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III Abstract 

Microsavings – The unknown brother of microcredits and a perfect tool to erase the 
poverty and create the longed financial inclusion. The purpose about this paper is 
to defend the benefits of microsaving products in the Microfinance Institutions. Its 
objective is to research the impact of the Direct Benefits and Indirect Benefits after 
introducing microsavings products in a Microfinance Institution. The Direct benefits 
are the profits that are produce in some costs by a microsaving product. While the 
Indirect Benefits are the profits generate in a near future as a consequence of 
commercialization a microsaving product. Hence, we will submerge into the 
present market of Latin America. We analyze a Microfinance Institution, ADOPEM, 
in order to understand the importance of these products and the benefits that 
produces for this institution. Once the observing is concluded we highlight the 
advantages or disadvantages of introducing different types of microsavings 
products in a Microfinance Institution. The final goal is to convince to use this 
finance tool to reach a profitable way. 
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1. Introduction 

Initially we need to explain the meaning of microsavings and its implication in 
microfinance to understand the weight that it has in economic development. There 
are three different ideas linked to the word “Microsavings”: savings made by low-
income or poor people, small quantity of savings and savings held at organizations 
specialized in microsavings (Hulme, et al., 2009). On the other hand we can find 
the economical point of view. It is said that savings is just one option within a wide 
range of sources of funds. This is just a technical vision of this inclusive tool 
(Hannig, 1999). 

This paper talks about the challenge of introducing microsaving products in 
Microfinance Institutions (MFI), and the benefits that they would bring. The small 
deposits of poor clients are the new finance tool that inserts these low income 
customers in the finance environment. The consequence of this challenge is the 
cost-efficient saving opportunities and access to small business finance 
environments, where most of the population continues to be unbanked (Bald, 
2008). 

Our hypothesis is that introducing Microsavings in Microfinance Institutions help 
them to achieve their objectives and strengths their capacity. We want to prove in a 
technical and academic way that this issue accelerates MFI development. The 
provider of this idea was FUNDACION CAPITAL1 that offered us this opportunity to 
research about it. Nevertheless it is a hot topic in Microfinance. 

The beginning of microsavings as a hot topic started in the late nighties. Some 
problems flourished with microsavings and various authors decided to research 
about it thorough the Consultative Group to Assist the Poorest (from now on, 
CGAP) and the German Technical Cooperation Agency (GTZ)2. They worked and 
presented the following issues: 

First, a lack of saving tools creates problems at three levels: individual, financial 
institution and national economy (Elser, et al., 1999). 

Second, problems like the security of savings and confidence, the liquidity of the 
savings option, the transaction costs3 and low real interest rates, bring concern to 
savers (CGAP, 1998). 

Third, there are different approaches about microsavings as a) some political 
forces aiming poverty eradication and wealth redistribution of income on a broad 
level, b) microsavings as a technical approach to support the efficient provision of 

                                            
1
FUNDACION CAPITAL is an international development organization that imagines, creates and 

tests innovative ideas with the goal of eliminating poverty. 
2
 GTZ assists the German Government in achieving its objectives in the field of international 

cooperation. 
3
 The cost of making a deposit and of liquidating it, e.g. the time spent traveling to the financial 

institution. 
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small and micro financial services, and c) the growing of microsavings as a 
business opportunity (Hannig, 1999). 

During the last decade two papers were written that we need to highlight. The first 
is Portocarrero et al (2006). The Inter-American Development Bank4 supports this 
study about the best way of funding MFIs. In this paper the researchers soon 
highlighted the higher operational costs through mobilizing deposits of small 
savers. The conclusion of this study refers to the unprofitability of microsavings 
products. They affirm that the process of mobilizing deposits it is too expensive. 

This contrasts with the paper of Martin and Westley (2010) supported by the 
Consultative Group to Assist the Poorest (CGAP)5 that defends the profitable way 
of implementing this kind of products in Microfinance Institutions. They mention the 
importance of cross-selling, future profits of small savers and technology to cover 
the high operating cost. 

Our methodology of study is the academic and the empirical way. Firstly, we 
support our hypothesis with a lot of arguments that prove the need of studying this 
topic. We defend our ideas with papers, books and case studies that treat about 
microsavings problems in Microfinance Institutions. We think that this is the best 
path to support our hypothesis. Then the case study of ADOPEM6 gives us the 
empirical point of view that every research needs to defend an idea. We analyze 
the pre and post historical results before the implementation of microsaving 
products and its consequence in the institution. 

The layout of our paper consists on the following sections. In the first chapter we 
analyze some features of microsavings and some relevant data about the history of 
this kind of product. Then, in the second chapter we are focusing on the main 
benefits that microsavings could provide to a Microfinance Institution, supporting 
our research with a few references of authors and with some case studies. Finally, 
in the third chapter we analyze ADOPEM, with some ratios searching the 
consequences of launching three different products. 

  

                                            
4
 IDB is the main source of multilateral financing in Latin America. It provides solutions to 

development challenges and support in the key areas of the region. 
5
 CGAP is a multilateral microfinance initiative currently supported by 26 bilateral and multilateral 

donors. 
6
 ADOPEM is a Microfinance Institution operating in Dominican Republic. 
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2. Chapter 1: Overview of microsavings 

We need to understand that deposits are no longer the forgotten half of 
microfinance. “Deposits represented 61 percent of liabilities in 2000 and 65 percent 
in 2003, and thus constitute the dominant funding source for MFIs” (Portocarrero, 
et al., 2006, p. 18). 

Rutherford7, defending the financial diaries done in Bangladesh, says that even the 
poorest households in the sample had some means, however fragile, of storing 
some cash against future needs (CGAP, 2006). Hence promoting microsaving is 
another pathway to progress in economic development, and it is presented as 
another instrument in the antipoverty arsenal (Armendáriz & Murdoch, 2005). 

Moreover, households save for different reasons. Low income families plan to use 
their savings for business purposes, building up assets, and for future consumption 
(Armendáriz & Murdoch, 2005). So that they can invest in new tools and 
businesses to improve their outcomes and could afford arrive to obtain more 
productivity forms of employment (Christen & Mas, 2009). 

The current evolution from the concept of microcredit to microfinance reflects the 
acknowledgment that saving services, not just loans, may help to impulse progress 
in the wellbeing of the poor in overall and of women in specific (Zeller & Manohar, 
2000); (MasIsaac, 1997); (Morris & Meyer, 1993). 

Finally, there is a lot of literature about the main differences between microcredit 
and microsavings but we want to support the idea of Roodman (2012). These two 
services allocate risk and obligation oppositely. Both can finance investment, pay 
for consumption, and help a household through health crises. This is why all but 
the poorest households want to save. 

The origin of microsavings and its evolution 

The history of microsavings started in 1983 with a microsavings rural project in 
Indonesia which originates in the Bank Rakyat Indonesia (BRI). During this decade 
the new lending procedures were joined with the widespread mobilization of 
voluntary microsavings (Robinson, 2001). The BRI achieved $18 million in savings 
after a decade of offering voluntary savings services in more than 3,600 bank units 
located in all the country’s sub-districts. In 1984, the microfinance program was 
improved to a commercial micro-banking system. As part of the reforms, BRI totally 
updated its approach to voluntary deposits and began to pilot projects in a major 
new savings initiative (CGAP, 2006). 

