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1. Introduction

What is the value added, in the framework of a pair of different Asian countries, of two credit programs aiming at strengthening the offer of finance for micro and small enterprises (MSEs) and less well-off households? What is the level of outreach they have achieved after a few years of operation? Did they build sound and sustainable financial institutions without indulging in mission drift and if so, how? These are the main questions on which this short essay is predicated. The subjects of our comparative analysis are Khan Bank in Mongolia (KB, formerly the Agricultural Bank) and the Kazakhstan Small Business Programme (KSBP). Keeping always the two programs under a pair of parallel spot-lights, we’ll try to point out their strengths and their weaknesses. This article starts with an introduction to the two countries’ recent economic trends, compares the mission and the social targets of the two institutions and carries out an analysis of outreach. It then tries to summarize the main issues in institution building, which have emerged from the experience of KB and KSBP. A conclusive paragraph and a short bibliography complete the review. 

2. Macroeconomic setting

With a steadily growing per capita gross domestic product (GDP), in the range of 2 to 3% a year, and a population of 2,5 million, Mongolia’s economy is striving to provide inhabitants with a level of welfare comparable to its neighbouring countries. Its gross national income per capita was 480 dollars in 2003, well in the range of the lower-income developing economies. An estimated 35 percent of the population now lives below the poverty line. More than 23% of the total population lives in extreme poverty on an income of less than US$0.40 a day. The urban poor are especially vulnerable, given the higher cost of housing and food in cities like Ulaanbaatar. Nonetheless some social indicators as a relatively high life expectancy at birth (65 years) and the illiteracy rate, as low as 2% (although now deteriorating), indicate that the country has had a commitment to development and that its population might be able to make a productive use of financial resources. Some other important features are the transition towards a sectorial model less heavily based on industry and instead relying more on services, a relatively weak infrastructure and high level of consumption and imports. Such trends and features help to set the stage for a growing demand of financial services. More in particular, the sectorial transition is requiring investments at the local and firm level and creates a strong pressure on existing sources of credit which is in turn reinforced by an increasing internal consumption and by weak public investments, as indicated by the still basic infrastructure in place. All this, in connection with a low per capita GDP, allows us to hypothesize that lending to households and small and medium enterprises could definitely be an appropriate and productive use of financial resources (World Bank 2004). As we will see, KB’s experience confirms some of the intuitions above and shows a solid potential for further growth. As far as the regulatory environment is concerned, reforms picked up only in the late ‘90s, after a crisis which motivated the government to make an effort to solve some structural problems. The turnaround of KB was part of such an effort. 

Kazakhstan is the largest country in Central Asia and one of the most sparsely populated in the world. It has a considerable mineral wealth and vast areas of arable land, inherited significant amounts of infrastructure from Soviet times and has a relatively well-educated population. However, both physical and human capitals have eroded steadily over the past decade. Per capita GDP amounted to almost 1,800 dollars a year in 2003, when as much as 20% of the population was still under the poverty line. These are not the only contrasts which Kazakhstan features. It still retains some of the characteristics of a less advanced economy as compared to other lower-middle-income ones, i.e. for instance a fairly high infant mortality and a below-average primary school enrolment. The country has also some of the lowest social indicators in the Europe and Central Asia region, as far as access to safe drinking water and the incidence of tuberculosis are concerned. In addition, environmental degradation, including the receding level of the Aral Sea, poses a major challenge to the country. The very fast pace at which Kazakhstan is growing (above 9% a year both in 2002 and 2003) indicates that financial resources might be in great demand, all the more if one considers the quick rate at which the service sector has been growing in 2002-2003, a staggering 9,75% on average. Gross national savings have also been on the rise in recent years, amounting to over 25% of GDP, a figure which seems to show that the availability of financial resources might not be a constraint. Kazakhstan has already leapt forward to a more mature economic structure, with agriculture accounting to only 8% of GDP, whereas industry still represents over 38% of it (World Bank 2004). Financial sector reform was started in the first half of the 1990s and had already reached and advanced stage when KSBP was launched in 1998. 

