a 
standardized financial technology and has influenced the MFO industry extensively both in 
Bangladeshi and abroad. PKSF was formed in 1990, almost two decades after the big NGOs have 
been operating in the country. This has raised questions as to the justification of PKSF. 

I 

. apex can be justified for wholesaling of funds if there exists a huge market and huge 
retailing capacity. The retailers may be fund constrained because they cannot access commercial 
sources due to lack of legal structures to protect public depositors and reluctance of banks to finance 
MFOs since their assets are not yet saturated with loans that yield the highest risk adjusted returns. 
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It should be able to attain a scale of operation that can help it break-even. To attain an optimum scale 
of operation with profitable MFOs, adequate mentoring by MFOs with a long track record may be 
required. 

. apex may be justified for capacity building when there exists scarcity of sustainable 
retailing capacity given fund availability, and scarcity of mentors to promote MFOs. However, 
scarcity of reputable people to serve on the board of an apex may undermine its operations . 

. Overall impact of an apex on credit availability may be modest. However, ifthe impact 
on promotin~ sustainability and prudent practices ofMFOs are significant, an apex can be justified. 
Sustainability ensures outreach tomorrow. 

In Bangladesh context, while PKSF can be justified for wholesaling activity, little 
I 

justification ~xists for its role as a capacity builder of the entire MFO industry. Grameen Bank and 
the other big NGOs have had the time and funds to experiment and learn by doing. These big NGOs 
may require the apex funds only for their on-lending activities. But, several small NGOs may not 
have access to funds for capacity building nor have time to innovate. These small NGOs may be 
compelled to use apex funds for on-lending and donor funds may not be available or limited for 
capacity building. This has provided the justification for the involvement of PKSF in capacity 
building. However, an apex cannot replace the learning experience that a MFO goes through the first 
few years of its existence. 

C. Replication and trajectory: 

Replication 9f PKSF: Difficult to replicate all the criteria required for selection of partners. But 
insistence ort governance structure, MIS, recovery rates can be replicated well. 

Trajectory f~r PKSF: Will be difficult for banks to finance microclients cost effectively without 
some guararttor. Therefore, apex can develop relationship with banks to do the following: can 
guarantee POs who can borrow from banks; credit rating for POs; make banks buy bonds and 
securities frtjm apex. For all these, PKSF has to be credible as a prudent lender. 
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