In the 90´s some microsaving initiatives were born in Bolivia as PROCREDIT. 
These initiatives were combined with access to commercial debt and investment. 
The institutional profitability and long-term viability make possible the outreach to 

                                            
7
 This argument of can be find in interview available in the CGAP paper, 2006. “Poor Peoples’ 

Savings: Q&As with Experts A compilation of 15 expert views on savings demand, products, 
delivery models, and policy issues” 
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low-income areas of the population (Robinson, 2001). In the other hand, we find 
Cambodia case, which began with ACLEDA as an NGO in 1993, and by late 2000 
it was approved as a bank. ACLEDA then began increasing voluntary savings from 
the public, and by December 2001 it had $1.9 million in 3,800 savings accounts 
(CGAP, 2006). 

In Africa the informal savings were the pioneers. The village banking prototype was 
introduced by CARE in Niger in 1991. Nowadays, CARE serves more than 2.8 
million people, (of which 75% are women), in 26 African countries (CARE, 2012). 

Meanwhile in Kenya in 1994 Equity Building Society (EBS) began its change into a 
commercial microfinance institution. It had mobilized voluntary savings between 
1984 and 1993, but it had a limited product range and its directors and staff knew 
little about customer demand. Then they improved their staff and began to revise 
its products and services, with the result that savings grew from $3 million in 
12,000 accounts in 1994 to $7 million in 41,000 accounts in 1998 (CGAP, 2006). 

At present we can found some institutions as ADOPEM with a catalogue of 
microsaving products. For example: passbook savings accounts, programmed 
savings, savings accounts and investment certificate8. 

Formal vs Informal 

Firstly, we want to compare some features between the formal savings and the 
informal savings. We defend the importance of an institution to protect the client. 
We found some researches about informal savings. Wright9 (2010) revealed that 
99% of customers saving in the informal sector reported that they lost some of their 
savings and on media they had lost 22% of the quantity they had saved in the last 
year. 

Other research on informal savings mechanisms shows that informal savings have 
several disadvantages as safety, returns, access to funds and anonymity. It is very 
strange but some participants of the savings groups save in-kind storage and they 
attach it to their bodies. In the way of the returns sometimes there are no profitable 
returns, furthermore, its procedures result in negative figures. Those clients desire 
an access to formal savings but with a low transaction costs and support with 
deposit discipline. The transaction cost is the impediment for clients to not save it, 
because it includes indirect cash expenses for transport, childcare, food, or copies 
needed to open an account. For the poor, transaction costs can swamp all other 
factors in favor of savings mechanism (Vonderlack & Schreiner, 2001). 

In addition there are more options for poor people to save. For example they can 
save at home, on the person or in cash. They use the deposit collectors and 
money guards and they can also make use of moneylenders and pawnbrokers as 
a way of saving (Hulme, et al., 2009). 

                                            
8
 This information was provided by ADOPEM through FUNDACION CAPITAL. 

9
 A research include in his paper: “Designing Savings and Loan Products” 
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In the other hand formal savings mechanisms have some advantages over 
informal services. They offer better safety, higher rates of return, faster access to 
funds, and greater privacy. Therefore, it may be useful to mix the strengths of the 
informal (low transaction costs and assistance with saving discipline) with the 
strengths of the formal (safety, positive returns, quick access to funds, and 
anonymity). Then if the clients want to retake informal savings they always do if 
they decide them as better (Vonderlack & Schreiner, 2001). 

“Thus the formal sector, for those lucky enough to have access to it, is safer both in 
terms of likelihood of losing any savings and in terms of the relative loss. Those 
with no option but to save in the informal sector are almost bound to lose some 
money – probably around one quarter of what they save their” (Wright, 2010, p. 5). 

Formal savings is a fundamental tool in an inclusive financial system. It provides to 
financial inclusion to the client, microfinance institution and industry levels. Savings 
services fortify the finances of low-income households and it strengthens the 
funding base of MFIs (AFI, 2010). Poor people also need useful financial services. 
This includes the chance to access and repay loans close to home, and preferably 
without the requirement to sit in time-consuming groups (Wright, 2010). 

As to the available types of formal products there is broad offer provided by banks, 
cooperatives, post offices and insurance companies. These products often require 
a minimum deposits/balances and exclude poor people in other ways. These 
produce physical and social disqualifies (Hulme, et al., 2009). 

Finally, there is a combined in terms of savings the semi-formal savings. It is 
provides by NGOs and other MFIs, both voluntary and involuntary (compulsory 
savings acting as loan collateral) (Hulme, et al., 2009). 

Different methodologies and products 

There is a great quantity of methodologies and products designed for poor people 
to save. But we want to focus only in the most relevant savings associations and 
products. 

First of all, the ROSCA is an association formed upon a core of members who 
make regular contributions to a fund which is given, in whole or in part, to each 
contributor in rotation (Rutherford, 1999). The procedure consists on accumulating 
savings during a cycle and then gives the whole quantity to one of the members. 

This methodology has several advantages and disadvantages. In the way of 
advantages the ROSCA has cost no money to run, it is wonderfully transparent, 
there are not complex books - its accounts are clear to each and there are not 
outsiders involved. In relation with the disadvantages there are twice very 
important. The first is what happen with those who first get the lump sums, 
because it is a perfect time to running away with the money. The second is that the 
system is unfair. Because the ones who get the lump sum first have a huge benefit. 
They get an interest free loan at their fellow-members expense (Rutherford, 1999). 
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Secondly, the ASCA is an association that works with rotating and accumulating 
savings and lending out to its members (Wright, 2010). It is like a credit 
cooperative or a credit union but in an informal way. The most important advantage 
is that savers are no longer required to borrow, and the size of loans can vary with 
need. On the other hand the most important disadvantage is that funds must now 
be stored, and bookkeeping and management become more complex, therefore it 
produces costs (Armendáriz & Murdoch, 2005). 

In addition another important methodology is the door-to-door deposit collectors. 
Poor people often pay others to collect and to keep their savings. Deposit 
collectors visit savers daily stall to pick up a small fixed amount. Meanwhile, the 
collector usually keeps the deposits in a bank or lends them out informally. The 
advantage of this methodology is that poor people are willing to pay to save 
because deposit collectors almost eliminate transaction costs. The disadvantage is 
that there exists an excessive pressure to the savers every time that the money 
collector arrives at the village. The savers feel an imperative obligation to give 
some kind of savings (Vonderlack & Schreiner, 2001). 

In order to know the modern products, we need to explain one of the most 
successful saving products that were created. The Safe-Save methodology 
developed in Bangladesh. It consists in offering one basic product: a passbook 
savings account, which allows maximum flexibility on deposits and withdrawals 
(any amount at any time). If clients wish, they may take out a loan the amount of 
which is linked to the client’s savings balance and increases with good repayment 
history (Hamp & Laureti, 2011). 

Following the formal products we include the savings accounts. The poor savers 
need this product to improve their lives. They are attracted by minimum balance 
requirements because they are illiterate. But it is a well-known fact that deposits 
with low amounts are very expensive for the MFI. The institutions need to exclude 
accounts below a certain minimum from receiving interest payments compensating 
the higher administrative costs of small accounts. The positive advance is that this 
provides an incentive for customers to increase their savings and to refrain from 
withdrawing (Hannig, 1999). Depending on the MFI these products are useful to 
create the financial inclusion or to increase differences between finance customers 
and poor people. 

Finally, we also have to point out that individual voluntary savings is the most 
successful product. The ones measured by the number of accounts and deposit 
volumes. This is particularly noticeable in institutions that offered individual 
alongside compulsory savings in group accounts (Hannig, 1999). But this 
compulsory savings are view as a bad way to decrease the financial cost using the 
client’s needs. It is consider a bad practice in Microfinance. 