The transitioning towards a market economy is one of the most important similarities between the two macro-economic scenarios. From the early ‘90s on, both countries have undergone a restructuring of their economies, further to the end of the Soviet era in Russia, which was a main trading partner and provider of aid to both, besides exerting a fundamental political influence. The financial sector has been completely turned around in both countries and financial markets have been allowed to develop. While Kazakhstan seems to be a more dynamic economy, it is probably true that Mongolia, with  widespread poverty, especially in the rural areas, has the biggest potential for a micro-finance institution oriented to provide services to the lower-income strata of the population. Kazakhstan, rich in natural resources and intimately connected to other growing economies, can hope to leverage on such assets to achieve a more even distribution of wealth. Mongolia, more isolated and resource-deprived, will have a steeper and longer way to go. 

3. Mission and social target of the two programs

Both KB and the financial institutions associated with KSBP have started operations with smaller borrowers around the end of the ‘90s, after having, for long time, catered only to bigger clients, at least as far as lending funds was concerned. Hence the most important similarity among them is that both initiatives can be seen as a downscaling of existing concerns. Looking at the two programs’ history, though, it is clear that for neither one poverty reduction per se represents a primary purpose. In this respect, they are different from most other micro-finance institutions (MFI). The most outstanding difference between the two is that while KB is a privately-owned full-service bank, even if small, KSBP is a framework under which the European Bank for reconstruction and development (EBRD) provides funding to selected partner banks, with the help of technical assistance grants made available by a few development agencies. In what follows, KSBP will be defined as a “program” or an “institution”, the latter in a broader sense, i.e. not necessarily meaning “financial institution”. 

The main mission assigned to KSBP by EBRD is to promote financial markets’ development with a long-term, but indirect, impact on poverty reduction by giving micro and small entrepreneurs sustainable access to loans from Kazakh commercial banks. KSBP’s target group is therefore clearly identified and at the same time severely underserved: about four years after program inception, at least 90 percent of KSBP clients had never had access to formal bank loans before, and 85 percent of the outstanding loans were micro-loans (CGAP 2004). The program’s initial goal was to introduce efficient lending procedures and train personnel to provide a service to MSEs, covering the largest possible number of regions. Now that a large loan portfolio and an institutional structure have been established, KSBP is focusing on opening access to financial institution funds for the very smallest enterprises and on creating competition among providers (KSBP 2004).

Khan Bank, formerly the Agricultural Bank of Mongolia, focuses mainly on the rural areas of the country. Its current mission statement is “to be the principal nationwide financial services company in Mongolia by delivering first-class products with the highest level of customer service”. KB’s services have been developed to attract a broad range of clients, thus ensuring diversification. Each loan class has specific terms and conditions, in the attempt to target it to a group of potential customers, including micro and small businesses, small and medium enterprises, herders, farmers, employees and pensioners (CGAP 2004). It would be interesting to know more about how KB has helped meet the potential demand in underserved rural areas. The available analyses point out that KB’s branches are quickly replacing pawnshops, store owners and relatives for business and consumer borrowers and that dozens of new outlets have been opened in recent times, while the success of deposit services have changed the approach of a large part of the population to financial intermediation (CGAP 2004). 

MSEs clearly represent an area of coincidence between the two institutions’ approaches. Since KSBP has been configured as a specialized unit inside a few pre-existing, full-service banks, we can not rule out that each of the hosting institutions could, through the whole of its services offer, cater to other segments of clientele, as KB does. 

4. Analysis of outreach

Given the prevailing commercial nature of the two institutions, data on detailed aspects of outreach, as those reported to the Microfinance Exchange Bulletin, for instance, are not readily available. In addition, notwithstanding repeated requests in writing to EBRD and to Internationale Projekt Consult GmbH (IPC), the latter being the consulting firm retained to run the technical assistance part of the program, it was not possible to obtain any significant information about KSBP besides those already available in CGAP 2004 and on the Internet. One would think that a multilateral development bank and a vision-led consulting firm like EBRD and IPC, respectively, might have wanted to be forthcoming with information about their activities. 