Comparing Microsavings with other funding sources 

It is universally acknowledged that there are other ways of funding within the 
Microfinance sector. There is not only the savings to achieve an accessible source 
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of funds. In this case we want to explain the importance of the soft funds, the 
donations, the bond issuance and the stock issue. 

Soft funds also represent severe limitations. The lack of these subsidies and the 
fact that donor and government support is often fragile. It is difficult for MFIs to fix 
their self-sufficiency funding base. MFIs require a stable and abundant source of 
funds. Once MFIs suffer from liquidity shortages the incentive for on-time 
repayment will be weakened. In consequence, the delays rate is likely to increase, 
producing a negative effect that can lead to technical bankruptcy of the institution. 

Donor funds could influence more in the management criteria than the own MFI in 
the interest of the Institution. The board may govern with more self-reliance 
providing the best possible services to their customers. The client’s perception is 
influences by the funding source. Donor funds might be considered short-term tool 
and reliable than financial institutions using commercial funds. Even though 
effective in the short run, constitute second-best options for funding in the long-
term (Elser, et al., 1999). 

Bond issue has a weak impact in Latin America, only some MFI have been used 
bonds in recent years. Ones of this are MI BANCO in Peru and BANCO 
COMPARTAMOS in Mexico. The first to implement this type of funding was 
BANCO SOL in Bolivia in 1997. This issue was $ USD 3.0 million and it was 
accompanied with the partial guarantee of USAID, but its continuity was cut, 
because of high costs. It is important to mention, that it could be a cheap source to 
raise funds, but if the MFI it is not prepared and well structured, this could be more 
expensive than others types of sources (Portocarrero, et al., 2006). 

In addition the Stock Issue is another possibility that has MFIs to take funds. There 
are two types of emissions, the public offer and private provision. By definition, 
public offering, also called IPO, requires a process more elaborate and therefore 
more difficult for the MFI's. On the other hand, the issue of private actions is a 
simpler work; first you need a resolution of the general meeting of shareholders, to 
be formalized in a public document, when it approves leads to the issuance and 
distribution of the new shares, in proportion to the partners in the equity. 
(Portocarrero, et al., 2006). 

We might to highlight the IPO. It is a new phenomenon in microfinance, and the 
success of the COMPARTAMOS10 issue raises the possibility that other MFIs may 
contemplate raising equity by public offering. Meanwhile the microfinance sector is 
only starting up with IPOs (Rhyne & Guimon, 2007). 

Finally, we want to discuss the trends of funding structure in the MFIs (Chart 1). 
This research from Mix Market in 2010 shows how the MFI’s are structuring their 
sources of funding. The main sources are debt, equity, and savings (deposits).  

The main thing that it is necessary to highlight it is the weight of deposits. It 
represents the 42% of the sources that Banks has to support its liabilities. In 

                                            
10

 We are referring to BANCO COMPARTAMOS. 
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figures is USD$14,450,000,000. On the other hand debt only represent 
USD$5.588.247.108, so we conclude that the deposits is the cheaper and the 
preferred way to fund MFIs. 
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3. Chapter 2: Main benefits of introduce a microsaving product in a MFI 

It is a well-known fact that the research about microsavings advantages is very 
weak. As we explained in the introduction, the most important authors are Westley 
and Palomas (2010) and Portocarrero et al. (2006) and they wrote about this issue 
in “How should Microfinance Institutions best fund themselves” and “Is there a 
business case for small savers?” These documents defend opposite ideas. The 
first support the disadvantages and the high operational cost to implement and 
manage microsavings products in the MFI´s. On the other hand, the CGAP paper 
proposes a study based on two MFI that works with different microsavings 
products and the profitable path that originate those products. 

We decided to use both documents in our research as a starting point to make a 
greater in-depth analysis of our goal. The structure of our paper has more relation 
with “Is there a business case for small savers?” Our point of view relapses in the 
profits that are produced with microsavings. Not only in the way of operational and 
marginal costs, but also in the “indirect benefits”, the incomes produces by other 
products or other future services that the MFI receives from those clients. 

In the other side the “direct benefits” are the operational cost, the marginal cost 
and the financial cost. Westley and Palomas (2010) defend the idea of profitability 
through other pathways in his research. They defend that the marginal cost, cross-
sales, technology, higher loan rates for smaller and otherwise costlier-to-make 
kinds of loans, higher fees and/or lower interest rates on savings accounts, and the 
progress of small savers to future success produce profits in the MFI. 

It is significant that Portocarrero et al (2006) identify that mobilizing deposits has 
allowed many MFIs to proposal a new financial service to their customers and 
change beyond their earlier attention on microcredit. They said that deposit 
mobilization has also abridged financial costs, expanded MFI funding sources and 
eased increases in leverage. 

Furthermore, increasing confidence on deposit mobilization has made MFI funding 
steadier because deposits both atomize the MFI’s liabilities and reduce the MFI’s 
necessity on other external sources. Deposits and borrowing are oftentimes paired 
funding sources at many organizations. Due to the elongated terms of much of the 
borrowed funds, their assistance solves problems of term mismatch and facilitates 
medium-term financial planning (Portocarrero, et al., 2006). 

For Portocarrero et al (2006) there are more benefits, but in specific situations. 
These benefits include a greater public image, the better willingness of borrowers 
to pay back loans to an institution that gets its funds from the local community, and 
the greater levels of responsibility and carefulness which are likely to be mobilizing 
deposits outcomes in high operating costs, predominantly when deposits take the 
method of small savings accounts. 

Consequently, many MFIs focus most of their energies on collecting time deposits, 
although they have higher financial costs. In another way, time deposits have 
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meaningfully lower operating costs, help to alleviate term mismatch risks, make 
financial administration more predictable and facilitate liquidity management 
(Portocarrero, et al., 2006). 

Direct benefits 

To begin, some features will be explained, about direct benefits that savings brings 
to the MFI’s. One of the most important issues is the funding path. The MFI uses 
the savings accounts and the deposits to fund by its own sources. The ways that 
next lines are followed, consist on the high value actions that create profit to MFI 
thorough microsavings. In this section it will be analyzed the operational costs and 
the differences between total cost and how marginal cost is affected by the 
implementation of microsavings, and profitability in earnings. 

Before mentioning the advantages of the direct benefits cost. It is necessary to 
know a few about transactional cost. Transactional costs are considered to be of 
substantial interest of development finance (Hannig, 1999). 

In transaction cost, it is important to note the geographical proximity, because it 
plays a major role, the closest the MFI is to the customers, the more they will use 
their services, and in consequence, it will have higher volumes of transactions, 
thus, if the clients are able to access products easily, transaction costs will be 
reduced (Hannig, 1999). 

a) Cost analysis on microsavings 

Mobilization of the micro-savings products can help to the MFI’s to expand and 
reach deeper the outreach of the poor. Following Dr. Alfred Hannig, in his study 
“Mobilizing microsavings” he says that savings are a source of funding, and brings 
low financial costs, compared with other sources like commercial debt, or equity 
(Hannig, 1999).  

“In their start-up phase, many Latin American MFIs depended on grants and loans 
from donors and governments. Currently, however, deposits are by far the main 
source of MFI funding.” (CGAP, 2006, p. 3). 

A large number of poor households could use saving products above to demand a 
credit product; they prefer to use their savings, before asking for a credit. In fact 
this funding source it is more stable and can offer expansion on the lending 
operations, and hence for the poor clients microsavings can contribute to the self-
sustainability of the MFI, producing cheaper funds than the banking market. 
However, it could be a trade-off between cheaper financial costs, and the high 
operational costs of mobilizing and administrate savings (CGAP, 1998). 

Appropriate financial institutions and institutional settings are at the core of savings 
mobilization. Large volumes of savings will only be attracted when appropriate 
financial products and institutional arrangements are easily accessible. Savings 
mobilization itself may become a strong incentive to improve the performance of 
MFIs and contribute to institutional viability and sustainability. Savings products 
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than can serve many more clients by credit, so that the introduction of savings 
products may considerably improve the client outreach of MFIs. The incorporation 
of savings facilities may induce more demand-driven services and, hence, improve 
efficiency and profitability in order to provide a sustainable basis for expansion 
(Fiebig, et al., 1999). 

It is important to point out that an effective and prudent regulation with a good 
supervision is essential in order to enforce the reliability and confidence of the MFI 
to the public, in the financial operations of the MFI (CGAP, 1998). 

In this section, the different types of cost will be examined inside the mobilization 
costs, and finally a study realized by David Richardson in 1999, of 15 Latin 
American MFI`s of their cost mobilization. 

It is a fact that considering implementing savings in a MFI bring a large increase in 
total costs of the institution, and therefore, the institution will be inefficient and 
uncompetitive. For the same reason, many of the MFI's around the world have 
rejected the possibility of adding to its portfolio of products, microsavings, mainly 
because they do not see the possibility of economies of scale, despite the high 
demand there for savings products (Richardson & Oliva, 2002). 

To start with the analysis of cost, it is important to know which kinds of costs are 
involved in mobilizing microsavings. There are three main areas of outlays to 
consider when evaluating the total operating costs of a savings mobilization 
program: financial costs, direct administrative costs, and indirect administrative 
costs and all of them will be explained (Richardson & Oliva, 2002). 

Financial cost is the amount of interest that MFI pays to the depositor. This active 
interest rate is multiplied by the amount of money that the depositor has in their 
account. Financial costs include, interest, insurance, taxes and dividends 
(Richardson & Oliva, 2002). 

Direct administrative cost encompasses those cost incurred by the result of the 
administration of the savings mobilization, such as human resources, marketing, 
tellers, and security guards, and marketing activities and commissions. Using this 
definition, do not mean that all 100% of all direct cost must be allocated to the 
savings mobilization (Richardson & Oliva, 2002). It is important to analyze the 
percentage that each human resource uses to the savings mobilization products, in 
order to do an effective cost analysis.  

Indirect administrative cost is the most challenging part of the process. In this area 
it is involved human resources, administrative services, depreciation and protection 
(Richardson & Oliva, 2002). 

b) Study from Richardson 

Table 1 illustrates the advantages of savings mobilization versus borrowing 
external credit from a bank. As seen above, the financial costs represent, in 
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average of the 15 MFI’s, almost 66% of the total cost. This is probably to be 
competitive in the market, because as it was mentioned before, financial costs are 
the interest rate that the MFI pays to the depositor. And in all of the MFI’s 
analyzed, mobilizing savings is cheaper than borrowing money from the bank. 

So here we have an amazing and determinant advantage of the savings products. 

Results of this study 

The administrative cost ratios, the structures of the deposit base, and the 
transaction histories demonstrate three key points about savings mobilization in the 
credit unions analyzed: 

(i) “Microsavings accounts are an integral part of the savings services offered. 

(ii) Poor and low-income people frequently use the credit unions’ savings services 
to deposit and withdraw money to meet daily liquidity needs.  

(iii) Microsavings mobilization is feasible if balanced with larger savings accounts. 
The larger accounts provide the volume to fund lending activities and spread the 
fixed costs of offering savings services to all income groups” (Richardson & Oliva, 
2002, p. 177). 

c) Study from Portocarrero and Tarazona, Westley 2006 

In the next section we include a study from Portocarrero, Tarazona and Westley. 
Where total savings was analyzed and classified as follows, small institutions with 
savings less than USD $5 Million, middle institutions with savings between USD $5 
million and USD $ 50 Million, and large institutions with savings higher than USD 
$50 Million.  

That study shows the comparison between the different types of funding that an 
MFI has access to. In average, in this study, borrowing from the financial sector is 
cheaper than fundraise from the deposits, being 13.0% and 8.4% respectively. 
Cost of Capital costs around 19.8%, mainly because of the risk and the market 
requirements. Here, the interesting part is the breakdown of the different sizes of 
the MFI’s; In the small MFI’s, the total cost of deposits is around 20.5%, for the 
medium MFI’s, the total cost is 10.66%, and for the larger MFI’s the total cost of 
deposits, is 11.90%. In conclusion for this study, it shows that the expensive 
financial cost is for those small MFI’s, mainly because they have not reached the 
positioning, compared with larger MFI’s, in their respective regional and local 
markets. And for the medium and larger institutions, the idea of the economies of 
scale causes that it can spread their general expense over a larger number of 
accounts (Portocarrero, et al., 2006). 

In this way shows that the share of expenditures made by the back office and 
composed of the staff of the headquarters, as managers and headquarters area 
(which represent the largest amount taken as fixed costs) tends to fade in growth 
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function of the captured volume. Thereby, small and medium MFIs, which have 
fixed costs on average 23% of total operating costs, can reduce operating 
expenses at least in that part, only with increasing volume. 

Concluding this section, the analyzed evidence confirms that overall the capital is 
the most expensive resource, while total costs from other sources vary according 
to the size of the MFI. The total costs of the sources give order from lowest to 
highest. 

d) Study of CGAP 

In the year of 2010, GGAP, made a study of how the small savers affected the 
results of the MFI’s. The authors of this paper are Westley and Palomas (2010). In 
this paper they focus on the small savers, which are those who have a balance of 
less than USD $100, and defined as the half of the customers of the savings from 
on MFI (Westley & Palomas, 2010). The operative cost of these accounts 
represents around 200% and 300% of the savings volume. Westley and Palomas 
give us some tips to follow in to be profitable from these small accounts. 

(i) Marginal Cost. - If the MFI’s removed their small savers, 
this savings would be less, because the fixed costs and 
the quasi-fixed costs will have to keep paying. 

(ii) Cross Sales/Products. – Cross selling refers to the 
possibility that the products of micro-savings, 
beneficiaries continue acquiring more MFI financial 
products that are more profitable, for example, micro-
credit, insurance, etc. It is important to analyze whether 
these products will bring benefits, as some products such 
as small loans, often are not profitable (Westley & 
Palomas, 2010). 

(iii) Technology. – Technology such as point of sales, ATM’s, 
mobile banking, should be considered, because the IMF 
must be large enough to be able to support these costs 
and investment (Westley & Palomas, 2010). 

(iv) Interest rate. – For this small group of savers, when they 
ask for a credit, the interest rate and commissions should 
be higher, in order to cover al the cost and avoid losses. 
Active rates should be smaller (Westley & Palomas, 
2010). 
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Indirect benefits 

First off all, attracting deposits have several other significant advantages. First, 
having a significant clientele of savers facilitates the development and/or cross-
selling of other financial products, such as loans, money transfers, debit and credit 
cards and microinsurance. Second, it permits the MFI to know its clients better by 
examining their deposit history, thus reducing the cost of analyzing loan 
applications. Third, greater integration into the local and regional economy helps to 
build loyalty among the MFI’s clients (Portocarrero, et al., 2006). 

a) Cross sales 

This concept came from the marketing sector and the meaning is the practice of 
selling a new product to established clients who are currently using other products 
(ACCION, 2015). In our point of view, the meaning about cross sales are the sales 
of complementary products for small savers as taking out loans, sending and 
receiving money transfers, buying insurance, paying bills, and purchases other 
financial products from the MFI (Westley & Palomas, 2010). 