4.1 Depth 

Depth is defined as the value that society attaches to the net gain of a given client, or the weight of a client in the social welfare function (Schreiner 2002). Based on the overarching purpose behind the two projects, which is poverty reduction, we can adopt, as a proxy to assess whether the poor are valued or not, the average loan size, following a classical approach to MFI analysis. For KB it is USD 380, USD 5,629 for KSBP. To better compare the figures, we have calculated the ratio to the per capita GDP, respectively 79.6% and 316.2%. It is clear that KSBP is more geared towards bigger clients. It might also be useful, given the more limited mission entrusted to KSBP, to consider the average value of the loans disbursed by KB to enterprises, farmers and herders, excluding the products typically targeted to individuals. If we do, the average size jumps to USD 1,385, or 288.5% of the GDP, which compares better to KSBP’s figure. These numbers highlight the stark difference between the two institutions and MFIs specializing in village banking and operating in the same area, which feature an average 32,2% ratio between the average loan size and per capita GDP (Microfinance information exchange’s global statistics). However, taking only into account KB’s loans to households, the same ratio is 29,8% for KB, in line with the average figure we just mentioned. 

Concluding on this point, there seem to be some relevant similarities, as far as depth is concerned, among loans to small and medium firms by KB and KSBP and among loans to individuals by KB and by other MFIs. The two institutions do not appear to be outliers, although the analysis of depth confirms that the market segment KSBP is firmly clung to is not composed mainly of poor families, but rather of entrepreneurs. 

4.2 Breadth

The breadth of outreach is the number of clients (Schreiner 2002). KSBP had 36,872 loans outstanding as of March 31, 2004, all to entrepreneurs, while KB, as of February of the same year, had 128,227, of which 24,715 were to entrepreneurs and 103,512 to households. Although the two institutions have a similar number of clients as far as entrepreneurs are concerned, the overall value of the loans for KSBP in this respect was 171.6 million dollars which compares to 34.2 million for KB. The number of branches in comparison to the population could be taken as another indicator of breadth. If we include all sorts of stable offices, KSBP had, in February 2004, facilitated the opening of MSE lending departments in 135 branches of participating banks, with an additional 50 lending outlets in 39 cities, some of them very small, which brings the total of customer contact points to 185 (CGAP 2004). The ratio with Kazakhstan’s total population was one outlet to 80,541 inhabitants. At the same point in time, Khan Bank had 379 locations and Mongolia 2,500,000 inhabitants, which produces a much higher ratio, i.e. one outlet each 6,596 inhabitants. 

It is again clear that the more limited mission assigned to KSBP is reflected in the breadth data. This trend has been partly corrected with the introduction of the express micro loan, which averages USD 1,800 and is the smallest of the range offered by the program. Another sign in this direction is the forthcoming introduction of the agricultural loan. In any case, KB reaches out to a much larger number and a wider array of clients, therefore it has more breadth. 

4.3 Length

Length of outreach is the time frame of the supply of microfinance. Profits are a good indicator of sustainability and therefore of the possibility that length might be substantial (Schreiner 2004). One would think that, in order to analyse sustainability, potential losses might also prove very important. A relevant proxy for this latter aspect is the portfolio at risk (PAR), or the ratio between the value of delinquent loans and the total portfolio. 

Khan Bank has been profitable since 2001, two years after going into receivership and is now earning substantial revenues from the sale of its services. As far as the Kazakhstan Small Business Programme is concerned, it is only known that it’s “just as, or even more, profitable than the average alternative business in the Kazakh banking sector”. An important symptom that MSE lending is an attractive area of activity is represented by the willingness of local partner banks and of the main sponsors to keep on investing in it (CGAP 2004). While recent data show that over 40% of the portfolio is being financed with local banks’ own funds, EBRD and other sponsors, on March 26, 2002 decided to refuel the venture with USD 75 million of senior loans and other instruments, for a total available capital of USD 177.5 million, including the first investment dating back to 1997 (EBRD 2002). 

As far as PAR is concerned, both institutions have a very good record. KSBP, in March 2004, sported a 0,25% arrears ratio, calculated as the value of loans which were not being repaid since more than 30 days. At KB, as of December 31, 2003, 1,83% of the outstanding loans value was classified as non-performing, in this case adopting two days and more as the threshold, a narrower definition than KSBP’s. 

The expected length of both KB and KSBP, according to the available data, is great, since they are profitable, low loss making and well managed institutions. 

4.4 Scope

Scope of outreach is the number of types of financial contracts supplied (Schreiner 2004). The range of financial products offered by KB is definitely wide, including 12 different kinds of loans and seven main kinds of deposit services. Seven categories of loans are offered to businesses and the rest to households. As mentioned, the bank targets a wide array of potential clients and has adapted its offer accordingly (see paragraph 3. above for a list of the main categories of customers). KSBP’s focus on MSEs has an influence over its product line, which is limited to express, micro and small loans. KSBP does not offer deposit services, probably since it is configured as a loan department in local partner banks’ branches, which may or may not offer such services on their own. 

KB seems to have a broader scope and a more flexible approach to its customers than KSBP does, both as a whole and when comparison is limited to the small businesses segment.

4.5 Cost

Cost of outreach to clients is the sum of price costs and transaction costs (Schreiner 2004). Unfortunately it was not possible to obtain detailed data on interest rates and non-price costs or on non-cash opportunity costs and indirect cash expenses. For KSBP the average gross interest rate earned was slightly over 20%, giving participating banks a margin ranging between 7.5 and 14.5%. This translates, after deducting 1% for loan loss provisions and 2.8% for administrative costs, in a net margin between 3.7% and 10% (CGAP 2004). These figures appear to be in line with estimates of interest rates for the whole financial system (Voronina 2004). The interest rate on loans and advances at KB ranged in 2003 from 4.8% to 48% (Khan Bank 2003 and DAI 2003). On micro and small business loans the current interest rate at the beginning of 2004 was between 2.2 and 4% per month, although decreasing due to competition and efficiency gains in underwriting from growing economies of scale. If we divide the interest income by the average net loan portfolio in 2003 (sum of year- end 2002 and 2003 figures divided by two) we obtain a very rough estimate of the gross interest rate across the range of products, which amounts to 36.8% per year. Rates on the informal market in Mongolia would be much higher, up to 15% a month, determining a clear opportunity gain for those borrowers which use KB’s products instead of those provided by informal lenders (CGAP 2004). It was not possible to compare the two institutions’ rates to those of other commercial banks located in the respective countries. 

The sizable difference in the cost to clients between countries is not explained by inflation, which, according to International Monetary Fund data, in 2003 was indeed higher in Kazakhstan (6,4%) than in Mongolia (0,9%). One likely hypothesis could be that the price of financial services has been driven down, in Kazakhstan, by the presence of a number of established banks competing with each other, while in Mongolia the conditions for the creation of a fully competitive market are still lacking. 

We can reasonably assume that the breadth of both institutions, i.e. the very high number of branches both opened, even in smaller towns, helped reduce transaction costs in absolute terms and as compared to other available sources of financial services which have a more limited network. KB and KSBP have invested heavily in new branches and in improving the efficiency of their systems and this in turn should lower costs to the client. 

We do not have enough information about transaction costs, therefore we cannot properly assess them.

In conclusion, there seems to be preliminary evidence that price costs to clients are sensibly higher at KB, although the scarcity of information about KSBP makes any comparison very weak. 