By word of Collins11, much of what has been corroborated Stuart Rutherford's 
discoveries in Bangladesh and Orlanda Ruthven's findings in India. Poor 
households have little money, but this does not mean that they do not manage 
what they have. It´s found that Financial Diaries households use, on average, 17 
different financial tools over the year - usually about 4 savings instruments, 2 
insurance instruments and 11 credit instruments (CGAP, 2006). 

The big accounts effectively support the small loans. The people who save at an 
MFI are more likely to return for other products, such as loans. While microsavings 
are harder microcredit, the business case for savings can be made, especially for 
mature institutions able to take the long view (Roodman, 2012). 

It is a well-known fact that a MFI should not charge to clients a high price that will 
cover all the administrative, financial, risk-based, and forecast costs while being 
competitive and complying with local regulation. With this issue the MFI has a 
variety of choices to cover losses. One of this options consist on try to recoup 
losses through another product using a cross subsidy. Cross subsidies can also 
happen when recently transformed MFIs proposal microsavings to their borrower. 

As well as, a portfolio-based approach to pricing ensures coherence between the 
products and alignment with the competitive strategy. The portfolio approach is 
critical strategy for deposit-taking institutions because savings products should be 
priced in relation to each other. Although these small deposits are money losers on 
a unit cost basis, MFI can recoup the losses by strengthening customer 
trustworthiness and stimulating additional borrowing (Ledgerwood & White , 2006). 

                                            
11

 This argument of Collins can be find in interview available in the CGAP paper: Poor Peoples’ 
Savings: Q&As with Experts A compilation of 15 expert views on savings demand, products, 
delivery models, and policy issues. 
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On top of that, it is very important to segment the clients and develop exclusive 
strategies for each group taking account in: the type of service we are offered, 
adaptation of existing products to the necessities of each group, creation of new 
products and growth targets. 

Also it is relevant to classified clients by deposit size and moreover by such criteria 
as age and gender. It is beneficial for MFIs to analyze their own client databases in 
greater depth in order to be more effectively orienting marketing and cross-selling 
efforts. 

“Attracting deposits creates new challenges for MFI marketing activities since MFIs 
must compete in the market with all of the established intermediaries. A marketing 
department or unit is needed to plan advertising campaigns, analyze clients and 
client satisfaction levels, and plan and direct the use of communications media” 
(Portocarrero, et al., 2006, p. IV). 

Furthermore, products need to be carefully differentiated on the source of the eight 
P’s of financial marketing. These are product, price, place, promotion, physical 
evidence, people, process and position (Wright, 2004). 

A lot of banks consider cross-selling of other products, especially loans, as an 
important part of their strategy. In specific has an explicit goal of doubling the 
number of bank products used per client during the next five years. Yet few have to 
date cross-sold other products to low income account holders on a consistent base 
(GAFIS, 2013). 

In overall, MFIs needs to study their client databases in better depth in order to be 
able to focus marketing and cross-selling energies more effectively and well adapt 
products to the needs of different client sections. MFIs often do petite or none of 
this analysis, in some cases because of the restrictions of their databases but, in 
most cases, because they have not recognized its status (Portocarrero, et al., 
2006). 

On the other hand we can found the “Staff Incentive Schemes for Savings”, which 
is the other way to take deposits and create profits but focusing in our portfolio. 
This program was based on incentive schemes for loan officers to mobilize 
savings. In this sector much less is known about effective incentive schemes for 
staff that collected savings. The main difficulty in establishing individual 
performance based incentive schemes for savings is attribution because mobilizing 
savings involves every member of a branch. 

Nevertheless, failing to recognize the elemental contribution of branch staff to 
raising deposits and in serving clients effectively and efficiently does little to 
encourage individual and thereby collective excellence (Cracknell, 2005). 

From the point of view of Palomas and Westley (2010), the cross-sales profits 
generated through loans and other products to small savers and by the fee income 
derived from their savings accounts overcome the high operating costs of MFIs. 
This calculation of the earnings associated with a given customer segment (such 
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as the small savers) is occasionally referred to as the calculation of full client 
profitability, reflecting the fact that we are looking at the entirety of the products 
consumed by the client segment and the overall MFI profits that result. 

In spite of the profits of cross sales the high cost of delivering savings accounts is 
more than offset by earnings from the other products these clients use (and by any 
savings account fees collected from them). But this does not mechanically 
constitute a business case for small savings accounts. 

Finally, we want to include some data of the research in ADOPEM12 with other 
cross-sold products. Later in our case study we analyze the direct benefits in this 
MFI, because there is a high rate of cross selling of loans to small savers, with 
about three-quarters of ADOPEM’s small savers borrowing at any given time 
during 2008. For example in the case of life insurance products the remaining 9 
percent of total small-saver profits in ADOPEM (or US$0.13 million) are generated 
from the sales of three life insurance products (Westley & Palomas, 2010). 

b) Know your client as the source of future profits 

First of all, the origin of this concept comes from Palomas and Westley (2010). 
They defend the existence of real profits as a cause of increase the low income 
clients. “Even if small-saver loans and savings accounts are too small today to 
make small savers profitable, both may increase in size over time by enough to 
make small savers profitable in future years” (Westley & Palomas, 2010, p. 3). 

It is necessary to highlight the support of Roodman (2012) to this study conclusion 
which found several incentives for MFIs accepting small savings accounts as loss 
leaders. Many of the accounts get bigger and more profitable over time. 

Ample proof exists that the poor save to build resources for future planned 
happenings, such as children’s education or marriage. Savings may also decrease 
the quantity of credit a household has to seek at high cost from informal lenders 
and decrease the sale of assets at low cost during times of anguish. 

Moreover, poor people can save in the form of human capital by developing their 
health, nutritional status, and education. Microfinance institutions, governments, 
and donors need to assume that this form of saving can create real future benefits 
to be good for one as well as the other (IFPRI, 2002). 

In addition to achieve the goal of know your client, it is also relevant to study the 
financial needs of the clients in the different markets in which the MFI works. For 
example, it is useful to manage markets study, analyzing the features of the new 
market and its clients in order to define a market penetration strategy and establish 
appropriate growth targets. This information of your segment client give to your 
MFI a high powerful tool to prepare yourself and to adapt your strategy focusing in 
the profits and the real products that the target customer needs.  

                                            
12

 It was one of the two MFI analyzed in the working paper of Palomas, X. M. & Westley, G. D., 
2010. Is There a Business Case for Small Savers? 
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One example could be the elder aged persons. They have more significant savings 
because they have had a longer accumulation period and because they need to 
build up assets for their retirement. Then it is very important those under 18, 
especially in savings deposits. It is relevant to build and maintain the loyalty of 
these clients, not only because of the sizable savings accounts they have now, but 
also because they may be a source of even larger deposits in the future. 

Furthermore, the MFIs to enhance mobilize deposits have to promote folklore, 
neighborhood, school, community and association events, those it have proven to 
be a very useful marketing tool, which fosters client identification with the MFI and 
enhances the MFI’s image (Portocarrero, et al., 2006). 

Once we can segment our clients to offer high quality services and products, it 
necessary to understand the fungibility of the money customers. By the report of 
Gateway Financial Innovation for Saving13 (GAFIS) they identified three different 
patterns of savings behavior. The first is “Spend down slowly”, the second is 
“Accumulate” and the third is “Preserve”. 

In fact, the method of learning to serve low-income clients profitably with new 
plasticity products should improve a bank’s ability to serve its mid- and upper-
income clients cost effectively. In the process, this change could transform the face 
of large commercial and retail banking (GAFIS, 2013). 