4.6 Worth

Worth of outreach to clients is defined as their willingness to pay and depends on the subjective gain that a client gets from a financial contract (Schreiner 2004). Being this variable difficult to measure per se, one could try to use the growth in the outstanding loans as a proxy. It can therefore be assumed that a customer considers its worth as positive if he/she decides to ask for a loan and that the more borrowers the bigger the worth of outreach of a certain institution. This is not necessarily always true, since the choice might be influenced by factors exogenous to the contract, notably the availability of alternative sources of loans, especially in remote areas. Not considering the first year of operations, Khan Bank’s loan portfolio grew at an annual rate of 129,1% between 2001 and 2003. Within the same period, high rates have also been recorded at the Kazakhstan Small Business Programme, which reported an average growth of 74,5%. Both seem to attract a fast growing number of clients. 

Notwithstanding the scarcity of data and the early stage of development attained by the two institutions, it can tentatively be concluded that worth of outreach is positive for both of them. 

The analysis of the aspects of outreach has yielded the results summarized in table 1 below. 
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Kazakhstan Small Business Program

73,386

148,993

236,000

46

103

58

Khan Bank

24,646

51,190

65,245

151

108

27

Number

Kazakhstan Small Business Program

17,411

32,605

44,500

78

87

36

Khan Bank

n.a.

n.a.

128,227

-

-

-

(*) KB: June 30, 2004, KSBP: September 30, 2004

Sources: CGAP 2004, Khan Bank 2003, KSBP 2003

Table 2


5. Key issues in institution-building

In what follows we will describe how Khan Bank and the Kazakhstan Small Business Programme have dealt with a number of issues related to creating and running the respective financial institutions. We will take the liberty of using the analysis grid sketched in Hatch 2004, omitting two of the “drawers” of his “filing cabinet of prudent practices”, namely mission, dealt with in para 2. above, and interface with the external environment, for lack of available data. 

5.1 Client services

We have already commented on the fact that the two institutions are different as far as clientele and offered services are concerned (para 4.1 and 4.2). In both cases the services provided resemble those typical of regular commercial banks, as individual loans, deposit accounts and money transfers (the latter two at KB only). This could be the effect of both institutions undergoing a downscaling process in order to reach out to a wider but poorer clientele while retaining in part the approach of a bigger bank. The features of the local demand for financial services could be another factor which contributes to shaping the offer of client services. At KB pricing seems to vary with the social group to which the product is geared, with a margin for rewarding preferred customers. For instance, a loan to a small business can cost 4% a month and have a 6 months term, while a loan to a small business which is at the same time a good customer can extend up to 12 months and an interest rate of 4%. At the same time, a loan to a pensioner can last up to six months, does not charge an interest rate, which is waived in exchange for a fee (DAI 2003). 

5.2 Capital mobilization and asset security

Khan Bank was overhauled between 1999 and 2000, when it was still called The Agricultural Bank of Mongolia. A technical assistance grant was provided by the United States agency for international development (USAID), for an outside management contract, while the World Bank worked with the government at the restructuring of the financial sector. After three years, the Bank was sold for USD 6.85 million in January 2003 to HS Securities Co. Ltd., a Japanese investment bank, which later on injected USD 2 million more equity. Soon after a local investor was involved and took a 40% stake in KB. In May 2004 IFC provided KB with a loan of up to USD 1.8 million and an equity investment of up to USD 1.2 million, where the latter would represent about 10% of the Bank’s equity. The main reasons for which IFC invested in KB are firstly that the Bank needs equity to leverage in order to satisfy the growing request for loans and secondly that IFC itself is eager to play an institution-building role, providing a number of services, sharing knowledge and delegating a representative at the Bank’s board, the latter being a quite unusual event for the Corporation. Deposits are also growing fast, reaching 65 million dollars at the end of 2003. So, KB’s main source of funds is deposits, followed by equity, from its three main sponsors. KB holds a higher than normal level of liquidity because of the need to fund over 300 remote locations and due to a rapidly growing depositor base. With a liquidity to assets ratio of almost 35%, the Bank can easily finance an expansion of loans with its own resources. KB has made a profit every year since 2001 and both its net worth and its net profit have been steadily increasing. Being subject to standard regulations applying to all Mongolian banks, KB discloses its information according to the relevant requirements. 

The main source of funding for KSBP’s lending operations is a two-tranche EBRD loan, the first, in the amount of ECU 100 million, made available in 1997 and the second, in the amount of EUR 85 million, in 2002, although as we mentioned before participating banks are gradually increasing the share of their own resources over the value of the loan portfolio. Information about the sign of net income is unavailable, but it can be safely assumed that the program is profitable, given its wide success with partner banks and with the public. Reporting seems to be a problem. We have been unable to find a consolidated, exhaustive recapitulation of the program’s financials, nor specific data on KSBP by participating bank (language is also a problem, since some of the banks’ websites are in Russian). The operation enjoys a considerable degree of secrecy, resembling a private equity venture. Some general reports on results and achievements are available through the donors, the providers of subsidized technical assistance and from KSBP’s website (KSBP 2003, IPC 2004, KSBP 2004). On the other hand, all participating banks are fully subject to Kazakhstan’s financial sector rules and regulations and the program is kept under close scrutiny by donors – not by the public, which can only invest in each bank and not in the program itself. A more open approach to program data dissemination might contribute to keeping the program stable and well managed and boost competition among participating banks, with a positive return for customers. 

5.3 Administrative system

KB is legally chartered under local law, while we did not find any specific information on KSBP’s legal status. Both institutions have adopted modern management information systems, including software and reporting. Staff incentives and training have been provided (see also para 4.6).

At KSBP participating banks are equipped with a loan technology which gives preference to high-quality financial analysis and to the assessment of a client's business over the availability of security, revolutionizing the techniques used thus far. The technical assistance providers have developed a profit-centre accounting system and a method for smoothly integrating micro and small enterprises loan departments in the participating banks’ organization. At the same time, to mitigate inherent risks, a current loan portfolio monitoring system is used which relies on the IPC banking software and enables banks to assess clients' creditworthiness on a daily basis. As we mentioned, KSBP does not disclose consolidated statements. We are not aware of any periodical audit on KSBP’s use of funds, although the standard control environments pertaining to participating banks, the sponsor (EBRD) and the donors, the latter only as far as technical assistance is concerned, apply (CGAP 2004, KSBP 2004 and IPC 2004b).

At KB, a borrower’s ability to repay is the main indicator being monitored, although in some cases collateral is also requested. KB’s financial statements are subject to an annual external audit (Khan Bank 2003). 

Incentives at Khan Bank have been dramatically turned around by the new management team, led by the chief executive officer, J. Peter Morrow from Development Alternatives Inc. (DAI), of Maryland, USA. Before the restructuring, the main rewards were connected to the external environment, since the bank was to accommodate jobseekers’ and politicians’ needs, while within the new framework branch directors and managers have been held accountable to the senior management team and are better aware of the importance that the institution be strong in order to satisfy customers’ needs. Lines of authority are clearer than in the past. Such new relationships rely also on a higher pay and on a system of proper incentives and bonuses for performance (CGAP 2004). 

Loan officer productivity is constantly monitored at KSBP, since it’s one of the main cost drivers. It has increased steadily over time, thanks to training and to the introduction of new methodologies and tools. More particularly, credit assessment and monitoring techniques, administrative processes (credit guidelines, auditing procedures), as well as incentive-based pay schemes, were originally introduced into participating banks by the program and have now been adopted in other departments of the banks themselves. The same has happened in the area of human resource development and recruitment procedures (CGAP 2004 and IPC 2004b). 

5.4 Governance and ownership system

Insufficient information was available in ordert to elaborate on the inner mechanisms of decision-making and the rules about dissolution and conflicts of interest. 