One such example of this fungibility and the difference between purposes of the 
client’s accounts is the urban families in comparison with farming households. The 
first it might use bank accounts to save money for school fees, while the others use 
the accounts to set aside money to buy fertilizer for the next planting season. Other 
households use the accounts to put away enough money to pay for treatment 
when malaria strikes. Each of these uses might give an important improvement but 
only a part of households chose to use the accounts in that way. A connected 
source of difficulty is the fact that the benefits of having an account may take time 
to appear (e.g. over multiple school years or harvest cycles) depending on the 
purpose for which the funds are being saved (Kendall, 2010). 

In addition if your clients are poor it doesn't mean that their spending will not be in 
small quantities. Much of it may be - they may buy only a small amount food or 
clothing at a time. But from time to time they need to spend large sums. So we can 
list these times in three main categories, ‘life-cycle’ events, emergency needs, and 
investment opportunities. It will be useful to take this knowledge about your clients 
to focus your strategies in the correct way (Rutherford, 1999). 

As a result of adding the two principles as now your client and cross-sales produce 
the knowledge of the commercial needs of your customers and the possibility to 
offer new products. In Collins et al (2009) and Rutherford (1999), the writers lay out 
three kinds of situations in which poor households regularly find themselves that 

                                            
13

 GAFIS: is a project of Rockefeller Philanthropy Advisors, funded by the Bill & Melinda Gates 
Foundation and managed by Bankable Frontier Associates which works in the innovation of 
savings. 
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generate a need to use financial tools, each characterized by the wish to spend 
more than their current income would permit. 

Firstly, the “Generating useful lump sums of cash”, in this case the poor frequently 
need to make fixed amount of cash for productive investments in microenterprises 
or in other issues such as a weeding. 

Secondly, “Weathering bad times”, a lot of times the poor people need to cover an 
unexpected adverse event like a health emergency, crop failure, or loss of a job. 

Thirdly, “Funding day to day expenses”, the poor almost have a financial need 
which does not typically receive as much care as the need for lump sums or the 
need for emergency buffer stocks. This necessity is the irregular income to fund 
basic day to day needs. This requirement is most acute for farmers and others who 
have variations of income in the year. 

Finally, savings accounts might meet this need more effectively than other options, 
but only if they are easily and cheaply accessible so that frequent trips to the bank 
are plausible. 

Additionally, we include a table of the small-saver profitability study which can be 
found in the Palomas and Westley paper. These tables shows graphically and in a 
more complete and rigorous fashion why the consideration of future profits that 
open up an additional pathway to profitability for the small savers.  

It shows the four possibilities cases of present and future profitability. The box uses 
the positive and negative relation with the two most important issues in this section. 

The first question is about the future profits of the MFI and the second is 
concerning with present profits. In the first row the present benefits are defend by 
the first answer, which show the positive point of view to offer microsaving for small 
savers. 

In the other hand, we find the negative and the most important answer. The 
authors defend the idea of serve this clients if the future benefits are enough to 
offset losses now. So if we can support the first losses at the beginning of this type 
of business we would mobilize small savings. 
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Table 3: Should We Serve Small Savers Now? 

Are small 
savers 

profitable 
now? 

Are small savers profitable in future years? 

Yes 

Yes No 

1. Yes, serve small savers now 
2. Yes, serve small savers now 

(but perhaps drop them in 
future years) 

No 
3. Yes, serve small savers 

now if future profits are 
enough to offset losses now 

4. No, don’t serve small savers 
now 

Author; Is there a business case for small savers? Westley and Palomas 2010 
 

In relation with the second question concerning with small savers profitable way in 
the future years, the first answer defend the obvious point of view, so if we were to 
have future profits with this present small saver clients we accept the challenge to 
mobilize small accounts. 

But, in the other way, if future clients are not a correct choice we need to drop them 
in the next years. 

Always the sustainability and the profits fix the path of our strategy, but in some 
cases there are new resources to achieve this goal. 

c) Financial Inclusion 

“Poor people also require savings services to help them better manage their 
resources over time and to enable them to plan and finance their investments” 
(IFPRI, 2002, p. I). 

During the last decades the credit was the driving force behind microfinance. But 
times have changed. In the present, instead of credit, it is born the term financial 
inclusion. It consists on expanding access to small savers and it achieves one of 
the topmost objectives for the sector (Rozas & Erice, 2014). 

First of all, the concept of financial inclusion requires to be explained. It means that 
households and businesses have access to appropriate financial services and can 
effectively use them. Such services must provide responsibly and sustainably, in a 
well regulated environment (CGAP, 2015). 

We want to demonstrate that this issue it is a good way to improve the benefits of 
the MFI trough microsavings products. What it is more, we want to prove that 
Microsavings are inclusive. More of the economically active poor people generally 
prefer to save rather than to borrow at a given time. Such savers will take lead of 
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savings facilities in secure, conveniently located formal institutions if the type of 
products and services that meet their demand are made accessible to them 
(Robinson, 2001). 

“In addition, a commercial microfinance institution that serves the public mobilizes 
deposits from anyone - rich or poor - who lives or works nearby and wants to save 
in the institution’s local branch. This approach makes it possible to serve poor 
savers cost-effectively while making available increased funds for microlending.” 
(Robinson, 2001, p. 31). 

If the “credit-only” MFIs will plan introducing savings services, it can have the 
advantage of serving a poorer client base and, in some cases, having a social 
mission and management commitment to expanding financial access to the poor. 
But some things like a lack of regulatory authority, limited institutional capacity and 
qualified staff, high cost of institutional transformation and preparation for the rigors 
of prudential regulation and supervision, and governance issues are often the main 
constraints to such organizations introducing savings services (Glisovic & El-
Zoghbi, 2011). For this reason low-income customers are using informal products 
to undertake diverse types of savings because suitable bank products have not 
been available or accessible (GAFIS, 2013). 

Nevertheless, if those savings accounts help the poor to build and hold on to buffer 
stocks more effectively, they may slow the rate at which the poor are knocked back 
and thereby help to move them out of poverty through being able to take risks and 
invest in themselves (Kendall, 2010). 

It is often said that data on development of financial inclusion are weak. Although 
the data clearly show a strong association between rising levels of inclusion and 
increased economic results, there is little to suggest that improved inclusion 
inexorably follows growth. 

Based on detailed econometric analysis of time-series data, the consensus view 
among economists studying financial markets is that there is a causal relationship; 
financial sector development helps to drive economic growth. Some evidence 
suggests that financial inclusion does also lead to improved economic 
development indicators. 

In 2011, 906 microfinance institutions reported savings to MIX Market reaching 79 
million depositors, with a media savings balance of USD 896 - figures that are 
similar to that measuring loan outreach. For a sector whose roots are in credit 
rather than savings, this is an impressive achievement (Rozas & Erice, 2014). 

There exits some programs that works with very poor people and they achieve the 
profitability pathway. In Dhaka for example the bank comes to the customers. After 
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six years Safe-Save14 has established a client base of about 7,000 people who live 
and work in Dhaka’s poorest neighborhoods (Armendáriz & Murdoch, 2005). 

As economies expand and media wealth levels rise, inevitably more customers can 
be expected to become viable clients for banks and other financial service 
providers at a given level of efficiency of financial intermediation. Nevertheless the 
relevant conclusion to be highlight from the results is that the future possibilities for 
market development are not absorbed by a particular level of economic 
development (Ledgerwood, et al., 2013). 