In the case of KB, it is apparent that the owner, H.S. Securities of Japan, retains the privilege to hire and fire management, since it signed a management contract with DAI soon after purchasing the Bank. A direct influence on the part of donors or local authorities cannot be exerted anymore. On the road to privatisation, when the government of Mongolia was the sole owner, there was a high risk that non-business related factors might have distorted KB’s business decisions, possibly delaying the sell-out and/or the return to profitability. Therefore, based also on World Bank’s recommendations and on funds provided by USAID, a first outside management contract with DAI was signed. The government of Mongolia agreed to provide the new management with full authority to manage the institution, free from political or other interference. 

The governance structure of KSBP participating banks does not seem formally affected by their membership in the program, which appears to be configured as a line of credit and a technical assistance in-kind grant. In accordance with the spirit of the reforms introduced in the financial sector in the 1990s, the government of Kazakhstan made a contractual commitment to abstain from interfering in the program (CGAP 2004). 

It is apparent that in terms of organizational culture and ownership at both institutions there has been an infusion of foreign methods and managerial skills which accounts for a significant part of their success, at least from a financial point of view. Based on the available information, it does not seem that such a knowledge transfer has implied that some of the discretion associated with managing the institutions was ceded to donors, creditors or investors (Hatch 2004). Indeed, both at KB and at KSBP’s participating banks, the Boards of Directors are formally independent from donors and report to investors only. 

5.5 Technical assistance

As previously noted, both institutions have relied heavily on technical assistance to start up their downscaling operations. Technical assistance has been provided by DAI to KB, as mentioned before, and by IPC (and, at least for a while, also by the French consulting firm Developpement et finance international) to KSBP. For KB the main donor has been USAID, while for KSBP there’s a common effort by the Government of Japan, the European Union and USAID. Planning and reporting are common features of the monitoring framework pertaining to both technical assistance providers. The supervision is performed mainly by the donors to the technical assistance programs and as such detailed data on technical assistance are not available to the public. 

The methodologies adopted by IPC are based on its own concepts of new development finance and lending technology and tend to create spillover effects through imitation and adaptation in participating banks (IPC 2004, CGAP 2004). 

DAI’s contribution to KB’s turnaround has not been less decisive, though keeping to a less articulated and perhaps simpler approach, given the kind of contract with the institution and the differences in size and structure as compared to IPC. 

5.6 Training

Financial institutions, as all service industries, are very dependent on the quality of their staff in order to perform well, therefore training is particularly important. Another reason which makes training relevant is that both KB’s and KSBP’s growth strategies implied significant changes in methods and practices, which staff has had to implement. 

At KSBP, at the end of September 2004, 100 training seminars had been held and 2,000 loan officers had been trained. Courses were meant to provide inexperienced employees with all the range of skills needed to work successfully with a wide range of clients. Every loan officer undergoes at least one full year of training in all aspects of lending before finally beginning to work on his or her own. Given the fact that the KSBP is training hundreds of loan officers at the same time, the principle of gradually increasing their level of responsibility in line with their professional growth and development is very important. Senior loan officers train newcomers. During their first year trainees work in teams and joint credit committees are held. The offer of training seminars includes some related to specific products, others related to areas of work and one on lending to legal entities. According to KSBP, the quality of the training offered by the program is confirmed by the fact that loan experts who started their careers at the KSBP now form a significant proportion of all banking sector employees (KSBP 2004). Not being a corporate entity, the program does not have the need to protect itself from the loss of trained staff to the competitors. As part of an overall trend to increase participating banks’ ownership over time, the responsibility for training is being shifted over to them (CGAP 2004).

Most of the staff members at KB were already well educated and adept at performing most day-to-day banking tasks. Training was hence framed into a vision for a change of “staff culture”. Management wrote new policies and procedures for all areas of the bank and developed a training program, based on courses for training-of-trainers at the provincial or regional level, who would then in turn train the staff at the rural level. The change was eased by staff’s inclination to follow the rules, as a by-product of the previously all-encompassing “state culture”. Every quarter, branch managers spend some time with senior managers reviewing achievements, setting targets and handling administrative issues. This cannot considered as a formal training, but there’s certainly  a component of knowledge transmission, probably in both directions, built into such periodical meetings. Learning and applying one’s skills is rewarded through incentive compensation which is a crucial part of the motivation towards the desired changes in “staff culture” (CGAP 2004). 