Following the last argument we need to achieve the financial inclusion as a benefit. 
The best way consists on implement the social performance in the MFI. With this 
advantage we can combine the sustainability and the social mission in the 
organization. The Social Performance Task Force has reached consequently 
around the following definition: Social Performance is the effective translation of an 
institution’s social target into practice in line with accepted social values; these 
include sustainably helping increasing numbers of poor and excluded people, 
improving the quality and appropriateness of financial services, improving the 
economic and social conditions of clients, and ensuring social responsibility to 
clients, employees and the community they serve. 

The push for a double bottom line includes the concerns for both financial and 
social performance. It allows us to shift our energies away from a zero-sum 
tradeoff between poverty and sustainability and move toward understanding how 
these two complement each other so that both can be improved. As an ever-
increasing number and diversity of governments, funders, and institutions with 
many motivations become interested in microfinance, it is more urgent than ever to 
have more transparency on social performance. 

Also, the hope is that greater focus on social performance assessment will in turn 
result in better actual social performance—in reaching larger numbers of far poorer 
people, in improving services to help clients reduce their vulnerability and improve 
their economic conditions, and in positively contributing to the communities in 
which institutions work (Hashemi & Badawi, 2007) 

Supporting the idea to enlarge the micro saver client base we can achieve more 
critical mass through technological and organizational innovations, as well as by 
offering a range of financial products to small savers to both facilitate transactions 
and fully recover the costs generated (Portocarrero, et al., 2006). 

Finally, Westley and Palomas (2010) in his research expose that if they erase 
small savers in the two very profitable MFIs that are analyzing, it would lose about 
30 percent of their total profits. We conclude, therefore, that based on our analysis 
of the profitability (also called total client profitability) of small savers in 2008, there 
is a compelling business case for serving this client segment in both MFIs.  

                                            
14

 Safe-Save: it is the same program explained in “Comparing Microsavings with other funding 
sources”. 
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4. Chapter 3: Case study of ADOPEM 

Presentation of the case 

FUNDACION CAPITAL, as our mentors suggested revising and analyzing 
ADOPEM, from Dominican Republic. This bank is recognized as one of the most 
successful banks in Latin America, maintaining the main purpose of microfinance, 
help the poor, and increase financial inclusion. 

ADOPEM was founded in 1982 as a NGO with the essential purpose of its 
founders to plant a little seed of hope to the poor women in the Dominican 
Republic. It started only offering credits to the poor women. Then in 2004 
ADOPEM was transformed in a commercial bank in order to offer savings to their 
beneficiaries. 

ADOPEM offers since 2004, where it became regulated, these 3 non-compulsory 
savings products15: 

1. Passbook savings (Ahorro con Libreta): This product is designed to cover 
future emergencies or to reach defined goals. The minimum amount is 
$USD.50, the term is undefined and it cost to ADOPEM 2.50% of saved 
amount. 

2. Programmed savings (Ahorro programado): Programmed savings is a 
product to save a previous established amount and therm. the minimum 
amount is $USD .50 and it cost to ADOPEM 3%. 

3. Investment certified (Certificado de Inversión): the main objective of this 
product is offer to the customer an opportunity to invest, where he can 
secure his capital and invest it in an established term to attend future 
expenses. The minimum amount to access to this product is $USD 50.00 
and the cost to ADOPEM goes from 6% to 8%. 

Then in 2010, ADOPEM introduced a new savings product that is directed to the 
young girls, in order to create financial education, and they can start to save at an 
early age. 

In this chapter, ADOPEM will be studied following the benefits mentioned in the 
last chapter. The main purpose of this study is to show how micro savings brings 
different benefits directly to the MFI. The methodology used in the study, is to 
analyze ratios, and financial statements since 1999 to 2014 provided by MIX 
MARKET. The study starts with ratios of outreach of ADOPEM, comparing the 
number of clients that receive a loan versus the clients who has a deposit in the 
institution, making a link with the percentage of gross loan portfolio and the 
portfolio of deposits, this with the purpose to probe that ADOPEM is reaching and 
accomplishing financial inclusion. Afterwards, we perform an analysis of operating 
self-sufficiency, this ratio integrates the total financial revenue divided on the sum 
of financial cost, plus loan loss reserves and operating expenses, to observe how 

                                            
15

  This information was provided by Jorge Cisneros (FUNDACION CAPITAL) through Banco de 
Ahorro y Credito ADOPEM. 
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ADOPEM, has been covered in order to meet their needs in case of any 
eventuality. In chapter two, it exposes the financial cost as deposits represent an 
advantage over debt. Afterwards, there will be a comparison between the cost of 
debt funding and funding costs by receiving deposits and providing market, with 
this, it will be tried to show that the funding for savings is cheaper. Finally, there will 
be a review of their operating margins and how they have been affected through 
time, and if the net income and ROE were affected by having deposits. 

Evolution Deposits vs Loans 

In this section will be analyzed different variables of ADOPEM, the main purpose is 
to compare the number of clients who have savings, versus the number of clients 
who ask for a credit. It is worth to mention that in this study, no information on how 
many clients handle credit and savings was obtained. 

Analyzing the number of people outreached by ADOPEM, splitting savings and 
loans, it is important to note the evolution since the intervention of micro savings. 
Since 2004 the number of depositors, has been steadily increasing, even in 2008, 
the number was already higher than 50% compared with the number of clients with 
loans.  

In Graph 2, the variables of Gross Loan Portfolio and amount of deposits are 
compared; here the trend is contrary to Graph 1 because evolution is to have much 
more borrowed money, the deposit, which is absolutely normal trend in a banking 
institution, have more assets than liabilities. In this graph a benefit can be seen, 
mentioned before in this paper, Financial Inclusion. ADOPEM is reaching more 
people, and poor people as CGAP stated in his paper, because more than 97% of 
its savers, has an account balances less than USD $100 (Westley & Palomas, 
2010). 

Graph 1 

 

Author; “Y” axis is represented by number of people reached by loans or savings, “X” axis is represented by the year. 
Source: Mix Market 2015. 
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Graph 2 

 

Author; “Y” axis is represented by the amount of portfolios, “X” axis is represented by the year Source: Mix Market 2015 

Financial Cost 

As we mentioned in the last chapter, one of the benefits of savings is that financial 
cost could be less than to raise money from commercial banks, or from other 
entities. With data from Mix Market, and financial statements, we can confirm that 
in the case of ADOPEM, the financial cost from savings is cheaper. In Graph 3 is 
compared the trend between the cost of borrowings, and the cost of deposits of 
ADOPEM since 2004 to 2014. In all the trend of cost of deposits, we can see that 
it’s always more cheaper. And both has a trend to decrease while the time is 
passing by, the only strange data is in 09, but the lack of information doesn’t allow 
us to determine a reason of this situation.  

Graph 3 

 

Author; “Y” axis is represented by the percentage cost of each source. “X” axis is represented by the year. Source: Mix 
Market 2015 
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Net Profit & Return over Equity 

In this section will be analyzed the profit and ROE of ADOPEM, since year 1999, 
with data obtained from MIX MARKET. In 1999 ADOPEM presented a net profit of 
$USD 1.2M, and until 2014 it results always are positive. Making a separation 
between the after and before of the introduction of microsavings in 2004, 
ADOPEM, has an average of 37% of growth in the net profit year by year; in 2005, 
ADOPEM is with negative growth, but this does not mean that ADOPEM has had 
financial losses, this means that it had less net profit than the past year. From 2004 
to 2014, the average growth in net profit has been of 16.88%. The same behavior 
happens with ROE, before 2004 the average of ROE was around 33.80%, and in 
2004 the ROE has fall until 15%, but once ADOPEM pass the introduction of 
savings, its averages goes around 24.06%. This negative growth both in Net profit 
and the drop in ROE could be explained with all the expenses and the rise in costs 
that a bank has to do in order to become a regulated Bank, as an ADOPEM did. 