6. Overall assessment and evaluation

With the help of two weathered analytic frameworks, a number of features of a pair of successful credit institutions whose common target is small and medium enterprises were considered. I should now be possible to find answers the questions we posed at the outset. 

The first question was about the value added by the two programs. The financial information, showing that both institutions are making profits, tells us that they are currently adding value to the transactions they perform. Their growth has been quite fast in the last few years (see table 2 below) and this means that their financial products are meeting the needs of their clientele. In absence of a specific market survey, we can only hypothesize that the demand being met is new, meaning it was not previously satisfied by other financial institutions. Were it so, the value added would be even higher. A number of indications point in that direction, among which are the fast growth of the economy as a whole in Kazakhstan, which generates new investment opportunities altogether, and the primitive stage at which the financial sector is found in Mongolia. 
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Sources: CGAP 2004, IPC 2004, Khan Bank 2004 and others (see text for details)

(1) Non performing loans defined as in arrear of 2 days and more (Khan Bank) or of 30 days 

and more (KSBP)
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The second question was about the level of outreach achieved by the two institutions after a few years of operation. When comparing products and trends, we found that both institutions are quickly increasing the level of outreach, leveraging on assets of their own or on preferential relations with external counterparts. The market share achieved by KSBP over the MSE loan portfolio of all Kazakh banks grew from 5.42 in 2000 to 11.09% in 2003, when its USD 149 million in outstanding loans compared to USD 1,3 billion at all banks. In KSBP’s experience, which is based more on exposing partner banks to good practices about microfinance it is important to assess not only the figures about lending, which are noteworthy, but also the spillover effects created by the program, to have a complete idea of the level of outreach. The analysis performed in para 4. shows that, thanks to original methodologies and a growing demand, the program has set the stage for increasing outreach in the next few years. Results are very promising at Khan Bank, which features a much deeper outreach, although the Mongolian economy’s drive is not as powerful as Kazakhstan’s. Overall, the quality of outreach is limited by the fact that both institutions are downscaling outfits of commercial banks, specializing in financial services and with no apparent connection to social or economic development programs. Given the vastitude of the networks which KB and KSBP have set up, delivering information, training, counseling or other developmental activities through such networks to the public could increase dramatically the quality of outreach. Increasing the range of offered financial services, selling insurance for instance, could turn out to be at the same time profitable and useful for customers. 

The final question asked whether and how the two institutions are becoming sounder and more sustainable financial institutions without indulging in mission drift. Results are positive also from this point of view, as shown by the analysis in para 5.. Aside from the success on the financial side, which has been mentioned before, KB has completed its privatisation and has attracted new investments from qualified sponsors, while KSBP is preparing the hand-over of the lending departments to participating banks. These and other signs, as the low arrears rate and the ongoing diversification process in terms of products and customers, indicate that both institutions are becoming sounder. Regarding mission drift, there is not adequate information available on the trends in different categories of loans to be able to assess whether KB has increased or reduced its attention towards lower income borrowers. A quick look at KSBP’s figures about the partition between micro and small loans shows that in the period 2002-2004 the ratio has settled around a  35:65 proportion. It therefore seems that the program is still paying a considerable level of attention towards clients falling into the lower income range. The fact that two smaller-sized new products, the express loan and the agricultural loan, are being introduced shows that the level of commitment to that same range is increasing. We can therefore assume that there are no signs of mission drift at either institutions. 

Had additional data been available, this analysis could have reached firmer conclusions. However, I can confidently be stated that Khan Bank and the Kazakhstan Small Business Programme, notwithstanding important differences in the respective features, are two very successful examples of a downscaling effort which could be replicated in similar environments with important developmental effects. 
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