Graph 4 

Author; “Y” Axis is represented by the amount of Profit. “X” Axis is represented by the year. Source: Mix Market 
2015 

Graph 5 

Author; “Y” Axis is represented by % of Return over equity. “X” axis is represented by the year. Source: Mix Market 
2015 
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Results 

First of all, we can observe in ADOPEM some of the benefits explained before, 
starting with the Financial inclusion; once ADOPEM start to offer micro saving in 
their products, they reached more beneficiaries, and not any kind of beneficiary, 
they are reaching poor people, as Palomas said in his study, that’s the real 
purpose of an MFI, reach the poor and include them financially. Then in the 
comparison of the costs of funding, we can see a huge gap between the cost of 
borrowings and the cost of deposits. In is true that once a non-regulated financial 
institution wants to become a bank, it have to face huge investments and 
disbursements of money, but in long term, the results are positive. 

“Although launching deposit products requires large initial investments (in IT, MIS, 
staff), operational costs for deposits do not need to be high, and depend on the 
deposit product structure, delivery channels, and segment of clients served” 
(Deshpande & Glisovic-Mezieres, 2007, p. 7). 

This practically states that this “cheap” financial cost has a consequence, this 
would be: more profit. And as seen before their ROE maintains, so this could mean 
that they are re-investing some of the profits in the bank. For example, ADOPEM, 
continues to grow steadily since 1999, for example in 16 years, its assets have 
grown more than 10 times, where its loan portfolio represents more than 75% in 
2014 net profit. They have increased 5 times since 1999, and its ROE has 
remained in average of 26%, an attractive return for any investor. Its growth rate in 
scope of population has also been increasing, and this is 11 times greater than in 
1999.  

Based on the data, there is only one justifiable conclusion, ADOPEM has grown 
and increased its size bank in order to reach more people, more customers, at 
least as evidenced by the present study. 
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5. Conclusions 

Following our results of the case study we can confirm some benefits after 
introducing microsaving products in a Microfinance Institution. From the point of 
view of the funding we want to highlight the low cost of mobilizing deposits. The 
outcomes show us a cheaper tool comparing with microcredits. All the results and 
the research give us a significant positive sign; we can confirm that microsavings 
are a cheap way of funding our MFI.  

In the other hand, the indirect benefits are more difficult to measure but there are 
some signs that confirm our hypothesis. In the way of Financial Inclusion when we 
reach more poor clients we are creating a portfolio that will generate good profits. 
Not only this; the knowledge of the new savers profile provides other benefits.  
“Know your client as the source of future profits”. We demonstrate the profitability 
in the long term of these principles in spite of the short term point of view. 

In our opinion we think that are exist important reasons, as it was mentioned 
before, to carry out Microsaving products in Microfinance Institutions. 
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7. Annex 

Chart 1: Funding structure in the MFIs 2010 

 

Source: Mix Market 2015 
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Table 1 - The total costs of savings mobilization versus borrowing cost in banking 
sector 

 

Source: Counting the costs of savings mobilization, David C. Richardson and Oswaldo Oliva, 1999, page 175 

Table 2 - The profitability of small savers in ADOPEM and Centenary, 2008 (US $) 

SMALL SAVERS (1) ADOPEM 
 (2) CENTENARY 

WITH ATM 
(3) CENTENARY 

WITHOUT ATMS 

1.-Operative costs from savings 
accounts and loans (=a+b)  $1,045,879.00   $4,755,262.00   $4,174,098.00  

 a.-Staff costs (=a1+a2)  $5,988,601.00   $3,363,061.00   $3,088,691.00  

 a1.-Branches  $543,292.00   $3,191,986.00   $2,996,281.00  

 a2.-Small Branch  $55,309.00   $171,075.00   $92,411.00  

 b.-Cost from no staff  $447,278.00   $1,392,201.00   $1,085,407.00  

2.-Bad loan costs (costs net of 
provisions for loan recoveries 
previously written off)  $173,393.00   $1,029,203.00   $840,842.00  

3.-Funding cots for loans (=a+b)  $1,110,986.00   $4,279,120.00   $3,504,724.00  

a.-Interest on savings accounts of 
small 
savers  $6,398.00   $194,193.00   $129,881.00  

 b.-Interests of other funding sources 
for loans  $1,104,588.00   $4,084,927.00   $3,375,843.00  

4.-Total borrowing costs include the 
costs of own savings accounts, one of 
the sources of funding for loans (= 
1+2+3)  $2,330,258.00   $10,063,584.00   $8,520,665.00  

5.- Income Loans: Interest income and 
loan commissions (i)  $3,547,056.00   $12,064,666.00   $9,915,274.00  

6.- Profits from loans (=5-4)  $1,216,798.00   $2,001,081.00   $1,394,609.00  
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7.- Commissions from savings 
accounts (ii)  0     $1,322,599.00   $1,015,914.00  

 a.-Monthly fee savings accounts 
("ledger fee" or maintenance fee)  0     $1,249,177.00   $1,015,914.00  

 b. Commission for ATM withdrawal 
 0     $205,431.00   0    

 c. Sale of ATM cards (net of costs of 
production and (iii)  0    -$132,008.00   0    

8.- Profits of other products (IV)  $127,439.00   $613,315.00   $459,405.00  

9. Total profits small savers, before 
tax (= 6+7+8)  $1,344,237.00   $3,936,996.00   $2,869,928.00  

Source: Palomas, Westley "¿Existe un argumento empresarial a favor de los pequeños ahorradores?", 2010, CGAP Page 17 

(i):In this line Centenary, plus interest on loans, including a front fee of 2 percent of the loan amount and the proceeds from 
the sale of loan application forms to US $ 2.78 per loan. ADOPEM also charges upfront legal and processing fees totaling 
approximately 2 to 4 percent of the loan amount. 

(ii) Centenary Bank commissions are:a. Monthly fee savings accounts = US $ 0.56 monthly 

   a. Monthly fee savings accounts = US $ 0.56 monthly 

   b. Commission ATM withdrawal = US $ 0.11 per withdrawal 

   c. Sale of cards for ATM = US $ 1.11 new, US $ 5.56 Replacement 

(iii) The figure for Centenary Bank is the result of subtracting from US $ 92,899 sales revenue of US $ 224,908 of 
expenses (where expenses consist primarily of costs blank cards and stamping, printing and distribution through 
Centenary branches). 

(IV) The breakdown of total line 8 are as follows. 

   Utilities of the three life insurance products ADOPEM: Funding for transition = US $ 314 

   Burial insurance = US $ 1,460 

   Credit insurance = US $ 125,665 

The profits of the other four products Centenary shown in the following lines, first for Scenario A (ATMs) and then for Scenario B (no 
ATMs): 
Deposits from wage (electronic payment of 
wages) US $ 335.602 US $ 238.507 

 Paying school fees (for schools designated by 
customers) US $ 183.248 US $ 154.235 

 Money transfers RTGS / EFT US $ 86.001 US $ 60.031 

 Western Union money transfers US $ 8.464 US $ 6.632 
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Table 4 - ADOPEM Mix Market Ratios 1 

 

 

 

 

Table 5 - ADOPEM Mix Market Ratios 2 
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Table 6 - ADOPEM Mix Market Ratios 3 

 

 

 

 

 

Table 7 - ADOPEM Mix Market Ratios 4 

 

 

 



39 
 

 

Table 8 - ADOPEM Mix Market Ratios 5 

 


